
2.3.1.2 Im port in fra s tru c tu re

A ssum ing  g loba l m arke ts  can supp ly  lo ca l d em and  at s im ila r  prices, w e e va lua ted  the  ab ility  

o f lo ca l im p o rt in fra s tru c tu re  to  su ppo rt such a substan tia l in crease  in im po rts.

Assuming 25% of total consumption ot diese: and gasoline, no consumption of kerosene as civilian consumption is mostly n 
central lsra«1

75% of total diesel and gasoline consumption, 100% of kerosene consumption
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Total Investments

Avoided investments in a shutdown scenario

In ad d it io n  to  the  a fo rem en tio n ed  in vestm en ts , g o ve rn m en t in v e s tm en t in tw o  large p ro jects  

w ill be a vo ided  in case o f a Bazan shu tdow n;

• "Karkaot Hazafon" -  re lo ca tio n  of re fin ed  p roducts  and  crude  o il te rm in a ls  ("20  acres" and 

"K irya t Ha im " respective ly ) at a to ta l co st o f ־־I L S ^ B B

• Pipeline relocation -  EAPC H a ifa -A shdod  p ip e lin e  p ip e lin e  from  the  co asta l p la in  to 

H ighw ay 6 at a to ta l cost o f d f l H H i

In th e  case o f a shu tdow n  o f Bazan, c ru de  o il w ou ld  on ly  have to  be p rov id ed  to  Paz Ashdod. 

can ce lin g  th e  need to  have crude  o il s to rage  fa c ilit ie s  in th e  Ha ifa  Bay. U nde r such  a scenario  

the  share  o f cost o f th e  "Ka rkao t H aza fon" p ro jec t a ttr ib u ta b le  to  re b u ild in g  th e  K irya t Haim  

crude  te rm in a l w ou ld  be avo ided , genera ting  savings o f ~ 815M . The rem a in in g  cost, 

assoc ia ted  w ith  d ism an tlin g  and  c lean ing  th e  K irya t Ha im  site, and  po ss ib le  re co n s tru c t io n  of 

re fin ed  p rodu c t storage, w ill s till be requ ired . The co st o f th e  p ip e lin e  re lo ca tio n , a to ta l o f ILS 

M B  w ou ld  a lso  be avo ided , as th e re  w o u ld  be no reason  to  p ipe  crude  from  EAPC to  the  

Ha ifa  bay.

Taken to g e th e r th is  w o u ld  save th e  g ove rn m en t ILS ~1.62B 

Summary o f all investm ent in a shutdow n scenario

In sum m ary , th e re  is p o ten t ia l b en e fit from  avo ided  in ve s tm en ts  w h ich  m ay be la rge r than  

in ve s tm en ts  requ ired  to  su ppo rt a sh ift to  im po rts

« Increase capac ity  o f  LPG sto rage  expec ted  to  take 3-4 years at a co s t o f ILS 70 -1 ,0 50M  

■ Bu ild  a lo ca l b itum en  p lan t, e xpected  to  take  ~1 yea r at a cost o f ILS 105 -175M

T O

Ministry of F inance input
22
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S i Requited f t  AvohJwj 
1r»v*stfner»$ rvestmen?*

Conatruction of a local production bitumen plant

Replacing Bazar gate 6 by a new distribution 
point in the North

An mvaatment m l P G  import facilities witl pe 
required unfit demand it substituted by NG

An investment m l P G  import facilities wilt be 
required until demand is substituted by NG

Relocate E A P C  s Haifa-Athdod pipeline from me 
eoeetai plain to Hignway 6

Relocate Kiryat Haim crude oil terminal to me 
Sazan area

infrastructure investm e nt6
•USM

Bitumen plant
*vjne./

’ >t ■*9 nt חדו

i
»*■»,* ״ז

.VJ»p0#tu

Total

Ba lanc ing  requ ired  and saved in ve s tm en ts  suggests p o ten tia l sav ings o f up to ~ILS 1 .000M
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2.3.2 Shutdown costs and benefits

In th e  p rev iou s  chap te r w e exam ined  th e  fe a s ib ility  o f a Bazan sh u tdo w n  and the  requ ired  

in fra s tru c tu re  in vestm ents . In th is  ch ap te r w e  focus on th e  d ire c t sh u td o w n  costs  and on 

p o ten tia l b ene fits  from  re leas ing  th e  land.

