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ABSTRACT

Upstream oil and gas contracts are among the most significant contracts, encompassing technical, economic, and
other aspects. Their long-term and continuous nature, the necessity of substantial expenditures, the uncertainty of
reservoir and market behavior, high risks and uncertainties, complexity, and multidimensional nature of the
contracted commodity, along with the involvement of multiple private, state, and multinational actors, all
contribute to increasing the risks associated with these contracts. The occurrence of unforeseen events may lead to
changes and economic imbalance in the contract. The aim of this study is to assess the feasibility of contract
termination and its consequences in cases of economic imbalance. This research is conducted using a descriptive-
analytical method. Findings indicate that in oil contracts, the grounds for termination by the contractor or partner
and the host government or the national oil company are specified separately. In these cases, the termination rights
of the state party far exceed those of the foreign investor. The foreign investor, having made significant investments
in the project, is generally unwilling to terminate the contract and bear its heavy consequences. Consequently, after
the termination of the contract, the relationships, rights, and obligations of the parties do not completely cease, and
the parties remain obligated to fulfill their duties even after the contract’s termination in accordance with the
contract terms and industry customs.
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EXTENDED SUMMARY
The feasibility of contract termination due to economic imbalance in upstream oil and gas contracts

is a critical issue, given the complexity, long-term nature, and economic stakes of these agreements.
Upstream oil and gas contracts involve substantial investments and high degrees of uncertainty
related to market fluctuations, reservoir performance, and regulatory changes. These contracts are
characterized by their extended duration, significant financial commitments, and the participation
of diverse stakeholders, including governments, multinational corporations, and private investors.
The occurrence of unforeseen circumstances such as price fluctuations, regulatory changes, or
geopolitical events can create an economic imbalance, leading to the need for renegotiation or even
termination of the contract. Given the strategic importance of oil and gas resources, host
governments often seek to maintain a balance between ensuring national interests and providing a
favorable investment environment for foreign investors. However, foreign investors, having
committed significant financial resources, are generally reluctant to terminate contracts unless the
imbalance severely impacts their expected returns and operational feasibility. The aim of this study
is to assess the feasibility and consequences of contract termination under such economic
imbalances, drawing on legal frameworks, contractual provisions, and industry practices (Rafiei,

2010; Shahidi, 2004; Sharifi & Safari, 2010).
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The methodology employed in this study is a descriptive-analytical approach, which involves
analyzing legal principles, contractual clauses, and case studies from oil-producing countries. The
study evaluates termination clauses commonly found in upstream contracts, emphasizing the
differing rights of host governments and foreign investors. In most cases, host governments possess
greater rights to terminate contracts unilaterally due to their sovereign authority and the strategic
importance of oil resources. In contrast, foreign investors typically negotiate for stabilizing
provisions and compensation mechanisms to mitigate the risks associated with early termination.
Legal doctrines such as the "principle of economic balance," "force majeure," and "hardship clauses"
are analyzed to determine their applicability in cases of severe economic changes. Moreover,
comparative legal analysis of various jurisdictions highlights the diversity of approaches to handling
economic imbalance in oil contracts, with some countries favoring renegotiation over termination to
maintain long-term investment relationships (Emami, 2013; Katouzian, 2022a, 2022b).

Findings indicate that termination due to economic imbalance is often a last resort, pursued only
when renegotiation fails to restore contractual equilibrium. In upstream oil contracts, termination
conditions are typically categorized into those initiated by the contractor or partner and those
invoked by the host government or national oil company. In practice, the termination rights of the
host government significantly outweigh those of the foreign investor, primarily due to the sovereign
interests at stake. The research identifies that foreign investors, having made substantial
investments, prefer renegotiation or dispute resolution mechanisms over contract termination to
avoid severe financial losses and reputational damage. Additionally, the study reveals that after
contract termination, the legal and financial obligations of the parties do not cease entirely; instead,
residual duties and liabilities persist in accordance with contractual terms and prevailing industry
customs. These findings align with industry best practices, which emphasize continuity and
adherence to obligations even in the event of contract dissolution (Helli, 2001; Hosseini Ameli, 1994;
Najafi, 1981).

From a legal perspective, contract termination due to economic imbalance necessitates careful
consideration of contractual terms and applicable legal doctrines. The principle of "changed
circumstances," which is recognized in various legal systems, provides a basis for renegotiation
rather than termination. In some jurisdictions, courts have upheld the principle that significant
changes in economic conditions warrant contract adaptation instead of outright termination. This
study further explores the role of stabilization clauses, which are commonly included in upstream
contracts to protect foreign investors from regulatory and economic fluctuations. These clauses often
stipulate compensation mechanisms or renegotiation frameworks to address economic imbalances,
ensuring a fair distribution of risks and rewards. Moreover, the research underscores the importance
of dispute resolution mechanisms, such as arbitration and mediation, in addressing economic
imbalance issues and preventing costly and protracted legal disputes (Pakdaman, 2022; Taheri, 1993;
Zainuddin & Shahmoradi, 2014).

The implications of contract termination extend beyond the immediate financial consequences for
the parties involved. Termination can disrupt ongoing operations, affect the host country's energy
security, and have broader economic repercussions. Therefore, the study recommends that
contractual frameworks should incorporate adaptive mechanisms to address economic changes
proactively. Governments and investors should prioritize renegotiation strategies and consider
alternative solutions such as contract amendments, economic rebalancing measures, and revenue-
sharing adjustments. The study also highlights the role of international best practices and model
contracts, such as those developed by organizations like the International Energy Agency (IEA) and




iy § Soli> add ga.“uas Sy iagh

the Association of International Petroleum Negotiators (AIPN), in shaping fair and sustainable
contractual relationships in the oil and gas sector (Ameli Karaki, 1993; Bahrani, 1989; Levin &
McDowell, 1983).

In conclusion, the study finds that while contract termination due to economic imbalance is legally
feasible, it is often not the preferred solution for either party. Instead, renegotiation and adaptation
mechanisms are favored to preserve long-term relationships and investment stability. The study
recommends the inclusion of clear contractual provisions that address potential economic
imbalances and provide a structured framework for renegotiation and dispute resolution.
Additionally, policymakers and stakeholders should consider the broader economic and geopolitical
implications of contract termination and strive for balanced solutions that safeguard both national
interests and investor confidence.
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