Healthsé uipE

Graduate Certificate in Oil and Gas Contract Management

Oil And Gas Industry Overview

Upstream activities represent the first phase of the oil and gas value chain and encompass the search for
hydrocarbon deposits, the drilling of wells, and the extraction of crude oil or natural gas from the reservoir.
In the context of contract management, understanding upstream terminology is essential because the rights
and obligations of the parties are often defined by the stage of development and the nature of the work
being performed. For example, a Exploration contract typically grants an operator the exclusive right to
conduct seismic surveys, drill exploratory wells, and evaluate the commercial viability of a prospect. The
success or failure of these activities directly influences the structure of subsequent Production agreements,
which may include cost-recovery provisions, royalty calculations, and performance milestones.

A Reservoir is a porous rock formation that contains accumulations of hydrocarbons. The characteristics of
the reservoir—such as porosity, permeability, pressure, and temperature—determine the extraction method
and the expected recovery factor. Contractual language often specifies the obligations of the operator to
perform reservoir modelling, to submit regular reserve reports, and to implement enhanced recovery
techniques when required. For instance, a Force Majeure clause may be triggered if unforeseen geological
conditions, such as a sudden loss of pressure, impede the ability to meet production targets, thereby
relieving the operator from liability for missed deliveries.

Drilling is the process of creating a borehole that accesses the hydrocarbon-bearing formation. The drilling
phase generates a series of documents that become integral to the contractual framework, including the
Drilling Program, the Well Completion Report, and the Spud Date (the date the drill bit first contacts the
ground). These documents are often required to be submitted to the host government or to the joint
venture partners for approval. A common challenge in contract management is aligning the timing of these
submissions with regulatory deadlines, especially in jurisdictions where the approval process is highly
bureaucratic. Failure to comply can result in penalties, suspension of drilling activities, or even the loss of
the lease.

Well terminology includes several distinct phases: The exploratory well, the development well, and the
production well. Each phase carries its own risk profile and cost structure. An exploratory well is typically
funded on a “risk-share” basis, where the operator may receive a bonus payment if the well discovers
commercial quantities of oil or gas. In a development well, the operator is usually obligated to deliver a
defined volume of hydrocarbons under a Take-or-Pay clause, which guarantees the buyer a minimum
quantity regardless of actual output. The production well is the final stage, where the focus shifts to
ongoing maintenance, flow assurance, and compliance with environmental standards. Contract language
often includes detailed provisions on well integrity testing, routine surveillance, and the handling of
unexpected incidents such as blowouts or spills.

The term Midstream refers to the transportation, storage, and processing of hydrocarbons after they have
been produced but before they reach end-users. Midstream activities include the construction and
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operation of pipelines, the liquefaction of natural gas into LNG (liquefied natural gas), and the provision of
compression services. Contracts in this segment are frequently structured as Service Agreements or
Transportation Agreements that allocate risk between the shipper and the carrier. A typical challenge is the
allocation of tariff adjustments in response to fluctuating market conditions; for example, a pipeline
operator may seek to revise its rates if the volume of gas transported exceeds the originally contracted
capacity, invoking a “capacity surcharge” clause.

Pipelines are the arteries of the midstream sector, and their design, operation, and maintenance are
governed by a complex set of technical and legal standards. Key terms include Line Pack (the volume of gas
stored within the pipeline under pressure), Pigging (the use of inspection tools known as “pigs” to clean and
monitor the interior of the line), and Take-or-Pay obligations that ensure the shipper's commitment to a
minimum volume. In contract negotiations, parties must address the allocation of responsibility for
third-party interference, such as accidental damage caused by construction activities near the right-of-way.
The inclusion of indemnity provisions is common, with language often stipulating that the party causing the
damage must indemnify the pipeline operator for all resulting losses, including environmental remediation
costs.