2.3.2.1 S hu tdow n  and rem ed ia tio n

To assess th e  shu tdow n  costs, w e  used  cost benchm arks from  s im ila r  co m p le xe s ' ab road  The 

to ta l co st fo r  shu tdow n  and rem ed ia tio n  is e s t im a ted  at 3 ,150 -3 ,850M  ILS and  is e xpected  to 

take  " 1 0 years be ־ fo re  th e  land can be used fo r  re s id en tia l d e ve lo p m en t. It sh ou ld  be noted 

th a t land in th e  bu ffe r zone  is no t expe c ted  to  requ ire  rem ed ia tio n  and  can like ly  be m arke ted  

a t an ea r lie r  stage.

The b en chm arks  co ve r tw o  re levan t co m p on en ts

• Dismantling cost: The net d ism an tlin g  co st is e xpected  to  co st 1 ,900 -2 ,3 0 0 M  ILS and take

3-4 years. Physica l d ism an tlin g  and rem ova l o f in s ta lled  e lem en ts  (above and b e low  

g round) are  estim a ted  at ILS 230 -268  per ton  o f in sta lled  crude  cap a c ity  (9 .8m tpa). Out of 

th is  cost, ~35 ILS p e r ton  can be re co ve red  th rough  sa les o f scrap  m e ta l

• Land rem ediation cost: fu ll land  rem ed ia tio n , to  a d eg ree  requ ired  fo r re s id en tia l usage, 

is e s tim a ted  at ILS 1 ,2 2 5 M -1 ,5 7 5 M ״  typ ica lly  requ ir in g  5-10 years. R em ed ia tio n  costs can 

vary w id e ly  b e tw een  s ites and requ ire  fu rth e r, d e ta iled , c o rro b o ra t io n

2.3.2.2 Re leased  land va lue

The m ain  qu an tif ia b le  b en e fit fro m  a Bazan shu tdow n  is the  revenue  from  m arke t ing  the 

re leased  land  to r a lte rn a te  uses. O u r ana lys is  is so le ly  fo cu sed  on th e  ne t va lue  o f th e  land 

re leased , in c lud ing  th e  bu ffe r zone  W e do no t a cco un t fo r th e  p o ten t ia l in crease  in va lue  of 

rea l e s ta te  in ad jacen t areas. W e  a lso  do  no t accoun t fo r th e  ad d it io n a l in d ire c t va lu e  is like ly  

to  be c rea ted  by in creased  e co no m ic  d e ve lop m en t o f Ha ifa  as a n o rth e rn  m e tro p o lis , th is 

va lue  is not cap tu red  in th is  study.

W e  based  ou r ana lys is on  th e  Israel Land A u th o r ity 's  (REMI) in it ia l e s t im a te  o f land  va lue , 

u tilized  fo r re s id en tia l d e ve lopm en t. REMI is cu rren tly  re fin ing  its ana lys is, on ce  m ade 

ava ilab le , upda ted  figu res shou ld  be used. Due to  the  d o m in a n t im pact o f land va lue  on ove ra ll 

sh u tdo w n  econom ics , w e  bu ilt seve ra l land va lue  scenarios, unde r a ll s cen a r io s  land va lue  

rem a in s  co nstan t ove r tim e , a ssum ing  the  annua l in crease  is rough ly  e q u iva len t to  the  
g ove rn m en ts  d iscoun t ra te  (3%).

