
MANAGEMENT 
DISCUSSION & ANALYSIS

VISION

To be the top performing and most admired refinery in Asia

MISSION

To improve shareholder value by:

• Manufacturing and supplying oil products and services that satisfy the needs of our 
customers 

• Constantly achieving operational excellence 

• Conducting our business in a safe, environmentally sustainable and economically 
optimum manner

• Employing a diverse, innovative and results oriented team, motivated to deliver 
excellence

OBJECTIVES 

We are committed to deliver sustainable excellence in business performance by focusing 
on the following: 

• Benefiting our shareholders; 

• Realising the potential of our people; 

• Meeting our customer requirements; 

• Maximising refinery margins; 

• Safeguarding asset integrity; 

• Delivering structural cost reductions; 

• Sustaining a robust management system; and 

• Delivering continuous sustainable Health, Safety, Security and Environmental 
excellence.
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OVERVIEW OF THE COMPANY’S BUSINESS AND OPERATIONS
1.1 Business and Operations

 Hengyuan Refining Company Berhad’s oil refinery complex located in Port Dickson, Negeri Sembilan, is licensed for a 
production capacity of 156,000 barrels per day. The main operating units in the refinery complex consist of two crude 
distillers, a long residue catalytic cracker unit (LRCCU), two naphtha treaters and a Merox plant, one reformer and a 
gasoil treatment plant.

The operating units produce a comprehensive range 
of petroleum products that include liquefied petroleum 
gas (LPG), gasoline, diesel, aviation fuel, fuel oil 
components, and chemical feedstock (such as light 
naphtha and propylene).

HRC’s principal market is the domestic market, where over 
90% (by volume) of the company’s refined products are  
sold in Malaysia. The remaining 10% of our production, 
including naphtalene and propylene, are exported 
elsewhere in Asia.

We focus on servicing the domestic market, mainly 
through our 10-year Product Offtake Agreement (POA) 
with Shell Malaysia Trading Sdn Bhd for gasoline, diesel 
and aviation fuel, and Shell Timur Sdn Bhd for refined 

petroleum products. This POA commenced in 2016. 
We have also been developing new customers and 
supply channels, both within Malaysia and in the wider 
South East Asia region. Further expansion is focused 
on the best commercial opportunities and financial 
viability. Our strategy in this regard is to leverage on 
competitive bidding for long-term deals based on 
published benchmark pricing. 

Our crude oil supply is partly covered by a 5-year crude 
oil supply agreement (COSA) with Shell International 
Eastern Trading Company (SIETCO), signed in 2016. 
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MANAGEMENT DISCUSSION & ANALYSIS

Our sources of crude supply include 
Malaysia, Russia, Far East, Middle East 
and Africa.

We have also focused on building more 
relationships with the crude supply 
network in the region and globally to 
benefit from competitive pricing. To 
complement these diversification efforts, 
HRC has implemented various trade 
instruments with financial institutions.

1.2 Objectives & Strategies

 Our strategic priorities for the Company remain unchanged:

 These priorities drive our business and operations at all levels to ensure safe and reliable performance, 
whilst enabling HRC to embrace new opportunities and grow sustainably. The refinery’s quarterly goals 
are segmented across these six (6) pillars.

Our
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Safe & Reliable

Reliability, process and personal safety remain a strong focus 
for the Company. 

HRC’s Reliability Management Framework is the foundation 
for ensuring the integrity of our assets and optimising our 
production performance. We instill a ‘reliability mindset’ 
to promote individual ownership and excellence at every 
phase of asset management. We continuously maintain 
and improve our high Quality, Health, Safety, Security and 
Environment (QHSSE) standards, policies and practices. 

Process and personal safety are key components to ensure 
safe and responsible operations. We build on Health, 
Security, Safety, Environment and Social Performance (HSSE 
& SP) Commitment and Policy to improve and develop 
safety procedures and training programmes. 

In line with our strong emphasis on safety and reliability, 
we continue our initiatives to develop a Goal Zero (Zero 
injuries, Zero significant incidents and Zero leaks) culture. 
We also maintain our Learning From Incident (LFI) sessions, 
which enable us to strengthen the awareness of our people 
on safety and learn from past experience.

This strategic priority enables us to safeguard asset integrity 
and deliver continuous and sustainable QHSSE excellence.

People first

Our employees are instrumental to the success of the 
Company, and we strive to become an employer of choice in 
our sector in the Malaysian market. 

At HRC, we seek to enable our employees to reach their 
full potential by providing them with a platform through 
our Integrated People Plan (IPP), which has been revamped 
and is continuously reviewed to deliver a complete 
Employee Value Proposition. 

Sustainable future 

To secure consistent economic performance and business 
success, HRC strives to achieve product excellence and 
operational efficiency through the implementation of 
stringent QHSSE standards, improved reliability practices and 
talent management, while safeguarding the environment 

in which we operate. We also care for our neighbouring 
communities and cultivate strong relationships with 
them through corporate social responsibility activities 
revolving around the themes of environment, safety, 
education and society. We build strong corporate 
foundations across our key sustainability areas that are 
the basis of our resilience, to become a refiner of choice 
in the region.

Rise Together

We recognise the influence of our stakeholders in our 
success. As such, we work closely with government agencies, 
communities, customers and suppliers, and continuously 
engage them to create new networks and relationships. 
Events such as HRC’s Euro 4M Mogas Project ground 
breaking ceremony in 2017 included the participation of our 
stakeholders from the community, our regulators and our 
business partners.

