
G LO S S A RY

Professional Certificate in International Oil and Gas Law

Oil and Gas Contracts

Abandonment (Related: Decommissioning, Plugging) – The legal process of permanently ceasing
production and removing infrastructure from a well or field. Example: A offshore platform is
de‑commissioned after resource exhaustion. Practical application involves filing an abandonment plan with
the regulator. Challenges include environmental liability and cost allocation.

Accredited Investor (Related: Qualified Person, Beneficial Owner) – A person or entity that meets statutory
wealth or income thresholds, allowing participation in private oil‑gas offerings. Example: A family office
invests in a shale partnership. Practical application requires verification of net worth. Challenges arise from
differing jurisdictional definitions.

Acquisition Agreement (Related: Purchase Agreement, Asset Transfer) – Contract governing the purchase of
oil and gas assets, including title, liabilities, and warranties. Example: A major oil company acquires a
portfolio of onshore leases. Practical application demands due‑diligence on reserves. Challenges include
hidden environmental liabilities.

Ad Valorem Tax (Related: Royalty, Severance Tax) – A tax based on the assessed value of property, often
applied to oil‑gas production facilities. Example: A refinery pays an ad valorem tax on its plant valuation.
Practical application requires periodic reassessment. Challenges involve valuation disputes.

Affiliate (Related: Subsidiary, Parent Company) – An entity that controls, is controlled by, or is under
common control with another entity. Example: A joint venture’s “affiliate” may be a sister company of the
operator. Practical application affects conflict‑of‑interest disclosures. Challenges include tracing indirect
ownership.

Agreement for Lease (Related: Lease Agreement, Surface Use Agreement) – A contract granting rights to
explore and produce hydrocarbons on land owned by another party. Example: A company signs an
agreement for lease with a private landowner. Practical application includes negotiation of surface use
compensation. Challenges often involve community opposition.

Allocation Clause (Related: Production Sharing, Unitization) – Provision that determines how produced
hydrocarbons are divided among participants. Example: An allocation clause assigns 60% to the state and
40% to the contractor. Practical application requires clear measurement methods. Challenges include
disputes over measurement accuracy.

Amendment (Related: Modification, Addendum) – A written change to an existing oil‑gas contract, altering
rights, obligations, or terms. Example: Extending the term of a production sharing agreement via
amendment. Practical application demands mutual consent. Challenges include negotiating revised profit
splits.

Anti‑Corruption Clause (Related: Compliance, Bribery) – Provision requiring parties to adhere to anti‑bribery
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laws such as the FCPA or UK Bribery Act. Example: A multinational includes an anti‑corruption clause in
every joint‑venture contract. Practical application involves internal compliance programs. Challenges include
differing cultural interpretations of facilitation payments.

Arbitration (Related: Dispute Resolution, Mediation) – A private adjudication mechanism where parties
submit disputes to an arbitrator rather than a court. Example: A production sharing dispute is referred to
ICC arbitration. Practical application offers confidentiality and enforceability under the New York
Convention. Challenges include cost and selection of neutral venue.

Asset‑Based Financing (Related: Project Finance, Debt Financing) – Funding secured by oil‑gas assets such
as reserves, production facilities, or cash flow. Example: A company raises senior debt using proven reserves
as collateral. Practical application requires reserve verification. Challenges include price volatility affecting
loan covenants.

Assignment (Related: Transfer, Novation) – The act of transferring contractual rights or obligations to
another party, often subject to consent. Example: A contractor assigns its rights under a lease to a
downstream partner. Practical application may trigger consent clauses. Challenges include ensuring the
assignee’s creditworthiness.

Authorisation (Related: Permit, Licence) – Official permission granted by a government to conduct specific
oil‑gas activities. Example: An exploration authorisation permits seismic work in a frontier basin. Practical
application involves compliance with environmental impact assessments. Challenges include lengthy
approval timelines.

Back‑In Clause (Related: Re‑lease, Retention) – Provision allowing a lessee to re‑acquire previously
relinquished acreage under defined conditions. Example: A company exercises a back‑in clause to regain a
drilling permit after a pause. Practical application protects strategic interests. Challenges include meeting
re‑activation timelines.

Baseline Study (Related: Environmental Impact Assessment, Monitoring) – Initial data collection establishing
pre‑project environmental conditions. Example: Baseline water quality measurements before offshore
drilling. Practical application informs mitigation measures. Challenges include data accuracy and
representativeness.