Downstream activities cover the refining, marketing, and distribution of petroleum products to the final
consumer. The downstream segment is heavily influenced by market dynamics, regulatory policies, and
product specifications. Key contractual terms include Quality Specification (the defined parameters for
product purity, such as sulfur content in gasoline), Delivery Point (the location at which the seller fulfills its
obligations), and Price Adjustment Mechanisms that tie the sale price to benchmarks like Brent, WTI, or
Dubai crude. A practical challenge for contract managers is the management of “basis risk,” which arises
when the price reference used in the contract diverges from the actual market price at the delivery point,
potentially leading to unanticipated profit or loss.

A fundamental concept in the oil and gas industry is the classification of hydrocarbon resources into
Reserves and Resources. Reserves are quantities of oil or gas that are known to exist and are recoverable
under existing economic and operating conditions. They are further categorized as Proven (or 1P), Probable
(2P), and Possible (3P), each reflecting a different level of confidence. Resources, on the other hand, include
discovered but not yet economically viable accumulations, as well as undiscovered potentials. Contractual
language frequently references the proven reserve base to determine royalty payments, cost-recovery
ceilings, and the duration of the contract. For example, a Production Sharing Agreement (PSA) may stipulate
that the operator’s cost-recovery portion cannot exceed 60 % of the net revenue until the proven reserves
reach a specified threshold.

The Cost-Recovery mechanism is a cornerstone of many PSA contracts. Under this system, the operator is
allowed to recover a predetermined portion of its expenditures from the gross production before profit is
split with the host government. The cost-recovery ceiling may be expressed as a percentage of net revenue,
and it often escalates over the life of the contract to reflect decreasing operating costs as the field matures.
Contract managers must carefully monitor expenditures against the cost-recovery limit, as any excess cost is
typically borne by the operator without reimbursement. A common challenge is the accurate allocation of
shared costs, such as those related to joint facilities, where the operator must apportion expenses according
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to each partner’s participation interest.

Royalty is a statutory payment made by the operator to the resource owner—often a government—based
on a percentage of the gross production value. The royalty rate can be fixed, variable, or a combination of
both, and may be subject to escalations tied to production volumes or price indices. In some jurisdictions,
royalties are calculated on a per-barrel basis, while in others they are derived from the monetary value of
the product. Understanding the distinction between “royalty on gross production” and “royalty on net
revenue” is vital when drafting contracts, as the two approaches have dramatically different financial
implications for both parties. For instance, a royalty calculated on gross production provides a more
predictable cash flow to the government but can reduce the operator’s profitability, especially when market
prices are volatile.

The concept of Barrels of Qil Equivalent (BOE) is employed to standardize the measurement of oil and gas
production. Because natural gas is measured in cubic feet, a conversion factor—typically 5,800 cubic feet of
gas equals one barrel of oil—is applied to express gas volumes in BOE. This allows for the aggregation of
mixed production streams and simplifies the calculation of revenue, royalties, and cost-recovery
percentages. However, the use of BOE can introduce challenges in contract interpretation, especially when
the conversion factor is not explicitly defined. In some contracts, the parties agree to a fixed conversion
factor, while others allow for periodic adjustment based on prevailing market conditions or technological
changes.

Enhanced Oil Recovery (EOR) refers to techniques employed to increase the amount of oil that can be
extracted from a reservoir beyond primary and secondary recovery methods. Common EOR methods
include steam injection, chemical flooding, and carbon-dioxide injection. Contracts that involve EOR often
contain specific clauses that address the allocation of additional costs, the sharing of incremental
production, and the environmental responsibilities associated with the injection fluids. For example, a
CO,-EOR project may require the operator to obtain a separate CO, supply agreement and to comply with
emissions reporting obligations. The challenge lies in balancing the higher upfront investment against the
expected increase in recoverable reserves, and ensuring that the contractual framework provides sufficient
incentives for both the operator and the host government.

