Fueling Growth

Saudi Aramco’s general counsel and corporate secretary David Kultgen chats with Shaheen Pasha on the evolution of Saud Aramco over his 39 years with the company and his goals for growing the legal department to match Saudi Aramco’s growth aspirations

For David Kultgen, leaving his hometown in Texas as a fresh law school graduate to join Saudi oil firm Aramco’s New York office in 1973 was an adventure in the unknown. Little did he know that just a few days after joining, the Middle East would become embroiled in the 1973 Arab-Israeli War, resulting in an oil embargo against the United States for its intervention on behalf of Israel.

“Here I was, this young kid full of uncertainty as to what I wanted to do who, thought that taking a job at this company would give me a chance to see another part of the world and travel before I made my final career call,” he recalls. “I didn’t expect that shortly after I joined, the American company I worked for would be asked to implement the 1973 oil embargo. It made me wonder if I made the right decision.”

Despite his initial reservations, Kultgen remained and evolved with the company that gave him his start. Now, 39 years later, the young law school graduate holds the rank of general counsel and corporate secretary at the world’s largest oil exporter. In addition to oil, state-owned oil giant Saudi Arabian Oil Company (Saudi Aramco) is the leading producer and exporter of natural gas liquids and one of the top producers of natural gas. The firm’s business operations span exploration, production, refining, marketing and international shipping. With 35 subsidiaries and a number of joint ventures under its umbrella, the mammoth global enterprise faces no shortage of legal obstacles and challenges to navigate.

On the legal front, Kultgen sits at the head. He is responsible for all legal affairs and management of contractual relationships with companies that Saudi Aramco does business with. He also manages an in-house staff of roughly 30 lawyers in the company’s Dhahran headquarters and oversees 10 international lawyers in markets such as the United States, Europe and the Far East. Joint ventures retain their own legal staff but coordination remains tight between Saudi Aramco and its affiliated entities.

“We are definitely stretched in terms of capacity given the recent, rapid growth of the company,” he says. “We are in the process, and have been since late last year, of reassessing how we’re organised and how we manage our in-house legal practice. Over the next three-to-five years, we see ourselves doubling or tripling in terms of size.”

It is an aspiration that seems in line with Saudi Aramco’s own growth trajectory. The company is looking to move beyond just an oil company to become the premier integrated energy and chemicals company globally, he says. Saudi Aramco has its eyes set on tapping the renewable energy market, principally in wind and solar, in part to help the kingdom tackle its mounting power generation and distribution challenges. 

As a market, domestic energy consumption in Saudi Arabia is rising sharply, driven by population growth and a boom in petrochemicals and other industries. In a report, Goldman Sachs analysts estimated that the kingdom’s demand for its own oil and gas is growing at around 7 percent per year. At that rate, national consumption will have doubled in a decade. 

Crude output from Saudi oilfields is constrained by OPEC production limits. According to figures by the Joint Oil Data Initiative, Saudi Arabia’s domestic consumption of crude oil rose 4 percent in 2011 from a year earlier.   
But Saudi Aramco aims to find gas that can be pumped independently to supply rapidly rising demand for electricity. The company now manages known gas reserves of 279 trillion cubic feet, the fourth largest in the world, and hopes to increase its gross gas production from 10.2 billion cubic feet per day (bcfd) in 2010 to more than15 bcfd by 2015.
“As a national oil company, we see ourselves as having national responsibilities,” Kultgen says. “We have a contribution to make in terms of the challenges the kingdom faces in job creation, infrastructure development, energy consumption, environmental stewardship, knowledge transfer, power generation and distribution etc. We can help satisfy the overall challenges to take some of the load off of [state-owned power company] Saudi Electricity Co.”

In addition, Saudi Aramco is executing a number of national projects outside of its traditional area of expertise. The company is involved with the King Abdullah College of Technology, the King Abdullah Petroleum Studies and Research Centre and is also supporting the municipalities in Jeddah to address storm-water drainage maintenance, following devastating floods last year.

“It is a compliment to the company for us to be involved in national projects but it is almost impossible to plan for,” Kultgen says. “We are thinly staffed in comparison to our peer companies and rely heavily on outside counsel resources.”

Kultgen said when charting the amount spent on external counsel as opposed to in-house work, the figures have jumped from a 50-50 balance in 2002 to “completely out-of-balance” percentage in 2011.  He said the firm is now working with an outside consultant to measure the firm’s legal needs and is actively recruiting for additional legal hires. 

“One of my commitments is to recreate ourselves to a model where we go more in-house and reduce the proportion if not the actual numbers of the work we send out,” he says. “Because our business activity is picking up so dramatically, our ability to reduce the spend on outside counsel will be limited. But we do have an opportunity to do a larger share of legal work in-house and that is what I am aiming for.”

Kultgen says the company maintains a long-standing, strategic relationship with a New York-based law firm, with which it has done business for 60 years. Law firm White & Case recently advised Saudi Aramco on its up-to $10 billion joint venture with China Petrochemical Corp (Sinopec) and also advised on its $20 billion joint venture with Dow Chemical Co last year to build an integrated chemicals complex in Jubail Industrial City.

“I have to emphasise that our 60-year relationship with our principal outside counsel firm has deep strategic value for us. But because the amount and diversity of work that is likely to come our way in the next 10 to 15 years will be quite expansive, we see an opportunity on a project-to-project basis to look at other firms, as well, for reasons of geography or specialty,” he says. “We look at top-tier firms with broad portfolios of specialties. Many of the complex projects and investments we support require not only core transactional or M&A expertise but project finance and intellectual property expertise as well so working with a top-tier full-service firm is essential”
From an internal hiring perspective, Kultgen says the firm is just as focused on getting the most experienced candidates. Gone are the days of Saudi Aramco hiring young, green attorneys such as himself straight from law school, he says. Entry level positions in Saudi Aramco’s legal department are slotted for Saudi nationals that have undergone state-sponsored study in U.S. law schools and are then placed at partnering law firms before returning to Saudi Aramco. When hiring beyond the entry level, the company generally looks for lateral hires from the United States.

“It poses an interesting question for us. The company grew up as a U.S. company but more often than not within the complicated transactional context, the governing law of principle documents is Saudi or English law. There are occasional training opportunities to bridge any gaps but our lawyers learn more through osmosis in working with outside counsel,” he says. 

Kultgen says the evolving needs of the company, as it ramps up in research and development and looks to grow its foothold in alternative energy, keeps him busy although he does miss the day-to-day transactional work, which defined his early career. 

“The thing that I really enjoy in this company is that management on the business side has always valued the role of in-house legal counsel in business initiatives and risk management,” he says. “Rather than business people calling you when the commercial terms of a deal are already cooked, as an in-house counsel at Saudi Aramco, you’re brought in early from the planning stages of an initiative.”

Kultgen adds that in his 39 years with the company, he has been part of a number of high-profile projects and deals, including negotiations surrounding the kingdom’s successful accession to the World Trade Organisation. It is a far cry from where he thought his career would go in 1973.

 “I had originally taken this job with a two to five year time horizon, thinking it would give me a chance to live in a different culture, experience new things and see new places” he says. “Now all these years later, I’m still here