$ Smart 

$ Smart helps us manage our financial risks. We have 
reduced foreign exchange and hydrocarbon risks exposure, 
and achieved margin protection through the establishment 
of our hedging policies in 2017. We have also negotiated 
service and materials contracts on market competitive 
prices, leveraging on longer term volume and cost modelling 
leading to cost optimisation.

This strategic priority enables the Company to maximise 
refinery margins and deliver structural cost reductions. 

Grow

As an independent refiner, we aspire to set our mark and 
grow our reputation in the market. 

The diversification of our crude oil supply and customer 
base is necessary to build resilience in order to face sector 
challenges. The expansion of our product portfolio will 
enable us to meet customers’ requirements. 

Other potential opportunities for growth include product 
trading, leveraging Asia trade pacts and diversifying our 
business through customer and product development. 
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MANAGEMENT DISCUSSION & ANALYSIS

Influence of External Factors

In 2017, HRC’s operations were affected to some extent 
by a number of external factors and trends. 

As expected, the fluctuations in crude oil price and 
climatic condition affected the dynamics of supply and 
demand. Crude oil prices in 2017 continued to rise, 
underpinned by the decisions of OPEC and several other 
oil-producing countries to reduce crude oil production in 
order to ease the glut in global oil supply. The prospects 
of stronger crude oil demand and geopolitical tensions in 
the Middle East also supported this increase in oil prices.

Brent crude price per barrel increased from USD43.60 
in 2016 to USD53.30 in 2017. Additionally, a fire in a 
large oil refinery in the Netherlands in July 2017 and 
a hurricane in the United States of America in 
September 2017 caused a brief shut-down of refineries 
and off-shore facilities in those countries, affecting 
global product prices. HRC was able to capitalise 
high refining margins during that period to capture 
considerable value. The margins returned to normal 
levels in Quarter 4, 2017.

OPERATIONS AND PERFORMANCE
The year was focused on continuing our operations 
to improve production and reliability, as well as to 
prepare for current and future projects, that are 
important for our sustainability.  

The year has also been a positive and constructive 
one, during which HRC managed to improve plant 
performance exponentially by capitalising on its 
experience through LFI sessions for safety improvements 
and pursuing strict compliance of environmental 
regulations. The recruitment of new personnel 
to undertake responsibilities in senior functional 
positions has also enabled the Company to finalise 
the transition and ensure that critical key functions 
are covered under our strengthened organisation.  

2.1 Key Performance Indicators (KPIs)

 Our KPIs assess the performance of the Company 
across all aspects of operations in a balanced 
Business Performance Scorecard. Non-financial 
indicators include measures of production and 
reliability, safety, and sustainability. Financial 
indicators cover margin, financial performance 
and return on investment.

 Additional KPIs tied to sustainability are 
elaborated in our Sustainability Report 2017 
which is available on our website.

HRC staff conducting routine operational inspection at site.
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Safety

Sustainable
Development

Production & 
Reliability

Margin &
Financial
Performance

Return on
Investment

2017 2016 2015 2014 2013

Million Exposure Hours Worked 2.0 1.3 1.9 1.6 1.3

Lost Time Injuries (LTI) 0 1 1 1 0

Process Safety Incidents 1 1 0 0 0

First Aid Cases (FAC) 5 1 5 4 4

Operational Availability 97.4% 82.1% 86.1% 94.8% 97.70% 

Unplanned Downtime (UPDT) 2.3% 7.2% 4.5% 5.1% 2.2%

Production Volume (million bbl) 39.7 37.5 33.9 37.9 37.1

Refining Margin (FIFO) (USD/bbl) 8.4 5.5 6.1 (2.3) 1.9

Sales Volume (‘000 bbl) 41,104 39,049 36,325 40,462 40,033

Revenue (RM million) 11,583 8,365 9,080 14,263 14,696

Profit After Tax (RM million)  930 335 352 (1,189) (156)

Cash Generated From/(Used in) 
Operations (RM million) 477 (5) 783 116 (252)

Quick Ratio 2.5 1.8 0.7 0.5 0.8

Shareholders’ Funds (RM million) 1,789 1,010 677 325 1,513

Earnings/(Loss) Per Share (sen) 310 112 117 (396) (52)

Return on Average Capital 
Employed (times) 0.37 0.2 0.3 (0.6) (0.1)

Energy Intensity Index (EII) 111.5 114.0 113.5 112.2 116.4

Effluents – Average Oil in 
Water Concentration (avg mg/l) 1.2 0.9 1.0 1.2 2.0

Waste Management
• Sludge (MT)
• Spent Oil Water Emulsion (MT)

663 
1,794

624 
1,835

957 
2,084

805 
2,548

616 
1,242

Public Complaints 5 2 5 5 1

2017 Performance Analysis
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MANAGEMENT DISCUSSION & ANALYSIS

2.2 Review of Our Operations

 Quality, Health, Safety, Security 
and Environment (QHSSE)

 QHSSE remains a strong focus for the Company 
and a core activity in our business. We increased 
the budget allocated to the QHSSE Department 
by more than 5% compared to 2016, in order to 
support the initiatives, programmes and training 
necessary to improve and maintain our high 
QHSSE standards.

 We observed a positive increase in the reporting 
of potential incidents which exceeded the 2017 
target. This increase means that our employees 
and contractors are constantly on the lookout 
for minor or potential incidents to prevent the 
occurrence of major safety events, indicating the 
high levels of commitment everyone working 
at site has towards Goal Zero.