Hydraulic Fracturing, or “fracking,” is a stimulation technique used primarily in unconventional reservoirs
such as shale formations. The process involves injecting high-pressure fluid to create fractures in the rock,
thereby enhancing permeability and allowing hydrocarbons to flow more readily to the wellbore. Fracturing
contracts typically address the procurement of fracturing fluids, the management of flowback water, and the
mitigation of environmental impacts. A notable contractual element is the “water disposal” clause, which
may require the operator to secure disposal capacity or to recycle water for subsequent fracturing stages.
The regulatory environment for fracking is increasingly stringent, and contract managers must stay abreast
of evolving legislation pertaining to groundwater protection, air emissions, and waste handling.

Seismic Survey is a geophysical method used to map subsurface structures and identify potential
hydrocarbon traps. Seismic data acquisition can be conducted on land or offshore and involves generating
acoustic waves that travel through the earth and are reflected back to surface receivers. The resulting data
are processed to create images of the subsurface geology. In contract terms, seismic surveys are often
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covered by Exploration or Geological clauses that specify the scope of work, data ownership, confidentiality,
and the allocation of costs. A typical challenge is the management of proprietary data, especially when
multiple parties share the same data set under a joint venture agreement. The contract must delineate who
has the right to use the data for future development, and under what conditions the data may be disclosed
to third parties.

The Joint Operating Agreement (JOA) is a foundational document in many multi-party oil and gas projects.
The JOA establishes the framework for cooperation among the participating entities, designates a Operator
responsible for day-to-day management, and outlines the distribution of costs and revenues in proportion
to each party’s interest. Key provisions include the decision-making process, the handling of disputes, and
the procedures for adding or removing parties. For example, a JOA may require a super-majority vote to
approve capital expenditures exceeding a certain threshold, thereby ensuring that no single partner can
unilaterally bind the consortium to large financial commitments. Understanding the intricacies of the JOA is
essential for contract managers, as it governs the interaction between technical operations and financial
obligations.

Production Sharing Agreement (PSA) is a contractual arrangement commonly used in jurisdictions where
the state retains ownership of the hydrocarbon resources. Under a PSA, the government grants the operator
the exclusive right to explore, develop, and produce the resources in exchange for a share of the
production. The agreement typically delineates a “cost-recovery” phase, during which the operator recovers
its expenditures, followed by a “profit-sharing” phase, where the remaining production is divided between
the state and the operator according to predetermined percentages. PSA contracts often contain “sliding
scale” provisions that adjust the profit split as production volumes increase, providing incentives for the
operator to maximize output. A practical challenge in PSA management is the accurate accounting of
eligible costs, as the definition of recoverable expenses can be subject to interpretation and regulatory
scrutiny.

Service Contract is another form of contractual relationship in which the state retains ownership of the
resources and contracts an operator to provide specific services, such as drilling or facility construction, for a
fixed fee or a performance-based payment. Unlike a PSA, the operator does not receive a share of the
produced hydrocarbons; instead, revenue is derived solely from the fees paid by the state. Service contracts
are often employed in mature basins where the risk of exploration is low, and the state seeks to retain
maximum control over the resource while leveraging private sector expertise. Contract managers must pay
close attention to performance milestones, penalties for delay, and the mechanisms for adjusting fees in
response to inflation or changes in scope.

Sale and Purchase Agreement (SPA) governs the commercial transaction of oil or gas between a seller and a
buyer. The SPA sets out the quantity, quality, delivery point, price, and payment terms, as well as the
responsibilities for loading, transportation, and insurance. A critical component of the SPA is the

“incoterm” (International Commercial Terms) that defines the allocation of risk and cost between the parties.
For instance, an "FOB" (Free on Board) term places the risk on the buyer once the product is loaded onto
the vessel, while a “CIF” (Cost, Insurance, and Freight) term obligates the seller to bear the cost and risk until
the goods reach the destination port. Understanding these nuances is vital for contract managers, who must
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ensure that the contractual language aligns with the operational capabilities and risk appetite of their
organization.