Beneficial Owner (Related: Ultimate Owner, Shareholder) – The natural person who ultimately enjoys the
benefits of ownership, regardless of legal title. Example: Identifying the beneficial owner of a shell company
in a joint venture. Practical application is essential for anti‑money‑laundering compliance. Challenges arise
from opaque corporate structures.

Bid Bond (Related: Performance Bond, Guarantee) – A security submitted with a bid to assure the bidder will
enter into a contract if awarded. Example: A contractor provides a 10% bid bond on a drilling contract.
Practical application protects the employer from bid withdrawal. Challenges include setting appropriate
bond amounts.

Bill of Lading (Related: Shipping Document, Freight Invoice) – A legal document evidencing receipt of cargo

Read online: https://certificates.HealthCareCourses.org.uk/glossaries/
2806072/oil-and-gas-contracts

HealthCareCourses (An LSIB brand) · 21 Jun 2026



G LO S S A RY

for transport, serving as a title and contract. Example: Crude oil shipped under a bill of lading to a refinery.
Practical application enables trade financing. Challenges include discrepancies between cargo and
documentation.

Black‑Letter Law (Related: Statutory Law, Case Law) – Well‑established legal principles that are widely
accepted and rarely contested. Example: The principle that a lease grants exclusive rights to the lessee is
black‑letter law. Practical application guides contract drafting. Challenges occur when new technologies
create novel issues.

Break‑Even Price (Related: Cost Curve, Economic Limit) – The oil price at which revenues equal total costs,
resulting in zero profit. Example: A offshore project’s break‑even price is $55 per barrel. Practical application
informs investment decisions. Challenges include fluctuating operating costs and exchange rates.

Brokerage Agreement (Related: Agency Agreement, Commission) – Contract whereby a broker facilitates the
sale or purchase of oil‑gas assets for a fee. Example: A brokerage agreement for the sale of a mid‑stream
pipeline. Practical application defines exclusivity and commission structure. Challenges include
confidentiality and conflict‑of‑interest management.

Cancellation Clause (Related: Termination, Force Majeure) – Provision allowing a party to end a contract
under specified conditions without penalty. Example: A buyer cancels a supply agreement due to market
downturn. Practical application requires notice periods. Challenges involve potential liability for breach.

Capacity Clause (Related: Production Target, Take‑or‑Pay) – Clause stipulating the minimum volume a party
must produce or purchase. Example: An off‑take contract includes a capacity clause of 20,000 barrels per
day. Practical application secures revenue streams. Challenges arise when technical constraints limit output.

Carriage‑Forward Agreement (Related: Transportation Service, Freight) – Contract for moving hydrocarbons
from a production site to a downstream facility. Example: A carriage‑forward agreement for crude from a
field to a terminal. Practical application includes scheduling and rate negotiation. Challenges include
pipeline capacity constraints.

Certificate of Conformity (Related: Quality Assurance, Specification) – Document certifying that a product
meets defined standards. Example: A certificate of conformity for exported LPG. Practical application
facilitates customs clearance. Challenges involve maintaining consistent product quality.

Change‑Order (Related: Variation, Amendment) – A written directive altering the scope, schedule, or cost of
a project. Example: Adding a new well to an existing drilling program via change‑order. Practical application
requires cost approval. Challenges include scope creep and budget overruns.

Clause (Related: Provision, Article) – A distinct section of a contract addressing a specific issue. Example: The
“force majeure” clause defines events beyond control. Practical application aids in precise negotiation.
Challenges emerge when clauses are ambiguous or contradictory.

Clear‑Title Warranty (Related: Representations, Indemnity) – Assurance that the seller holds undisputed
ownership of the assets being transferred. Example: A seller provides a clear‑title warranty for a set of
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leases. Practical application protects the buyer from latent claims. Challenges include uncovering historical
encumbrances.

Co‑Production Agreement (Related: Joint Operating Agreement, Unitization) – Contract governing the
shared extraction of hydrocarbons from a common reservoir. Example: Two companies sign a co‑production
agreement for a carbonate field. Practical application defines cost sharing. Challenges include aligning
differing accounting methods.

Clause of Non‑Compete (Related: Restrictive Covenant, Exclusivity) – Provision prohibiting a party from
engaging in competing activities for a defined period and geography. Example: A service provider agrees to
a non‑compete clause after completing a drilling contract. Practical application safeguards proprietary data.
Challenges involve enforceability in different jurisdictions.

