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Certificate in Oil and Gas Contract Law

Types of Contracts in Oil and Gas Industry

Production Sharing Agreement is one of the most common contractual frameworks used by governments
to attract foreign investment in the exploration and development of hydrocarbon resources. Under this
model the state retains ownership of the mineral resource while the contractor bears the exploration risk
and, upon successful discovery, receives a share of the produced hydrocarbons after the deduction of costs.
The contractor’s share is often expressed as a percentage of the “gross production” and is known as the
cost oil. The remaining portion, after cost recovery, is called the profit oil and is split between the state and
the contractor according to a pre-agreed ratio. A typical PSA will contain detailed provisions on the
definition of “cost oil”, the method for calculating “recoverable costs”, the schedule for cost recovery, and
the allocation of the profit oil. Practical application of a PSA requires the contractor to submit regular cost
statements, and the state’s petroleum ministry or a designated regulator to audit those statements.
Challenges frequently arise in the interpretation of “recoverable costs”, especially when the contractor
includes indirect expenses, such as corporate overhead, that the state may consider non-recoverable.
Disputes over the timing of cost recovery can also affect cash flow, making the inclusion of clear "audit
rights” and "dispute resolution” mechanisms essential.

Service Contract differs fundamentally from a PSA in that the contractor is paid a fixed fee for the provision
of services rather than receiving a share of production. The state retains full ownership of the hydrocarbons,
and the contractor's remuneration is typically tied to the achievement of specific milestones or performance
indicators. Service contracts are often used in mature fields where the state wishes to retain maximum
control over the resource while leveraging foreign expertise for enhanced recovery techniques. A common
example is a Enhanced Oil Recovery (EOR) service contract where the contractor receives a fee based on the
incremental barrels of oil recovered beyond a baseline. Practical application demands rigorous
measurement of baseline production and clear definition of the “incremental recovery” methodology. One
of the principal challenges is the allocation of risk for cost overruns; because the fee is fixed, the contractor
bears the risk of any additional expenses, which can lead to reluctance to adopt innovative, higher-cost
technologies unless the contract includes a mechanism for “price adjustment” linked to inflation or market
indices.

Joint Operating Agreement (JOA) governs the relationship among multiple parties that have jointly
obtained a license or concession to explore and develop a hydrocarbon field. While the ownership interests
are defined in the underlying licence, the JOA sets out the governance structure, decision-making
processes, cost-sharing arrangements, and the allocation of production. A typical JOA will designate a
“operator” who is responsible for day-to-day management, and the operator’s authority is defined in terms
of thresholds for capital expenditure, drilling decisions, and environmental compliance. The JOA also
contains provisions for “non-operating participants” regarding their rights to inspect records, receive
reports, and participate in major decisions. A practical example is a consortium of three international oil
companies that each hold a 30 % interest, with a fourth partner holding the remaining 10 %. The JOA would
specify that the partner with the largest share becomes the operator, while the smaller partners have limited
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veto rights. Challenges often emerge around the interpretation of “operator’s fiduciary duties”, especially
when the operator’s actions appear to benefit its own affiliated entities. Effective JOAs therefore incorporate
detailed “conflict-of-interest” clauses and “audit rights” to protect the interests of non-operating parties.

Concession Agreement is a traditional model whereby the state grants a foreign or domestic company the
exclusive right to explore, develop, and produce hydrocarbons within a defined area for a specified term. In
exchange, the concessionaire typically pays a combination of upfront fees, annual rentals, and royalties
based on production. The concession agreement delineates the “minimum work obligations” that the
concessionaire must fulfill, such as drilling a certain number of exploratory wells within a set period. Failure
to meet these obligations may result in “termination” or “re-granting” of the area to another party. Practical
application of a concession requires the concessionaire to submit a “work program” for approval and to
maintain a detailed “production report” for royalty calculation. One of the major challenges is the
“renegotiation” of terms when market conditions change dramatically, for example, during a prolonged
period of low oil prices. Many modern concession agreements now contain “price-adjustment” clauses that
allow for the revision of royalty rates based on a reference price index, thereby mitigating the risk of
unprofitable operations for the concessionaire.