Benchmark estimate of 630-700 ILS per sqm for remediation to residential standard (2 130K sq m)
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A. Agg ress ive  scenario  -  land va lu e  o f ILS ~20B

-  Land y ie ld s 100,000 re s id en tia l un its

-  U n it m arke t va lue  is ~200,000 ILS

-  2 ,500  un its p.a. can be so ld  at m arke t p rice  (over 20 years)

B. Base scena r io  -  land va lue  o f ILS ~13.1B

-  Land y ie ld s  75,000 re s id en tia l un its

-  U n it m arke t va lue  is 175,000 ILS

-  1 ,500 un its  p.a. can be so ld at m arke t p rice  (over 30 years)

C. C o nse rva tive  scenario  -  land va lu e  o f ILS ~7.5B

-  Land y ie ld s  50 ,000  re s id en tia l un its

-  U n it m a rke t va lue is 150,000 ILS

-  1 ,500 un its p.a. can be so ld  at m a rke t p rice  (over 50 years)

-----------------------------------------------------------------------------------------------------------------------------------------------------------------------------  ן

P lease  n o te  tha t th is  e s t im a te  assum es use o f land fo r re s id en tia l d e ve lop m en t, 

a d d it io n a l/a lte rn a te  uses m ay change  th e  land  va lue . A d d it io n a lly , th is  e s t im a te  does 

no t re fle c t an in crease in va lue  o f e x ist in g  rea l esta te , ad jacen t to  th e  Bazan com p lex .



COBS

C. "A rn on a " -  M u n ic ip a lity  taxes

The m u n ic ip a lit ie s  su rround ing  the  Bazan com p lex  -  Haifa, K irya t A ta , N eshe r and Zvu lun

-  re ce ive  a sm a ll p o rt ion  o f th e ir  in co m e  from  "A rn on a " taxes pa id  by Bazan. In 2015 

A rn on a  in com e pa id  by Bazan was:

-  Ha ifa  -  32.4 M  ILS rep re sen t in g  ~1.5% o f to ta l in com e

-  K irya t A ta  -  11 .8M  ILS rep re sen t in g  ~6% o f to ta l in com e

-  N eshe r -  10 .5M  ILS rep re sen t in g  ~8% o f to ta l in com e

-  Zvu lun  -  4 M  ILS rep re sen t in g  ~10% o f to ta l in com e

M u n ic ip a l revenue  w ou ld  be lo st in th e  sho rt-te rm , be fo re  be ing  rep la ced  by A rn ona  

revenue  from  new  real e s ta te  d e ve lo p m en t
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3 Shutdown under various timeframes

3.1 S H U TD O W N  SCENARIOS -  C O M PA R ISO N

Leverag ing  th e  a fo rem en tio n ed  ana lyses, we eva lu a ted  Bazan 's im pact on the  va riou s 

p a ram e te rs  u nde r the  fo u r a lte rn a te  scenarios:

• Business as usual -  Bazan 's o p e ra t io n s  co n tin u e  in d e fin ite ly , a ll f ig u re s  are  ca lcu la ted  un til

י  Im mediate shutdown (2020) -  Bazan is c lo sed  as soon  as poss ib le  

In add it io n , a ll fou r scena r io s  w e re  assessed  w ith  and  w ith o u t G ad iv

W e assessed  each scena rio  by eva lu a tin g  the  expected  im pac t on  th e  fo llo w in g  p a ram e te rs

■ Expec ted  revenues from :

-  Land sales

-  Bazan p ro f its "

-  Bazan 's  co rp o ra te  tax

-  Net in co m e  tax gene ra ted  by B a zan '4

-  A vo id ed  gove rnm en t in ve s tm en ts  on  no  longe r requ ired  p ro jects

■ Expec ted  costs:

-  S hu tdow n  and rem ed ia tio n

-  Im port in fra s tru c tu re

■ S oc io -e conom ic  im pact

-  Bazan 's co n tr ib u t io n  to  GDP

-  Bazan 's co n tr ib u t io n  to  e m p lo ym e n t in th e  Haifa area

-  B azan ’s co n tr ib u t io n  to  m un ic ip a l tax revenues

2 0 4 0

• Value optimized 2030 shutdown

(ft?*
י  M ARPOL optimized 2023 shutdown -(

Not included in government cash flow
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-  Em iss ions in th e  Ha ifa  area

