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Overview:

All investments come with risks.
 Therefore, international investors can expect to face a variety of risks in the course of their investment. In addition to the risks typically associated with all types of investments, international energy investors face a number of additional political risks
 because of the nature of their investment. International energy projects, including oil and gas exploration, production, transportation and pipelines, predominantly operate in some of the world’s more unpredictable and unstable environments.
 These projects are very volatile by reason of the fact that they face political risks. Such risks may not only arise at the initial stage of an investment, but also last for the lifespan of an investment project.
 

Currently, a hot topic in the energy sector is the expropriation of investment by host states. In the last two decades, direct expropriation has been rather exceptional, and has been replaced by indirect (creeping and regulatory) expropriation.
  If we look through the list of ICSID cases of last decade
, we can see that international investors make claims in connection with indirect expropriations such as governmental regulations
 for environmental issues and human rights.

Political risk, especially indirect expropriation, is not easy to manage.
 This is obvious and well demonstrated by a question asked during a symposium of energy and international law: “[d]oes James Bond have an effective means of reducing or removing political risk, other than cleverly eliminating the enemy?”
 It is a bit difficult to know whether James Bond has a magic method for this problem; however we know that there are effective and accepted strategies to minimize or mitigate the political risk such as treaties
, national laws
, insurance
, government guarantees
, and contractual provisions
.
 

Instead of focusing exclusively on the issues of all political risk mitigating tools, we focus on contractual provisions in this paper. Investors use a number of contractual devices to protect their investment from the actions of the host state, such as stabilisation clauses and renegotiation clauses.
 These clauses are important for an international energy investment agreement and should be included the contract before the performance of any work. However, an important question is whether inserting appropriate contractual clauses actually reduces the risk of political risk –particularly expropriation. 

This paper is designed to look at the political risk to energy investment projects from several different viewpoints. I also examine the contractual clauses used to minimize or mitigate the political risk. First, I investigate political risks, which encompass direct and indirect expropriation in particularly. Then, I address the question of the extent to which stabilisation clauses are capable of insulating state contracts from legislative changes or administrative measures.  I then move on to highlight the use of renegotiation clauses. Renegotiation clauses are sometimes used in international petroleum agreements together with stabilisation clauses in order to guarantee the security and the stability of the transaction and to address the possible problems of stabilisation clauses. 
Methods:

The research is to take the following approach:

· In-depth literature review

· Conducting a survey of oil and gas and other energy contracts and contract provisions to ascertain the extent to which stabilisation clauses are used and their effectiveness in achieving objectives. This has been done by sending a questionnaire to persons and organizations known to be active in this field.   

· In-depth interviews with specialist lawyers, as well as energy companies, international petroleum negotiators, and law academics.  Qualitative and quantitative research techniques have been used.

Results: 
The information from these sources was gathered, compiled and analyzed, using SPSS software. Several figures and tables are used for this paper.
Conclusions:

I found that indirect expropriation is the biggest concern in energy investment. Differing objectives and philosophies of the parties to agreements create this major problem.  Also, I found that host governments use several tools to take over properties  slowly such as discriminatory new legislation, new tax or increase in tax, restriction of some rights, environmental issues, and human rights issues. After revealing this problem and the tools host states use, I point to some contractual devices available to deal with this problem.  These contractual devices may help to minimise the risk of indirect expropriation. The advance planning of management of expropriation risk “can limit the risk and make recovery more likely”
. Having said that, one thing we all should keep in mind is that “… no contract can absolutely restrain sovereign power or bind the decisions of future government”.
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