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ABSTRACT

Build—Operate—Transfer (BOT) contracts, as one of the most significant models of public—private partnership (PPP),
play a crucial role in financing and developing public infrastructure, particularly in developing countries. However,
the structural complexity and long-term nature of these contracts have rendered “risk allocation” one of the most
challenging legal and economic dimensions of BOT arrangements. An imbalance in the distribution of risks between
the government and the private investor may lead to increased project costs, reduced investment attractiveness,
the emergence of contractual disputes, and ultimately the failure of infrastructure projects. Within the Iranian legal
system, these challenges are exacerbated by legislative ambiguities, regulatory fragmentation, and weaknesses in
enforcement practices. The present study adopts a descriptive—analytical and comparative approach to examine
the legal and economic challenges of risk allocation in BOT contracts and compares the legal status in Iran with
selected legal systems and successful international practices. This study analyzes the concept and categories of
legal, financial, and operational risks in BOT contracts, while also exploring the theoretical foundations of risk
allocation from the perspectives of contract law and economic analysis of projects. The findings indicate that in Iran,
the absence of a coherent and transparent legal framework for determining and allocating risks has resulted in an
imbalanced transfer of risks to either the private sector or the government, the imposition of unforeseeable
obligations on public authorities, and a reduction in the economic efficiency of projects. In contrast, comparative
experiences demonstrate that successful legal systems, by relying on principles such as allocating risks to the party
best able to control them, ensuring contractual transparency, and integrating cost—benefit analysis with legal rules,
have been able to establish a relative balance between public interests and private investment incentives.
Ultimately, emphasizing the necessity of revising Iran’s legislative and contractual policies, this study proposes that,
through a calibrated adaptation of comparative models and the integration of legal and economic considerations, a
localized framework for balanced risk allocation in BOT contracts should be designed in order to facilitate
sustainable investment and reduce contractual disputes.
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EXTENDED ABSTRACT

Build—Operate—Transfer (BOT) contracts
have become one of the most prominent forms
of public—private partnership for financing,
constructing, operating, and eventually
transferring large infrastructure projects to
the public sector. Their significance has
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increased in response to the growing fiscal
constraints of governments, the rising cost of
infrastructure development, and the need to
improve managerial efficiency in sectors such
as transportation, energy, utilities, and other
public services. In BOT arrangements, the
private investor does not merely act as a



contractor; rather, it assumes a long-term role
that combines financing, construction,
operation, and exposure to multiple layers of
legal, financial, and operational uncertainty.
For that reason, the success of BOT projects
depends not only on capital mobilization or
technological capability, but also on the legal
and economic architecture through which
risks are identified, allocated, and managed.
Comparative scholarship has consistently
shown that inappropriate risk allocation can
undermine contractual equilibrium, increase
project costs, weaken investor confidence, and
generate disputes that jeopardize both the
continuity and the economic viability of the
project (Barzouei, 2006; Gerhardt & Thaw,
2020; Shirovi, 2001). At the same time, more
recent studies in the field of public—private
partnership governance indicate that BOT
projects function most efficiently when risk
allocation is treated as a central contractual
design issue rather than as an ancillary matter
to be resolved after contract formation (Ahmad
et al., 2021; Alijani & Jenidi, 2020; Amiri et al.,
2023). The present study, therefore, addresses
BOT contracts not as a purely technical
procurement instrument but as a
sophisticated legal-economic mechanism in
which the allocation of risk plays a decisive
role in reconciling public interest with private
investment incentives.

