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Introduction

Currently, competition in attracting investors and securing financial
resources for oil industry projects has increased due to the decline in
conventional resources and the rise in the exploitation of
unconventional oil and gas resources. This has led to significant
revisions in the legal and economic policies of oil-rich countries over
recent decades. The approval of the general conditions, structure, and
model of upstream oil and gas contracts at the Council of Ministers
meeting on 03/08/2016 is one such measure. The mentioned
documents recognize Iranian qualified exploration and production
companies as capable of leading project implementation, as
determined by the Ministry of Oil. As a result, the National Oil
Company has entered into contracts with these companies to develop
upstream fields, further emphasizing the need to establish regulations
for identifying reserves within the country. Identifying reserves refers
to including an oil company’s reserve estimates in the annual internal
or external report submitted by the company.

Answering the following three fundamental questions can help pave
the way for identifying reserves by the Iranian oil contractor:

1. Based on the existing regulatory and legal foundations, what is
the feasibility of identifying reserves in various upstream
financial systems?

2. How are reserves identified in various upstream arrangements,
and what amount of reserves can be identified?

3. For issues such as domestic market share, alternative taxes,
etc., is there potential for disputes between the parties
concerning the recognition of reserves related to the
aforementioned items? If a clause needs to be included in the
contract, what should its draft be?

Method

To address the questions in this study, the meta-synthesis method was
employed. The meta-synthesis is a qualitative method that reshapes
the qualitative results of prior research findings and studies. It uses
findings from other studies with related and similar topics,
reorganizing and giving them new structure. After formulating the
research questions, the literature was systematically reviewed, and the
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initial results were analyzed in light of industry, legal, and accounting
requirements.

Results

Despite the ambiguity in the existing regulations, all upstream
financial systems have the ability to identify reserves. Two methods
for identifying reserves in various upstream financial systems were
described under the titles "working interest” and "economic interest."
In addition to the importance of choosing the correct reserve
identification method for contractors, the continued use of the selected
method in all contracts of the same type and in all geographical areas
will help create a coherent picture for investors and facilitate proper
management of the oil company’s portfolio. The economic interest
method was recommended for Iranian oil and gas contractors
participating in risk-service contracts with the National Oil Company.

Numerous studies revealed that the most important principle in
designing a key reserve recognition criterion is that, in various
upstream financial systems where the oil contractor provides capital
and assumes contract risks, the contractor should be able to recognize
revenues from the financial system of the contract and report them
internally and externally. This approach introduced the “price
sensitivity" criterion for the first time, meaning that reserves can be
recognized in an upstream financial system wherever the contractor’s
entitlement is sensitive to product prices. The study also explained the
amount of reserves in upstream systems based on this criterion.

The contract between Iranian oil contractors and the National Iranian
Oil Company follows the Jualu model. Therefore, if the contractor
withdraws from the contract before completing their contractual
obligations, they will not be entitled to the fee (identified reserves). If
the National Iranian Oil Company cancels the contract, the contractor
will only be entitled to compensation for work performed up to the
date of cancellation.

In the absence of a contract clause, the potential for disagreement
between the parties over reserve identification increases. Therefore,
the proposed clause for risk-service contracts, if the contract includes
exploration risk, is as follows:
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"Given the acceptance of exploration risk by the Iranian exploration
and production contractor, if a subsidiary of the National Oil
Company is introduced as a cooperating partner after a commercial
discovery, the contracting company may identify reserves related to
the share of the National Oil Company’s subsidiary. However,
reserves related to alternative taxes and domestic market share cannot
be identified."

Conclusions

This study aimed to address aspects of existing regulations related to
reserve identification and answered the raised questions using the
meta-synthesis approach. The possibility of identifying reserves in
various upstream contracts, despite regulatory ambiguities, was fully
examined, revealing that reserves can be identified in all upstream
financial systems. Only buy-back contracts, a special type of risk-
service contract, cannot identify reserves due to the monthly cost
recovery in dollars and the insensitivity of the ceiling to price changes.
In Iranian oil contracts, all components of the financial system can be
identified. The economic interest method was recommended for
Iranian exploration and production contractors. Before applying the
economic interest method, the identifiable components of each
upstream system were described using the meta-combination method
and the newly introduced price sensitivity criterion. It was clarified
that, in upstream financial systems, any component sensitive to price
changes can be identified as reserves.

The study also highlighted the necessity of including a clause in
Iranian service contracts to prevent ambiguity regarding reserve
identification by the parties. Given the focus on reserve identification
by Iranian oil contractors, the study explored the effects of the
reserves identified by the Iranian oil contractor in the event of contract
cancellation by the National Iranian Oil Company.
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