Collective Action Clause (Related: Bondholder Rights, Voting) – Mechanism allowing a majority of
bondholders to enforce changes affecting all holders. Example: A sovereign oil‑producer’s bonds contain a
collective action clause to restructure debt. Practical application streamlines negotiations. Challenges
include minority holder dissent.

Commitment Letter (Related: Term Sheet, Financing Agreement) – Preliminary document outlining a lender’s
intent to provide financing under specified terms. Example: A bank issues a commitment letter for a
$500 million senior loan. Practical application precedes full loan documentation. Challenges include
conditionality and covenant compliance.

Compensation Mechanism (Related: Indemnity, Damage Payment) – Formula used to calculate payments for
expropriation, breach, or environmental harm. Example: A compensation mechanism calculates damages for
premature termination of a lease. Practical application ensures fairness. Challenges involve valuation of
intangible assets.

Confidentiality Agreement (Related: NDA, Non‑Disclosure) – Contract obligating parties to protect
proprietary information. Example: Parties sign a confidentiality agreement before sharing seismic data.
Practical application maintains competitive advantage. Challenges include defining “confidential” scope and
duration.

Construction Contract (Related: EPC, Turn‑Key) – Agreement for building oil‑gas facilities, specifying design,
schedule, and performance guarantees. Example: An EPC contract for a gas processing plant. Practical
application includes liquidated damages for delays. Challenges include cost overruns and force‑majeure
events.

Contingent Liability (Related: Reserve, Provision) – Potential obligation that may arise depending on future
events. Example: A contingent liability for de‑commissioning costs of a platform. Practical application
requires financial provisioning. Challenges include estimating probability and magnitude.

Contractual Netback (Related: Pricing Formula, Lifted Price) – The price received by a producer after
deducting transportation, processing, and other costs stipulated in the contract. Example: A contract
specifies a netback price of $45 per barrel after pipeline tariffs. Practical application aligns incentives.
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Challenges involve fluctuating cost components.

Co‑ordination Clause (Related: Unitization, Joint Development) – Provision ensuring that parties coordinate
activities to avoid waste and maximize recovery. Example: A co‑ordination clause mandates synchronized
drilling in a shared reservoir. Practical application prevents overlapping wells. Challenges include differing
operational priorities.

Covenant (Related: Restriction, Obligation) – A promise within a contract to act or refrain from acting in a
certain way. Example: A loan covenant requires maintaining a debt‑to‑EBITDA ratio below 3.0. Practical
application provides lender protection. Challenges arise when covenants become overly restrictive.

Crude Oil Price Clause (Related: Pricing Formula, Indexation) – Provision linking contract price to a
recognized crude benchmark. Example: A sales agreement uses the Brent spot price plus a differential.
Practical application ensures market‑aligned pricing. Challenges include benchmark volatility and basis risk.

Cross‑Border Transaction (Related: International Trade, Currency Risk) – Deal involving parties in different
sovereign states. Example: A U.S. company purchases offshore leases in Brazil. Practical application requires
compliance with both jurisdictions. Challenges include exchange‑rate fluctuations and divergent legal
regimes.

Deed of Assignment (Related: Assignment, Transfer) – Formal instrument transferring rights or interests,
often used for leases or royalties. Example: A deed of assignment transfers royalty rights to a financing
entity. Practical application provides evidentiary certainty. Challenges involve registration and third‑party
consent.

Decommissioning Bond (Related: Surety Bond, Financial Guarantee) – Security posted to ensure future
removal of offshore installations. Example: An offshore platform operator posts a decommissioning bond
equal to estimated removal costs. Practical application guarantees funds for safe abandonment. Challenges
include bond sizing and regulatory approval.

Deferred Production Agreement (Related: Production Sharing, Royalty) – Arrangement allowing a contractor
to defer tax or royalty payments until production reaches a certain level. Example: A contractor defers
royalty payments until cumulative production exceeds 10 million barrels. Practical application eases cash
flow. Challenges involve monitoring and audit.

Delimitation Clause (Related: Boundary, Unitization) – Provision defining the geographical limits of a lease
or concession. Example: A delimitation clause sets the exact coordinates of a offshore block. Practical
application prevents overlap with neighboring licenses. Challenges include accurate surveying and GIS
integration.