The core problem examined in this study is the
legal and economic challenge of allocating risk
in BOT contracts within the Iranian legal
system, assessed through a comparative lens.
In legal and economic theory, risk allocation is
not merely a contractual drafting exercise; it is
a multidimensional process that links the
doctrines of contract law with the logic of
project finance and institutional governance.
From an economic perspective, each risk
should be borne by the party best able to
control, mitigate, absorb, or price that risk,
because any deviation from this principle
produces inefficiency, raises the required rate

of return, and may alter the cost structure of
the project in a manner detrimental to both
investors and end users (Lee et al.,, 2022;
Nasirzadeh et al., 2015; Nguyen et al., 2021).
From a legal perspective, however, efficient
allocation also requires clarity in obligations,
predictability in liability, and enforceable
contractual  mechanisms  capable  of
responding to future contingencies. Where the
legal framework is fragmented or uncertain,
risk allocation becomes unstable, and the
contractual equilibrium between the state and
the private partner may collapse under the
weight of regulatory change, administrative
delay, inconsistent interpretation, or dispute
escalation (Aria Haji Abolfath et al., 2023;
Kazemi et al., 2021). The study proceeds on the
premise that many of the weaknesses observed
in Iranian BOT practice do not stem from the
concept of public—private partnership itself,
but from the absence of a coherent,
transparent, and balanced risk-allocation
model adapted to domestic legal conditions.
Accordingly, the research seeks to explain how
risk allocation operates conceptually, why it
becomes the pivot of contractual success or
failure, and how comparative lessons may
inform the development of a more effective
native framework in Iran.

Methodologically, the study adopts a
descriptive-analytical and  comparative
approach. It first clarifies the conceptual
foundations of BOT contracts and the
principal categories of risk encountered in
long-term infrastructure projects, including
legal and regulatory risks, financial and
economic risks, and operational and
performance-related risks. Legal and

regulatory risks include legislative
amendment, inconsistent administrative
practice, licensing delays, and uncertainty in
judicial or quasi-judicial interpretation.

Financial risks include exchange-rate
volatility, interest-rate fluctuation, revenue
shortfall, capital-cost escalation, and
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uncertainty surrounding concession-period
assumptions. Operational risks encompass
construction  delay, technical failure,
maintenance inefficiency, demand
underperformance, and defects in project
management. The study then analyzes the
legal foundations of risk allocation in long-
term contracts by emphasizing transparency
of obligations, contractual equilibrium, and
foreseeability of responsibilities, while also
drawing on the economic principle that risks
should be assigned to the actor with the
greatest capacity to manage them efficiently
(Darvishi & Goodarzi, 2017; Gerhardt & Thaw,
2020; Jafarian et al., 2021; Kazemi et al., 2021).
In order to move beyond abstract theory, the
research compares the Iranian position with
selected experiences from successful BOT and
PPP  jurisdictions, including examples
discussed in scholarship on Malaysia, Korea,
Vietnam, India, and broader comparative
settings. This comparative dimension is not
used to advocate mechanical transplantation
of foreign models; instead, it serves to identify
recurring principles of sound risk allocation,
the institutional conditions that support them,
and the reasons why certain systems are more
successful than others in preserving a
sustainable balance between public policy
objectives and private-sector incentives
(Ahmad et al., 2021; Le et al., 2020; Lee et al.,
2022; Phuyal, 2020).

The study’s theoretical and comparative
analysis shows that successful legal systems
tend to treat risk allocation as the structural
core of BOT contracting. In such systems, risk
is mapped before contract award,
standardized  contractual models are
frequently used, and the legal framework is
supplemented by guidance documents,
specialized institutions, and stable regulatory
expectations. These arrangements reduce
information asymmetry, improve
predictability, and lower transaction costs.
Comparative evidence suggests that where