 HRC undergoes annual ISO certification and 
surveillance audit by SIRIM Berhad to assess the 
robustness of our management system for both 
environment and occupational health and safety. 
For year ending 2017, HRC was successfully 
recertified for ISO 9001: 2015, ISO 14001: 
2015 and OHSAS 18001:2015, with zero Non-
Conformance (NC) findings.

Personal safety

In terms of personal safety, the company emphasised 
enhancing behavioural safety culture, an essential 
element of our corporate culture, through LFI Sessions 
and dedicated QHSSE programmes.  

We are proud to have reached, at the end of 2017, 
2-million man-hours without a Lost Time Injury (LTI). 
This was celebrated with a special event held with 
our Board, Management, employees and contract 
staff in early 2018. We have also successfully 
maintained our zero work-related fatality record 
since the beginning of our operations in 1963. 

However, the number of First Aid Cases has increased 
from one (1) in 2016 to five (5) in 2017. These cases 
involved minor injuries and highlighted the need for 
our employees and contractors to remain aware of 
their environment and potential risks while performing 
their duties. We have acknowledged this and have 
taken these incidents into account to improve our 
working environment and safety procedures. Targetted 
QHSSE campaigns, such as the ’Line of fire’ and 
situational awareness stand downs with employees 
and contract partners, were also held.

Our contractor reported an off-site LTI incident during 
the Single Buoy Mooring (SBM) manoeuvre. Following 
the incident, all tug operations were immediately 
stopped, and a safety stand down was held for all 
tugboat crew members and jetty contractors who 
were identified to be exposed to the same risk during 
their work.

Following investigations, these safety incidents 
became learning opportunities to reflect on risk 
assessment and implement mitigation measures 
to avoid re-occurrence, as well as raise awareness 
among the employees and contractors. From the 
multiple group discussions, a set of routine activities 
were identified for risk re-assessment to ensure robust 
controls and mitigations are in place.

All incidents above have been investigated and the 
outcomes were shared to all through Causal Learning 
(CL) & LFI processes.

Ship berthing at HRC’s jetty for product off-take & off-load.
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System check by HRC Electrical Engineer.

Process Safety

The number of American Petroleum Institute (API) Tier 1 
process safety incidents has remained the same in 2017 
as compared to 2016, highlighting the fact that we need 
to continue to address process safety by improving our 
procedures and enhancing training to embed in our people a 
process safety culture. 

2017 recorded one Process Safety Event (PSE), classified 
as API Tier 1 PSE. It was caused by a leak in an insulated 
hydrogen integration line, which resulted in the release of 
hydrogen to the atmosphere. The system was isolated, 
depressurised and barricaded immediately. Preliminary 
findings by Inspection team have confirmed a localised 
external pipe Corrosion Under Insulation (CUI) as the 
primary cause of the leak. The evaluation on the site’s CUI 
Inspection Programme was performed and a comprehensive 
investigation completed to prevent similar incidents.

We also recorded two Loss of Primary Containment (LOPC) 
in Quarter 1, 2017. The first LOPC of 200kg resulted from 
the overflow of molten sulphur from a sulphur lock during 
start-up of the Sulphur Recovery Unit (SRU) after a unit 
trip. The second LOPC resulted from the release of Liquified 
Petroleum Gas (LPG) to the atmosphere, caused by a leak in 
the Crude Distillation Unit 2 (CD 2). The total LPG released 
was estimated at 15kg. For both incidents, all investigations 
have been completed and shared in the site’s weekly 
incident review session. The implementation of agreed 
actions is in progress and followed-through.

Our own Fire, Rescue and Medical Team (FiRM) team 
responded promptly to all calls in 2017. Several drills and 
exercises were conducted to strengthen the response 
coordination among the Emergency Management Team 
(EMT), FiRM Team, Operations and external stakeholders. 
The learnings from the drills were used to revise and update 
the operations Pre-Incident Plan (PIP).

Detailed information about QHSSE management and 
performance can be found in the integrated Sustainability 
report section of the Sustainability Report 2017.

Product Quality (PQ) 

No major critical issue regarding PQ was reported in 2017.

The PQ team focused on tackling the key threat to the site’s 
PQ Giveaway such as Mogas RVP and RON through data 
collection, multiple site walks, and the adaptation of the 
“follow the molecules” approach to identify gaps and areas 
for improvements. Producing an after-loading report was 
necessary or all products delivered via Jetty, in order to ensure 
that they are fit for use prior to leaving HRC.

However, two (2) minor incidents impacted our products 
and delivery: one (1) minor PQ incident and one (1) product 
quality waiver.

The minor PQ incident was a contamination incident which 
occurred during delivery in Quarter 1 of 2017. The incident 
was investigated and an agreement found with the client to 
proceed with delivery.

The PQ waiver was caused by our inability to transfer the 
required product in a timely manner due to an issue at the 
plant, resulting in a short duration customer stock-out. This 
was solved by the client agreeing a waiver of some of the 
product specifications.

All obligations under the Product Offtake Agreement (POA) 
were fulfilled and all contracted volumes were delivered, 
except for the said incident above. Thus we achieved over 
99% success in on-time deliveries and quality requirements.

37

ANNUAL
REPORT 

2017

HENGYUAN REFINING COMPANY BERHAD



Production & Reliability

Reliability remained a top priority in 2017, which we 
successfully improved, exceeding our 2017 targets 
for Production and Reliability KPI. 