To co m pa re  th e  va riou s scenario s  in to d ay 's  te rm s, w e  eva lua ted :

• N PV  o f to ta l e co no m ic  va lue  c rea ted  (in 2018 value)

• N PV  o f lo s t GDP co n tr ib u t io n  (in 2018 value)

•W'll* I •ill

iiHlijUnu; .<n>i •if m!*■ t .«  H13*■ י *«:! יוד ו י י ח״י ו ׳ •יו ׳ » "  w .n ,» י ־  .■>!
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3.2 Shutdow n scenarios -  evaluation

To b e tte r unde rstand  the  fo u r a lte rna tive s , we condu c ted  a d e ta ile d  ana ly s is  o f each 

a lte rn a tiv e , across th e  a fo re m e n tio n e d  param eters.
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Summary

O ve r th e  cou rse  o f  the  study w e  w o rked  w ith  th e  va riou s  s ta keho ld e rs , and leveraged  ou r 

in te rn a t io n a l e xpe rien ce  and benchm arks , to  d eve lop  an o u tlo o k  on

■ Bazan 's  fu tu re  p ro f ita b ility  and co n tr ib u t io n  to  the  lo ca l e conom y, based  on  o u r  Eu ropean  

o u t lo o k  fo r  re fined  p rod u c t d em and  and  re fin ing  m arg ins

• The im pac t on lo ca l p rices o f re fin ed  p roducts , and  requ ired  in ve s tm en t in  im po rt 

in fra s tru ctu re , re su lting  from  rep lac ing  Bazan 's p rod u c tio n  w ith  im p o rts

• The expected  costs and b en e fits  o f  4 a lte rn a t iv e  scenarios:

-  R e ta in ing  Bazan in its cu rre n t lo ca tio n  and  co n fig u ra tio n

-  Rea llo ca tin g  Bazan to  a n on -u rban  lo ca tio n

-  A  p a rtia l sh u tdow n  o f th e  Bazan  com p lex , w ith in  th e  sam e lo ca tio n

-  A  fu ll shu tdow n  o f the  Bazan com p lex , u nde r d iffe re n t tim ing  scenarios

O u r ana lys is  ind ica tes that:

R e lo ca tin g  Bazan is no t e co no m ica lly  v iab le . A n  in ve s tm en t of o ve r 18B ILS w ill be requ ired , 

w ith  th e  new  re fin e ry  com ing  o n lin e  on ly  a fte r the  decrea se  in re fin in g  m arg in s is expected  

to  k ick-in  (2026), genera ting  a negative  ROI (25-50% th rough  2040)

Local d em and  can be supp lied  th rough  im ports . A  sh ift to  im po rts  w ill re q u ire  in ves tm en t 

in s to rage  in fra s tru c tu re  and  co n s tru c t io n  o f a s tand -a lone  b itum en  p lan t. C o n s tru c t io n  of 

requ ired  in ve s tm en t is e xpected  to  take  ~4-years.

A p a rtia l shu tdow n  is feas ib le , y e t e xpe c ted  to  im pac t Bazan p r o f i t a b i l i t y d M H I ^ ^ I i
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Severa l o f  th e  ana lyses a re  based  on  in it ia l o r in co m p le te  data, th e re fo re , b e fo re  m ak ing  a

dec is ion , re fin in g /upda ting  som e  o f th e  ana lyses w ou ld  be advised:

• Bazan 's  fu ll e n v iron m en ta l im pact and co m p lia n ce  w ith  regu la tion  shou ld  be d e te rm in ed , 

as w e ll as expected  p e rfo rm an ce  a fte r fu ll BAT/BREF im p lem en ta t io n

י  Land va lue  e s tim a te s  shou ld  be re fined , tak ing  in to  a cco un t th e  d em and  fo r  rea l e sta te  in

the  Ha ifa  area

■ Land rem ed ia tio n  costs  shou ld  be re fined , accoun tin g  fo r s ite -sp e c if ic  fa c to rs

