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How to Get AlignmentHow to Get Alignment

• Organisational alignment
“One of the best ways to achieve alignment at y g
the top levels of an organisation is to have 
shared goals and accountability for the key 
strategic goals”

“Not only do goals and objectives have to be 
li d b t l ti daligned but also processes, practices and 

policies need to be consistent with the 
direction that the company wants to go”direction that the company wants to go

Source: http://www.articlesbase.com/management-articles/organizational-alignment-1076014.html
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Operator GoalsOperator Goals

• What is the key goal of an operator?
– Increase revenue
– Reduce costs

• Produce oil at lowest $/bbl• Produce oil at lowest $/bbl 
• How do we do this on AL?

Mi i i i t d ti– Minimise equipment downtime
– Minimise intervention frequency
– Ensure equipment producing optimally
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AL Contract Evolution AL Contract Evolution 

• Evolution
– Straight purchaseg p
– Lassalle pioneered 

runlife based 
contracts (‘88)

– Evolved into runlife, 
performance based, 
incentive models 
( d(capped or 
uncapped)
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AL ContractsAL Contracts

• Runlife based contract 
– Where well access 

difficult or high cost
• Remote locations 

(Alaska)
• Offshore

Subsea• Subsea
– Long runlives desirable

R lif f d• Runlife focus good 
solution
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AL ContractsAL Contracts

• Runlife based contract 
– Operator with 105 Av Oil / well (bbls) 500

Oil Price 50p
wells, 

• average production 500 

Oil Price 50
Prod/hour (bbls) 20.83333333
$/hr 1041.666667

bopd
• 40 hours unplanned 

downtime per day

Hrs Down
Per Day

Productio
n (bbls)

Production
Value ($)

Monthly
Production
Value($)

0 0downtime per day
• Monthly loss $1.22MM

• No incentive for AL

0 0
10 208 10,417 316,667
20 417 20,833 633,333
30 625 31,250 950,000
40 833 41 667 1 266 667• No incentive for AL 

supplier to reduce 
downtime

40 833 41,667 1,266,667
50 1,042 52,083 1,583,333
60 1,250 62,500 1,900,000
70 1,458 72,917 2,216,667
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AL ContractsAL Contracts

• Runlife based contract
– ESP running 3 yearsg y
– Undiagnosed production 

loss over life
– Loss to operator $30MM
– How many wells have y

such problems?
• No incentive for ALNo incentive for AL 

supplier to recognise 
problem

EuALF 2010 Aberdeen                                                                                                                8

problem



What Next?What Next?

• When focused on runlife
– Not focused on 

Production

production
• Do we have aligned 

objectives betweenobjectives between 
supplier and operator?

• Does this give us lowest• Does this give us lowest 
$/bbl?

• What other contracting• What other contracting 
philosophy could we 
use?
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What Next?What Next?

• Evolution
– In order to align g

supplier and operator 
objectives…. 

Focus on 
PRODUCTION !
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How it Would WorkHow it Would Work

• What it is
– A method to align 

• What it’s not
– Asking supplier to take 

objectives
– A way to compensate 

supplier for the true

reservoir risk

supplier for the true 
value they provide

– A payment for every 
barrel of fluid 
produced

• Needs to be fluid not oilNeeds to be fluid not oil
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How it Would WorkHow it Would Work

• Applicable
– Known well conditions

• Why would work
– Encourages better 

– Mature fields
– Challenging 

environments

cooperation and 
improved planning

– Focus on downtimeenvironments
– Where rigs available

• Not applicable

Focus on downtime 
avoidance

– Focus on total • Not applicable
– New wells
– New fields

operating cost $/bbl
– Only true alignment

e e ds
– Wells with difficult, or 

costly rig access
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Finding the Right PartnerFinding the Right Partner

• How do we pick a  
partner ?p

• Usually not just 
priceprice…
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Finding the Right PartnerFinding the Right Partner

Can we move beyond lowest cost?
1. Equipment not the same – one supplier’s q p pp

equipment may be superior.
2. What is the competence of personnel / p p

experience from other areas? 
3. Implement technical solutions  - may have a 

higher front end cost .

A lot of these issues disappear if objectives 
aligned and compensation based on production
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ConclusionsConclusions

• Current contracting models are not aligned with 
operator drivers

• Incentive contracts have not evolved in 22 years
• It is proposed that a payment per barrel of fluid 

produced would result in aligned contractual 
objectives

• Are we ready for a change….?
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