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1- INTRODUCTION

Among the various gas products, natural gas is one of the most important ones. According to the
Paris Agreement, which aimed to control the increase in global temperatures, countries are effectively
and dynamically changing and updating their energy consumption structures. In order to transition
from the traditional fossil energy system to a renewable and clean energy system, natural gas plays an
important role in reducing carbon emissions and promoting the sustainable development of human
societies. The common contracts in the gas industry are contracts for the purchase and sale of LNG,
and one of its important issues is due to its long-term, price determination and revision. Therefore, the
consumption of this fuel shows an increasing trend in recent years. This paper examines the types of
LNG contracts, the pricing of these contracts, and the relationship between the evolution of the price
setting system with the condition of revision, and the impact of global developments such as
liberalization, pandemic, and war, on this market. With this purpose, after introducing the types of
common contracts in the gas industry and introducing long-term contracts for the purchase and sale of
LNG, the author examines the types of pricing and methods of determining and revising the price and
the relationship between them and the role of changes in recent years, including market liberalization,
war, and epidemics in determining and revising the price.

Exchanges are generally in the form of liquefied natural gas (LNG) and pipeline natural gas
(PNG). Although historically, transactions through pipelines have been more than LNG, but this form
of transmission is geographically and geopolitically vulnerable and sometimes unresponsive. In
contrast, LNG exchange is more convenient, flexible and convenient for transportation and has
surpassed the method of transmission through pipelines over the past years. Therefore, nowadays,
transportation in the form of liquefied natural gas has become more common and through liquefaction
terminals at the source, transporting liquefied gas with special tankers, and converting liquid to gas at
the destination again, and on the other hand, the establishment of equipment and infrastructure
requires a huge investment, and in the meantime, the return of investment of the project financiers on
a regular basis in the upstream, midstream and downstream sectors, along with a Reasonable profits
are of great importance.

2- PURPOSE
The main purpose of this article is to answer to these questions: which are ways and price
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determination and revision methods in LNG Contracts in global markets? What is the relationship
between the evolution of price determination system in contracts with price revision condition? How
was the effect of global changes in recent years such as market liberalization, Russia invasion of
Ukraine , energy crisis In Europe and epidemic diseases, in this area?

3- METHODOLOGY

With this goal, the author has used the latest articles and books including Latin and Iranian
books, researches and sites which were related to the discussion topic to research this issue and in this
way, with a descriptive-analytical method, after introducing the types of common contracts in the gas
industry and introducing long-term contracts for the purchase and sale of LNG, the types of pricing
and the methods of determining and revising the price and the relationship between them have been
investigated and the role of recent changes such as market liberalization, war, etc Pandemics have
dealt with price fixing and revision.

4- FINDINGS

From the past until now, in the gas industry of countries and at the international level, numerous
gas contracts have been signed according to geographical, economic, political, etc. are used. In a
general classification, these contracts include: gas field allocation contract, gas supply and delivery
contract, gas pipeline contract, and LNG purchase and sale contract. Contracts for the supply of
liquefied natural gas (LNG) in the form of contracts for the purchase and sale of LNG have a long
history. Initial projects date back to the mid-1900s, and despite the growth and development of the
role of single-shipment and short-term contracts as alternatives, these contracts have retained their
role as a powerful tool for gas exchanges. Initial contracts were non-flexible agreements between the
buyer and seller over a period of 20 years with limited capabilities to modify the rights and
obligations of the parties to the contract in a non-flexible business model. Following the response to
various structural changes including market liberalization in North America and Europe and changing
the principles of supply and demand, gas supply contracts have become increasingly flexible and
general procedures are moving towards greater flexibility in price terms and other conditions.
According to the definition of the International Group of LNG Importers, a short-term contract is a
contract with a duration of less than five years, although in practice, short-term contracts with a
duration of five to ten years have been concluded. Long-term sales and purchase contracts have a
duration of 20 to 25 years, and through long-term commitments, manufacturers aim to create a long-
term ROI flow in high-cost projects.