The term Force Majeure appears in virtually every oil and gas contract and provides a legal shield for parties
when extraordinary events beyond their control prevent performance. Typical force-majeure events include
natural disasters, war, civil unrest, and significant regulatory changes. The clause usually requires the
affected party to notify the other party promptly, to mitigate the impact where possible, and to resume
performance as soon as the impediment is removed. A common challenge is the interpretation of what
constitutes a force-majeure event, especially in jurisdictions where the definition is not codified. Contract
managers must therefore negotiate clear language that outlines the scope of the clause, the duration of
permissible suspension, and the consequences for prolonged non-performance, such as the right to
terminate the contract.

Indemnity provisions allocate the responsibility for losses, damages, or liabilities arising from a party's
actions. In the oil and gas sector, indemnities are frequently used to protect parties from third-party claims,
environmental incidents, and personal injury. For example, a contractor performing drilling services may be
required to indemnify the operator for any damages caused by a blowout, including cleanup costs, fines,
and reputational harm. The indemnity clause often includes a "hold-harmless” provision, which obligates
the indemnified party to defend the indemnitor against claims and to reimburse any settlement or
judgment amounts. Effective contract management involves ensuring that indemnity limits are reasonable,
that insurance coverage aligns with the indemnity exposure, and that the clause does not create an undue
burden on the party providing the services.

Arbitration is a preferred dispute-resolution mechanism in many oil and gas contracts because it offers a
neutral forum, confidentiality, and enforceability across borders. Arbitration clauses typically specify the
governing rules (e.G., ICC, LCIA, or UNCITRAL), the language of the proceedings, and the seat of arbitration.
They may also address the selection of arbitrators, the scope of the award, and the extent to which the
award can be enforced in different jurisdictions. A challenge for contract managers is the coordination of
arbitration with local court proceedings, especially when a jurisdiction imposes mandatory litigation
requirements before a party can resort to arbitration. Careful drafting can mitigate the risk of parallel
proceedings and ensure that the arbitration clause is enforceable.

Governing Law determines the legal framework that will be applied to interpret and enforce the contract. In
multinational projects, parties often choose a neutral jurisdiction with a well-developed body of case law,
such as English law or New York law, to provide predictability and reduce the likelihood of unexpected legal
interpretations. The choice of governing law can influence the enforceability of certain clauses, such as
limitation of liability, penalty provisions, and the scope of damages. Contract managers must assess the
compatibility of the chosen law with the operational environment, the regulatory regime of the host
country, and the expectations of financiers and insurers.

Netback is a financial metric that calculates the net revenue earned by the producer after deducting
transportation, marketing, and royalty costs from the gross sales price. Netback provides a clear picture of
the profitability of a field and is often used as a basis for determining cost-recovery limits, dividend
payments, and performance bonuses. For example, a PSA may set the cost-recovery ceiling at 70 % of
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netback, meaning that the operator can recover up to 70 % of its eligible costs from the net revenue before
profit is shared with the state. Accurately calculating netback requires comprehensive data on all
deductions, and any errors can have significant financial implications for both parties.

Fiscal Terms encompass the suite of financial obligations that an operator must meet in a host country,
including royalties, taxes, profit-sharing, and cost-recovery arrangements. These terms are typically outlined
in a “Fiscal Regime” document that accompanies the primary contract. Understanding fiscal terms is
essential for contract managers because they directly affect the economic viability of a project. For instance,
a high royalty rate may reduce the operator's net cash flow, while a generous cost-recovery provision can
improve the project’s internal rate of return. The interaction between different fiscal components can be
complex; a change in tax policy may alter the effective royalty burden, necessitating renegotiation of the
contract or the implementation of mitigation strategies.

Reserve Audits are independent assessments conducted by qualified auditors to verify the accuracy of
reserve estimates reported by operators. Reserve audits are often required by regulators, investors, or
lenders to ensure that the claimed reserves are realistic and compliant with industry standards such as the
Society of Petroleum Engineers (SPE) guidelines. The audit process involves a review of geological data,
production history, and economic assumptions. Contractual provisions may stipulate that the operator must
provide audited reserve statements on an annual basis, and that failure to meet the audit requirements
could trigger penalties or affect the availability of financing. A practical challenge is coordinating the audit
timeline with the operator’s reporting schedule to avoid disruptions in the financial reporting process.