Technical Assistance Agreement (TAA) is a contract that enables a host country to acquire specific technical
expertise from a foreign entity without transferring ownership of any hydrocarbon resource. The agreement
typically outlines the scope of services, the duration of the assistance, and the fee structure, which may be a
lump-sum payment or a series of instalments linked to deliverables. TAAs are frequently used for
capacity-building projects, such as training local engineers in offshore drilling techniques or implementing
advanced reservoir simulation software. A practical example is a national oil company that signs a TAA with
an international consultancy to develop a “Reservoir Management Plan”. The agreement will specify the
number of training days, the deliverables (e.g., a final report), and performance metrics such as “knowledge
transfer effectiveness”. A key challenge is the protection of intellectual property, as the foreign provider may
be reluctant to disclose proprietary methodologies. Therefore, TAAs often contain “confidentiality” and
"non-disclosure” clauses, as well as provisions that limit the host country’s ability to reproduce the
technology without the provider’s consent.

Farmout Agreement is a mechanism used by a holder of an existing licence or lease to assign a portion of
its interest to another party in exchange for the performance of defined work, typically drilling of an
exploration well. The farmor retains a reduced interest, while the farmee acquires a new interest conditional
upon satisfying the “farm-in" obligations. The agreement will specify the “farm-in percentage”, the “work
obligation”, and any “net smelting” adjustments that may apply if the work is not completed within the
agreed timeframe. In practice, a company that holds a marginal acreage may farm out 50 % of its interest to
a partner that agrees to drill a well within 24 months. If the well is successful, the farmee gains the agreed
interest; if not, the farmor may retain full ownership. Challenges often involve “valuation of the farm-in"
when the work is delayed or when the market price of oil changes significantly between the signing and
execution of the agreement. To address this, many farmout contracts incorporate “price-adjustment” or
“indexation” clauses that align the value of the transferred interest with prevailing market conditions.

Engineering, Procurement, and Construction Contract (EPC) is a turnkey contract in which the contractor
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assumes responsibility for the design, procurement of equipment, and construction of a facility, delivering it
to the owner ready for operation. EPC contracts are widely used for the development of processing plants,
pipelines, and offshore platforms. The contract typically defines a “fixed-price” or “lump-sum” payment
structure, a “completion date”, and performance guarantees such as “availability” and “efficiency” targets. A
practical example is the construction of an on-shore gas processing facility where the EPC contractor must
deliver the plant capable of processing 5million standard cubic feet per day by a specified date. The
contract will contain “liquidated damages” provisions that penalize the contractor for each day of delay
beyond the completion date. One of the most significant challenges in EPC contracts is the allocation of
“force majeure” risk, as unforeseen events such as natural disasters or supply chain disruptions can impair
the contractor’s ability to meet deadlines. Consequently, EPC contracts often feature detailed “force
majeure” clauses that define the events considered beyond the parties’ control and the procedures for
granting extensions.

Sale and Purchase Agreement (SPA) governs the transfer of ownership of hydrocarbons from a producer to
a buyer, typically a refinery or a trading entity. The SPA sets out the quantity, quality specifications, delivery
terms, pricing mechanism, and payment schedule. Pricing may be linked to a benchmark such as Brent or
West Texas Intermediate, with adjustments for “basis differentials” or “quality premiums”. In practice, a
producer may enter into a SPA to sell 100,000 barrels of crude oil per month, with the price calculated as
the average of the monthly Brent price plus a “discount” for the specific grade of oil. The agreement will
also contain “title transfer” provisions that specify the point at which risk and ownership pass from seller to
buyer, often coinciding with the loading of the cargo onto a vessel. Challenges frequently arise around
"quality disputes”, where the buyer may reject cargo that does not meet the agreed specifications, leading
to “"demurrage” claims and potential suspension of deliveries. Effective SPAs therefore include detailed
“inspection” procedures, “sampling” protocols, and “dispute resolution” mechanisms to address such issues
promptly.