A significant achievement was the substantial 
improvement in reliability with the unplanned 
downtime percentage (UPDT) decreasing from 7.2% in 
2016 to 2.3% in 2017. The average plant utilisation 
was 86.82% in 2017. The strong reliability of the 
plant supported the delivery of high-value products 
to clients at a good price. 

This was achieved through the extensive efforts we 
placed in 2017 on:

• Internal Learning sessions from past issues and 
preventing future issues;

• Identifying and eliminating possible causes of 
incidents through Proactive Threats Identification 
(PTIE) and Asset Integrity Assessment (AIA); and

• Elimination of threats to reliability.

Nevertheless, plant reliability was affected by the 
Long-Residue Catalytic Cracker Unit’s (LRCCU) 
Wet Gas Compressor (WGC), LRCCU’s heat 
exchanger performance and Platformer 2’s furnace 
fouling. Identification of the causes and relevant 
mitigation measures were swiftly undertaken to 
minimise the disruption to the plant. Apart from 
process unit limitations and equipment issues, the 
UPDT was also affected by multiple ship delays 
throughout Quarter 1 and Quarter 2, 2017. 
The performance of these late shipments have been 
actively managed with our respective counterparties 
to ensure improvement in this area.

Prior to the Major Turnaround 2018 (MTA), we 
have been actively conducting routine maintenance 
on  aging equipment. The aging equipment will 
either be upgraded or replaced. Improvements in 
baseline equipment reliability, “Mean Time” between 
maintenance of rotating equipment and better 
prioritisation of Work Orders have contributed to  
higher reliability. 

It is noteworthy that production output was better 
than planned in 2017, resulting in a yield of almost 
40 million barrels.

The improved reliability performance on reformer 
and LRCCU is the main contributing factor driving 
the gasoline production. The switch of making 
gasoline U95 to Mogas components (CCG and 
Platformate) was driven by product economics, 
unsupportive blending economics on MTBE and 
Light Naphtha into gasoline pool due to the strong 
naphtha price.

Kerosene/Jet production is supported by solid 
performance of Kerosene Treating unit in Quarter 1 
2017. However, production was later impacted by 
several events, including the planned outage on Crude 
Distiller 1 and Kerosene Treating units in May 2017.

Gasoil production improved due to higher crude 
processing, positive regrade, and improvement of  
global oil cracks.

LPG and propylene production were boosted thanks to 
higher intake and better conversion at LRCCU.

HRC is confident that the use of well-established 
processes inherited from our many years of refining 
operations, combined with on-going improvements, 
will continue to ensure good business performance.
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Environment

Managing the refinery’s energy consumption, effluents 
and waste are key to minimising negative impacts on the 
environment and business sustainability. 

Energy Intensity Index (EII)

Our energy consumption affects both our carbon footprint 
and our operating costs. The EII allows us to measure our 
performance in terms of energy use. In 2017, our energy 
efficiency performance was the best over the past 5 years, 
with an EII of 111.5, representing a 12.4% improvement 
compared to the year 2012.

The tactics that enabled us to optimise our energy included, 
inter alia, minimising fuel gas flaring, hunting down sources 
of fugitive flaring, optimising high pressure-medium pressure 
steam let down via turbine extraction, conducting test run 
to increase high pressure steam header pressure for better 
turbine efficiency and developing turbine-motor decision 
tree. Other focus areas for energy improvement covered 
online cleaning of air fin coolers, lower deaerator pressure 
study, and implementation of turbine-motor decision tree to 
reduce steam let down.

Factors hampering energy efficiency were lower overall 
refinery utilisation and lower LRCCU coke yield and also the 
inefficiency of dual-fired furnaces and boilers in PU1.

Average fuel gas flaring in 2017 was 47.13 tonnes per 
month, significantly lower than the average in 2016 which 
was 110.98 tonnes per month.

Waste Management

HRC is committed to manage our waste responsibly and 
consistently looks for ways to reduce, recycle or recover 
generated waste.

Our sludge increased by 6.2% while our spent oil water 
emulsion decreased by 2.2% compared to 2016.

Detailed information about environmental management 
and performance can be found in our Sustainability Report 
2017.

HRC Fire,Rescue and Medical Team (FiRM) fire extinguisher handling demonstration.
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People 

HRC has more than 450 employees as of March 2018. 
In 2017, the headcount of our permanent employees 
was increased to support our growing operations. 
Amongst others, 25 contract positions were converted 
into permanent positions and early hiring was done 
as part of succession planning in anticipation of staff 
retirement. We also focused on hiring new employees 
with relevant experience and skills to complete HRC’s 
transition to a stand-alone entrepreneurial company.

We initiated a revamp of our Integrated People Plan 
(IPP) in 2017, targetted for completion in 2018. IPP 
ensures that our employee value proposition remains 
attractive in terms of salary, benefits and training. We 
are also benchmarking our value proposition against 
the employment market to ensure it is competitive and 
attractive. 

Various inter- and intra-department movements took 
place in 2017. These movements were made based 
on candidate opportunities and motivation. Going 
forward, we will continue to promote employee career 
advancement opportunities.

We also enhanced employee engagement activities 
with the kick-off of the “Be Well” campaign, an 
employee health improvement programme which 
empowers employees to manage their health through 
tournaments and sport activities.

