
Production Sharing, Concession, and 
Service Agreements are the three basic 
types of the contractual arrangements 
executed in petroleum exploration and 
production. These agreements are con-
cluded between the host country (HC), 
where the exploration and production 
operations will take place, whether in 
its onshore or offshore territories, and 
its national oil company (NOC) and a 
petroleum company (IOC). IOC may 
consist of one company or a group of 
companies (consortium) and might be 
local or international.

Under the system of production sharing 
agreement (PSA) and service contract 
(SC), IOC shall be called a Contractor, 
and under the concession agreement, 
it shall be called a Concessionaire. The 
difference in the name of the IOC refers 
to the difference in the role of the IOC 
under each type of these contractual 
arrangements.

Production Sharing Agreement (PSA)

PSA is widely used in many countries; 
however, there is no standard or inter-
national model and each country may 
have its own version. Nonetheless, 
there are some basic features of the 
PSA model that are generally adopted:

1. IOC is appointed by the HC or its 
NOC as an exclusive contractor but 
not as a concessionaire.

2. IOC is conducting petroleum op-
erations at its sole risk, at its own 
expenses, but under the control of 
the HC or NOC.

3. HC shall, in the case of commer-
cial production, own the produced 
petroleum, except for a share that 
will be allocated to the contractor 
for the purposes of recovery of its 
costs and expenses and for the 
profit share.

4. After deducting the share allocat-
ed to the IOC’s cost recovery, as 

specified in the PSA, and might 
be different from an agreement 
to another, the remaining portion 
of the production shall be divided 
between the HC or its NOC and 
the contractor. This portion shall 
constitute the contractor’s Profit 
Share, which shall be subject to 
the percentage specified in the 
provisions of the PSA.

5. Contractor’s Profit Share is tax-
able; however, some HCs are ex-
empting contractor from paying 
taxes and some other countries 
paid such taxes on behalf of the 
contractor and to the account of 
the contractor from its own share 
of the production.

6. Entitlement to the assets (lands, 
equipment, tools, and installa-
tions) purchased by the contractor 
for operations under the agree-
ment shall be passed on to the HC 
or NOC, immediately or overtime, 
in accordance with the cost recov-
ery regime.

7. In principal, managing the opera-
tions under the PSA shall be under 
the control of the HC or its NOC. 

An example of such a control mecha-
nism, under the Egyptian petroleum ex-
ploration and exploitation agreement 
is as follows; during the exploration 
phases, contractor is obliged to prepare 
an exploration work program and bud-
get for the area setting out the opera-
tions it proposes to carry out during the 
ensuing year. The work program and 
budget shall be subject to review by a 
joint committee (Exploration Advisory 
Committee), which shall consist of six 
members; three of them shall be ap-
pointed by the Egyptian General Petro-
leum Corporation (EGPC) and the oth-
er three by a contractor, the chairman 
shall be appointed by the EGPC from 
among its members.

Upon achieving the commercial dis-
covery, whether for oil or gas, EGPC 
and the contractor shall form a joint 
venture company to carry out all de-
velopment operations of the discovery 
and exploration operations for the area 
(Operating Company). Capital share of 
the Operating Company shall be divid-
ed between EGPC and the contractor 
by 50% each. The board of directors 
shall consist of eight members, four of 
whom shall be appointed by EGPC and 
the other four by the contractor. The 
chairman of the operating company 
shall be designated by EGPC and shall 
be named as the Managing Director.

Concession Agreement

Concession Agreement represents the 
second type of the basic petroleum 
exploration and exploitation contracts 
that organize ad govern the rights and 
obligations of the HC, NOC and IOC.

Concession Agreement is the first con-
tractual arrangement known all over 
the world and since the World War II 
it became the common known type in 
most of the countries, especially in the 
industrialization ones.

Under the concession type, IOC shall 
become the owner of all petroleum 
produced from the agreement’s area, 
except the share of royalty to be paid by 
IOC to the HC or NOC. However, HC shall 
remain the owner of the petroleum up 
to the wellhead prior to production.

Under the Concession Agreement, the 
HC’s or NOC’s revenue from the pro-
duced petroleum shall consist of the 
royalty, which shall be paid either in 
cash or in kind upon the request of 
the HC or NOC, and an income tax to 
be paid by the IOC on its net profit 
achieved from the production. Other 
taxes and fees, which might be includ-
ed in a special petroleum tax, are paid 
out on excess profit.

Concession Agreement is also referred 
to as “Tax Royalty Contract” or as “Li-
cense” and its main features are the fol-
lowing provisions.

1. IOC shall have an exclusive right to 
explore the agreed area, and after 
achieving the commercial discov-
ery, it shall have the exclusive right 
to exploit production. Exploration 
and exploitation shall be at IOC’s 
own risks and expenses and it is 
to be granted for a certain specific 
period of time.

2. IOC shall own the whole produc-
tion and can freely dispose of it, 
subject to the obligation of paying 
royalty and the obligation to fulfill 
the requirements of the local mar-
ket, if any.

3. IOC may be subject to the payment 
of rental fees for the concession’s 
area. Such rental fees may be ap-
plied on the exploration period(s), 
or the exploitation period or on 
both.

4. IOC shall be obliged to pay royalty 
to the HC or NOC. It may be agreed 
that royalty is paid in cash or in 
kind upon the request of the HC or 
NOC, unless HC or NOC decided to 
exempt the IOC from paying such 
royalty.

5. IOC is obliged to pay Income Tax 
on its net profit achieved under 
the concession agreement, as well 
as any other taxes applied in the 
HC.