• A c tu a l a va ilab le  s to rage  capa c ity  shou ld  be ve rif ied  to  assess th e  need fo r  add it io na l 

in v e s tm en t in s to rage  expansion

• D e ta iled  capex e s tim a te s  fo r  th e  requ ired  im p o rt in fra s tru c tu re  sh ou ld  be assessed

• The p rog ress of LPG to־ N־ a tu ra l Gas su b s t itu t io n  shou ld  be assessed  to  e xam in e  actua l 

im p o rt in fra s tru c tu re  needs

• The Eu ropean  re fin ing  m arg in  o u t lo o k  shou ld  be upda ted  to changes in th e  m a rke t

• U n em p lo ym en t e s tim a te s  sh ou ld  be reeva lu a ted  based on the  p re va ilin g  m a c ro -e co no m ic  

en v iro n m en t

• A  d e ta ile d  va lua tion  o f Bazan shou ld  be condu cted  to  suppo rt p o ten t ia l co m p en sa tio n  

nego tia t io n s

Assum ing  the  gove rnm en t w o u ld  choose  to  pu rsue  a Bazan sh u tdo w n , su b s tan t ia l e ffo rt

w o u ld  be requ ired  to  en su re  th a t a ll in fra s tru c tu re  d e v e lo p m e n t re q u ire d  to  su pp o rt a sh ift
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to  im p o rts  is put in p lace, p r io r  to  the shu tdow n . Such an e ffo r t w o u ld  req u ire  cross- 

g o ve rn m en t co lla b o ra tio n  to  e n su re  rap id  zon ing , p e rm itt in g , fund ing  and  co n s tru c t io n  of the  

requ ired  fac ilit ie s . A d d it io n a lly , d e ta ile d  p lans and e xe cu tio n  ca p ab ilit ie s  a re  requ ired  to 

d ism an tle  th e  cu rren t com p lex , rem ed ia te  th e  land , and e ff ic ie n t ly  d e ve lo p  th e  re le a sed  area

W e  be lie ve  th a t severa l s tra teg ic  in it ia t iv e s  can  suppo rt a p o ten tia l shu tdow n:

■ Fo rm u la te  a stra tegy fo r in creas ing  EV p en e tra t io n  across v eh ic le  flee ts , add ressing  

in fra s tru c tu re , in cen tive s  and m o re

■ Bu ild  a roadm ap  fo r  su b s t itu t in g  LPG w ith  natu ra l gas and e le c tr ic ity , in c lu d in g  rap id  

in fra s tru c tu re  zon ing  and in vestm en ts , conve rs io n  g ran ts fo r  in d u s tr ia l users, and  m ore

• M it ig a te  po ten tia l sp illo ve r e ffe c ts  on  in du stry  by d eve lop in g  a stra tegy  fo r in dustr ia l

d e ve lopm en t, a ligned  w ith  C 0 2 a n d  em iss io n  redu c tio n  ta rge ts

H ow ever, and  as exp ressed  th ro u g h o u t th is  do cum en t, a de c is ion  on  sh u td o w n  is a com p lex  

p o licy  dec is ion  w h ich  shou ld  b a lance  a va r ie ty  o f co n s ide ra tio n s , n o t all o f w h ich  w e re  

add re ssed  w ith in  th e  scope  o f th is  e co n o m ic  ana lysis.

P re p a ra tio n  o f th is  d o cum en t req u ired  in ten s ive  c o o p e ra t io n  and su p p o rt from  a w id e  varie ty  

o f s ta keho ld e rs  across bo th  g ove rn m en t and  th e  p riva te  secto r. W e  w o u ld  like  to  th ank  the 

NEC, REMI, and  the  M in is tr ie s  o f Energy, E conom y and E n v iron m en ta l p ro te c t io n  fo r th e ir  

c o lla b o ra t io n  th rou g h ou t th e  s tudy W e w o u ld  also like  to  th ank  PEI (Tashan) fo r th e ir  

a va ilab ility  and ass istance  a long  the  way. Spec ia l thanks to  th e  Bazan m anagem en t team  fo r 
p ro v id ing  us w ith  m ean ing fu l in s igh ts  and inputs, a ll w ith in  a ve ry  b r ie f p e r io d  o f  t im e
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Appendix