Projects 

Major Projects, critical for HRC’s sustainable operations, 
initiated in 2017 and to be implemented in 2018-2019 
include:

• Atlas II to replace the top dome of the LRCCU in 
order to prolong its operating life;

•	 Euro 4M Mogas to install a gasoline sulphur 
removal unit for statutory compliance with Euro 4M 
Mogas specifications;

•	 Major Turnaround 2018, driven by legislative 
requirements as part of the cyclical inspection 
programme and license renewal stipulated by 
DOSH;

•	 Euro 5 (Gasoil) to comply with Euro 5 Diesel 
specification by 2020; and

•	 Clean Air Regulation (CAR) to install Air Pollution 
Control System (APCS) and emission monitoring 
system in order to comply with the monitoring 
requirements by 2019.

All these projects are on track, with the exception of 
the Euro 4M Mogas Project. Following the Board of 
Directors’ approval for the project investment decision in 
June 2017, HRC expanded extensive efforts to achieve 
completion in the second half of 2018. However, due 
to unexpected delays in the manufacturing and delivery 
of the main equipment, the project will not be 
completed as initially planned. We are currently 
exploring options to minimise the impact of this delay 
on our production and revenue.

On 29 May 2017, HRC received a letter from the 
Department of Environment (DOE) approving the 
Environment Impact Assessment (EIA) for the Euro 4M 
Mogas Project. This represented an important milestone 
for the project as a total of 71 EIA approval conditions 
were specified for compliance during the construction 
and operational phases of the Euro 4M Mogas Project.

Quarter 2, 2017 was a busy period for HRC with 
the execution of a minor turnaround (2017 PitStop) 
which covered some of the smaller operating units. 
This event recorded approximately 57,000 man-hours 
throughout the month of May 2017. The shutdown 
and start-up progressed safely and smoothly with no 
recordable cases.

MANAGEMENT DISCUSSION & ANALYSIS

HRC operations monitoring and control personnel.
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Commercial

 To strengthen our commercial position, we explored 
diversification opportunities of our suppliers and 
customer bases in 2017.

 In addition to our crude oil supply obtained via our 
COSA agreement, we successfully negotiated additional 
crude oil supply with several local and regional crude oil 
producers and traders.

 We also explored new trade opportunities with local 
and global industry players for the sale of refined and 
oil component based products to diversify our customer 
base. Further exports of a few cargoes of oil component 
products  were also undertaken with China in 2017. 
We will continue to evaluate and take advantage of 
any potential opportunities where the pricing is 
favourable. We have also initiated medium to long-term 
contracts for some of our export products with new 
customers within our diversified customer base.

 All these efforts, combined together, will contribute to 
margin maximisation and provide a continuous stable 
outlet for our products.

2.3 MARGIN & FINANCIAL PERFORMANCE

 In the year under review, HRC posted a profit of RM930 
million, almost a three-fold increase compared to the 
profit of RM335 million recorded in 2016. Though 
refining margins were volatile during the year, gradual 
recovery of crude and product prices resulted in a full 
year average Current Cost of Stock (CCS) of USD7.17 
per barrel, while First In First Out (FIFO) margins 
were USD8.39 per barrel (2016: CCS USD4.06, FIFO 
USD5.46). Further analysis of the financial performance 
follows below.

Revenue & Gross Margin

 HRC recorded revenues of RM12 billion in 2017, higher 
by 38% compared to 2016, driven by increase in market 
traded crude and oil product prices. Crude prices 
averaged at USD54.3/bbl1 compared to USD43.6/bbl1 
in 2016. The rise in crude oil prices were attributable 
to the OPEC (Organisation of the Petroleum Exporting 
Countries) widely committing to its production cuts 
(reducing production output by 1.2 million barrels per 
day (mbpd) since January 2017) and the prospect of this 
action to be extended beyond the end of the year. The 
political unrest in Iran and in the Middle-East region, 
the fear of production outage and impact of hurricanes 
Harvey and Nate in the United States of America (USA) 
contributed to an increase in crude oil prices. However, 
prices were dampened by high crude stocks and oil 
production in USA and a rebound in production in Libya 
and Nigeria.

 During the year, overall crude oil prices increased by 
17% from USD54.9/bbl in January 20172 with Brent 
Crude oil price ending at USD64.2/bbl in December 
2017. Gross proft margin increased by 76%, supported 
by increase in revenue brought about by a gradual 
increase in product prices from USD61.0/bbl (end 
2016) to USD69.8/bbl (end 2017). At the same time, 
gross profit margins were affected by foreign currency 
exchange fluctuations relating to crude oil purchases and 
product sales. The USD/MYR rate was less volatile in 2017 
but the MYR gradually strengthened against USD from 
an average of RM4.453 per US Dollar in January 2017 to 
RM4.06 in December 2017.

HRC staff conducting site inspection.

1 Source of average yearly Brent oil price: https://www.statista.com/statistics/262860/ 
uk-brent-crude-oil-price-changes-since-1976/

2 Source:https://www.indexmundi.com commodities/?commodity=crude-oil 
brent&months=300

3  Source: http://www.x-rates.com average/?from=USD&to=MYR&amount=1&year=2016
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The business improvement tactics delivered a value 
of USD30.1 million in 2017, with USD22.5 million 
achieved via crude optimisation, USD3.2 million 
achieved via product optimisation and another USD4.4 
million mainly from business improvement plan and 
savings from contracting strategies.