6. The equipment, tools, and in-
stallations used by the IOC in the 
petroleum operations during the 
term of the concession agreement 
shall belong to the IOC, and might 
be transferred to the HC or NOC at 
the expiration of the concession 
agreement, at no cost, unless HC 
or NOC requests IOC to remove 
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them from the concession agree-
ment’s area.

IOCs in between PSA & Concession 
Agreement

In both types, IOC carries all the finan-
cial risks, provides necessary funds, 
equipment, know-how, and profession-
al personnel. However, there are sever-
al differences between the two - Con-
cession Agreement and PSA - that IOCs 
should take into consideration.

• Under the Concession Agreement, 
IOC is a concessionaire, whereas 
under the PSA, IOC is a contractor.

• Under the Concession Agreement, 
IOC is the holder of petroleum 
mining rights; whereas under the 
PSA, IOC only has the exclusive 
right to perform exploration and 
production operations.

• Under the Concession Agreement, 
IOC shall pay the royalty, whether 
in cash or in kind; whereas under 
the PSA, royalty might be deduct-
ed from the whole production 
before making any distribution to 
such production. It may also be 
paid by the HC or NOC on behalf 
of the IOC or it may be completely 
waived.

• Under the Concession Agreement, 
there is no recovery for IOC’s costs 
and expenses as IOC shall own the 
whole production, except the roy-
alty share, if any; whereas under 
the PSA, IOC shall recover all of its 
costs and expenses from a share 

of production allocated to the ac-
count of the cost recovery, subject 
to review by the HC or its NOC.

• Under the Concession Agreement, 
IOC shall pay the applicable In-
come Tax on its net profit, as well 
as any other kind of taxes imposed 
by the HC; whereas under the PSA, 
IOC might pay its own Income Tax, 
as well as any other taxes applied 
in the HC. IOC may also be exempt-
ed from paying any kind of the ap-
plied taxes, including the Income 
Tax or, HC or NOC may pay on be-
half of the IOC and to its account of 
the applied taxes.

• Under the Concession Agreement, 
IOC shall own all the assets pur-
chased during the term of the 
agreement for the purposes of the 
operations under the agreement. 
Such assets may be transferred at 
the expiration of the agreement, 
at no cost, to the HC or NOC or at 
the expiration of the agreement; 
the HC or NOC may request IOC 
to remove all of such assets from 
the agreement’s area. On the other 
hand, under the PSA, the entitle-
ment to the assets shall be trans-
ferred to the HC or NOC immedi-
ately or overtime based on the 
cost recovery regime.

Service Contract (SC) / Risk Service 
Contract (RSC)

Service contract is the third basic form 
of the petroleum exploration and pro-
duction agreements/contracts. It was 

formulated in Latin America in the 
1950s and after that in the Middle East 
in the 1960s.The concept of this type 
is based on a simple formula, which is 
that a contractor shall be paid a cash 
fee for providing the service of produc-
ing oil and/or gas, and all production 
shall be owned by the HC or NOC.

SC for exploration and/or production 
of petroleum is now known as Risk Ser-
vice Contract (RSC). In such a type of 
contracts, the HC or its NOC hires IOC 
that has technology and financial ca-
pability as a contractor to perform the 
exploration, development and produc-
tion services in a specific area for a cer-
tain period of time.

IOC shall thus bear and pay all costs 
and expenses required for providing 
the services and if commercial discov-
ery is achieved, whether for oil or gas, 
IOC will be reimbursed for its costs and 
expenses and remunerated for provid-
ing the service and for the risks it in-
curred during the contract term.

Under such type of contract, IOC has no 
mining or mineral rights and the whole 
production belongs to the HC or NOC. 
Operatorship shall be transferred from 
IOC to NOC at a given date prior to the 
expiration of the contract, either on the 
commencement of production (as is 
the case of Iran) or after that.

RSC is similar to the PSA in the follow-
ing aspects.

1. IOC bears all the financial risks and 
it will be reimbursed for its costs 
and expenses only if commercial 

discovery is achieved.

2. Instead of receiving a profit share 
from the produced petroleum un-
der the PSA, IOC shall receive a fee 
under the RSC.

3. Service fee shall be paid in cash 
not in kind; however, in several 
countries contractor receives in 
kind a quantity of oil equal in price 
to the due fees, according to the 
market price of the oil on a due 
date.

4. IOC, after being reimbursed, may 
purchase a certain share of pro-
duction at a discounted price (Buy-
back Contract).

5. The fee paid to IOC shall be subject 
to Income Tax applied in the HC.

The question thus remains for the 
Egyptian oil and gas industry as to 
which type of these agreements is more 
suitable to be applied. Based on the 
above-mentioned features of the three 
types of the basic agreements and the 
fiscal system of each type, it appears 
that RSC may be the most favorable 
model for petroleum exploration and 
exploitation in Egypt. 

I thus conclude that RSC would be most 
suitable for the country and its hydro-
carbon sectors, provided that two con-
ditions are met. Firstly, a contractor 
bears and pays its Income Tax, and, sec-
ondly, that a contractor agrees to take 
its fee in kind.
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WHEN VERSATILITY COUNTS...

...COUNT ON FUGRO

The Fugro Navigator is permanently equipped with a wide range of geophysical equipment for deep and shallow-water operations while ROV systems.
Geotechnical and environmental equipment are mobilized to the vessel on a project-by-project basis. She has carried out an average of 15 survey projects 
each year since her introduction in early 2008, in water depths from as shallow as 10m to over 1300m.  As a specialist survey vessel, the Navigator offers 
significant advantages over vessels of opportunity by offering:

•	 Reduced	weather	standby	costs	
•	 The	ability	to	respond	quicker	to	requests	for	projects	
•	 Reduced	turnaround	time	for	reporting
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