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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 6. 

U.S. Independent Refiners 

CITGO Valuation Analysis 
Petroleos de Venezuela SA (PDSVA) recently indicated to the market that it was looking to 
sell its interest in CITGO Petroleum Corporation, its U.S. refining and marketing company. 
CITGO’s asset mix includes three U.S. refineries with a total refining capacity of 749 mb/d 
(000s b/d) in Texas, Louisiana, and Illinois, as well as associated terminals, storage, and 
wholesale operations. Recent media reports have cited a potential value of approximately 
$10 billion. Given the size and location of its refineries, at our recent Barclays CEO 
Energy/Power Conference as well as 2Q14 conference calls, a number of U.S. 
independent refiners have expressed interest in evaluating these assets.  

In light of this market development, we have been asked by investors about the potential 
value of CITGO’s refining and logistic assets that are currently for sale, and what the 
implications would be for the U.S. independent refiners. We conduct our analysis based 
on CITGO’s publically available financial information disclosed in their recent filing to 
calculate implied refining and logistic EBITDA estimates. We take into consideration and 
make adjustments for non-operating factors LIFO liquidation adjustment, social 
development donations, asset impairment charges, and insurance, as well as our 
assumption of additional potential MLP-able logistic EBITDA that is still within the refinery 
gate. Given CITGO’s asset mix and location, we believe Valero Energy is the most logical 
comp in order to derive an implied refining EV/EBITDA multiple across two different 
scenarios, which we then apply to CITGO’s refining EBITDA estimate. For CITGO’s logistic 
assets, we apply an industry MLP multiple of 10x to its logistics EBITDA to arrive at an 
implied logistic asset EV.  

Based on our analysis, we estimate that CITGO’s implied equity value ranges between $7-
9 billion. In addition to our calculation, we believe both industry executives and investors 
will also need to take the following into consideration when evaluating CITGO’s assets: 

EBITDA per Barrel Metric – If this value is higher or lower than VLO’s EBITDA per barrel, 
we believe it would be appropriate to apply a multiple higher or lower than that of VLO’s 
to calculate EV.  

Continuous Investment – We think a potential buyer would need to take into 
consideration how efficiently the assets are currently running. CITGO’s capex spend 
during the 2011-2013 period averaged approximately $140 million per year, which 
appears to be extremely low. We estimate that the company may have been 
underspending its required sustaining capex by approximately $250 million per year, 
assuming $1.0-$1.5/bl of sustaining capex spend on each capacity barrel.  

Potential Legal Complications – We think it is also important to take into consideration 
any ongoing litigation that the current owner of refining assets is involved in, and how 
that might impact a sale transaction.  
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PDSVA Seeking Buyer of CITGO Assets 
Petroleos de Venezuela SA (PDSVA) recently indicated to the market that it was looking to 
sell its interest in CITGO Petroleum Corporation, its U.S. refining and marketing company. 
CITGO’s asset mix includes three U.S. refineries with a total refining capacity of 749 mb/d 
(000s b/d) in Texas, Louisiana, and Illinois, as well as associated terminals, storage, and 
wholesale operations. Recent media reports have cited a potential value of approximately 
$10 billion. Given the size and location of its refineries, at our recent Barclays CEO 
Energy/Power Conference as well as 2Q14 conference calls, a number of U.S. independent 
refiners have expressed interest in evaluating these assets.  

CITGO Valuation Analysis 
In light of this market development, we have been asked by investors about the potential 
value of CITGO’s refining and logistic assets that are currently for sale, and what the 
implications would be for the U.S. independent refiners.  Based on our analysis, we estimate 
that CITGO’s implied equity value ranges between $7-9 billion. That said, we think there are 
a number of tangible and intangible factors will need to be considered in the valuation.  

We conduct our analysis based on CITGO’s publically available financial information 
disclosed in their recent filing.  

• We first calculate a normalized total company EBITDA estimate, adjusted for other non-
operating factors including LIFO liquidation adjustment, social development donations, 
asset impairment charges, and insurance.  