The CCS refining margin in 2017 was USD7.17 per 
barrel in comparison to a lower margin of USD4.06 
per barrel in 2016. The FIFO margin was USD8.39/bbl, 
including stockholding gains of USD1.22/bbl in 2017, 
compared to FIFO margin of USD5.46/bbl in 2016, 
which includes a stockholding gain of USD1.46/bbl. 
The higher CCS margin is attributed to higher product 
cracks (the pricing difference between product and 
crude) with rising crude premiums and higher refined 
products prices year to year compared to 2016 as well 
as better plant reliability in 2017. 

Income and Expenses

In 2017, as compared to 2016, our Company recorded a 
5% increase in its annual sales volume, which, combined 
with higher refined product prices, contributed 
to the higher income. The exceptional refining 
margins experienced in Quarter 3, 2017 positively 
contributed to the good financial performance of the 
Company in 2017. However, higher manufacturing 
expenses, administrative expenses, depreciation and 
amortisation, higher finance costs and recognition of 
deferred tax liabilities, being offset by foreign exchange 
gains recognised in 2017 impacted our profit after tax 
for 2017.

To support the major infrastructure investments 
necessary for the continued plant operations and the 
production of new refined products, the Board in June 
2017 approved capital investments totaling USD160 
million, or approximately RM700 million*. Of these, the 
Euro 4M Mogas Project was attributed RM590 million, 
and the ATLAS II Project RM110 million. The projects 
will be funded using a mix of cash flow generated 
from operations and existing borrowing facilities.

MANAGEMENT DISCUSSION & ANALYSIS

930

335 352

-1,189

-156

2017 2016 2015 2014 2013

Profit After Tax (RM million)

11,583

8,365 9,080

14,263 14,696

2017 2016 2015 2014 2013

Revenue (RM million)

HRC EURO 4M Mogas Project Ground Breaking Ceremony 
officiated by YB. Dato’ Seri Hamzah bin Zainudin, 
Minister of Ministry of Domestic Trade, Co-operatives & 
Consumerism, Malaysia with Mr Wang YouDe, Chairman 
of HRC.

* The actual amount may differ depending on the latest currency exchange rate

01

02

03

04

05

42

on a positive 
track

ANNUAL
REPORT 
2017

HenGYUan reFininG coMpanY BerHaD



Total Assets & Liabilities

Total assets have increased by RM573 million in 2017 to 
RM3,652 million. Further details of each component are set 
out below: 

•	 Net book value of our fixed assets amounting to RM777 
million in 2017, comprising of the following: 

 

 The valuation basis of these assets are as stated in our 
accounting policies. 

•	 Our current assets comprise of inventories and receivables 
which have increased by 32% compared to 2016 as they 
directly correlate to higher oil prices. Cash balances have 
increased as a result of the operational profits. Further 
information is provided in the Cashflow commentary.

Total liabilities have decreased by RM205 million to RM1,863 
million. Further details are set out below: 

•	 Current liabilities comprise mainly of payables arising from 
crude purchases and the portion of term loan balances 
that are repayable within the next 12 months.

•	 Long term liabilities comprise of term loans and deferred 
tax liabilities. Term loans are repayable over a 5-year 
period, denominated in USD and are secured by way of 
charges, corporate guarantee and /or cash collaterals.

•	 Although deferred tax liabilities were recognised in 
2017, our overall liabilities have decreased. This is due 
to the repayment of a term loan amounting to USD20 
million during the year using internally generated cash,  
combined with currency translation differences due to 
the strengthening of RM against USD.

Cashflow

We marked the year end with an improved cash position 
of RM493 million. Our operating cash flows for the financial 
year resulted in a net inflow of RM477 million. The net 
operating cash inflows were utilised in financing approved 
capital expenditure, partial repayment of a term loan and 
servicing the term loan interest charges.

Return on Investment

Return on average capital employed for the year under 
review stood at 37%, compared to 19% in 2016, supported 
by a significantly higher net profit against an increasing 
capital base. Earnings per share of our Company was RM3.10 
in the current year, higher than RM1.12 per share recorded 
in 2016.

Dividends

The Board of Directors declared a single-tier interim dividend 
of RM0.02 per share, amounting to RM6 million in respect 
of the financial year ended 31 December 2017.

44% Gasoil Treater/Hijau

13% LRCCU

21% Assets Under 
 Construction

11% Land and Buildings

5% Intangible Assets

6% Others

TOTAL
ASSETS

HRC’s 58th Annual General Meeting in 2017.
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SUSTAINABLE DEVELOPMENT
Our Company’s financial success is sustained by our 
business prioritisation of economic, environmental 
and societal (EES) aspects. We continue to build and 
maintain our reputation as a first choice partner  for 
our shareholders, customers, employees and those 
with whom we do business, as well as society and 
the future generations. Our Company is committed to 
economic growth while integrating environmental and 
social factors into the way we plan, design and take 
investment decisions on new projects as spelled out in 
our HSSE policies.

In this regard whenever we begin work on new major 
projects, an environmental, health and social impact 
assessment is conducted to ensure we reduce any 
potential negative impacts by: 

• Safeguarding the health and safety of employees 
and neighbours;  

• Reducing disruptions to the community and 
lowering harmful and greenhouse gas emissions; 

• Reducing impact on biodiversity; 

• Using less energy, water and other resources; and 

• Managing wastes responsibly. 

Guided by Malaysia Hengyuan International Limited 
and SHPC, we are proud to announce that our 
Company continues to adhere to the environmental 
standards implemented by regulators and continues 
to uphold and fully comply with Malaysian legislations 
and other related international conventions and 
protocols.