Decline Curve Analysis (DCA) is a method used to forecast future production rates based on historical
decline patterns. The analysis helps operators and financiers estimate the remaining life of a well or field
and to plan for future investment. In contract terms, DCA results may be used to set production targets, to
determine the timing of cost-recovery milestones, or to negotiate extensions of the contract term. For
example, a PSA might include a clause that allows the operator to request an extension if the decline curve
demonstrates a slower-than-expected drop in production, thereby preserving the economic viability of the
project. Accurate DCA requires reliable data and a sound understanding of reservoir behavior;
misinterpretation can lead to unrealistic expectations and contractual disputes.

Working Interest represents a party’s proportional share of the costs and revenues associated with a
particular oil and gas lease or joint venture. A working interest holder is responsible for a corresponding
share of the capital expenditures, operating expenses, and liabilities. The opposite of a working interest is a
Non-Operating Interest (or “Royalty Interest”), which entitles the holder to a portion of the production
revenue without bearing any operating costs. Contractual documentation must clearly delineate each
party’s interest to avoid confusion over cost allocation and revenue distribution. In practice, the calculation
of each party’s share can become complex when multiple layers of interests exist, such as when a
non-operating interest holder also has a participation in a downstream marketing agreement.

Unitization is an arrangement where multiple owners of adjoining leases combine their interests to develop
a single, larger reservoir as a single unit. Unitization agreements specify the allocation of costs, production,
and revenues among the participants based on their relative contribution to the reservoir. The rationale for
unitization is to maximize recovery efficiency and to prevent wasteful competition among operators. A
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common challenge is the negotiation of the unitization terms, particularly the determination of each party’'s
share of the reservoir, which may be based on complex geological modeling. The agreement must also
address dispute resolution mechanisms, as disagreements over the allocation of additional reserves or the
timing of development can arise.

Well Integrity refers to the ability of a well to contain fluids within the intended zones throughout its
lifecycle. Maintaining well integrity involves regular monitoring, pressure testing, and preventative
maintenance to detect and mitigate leaks, corrosion, or mechanical failures. Contracts often include specific
well-integrity clauses that obligate the operator to perform integrity assessments at defined intervals, to
report any anomalies to the regulator, and to remediate issues within a stipulated timeframe. Failure to
uphold well integrity can result in severe penalties, loss of operating permits, and exposure to
environmental liability. The inclusion of clear performance metrics and remedial action timelines in the
contract helps ensure that both the operator and the host government have aligned expectations regarding
well safety.

Flow Assurance encompasses the set of activities required to ensure that hydrocarbons can be transported
from the reservoir to the processing facilities without interruption. Key challenges in flow assurance include
the formation of hydrates, wax deposition, and scale buildup, all of which can block pipelines and increase
operational costs. Contracts for midstream services often contain flow-assurance provisions that require the
carrier to implement preventive measures such as chemical injection, heating, or pigging. For instance, a
pipeline operator may be obligated to maintain a minimum temperature to prevent hydrate formation, and
to provide the operator with regular reports on the effectiveness of the mitigation strategy. Effective
flow-assurance management is critical for maintaining production continuity and for meeting the delivery
commitments stipulated in SPAs.

Environmental Impact Assessment (EIA) is a systematic process used to evaluate the potential
environmental consequences of a proposed project. In the oil and gas sector, an EIA is typically required
before a lease can be granted, before major construction can commence, and before any significant change
in operations. The EIA report must address impacts on air quality, water resources, biodiversity, and local
communities, and it must propose mitigation measures. Contractual clauses may require the operator to
obtain all necessary environmental permits, to implement the mitigation measures outlined in the EIA, and
to provide regular compliance reports to the regulator. A practical challenge is that EIA requirements can
vary significantly between jurisdictions, and changes in environmental legislation may necessitate
amendments to the contract or additional investment in mitigation technologies.

