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Two recent statements from a none-oil producing province proposing a new oil refinery in the 

province, to be financed by private investor(s), was reported by local media. No reference was 

found to such a refinery in any previous refining programs, plans or studies. The brief 

information on the proposed refinery indicates to a modern medium size capacity with profit-

sharing modality not required by related investment law and with duration much shorter than 

what is offered by the said law. 

The proposed refinery offers reasonable and favorable terms for Iraq; but also there is much 

doubts pertaining the credibility and feasibility of the project to the extent that, one may 

argue, could eventually create a condition for “book-refinery” and de- incentivize state 

involvement in the refining sector; leading to further and continued reliance on imported 

petroleum products.  

This intervention aims at bringing the proposal of this is new refinery to the attention of the 

concerned authorities and professional community in the country in order to assess its 

prospect professionally and objectively.    

The paper begins by providing all available information on the proposed new refinery; 

followed by highlighting the need for a specific contract then provide brief situation 

assessment and asserts the mandatory coordination with the Ministry of Oil. Analysis of 

profit-sharing modality; duration of the contract period; needed infrastructure and logistics 

and the imperative of due diligence are addressed and the paper ends with some concluding 

remarks includes highlighting the needs for estimating the project IRR and suggesting the 

inclusion of R-Factor method for profit-sharing.   

    

Diwaniya New Refinery-DNR 

The Chairman of Diwaniya Provincial Council, Mr. Jobair AlJobury, made two statements on 

22 August and 6 September 2016 regarding this Diwaniya New Refiner-DNR, which will be 

executed by private investors.  

The following are the released information on this project: 

1- The provincial local government signed Final Memorandum of Understanding -FMoU 

with two private companies; 

2- The two private companies are “Kyrat Al-Sebtayn/Khayrat Al-Sabtayn -  خيرات

 ;and PowerChina ”السبطين

3- DNR capacity ranges between 75 and 150 thousand barrel daily (kbd); 

4- The duration of the “contract” is 25 years; then-after the ownership of the refinery  

will be transferred to Diwaniya Province; 
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5- 20% and 10% of the “Profit” will be earmarked for Diwaniya Province and the 

Hussaynia Holy Shrine العتبة الحسينية المقدسة  respectively . The latter should use its 

profit share for its activities in Diwaniya province only.   

No further related information was provided.  

The following remarks and analysis are formulated taking into considerations the above 

mentioned information. 

FMoU is no substitute for legally binding contract 

To begin with an FMoU, no matter how detailed it is, it does not replace thorough, clear and 

balanced contract that governs such a complex refinery during its 25 years duration. It is even 

worse when the text of FMoU was not disclosed; the deadline for its coming into force is not 

known and, though the statements referred to above did mention the “contract”, they 

absolutely provide nothing at all on that contract.  

At this stage it is essential to disclose the complete text of the FMoU and the Diwaniya 

Provincial Council is highly encouraged to share authentic copies of the FMoU with the 

related official entities.  

Situation assessment 

Diwaniya Province has already a refinery that was inaugurated during last quarter 2008; it 

comprises two unites each has 10 thousand barrel per day-kbd nameplate capacity with 

utilization rate of less than 40% at best, as reported by INES. 

This existing refinery is only eight years old and it is not known why it has such low 

utilization rate. Moreover, no information is available regarding its configuration of different 

refining products and its process-efficiency: the ratio of total refined products (output) to 

crude oil intake (input).     

The prospect of the existing refinery is not decided yet and could face any of the following 

possibilities:  

 Phase-out though it has only 8 years operation; 

 Integrate within the new private refinery and if so what are the terms and 

condition for such merger;  

 Continue operating in parallel to the new one;  

 Cannibalize for use by other state owned refineries or, finally,  

 Dismantle and reconstruct/ relocate it in other province.  

Each of the above possibilities could have implications on the feasibility of DNR, but as 

elaborated further, no such feasibility study is available.    