Deposit Account (Related: Escrow, Trust) – Account where parties place funds pending performance of
contractual obligations. Example: An escrow deposit for a down‑payment on a gas purchase agreement.
Practical application secures performance. Challenges include jurisdictional escrow rules and release
conditions.
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Derivative Contract (Related: Futures, Swaps) – Financial instrument whose value derives from an underlying
commodity price. Example: A producer enters a crude oil swap to hedge price risk. Practical application
stabilizes cash flow. Challenges include counter‑party credit risk and accounting treatment.

Dispute Resolution Clause (Related: Arbitration, Mediation) – Section of a contract specifying how conflicts
will be settled. Example: The clause mandates ICC arbitration in London. Practical application provides
predictability. Challenges include enforcement of foreign arbitral awards.

Drainage Area (Related: Reservoir, Catchment) – Geographic region contributing hydrocarbons to a
particular well or field. Example: Mapping the drainage area helps allocate production among leaseholders.
Practical application assists in reserve estimation. Challenges include complex geology and data limitations.

Drop‑Down Clause (Related: Price Adjustment, Indexation) – Provision allowing price reductions in response
to falling benchmark prices. Example: A drop‑down clause reduces the purchase price if Brent falls below
$50. Practical application protects buyers. Challenges include setting trigger thresholds.

Earn‑Out (Related: Purchase Price, Contingent Payment) – Additional payment to a seller based on future
performance of the acquired assets. Example: An earn‑out provides extra cash if production exceeds
5 million barrels in year two. Practical application aligns seller incentives. Challenges include measurement
disputes.

Effective Date (Related: Commencement, Execution) – The date on which contractual obligations begin,
which may differ from signing date. Example: The effective date is set 30 days after regulatory approval.
Practical application determines timing of performance. Challenges include aligning with financing
milestones.

Elasticity Clause (Related: Volume Flexibility, Take‑or‑Pay) – Provision allowing parties to adjust volumes
within defined limits based on market conditions. Example: An elasticity clause lets the buyer increase
take‑or‑pay volumes by 10% during peak demand. Practical application offers flexibility. Challenges involve
capacity constraints.

Environmental Impact Assessment (EIA) (Related: Baseline Study, Mitigation Plan) – Systematic process to
evaluate potential environmental effects of a proposed project. Example: An offshore drilling project
undergoes an EIA before receiving an authorisation. Practical application informs permit conditions.
Challenges include lengthy review periods and public opposition.

Escrow Agreement (Related: Deposit Account, Trust) – Contract establishing a neutral third party to hold
funds or documents until contractual conditions are met. Example: An escrow agreement holds the
purchase price for a field acquisition until title transfer. Practical application reduces risk. Challenges include
selecting a reputable escrow agent.

Exclusivity Clause (Related: Right of First Refusal, Sole Agency) – Provision granting a party exclusive rights
to negotiate or operate in a defined area or market. Example: A service provider signs an exclusivity clause
for drilling services on a block. Practical application secures market share. Challenges include antitrust
scrutiny.

Read online: https://certificates.HealthCareCourses.org.uk/glossaries/
2806072/oil-and-gas-contracts

HealthCareCourses (An LSIB brand) · 21 Jun 2026



G LO S S A RY

Exploration Licence (Related: Concession, Permit) – Government‑issued right to explore for hydrocarbons in
a specific area. Example: A company obtains an exploration licence for a deep‑water basin. Practical
application includes paying issuance fees. Challenges involve meeting work‑program commitments.

Exploration Risk (Related: Geological Uncertainty, Cost Overrun) – The probability that exploration activities
will not result in commercial discoveries. Example: High exploration risk in frontier basins may deter
investors. Practical application requires risk‑adjusted discount rates. Challenges include limited data and
political instability.

Export Credit Agency (ECA) (Related: Financing, Guarantees) – Governmental institution that provides loans,
guarantees, or insurance for international trade. Example: An ECA backs a loan for a liquefied natural gas
project. Practical application lowers financing costs. Challenges include compliance with OECD guidelines.

Facilitation Payment (Related: Bribe, Anti‑Corruption) – Small, unofficial payment to expedite routine
government actions. Example: A minor payment to obtain a building permit. Practical application is often
prohibited under corporate compliance policies. Challenges involve distinguishing legitimate fees from illicit
bribes.

Force Majeure (Related: Act of God, Impossibility) – Clause excusing performance when extraordinary events
beyond control prevent fulfillment. Example: Hurricane‑induced shutdown triggers force‑majeure relief.
Practical application requires notice and proof of impact. Challenges include proving causation and
duration.