Decommissioning refers to the process of safely abandoning and dismantling offshore platforms, wells, and
associated infrastructure at the end of a field's productive life. Decommissioning obligations are typically set
out in a dedicated clause that specifies the timing, scope, and financial responsibility for the work. The
clause may require the operator to submit a decommissioning plan for regulatory approval, to post a
financial guarantee (such as a bond or escrow account) to ensure funds are available for the work, and to
adhere to industry standards for waste disposal and site restoration. The cost of decommissioning can be
substantial, and failure to meet the obligations can result in significant penalties and reputational damage.
Contract managers must therefore incorporate decommissioning cost estimates early in the project
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budgeting process and monitor the accumulation of obligations over the field's life.

Production Monitoring involves the continuous collection and analysis of data related to the volume,
pressure, temperature, and composition of produced fluids. Accurate production monitoring is essential for
verifying compliance with contractual delivery obligations, for calculating royalties and netback, and for
optimizing field operations. Contracts often require the operator to submit regular production reports to
the joint venture partners and to the host government. The reports must be certified by an independent
auditor or a qualified engineer to ensure their reliability. A common difficulty is reconciling data from
multiple measurement points, especially when the field includes both onshore and offshore facilities, or
when third-party processors are involved.

Processing Facility is a plant where raw hydrocarbons are separated, treated, and refined into marketable
products. In gas processing, facilities remove impurities such as water, hydrogen sulfide, and carbon
dioxide, and may also separate natural gas liquids (NGLs). In oil processing, facilities may include desalters,
stabilizers, and fractionators. Contracts governing processing facilities often contain “capacity” clauses that
define the maximum throughput the plant can handle, and “take-or-pay” obligations that ensure the facility
receives a minimum volume of feedstock. The operator may be required to provide the host government
with a “facility utilization” report to demonstrate compliance with the contracted capacity. Managing the
balance between facility utilization and feedstock availability is a key operational challenge.

Natural Gas Liquids (NGLs) are hydrocarbons that are extracted from natural gas streams and include
ethane, propane, butane, and condensate. NGLs have higher market values than dry natural gas, and their
extraction can improve the overall economics of a gas field. Contracts may specify the split of NGLs
between the operator and the host government, often based on a percentage of the total liquids recovered.
The allocation of NGL revenue can be complex because it may be subject to separate royalty rates, tax
treatments, and market pricing mechanisms. Contract managers must therefore ensure that the NGL
accounting procedures are clearly defined, that the pricing benchmarks (such as the Henry Hub or regional
price indices) are identified, and that the revenue split aligns with the parties’ expectations.

Liquefied Natural Gas (LNG) is natural gas that has been cooled to —162 °C, converting it to a liquid state for
easier storage and transport. LNG contracts typically involve a “sale and purchase” structure that includes
long-term take-or-pay commitments, price formulas linked to oil or gas benchmarks, and destination
flexibility clauses. One of the most critical elements in an LNG contract is the “carrier” clause, which defines
the responsibility for the vessel that transports the LNG and the allocation of risks associated with the
voyage. The contract may also contain “force-sale” provisions that allow the seller to divert cargo to an
alternative buyer if the original buyer fails to take delivery, provided that certain conditions are met.
Managing the balance between contractual obligations and market volatility is a key challenge for both
sellers and buyers in the LNG market.

Royalty Trust is a financial vehicle that holds the royalty interests in oil and gas properties and distributes
the generated cash flow to its shareholders. While not a contract term per se, royalty trusts are often
mentioned in the context of royalty arrangements, especially in jurisdictions such as the United States where
they are a common form of investment. A contract may specify that the royalty interest is transferred to a
trust, and that the operator must make payments directly to the trust entity. Understanding the structure of
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royalty trusts is important for contract managers to ensure that royalty payments are made in compliance
with both the contractual terms and tax regulations.