Many experts believe that LNG purchase and sale contracts are in fact a chain of operations and
contracts that are closely related to each other and should be considered as a whole. New players in
the LNG market and the advancement of technology, this chain has moved from such integration to
the separation of each sector and becoming more specialized. In any case, LNG projects still operate
as a chain to a large extent and from the beginning of the chain, they act as a link between the
upstream and downstream sectors in the form of gas supply, liquefaction, transportation and
reconversion of liquid to gas in the downstream sector, and finally the sale of liquefied natural gas in
this chain. Some of the important features of this type of contract include the parties to the contract,
the amount, the condition of receiving or paying, the type of currency, the duration, and the
destination clause.

Pricing based on the best and most efficient method is very important and vital in long-term
contracts for buying and selling LNG. Due to the length of these contracts, the pricing cannot be
fixed, because with the passage of time and price fluctuations, the economic balance of the contract
will be lost. Therefore, the price determination should be based on an index based on which with
changes in the market price, the price of natural gas is liquefied, the subject of the contract is also
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changed, and disputes in the contract process are prevented. Indicators have always been used for this
purpose, and debates over which method can better represent the basic characteristics of the LNG
market continue not only academically and among academics, but also among activists in this field.
These contracts are traditionally concluded in a long-term manner, and the price is determined in a
fixed price, based on the price of oil, the price of gas (competition between gas and gas), as well as a
combination of oil price and gas price.

5- CONCLUSION

The findings showed that determining the price based on the price of gas at the gas poles or the
method of gas-to-gas competition is a more efficient method and better reflects the market realities.
Hubs, hubs, or business centers are conventional locations for participants in the gas or electricity
market. The exchange price of electricity or gas in a place where there is a network of gas pipes or
power transmission lines is considered as a pricing indicator in other exchanges in the market.
Sometimes the hub is not physical and takes a virtual form. This means that the physical delivery does
not necessarily take place at the same place of exchange, but in fact at other nearby points.

On the other hand, any index used for pricing always has the possibility of losing the economic
balance of the contract for various reasons, and in such a situation, applying the price revision
condition can restore the balance to the trade relationship and prevent further disputes and the
severance of the trade relationship. In the revision conditions, the beginning of the revision process is
either without the initiating event or on the basis of a starting event. The condition of the revision
periodically or without commencement event is either an automatic revision on a specific date during
the term of the contract (e.g. every three years) or that one party has the right to initiate the review
process at specified intervals. One of the advantages of this method is that the revision operation
occurs in a simple manner and therefore prevents disputes about whether the revision clause is
applicable or not. In general, the revision clause is a part of the contractual arrangements in order to
prevent disputes and is one of the types of price adjustment clauses in the contract. In other words, it
is stipulated in the contract that in case of an increase or decrease in the costs of performing the
contractual obligation, the parties should negotiate and the price of the contract should be adjusted.
Therefore, the origin of such a right is only the agreement of the parties to the contract, and the
important point is that this condition should be set in such a way that in case of the need for
renegotiation, failure to reach an agreement on the new price and referral of the dispute to the arbitral
tribunal, the adjudicating authority does not have extensive authority in the proceedings and the
decision issued is not based on determining the price or the pricing formula, because such a result can
make the parties agree with the price or formula. to determine a price that they did not consider at all,
and thus the agreed-upon aspect of the contract is questioned. Accordingly, most long-term contracts
prompt one or both parties to revise the contract price in response to unpredictable changes in the
market. The result is that over time, with the change in the pricing method from oil to gas and the
creation of a wave of revision in the contracts concluded based on the oil index, it was found that the
change in the pricing system affects the condition of revision in the price.

