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ABSTRACT

Bank guarantees are among the most significant legal instruments for securing financial obligations in both domestic
and international commercial relations. Unlike the traditional institution of civil suretyship, this instrument features
an independent, irrevocable structure grounded in commercial and banking customs. The governing principles of
bank guarantees—including the principle of independence from the underlying contract, the principle of immediacy,
the principle of documentary appearance, the principle of good faith, the principle of prohibition of abuse of rights,
and the principle of the beneficiary’s reliance on the bank's commitment—offer a coherent framework for
interpreting, drafting, and enforcing these instruments. Accordingly, the aim of the present study is to elucidate the
governing principles of bank guarantees in Iranian law. The findings, derived from a descriptive-analytical
methodology and library-based sources, reveal that in the Iranian legal system, due to the absence of a specific
statute on bank guarantees, these principles play a critical role in filling legal gaps, organizing banking practices,
and guiding the legal interpretation of guarantee instruments. Judges, legal advisors, and arbitrators, by relying on
these principles, are enabled to make decisions aligned with international commercial customs and equitable trade
practices. Furthermore, these principles are extensively applied in drafting guarantee texts, determining demand
conditions, limiting the bank's liability, and combating fraudulent or fictitious claims. The results of this research
indicate that these principles not only serve as the current interpretive and operational basis, but also possess the
potential to become the backbone of future legislation regarding bank guarantees. Their coherence, broad
applicability, and alignment with international standards have rendered these principles a strategic tool in the
advancement of banking law in Iran.
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EXTENDED ABSTRACT

Bank guarantees have emerged as pivotal
instruments in the evolving landscape of
commercial law and financial security, both in
domestic transactions and international
engagements. The expansion of trade relations
and the growing complexity of contractual
obligations have necessitated mechanisms
that assure compliance and mitigate risks. In
this context, bank guarantees—known in
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international terms as  "independent
guarantees" or "demand guarantees"—play a
central role. They are distinct from traditional
civil suretyships in Iranian civil law,
particularly the Islamic legal notion of daman,
which is conditional, bilateral, and requires
the existence of an underlying debt. In
contrast, the bank guarantee operates on the

principle of independence, whereby the
guarantor bank undertakes an autonomous
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and irrevocable commitment to the
beneficiary, regardless of any disputes arising
from the primary contract. The contemporary
Iranian legal framework lacks codified
legislation specifically dedicated to this
instrument, resulting in reliance on central
bank directives, judicial precedents, and
international norms such as the Uniform
Rules for Demand Guarantees (URDG 758).
These practical and normative resources
contribute to the institutionalization of bank
guarantees in the Iranian commercial and
legal environment. For instance, judicial
rulings such as that of the Administrative
Justice Court in decision no. 582 explicitly
affirm  the independence  principle,
underlining the bank's obligation to honor its
commitment irrespective of disputes over the
underlying  contract (Emami, 2021).
Additionally, in practice, Iranian banks issue
various types of guarantees—ranging from bid
bonds to performance guarantees and
customs-related undertakings—each with
specific terms but governed by overarching
principles of independence, documentary
compliance, and time limitation. This paper
seeks to examine these governing principles
and their practical and legal implications
within the Iranian legal system, particularly in
the absence of a dedicated statutory
framework.

The legal nature and definitional contours of
bank guarantees further illuminate their
uniqueness. Conceptually, a bank guarantee is
a trilateral legal structure in which the bank
(guarantor) commits to paying a sum to the
beneficiary upon demand, contingent upon
the presentation of specified documents. This
structure diverges from bilateral or trilateral
contractual models like suretyship or agency
by virtue of its unilaterality and its non-
contingent nature in relation to the principal
contract. The principle of independence from
the base contract—firmly entrenched in
international commercial practice and

codified in URDG 758 article 2—lies at the
heart of this legal instrument and has been
recognized in the Iranian judicial context as
well (Goode, 2016). Notably, doctrinal
interpretations suggest that the guarantee
arises not from a contractual obligation to the
beneficiary, but rather from the bank's
separate undertaking to its client (the
applicant), which subsequently generates a
parallel obligation toward the beneficiary
upon demand (Ellinger et al., 2011). The critical
dimension here is the bank's duty to pay upon
formal demand and presentation of
conforming documents, irrespective of any
disputes regarding the performance of the
underlying contract. Case law in Iran supports
this doctrinal position, affirming that banks
are prohibited from engaging in substantive
assessments of contractual violations and
must instead focus solely on the documentary
compliance of the demand (Ranjbar, 2019).
This framework thus ensures legal certainty
and commercial reliability, attributes
indispensable to high-stakes commercial
operations, including large-scale public
procurement, infrastructure development,
and international trade.