Take-or-Pay Contract is a commitment by the off-taker to purchase a minimum volume of product,
regardless of actual demand, with the option to pay a penalty if the volume is not taken. This type of
contract is common in natural gas markets where the producer seeks to secure a stable revenue stream for
the construction of a pipeline or processing facility. The contract will specify the "take-or-pay quantity”, the
“pay-only quantity”, and the “penalty rate” applied to any shortfall. For example, a gas producer may enter
into a take-or-pay agreement to supply 200 million cubic feet per day, with a penalty of 5% of the contract
price for each percent of shortfall. The off-taker may be allowed to “pay-only” if it elects not to take the gas,
thereby preserving cash flow while avoiding physical delivery. A major challenge is the “force majeure”
clause, which must be carefully drafted to allow the producer to suspend deliveries without penalty in the
event of circumstances such as a pipeline rupture. Additionally, the off-taker’s ability to “pay-only” can be
constrained by the producer’s need for cash flow to service debt, making the negotiation of “penalty rates”
a critical point of commercial focus.

Gas Sale Agreement (GSA) is a specialized form of SPA that addresses the unique characteristics of natural
gas, including its measurement in standard cubic feet, the need for “calorific value” specifications, and the
use of “inter-connector” pipelines. The GSA will often reference a “gas hub” price, such as the Henry Hub,
and include adjustments for “compression costs” and “transportation tariffs”. In practice, a producer may
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sell gas to a utility under a GSA that stipulates delivery at a pressure of 200 psi, with quality specifications of
a minimum heating value of 1,050 BTU per cubic foot. The contract will also define “take-or-pay” or
“capacity reservation” provisions, ensuring that the producer can recover the cost of the pipeline.
Challenges in GSAs often involve “gas quality disputes”, where the buyer may claim that the gas does not
meet the agreed heating value, leading to "price adjustments”. To mitigate this, GSAs typically incorporate
“sampling and testing” procedures performed by an independent laboratory, as well as “escalation clauses”
that adjust the price based on changes in the reference hub price.

Marketing Agreement is a contract that authorizes a marketer to sell the producer’s hydrocarbons on its
behalf, often in exchange for a commission or a fixed fee. The agreement delineates the “territory”, the
“product slate”, the “pricing methodology”, and the responsibilities of each party regarding “logistics”,
“customs”, and “regulatory compliance”. A common scenario involves a national oil company appointing an
international trader to market its crude oil in the Asian market, with the trader receiving a 2% commission
on the gross sale price. The marketing agreement will also contain “performance metrics” such as “minimum
sales volume” that the marketer must achieve, and “termination” provisions that allow the producer to
replace the marketer if performance thresholds are not met. One of the key challenges is the “price risk”
borne by the marketer, especially when market volatility is high. Consequently, many marketing agreements
incorporate “hedging” clauses, allowing the marketer to enter into derivatives contracts to lock in prices,
with the costs of hedging either borne by the marketer or shared with the producer.

Royalty is a payment made by the operator to the state or landowner, calculated as a percentage of the
gross production or revenue. Royalty rates vary widely by jurisdiction and may be fixed or progressive,
increasing with the level of production. In a typical PSA, the royalty is deducted before any cost recovery,
meaning it is payable even if the contractor has not yet recovered its expenses. For example, a country may
impose a 12 % royalty on gross oil production, with an additional “sliding scale” that raises the rate to 15%
once production exceeds a certain threshold. Practical application of royalty calculations requires accurate
“production measurement” and “price reporting”, as errors can lead to disputes and potential penalties. A
common challenge is the “valuation of in-kind royalty”, where the state receives a portion of the physical
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product rather than cash, necessitating clear procedures for “delivery”, “storage”, and "quality verification”.