• We derive the company’s refining EBITDA estimate based on its segmented results less 
$100 million of assumed MLP-eligible assets that are still within the refinery gate. Given 
CITGO’s asset mix and location, we believe Valero Energy is the most logical comp in 
order to derive an implied refining EV/EBITDA multiple, which we then apply to CITGO’s 
refining EBITDA estimate. We perform our analysis using two different scenarios:  

− In the first scenario, we assume VLO’s logistic asset value at $8 billion, or 10x of 
$800 million in annual logistic EBITDA, and no value for the GP. Under this 
assumption, we calculate an implied VLO refining EV/EBITDA of 5.3x, 3.8x and 4.4x 
in 2011, 2013 and 2013, respectively. We use 2Q14 cash, debt levels, and share 
count in our EV calculation. 

− In the second scenario, we assume VLO’s asset value at $14 billion, of which the GP 
value is worth $4 billion. We calculate an implied refining EV/EBITDA, assuming full 
asset drop-down, of 3.8x, 2.8x and 3.2x in 2011, 2012 and 2013, respectively. We 
again use 2Q14 cash, debt levels, and share count in our EV calculation. 

• We calculate our estimate of CITGO’s logistic EBITDA using our calculation of the 
CITGO’s normalized total company EBITDA estimate less CITGO’s refining EBITDA 
estimate. Recall that our refining EBITDA estimate was stripped of $100 million of 
assumed potential MLP-eligible assets that are still within the refinery gate. We then 
apply an industry MLP multiple of 10x to the CITGO’s logistic EBITDA estimate to arrive 
at an implied logistic asset EV.  
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Important Considerations 
In addition to our calculation, we believe both industry executives and investors will also 
take the following into consideration when evaluating CITGO’s assets: 

• EBITDA per Barrel Metric – If this value is higher or lower than VLO’s EBITDA per barrel, 
we believe it would be appropriate to apply a multiple higher or lower than that of VLO’s 
to calculate EV.  

• Continuous Investment – We think a potential buyer would need to take into 
consideration how efficiently the assets are currently running. CITGO’s capex spend 
during the 2011-2013 period averaged approximately $140 million per year, which 
appears to be extremely low. We estimate that the company may have been under 
spending its required sustaining capex by approximately $250 million per year, 
assuming $1.0-$1.5/bl of sustaining capex spend on each capacity barrel.  

• Potential Legal Complications – We think it is also important to take into consideration 
any ongoing litigation that the current owner of refining assets is involved in, and how 
that might impact a sale transaction.  

FIGURE 1    
CITGO EBITDA ($ million) 

 

Source: Company Data, Barclays Research 

2011 2012 2013 Average

Net Income 533 778 778 696 

Adjustments

    Interest Expense 162 143 126 144 

    Capital Lease Interest Charge 18 17 17 17 

    Amortization of Loan Origination Fees in Interest Expense (24) (18) (13) (18)

    DD&A 511 511 509 510 

    Income Taxes 262 375 397 345 

EBITDA 1,462 1,806 1,814 1,694 

   LIFO Liquidation Adjustment (19) (5) 1 (8)

   Social Development Donations 129 63 16 69 

   Asset Impairment Charges 5 0 0 2 

   Insurance Recoveries (9) (1) (104) (38)

Adjusted EBITDA 1,568 1,863 1,727 1,719 
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FIGURE 2    
Refining & Logistics EBITDA Calculation & Metrics 

 

Source: Company Data, Barclays Research 

2011 2012 2013 Average

Capital Spending Requirement ($ million)

Total Capital Spending 141 119 165 142 

Assumed: Barclays Estimate of Required Sustaining Capital 392 393 392 392 

Implied Capital Spending Deficit (251) (274) (227) (250)

Refinery Crude Capacity (000s b/d)

    Lake Charles, LA 425 425 425 425 

    Corpus Christi, TX 157 157 157 157 

    Lemont, IL 167 167 167 167 

Total 749 749 749 749 

Refinery Throughput (000s b/d)