Tax Increment Financing (TIF) is a fiscal tool used by governments to encourage investment in oil and gas
projects by allowing a portion of the future tax revenue generated by the project to be reinvested in
infrastructure or other supportive measures. Contracts that incorporate TIF provisions typically outline the
mechanism for calculating the incremental tax base, the duration of the financing arrangement, and the
specific uses of the funds. While TIF can enhance project economics, it also introduces complexity in the
financial modeling and may require periodic reporting to the government to verify the projected tax
increments. Contract managers must coordinate closely with finance teams to ensure that the TIF provisions
are accurately reflected in the overall project budget.

Production Allocation is the method by which the total output from a field is divided among the
participating parties based on their respective interests. Allocation can be performed on a “pro rata” basis,
where each party receives a share proportional to its working interest, or on a "capacity-based” basis, where
allocation reflects the contractual capacity commitments. The allocation methodology is often detailed in
the JOA or PSA, and may include adjustments for “netting” of deliveries, where the operator’s purchases are
offset against its sales to achieve a balanced flow. Accurate production allocation is essential for calculating
royalty payments, cost-recovery limits, and profit distribution. Discrepancies in allocation can lead to
disputes, especially when the measurement systems are not calibrated uniformly across the field.

Wellbore is the drilled hole that provides the pathway for hydrocarbons to travel from the reservoir to the
surface facilities. The wellbore is constructed using a series of steel casings and cemented in place to
provide structural stability and to isolate the well from surrounding formations. Wellbore integrity is closely
linked to the concepts of “casing pressure” and “annular pressure,” which must be monitored throughout
the life of the well. Contracts often require the operator to perform regular pressure tests, to maintain a
pressure-control system, and to report any deviation from the expected pressure profile. Failure to manage
wellbore pressures can result in blowouts, which are among the most severe operational hazards in the
industry.

Hydrocarbon Accounting is the systematic tracking of the quantities of oil and gas that are produced,
processed, sold, and retained in inventory. Accurate hydrocarbon accounting is required for regulatory
compliance, financial reporting, and performance measurement. The accounting system must capture data
from multiple sources, including wellhead meters, custody transfer points, and storage tanks, and must
reconcile discrepancies through “reconciliation statements.” In contracts, hydrocarbon accounting is often
linked to royalty calculations, where the gross production must be verified before applying the royalty rate.
A frequent challenge is the “measurement uncertainty” associated with the various meters, which can lead
to disputes over the exact volume of hydrocarbons transferred between parties.

Supply Chain Management in the oil and gas sector involves the coordination of procurement, logistics, and
inventory control for equipment, materials, and services required to sustain operations. Contractual
provisions related to supply chain may include “vendor qualification” criteria, “lead-time” guarantees, and
"penalty” clauses for late delivery of critical components such as blowout preventers or drilling rigs. The
integration of supply chain considerations into the contract ensures that the operator can maintain its

Read online: https://certificates.HealthCareCourses.org.uk/guides/ HealthCareCourses (An LSIB brand) - 24 Jun 2026
4634381 /0il-and-gas-industry-overview



Healtheds GUIDE

production schedule and avoid costly downtime. For example, a contract may stipulate that the supplier
must maintain a stockpile of spare parts on site, and that failure to provide these parts within a specified
timeframe will trigger liquidated damages.

Local Content Requirements are regulatory mandates that require a certain percentage of goods, services,
and labor to be sourced from domestic suppliers. These requirements are intended to promote economic
development, technology transfer, and job creation within the host country. Contracts must therefore
incorporate clauses that define the local content targets, the methodology for measuring compliance, and
the consequences for non-compliance, which may include fines, suspension of the contract, or the
requirement to provide additional training to local personnel. Managing local content can be challenging,
especially when domestic suppliers lack the technical expertise or capacity to meet the industry standards,
necessitating the implementation of capacity-building programs as part of the contract.