G AS-BASED  OLEFINS PRO D UCTION

Olefins can be produced via a methanol route, leveraging local deposits of natural gas
How ever, such a p lan t is no t e xp e c te d  to  be e co no m ica lly  v ia b le  a t Israeli n a tu ra l gas p rices

י  Available technology: O le fin s  a re  typ ica lly  conve rted  from  naph th a , as a b yp rod u c t o f 

re fin in g  p rocesses. O n -pu rpose  o le fin  p rodu c tio n  can be ach ieved  by m e th ano l 

conve rs io n . How ever, Ch ina  is th e  on ly  reg ion  cu rre n t ly  app ly ing  th is  te ch n o lo g y  (coal 

conve rs ion )

י  Construction cost: C o n s tru c tio n  costs o f a m e th an o l-to -o le f in  p lan t range from  $1,000- 

1 ,500 pe r ton .R ep lac ing  C a rm e l's  cu rre n t capac ity  w ill re qu ire  in v e s tm en t o f 5 60 0 -9 0 0 M

■ Feedstock prices: C o m pe t it io n  w ith  crude  based p rod u c tio n  req u ire s  fe ed s to ck  p rices o f 

1-2.5 USD per m m b tu , d e p e n d e n t upon  p reva len t c ru d e  prices. P lanned  m e th ano l-to - 

o le fin  p lan ts  in the  Persian  gu lf, fed  w ith  subs id ized  na tu ra l gas (0-1 USD pe r m m btu ) are 

expec ted  to  constra in  fu tu re  m arg ins
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Refinery:

• G ross m arg in

-  N W E B ren t h yd ro cra ck ing  m arg in ; d e lta  o f m arg in  o u t lo o k  a p p lie d  to  2017  EBITDA to 

p ro je c t fu tu re  EBITDA

— G ro ss  re fin ing  m arg in  on  a va r iab le  cash basis (p roduc t re venue  net o f va riab le  

o p e ra t in g  costs  (chem ica ls , ca ta lysts , u tilit ie s ) and c ru d e  and o th e r  fe e d s to ck  costs

■ Eu rope  p rod u c t dem and

- dem ־0.7%  and  g row th  from  2020 -2040  in the  Base Case and -0.3% in th e  H igh Dem and  
Case (״ H igh Case״ )

Chemical:

■ A ro m a tic s  gross m arg in

— Based  on  IHS e s t im a te  fo r ben zene  and  xy lene  to  2022; re ve rts  th e re a fte r  to  long run 

ave rage  tak ing in to  a cco un t cy c lica lity

■ P o lym e r g ross m arg in

• D iscoun t pe riod  o f 23 years (2018-2040)

• In fla t ion  o f  2%

-  Based on  the  Bank o f Israel in f la t io n  ta rg e t o f 1-3%

■ Te rm ina l va lue

-  A ssum e  te rm in a l va lu e  based  on tu rn a ro un d  and m a in te n an ce  co s t d ep re c ia te d  to  1 

year
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— IHS o u t lo o k  on W es te rn  Eu rope  LDPE to  naph tha  p rice  d if fe re n t ia l p lu s  s tand  a lone  PP 

m arg in  -  both  to  2022; re ve rts  to  long  run h is to r ica l average  th e re a fte r

G O V E R N M E N T  CASH FLO W  ASSU M PTIO N S: 

Revenues from land sale:

• R e lease  land  y ie ld s  5 0 -100k re s id en tia l un its, d epend ing  upon  scena r io

• U n its  a re  va lued ILS 150-200k pe r un it

• U n its  are  m a rke ted  at a ra te  o f 1 ,500 -2 ,500  un its  per year

• Land va lue  is not d iscoun ted , as the  d isco un t fa c to r is o ffse t by in c rea s in g  land  va lue
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