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Offset Program
Between the Legal Provisions & Practice

Offset can be defined as a group of privileges and rights acquired by governmental authorities upon entering
into governmental contracts with foreign contractors who, in turn, will obtain financial and administrative
privileges upon fulfilling the total offset obligations imposed on them. The Offset Program is considered one
of the mechanisms on which many countries rely in order to establish efficient partnerships between the pri-
vate and public sectors and international companies. The Ministerial de- .
crees pertinent to the Offset Program have identified specific goals for the
Kuwaiti Offset Program updated by virtue of the Decree of the Council of

Ministers no. (694) of (1992) amended by several decrees the most impor- [
tant and the last of which is Decree n0.(38) of (2007). Decree 38/2007 aims
at verifying the multipliers and offset credits in order to encourage foreign
contractors so that the value of the Offset Obligation shall be performed as
per the availability of such multipliers and credits. =
The value of the Offset Obligation equals (35%) of the net cash value of the supply contract and the fulfill-
ment of the Offset Obligation is meant to achieve three goals, namely transfer and establishment of technolo-
gies, creating job opportunities for Kuwaiti graduates, providing professional education and training. Such
goals shall be materialized according to a schedule that is implemented as per specific phases which are the
phase of the description of concept, the phase of signing the memorandum of agreement and then the phase
of providing a business plan that shall be approved in order to carry out the project and shall come to an end
when the foreign contractor who fulfills his obligation shall obtain the certificate of the completion of the
performance of the Offset Obligation.

Although the majority of the decrees organizing the Offset Program appear to be encouraging and reassuring
for foreign contractors as well as investors, the practical application with regard to some domains does not
appear to be so and the reason for that may be the transfer of the supervisory authority over the Offset Pro-
gram from the Ministry of Finance to the National Offset Company by virtue of the Ministerial Decree no.
(41) of (2006). Since the National Offset Company started practicing i
its activity by managing the Offset Program on behalf of the Ministry ‘
of Finance on September 2" 2006, many questions have been and are
still being raised by the foreign entrepreneurs with regard to the man-
agement authorities given to the National Offset Company pursuant
to the Management Agreement signed on a previous date with the
Ministry of Finance.
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Besides, the way the National Offset Company requests foreign entrepreneurs to fulfill the offset ob-
ligations existing before its establishment and as per the old Guidelines of the Offset Program, Edi-
tion no. (7) of (2002) has caused some practical and procedural problems especially with regard to

the obligations which existed before the date of suspending the off- SWIUI -0
set Program on August 15" 2004, in which period no Memorandum -~ =/

of Agreement used to be signed for performing the Offset Obliga- ==
tion. The Body supervising the implementation of the Offset Pro- S Oe %

gram has the authority to approve better evaluation criteria instead ; Wl A Fivg R,
of the existing ones in the guidelines and to classify them for any ' ) £
investor even if he is not meeting the identification elements related 10 Ten Riyals

to foreign contractors being a foreign entrepreneur, and this is an- m ).‘\r ity Riyes
other proof that the approval and evaluation criteria are not well- -

known and well-established. This can be regarded as a positive element because flexibility is required

for the best manner of the implementation of the Offset Program and for providing solutions for the

same; however, it has a negative aspect as the change of such criteria may affect the steadiness and

stability of existing situations and increase doubt and worries of the contractors. It is worth mention-

ing that the total difficulties which may exist later on the occasion of claiming the fulfillment of the

Offset Obligation as per the new Guidelines, Edition no. (9) of (2007), effected on September ot

2007, can be overcome if the National Offset Company has played its role as the Offset Program’s

Manager and is aware and understands the fears of foreign contractors and tries to strike a balance

that guarantees on one hand the fulfillment of the Offset Obligations imposed on foreign entrepreneur

and offer direct or indirect offset projects which have multipliers and provide offset credits on the

other hand. It is not difficult for the National Offset Company to do that as its structure and powers

are marked by flexibility required to do that and achieve the
main goals of the Offset Program, nevertheless, it should be
taken into consideration that the necessity of activating the

relationship between the Offset Decrees and Law no. (8) of
(2001) Pertinent to Direct Investment of Foreign Capital.
Although the fields and goals of the Offset Program and the
Foreign Investment Law are different, each of them com-
pletes and supports the other in order to achieve the required
development that have been long awaited for the Kuwaiti
Economy. e
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Local News
KNPC dismisses refinery project report

Kuwaiti National Petroleum Company (KNPC) said the time was not ripe to talk about using the help of companies
in the future development of Mina Abdullah and Al-Ahmadi oil refineries, dismissing recent reports in this respect.
The remark was made by Mohamed Al-Ajmi, manager of the KNPC public relations,
while speaking to the Kuwait News Agency (KUNA) in response to such reports. A
news agency previously claimed that the KNPC Board Chairman and Managing Director
was pondering over possibly involving US Floor Company in the project of developing
two oil refineries at a cost of KD four billion. Denying such a report, Al-Ajmi said time [
was not ripe to talk about using the help of any company in the implementation of the
project

Arab News
Abdali project seeks to revitalize Amman

The massive Abdali Downtown development in Amman, Jordan was launched in June 2003 with

the goal of creating a vibrant central business and residential district to catapult the city into the
21st century. Although the project is still in its construction phase, early signs indicate that it is
well on its way to meeting its objectives.

GCC & ME News in Brief
ME oil condlumip Q@n up

= g Middle East oil consumption showed above average growth of 4.4% during
S 2007 as regional and global production fell for the first time since 2002, ac-
_? cording to the recently released 2008 BP Statistical Review of World Energy.
" The rise in Middle East oil consumption to 6.2 million barrels/day reflects the
region's continued strong economic growth and mirrors a worldwide trend of
increasing demand from emerging markets. In percentage terms, the regional

increase in oil demand was the world's third highest after Latin America and Africa.

Financial sector job surge reported

The Central Bank of Bahrain's annual report has shown that employment in the financial services in-

dustry grew by 2,200 new positions in 2007. The 22.6% increase brought the total number of people
in Bahrain employed in the sector to 11,960.

Saudi mortgage law sheds light on Islamic home finance potential

At the beginning of July, Saudi Arabia’'s consultative Shura council passed a full-fledged mortgage
law. It still has to be approved by the Council of Ministers but the new -
law aims to encourage private real estate ownership in the kingdom.
With a total population of 27.6 million, including 5.5 million foreign- 2%
ers, only one in five Saudis owns a home. = n
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