Funding Gap (Related: Capital Shortfall, Cash Flow) – Difference between project financing requirements and
available funds. Example: A development phase reveals a funding gap of $200 million. Practical application
leads to seeking additional equity or debt. Challenges include investor appetite and market conditions.

Gas‑Lift (Related: Artificial Lift, Production Enhancement) – Technique using injected gas to reduce fluid
density and increase production. Example: A gas‑lift system boosts output from a mature well. Practical
application improves recovery rates. Challenges involve gas supply reliability and equipment wear.

General Indemnity (Related: Hold‑Harmless, Liability) – Broad promise to compensate the other party for
losses arising from specified actions. Example: A contractor provides a general indemnity for all claims
arising from its work. Practical application shifts risk. Challenges include negotiating caps and exclusions.

Geological Survey (Related: Seismic Study, Exploration Data) – Systematic investigation of subsurface
structures to assess hydrocarbon potential. Example: A 3‑D seismic survey maps a prospective play. Practical
application guides drilling decisions. Challenges include high cost and data interpretation uncertainties.

Gold‑Standard Clause (Related: Benchmark, Best Practice) – Provision that sets a performance or quality
benchmark considered exemplary. Example: A contract includes a gold‑standard clause for safety
compliance. Practical application elevates industry standards. Challenges involve achieving and maintaining
the benchmark.

Ground Lease (Related: Surface Rights, Subsurface Lease) – Agreement granting rights to use the surface of
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land for specific purposes while retaining ownership. Example: A pipeline operator secures a ground lease
for right‑of‑way. Practical application separates surface and subsurface interests. Challenges include
negotiating compensation with surface owners.

Hazardous Substance Clause (Related: Environmental Liability, Spill Response) – Provision requiring parties
to manage and remediate hazardous materials. Example: A clause mandates a spill response plan for
chemicals used in drilling. Practical application ensures compliance with safety regulations. Challenges
include defining “hazardous” and allocating response costs.

Hybrid Contract (Related: Production Sharing, Service‑Based) – Combination of different contractual models,
blending elements of risk‑sharing and cost‑recovery. Example: A hybrid contract includes a service fee plus
a profit oil share. Practical application tailors risk allocation. Challenges involve complex accounting and
regulatory approval.

Indemnity Waiver (Related: Hold‑Harmless, Release) – Agreement by which a party relinquishes the right to
claim indemnification. Example: A contractor signs an indemnity waiver limiting liability for minor damages.
Practical application reduces exposure. Challenges include enforceability and public policy limits.

Interest Rate Swap (Related: Derivative, Hedging) – Contract exchanging fixed‑rate interest payments for
floating‑rate payments to manage financing costs. Example: An oil producer swaps a 5% fixed loan rate for
LIBOR‑based floating rate. Practical application stabilizes debt service. Challenges include basis risk and
credit exposure.

Joint Development Agreement (JDA) (Related: Co‑Production, Unitization) – Contract governing
collaborative development of a shared reservoir by multiple parties. Example: Two national oil companies
sign a JDA for a border‑straddling field. Practical application defines cost sharing and governance.
Challenges include aligning corporate policies and dispute mechanisms.

Joint Operating Agreement (JOA) (Related: Operating Committee, Management) – Governing document for
a joint venture’s day‑to‑day operations. Example: A JOA appoints an operator and outlines decision‑making
processes. Practical application streamlines management. Challenges involve balancing operator authority
with partner rights.

Key Person Clause (Related: Management Continuity, Performance) – Provision tying contract performance
to the involvement of a specific individual. Example: A contract includes a key person clause requiring the
lead geologist’s participation. Practical application protects against loss of expertise. Challenges arise if the
individual departs unexpectedly.

Letter of Intent (LOI) (Related: Term Sheet, Preliminary Agreement) – Non‑binding document expressing
parties’ intention to negotiate a definitive contract. Example: An LOI outlines basic terms for a field
acquisition. Practical application sets negotiation framework. Challenges include unintended binding effects
if language is unclear.

Lift‑Gas Clause (Related: Production Sharing, Gas Allocation) – Provision allocating a portion of produced
gas to the host government for domestic use. Example: A lift‑gas clause obliges the contractor to deliver
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20% of gas to the national grid. Practical application supports energy security. Challenges involve
measurement and pricing.