Tariff is a regulated price schedule applied to the transportation or processing of hydrocarbons, often set by
a governmental authority or a pipeline operator. Tariffs may be “capacity-based”, charging per unit of
volume transported, or “service-based”, including fees for storage, blending, or ancillary services. For
instance, a pipeline may impose a tariff of $1.20 per barrel for crude oil transport, plus a $0.05 per barrel fee
for storage at the terminal. The tariff structure is typically published in a “tariff order” and may be subject to
periodic review. In practice, shippers must incorporate tariff costs into their commercial contracts, ensuring
that the total cost of delivery remains competitive. Challenges arise when tariffs are adjusted upward due to
regulatory changes or infrastructure upgrades, potentially eroding profit margins. Therefore, many contracts
incorporate “tariff escalation” clauses that allow for the passing of increased tariff costs to the off-taker,
often linked to a “cost-plus” formula.

Force Majeure is a contractual provision that excuses a party from performance when an event beyond its
reasonable control prevents or materially hinders the fulfillment of its obligations. Typical force majeure
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events include natural disasters, war, civil unrest, and governmental actions such as expropriation or the
imposition of trade bans. The clause will usually require the affected party to provide prompt notice,
demonstrate that the event qualifies as force majeure, and take reasonable steps to mitigate the impact. In
a PSA, a force majeure event might allow the contractor to suspend drilling activities without penalty, while
the state may be required to extend the contract term to compensate for the lost time. A frequent challenge
is the “interpretation” of what constitutes a force majeure event, especially when the event is partially
foreseeable or when the affected party is alleged to have contributed to the circumstances. To reduce
uncertainty, many modern contracts include “specific event lists” and “exclusion” clauses that clarify which
events are not considered force majeure, such as strikes or labor disputes.

Indemnity is a contractual promise by one party to compensate the other for losses, damages, or liabilities
arising from certain defined events. In oil and gas contracts, indemnity clauses often cover third-party
claims, environmental damages, and breaches of statutory obligations. For example, a contractor may
indemnify the state for any “pollution” resulting from the contractor’s operations, while the state may
indemnify the contractor for “expropriation” risk. Practical application requires careful drafting to ensure
that the scope of indemnity is not overly broad, which could expose a party to unlimited liability. A common
challenge is the “"cap” on indemnity, where parties may agree to limit the total amount payable under the
indemnity to a specific figure, such as the contract price or a multiple thereof. The enforceability of
indemnity caps can be contested in jurisdictions that view certain liabilities, such as gross negligence, as
non-capped by law.

Liquidated Damages are pre-determined monetary amounts that a breaching party must pay to the
non-breaching party for specific breaches, such as delay in delivery or failure to meet performance
milestones. The purpose of liquidated damages is to provide certainty and avoid the need for lengthy loss
assessments. In an EPC contract, liquidated damages might be set at $10,000 per day for each day the
contractor exceeds the completion date. The amount must be a genuine pre-estimate of loss and not a
penalty; otherwise, a court may refuse to enforce it. In practice, parties often negotiate “capped” liquidated
damages to limit exposure, and may also include “excusable delay” provisions that exclude certain events,
such as force majeure, from triggering the penalty. Challenges arise when the actual loss exceeds the
liquidated damages, prompting the non-breaching party to seek additional compensation, which can lead
to disputes over the adequacy of the pre-estimated amount.

Termination Clause outlines the circumstances under which either party may lawfully end the contract
before its natural expiry. Termination provisions may be “for cause”, such as material breach, insolvency, or
violation of law, or “without cause”, allowing either party to terminate upon giving a specified notice period.
In a PSA, termination for cause might be triggered by the contractor’s failure to meet a “minimum work
program” within the agreed timeframe, while termination without cause could be exercised by the state
after a ten-year notice period. Practical application of termination clauses requires the exercising party to
provide “notice of termination”, “cure periods” (if applicable), and a clear “settlement of accounts” that
addresses outstanding payments, cost recovery, and any accrued royalties. A major challenge is the
“valuation of assets” upon termination, especially when the field is still in development; parties must agree
on the method for calculating the value of partially completed infrastructure, which may involve

