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ABSTRACT

Buy-back contracts in the oil and gas sector, like other contracts in the field of foreign investment, possess distinct scopesand
legal foundations thatare shaped within each country based on existing regulations and bilateral agreements concluded by the
contracting parties. However, the central issue that the authors of the presentarticle seek to explore is: What is the legal scope
and basis of buy-back contracts in the oil and gas domain within the framework of international law and Iranian legal system?
Accordingly, this study, employing a descriptive and analytical method and relying on library sources, investigates the
dimensions of the subject. In addressing this issue, it must be noted that the scope and legal basis of such contracts can be
examined in accordance with the legislative policies of countries, such as Iranian law, as aligned with Islamic jurisprudence and
prevailing legal provisions. In certain cases, however, established judicial practice may also govern the interpretation and
application of such contracts. The legal foundations underpinning buy-back contracts and modern petroleum contract models
can be identified in elements such as the harmonization and standardization of petroleum contracts, the obligation to provide
guarantees for both parties in oil agreements, and the expansion of commercial relations.

Keywords: contract, buy-back, oil, gas, new petroleum contract models.
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N.V.O.C. wishes to engage Contractor to provide the
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behalfandin the name of N.1.0.C, within the Contract
Area.
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The concept of buy-back contracts, especially
in the domain of oil and gas industries, reflects



a distinctive contractual framework shaped by
both domestic legislative orientations and the
exigencies of international legal standards.
These contracts, typically employed in the
context of foreign investment, are structured
to navigate restrictions on ownership rights
over natural resources while facilitating access
to critical financial and technical capacities.
Rooted in countertrade practices, buy-back
arrangements involve the provision of
technology, services, or capital by a foreign
contractor, with remuneration being derived
from the produced hydrocarbons. However,
these contracts diverge from traditional
countertrade = models by  embedding
mechanisms for cost recovery, profit margins,
and technical guarantees from the project's
output, distinguishing them from mere barter
or service contracts (Ashrafzadeh & Tarem Sari,
1991; Hatami & Karimian, 2014). In Iran,
significant regulatory transformations
occurred following the perceived
shortcomings of earlier buy-back models. The
Ministry of Petroleum, leveraging legal
authorizations, initiated a strategic revision of
the buy-back regime, culminating in the
development and approval of new petroleum
contract frameworks in 2015, seeking greater
alignment with modern practices while
upholding constitutional constraints on
resource ownership (Nikbakht & Arian, 2015).
A foundational legal principle underlying buy-
back and other petroleum contracts is the
pursuit of harmonization across legal systems
governing such agreements. Scholars have
emphasized the importance of developing
unified principles within oil and gas contracts,
particularly due to the diversity of legal
traditions—ranging from civil law to common
law systems—that oil-rich Islamic nations
interact with (Shiravi, 2016; Shoarian & Torabi,
2010). Harmonization efforts aim to facilitate
foreign investment, enhance legal
predictability, and reduce transaction costs.
Nonetheless, challenges persist, especially

concerning the integration of Islamic legal
precepts with secular international contract
standards. The jurisprudential resistance to
practices deemed incompatible with Sharia,
such as interest-bearing financing, adds
complexity to contractual convergence. In
response, legal scholars propose that Islamic
jurisdictions develop codified principles
reflective of their legal values yet compatible
with international norms. Iran’s civil code and
its constitutional mandate, which requires
ratification of international treaties by the
Parliament and scrutiny by the Guardian
Council, introduces legal checks that limit the
automatic applicability of unified
international codes, unless certain public
policy, moral, and procedural thresholds are
met (Jalali & Shakouri, 2013; Katouzian, 2005).
These conditions underscore the dual
necessity of respecting internal legal
sovereignty while also fostering cross-border
contractual engagement, particularly in
sectors as globally integrated as oil and gas.

One of the critical mechanisms embedded in
petroleum contracts—both traditional and
reformed models—is the requirement of
contractual guarantees and warranties, which
serve to instill confidence among parties
regarding the enforceability and stability of
obligations. The  clauses  concerning
representations and warranties address the
accuracy of financial, technical, and legal
information disclosed by the parties and are
enforceable through compensation clauses in
case of breach (Hatami & Karimian, 2014).
These provisions typically include
performance bonds, advance payment
guarantees, and retention money instruments.
In buy-back and modern contracts, warranties
may also pertain to the absence of pending
legal obligations vis-a-vis host governments,
such as tax liabilities or environmental
compliance, which if unmet, can disrupt
project execution. Such contractual clauses
mirror practices in international commercial
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transactions where legal risk allocation plays a
central role. Particularly in Build-Operate-
Transfer (BOT) structures, the layering of
guarantees extends to loan repayments, with
creditors often seeking recourse via escrow
accounts, lien on project assets, or insurance
endorsements. These legal instruments are
pivotal not only for risk mitigation but also for
facilitating the financial closure of capital-
intensive petroleum ventures,  thus
highlighting the intertwined nature of legal
architecture and commercial feasibility (Clyde
& Schmitthoff, 2012; Etemadi, 2005).