In our management of emissions and effluent 
discharge, we use a systematic management approach 
designed to ensure compliance and to achieve 
continuous improvement in line with our Company’s 
Health, Security, Safety, the Environment and Social 
Performance (HSSE & SP) Commitment and Policy. 

In relation to energy efficiency, we were largely within 
the targeted energy consumption value and achieved 
the best energy efficiency since 2012. For reliability 
issues that may occur and which have the potential to 
impact our performance, the root causes are identified 
and prioritised for future elimination or mitigation. We 
have also supported meaningful and socially responsible 
initiatives along our value chain spanning the 
marketplace, workplace, community and environment.

The Sustainability Report 2017, which forms an 
integral part of this Annual Report, will provide further 
insights into our achievements and highlights of 
our practices and performances in our sustainability 
management efforts in our economic, environmental 
and social aspects.

RISKS
The most important risks for HRC in 2017 and 2018 
are linked to the major infrastructure projects that will 
enable the Company to expand its product portfolio 
and ensure the efficiency and reliability of the plant in 
the long-run.

Major Turnaround 2018

The Major Turnaround (MTA) in 2018 is driven by 
legislative requirements of the Malaysia Department 
of Occupational Safety and Health (DOSH). HRC 
subscribes to the DOSH Statutory Safety Inspection 
(SSI) programme which is a structured integrity 
inspection and assurance programme. Part of the 
requirement is establishing a baseline of equipment 
inspection status, which requires all equipment to be 
opened in 2018. A full inspection of the equipments 
during MTA 2018 will thus enable us to renew our 
licence to operate as issued by DOSH.

MTA 2018 will be the biggest turnaround since 1953 
and the preparation progress is on target.
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ATLAS II Project is a critical operation that will take place 
during MTA 2018. The project is to replace the LRCC catalyst 
regenerator top dome and the top dome internals to enable 
continued and efficient operation of the product upgrader 
unit as the current system will be reaching its end-of-life 
parameters in 2018.

RISK: Planning and execution of the ATLAS II Project is crucial 
to a successful and timely Turnaround. Any unexpected 
incident or significant emergent scope arising during the 
event could result in an extended shutdown resulting in 
significant financial impact. The project team which has 
been assigned to this crucial project comes with extensive 
experience, and is well-placed to undertake all operations 
during MTA 2018.

Moreover, the ATLAS II project is executed in partnership 
with contractors that have experience in the manufacturing 
and installation of similar units elsewhere. 

MTA 2018 will be challenging in terms of personal and 
process safety, as we would have some 3,000 contractors 
working on site. We have prepared ourselves to ensure 
safe working conditions at all times and compliance to 
all operations and performance standards during this 
exceptional and intense exercise.

Euro 4M Mogas Project

The Euro 4M Mogas Project is crucial for the 
sustainability of the business to meet the industry’s future 
requirements. The plant, which will have a capacity of 
1.15 million tonnes will use a combination of hydro-
processing and liquid-liquid extraction technology, which 
has been applied successfully by the licensor in various 
operating plants in China.

In 2017, the projects and technology teams focused on 
the final engineering design, procurement of materials and 
long-lead items and project execution. To minimise downtime 
outside MTA 2018 period, equipment tie-ins are targeted 
during MTA 2018.

RISK: Management is currently mitigating unexpected delays 
due to the manufacturing of a major piece of equipment. 
The risk is that this delay extends beyond the regulatory date 
we target to be able to produce Euro 4M Mogas. In such a 

scenario, our customer can choose to import their required 
product using HRC’s facilities as contractually outlined in our 
POA. In doing so, HRC’s financial performance during the 
period pending the production of EURO 4M Mogas will be 
significantly impacted

Management is reviewing the project progress weekly to 
ensure challenges and hurdles are effectively dealt with to 
meet the regulatory timeline.

Clean Air Regulation (CAR) Compliance

Clean Air Regulation (CAR) was gazetted by the DOE in 
June 2014 and is mandated for compliance in 2019 by DOE. 
There are two main scopes to the CAR project, which are the 
installation of the Air Pollution Control System (APCS) and 
the Emission Monitoring System. The APCS will be installed 
at the LRCCU and Plat-2 to meet the new legislative limit 
of CAR. HRC has selected two separate licensors to provide 
options to reduce the emissions from our process. Emission 
monitoring systems will be installed at our flue gas stacks 
to ensure full compliance. The project team is progressing 
the  development of the Basic and Detail Engineering 
Package (BDEP) and Front End Engineering Design (FEED) 
with reputable vendors. Several scopes have been identified 
for tie-in during the MTA 2018 to ensure the overall project 
completion by 2019. 

Euro 5 Gasoil Project

DOE has mandated that refineries are to comply with Euro 
5 gasoil specifications by 1 September 2020. Since our 
next turnaround  is only planned for 2022, we will need to 
undertake project tie-ins during the upcoming MTA 2018 
window. Front end studies and licensor selection are now in 
progress to enable the timely identification of tie-in points.

RISK: The CAR and Euro 5 Gasoil projects are on track as 
at end 2017. Nevertheless, we anticipate that we will have 
to have additional resources to deliver several large projects 
at the same time. The Board has sanctioned for HRC to 
engage external subject matter experts where necessary to 
ensure that the initial identification and implementation for 
tie-ins are executed to the intended specifications and in a 
timely manner.
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Reliability

As our last turnaround was in 2015, HRC continues 
to closely monitor and manage reliability threats of 
its assets due to higher risks of equipment failure. All 
measures are being taken to extend the operational  
life of current equipment and maximise operational 
reliability until inspection, cleaning and repairs can be 
done during MTA 2018.

