Comparative Studies on Islamic Countries Law

®

TN
Iranian Association
of Constitutional Law

Print ISSN: 2980-8006  Online ISSN: 2980-8014

Tlam University

Homepage: https://Ics.ilam.ac.ir

Comparative Study of the Principles and Foundations Governing Oil

Contracts in the Laws of Iran and Iraq

Razieh Abdossamadi', Ahmad Honardoust’

1. Assistant Prof. of Law, Faculty of Law and Theology, Ashrafi Esfahani University, Isfahan ,Iran. (Corresponding Author)

Email: rsamadi.ir@gmail.com

2. MA. in in Private Law, Faculty of Law and Theology, Ashrafi Esfahani University, Isfahan ,Iran.

Email: ahmad_honardoust@yahoo.com

Article Info

ABSTRACT

Article type:
Research Article

Article history:

Received 14 Sep 2025
Received in revised form 15
Sep 2025

Accepted 11 Nov 2025
Available online 22 Sep 2026

Keywords:

Oil Contracts,

Iranian Law,

Iraqi Law,

Legal Principles,
International Company.

Oil contracts, as one of the most important legal instruments in the oil and gas industry, play a
significant role in the economic development of resource-rich countries. These contracts are
governed by specific legal principles and foundations that vary from country to country, depending
on their legal system and economic policies. Given their long-term nature, oil and gas contracts
often become a battleground for conflicting interests between international oil companies
and host governments. This characteristic can render such contracts vulnerable to unforeseen
political, economic, and legal changes between the time of signing and completion. Consequently,
contracting parties tend to employ mechanisms to maintain the economic balance established from
the contract’s initiation to its fulfillment. This paper conducts a comparative study of the principles
and legal foundations governing oil contracts in Iran and Iraq. By examining general principles
such as balanced interests, transparency, risk management, state sovereignty over natural resources,
and international cooperation, the research analyzes the differences and similarities in the legal
frameworks of the two countries while identifying the nature of such contracts. In Iran, oil contracts
are regulated under laws such as the Petroleum Law of 1987 and the Constitution (Articles 44
and 45), with common models including buyback agreements and production sharing contracts.
In Irag, the Oil Law of 2007 and the Constitution (Article 111) define the legal framework, with the
dominant models being production sharing contracts and technical service agreements. Common
challenges include political instability, financial and technical risks, and conflicts between federal
and local laws in Iraq. The paper concludes by offering recommendations such as enhancing
transparency, developing risk management mechanisms, and increasing contract flexibility,

proposing solutions to improve the legal frameworks of both countries.
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Extended Abstract
Background and Aim

Petroleum contracts constitute among the most important legal instruments in the oil and gas
industry and play a significant role in the economic development of hydrocarbon-rich countries.
Due to their long-term nature, these contracts regulate the legal and economic relations between
host governments and foreign oil companies over extended periods and are therefore particularly
vulnerable to unforeseen political, economic, and legal changes. Such changes may disrupt the initial
economic equilibrium of a contract and give rise to conflicting interests and disputes between the
parties. Accordingly, determining the governing principles of petroleum contracts and establishing
mechanisms to preserve contractual equilibrium, safeguard national interests, and provide legal
certainty for foreign investors are of fundamental importance. Iran and Iraq, despite their historical
and geographical similarities and abundant oil resources, have adopted different approaches to
regulating contractual relations with foreign companies. This study aims to comparatively examine
the governing principles of petroleum contracts in Iran and Iraq, analyse the legal foundations
governing relations between governments and foreign investors, and identify the strengths and

challenges of each legal system.

Materials and Methods

The study is applied in terms of its purpose and adopts a descriptive-analytical and comparative
approach in terms of its nature and methodology. The research data were collected through library
and documentary research, including an examination of laws and regulations concerning natural
resources and petroleum contracts, constitutional principles, contractual models, and relevant
legal instruments in Iran and Iraq, together with authoritative legal and economic sources. The
comparative analysis focuses on governmental sovereignty over natural resources, the participation
of foreign companies, the degree of contractual flexibility, dispute resolution mechanisms, protection
of foreign investment, risk allocation, and the preservation of national interests. The analysis was
conducted in three stages. First, the legal and economic foundations of petroleum contracts in the
two countries were examined. Second, the structure and characteristics of the contractual models

adopted in Iran and Iraq were analysed. Third, the similarities and differences between the two



systems were comparatively assessed with respect to resource sovereignty, foreign investment,

contractual flexibility, dispute resolution, and risk management.

