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ABSTRACT

Under Iran’s current economic conditions, which are characterized by a growing volume of banks’ non-performing claims, it is
undoubtedly necessary to devise appropriate mechanisms for the expeditious recovery of banking claims in a manner that both
safeguards banks’ interests and remains within customers’ financial capacity and solvency. However, given the necessity of
complying with legal and Sharia requirements within the Islamic banking system, as well as the existing unresolved challenges
and difficulties, the implementation of mechanisms for rescheduling overdue banking obligations may itself give rise to new
legal and operational challenges. The present study aims to address two important questions: whether overdue banking facilities
arising from debt purchase and lease-to-own contracts can be rescheduled, and whether other overdue banking facilities can be
rescheduled through debt purchase and lease-to-own contractual arrangements. This study adopts a descriptive-analytical
approach and examines these questions through library-based research. The findings indicate that overdue banking facilities
arising from debt purchase and lease-to-own contracts may be rescheduled through one of three methods: extension, renewal,
or conversion of the contract. Rescheduling may also be accomplished by granting debt purchase facilities against commercial
instruments. Furthermore, rescheduling involving an increase in the amount payable under lease-to-own facilities is possible
through the conversion or renewal of the underlying contract. It is concluded that, when granting banking facilities, banks should
conduct adequate and appropriate credit assessments, evaluate the subject matter of the financing, and undertake sufficient
market analysis. Throughout the term of the contract, banks should also adequately supervise the proper use of the facilities for
the purpose specified in the contract, while ensuring that the collateral and guarantees obtained are proportionate to the type
and amount of the facilities granted.
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EXTENDED SUMMARY

The increasing volume of non-performing banking facilities and overdue claims has become one of
the major operational, legal, and jurisprudential challenges confronting the Iranian banking system.
In many cases, borrowers are unable to meet their repayment obligations at maturity because of
liquidity constraints, disruptions in business activity, or broader economic pressures, while in other
cases customers remain solvent but seek additional time in order to maintain working capital and
avoid the costs associated with obtaining new financing. In such circumstances, banks may also
prefer rescheduling to immediate enforcement because granting additional time can preserve the
continuity of economic enterprises and may ultimately increase the probability of recovery.
Nevertheless, in an Islamic banking framework, rescheduling cannot be assessed solely from a
commercial perspective because every restructuring mechanism must also comply with the
prohibition of riba and with the legal and jurisprudential requirements governing contractual
transactions. Classical and contemporary Shi'a jurisprudence recognizes the permissibility and
ethical desirability of granting respite to debtors, particularly those experiencing genuine financial
hardship, but increasing the amount of debt merely in consideration of an extension of time raises
the issue of prohibited riba (Mousavi Khomeini, 1984). Accordingly, the central problem is not simply
whether banks may grant additional time, but rather how overdue banking obligations may be
restructured through legally valid and Sharia-compliant contracts without transforming the
additional return into an impermissible increase attached to the passage of time. This problem has
become particularly significant in relation to debt purchase and lease-to-own contracts, both of
which have distinct contractual structures and therefore require separate examination with respect

to extension, renewal, and contractual conversion (Ebadi, 2024; Farzani & Mohammadi, 2024).
The present study adopts a descriptive-analytical method and relies on library-based research,
jurisprudential sources, statutory provisions, banking regulations, and doctrinal legal analysis to
examine the permissibility and practical feasibility of rescheduling overdue facilities arising from
debt purchase and lease-to-own contracts. The analysis first considers the legal and jurisprudential
nature of debt purchase, which is based on the transfer of an existing receivable from the creditor to
a third party, usually for an amount different from the nominal value of the debt. Shi'a jurists have
generally accepted the validity of selling a debt subject to certain limitations, especially where the

transaction does not amount to the sale of one debt for another or otherwise result in riba (al-Juba'i
al-Amili, 1990; al-Tusi, 1963). It has also been accepted that a debt may be transferred to the debtor
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himself or to a third party, provided that the consideration and the structure of the transaction satisfy
the applicable jurisprudential requirements (al-Hilli, 1997; Mirza-ye Qomi, 2000). In this context, the
jurisprudential prohibition of debt-for-debt transactions and the necessity of avoiding riba are
decisive constraints, while the transfer of a genuine debt for cash consideration has generally been
regarded as permissible (Mousavi Khoei, 1981). The same principles underlie contemporary banking
practices involving discounting of genuine commercial instruments, where the existence of an actual
underlying transaction is essential to the legal characterization of the contract as a genuine debt
purchase rather than a disguised interest-bearing loan (Bani Hashemi Khomeini, 2008; Mousavi
Khomeini, 1998).