“independent valuation” or “joint assessment” mechanisms.
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Confidentiality provisions obligate the parties to protect proprietary information, trade secrets, and
commercial data disclosed during the course of the contractual relationship. In oil and gas contracts,
confidentiality is critical for safeguarding geological data, technical designs, and pricing terms. A typical
confidentiality clause will define “confidential information”, specify the “duration of confidentiality” (often
extending beyond the term of the contract), and outline permitted “disclosures”, such as to regulators or
auditors. Practical application often requires the parties to implement “information security” measures,
including restricted access, encryption, and non-disclosure agreements for third-party consultants. A
common challenge is the “scope of confidentiality” when information is already in the public domain or
when a party must disclose data to comply with legal orders; the clause must therefore contain “exceptions”
that balance confidentiality with legal obligations.

Scope of Work (SOW) is a detailed description of the tasks, deliverables, timelines, and performance criteria
that the contractor is expected to fulfill under a contract. In an EPC contract, the SOW will list all
engineering design packages, procurement specifications, construction activities, testing procedures, and
commissioning milestones. The SOW serves as the basis for measuring progress, issuing payments, and
assessing compliance. Practical application involves the development of a “work breakdown

structure” (WBS) that aligns each activity with a corresponding “milestone payment”. A significant challenge
is “scope creep”, where additional work is requested without appropriate adjustments to price or schedule.
To manage this, contracts often include “variation order” procedures that require written approval for any
changes to the SOW, along with an agreed method for pricing the variation.

Milestones are specific points in the project timeline at which certain deliverables must be completed, and
they are commonly linked to payment triggers. In a service contract, milestones might include “submission
of feasibility study”, “completion of drilling of the first exploration well”, and “delivery of the final production
report”. Each milestone is usually associated with a “percentage of the total contract value” that becomes
payable upon satisfactory completion. Practical application requires the parties to establish “acceptance
criteria” for each milestone, often documented in a “certificate of completion” signed by the client. A
frequent challenge is the “subjectivity” of acceptance criteria, which can lead to disputes over whether a
milestone has been achieved. To mitigate this risk, parties often incorporate “independent verification” by a

third-party engineer or auditor.

Risk Allocation is the systematic distribution of project risks among the contracting parties, based on their
ability to manage, mitigate, or absorb those risks. Effective risk allocation is a cornerstone of contract
negotiation, ensuring that each risk is borne by the party best positioned to control it. In a PSA, the state
typically assumes “political risk” and “expropriation risk”, while the contractor assumes “exploration risk” and
“cost overrun risk”. In an EPC contract, the contractor assumes “design risk” and “construction risk”, whereas
the owner retains “operational risk” after handover. Practical application involves the use of “risk registers”
that identify, evaluate, and assign responsibility for each risk. One of the main challenges is the “allocation
of residual risk”, which remains after all identifiable risks have been assigned; parties must decide whether
to retain the residual risk or to address it through insurance or contingency funds.

Title Transfer refers to the legal conveyance of ownership rights in the hydrocarbon resource or related
assets from one party to another. In a sale and purchase agreement, title transfer typically occurs at the
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“point of loading” or “delivery”, as defined by Incoterms such as FOB (Free on Board) or CIF (Cost, Insurance,
and Freight). The contract will specify the “"documents” required to evidence title transfer, such as a bill of
lading, a certificate of origin, or a transfer deed. Practical application demands careful coordination between
the seller’s logistics team, the buyer's procurement department, and the carrier to ensure that title transfer
aligns with customs and tax obligations. A challenge often emerges when the buyer fails to secure the
necessary “import licenses” in time, leading to a situation where the seller has delivered the cargo but the
title cannot be legally transferred, exposing both parties to potential loss. To address this, contracts may
include “title transfer safeguards” such as escrow arrangements or “conditional delivery” clauses.