governments retain political, regulatory, and
macro-administrative risks that lie beyond the
investor’s control, while the private sector
bears  construction, operational, and
performance risks that fall within its technical
and managerial sphere, projects are more
likely to achieve both efficiency and durability
(Ahmad et al., 2021; Le et al., 2019; Lee et al.,
2022). In addition, some successful models
rely on risk-sharing formulas rather than rigid
one-sided allocation, especially in relation to
demand risk, tariff risk, or macroeconomic
shocks; this creates more resilient contractual
arrangements in long-duration infrastructure
projects (Bayat et al., 2020; Nguyen et al.,
2021). Comparative studies also demonstrate
that institutional quality matters as much as
contractual drafting. Where regulatory bodies
are predictable and legally constrained,
investors face lower legal uncertainty, which in
turn reduces financing costs and stabilizes
project expectations. Conversely, where risk
allocation is negotiated in an ad hoc
environment marked by legal fragmentation
or asymmetrical bargaining power, projects
become more vulnerable to renegotiation,
delay, dispute, and financial inefficiency
(Camarero Orive et al., 2020; Soomro et al.,
2022). Therefore, the comparative dimension
of the study confirms that proper BOT risk
allocation is inseparable from wider questions
of governance, legal certainty, and the
institutional capacity of the state.

With respect to Iran, the findings indicate that
the principal challenge is not the absence of
contractual freedom to conclude BOT
agreements, but the lack of a unified legal and
institutional framework capable of guiding
and disciplining risk allocation in a coherent
way. BOT contracts in Iran are generally
governed through a combination of general
contract principles, civil-law doctrines, and
fragmented sectoral regulations rather than a
comprehensive and specialized BOT regime.
This results in a situation in which allocation



of risk is often dependent on case-specific
bargaining, administrative practice, and the
preferences of public entities rather than on
stable, transparent principles (Aria Haji
Abolfath et al., 2023; Shirovi, 2001). As a
consequence, risks that are functionally under
state control, such as regulatory instability,
licensing delays, administrative discretion,
and policy change, are frequently shifted to the
private investor, even though the investor has
limited capacity to control or price them. Such
transfers are inconsistent with both
contractual fairness and economic efficiency.
The study further finds that the absence of
standardized domestic contract models
increases negotiation costs, encourages
inconsistent drafting, and heightens the risk of
interpretive disputes (Alijani & Jenidi, 2020;
Amiri et al., 2023). From an economic
standpoint, this imbalance raises the
investor’s expected return threshold, increases
financing costs, and may ultimately either
inflate the price of public services or reduce
project quality (Emamian et al., 2016;
Nasirzadeh et al., 2015). The research also
indicates that insufficiently systematic risk
assessment in Iranian BOT practice weakens
concession design, undermines long-term
revenue assumptions, and contributes to
costly renegotiations. The Iranian legal
environment thus illustrates how fragmented
regulation, limited standardization, and weak
coordination between public-law and private-
law dimensions can transform risk allocation
from a tool of efficiency into a source of
instability (Jafarian et al., 2021; Kazemi et al.,
2021). On that basis, the study proposes a
native model of balanced risk allocation
grounded in the principle that each risk should
be assigned to the party best positioned to
control it, while preserving contractual
equilibrium through revision clauses, risk-
sharing mechanisms, and clearer legislative
guidance.

In conclusion, the study demonstrates that
balanced risk allocation is the decisive
condition for the legal and economic success of
BOT contracts in Iran. BOT projects are
inherently exposed to legal, financial, and
operational uncertainty, and their long-term
viability depends on how intelligently those
uncertainties are distributed between the state
and the private investor. The findings suggest
that Iran’s current difficulties stem primarily
from fragmented regulation, insufficient
contractual standardization, and the transfer
of uncontrollable public risks to private actors.
A sustainable reform strategy therefore
requires the development of a coherent
domestic framework that aligns contractual
practice with both legal fairness and economic
rationality. Such a framework should
distinguish clearly between risks that must
remain with the government and risks that can
efficiently be borne by the private sector, while
also incorporating adaptive contractual
mechanisms for changed circumstances in
long-term infrastructure projects.
Strengthening institutional coordination,
improving model contracts, enhancing expert
capacity, and clarifying the legal foundations
of BOT risk allocation would not merely
reduce disputes; it would also improve
predictability, attract sustainable investment,
and better secure the public interest. In this
sense, risk allocation should be understood
not as a secondary drafting detail, but as a
central  instrument of  infrastructure
governance and developmental policy.
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