© 2025 the authors. This is an open access article under the terms of the Creative Commons Attribution-NonCommercial 4.0 International (CC BY-NC 4.0) License.

Submit Date: 24 April 2025
Revise Date: 30 July 2025
Accept Date: 07 August 2025
Publish Date: 06 January 2026

The Encyclopedia of Comparative Jurisprudence and Law

Explanation of the Principles Governing Buyback Contracts in the Field of
Oil and Gas with Consideration of New Models

Mohamad Rashki', Hosein Miri*2, Ali Akbar Esmaeili’

1. Department of Law, GO.C., Islamic Azad University, Gorgan, Iran.
2. Department of Law, GKM.C., Islamic Azad University, Gonbad-e Kavus, Iran.

* Corresponding Author's Email: Hosein.Miri@iau.ac.ir

ABSTRACT

In order to advance and harmonize buyback contracts and oil and gas agreements, numerous laws and regulations have been
enacted to standardize these contracts. Among them are buyback contracts and the new model of oil contracts ratified in 2015,
which incorporate various legal principles and rules. These principles include the principle of contractual freedom, the principle
of good faith, the principle of trust and confidentiality of information, the principle of contractual relativity, the principle of
contractual binding force, the principle of the necessity of attracting foreign investment in the oil and gas industry, the principle
of host-state sovereignty over natural resources and its expansion, the principle of sovereignty over natural resources and the
stabilization clause in petroleum contracts, along with dozens of other principles that can be examined within buyback contracts
and the new oil contract models. Consequently, buyback contracts outline the general principles of petroleum agreements,
whereas the new petroleum contract models introduce a different approach, emphasizing principles such as the optimal increase
of oil and natural gas production capacity—particularly in joint fields—and the integrated implementation of exploration,
appraisal, development, production, and operation projects throughout the entire life cycle of the field. Therefore, the present
article, using a descriptive-analytical method, aims to examine the foundational principles governing buyback contracts in the oil
and gas sector with a particular emphasis on the new petroleum models. The findings indicate that the foundational principles
governing buyback contracts in the oil and gas sector are rooted in the goal of standardizing and harmonizing this type of
contract.
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EXTENDED ABSTRACT
The growing need to harmonize petroleum

contracts in resource-rich states has led to a
broader legal and policy shift toward
standardization, contractual optimization, and
long-term governance stability within the oil
and gas sector. In this context, buyback
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contracts in Iran have become a central model,
balancing the state’s sovereign ownership of
hydrocarbons with the technical and financial
capabilities of foreign investors. The article
investigates the foundational principles
governing these contracts and places
particular emphasis on the emergence of the
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new generation of petroleum contract models
introduced in recent years. The evolution of
these agreements reflects deeper economic,
legal, and institutional considerations,
including the requirements of financial
justification and risk allocation, which the
Supreme Economic Council reviews before
endorsing contractual frameworks based on
indicators such as investment magnitude,
contract duration, interest rates, repayment
mechanisms, cash-flow structure, and
profitability (Nikbakht & Ariyan, 2015). By
embedding these financial criteria into
upstream contracting, policymakers aim to
ensure that both technical efficiency and
economic viability remain structurally
enforced within contractual obligations. The
article situates these principles within the
broader landscape of petroleum law,
illustrating how the legal reforms governing
buyback frameworks reflect a deliberate
movement toward aligning contractual
modalities with  state-driven  strategic
objectives.

A central concept analyzed in the article is that
of sustainable or safeguarded extraction, a
technical-legal principle that shapes the
operational conduct of contractors across the
lifespan ~ of  hydrocarbon  reservoirs.
Sustainable extraction (bardasht-e sayanati)
is inherently multidisciplinary, integrating
engineering-based reservoir optimization
methods with economically driven value-
maximization strategies. As described in the
literature, safeguarded extraction is a highly
complex concept  within petroleum
engineering, involving the enhancement of
recovery factors and maximizing the
percentage of hydrocarbons extracted during
the productive life of a reservoir (Derakhshan,
2002). This model requires contractors to
implement technical measures that align with
long-term reservoir health rather than short-
term output maximization. At the same time,
the economic approach to safeguarded

extraction emphasizes maximizing net present
value and ensuring the highest attainable
profitability from development investments
within the shortest feasible timeframe
(Derakhshan, 2002). The article explains that
Iranian petroleum law integrates both
perspectives, creating a hybrid technical-
economic approach grounded in legal
mandates (Nikbakht & Ariyan, 2015). This
alignment of engineering and financial
considerations strengthens the foundation of
buyback and new-model petroleum contracts,
ensuring that extraction policies remain both
fiscally prudent and technically sustainable
while upholding the sovereign interest of the
state.

