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dimensions of the two contractual models of Iran Petroleum Contract (IPC) and Azerbaijan's
Production Sharing Agreement (PSA), focusing on the case study of the shared Block 1 field
in the Caspian Sea. The research method is based on financial simulation using real field
data, and taxation issues and financial indicators such as internal rate of return (IRR), net
present value (NPV), payback period, and the parties' share of the field's profits. The results
show that although at the macro-project level, the financial indicators are similar in both
models, the contractor's share in the IPC is 6.3%, and with a negative net present value and
low internal rate of return, it is unattractive to foreign investors. In contrast, PSA with an
internal rate of return of 12.6%, a net present value of $214 million, and a 29% contractor
share creates a greater investment incentive. The main difference is the IPC's limitations
on cost recovery, fixed remuneration structure, and lack of flexibility compared to the profit
oil sharing mechanism in PSA. Based on the findings, reforms such as increasing the cost
recovery ceiling to 60%, determining a reasonable base fee, reviewing the R-factor
mechanism, and anticipating the necessary incentives, especially for common fields, can
increase the attractiveness of Iran's IPC contracts to create contractual competitiveness
between common fields from a comparative perspective.
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1. Introduction

Oil contracts are the same frameworks
that have been used since the discovery of
oil as a means of achieving the common
interests of the parties and regulating
their relations. Oil-producing countries
have different needs, interests, and goals
than international companies that are
engaged in the exploration and
development of oil fields in their
territories. Designing and formulating
financial and contractual regimes as part
of the oil system of each country is one of
the important tools in creating interaction
and cooperation between the state
holding oil reserves and international oil
companies as investors (contractors). In
every oil investment contract, financial
and economic clauses and articles play a
pivotal role as they determine the
mechanism for allocating revenue and
facilitating risk between the parties and
can be considered the backbone of every
contract.

Attracting foreign investors, especially
in the case of joint fields that have similar
operating conditions and similar quality
and volume for oil extraction and
production for the two countries, as well
as the issue of time, is of great importance.
Therefore, it is necessary to analyze and
examine more and more from a financial
and economic perspective, focusing on
joint fields, the comparative study of oil
contracts between Iran and neighboring
countries with common reservoirs. In this
study, we will compare the financial and
economic indicators of the Iranian IPC
contract and the Azerbaijan Production
Sharing Contract, simulate the financial
aspects of the two, and present an optimal
contractual model for the development of
the Block 1 field. In order to make the

comparison more realistic, technical data
related to Block 1 of the Caspian Sea is
used.

2. Research Methodology

All countries that are active in oil and gas
production and exploration have designed
their own financial systems and developed
them over time. Also, the development and
upgrading of financial systems may occur
in situations such as changing economic
conditions, exploration of large fields, the
invention of new technologies to develop
activities in specific areas (such as deep
water and unconventional oil and gas), the
transition of oil and gas fields from a
period of maturity and becoming smaller
fields, or the change of governments, and
consequently the occurrence of political
changes and social pressures. In this
study, a comprehensive and accurate
financial simulation has been conducted,
taking into account all the complex
mechanisms embedded in the contracts
for the Caspian Sea Block 1 common Field.
This financial simulation has been
implemented in the Excel software
environment based on advanced models
and the design of proprietary economic
and financial indicators.

3. Findings

A review of the financial and economic
results of the two contractual models of
the Iran IPC and the Azerbaijan Production
Sharing shows that, although at the overall
project level, indicators such as the
internal rate of return and net present
value were almost similar, the distribution
of benefits between the government and
the contractor is significantly different. In
both contracts, the internal rate of return
of the project is estimated to be about 18.2
percent, which indicates appropriate
profitability of the field at the macro level.
However, at the contractor level, a clear
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difference is observed; such that in the
Azerbaijan Production Sharing contract,
the contractor's internal rate of return was
12.6 percent and his net present value was
positive and equal to $214 million. In
contrast, in the Iran IPC contract, the
contractor's internal rate of return was

Net present value

(millions of dollars) (percentage)
64 104
432 12.4
441 12.7
395 12.6
384 12.6
375 12.7

Internal rate of return

only 3.9 percent and his net present value
was calculated to be negative and equal to
$593.

Contractor's financial results at
different amounts of reimbursement
ceiling and base fee for Block 1

Base fee
amount Repayment ceiling
dollars per) (percentage)
(barrel
46 50
46 60
41 70
37 80
35 90
32 100

Source: Research findings

4. Conclusion

The tax system predicted in the IPC oil
contract and the production sharing oil
contract has significant substantive and
structural differences that affect the
distribution of financial and operational
responsibilities between the government
and the contractors. In the Iranian
contract, the responsibility for paying all
duties and taxes (including Iranian
corporate income tax, value-added tax,
and social security costs) is fully assigned
to the contractor. The contractor is
required to submit all these payments to
the relevant authorities on time and
document their records according to the
contract’s accounting methods. In
addition, any taxes and costs paid outside
Iran or those paid by the National Iranian
Oil Company cannot be considered as
project costs. In contrast, the Azerbaijani
oil contract has an approach based on
supporting foreign investment and
reducing the tax burden. In this contract,
taxes are largely eliminated or exempted,
and only a fixed rate of 25 percent profit
tax is applied to foreign parties. This tax is

paid by the contractor itself, but the
National Oil Company of Azerbaijan is the
guarantor and intermediary for its
payment, and in case of non-payment, the
contractor can settle directly with the tax
system. The Azerbaijani contract also
provides a transparent mechanism for
resolving tax disputes and providing
payment certificates. Finally, the tax
obligations of the Azerbaijani contract
remain in force even after the end of the
contract, ensuring that the financial rights
of the parties are fully and regularly
realized. In the Iranian contract, fulfilling
obligations and fully paying taxes and
duties is a prerequisite for receiving
reimbursement of costs and fees.
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