Considering the different bases of pricing and related complexities, it seems necessary to include
the condition of revision and analysis, as well as the occurrence of some global developments such as
disease, war, the adoption of new policies by governments such as market fluidization, re-examination
of these contracts from the perspective of price determination and revision methods, and even the
duration of the contract. The studies showed that the occurrence of the epidemic disease did not
directly and alone affect the price revision, although the occurrence of this disease and the resulting
guarantine in the long term caused a decrease in demand in the market and consequently a sharp
decrease in the price. Political and military tensions are among the factors affecting this area. Russia's
war against Ukraine and Russia's embargo on Europe showed that changes in the energy supply sector
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in these countries on the one hand have led to an increase in revision judgments, and this change in
price is not only in Europe and has affected the whole world, on the other hand, it has led European
countries to cut off dependence on fossil fuels, which can also affect the future years. The amount of
demand for natural gas and the final price of this fuel will have an impact. Another influential factor
in this area was market liberalization, which directly affected the determination of the price based on
gas, because the method of determining the price based on gas poles was one of the components of a
free market and showed its effect on the contracts that were priced based on the oil index, in the form
of registering a request for price revision.

In the Iranian legal system, due to the increase in the costs of doing work, materials and
manpower, it is possible to make adjustments in the contract through the inclusion of a condition, in
order to negotiate the parties to revise the price in a certain range that does not cause the exchange
parties to be unknown. However, it seems that the fundamental change of circumstances compared to
the time of concluding the contract, which in many countries provides the possibility of renegotiation
and modification or termination of the contract under the name of hardship and similar facilities, has
not been accepted, and the party that has been in difficulty as a result of the new conditions seeks to
restore the balance to the contract and avoid losses under other headings. Hardship means the
occurrence of a fundamental and fundamental change in the contract in such a way that the conditions
at the time of the contract have changed in a way and it will be possible to implement it at a high cost,
which will lose the economic balance and be in conflict with the contractual justice and the necessity
of contracts. Regarding the identification of changes as fundamental and fundamental changes, and
also in the case of identifying such conditions by the parties or the investigating authority, the way of
reaction to its occurrence and the results obtained have led to different and sometimes contradictory
discussions and views in different legal systems. Regarding the contracts for the purchase and sale of
LNG, due to the fact that they have an international character and expand beyond the national borders
of the countries, domestic views have become less and it is necessary to pay attention to the
procedures and soft rights at the international level in this regard, which is also the case with the
contracts for the purchase and sale of LNG that are also concluded in Iran will be extended. The
Convention on the International Sale of Goods has been silent in this regard and in other sources such
as the Principles of International Commercial Contracts and Unidroit, this issue has been identified as
a change of circumstances and the result in both sources with slight differences is good faith
negotiation between the parties and referring to the court for termination or modification. Therefore, it
can be seen that hardship can also be a means of renegotiation for the continuation of the commercial
relations of the parties and the establishment of economic justice lost in the contract, but with the
difference that one of the conditions for its realization is unpredictability and the occurrence of very
extraordinary and difficult conditions in the execution of the contract. Therefore, unlike the
renegotiation clause, the terms and manner of which are agreed upon in advance in the contract, in
hardship, the situation has not been predictable in a conventional way, and the parties will agree to
continue the relationship with the modification of the contract. In the Iranian legal system, hardship is
not accepted and in cases of extraordinary circumstances that cause an imbalance in the economic
status of the contract, the aggrieved party can request the modification of the contract based on the
rules and principles of Iranian law.

Finally, this article aims to show that by including some conditions such as the condition of
deviation of the cargo or the removal of other conditions such as the destination condition and paying
attention to the gaps in the contracts regarding the way of regulating, for example, the revision clause,
it is possible to help the continuation of the trade process in this market with less cost and disputes. In
particular, not paying attention to some contractual points can lead to exorbitant costs in gas contracts
with large amounts of investment. In this way, by managing the effects of global changes on the
contract, it is possible to help the continuation of investment and activity in this clean energy.
Although in European contracts, buyers act in a coordinated manner under the rules and guidelines
issued by the Council of Europe and related agencies, the Asian market does not have such
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coordination and centralization, and operates separately and is regulated at the national level. It is
more desirable that there should be some kind of cooperation between the exporting countries in this
region as well, because any change in the amount of supply and demand in the domestic market of
each of the governments will ultimately affect the price of LNG in the whole region.

Keywords: LNG sale and purchase contracts, market liberalization, price determination, price revision
clause.
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