The article next investigates the broader
taxonomy of petroleum contracts,
emphasizing that the classification of
upstream agreements depends on how each
model structures the legal relationship
between the host state and foreign investors.
Key variables include ownership over
reservoirs, methods of field development,
financing structures, investor rights regarding
installations, = marketing and  export
procedures, entitlement to  produced
petroleum, and the mechanisms of reciprocal
payments between the investor and the state
(Nikbakht & Musavi, 2015). This classification
not only reflects contractual diversity but also
reveals the underlying principles that justify
the adoption of specific contractual patterns
within national legal frameworks. In this
setting, buyback contracts are defined
conceptually through their linguistic origin:
the English term “buyback,” referring
technically to an agreement for repurchase of
production or goods (Clive, 2012). By
grounding the definition in its linguistic and
functional origins, the study clarifies how the
buyback concept serves as a mechanism
through which the state retains ownership of
natural resources while permitting an investor
to undertake development activities under



strictly controlled terms. The article builds on
these foundations to explain why Iran’s
petroleum sector adopted buyback models as
the primary contractual structure for
upstream projects for decades, before later
introducing more flexible and integrative new
contract models that maintain sovereign
authority while enhancing investor appeal.
Another key dimension of the analysis
concerns the integration of social
responsibility and environmental risk
assessment into the contractual obligations of
petroleum agreements. The article highlights
that the inclusion of social and environmental
impact considerations within the Council of
Ministers’ resolution on new contract models
marks an important shift toward embedding
corporate social responsibility principles
directly into the legal framework governing
upstream operations. As referenced in the
literature, incorporating CSR obligations into
petroleum contracts provides a strong legal
foundation for ensuring that large-scale oil
projects address the social, environmental,
and cultural consequences of development
activities  (Spence, 2011). The article
underscores that petroleum projects often
involve high-risk and high-impact operations
that may  affect biodiversity, local
communities, safety standards, livelihood
patterns, and heritage sites. This necessitates
thorough assessment and monitoring
mechanisms to protect local populations and
ecosystems (Nikbakht & Ariyan, 2015). By
embedding these obligations into the
structural principles of new model contracts,
the legal framework supports a more holistic
approach to petroleum development—one that
balances economic imperatives with ecological
and sociocultural stewardship.

In addition to conceptual, financial, and
environmental  principles, the article
emphasizes state-level strategic
considerations, particularly regarding risk
allocation and government responsibility. The

new generation of contracts in Iran purposely
avoids offering state guarantees for
contractual obligations, whether by the central
government, the Central Bank, or state-owned
banks. This approach aligns with the strategic
intent of oil-producing states to attract foreign
investment while minimizing the fiscal burden
and sovereign risk exposure associated with
massive upstream projects. As highlighted in
the main text, states prefer to pursue large-
scale petroleum development with the lowest
possible level of government obligation,
primarily because their objective in upstream
agreements is to secure external capital inflow
rather than increase public liabilities
(Nikbakht & Ariyan, 2015). This contractual
design allows governments to redirect
financial resources to other economic sectors

while still advancing hydrocarbon
development using external investment
capital (Nikbakht &  Ariyan, 2015).

Furthermore, the article explains that cost
recovery and contractor remuneration are
strictly limited to revenues generated by the
developed field itself, thereby reinforcing the
self-financing nature of buyback-type
agreements and reducing state exposure to
financial risk. These principles form part of the
broader matrix of legal and economic
considerations that shape Iran’s petroleum
contract architecture.

In conclusion, the extended analysis
demonstrates that the principles governing
buyback contracts and the new petroleum
contract models represent a deliberate
convergence of legal doctrine, economic
rationale, technical engineering
considerations, environmental responsibility,
and state-level strategic interests. The study
shows that these principles work collectively to
create an integrated contracting framework
capable of balancing sovereign resource
control, investor participation, financial
discipline, environmental stewardship, and
long-term sustainability. The article ultimately
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conveys that the modernization of petroleum
contract principles in Iran reflects a structural
rethinking of how the state interacts with
foreign investors within the strategic domain
of natural resource development, and that
these evolving models highlight a broader
trend of harmonization, optimization, and
legal standardization in the governance of oil
and gas extraction.
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