Findings

The findings indicate that, within the Iranian legal system, national sovereignty over natural resources
constitutes one of the fundamental principles governing petroleum contracts. Articles 45 and 81 of
the Constitution of the Islamic Republic of Iran recognise public ownership of natural resources and
address restrictions concerning the granting of concessions to foreign individuals and companies.
This approach is reflected in buyback contracts, which became one of the principal contractual models
used in Iran following the Islamic Revolution. Under this model, primary control over exploration
and production operations remains with the government and national oil companies, while foreign
companies primarily participate as contractual service providers. Although this structure provides
a significant advantage in terms of preserving national sovereignty and governmental control over
petroleum resources, relatively restrictive contractual conditions and the impact of international
sanctions have created substantial challenges for Iran in attracting foreign capital and technology.
By contrast, following 2003, Iraq adopted a more flexible approach to foreign participation in the
petroleum sector, largely in response to the political and economic circumstances arising from war
and the need to reconstruct its oil industrylraq's contractual framework, influenced by international
standards in the petroleum industry, has placed greater emphasis on utilising the capital, technology,
and expertise of foreign companies and has employed technical service contracts and certain hybrid
contractual arrangements. This difference demonstrates that, although both countries recognise
the preservation of national interests and sovereignty over petroleum resources as fundamental
objectives, they differ considerably in the methods through which these objectives are pursued and
in the degree of flexibility afforded to foreign investors. Drawing upon its historical experience with
foreign oil companies, Iran has adopted a more cautious and controlled approach, whereas Iraq's
urgent need to reconstruct its petroleum industry has encouraged greater acceptance of international
standards and contractual flexibility. The differences between the two systems are also evident in the
field of dispute resolution. Iran places greater emphasis on domestic mechanisms and the limitations
arising from its domestic legal framework, whereas Iraq has demonstrated a greater inclination
toward international arbitration mechanisms. An examination of the challenges confronting the two
systems indicates that international sanctions, contractual restrictions, and difficulties in accessing

foreign capital and technology constitute major obstacles to the development of petroleum contractual
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relations in Iran. In Iraq, although greater contractual flexibility has contributed to attracting foreign
investors, the country continues to face challenges including external political influence, institutional
instability, and domestic disputes concerning the distribution of petroleum resources among regions
and provinces. These circumstances demonstrate the need to reconsider existing contractual models
and align them with developments in the global petroleum industry and the requirements of domestic

law.

Conclusion

The findings demonstrate that neither the Iranian nor the Iraqi contractual model can be regarded as
universally optimal, as each has developed in response to its particular historical, political, economic,
and legal circumstances. An effective petroleum contractual framework must strike a balance
between two fundamental objectives: attracting foreign capital and technology while preserving
national sovereignty and long-term national interests. In this context, drawing upon the respective
experiences of the two countries may contribute to improving their contractual frameworks. Iran
could, while preserving the principle of national sovereignty over petroleum resources, introduce
greater flexibility into certain financial and operational terms and risk-management mechanisms.
Irag, in turn, could strengthen legal and institutional oversight, contractual transparency, and
domestic control mechanisms in order to reduce the effects of external political influence and internal
disputes. The development of specialised dispute resolution mechanisms, enhanced transparency
and legal stability, improved risk management, and the incorporation of appropriate flexibility in
response to fluctuations in petroleum prices are also essential to reforming petroleum contracts in
both countries. Ultimately, combining Iran's principles of national sovereignty with certain flexible
features reflected in Iraq's contractual experience may facilitate the development of more balanced
contractual frameworks that promote access to foreign capital, technology, and specialised expertise
while safeguarding national interests and governmental sovereignty over natural resources in the

long term and supporting the sustainable development of the petroleum industries of both countries.
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