Price Adjustment mechanisms are included in many oil and gas contracts to accommodate fluctuations in
market prices, inflation, or changes in cost indices. Common approaches include “indexation” to a published
price benchmark (e.g., Brent, Henry Hub), "escalation clauses” tied to a consumer price index, and “formula
pricing” that adjusts the price based on a set of variables such as “exchange rates” or “transport costs”. In a
long-term gas supply contract, a price adjustment clause might stipulate that the price will be reviewed
annually and modified according to the change in the Henry Hub price plus a fixed margin. Practical
application requires the parties to agree on the “data source” for the index, the “frequency of review”, and
the “methodology for calculation”. A frequent challenge is the “dispute over calculation” when the index
data is ambiguous or when the parties disagree on the applicability of certain adjustments, such as “tax
changes”. Clear, unambiguous language and the use of “independent auditors” for verification can reduce
the likelihood of such disputes.

Escrow is a financial arrangement where a third party holds funds or assets on behalf of the contracting
parties until predefined conditions are satisfied. In oil and gas contracts, escrow accounts are often used to
secure performance guarantees, such as the contractor’s obligation to restore the environment after
abandonment. For example, a PSA may require the contractor to deposit a sum equal to a percentage of
the projected de-commissioning cost into an escrow account, which will be released to the state upon
successful completion of the abandonment activities. Practical application involves the selection of a
reputable escrow agent, the drafting of an “"escrow agreement” that outlines the release conditions, and the
provision of “audit rights” to both parties. Challenges may arise if the escrow funds are insufficient to cover
the obligations, or if the release conditions are subject to differing interpretations, leading to potential
litigation. To mitigate these risks, contracts frequently include “additional security” provisions, such as
performance bonds or parent-company guarantees.

Performance Bond is a surety instrument issued by a bank or insurance company that guarantees the
contractor's performance under the contract. In the context of an EPC contract, a performance bond may be
set at 10 % of the contract price, providing the owner with recourse if the contractor fails to deliver the
project as stipulated. The bond remains in effect until the contractor fulfills all obligations, including the
defect-liability period. Practical application requires the contractor to obtain the bond from a reputable
surety provider, and the bond terms must specify the “events of default” that trigger a claim. A common
challenge is the "assessment of default”, especially when the contractor disputes the owner’s claim that the
work is defective. The bond may also be subject to “claims handling procedures” that require the owner to
provide detailed evidence of the breach, which can be time-consuming and costly. Therefore, many
contracts incorporate “dispute resolution” clauses that allow the parties to resolve performance issues

Read online: https://learnuni.com/guides/3017082/types-of-contracts- LearnUNI - 03 Aug 2026
in-oil-and-gas-industry



LearnUNI GUIDE

LEARNING SHOULD BE FREE

before invoking the bond.

De-commissioning Obligation is a contractual commitment that requires the operator to safely retire and
dismantle oil and gas facilities at the end of their productive life. The obligation typically includes the
removal of offshore platforms, plugging of wells, and site remediation. In a PSA, the de-commissioning
obligation is often expressed as a “percentage of the gross production” that must be set aside in a
“de-commissioning fund”. Practical application involves the preparation of a “"de-commissioning plan” that
is submitted to the regulatory authority for approval, and the allocation of financial resources to ensure that
the plan can be executed. One of the major challenges is the “uncertainty of future costs”, as inflation,
technological advances, and regulatory changes can significantly affect the final expense. To address this,
contracts may include “cost-escalation” provisions, as well as the requirement for periodic “financial
reviews" of the de-commissioning fund.

Joint Development Agreement (JDA) is a contractual arrangement in which two or more states or
companies agree to jointly develop a hydrocarbon reservoir that straddles their respective boundaries. The
JDA defines the “participation ratios”, the “governance structure”, and the “allocation of costs and
revenues”. For example, a cross-border field located between Country A and Country B may be developed
under a JDA that allocates 60 % of the production to Country A and 40 % to Country B, reflecting the
proportion of the reservoir located under each jurisdiction. Practical application requires the parties to
coordinate on “licensing”, "regulatory compliance”, and "taxation” across the different legal regimes. A
major challenge is the "harmonization of fiscal terms”, as each jurisdiction may have distinct royalty rates,
tax regimes, and environmental standards. Effective JDAs therefore include "dispute settlement”
mechanisms that specify the venue and law applicable to any disagreements, often opting for arbitration

under a neutral seat.