Liquidity Covenant (Related: Financial Ratio, Debt Service) – Requirement that a borrower maintain a
minimum level of liquid assets. Example: A loan agreement includes a liquidity covenant of $50 million.
Practical application ensures ability to meet short‑term obligations. Challenges include maintaining liquidity
during price downturns.

Limited Liability Company (LLC) (Related: Partnership, Corporate Structure) – Business entity providing
limited liability to its members while allowing flexible management. Example: An offshore JV is formed as an
LLC. Practical application facilitates tax planning. Challenges involve jurisdiction‑specific filing requirements.

Liquidated Damages (Related: Penalty, Performance Bond) – Pre‑agreed monetary compensation for breach
of contract, typically for delays. Example: A construction contract imposes $10 000 per day liquidated
damages for late completion. Practical application provides certainty. Challenges include proving that the
amount is a genuine pre‑estimate of loss.

Local Content Requirement (Related: Nationalization, Capacity Building) – Regulation mandating a
proportion of goods, services, or employment to be sourced locally. Example: A contract includes a 30%
local content clause for equipment procurement. Practical application promotes domestic industry.
Challenges include meeting technical standards and cost implications.

Lock‑In Period (Related: Take‑or‑Pay, Commitment) – Fixed duration during which a buyer must purchase a
minimum quantity. Example: A lock‑in period of two years obliges the off‑taker to take 100 k bpd. Practical
application secures revenue. Challenges arise if market conditions change dramatically.

Margin Call (Related: Derivative, Collateral) – Demand by a counter‑party for additional funds to cover
losses on a financial position. Example: A margin call is triggered when oil price drops below the swap’s
strike price. Practical application protects against credit exposure. Challenges include sudden liquidity
needs.

Material Adverse Change (MAC) (Related: Condition Precedent, Termination) – Event that significantly alters
the risk profile of a transaction, allowing parties to withdraw. Example: A MAC clause permits termination if
discovered reserves fall below 30% of forecast. Practical application provides protection. Challenges include
defining “material” and proving causation.

Measuring Point (Related: Transfer Point, Metering) – Location where volume or mass of hydrocarbons is
quantified for contractual purposes. Example: The measuring point is the custody transfer station before
pipeline entry. Practical application determines accurate billing. Challenges involve meter accuracy and
calibration.

Mid‑stream Contract (Related: Transportation, Processing) – Agreement covering the gathering, processing,
or transport of hydrocarbons between upstream and downstream stages. Example: A mid‑stream contract
for crude oil pipeline tariffs. Practical application secures logistics. Challenges include capacity constraints
and regulatory tariffs.
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Mitigation Plan (Related: Environmental Management, Contingency) – Document outlining steps to reduce
adverse impacts identified in an EIA. Example: A mitigation plan details spill response equipment
deployment. Practical application demonstrates compliance. Challenges include ensuring implementation
and monitoring effectiveness.

Monetisation Clause (Related: Asset Sale, Cash Flow) – Provision allowing a party to convert assets or future
production into cash. Example: A monetisation clause permits the state to sell a portion of its profit oil
share. Practical application generates immediate revenue. Challenges include market timing and valuation.

Mortgage (Related: Security Interest, Collateral) – Legal instrument granting a lender a lien on property as
security for a loan. Example: An oil field’s title is mortgaged to secure senior debt. Practical application
provides creditor protection. Challenges involve priority of claims and foreclosure procedures.

Multilateral Development Bank (MDB) (Related: Financing, Project Finance) – International financial
institution providing loans and guarantees for development projects. Example: The World Bank funds a
gas‑to‑power plant. Practical application offers favorable terms. Challenges include stringent environmental
and social safeguards.

Negotiated Settlement (Related: Arbitration, Mediation) – Resolution of a dispute through direct
negotiations without formal adjudication. Example: Parties reach a negotiated settlement on royalty
disputes. Practical application preserves relationships. Challenges include power imbalances and
confidentiality concerns.

Net Revenue Interest (NRI) (Related: Working Interest, Royalty) – Proportion of production revenue retained
after deducting royalties and other interests. Example: A partner holds a 70% NRI after a 10% royalty.
Practical application determines cash flow distribution. Challenges include accurate accounting of
deductions.