 

The neighboring provinces of Muthana (Samawa) and Najaf each has a refinery of 30kbd, and 

a modern refinery of 140kbd is under construction in Karbala province.  All these three 

refineries together with Dorah refinery (of 140kbd) comprise the Midland Refineries 

Company-MRC, one of the Ministry of Oil state owned companies. 

 



Obviously and expectedly, the completion of Karbala refinery should be carefully assessed 

when considering the needs and prepare the feasibility of DNR. Again, it is imperative to have 

comprehensive feasibility study for DNR. 

 

The Mandatory Coordination with the MoO 

This DNR was not included in any previous or current refinery expansion efforts by the 

Ministry of Oil.  

The widely promoted refinery expansion program by the Ministry of Oil since 2010 did not 

include this DNR.  

Also the well elaborated Integrated National Energy Strategy 2013-2030 (INES) makes no 

mention to this refinery.  

MRC website provides nothing on it as well and finally DNR was not covered by the recently 

announced call by the MoO for private investors to consider only four refineries (Kirkuk: 

150kbd; Kut: 100kbd; Samawa: 70kbd and Basra: 100-150kbd) under Crude Oil Refineries 

Investment Law 64/2007. 

 

Law 64/2007 (as amended) authorizes provinces to seek private investors for their refinery 

proposal, but this is subject to coordination with the Ministry of Oil and approval of the 

“Ministerial Committee”.  

The above indicates either Diwaniya province had acted independently and without informing 

and coordinating with MRC and MoO and thus violated Law 64/2007 or the Ministry did not 

prioritize this DNR and thus was excluded from the recently announced four refineries 

referred to above. In either case, this is a worrying matter!! 

The coordination with the MoO is vital since the Ministry is obliged to supply the new 

refineries with oil and, according to the second amendment of Law 64/2007 (though not 

approved by the Parliament yet), purchases the refined products. 

Profit sharing modality 

As mentioned earlier 20% of the profit goes to Diwaniya Provincial Council and another 10% 

earmarks for the Hussaynia Holy Shrine. The remaining 70% is, presumably, to be shared 

between the two companies- Kyrat Al-Sebtayn  and Power China but their respect shares are 

not known. This implies a minimum of 30% of profit retains for Iraq.  

 

On its face value this proposed profit sharing modality sounds reasonable though it is not 

required by Law 64/2007 (Refinery Investment) or Law 13/2006 (Investment Law); however, 

there are few issues that needs further considerations and legal scrutiny and clarifications.  

It is not clear whether the 10% profit share for the Hussaynia Holy Shrine represents the share 

of Kyrat Al-Sebtayn company or in addition to it, though the text of the above mentioned 

statements could indicate to the latter possibility.  

In either case it is important to investigate the legality and constitutionality of donating what 

could be considered as public money to specific religious entity. Moreover, Hussaynia Holy 

Shrine is, legally, not a “contracting party” to this project, but it is a specified “beneficiary 



party”. However,   the “conditions” attached to utilization of the 10% profit share raise many 

serious questions, particularly those of “what if” type and their possible impact on the project.  

Therefore, the Legal Directorate General at the Ministry of Oil should carefully consider the 

constitutionality and legality of such involvement by a religious entity, Hussaynia Holy 

Shrine, keeping in mind that this could constitute very risky precedent (a Pandora box) in 

addition to its high sensitivity.   

 

Moreover, Diwaniya, for the time-being and for the foreseeable future, is not oil producing 

province implying that the substantial need of crude oil has to be supplied from other oil 

producing provinces. While oil supplies to the refinery will be at discounted price according 

to Law 64/2007, Diwaniya Province has a share in profits when the oil-supplying provinces 

have none. Oil-supplying provinces might request share in the generated profits.  

Furthermore, if current Petrodollar allocations for refinery production continuous will such 

funds to Diwaniya be allocated in addition to its profit share? 

  

The statement also says that Province’ share in the profit will be used to “finance projects 

currently on holds due to current fiscal crisis”. Apart from the fact that such a statement is 

nothing but populist rhetoric, it raises many questions: should “projects currently on holds” 

remain on holds for many years to come? When will “profits” come on-stream and will they 

be enough to finance these “projects currently on holds”?  Will forthcoming annual budgets 

exclude these projects? etc.  