Strategic Alliance is a broader term describing a collaborative relationship between two or more entities
that share resources, technology, or market access without forming a separate legal entity. In the oil and
gas sector, strategic alliances may involve joint research and development projects, shared logistics
networks, or co-marketing arrangements. While not a contract type in the strict sense, the alliance is
typically governed by a “memorandum of understanding” (MOU) and a series of “implementation
agreements” that detail the specific activities. Practical examples include a national oil company partnering
with a technology firm to develop a proprietary drilling technique, with the agreement specifying
“intellectual property rights”, “revenue sharing”, and “confidentiality”. Challenges often revolve around the
“alignment of incentives”, as each party may have different strategic priorities, making the management of

expectations and performance metrics critical to the alliance’s success.

Off-take Agreement is a contract that obligates a buyer to purchase a defined quantity of product from a
producer, often used to secure financing for project development. The agreement will specify the “off-take
volume”, the “delivery schedule”, the “price formula”, and any “take-or-pay” provisions. For instance, a gas
field developer may enter into an off-take agreement with a utility that commits to buying 150 million cubic
feet per day for a period of 15 years, with a price linked to the average monthly Henry Hub price plus a
fixed margin. The off-take agreement serves as a “revenue guarantee” for lenders, enabling the developer to
obtain project financing on more favorable terms. A key challenge is the “credit risk” of the off-taker; if the
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buyer defaults, the project’s cash flow may be jeopardized. To mitigate this, contracts often include “security
provisions” such as letters of credit, parent-company guarantees, or “step-in rights” that allow lenders to
take control of the project in case of default.

Supply Chain Contract governs the procurement of goods and services required for the development and
operation of oil and gas facilities. The contract will outline the “specifications” of the supplied items, the
“delivery terms”, the “quality assurance” procedures, and the “payment schedule”. In an offshore project, a
supply chain contract may cover the provision of subsea equipment, topside modules, and specialized tools.
Practical application necessitates the coordination of multiple suppliers, often through a “vendor-managed
inventory” system that aims to reduce lead times and inventory costs. A frequent challenge is the
“management of long lead times” for critical equipment, which can cause project delays if not properly
synchronized with the construction schedule. To address this, contracts may include “penalty clauses” for
late delivery, as well as “performance bonds” that provide financial assurance to the buyer.

Environmental Impact Assessment Clause is a provision that obligates the contractor to conduct a thorough
study of the potential environmental effects of the proposed activities and to obtain the necessary
approvals before commencing work. The clause will specify the “scope of the assessment”, the “baseline
data” required, the "mitigation measures” to be implemented, and the “public consultation” process.
Practical implementation often involves hiring an independent consultancy to prepare the assessment
report, which must be submitted to the relevant environmental authority for review. A major challenge is
the “regulatory variability” across jurisdictions; some countries require extensive documentation and public
hearings, while others have more streamlined processes. Failure to comply with the assessment
requirements can lead to “project suspension” or “fines”, underscoring the importance of integrating the
assessment timeline into the overall project schedule.

Insurance Requirements are a set of mandatory coverages that parties must maintain throughout the life of
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the contract to protect against various risks. Typical policies include “property damage”, “business
interruption”, "third-party liability”, “environmental pollution”, and “war risk”. In a PSA, the contractor is
usually required to maintain “comprehensive hull and machinery” insurance for offshore vessels, as well as
“oil pollution liability” coverage up to a specified limit. Practical application involves the contractor
obtaining certificates of insurance, naming the state or the operator as an “additional insured”, and
providing “notice of cancellation” provisions. One of the key challenges is ensuring that the coverage limits
are sufficient to meet the potential exposure, especially in high-risk environments such as deepwater
drilling. To address this, contracts may require the parties to conduct “risk assessments” that inform the

selection of appropriate policy limits and deductibles.