Non‑Disclosure Agreement (NDA) (Related: Confidentiality, Trade Secret) – Contract obligating parties to
keep disclosed information confidential. Example: An NDA is signed before sharing proprietary drilling data.
Practical application protects intellectual property. Challenges include defining scope and duration.

Non‑Performance Penalty (Related: Liquidated Damages, Incentive) – Monetary charge imposed for failure
to meet contractual obligations. Example: A non‑performance penalty applies if a pipeline is not completed
by the agreed date. Practical application encourages timely delivery. Challenges involve enforceability and
proportionality.

Operating Agreement (Related: JOA, Management) – Document that sets out the rights and duties of
parties operating a joint venture. Example: An operating agreement appoints a manager and outlines voting
rights. Practical application clarifies governance. Challenges include aligning differing corporate policies.

Operating Netback (Related: Pricing, Cost Allocation) – Revenue after subtracting operating expenses such
as transportation and processing. Example: An operating netback of $30 per barrel reflects pipeline tariffs
and processing fees. Practical application aids profitability analysis. Challenges include fluctuating cost
components.
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Option Agreement (Related: Right of First Refusal, Pre‑emptive Right) – Contract granting a party the right,
but not the obligation, to acquire assets at predetermined terms. Example: An option agreement to
purchase additional acreage within two years. Practical application provides strategic flexibility. Challenges
include expiration risk and valuation.

Ordinance (Related: Regulation, Statute) – Local law enacted by a municipal authority affecting oil‑gas
activities. Example: A zoning ordinance restricts drilling within a certain distance of residential areas.
Practical application requires compliance with local rules. Challenges involve navigating multiple layers of
authority.

Outsourcing Clause (Related: Sub‑contracting, Service Agreement) – Provision allowing a party to delegate
certain obligations to third parties. Example: An outsourcing clause permits the operator to subcontract
maintenance services. Practical application can reduce costs. Challenges include maintaining quality control
and liability.

Pari Passu (Related: Senior Debt, Subordination) – Clause indicating that multiple creditors share equal
ranking and rights. Example: Two lenders hold pari‑passu senior debt. Practical application ensures equal
treatment. Challenges arise when additional security is required.

Performance Bond (Related: Guarantee, Surety) – Security issued by a bank or insurer to guarantee
satisfactory performance of contractual obligations. Example: A contractor provides a performance bond
equal to 10% of contract value. Practical application protects the employer from default. Challenges include
bond cost and claim procedures.

Petroleum Revenue Management (PRM) (Related: Sovereign Wealth Fund, Transparency) – System for
collecting, allocating, and reporting oil‑gas revenues. Example: A PRM framework improves fiscal
transparency. Practical application supports anti‑corruption measures. Challenges include capacity building
and political resistance.

Petroleum Exploration and Production (E&P) (Related: Upstream, Development) – Segment of the oil‑gas
industry focused on discovering and extracting hydrocarbons. Example: An E&P company drills exploratory
wells. Practical application drives reserve growth. Challenges involve high capital intensity and exploration
risk.

Petroleum Lease (Related: Concession, Licence) – Legal instrument granting exclusive rights to explore and
produce hydrocarbons on a defined tract. Example: A 5‑year petroleum lease is granted for a shale play.
Practical application includes payment of rent and royalties. Challenges include renewal negotiations and
landowner disputes.

Petroleum Tax (Related: Royalty, Production Sharing) – Fiscal charge imposed by a government on
hydrocarbon production or profit. Example: A petroleum tax of 30% on net profit. Practical application
affects project economics. Challenges involve tax regime stability and compliance.

Pipeline Capacity Allocation (Related: Tariff, Slot) – Process of assigning specific volumes of product to
pipeline users. Example: A capacity allocation agreement reserves 100 k bpd for a shippers. Practical
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application ensures transport availability. Challenges include congestion and priority disputes.

Planned Maintenance (Related: Turn‑Around, Reliability) – Scheduled activities to inspect, repair, or replace
equipment to maintain operational integrity. Example: A plant conducts planned maintenance every six
months. Practical application reduces unplanned downtime. Challenges involve balancing production loss
during shutdown.

Political Risk Insurance (Related: Sovereign Risk, Credit Enhancement) – Coverage protecting investors
against adverse actions by governments. Example: A political risk policy covers expropriation of assets.
Practical application encourages foreign investment. Challenges include policy exclusions and premium
cost.