The role of trade liberalization and expansion
of cross-border energy cooperation is another
cornerstone underpinning the rationale and
legal design of buy-back and similar contracts.
The transnational nature of hydrocarbon trade
necessitates legal adaptability to multiple
jurisdictional regimes, often requiring
sophisticated conflict-of-laws approaches.
Given the involvement of state-owned
enterprises, multinational corporations, and
sovereign governments, these contracts must
conform not only to commercial law but also
to public international law principles
regarding sovereignty over natural resources.
This duality has led to the incorporation of
clauses safeguarding state ownership while
allowing for private participation in
exploration, development, and production
activities. The historical trajectory of trade law
in Europe, from medieval merchant customs
to contemporary international commercial
law, provides insights into how such hybrid
legal frameworks evolved. Within Islamic
jurisdictions, the influence of classical figh
(jurisprudence) is evident in categorizing
extractive resources as either public property
or as subject to usufruct rights depending on
their visibility and accessibility (Ansari Moein,
2016; Bukhari, 1981). These historical and
comparative perspectives demonstrate the
necessity for contract models like buy-back to
remain adaptable, striking a balance between

attracting foreign capital and preserving
national control over strategic assets.

From a jurisprudential perspective, the
position of oil and gas contracts within Iranian
law mustbe evaluated through the lens of both
Islamic jurisprudence and the secular legal
framework. @ The  dichotomy  between
ownership rights over subsoil resources and
the permissibility of contractual exploitation is
the subject of considerable scholarly debate.
Some jurists, particularly within Shi'a
jurisprudence, recognize  the state's
prerogative to exploit natural resources for the
public benefit, allowing for contractual
delegations that do not equate to ownership
transfers (Gerami, 2000; Ibn Babawayh, 1983).
This perspective aligns with the constitutional
interpretation that national resources are
public property, and any delegation of
development rights must preserve state
ownership and control. Moreover, Iran’s legal
history reveals how successive legislative
enactments—such as the 1901 D’Arcy
concession and the nationalization of the oil
industry in 1951—have shaped the contractual
landscape. Contemporary Iranian oil contracts
reflect these historical tensions, aiming to
maximize national benefit without breaching
the constitutional prohibition against foreign
ownership of natural resources (Etemadi,
2013; Sharifi, 2016). Consequently, while
contracts like buy-back do not transfer
ownership, they must carefully navigate the
legal boundary  between  permissible
exploitation and impermissible alienation.

At the international level, the structural design
of buy-back contracts has been refined to
achieve multiple objectives: risk allocation,
resource sovereignty, and technological
advancement. In Iran’s case, such contracts
have been instrumental in attracting capital
while  retaining state ownership  of
hydrocarbons. = The international legal
community views these arrangements as
hybrid constructs—bearing traits of both



service contracts and joint ventures—though
leaning more towards the former due to their
rigid cost recovery structure and lack of
production  sharing mechanisms. The
evolution of these contracts into the “new
petroleum contract models” introduced post-
2015 reflects Iran’s strategic reorientation
toward more commercially viable frameworks
that also emphasize local content, technology
transfer, and field recovery enhancement
(Nikbakht & Arian, 2015; Rahimi, 2016). These
models permit longer contract durations and
improved fiscal terms, aiming to enhance
investor confidence while satisfying domestic
legal requirements. Importantly, while they
maintain the ban on foreign ownership, they
do allow for greater managerial roles for
international companies in project
implementation. As such, these contracts
signify a shift toward global best practices,
albeit within the constraints of national
legislation and ideological boundaries.

In conclusion, the legal status and foundations
of buy-back contracts in the oil and gas sector
are deeply embedded in a complex
intersection of domestic law, international
norms, economic imperatives, and religious
jurisprudence. While Iran’s contractual
models have evolved in response to internal
reforms and global standards, they continue to
be defined by the necessity to preserve
resource sovereignty, ensure legal and
financial safeguards for all parties, and foster
long-term  development through legal
innovation. The transition from classical buy-
back models to new petroleum contract
frameworks demonstrates a strategic attempt
to reconcile constitutional mandates with the
practical needs of international energy
cooperation. As such, these contracts do not
merely serve as legal instruments but embody
a nuanced negotiation between law, economy,
and national identity.
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