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From Concession to Service Contracts:
Where Does Kuwait’s Petroleum Industry Stand?
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Abstract

Kuwait struggles in its petroleum strategy of 2040 because only minor development has been achieved in crude oil

production since the 1980s. This question requires legal, contractual, and technical evaluation to explore the obstacles

through a comparative legal doctrine combined with an empirical study. A rigid contractual approach prevails in Kuwait

owing to the constitutional restrictions of Article 152 applicable to concessions or production-sharing agreements (PSAs).

Other GCC countries are more flexible than Kuwait and have achieved advanced progress in crude oil production. Kuwait’s

NOCs are entirely outsourcing petroleum operations through service contracts. PSAs are necessary to develop Kuwait’s

northern fields, as they are complex. Iraq, as a case study, has signed several agreements that are legally to be construed

as PSAs. The paper concludes that Kuwait’s NOCs effectively decide not to be service providers and recommends shifting

to a flexible contractual approach.

Keywords — Kuwait’s North fields; Service Contracts; Production Sharing; Rigid Contractual Approach.

1. Introduction

Kuwait faces major challenges in producing four mil-
lion barrels per day (MBPD) of crude oil by 2040 as
a strategic objective. The target was originally set for
2020 but has kept being postponed [1].
porating eight national oil companies (NOCs) to oper-

Despite incor-

ate its petroleum industry, Kuwait is still entirely out-
sourcing petroleum operations through service contracts.
Few NOCs in the world have marked successful transi-
tions to international oil companies’ (IOCs’) level, such
as Malaysia’s Petronas—founded in 1974 and now op-
erating as an IOC [2]—and PetroChina, restructured in
1999 and now a leading IOC in its own right [3]. Kuwait’s
NOCs, however, remain ‘unable to span the full chain’ [4]
of petroleum operations and continue to rely on I0Cs’
critical role as technology owners with the professional
ability to better develop field operations and lend ‘inter-
national credibility to an NOC’ [5].

The questioned lag in moving toward the 2040 strategy
presents, by itself, a research question that must find its
answer in realistic facts rather than defensive justifica-
tions. This paper adopts the comparative legal doctrine
method to evaluate legislation, the contractual approach,
and NOCs’ capacities, with an empirical study of selected
GCC countries and Iraq’s recent petroleum agreements
as a case study.

2. Kuwait’s Crude Oil Production

OPEC statistics for 2024 confirm an average crude oil
production of 8,096 MBPD by Saudi Arabia, 3,086 by
Iraq, and 2,092 by the UAE, while Kuwait produced
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only 2,041 [6]. With the termination of Kuwait’s conces-
sion to Kuwait Oil Company Limited (KOC Limited)—
a joint venture of the Anglo-Persian Oil Company and
Gulf Oil Corporation (now BP and Chevron)—under
Law 10/1976 regarding the Transfer Agreement of all
rights of KOC Limited to Kuwait, KOC Limited was
nationalised into an NOC named Kuwait Oil Company
(KOC).

Historical data indicate that KOC produced 1,760 to
1,878 MBPD in 1980-1989 (averaging 1,387.7 MBPD),
1,234 to 2,018 MBPD in 1990-1999 (averaging
1,707.8 MBPD) [7], while 2023/2024 closed with
2,065 MBPD [8]. The State Audit Bureau raises con-
cern about the barrel-production cost rising by 41% com-
pared with 2018/2019 due to manpower, contracts and
materials [9]. This places upstream NOCs in a diffi-
cult position, because since the 1980s less than approxi-
mately 700 BPD of additional oil production has been
added—due mainly to outsourcing. Considering that
1,700 MBPD is produced from the Burgan Oil Field alone
(discovered by KOC Limited in 1938 and considered the
second-largest oil well in the world), traditional conces-
sions remain against public and governmental policy.
This industry is viewed as a national sector that should
no longer be conceded to foreign investors. The failure of
traditional concessions to create stability and a mutual-
interest balance supports their present rejection [10], as
such concessions grant entire ownership of petroleum re-
sources to IOCs subject only to royalty payments to the
host-government country (HGC) ‘for a relatively long pe-
riod’ [11]. Most HGCs subsequently ‘nationalised their
mineral resources’ [10] in the twentieth century, a ‘game-
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changing’ moment in both international markets and the
domestic political environment [12].