The findings indicate that rescheduling overdue debt purchase facilities through a mere extension of
the original contract accompanied by an additional amount cannot be justified, because the increase
would effectively be imposed solely in return for additional time and would therefore raise the
problem of riba. However, renewal of the financing relationship through a new debt purchase
transaction may be feasible where the customer possesses new, genuine, deferred receivables arising
from actual commercial transactions. In such a case, the bank may purchase the new commercial
instruments at a discounted price, and the proceeds may be used to settle the outstanding liability
under the previous facility. This mechanism does not depend on extending the maturity of the
previous debt itself; rather, it relies on the creation of a distinct and independently valid debt
purchase transaction. Its permissibility therefore depends on the genuineness of the underlying
receivables and on compliance with the jurisprudential conditions governing the sale of debt (al-
Muhaqqiq al-Hilli, 1988; Najafi, 1981). By contrast, repurchasing the same overdue instruments after
maturity is problematic, because once the commercial debt has become immediately payable,
discounting that same matured obligation at a lower amount lacks the same economic and
contractual rationale. Furthermore, the use of fictitious or accommodation instruments is
impermissible because, in the absence of a genuine underlying debt, the transaction no longer
constitutes a real debt purchase and may instead conceal an interest-bearing loan (Bani Hashemi
Khomeini, 2008). Therefore, debt purchase can serve as a rescheduling mechanism only where the
customer holds authentic third-party receivables and the new transaction is legally and economically
independent of the original overdue obligation.

With respect to lease-to-own financing, the legal analysis produces a different result because the
underlying asset continues to exist throughout the contractual relationship and ownership generally
remains with the lessor until completion of the agreed conditions. Lease-to-own has been accepted
in contemporary Shi'a jurisprudence and in Iranian banking law as a valid contractual structure in
which the lessee may acquire ownership of the leased asset at the end of the lease period upon
fulfillment of contractual obligations (Fazel Lankarani, 2004; Makarem Shirazi, 2006; Montazeri,
1994). The jurisprudential foundations of lease and the legal recognition of contractual conditions
also support the validity of such arrangements (Katouzian, 1999; Meshkini, 2002). In the event of
overdue installments, however, a simple extension of the existing lease period accompanied by an
additional amount creates difficulty where the additional charge is attributable solely to the delay in
payment. A more defensible mechanism is the renewal of the contract: the parties may terminate the
existing lease by mutual agreement and conclude a new lease-to-own contract covering the same
asset, with a new rental amount and a new repayment schedule determined according to the new
contractual period. Because the asset remains available as the subject matter of the new lease,
renewal is structurally more feasible than in debt purchase financing. Likewise, contractual
conversion may be possible where the existing lease is terminated and the asset is subsequently sold
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to the customer on an installment or deferred-payment basis, with the new sale price reflecting the
agreed commercial terms of the new transaction (Ebadi, 2024; Poursaeed & Khodadadi, 2023).

The study further finds that lease-to-own may itself be used as a practical restructuring instrument
for settling certain overdue banking obligations, provided that the customer owns suitable durable
assets. In such a structure, the bank may purchase one of the customer's assets for cash up to the
amount required to settle the overdue liability, apply the purchase price toward repayment of the
previous debt, and then lease the same asset back to the customer under a lease-to-own arrangement.
This mechanism enables the bank to convert an overdue receivable into a new financing relationship
supported by a tangible asset and may be particularly useful where ordinary debt restructuring is
legally or prudentially problematic (Sahranavard, 2023). However, the practicality of this method is
limited by several conditions. First, it is available only to customers who possess assets capable of
being validly purchased and leased back. Second, the value, useful life, and legal status of the asset
must satisfy banking regulations and contractual requirements. Third, the bank must carefully assess
the economic feasibility of the transaction because a decline in the market value of the leased asset
may reduce the customer's incentive to continue making payments. Fourth, where the amount of the
overdue debt is small in relation to the value of the available asset, the transaction may require the
acquisition and lease of an undivided share, creating additional legal and practical complications.
Finally, effective use of either debt purchase or lease-to-own as a rescheduling mechanism requires
careful credit assessment, verification of underlying transactions, appropriate collateralization, and
ongoing supervision so that restructuring does not become merely formal or artificial (Farzani &
Mohammadi, 2024; Sahranavard, 2023).

In conclusion, the rescheduling of overdue banking facilities under debt purchase and lease-to-own
contracts is legally and operationally possible, but its validity depends on the contractual method
employed and on avoiding any increase that is imposed merely in consideration of extending the
repayment period. A simple extension accompanied by an additional amount is particularly
problematic because it may constitute an impermissible increase on an existing debt, whereas
renewal or contractual conversion may provide more defensible solutions where a genuinely new
transaction is formed. In debt purchase financing, restructuring is feasible primarily when new and
authentic commercial receivables exist and can be independently transferred to the bank; fictitious
instruments or the repurchase of the same matured debt cannot provide a sound basis for lawful
restructuring. In lease-to-own financing, the continued existence of the underlying asset makes
renewal and contractual conversion more workable, and sale-and-lease-back structures may also be
used to settle overdue obligations where the customer owns appropriate assets. Nevertheless, these
mechanisms should not be treated as purely formal devices for capitalizing overdue debt or
compounding returns. Their legitimacy depends on genuine contractual intent, real underlying
assets or receivables, substantive compliance with the legal characteristics of each contract, and
effective banking supervision. Accordingly, banks should conduct rigorous credit, market, and
subject-matter assessments before granting facilities, monitor the actual use of financing throughout
the contractual period, ensure that collateral and guarantees are proportionate to the type and
amount of financing, and adopt restructuring methods that simultaneously protect banking
interests, preserve viable economic activity, and remain consistent with the legal and jurisprudential
foundations of Islamic banking.
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