Power‑Purchase Agreement (PPA) (Related: Off‑take, Contract for Difference) – Long‑term contract where a
buyer purchases electricity generated from a specific source. Example: A PPA for electricity from a gas‑fired
plant. Practical application provides revenue certainty. Challenges include regulatory changes affecting
tariffs.

Pre‑emptive Right (Related: Right of First Refusal, Option) – Right granted to an existing stakeholder to
acquire additional interest before third parties. Example: A partner exercises a pre‑emptive right to buy
extra acreage. Practical application protects ownership percentages. Challenges involve timing and
valuation.

Pre‑Production Services (PPS) (Related: Engineering, Procurement) – Activities performed before commercial
production, such as drilling and facility construction. Example: A PPS contract covers well completion and
pipeline installation. Practical application accelerates project ramp‑up. Challenges include cost overruns and
schedule delays.

Principal Amount (Related: Loan, Debt) – The original sum of money borrowed or invested, excluding
interest. Example: The principal amount of a $200 million loan. Practical application determines repayment
schedule. Challenges include interest rate fluctuations affecting total cost.

Production Allocation (Related: Unitization, Joint Development) – Method for apportioning output among
co‑owners of a reservoir. Example: Production is allocated based on each party’s acreage proportion.
Practical application ensures fair revenue distribution. Challenges include measurement accuracy and
disputes over share.

Production Bonus (Related: Signing Bonus, Commitment Fee) – One‑time payment made by a contractor to
a government upon achieving a production milestone. Example: A $50 million production bonus for first
10 million barrels. Practical application incentivizes rapid development. Challenges include meeting target
under uncertain conditions.

Production Sharing Agreement (PSA) (Related: Joint Venture, Cost Recovery) – Contract where the state and
a contractor share produced hydrocarbons, with the contractor first recovering costs. Example: A PSA grants
the contractor 60% profit oil after cost recovery. Practical application aligns state and investor interests.
Challenges involve complex accounting and audit.

Read online: https://certificates.HealthCareCourses.org.uk/glossaries/
2806072/oil-and-gas-contracts

HealthCareCourses (An LSIB brand) · 21 Jun 2026



G LO S S A RY

Production Target (Related: Capacity Clause, Take‑or‑Pay) – Specified volume of hydrocarbons that must be
produced within a given period. Example: A production target of 30 k bpd for the first year. Practical
application drives operational planning. Challenges include geological uncertainty and equipment reliability.

Project Finance (Related: Non‑recourse, Debt Financing) – Funding structure where repayment is based on
project cash flows rather than sponsor equity. Example: A $1 billion project finance package for an offshore
platform. Practical application isolates sponsor risk. Challenges include securing sufficient off‑take contracts.

Qualified Person (QP) (Related: Engineer, Independent Reviewer) – Certified individual authorized to certify
reserve estimates according to industry standards. Example: A QP signs the reserve statement for a field.
Practical application ensures credibility with investors. Challenges include QP independence and regulatory
acceptance.

Rate of Return (ROR) (Related: IRR, NPV) – Percentage measure of profitability relative to invested capital.
Example: A project’s ROR of 12% meets the company’s hurdle rate. Practical application guides investment
decisions. Challenges involve sensitivity to price and cost assumptions.

Regasification Facility (Related: LNG Terminal, Import Facility) – Installation that converts liquefied natural
gas back to gaseous form for distribution. Example: A regasification facility at a coastal terminal. Practical
application enables domestic gas supply. Challenges include high capital cost and seasonal demand
fluctuations.

Release Clause (Related: Termination, Exit) – Provision allowing a party to disengage from a contract under
defined circumstances. Example: A release clause permits the buyer to exit if regulatory approval is denied.
Practical application mitigates risk. Challenges involve negotiating fair compensation.

Royalty (Related: Lease, Production Sharing) – Percentage of gross production or revenue paid to the
landowner or government. Example: A 12.5% royalty on crude oil. Practical application provides state
revenue. Challenges include royalty base disputes and calculation methods.

Safeguard Clause (Related: Change‑Order, Price Adjustment) – Provision protecting a party from adverse
changes in law or market conditions. Example: A safeguard clause adjusts contract price if tax rates increase.
Practical application maintains economic viability. Challenges include proving causation and quantifying
impact.

Sale and Purchase Agreement (SPA) (Related: Asset Transfer, Closing) – Contract governing the sale of
oil‑gas assets, outlining price, conditions, and warranties. Example: An SPA for the acquisition of a refinery.
Practical application defines due
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