February 6, 2009

Key Items of Discussion at the January 28, 2009 Early Morning Session 

                               MATRIX OF WELL OPERATING CHARGES

The key items of discussion indicated that very few types of well charges are the subjects of dispute. The benefit of the discussion was mainly to hear questions and receive feedback on items of concern, and items where clarification is required.

Items of Concern are in most cases not cut and dried. The governing agreements and procedures may not provide the answers. These are: 

i) Overhead vs. Administration Charges

Most seem to agree that the overhead rates charged by the joa operator, as allowed under PASC Article III, is compensation to operator for many functions including production reporting. There is some concern that when operator engages a contract operator and accepts the contract operator’s well administration fee, that fee does, to some extent, cover the overhead that joa operator is charging to the joint account.     

Whether or not the joa operator should charge the well administration fee to the joint account was supported on the “yes” side from an operational perspective. It was explained that the administration fee (which is not defined in the PJVA model contract operating agreement) covers more than just production reporting. Also, the operator’s overhead fee (which is explained in PASC Accounting Procedure Article III) is compensation for more functions than production reporting. 

The consensus was that the operator’s practice of charging well administration fees to the joint account and also charging the well overhead fee, often requires an explanation in the joint venture accounting process but is usually not disputed. That is; if there is a double dipping to some extent it is difficult to quantify and typically accepted by the non-operator parties. 

ii) The JOA Operator’s Right to Enter Into a Contract Operating Agreement

There was consensus that the joa operator is within its right to enter into the agreement. Although It would be unusual for joa operator to seek prior approval of the non-operator parties, it was suggested that if a non-operator is the candidate to be contract operator it may be appropriate to have this approved by the joa parties as a matter of importance.  

iii) Contract Operating Agreement Income

The question arises- should contract-operating income be for the contract operator’s sole account? The discussion broke this down to the income from both components of the contract operating charges and the suggestions were: 

The income from the operating charge (i.e. $600/well/month) may be for a particular Plant or field joint account if joint account resources - people and vehicles, are providing the operating service. 

The income from the operating charge may be for the operator’s sole account if the resources providing the service are not joint operations resources. 

It was mentioned that many scenarios exist and the contract operator, for a specific operation, will have the information available to decide on the best practice for booking the income related to the operating charge. 

The well administration fee income is typically for the contract operator’s sole account. The exception would be where the administration services are provided using joint operations resources at a Plant or in the field. The contract operator should decide what is the best practice under the circumstances, for booking the income.   

iv) Production Allocation Rework Charges 

The question arises- who should bear the cost of reworking the production allocation to correct errors? There are situations where the contract operator is charging well administration fees and the downstream facility operator at a Plant may also be charging administration fees, part of which is compensation for doing the production reporting function. 

In a situation where upstream measurement and / or allocation errors occur and a significant rework of data and resubmission of production reports is required by the downstream Plant operator, who should pay for conducting the rework?

When such errors are beyond the control of Plant operator and impact on Plant operator’s facility reporting and product allocation, which parties should share in the cost of the rework? 

There doesn’t appear to be an answer that would fit all cases. The situation that created the need for the rework was most likely initiated at a defined source. Assuming that the rework will allow the Plant operator to adjust produced volumes, products or revenue between the source producers, a cost sharing /settlement agreement may have to be developed to also include paying for the rework.  

v) Other Charges

Several types of charges, which have not been explained on the Matrix, were discussed and it was the consensus that these are “special” and may have to be provided for in specific agreements. The contract well operating agreement may not be the agreement that governs some of these charges. 

Examples discussed are: 

    A contract operator or the facility operator may perform well gas analysis -when not performed by the well licensee. The cost of a single analysis is significant and not usually something that the contract well operator or facility operator is expected to absorb in an administration fee. The consensus was to define such charges in the appropriate Contract Operating or Gas Handling Agreement and clarify how the cost is to be handled. 

There are several options; the lab could be asked to bill well licensee / joa operator directly and the charge would then go to the joint account. The contract operator may pay the lab and recover as an “Other Charge” under Exhibit “B” of the Contract Operating Agreement. The Plant operator may provide for such charges under the gas handling or CO&O agreements.  

Gas Chart- Supply and Reading- seems to be covered by the “Other Charges” paragraph in the Contract Operating Agreement- Exhibit “B”  (assuming the PJVA 2003 model is being used). That is- the cost is recoverable by the contract operator.  

Common Stream Operating Charges- are typically outside of the scope of the well contract operating agreement. 

The common stream operator, being the party engaged by NGTL (for example) to manage the sales gas allocation at an NGTL Receipt Point is not necessarily the operator of the wells delivering to the related Plant. The Plant operator may not be the common stream operator. 

The consensus is that a cso charge should be governed by a separate cso agreement or by a provision in the Gas Handling Agreement. It is possible that the Plant CO&O Agreement governs the function of Plant operator as cso. 
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