Without proper feasibility study and detailed cash-flow assessment it is not possible to answer 

such questions. Analytically and contractually, profit sharing can be estimated and assessed 

through two distinct ways with very different implications for time horizon and magnitude of 

profit:  

 the first is based on giving priority for full recovery of invested capital-capex;  

 while the second is based on earmarked investment recovery cap from net revenues 

(gross refinery revenues after deducting operational cost-opex).  

Assuming there is a profit, the first method means delayed but higher magnitude of profit, 

while the second means early but lower profit amount.     

Both methods assume full marketing of the refined products domestically or internationally; a 

critical issue that can only be assessed through comprehensive and accurate feasibility study 

with different scenarios and good sensitivity analysis.     

 

Finally, in such profit sharing arrangement there could be a tendency by the investor(s) to 

inflate capital cost significantly, through a variety of ways and means, in order to reduce 

profit margin that would be shared with the Iraqi partners.   

To encounter such tendency it becomes necessary to have well elaborated accounting, 

auditing and approving systems for capital cost control and externally sourced materials, 

equipments, supplies and manpower.  

It is worth mentioning in this juncture that, under Law 64/2007, it is mandatory for the private 

investor(s) to present regular and periodical technical and financial reports to the Ministry of 

Oil.       

 



Duration of DNR Arrangement 

Duration of the DNR arrangement of 25 years is much lower than what Law 64/2007 provides 

(judging by the land-lease for 40 years, increased to 50 years if second amendment of the Law 

enacted).  

Under such period, it is, surely, for the interest of the investors expediting/ minimize the 

construction period in order to have long-enough period for cost recovery and profit 

accumulation. Also, the investors will attempt to secure capital cost recover first before 

sharing profits. Hence, the critical issue is the construction period and executing the refinery 

according to the contractual specifications.    

The length of construction period depends largely on many factors including the followings:.   

 The investors’ financial strength, their technical capacities and previous experience in 

refinery construction are very essential for smooth execution of the project according 

to its plan and timeliness.   

 The selected nameplate capacity of the refinery 75 or 150 kbd means much in this 

respect: lower capacity requires shorter construction period than its double.  

 Under current conditions in Iraq it might take much longer than under normal 

circumstances.  

 FEED, feasibility study (with sufficient cash-flow analysis and sensitivity assessment, 

especially with two significantly different nameplate capacities), refinery location, soil 

analysis and Environment Impacts Assessment among others are vital prerequisites for 

such a project.     

Absence of these prerequisites could very well delay the commencement of actual 

implementation phase until these prerequisites are met. For example, the Director of 

Diwaniya Municipality, Issam AlKarawy, was reportedly said, on 17 September 2016, 

that Diwaniya Investment Commission requested land-plots for investment projects 

and the request was referred to the Ministry of Reconstruction, Housing and 

Municipalities for consideration. But neither the refinery nor the power plant was 

specified in the request. 

 As discussed below, there are other essential infrastructure and logistical requirements  

needed for the operating of the refinery;    

 Finally and as mentioned earlier, FMoU does not substitute a usual and needed 

detailed contract(s) for such a project. Hence, negotiating and finalizing the related 

contract and obtaining necessary approvals and authorizations could very well take 

considerable time and efforts that eventually impact the commencement of actual 

work.     

      

Needed infrastructure and logistics 

According to Law 64/2007, the investor(s) is responsible for financing and constructing the 

crude oil pipeline from the specified “delivery point” to the refinery and for operating and 

maintaining the pipeline. This could be a major task since Diwaniya is not oil producing 

province and thus has to get the substantial needs of crude oil through pipelines from oil 

producing provinces. 

 



Moreover, the investor(s) is also responsible for providing the required electricity and all 

needed supportive requirements and services.   

It is worth mentioning that the DPC two statements refer to another project for a new 

1200MW power station to be awarded to foreign private companies, though it was not stated 

whether or not the two projects, the refinery and the power-plant, are connected. But again, 

the National Investment Commission-NIC website indicates, at the time of writing, to no 

proposal for this power plant in the province. 