    Lake Charles, LA 387 394 392 391 

    Corpus Christi, TX 197 194 205 199 

    Lemont, IL 174 165 175 171 

Total 758 753 772 761 

Refining Gross Margin

    $ millions 3,550 3,773 3,857 3,727 

    $/bl 12.83 13.69 13.69 13.40 

Manufacturing Cost

    $ millions 1,911 1,913 2,035 1,953 

    $/bl 6.91 6.94 7.22 7.02 

Other Operating Cost

    $ millions 278 243 372 298 

    $/bl 1.00 0.88 1.32 1.07 

Refining EBITDA

    $ millions 1,361 1,617 1,450 1,476 

    $/bl 4.92 5.87 5.15 5.31 

Comparison

VLO GC & MC Average EBITDA/bl 5.87 7.97 6.18 6.67 

VLO Average EBITDA/bl 5.19 7.18 5.97 6.11 

Implied Logistic/Marketing EBITDA ($ million) 207 246 277 243 

     Potential MLP-able Assets Inside Refinery Gate ($ million) 100 100 100 100 

Barclays Estimate MLP-able Assets EBITDA ($ million) 307 346 377 343 

Barclays Estimate Refining Assets EBITDA ($ million) 1,261 1,517 1,350 443 
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FIGURE 3    
CITGO Equity Value Calculation ($ million) 

 

Source: Company Data, Barclays Research 

FIGURE 4    
CITGO Assets 

 

Source: CITGO 

 

 

2011 2012 2013 Average

CITGO's Net Debt as of 1Q14 (811) (811) (811)

Implied Logistic Asset EBITDA multiple 10.0x 10.0x 10.0x 10.0x 

Implied Logistic Asset EV ($ million) 3,070 3,460 3,770 3,433 

    Implied VLO Refining EV/EBITDA, assuming GP value = $0 5.3x 3.8x 4.4x 4.5x 

    Implied Refining Asset EV, $ millions 6,633 5,734 5,954 6,107 

           Implied Citgo Equity Value 8,892 8,383 8,913 8,729 

    Implied VLO Refining EV/EBITDA, assuming full asset drop down 3.8x 2.8x 3.2x 3.3x 

    Implied Refining Asset EV, $ millions 4,830 4,187 4,347 4,455 

           Implied CITGO Equity Value 7,089 6,836 7,306 7,077 

Scenario 1: Assume VLO's logistic asset value at $8 billion or 10x of its $800 million annual EBITDA

Scenario 2: Assume VLO's logistic asset value at $14 billion in which GP value at $4 billion

Refining Assets Capacity (000s b/d) Nelson Complexity

Lake Charles, LA 425 11.9x 

Corpus Christi, TX 157 17.5x 

Lemont, IL 167 11.7x 

Non-Refining Assets

38 refined product terminals with storage capacity of 18.8 million barrels

10 refined product terminals through joint ownership with storage capacity of 3.8 million barrels

Wholesale Business
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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. 

 

IMPORTANT DISCLOSURES CONTINUED 
 

Barclays Research is a part of the Corporate and Investment Banking division of Barclays Bank PLC and its affiliates (collectively and each 
individually, "Barclays"). For current important disclosures regarding companies that are the subject of this research report, please send a written 
request to: Barclays Research Compliance, 745 Seventh Avenue, 14th Floor, New York, NY 10019 or refer to http://publicresearch.barclays.com 
or call 212-526-1072. 

The analysts responsible for preparing this research report have received compensation based upon various factors including the firm's total
revenues, a portion of which is generated by investment banking activities. 

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://live.barcap.com/publiccp/RSR/nyfipubs/disclaimer/disclaimer-research-dissemination.html.  In order to access Barclays Research 
Conflict Management Policy Statement, please refer to: http://group.barclays.com/corporates-and-institutions/research/research-policy. 

The Corporate and Investment Banking division of Barclays produces a variety of research products 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 products, 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
universe"). 

In addition to the stock rating, we provide industry views which rate the outlook for the industry coverage universe as Positive, Neutral or 
Negative (see definitions below).  A rating system using terms such as buy, hold and sell is not the equivalent of our rating system.  Investors
should carefully read the entire research report including the definitions of all ratings and not infer its contents from ratings alone. 