Employee hiring and retention

Majority shareholder transition, intensification of 
our  project activities and the stretch of our resources 
represent a risk for the safe and efficient conduct of 
our operations. We have increased our workforce in 
2017, and are still in the process of hiring more specific 
talents in the technical and engineering fields in order 
to fill all vacancies. In doing so, we need to strike the 
right balance between skills and local/international 
recruitment to help us strengthen our position as an 
international player. We are reviewing and enhancing 
our IPP programme to strengthen our employee value 
proposition and engagement.

Financial and market-related risks

As an independent refiner, HRC is cognisant of refining 
margins and foreign exchange (FX) risks that could 
hamper our financial performance. The decision to 
hedge and limit the risk exposure from these market 
movements is to achieve a more consistent financial 
performance.

Oil-related Commodities/Margin Performance

This risk consists of two (2) distinct market movements 
as follows:

–  Margin Performance
 The spread between the products which we sell 

and the feedstock which we purchase determines 
the refining margins. As the pricing of both 
our sales and purchases is influenced by a wide 
variety of market forces, HRC has, where possible,  
implemented hedging to protect its refining 
margins against extreme market movements.

–  Stockholding Gains / Losses
 Oil price movements impact financial performance 

because HRC holds on average 30 to 40 days of 
inventories. HRC captures stockholding gains or 
losses depending on which way oil prices move 
during that period. To mitigate those fluctuations, 
HRC has implemented hedging strategies which 
are working well.

Foreign Exchange Exposures

This market-driven risk arises because of HRC’s different 
settlement currencies. Although our sales and purchases 
are USD based as these values are linked to commodity 
pricing published by platforms such as Platts, our 
sales are settled using the translated equivalent of 
Malaysian Ringgit (MYR or RM) in compliance with 
local regulations for settlements between resident 
companies. Triggered by the refinancing of the loan 
to be entirely USD based financing, our Company has 
changed its functional currency to USD in line with 
our accounting policy effective 1 January 2017. This 
change ensures that our financial reporting reflects 
HRC’s underlying transactions in accordance with the 
Malaysian Financial Reporting Standards (MFRS) and 
International Financial Reporting Standards (IFRS).

With hedging comes a certain level of risk which 
needs to be balanced with the benefits. Management 
is aware of the exposures and has implemented a 
currency hedging strategy for the refinery based on our 
projected sales and production volumes and taking 
into account market information as well as our cash 
requirements. Management will continue to manage 
foreign exchange exposure risks, guided by the 
governance policies approved by the Board of Directors.
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Climate change

Aside from project risks, climate change risks may also 
have an impact on our water supply. As HRC’s operations 
depend on consistent and constant supply of water, water 
disruptions can be a potential risk to our production, causing 
possible delays in production output and delivery and 
potentially resulting in negative financial implications. We 
have made efforts to ensure that mitigation measures are in 
place should there be any disruption of water supply. 

MOVING FORWARD
Although global oil prices were higher at the end of 
2017, it remains uncertain with the continued production 
cuts supported by OPEC and Russia, increased demand by 
China, the massive draw in USA crude oil inventories and 
geopolitical tensions that may disrupt supply in the Middle-
East region.

The margin environment in the Southeast Asia region 
is still expected to be challenging in 2018 due to 
continued refinery capacity oversupply, the volatility of 
crude prices and the softer product demands in the region.

HRC will continue to optimise and maximise its refinery 
capabilities by:

•	 Continuing to focus on crude optimisation & 
diversification through: 

– increasing new crudes and feedstock processing, by 
bringing in new crudes to optimise crude value to 
the site; 

– Enhancing trade relationships with  crude suppliers; 
and  

– Increasing production optimisation predominantly 
attributed by diversifying product outlets and 
reducing the variation in crude compositions for 
uninterrupted processing at the plant. 

•	 Increasing unit throughputs and operational flexibility 
which allows us to widen the residue feed basket; 

•	 More aggressively negotiating product supply tenders 
and contracts to obtain a better price; 

•	 Improving refinery units’ reliability; and

•	 Mitigating margin threat items. 

As we move into 2018 our key focus areas will continue to be 
on the following five (5) areas, namely;

•	 Personal Safety & Process Safety;

•	 Plant Reliability;

•	 MTA and Project Execution;

•	 Talent Management and Staff Retention; and

•	 Production Improvement.

Despite the challenges ahead, we are optimistic that we will 
achieve our targets.

Valve maintenance inspection.
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ANChOrED ON 
rESpONSIbILITY
DRIVING 
SUSTAINABILITY:
RECERTIFIED ISO 
STANDARDS

PRIME MINISTER 
HIBISCUS AWARD

EXPANDED CSR 
PROGRAMMES

WASTE MANAGEMENT 
 & EFFLUENT SCORES

PUBLIC 
COMPLAINTS

ENERGY INTENSITY 
INDEX IMPROVEMENT

HRC Go Green campaign with SMKT Port Dickson.



ENHANCED RISK AND STRATEGY 
MANAGEMENT WITH NEW STRUCTURE 
FOR BOARD COMMITTEES:

BAC

BNRC

BTC
formed on

27 February
2018

BRMC
formed on

29 November
2017

BPRC
formed on

30 November
2017

BAC -  Board Audit Committee 
BNRC - Board Nominating & Remuneration Committee
BRMC - Board Risk Management Committee
BPRC - Board Projects Review Committee
BTC - Board Tender Committee 