3. A Rigid Contractual Approach

Kuwait operates its petroleum industry via service con-
tracts, which are the ‘least common form of business’ [13]
but the only form permitted. A rigid contractual ap-
proach is an apt description in light of Article 152’s con-
stitutional restrictions, which impose the enactment of a
law for a limited period in order to grant foreign owner-
ship of natural resources. Government and Parliament
interpret this in ‘a very strict and literal manner, i.e.,
any agreement concerning natural resources needs ... ap-
proval of the Parliament’ [14]. Hence, these restrictions
apply to both concessions and PSAs under this wide in-
terpretation. From a legal standpoint, a PSA does not
grant ownership of petroleum resources, as only a share
of production at the point of export is granted to the
10C, while the HGC remains the principal owner of un-
produced resources [15].

Globally, a rigid approach runs counter to IOCs’ prefer-
ences, as PSAs are ‘the most dominant form of contract ...
in developing countries’ [16]. Service contracts, by con-
trast, may be defined as short-term contracts between
the HGC—via its authorised representatives—and a con-
tractor to undertake petroleum operations and allocate
risks and liabilities in exchange for monetary fees, while
ownership of petroleum resources or production remains
with the HGC. IOCs look for longer reserve booking,
which is not permitted under service contracts. These
prevailing market conditions cannot be ignored without
improving NOCs’ technical capacity.

4. PSAs as a Necessity for Develop-
ing Crude Oil Production from North
Kuwait Fields

KOC declares that the North reserves contain large quan-
tities of heavy oil but require complex operations [17].
Although heavy oil is an important energy source, it
demands unusually high levels of operational effort and
technical expertise owing to its large viscosity and den-
sity, its high impurity content, and its location at con-
siderable depth [18]. Signing PSAs for the North Fields
is therefore a necessity. A PSA may be defined as an
agreement between an HGC and an IOC—as partner—
to undertake upstream operations within a determined
area for a specified period in exchange for a production
share after recovery of costs, liabilities, and risks taken
by the partner.

Project Kuwait, in the form of an Enhanced Technical
Service Agreement (ETSA), was signed as an alterna-
tive in order to overcome these strategic challenges. An
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ETSA is a risk service contract that generally marks
‘the evolution of the contractual framework .. from the
concession and production-sharing contract models that
granted .. some interest over the oil’ [19]. The ETSA, a
contractual arrangement signed in 2016 for ten years and
recently extended to 2029 [20], was designed to overcome
the inability to sign PSAs; it remains a service contract
but for a longer period and with higher investment. Nev-
ertheless, existing challenges confirm the ongoing need
for PSAs.
in their fiscal regime: a PSA grants the IOC a share of

The difference between the two models lies

production under the production-allocation principle—
an ‘ongoing process ... where the produced hydrocarbons
are allocated from the point of sale back to the point of
extraction’ [21]—while the contractor in a service con-
tract receives a ‘predetermined fee’ [13] and title always
remains with the HGC.

5. Flexible Contractual in

Other GCC Countries

Approach

KPC announced that its strategy is conditioned on ‘col-
laboration with the government to review and revise cur-
rent regulations, facilitating partnerships with interna-
tional operators .. [22]. The rigid contractual approach
hinders this, and revision of the laws is a must in or-
der to facilitate PSAs. Comparing this with the GCC
countries, the UAE does not restrict concessions and/or
PSAs at all, while Qatar restricts them at a lower level—
requiring only the approval of the Council of Ministers,
as per Article 3 of Law 3/2007 regarding the Exploitation
of Natural Resources.

Securing a source of income in developing countries re-
quires attracting foreign participation, given IOCs’ unde-
niable role since the age of the Seven Sisters in developing
the petroleum industry in the region during the twen-
tieth century [23]. To the present day, IOCs continue
to expand their technical expertise and investment [5]—
incomparable to NOCs’ capabilities—since these projects
are I0Cs’ sources of income and survival [24]; by con-
trast, Kuwait’s NOCs seek governmental and political
support, do not give deeper focus to profit generation,
and lack operational development.