 

Undoubtedly, all these and might be other necessary infrastructure and logistics have 

significant implications on the capital cost-capex, operating cost-opex, time for project 

completion and profit-sharing modalities. As mentioned many times so far, all such matters 

should be considered and accounted for in the feasibility study of the refinery.  

 

Imperative of due diligence 

Law 64/2007 asserts that the private companies (Iraqi or foreign) should have sufficient 

capital (according to Private Company Law 21/1997), experience and technical capacity for 

constructing crude oil refineries.  

A due diligence is essential to ensure that the mentioned two private companies do have the 

qualifications required by Law 64/2007 and Law 21/1997. Diwaniya Provincial Council 

provides no information on financial, technical and qualification of the mentioned two private 

companies and their capabilities to undertake such a modern refinery.  

Absence of such information on the involved two companies makes it vital to conduct and 

provide good and comprehensive due diligence before taking any decision on this refinery. 

My very preliminary search on the two companies indicates the following: 

 Khairat Al-Sabdtain Company is linked, possibly belongs to or owned by, the Hussaynia 

Holy Shrine; it has executed many construction (housing, schools, hospitals, building and 

alike) projects in Karbala and Najaf provinces; recently it obtained the International 

Organization for Standardization- ISO (9001:2008) recognition.  

But the company has no experience in executing large complex and modern refineries or 

oil project or power plants.  

 

The Power Construction Corporation of China (PowerChina) was founded in September 

2011, and by the end of June 2015, it had total assets of USD 70.4 billion and 200,000 

employees, performed 1,565 overseas projects in 110 countries in the fields of engineering 

construction, design consultation and equipment manufacturing mostly related to power 

sector.  

Assuming the authenticity of PowerChina involvement in the proposed refinery, the 

company record does not indicate to having experience in refinery construction, 

operation or management. But surely, it has the financial, experience and technical capacity 

regarding the 1200MW power plant referred to earlier. 

 



Essentially, Diwaniya Provincial Council should conduct the due diligence and present it as 

part of its request for authorization. Alternatively, the Ministry of Oil or the “Ministerial 

Committee” should undertake this task.  

Concluding Remarks 

New refinery projects need very careful consideration, particularly from the Ministry of Oil, 

Energy Committee of the Council of Ministers, Energy and Investment Committees of the 

Parliament and the concerned provinces.   

 

The emphasis should be on cost-effectiveness measures;  the high quality configuration of the 

refined products to address the chronic petroleum products’ supply-demand mismatch; and 

clear , comprehensive and accurate feasibility study with elaborated cash-flow and sensitivity 

analysis of the related projects within country-wide policy for refining sector. 

In preparing the needed comprehensive feasibility study it is necessary to estimate the Internal 

Rate of Return-IRR on the invested capital and should not be guided only by Net Present 

Value-NPV calculation at any discount rates; NPV on its own could very well conceal high 

IRR, and this works for the interests of the investor only.  

With regards to profit-sharing modality it might be good, for Iraq, to propose during contract 

negotiation an R-Factor method (in this case it is the ratio of accumulated recovered invested 

capital to total invested capital).  

From the FMoU one can establish that a “minimum” R-Factor value gives a “20; 10:70” profit 

sharing among the three named “partners” to the refinery. The “maximum” R-Factor value 

has to be set at (1) and the numbers of “trenches” between the minimum and maximum values 

of R-Factor and the corresponding profit-sharing percentages could be easily decided by the 

negotiating parties. One could suggest, for example, a “40;10:50” profit sharing when R-

Factor value equals one: meaning a 50:50 profit sharing when invested capital was fully 

recovered with an overall share of more than 50% for the investor during the entire profit-

making period; this is still highly rewarding for serious private investor and development 

partner.  

    

Finally, it is vital to alert loudly against the possibility of “Book-refinery” through dubious 

private investors by creating conditions conducive for de- incentivize state involvement in 

new refineries and, thus, resulting in continued reliance on importing petroleum products.         

Norway 

20 September 2016 

 