Stock Rating 

Overweight - The stock is expected to outperform the unweighted expected total return of the industry coverage universe over a 12-month 
investment horizon. 

Equal Weight - The stock is expected to perform in line with the unweighted expected total return of the industry coverage universe over a 12-
month investment horizon. 

Underweight - The stock is expected to underperform the unweighted expected total return of the industry coverage universe over a 12-month 
investment horizon. 

Rating Suspended - The rating and target price have been suspended temporarily due to market events that made coverage impracticable or to
comply with applicable regulations and/or firm policies in certain circumstances including where the Corporate and Investment Banking Division
of Barclays is acting in an advisory capacity in a merger or strategic transaction involving the company. 

Industry View 

Positive - industry coverage universe fundamentals/valuations are improving. 

Neutral - industry coverage universe fundamentals/valuations are steady, neither improving nor deteriorating. 

Negative - industry coverage universe fundamentals/valuations are deteriorating. 

Below is the list of companies that constitute the "industry coverage universe": 

U.S. Independent Refiners 

Alon USA Energy (ALJ) Delek US Holdings Inc. (DK) HollyFrontier Corp. (HFC) 

Marathon Petroleum Corp. (MPC) PBF Energy Inc. (PBF) Phillips 66 (PSX) 

Tesoro Corporation (TSO) Valero Energy (VLO) Western Refining, Inc. (WNR) 

 

Distribution of Ratings: 

Barclays Equity Research has 2595 companies under coverage. 

45% have been assigned an Overweight rating which, for purposes of mandatory regulatory disclosures, is classified as a Buy rating; 55% of 
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IMPORTANT DISCLOSURES CONTINUED 

companies with this rating are investment banking clients of the Firm. 

39% have been assigned an Equal Weight rating which, for purposes of mandatory regulatory disclosures, is classified as a Hold rating; 46% of
companies with this rating are investment banking clients of the Firm. 

14% have been assigned an Underweight rating which, for purposes of mandatory regulatory disclosures, is classified as a Sell rating; 43% of 
companies with this rating are investment banking clients of the Firm. 

Guide to the Barclays Research Price Target: 

Each analyst has a single price target on the stocks that they cover. The price target represents that analyst's expectation of where the stock will 
trade in the next 12 months.  Upside/downside scenarios, where provided, represent potential upside/potential downside to each analyst's price 
target over the same 12-month period. 

Barclays offices involved in the production of equity research:  

London 

Barclays Bank PLC (Barclays, London) 

New York 

Barclays Capital Inc. (BCI, New York) 

Tokyo 

Barclays Securities Japan Limited (BSJL, Tokyo) 

São Paulo 

Banco Barclays S.A. (BBSA, São Paulo) 

Hong Kong 

Barclays Bank PLC, Hong Kong branch (Barclays Bank, Hong Kong) 

Toronto 

Barclays Capital Canada Inc. (BCCI, Toronto) 

Johannesburg 

Absa Bank Limited (Absa, Johannesburg) 

Mexico City 

Barclays Bank Mexico, S.A. (BBMX, Mexico City) 

Taiwan 

Barclays Capital Securities Taiwan Limited (BCSTW, Taiwan) 

Seoul 

Barclays Capital Securities Limited (BCSL, Seoul) 

Mumbai 

Barclays Securities (India) Private Limited (BSIPL, Mumbai) 

Singapore 

Barclays Bank PLC, Singapore branch (Barclays Bank, Singapore) 
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its contents. 

Other than disclosures relating to Barclays, the information contained in this publication has been obtained from sources that Barclays Research believes to
be reliable, but Barclays does not represent or warrant that it is accurate or complete. Barclays is not responsible for, and makes no warranties whatsoever as
to, the content of any third-party web site accessed via a hyperlink in this publication and such information is not incorporated by reference. 

The views in this publication are those of the author(s) and are subject to change, and Barclays has no obligation to update its opinions or the information in
this publication. The analyst recommendations in this publication reflect solely and exclusively those of the author(s), and such opinions were prepared
independently of any other interests, including those of Barclays and/or its affiliates. This publication does not constitute personal investment advice or take
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