Change Order Procedure defines the method by which modifications to the original contract scope, price, or
schedule are authorized. In an EPC contract, a change order may be triggered by “design changes”,
“regulatory updates”, or “client-requested alterations”. The procedure typically requires the requesting party
to submit a “change request” that includes a description of the change, the impact analysis, and a proposed
price adjustment. The other party then reviews the request, may negotiate the terms, and, if agreed, issues a
formal “change order” that amends the contract. Practical implementation demands a robust
“record-keeping” system to track all change orders and ensure that they are reflected in the project’s cost
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and schedule baselines. A common challenge is “dispute over valuation” of the change, especially when the
parties have differing views on the cost impact. To reduce contention, many contracts incorporate a
“pre-agreed pricing formula” for certain categories of changes, such as “price escalation” based on a specific
index.

Warranty is a contractual promise that the contractor’s work or supplied equipment will meet defined
performance criteria for a specified period after acceptance. In a production facility, the contractor may
provide a warranty that the plant will operate at a minimum efficiency of 95% for a period of 12 months
after commissioning. The warranty clause will outline the “remedies” available to the owner in case of
breach, such as repair, replacement, or monetary compensation. Practical application involves the owner
conducting “performance testing” at the end of the warranty period to verify compliance. A notable
challenge is the “definition of acceptable performance” when the operating conditions are variable; to
mitigate this, warranties often include “performance thresholds” that are measured under defined test
conditions.

Arbitration Clause designates arbitration as the exclusive method for resolving disputes arising from the
contract. The clause will specify the “arbitration institution”, the “seat of arbitration”, the “"governing law”,
and the "procedure” for appointing arbitrators. In the oil and gas sector, parties frequently select institutions
such as the International Chamber of Commerce (ICC) or the London Court of International Arbitration
(LCIA) due to their expertise in complex commercial matters. Practical implementation requires the parties
to be familiar with the chosen institution’s rules and to ensure that any “interim relief” needed during the
dispute, such as injunctions, can be obtained in the appropriate jurisdiction. A common challenge is the
"enforcement of arbitral awards” in jurisdictions that may not be signatories to the New York Convention,
which can complicate the collection of damages. To address this, contracts may include “choice-of-law”
provisions that align the arbitration with jurisdictions known for strong enforcement mechanisms.

Assignment Clause governs the ability of a party to transfer its rights and obligations under the contract to
a third party. In many oil and gas contracts, assignment is restricted and requires the consent of the
non-assigning party, particularly when the contract involves strategic assets or confidential information. For
example, a PSA may allow the contractor to assign its interests to an affiliated entity, provided that the state
is notified and does not object within a specified period. Practical application involves drafting an
“assignment notice” that details the assignee, the scope of the transferred rights, and any conditions
attached to the assignment. A significant challenge is the “potential impact on contractual performance”
when the assignee lacks the technical or financial capability to fulfill the obligations, leading the other party
to seek termination. To safeguard against this, assignment clauses often contain “financial covenants” that
require the assignee to meet certain credit ratings or provide guarantees.

Force Majeure Notification Requirement is a procedural element that obliges the party invoking force
majeure to promptly inform the other party of the occurrence, its anticipated impact, and the steps being
taken to mitigate the effect. The clause may specify a minimum notice period, such as “within five business
days” of the event, and may require the provision of supporting documentation. In practice, a contractor
affected by a hurricane would issue a force majeure notice detailing the damage, expected downtime, and
an estimated timeline for resumption of work. A recurring challenge is the “subjectivity of the notice
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content”, as parties may dispute whether the provided information is sufficient to justify suspension of
performance. To reduce ambiguity, many contracts include a “template” for the notice and a "right to
inspect” provision that allows the non-affected party to verify the circumstances.

Tax Gross-Up Clause addresses the situation where a change in tax law increases the tax burden on one
party, requiring the other party to compensate for the additional cost to preserve the original economic
balance. In a PSA, a tax gross-up may be triggered if the host government imposes a new royalty or an

increased corporate tax rate. The clause will stipulate that
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