Health, Safety, and Environment (HSE) standards are integral to all phases of oil and gas operations.
Contracts typically embed HSE obligations that require the operator to develop and implement an HSE
Management System, to conduct regular safety drills, to monitor emissions, and to report incidents to the
relevant authorities. The HSE clause may also reference specific standards such as ISO45001 for
occupational health and safety, ISO 14001 for environmental management, and industry-specific guidelines
like the American Petroleum Institute (API) standards. Non-compliance with HSE obligations can lead to
severe legal penalties, loss of operating licenses, and damage to the company’s reputation. Consequently,
contract managers must ensure that HSE performance metrics are clearly defined, that audit rights are
secured, and that corrective actions are enforceable.

Performance Bond is a financial guarantee provided by a bank or insurance company to ensure that the
contractor fulfills its contractual obligations. In the oil and gas industry, performance bonds are commonly
required for large-scale construction projects, such as the erection of offshore platforms or the installation
of pipelines. The bond amount is usually expressed as a percentage of the contract value, often ranging
from 10% to 20 %. The bond protects the project owner from financial loss if the contractor defaults, and it
can be called upon to cover the cost of completing the work through an alternative contractor. The issuance
of a performance bond is typically conditioned upon the contractor’s financial health, technical capability,
and compliance with pre-qualification criteria.

Letter of Credit (LC) is a banking instrument used to guarantee payment for goods or services in
international transactions. In the oil and gas context, LCs are frequently employed in the procurement of
high-value equipment, such as drilling rigs, where the seller requires assurance of payment before delivery.
The LC outlines the documents that must be presented for payment, such as shipping documents,
inspection certificates, and compliance statements. The terms of the LC must be consistent with the
underlying contract, and any discrepancy can delay payment and disrupt the supply chain. Contract
managers must coordinate closely with the finance department to ensure that the LC is structured correctly
and that the necessary documentation is prepared in a timely manner.

Indicated Net Present Value (iNPV) is a financial metric used to assess the profitability of a project based on
projected cash flows, discounted at a chosen rate. INPV calculations are critical when negotiating contract
terms such as cost-recovery limits, royalty rates, and profit-sharing percentages, as they provide a
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quantitative basis for evaluating the economic impact of different contractual scenarios. For example, an
operator may use iNPV analysis to demonstrate that a proposed increase in the royalty rate would reduce
the project’s net present value below the threshold required for investment approval. The reliability of iNPV
depends on the accuracy of the underlying assumptions, including production forecasts, commodity prices,
operating costs, and tax rates. Contract managers must therefore ensure that the assumptions are
transparent and that any changes in the economic environment are reflected in the contract through
appropriate adjustment mechanisms.

Production Forecast is an estimate of future output based on geological, engineering, and economic data.
The forecast is typically presented in a “decline curve” format and is used for budgeting, planning, and
regulatory reporting. In many contracts, the production forecast serves as a baseline for setting
performance targets, for determining the schedule of cost-recovery, and for calculating royalty payments. A
common contractual provision is the “minimum production guarantee,” which obligates the operator to
achieve a specified output level within a defined timeframe, or else to pay a penalty. The accuracy of the
production forecast is therefore a critical factor in contract compliance and in the overall financial
performance of the project.

Commodity Hedging is a risk-management strategy that uses financial instruments such as futures, options,
and swaps to lock in a price for oil or gas production, thereby reducing exposure to market volatility.
Hedging provisions may be incorporated into contracts to protect both the producer and the buyer from
adverse price movements. For instance, a contract may require the operator to maintain a hedge that covers
at least 70 % of the expected production volume for the next twelve months. The hedge is typically
structured as a “collar” that defines a floor and ceiling price, limiting the range of price fluctuations. While
hedging can provide financial stability, it also introduces complexity in accounting, as the gains or losses
from hedging instruments must be recognized in accordance with applicable financial reporting standards.

Asset Transfer refers to the legal conveyance of ownership rights in oil and gas assets from one party to
another.
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