6. Iraq’s Recent Petroleum Agreements
as a Case Study

Iraq has initiated several petroleum agreements based
on the profit-share principle—after deducting recovery
costs—which ought to be legally considered PSAs, re-
gardless of their declared titles as ‘technical service con-
tracts’; in the Kurdistan region, by contrast, PSAs are
signed and explicitly titled as such [25]. The Technical
Service Contract for the Rumaila Field (2009) is a telling
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example [26]: Article 2.1 describes its nature as a ‘Tech-
nical Service Contract for the rehabilitation ...’, although
all the basic fiscal terms of a PSA are present.

First, a signature bonus is payable to Iraq as a lump
sum of 4 million USD under Article 4.1 [26]. In the lit-
erature, a signature bonus refers to a payment made to
the HGC by the IOC when a PSA is signed [27]. Second,
petroleum cost under Article 1.63 refers to ‘recoverable
costs ... incurred and/or payments made by the Contrac-
tor in connection with ... the conduct of Petroleum Op-
erations .." [26]. Incorporating cost-oil cannot be done
unless the arrangement is a PSA, since cost recovery is
one of its fiscal toolkits [28]. Third, profit-oil is incor-
porated under the name ‘Remuneration Fee per Barrel’
under Article 19.5, defined in Article 1.74 as a ‘fee paid
to Contractor for Incremental Production’ and calculated
per barrel under Article 19.5(b). Profit-oil confirms the
arrangement is a PSA: it is the ‘revenue that remains af-
ter deduction of royalty and cost recovery’ [29]. Although
the contract calculates profit-oil as fees per barrel rather
than as a stipulated production share, the two formula-
tions converge, as the contract references the export oil
price.

Nevertheless, this contract—with all its privileges
granted to IOCs as operators—ought to have incorpo-
rated a direct international technology-transfer obliga-
tion. Although Clause 26 is titled ‘Employment, Train-
ing, and Technology Transfer’, its sub-clauses focus on re-
search, training, and technological assistance rather than
on technology transfer itself [26]. Unfortunately, this
cannot enforce international technology transfer. Con-
sidering that training costs are non-recoverable—since
IOCs are obliged to create a dedicated fund—it is worth
highlighting that this contract is implemented by a con-
sortium of three service providers: one of them, SOMO
(State Oil Marketing Company of Iraq), is an NOC of
Iraq, referred to as the State Partner. This should assist
in enabling international technology transfer by disclo-
sure in practice, since SOMO is an operator alongside
the two IOCs: BP Iraq NV and PetroChina Company
Limited [26].
tation is an added asset that should surely lead to the

Involving the NOC in project implemen-

development of its operational and technical capabilities.

7. Lack of Technical and Operational Ca-
pacities of NOCs in Kuwait

Kuwait’s NOCs, like most NOCs in the world, still
lack the technical and operational capacity to operate
petroleum operations independently. Indeed, NOCs in
Kuwait effectively decide not to be service providers be-
cause they have never once attempted to implement an
entire petroleum project alone on the basis of their own
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manpower, equipment, and technological and operational
capabilities. Rather than being involved in day-to-day
project implementation, Kuwait’s NOCs look to IOCs for
capital investment, technology, and manpower—chiefly
out of confidence in the IOCs’ capacity to deliver suc-
cessful projects [30]. This has turned Kuwait’s NOCs
into supervisors who monitor IOCs’ performance. Even
under Petroleum Strategy 2040, no strategic objective
exists to involve NOCs as operators [1].

8. Conclusion and Recommendations

Challenges still exist in achieving Petroleum Strat-
egy 2040, which require urgent, serious, and unprece-
dented actions grounded in well-established facts. Iraq’s
experience of involving SOMO as an operator should en-
courage other NOCs in the region to begin as part of joint
ventures or consortia and then gradually to self-source
their operations. Accordingly, this paper recommends

the following:

e A shift to a flexible contractual approach, in which
the approval of the Supreme Petroleum Council alone
is sufficient to facilitate PSAs.

o The government should rectify the wide interpretation
of Article 152 by enacting rules facilitating PSAs in a
relevant policy.

e PSA policy must foster international transfer of ad-
vanced technologies as a condition for assisting the de-
velopment of NOCs’ capacities.
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