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Saudi Arabia has cut the length of time that its state energy
company has exclusive rights to the kingdom’'s vast oil and
gasfields, raising questions about Saudi Aramco’s long-term
production and revealing a power struggle between the company
and the government. Saudi Aramco’s concession agreement with
the state has limited the amount of time in which the group
can explore and develop resources to 40 years — from a
previous contract that gave it access in perpetuity.

There will be an option to renew the contract. The move, three
people briefed on the matter said, came as part of the
kingdom’s preparations for a stock market flotation of Saudi
Aramco, which has been indefinitely delayed.

Energy minister Khalid al Falih, chairman of Saudi Aramco and
former chief executive of the company, has insisted the
kingdom is committed to a listing, despite mounting signs that
the country is unable or unwilling to execute the flotation.
Mr Falih said last week that a new concession contract had
been agreed as part of the initial public offering process,
which also included overhauling Saudi Aramco’s financial
reporting and undertaking an independent audit of its energy
reserves, without disclosing terms. The Saudi energy ministry
told the FT that the new contract was “one of several
important steps undertaken to prepare Saudi Aramco for being
listed”, adding that the government was committed to
“proceeding with the IP0O, when conditions are optimum, at a
time of its choosing”.
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The legal change sought to formalise the relationship between
Saudi Aramco and the state, ahead of opening up the company to
potential foreign investors, the three people said. It also
suggested that the ambitions for a listing were for a sale of
more than 5 per cent of the company. With the listing halted,
those close to the company said it had been a pointless
exercise that had only served to exert ministerial control
over Saudi Aramco, which had fought to keep its rare evergreen
contract. The government initially pushed for an even shorter
contract — more in line with international oil companies that
have 20-year agreements. But this would have had ramifications
for what the company could declare as its reserves, long-term
development plans and its valuation. Some energy sector
experts have asked if the concession agreement could prompt
Saudi Aramco to produce oil at a faster rate. Others have
suggested it could signal a move by the government to alter
its output policy, with the industry expecting demand for
crude to peak in the coming decades. Recommended Lex Saudi
Aramco IPO: the Empty Quarter “Often for oil companies, the
shorter the concession, the sooner you must produce the
resources,” said John Lee, professor at Texas A&M University.
“It has always been a huge advantage to have a concession
without any expiry.” However, a 40-year concession is still
longer than most energy sector contracts and, with Saudi
Aramco the country’s main revenue generator, there is no sign
yet it would not be renewed. People close to Saudi Arabia’s
energy minister said that output policy should remain
unaffected. They added that the kingdom, as the ultimate
shareholder, already had the power to dictate big changes in
energy strategy without the legal change, which they said was
a procedural matter.