The governing principles of bank guarantees
in Iranian law encompass a coherent set of
legal norms, many of which echo international
best practices. Chief among these is the
principle of independence, which mandates
that the guarantee be treated as an
autonomous commitment distinct from the
primary contract. This principle is widely
acknowledged in both Iranian and
international jurisprudence as a cornerstone
of guarantee law (Goode, 2016). The second
major principle is documentary compliance,
which requires the beneficiary’s demand for
payment to strictly conform to the terms of the
guarantee instrument. Even minor deviations
in the presentation of documents can be
grounds for rejection of the claim, a position
that Iranian courts have upheld in several



cases (Ahmadi, 2018). Another central
principle is the obligation of prompt
payment—immediacy—whereby the bank
must make payment without unreasonable
delay upon receiving a valid claim, as affirmed
in judicial decisions concerning infrastructure
projects such as the Tehran Metro case (Safaei,
2013). Additionally, the beneficiary is not
required to prove breach of the underlying
contract; submission of a compliant demand
suffices to trigger the bank’s obligation
(Yescombe, 2013). These principles collectively
reduce the transactional friction often
associated with  conventional contract
enforcement and enhance the predictability of
bank guarantees as security instruments.

Additional governing principles have emerged
from judicial interpretation and banking
practice in Iran. One such principle is the
limitation of the bank’s liability to the exact
amount specified in the guarantee. Courts
have consistently rejected attempts to impose
broader contractual liabilities or
consequential damages on the bank beyond
the explicit terms of the guarantee
(Ghasemzadeh, 2021). Similarly, the guarantee
must specify the subject matter it secures with
precision. Ambiguity regarding the scope of
the guarantee can result in non-payment or
judicial invalidation, a risk exemplified in
cases involving regional water authorities
where vague terms rendered the instrument
unenforceable (Habib, 2020). Another
significant principle is good faith in making a
demand. While the guarantee is payable on
demand, abuse of the right to demand—such
as invoking the guarantee for coercive or
dishonest purposes—can lead courts to issue
injunctive relief against payment (Razavi,
2019). This is closely tied to the principle of
prohibition of abuse of rights, which
empowers the courts to intervene in cases of
manifest injustice or fraudulent conduct
(McKendrick, 2020). These principles serve as
both interpretive tools and operational

safeguards that balance the interests of all
parties involved—applicant, beneficiary, and
guarantor bank.

The enforceability and legal certainty of bank
guarantees are further reinforced by
procedural and substantive principles that
govern their implementation. One such rule
pertains to the expiration of guarantees:
absent explicit renewal or extension clauses,
guarantees lapse upon the expiry of their
stated validity period. Courts have invalidated
claims based on implied extensions,
reiterating that legal certainty demands
express stipulation of any continuation
(Afshari, 2022). Furthermore, once the bank
honors a demand, it retains the right of
recourse  against the applicant for
reimbursement, a right generally grounded in
the internal agreement and collateral
arrangements between the bank and its client
(Abdi, 2019). On the matter of governing law,
unless otherwise agreed, the law of the issuing
country prevails, which in cross-border
contexts can create legal complexity but also
provides a default mechanism for dispute
resolution (Bridge, 2017). Increasingly, Iranian
banks have opted to incorporate international
rules such as URDG 758 or ISP 98 into their
guarantee documents, thereby harmonizing
domestic practice with international standards
(Ata'i, 2023; ICC, 2010). This harmonization
supports the trend toward unification of rules
governing guarantees in both domestic and
international financial markets, an evolution
that has been particularly pronounced in joint
venture projects, foreign procurement
contracts, and public-private partnerships.
The implications of these principles are
multifaceted. In the absence of comprehensive
legislation on bank guarantees in Iranian civil
or commercial codes, these principles serve
not only interpretive and operational
functions but also hold significant legislative
potential. Judicial authorities regularly rely on
these principles to resolve disputes, fill
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normative gaps, and issue equitable
judgments in line with international practice.
Banks utilize them as guidelines for drafting
and enforcing guarantee instruments,
especially to determine the scope of liability,
the process of demand, and the validity of
payment. In arbitral proceedings and contract
negotiations, legal advisors refer to these
principles as foundational norms that shape
contractual obligations and dispute resolution
mechanisms. From a policy perspective, these
principles could form the backbone of future
codification efforts, ensuring that Iranian
banking law aligns with international
standards while maintaining local legal
coherence. The principle of independence
could be enshrined as a statutory rule to
prevent judicial intervention in disputes
arising from the underlying contract. The
principle of documentary compliance could be
legislated to  standardize evidentiary
requirements. Likewise, the principles of good
faith and abuse of rights could provide the
legal basis for judicial oversight and equitable
relief. In this way, the principles governing
bank guarantees in Iran operate as both de
facto legal norms and aspirational foundations
for comprehensive legislative reform.

In conclusion, the legal regime surrounding
bank guarantees in Iranian law is presently
defined more by a constellation of principles
than by codified rules. These principles—
independence, immediacy, documentary
compliance, limited liability, good faith, and
prohibition of abuse—provide a coherent and
functional framework that guides the
interpretation, application, and enforcement
of bank guarantees. They have emerged from
judicial practice, banking regulations, and
international standards, compensating for the
absence of comprehensive legislation. Their
adoption across various legal, banking, and
commercial contexts indicates their practical
viability and theoretical robustness. As Iran
continues to integrate more fully into

international  financial = markets, the
codification of these principles into a unified
statute would mark a significant step toward
harmonizing domestic law with global norms,
enhancing legal predictability, and reinforcing
investor confidence.
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