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ABSTRACT

Lease-to-own contracts, as one of the modern financial instruments within Iran’s Islamic banking system, occupy a significant
position in the financing of housing and capital equipment. This study was conducted with the aim of analyzing the jurisprudential
foundations and examining the legal frameworks governing such contracts within the Iranian legal system. The research adopts
a descriptive-analytical approach and was carried out through library-based research and the examination of legal documents.
The findings indicate that lease-to-own arrangements are founded upon a lease contract accompanied by a contractual
stipulation, and their validity within the Iranian legal system is based on Article 10 of the Iranian Civil Code and the Law for
Usury-Free Banking Operations enacted in 1983. From a jurisprudential perspective, several challenges arise, including the
combination of two contracts within a single agreement, the legal nature of the ownership-transfer condition, and its compatibility
with the principle that “contracts are governed by the intentions of the parties” (al-‘uqdd tabi‘ah lil-qustd). Furthermore, the
Executive By-Law adopted by the Money and Credit Council in 1983, together with the regulations of the Central Bank,
establishes the operational framework for these contracts. The results of the study demonstrate that despite existing
jurisprudential ambiguities, both judicial practice and the Iranian banking system have accepted lease-to-own contracts as
legitimate and valid legal structures. Nevertheless, legislative reforms appear necessary to eliminate the remaining ambiguities.
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EXTENDED ABSTRACT
Lease-to-own contracts have become one of

the most important legal and financial
instruments in the Iranian Islamic banking
system, particularly in the financing of
housing, industrial machinery, equipment,
and durable capital goods. The importance of
this contractual structure lies in its hybrid
nature: it begins as a lease, but it is designed to
culminate in the transfer of ownership to the
lessee after the fulfillment of contractual
obligations. This study analyzes the
jurisprudential  foundations and legal
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frameworks governing lease-to-own contracts
in Iran, with particular attention to their
compatibility with Islamic jurisprudence,
Iranian civil law, and the regulatory
architecture of usury-free banking. The
emergence of this contract in Iran is closely
linked to the enactment of the Law for Usury-
Free Banking Operations in 1983, through
which Islamic banking instruments were
formally institutionalized in the Iranian
financial system. From a doctrinal perspective,
lease-to-own contracts are situated at the
intersection of lease, sale, contractual
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condition, and financing arrangement, which
explains why they have attracted sustained
attention in both Iranian legal scholarship and
Islamic finance studies. Classical contract
theory emphasizes the distinction between the
transfer of usufruct and the transfer of
ownership, while modern Islamic finance has
increasingly relied on instruments such as
yjarah muntahiyah bi-al-tamlik to reconcile
financing needs with Sharia requirements (El-
Gamal, 2006; Mousavian, 2011; Usmani, 1998).
In the Iranian context, this issue is further
complicated by Article 10 of the Civil Code, the
doctrine of freedom of contract, and the role of
contractual stipulations in validating new
financial arrangements (Katouzian, 2008;
Safaei, 2009; Shahidi, 2013).

The present study is descriptive-analytical in
design and relies on documentary and library-
based methods. It examines jurisprudential
sources, statutory provisions, executive by-
laws, banking regulations, and comparative
Islamic finance literature in order to clarify the
legal nature of lease-to-own contracts and
identify the principal ambiguities surrounding
them. The central research problem is whether
lease-to-own should be understood as a lease
contract containing an ownership-transfer
condition, as a sale contract disguised in the
form of lease, or as an independent contractual
structure with a composite legal nature.
Iranian legal scholarship has offered different
answers to this question. Some scholars
consider the contract to be a conditional lease,
because legal ownership remains with the
lessor during the lease period and the lessee
receives only the right to use the asset. Others
argue that the actual intention of the parties
from the outset is the final transfer of
ownership, and therefore the contract cannot
be reduced to ordinary lease (Jafari Langroudi,
2007; Katouzian, 2008). This disagreement has
significant legal consequences, because the
classification of the contract determines the
rules governing risk allocation, termination,

default, maintenance obligations, ownership
transfer, tax treatment, and the enforceability
of the ownership-transfer condition. Previous
studies have also emphasized that lease-to-
own contracts in Islamic banking cannot be
fully understood unless their jurisprudential,
civil-law, and banking-regulatory dimensions
are analyzed together (Davari-Fard, 2022;
Hasanpour et al., 2016).

The findings indicate that the validity of lease-
to-own contracts in Iranian law rests primarily
on two foundations: first, the principle of
contractual freedom embodied in Article 10 of
the Iranian Civil Code, and second, the
statutory recognition of this instrument under
the Law for Usury-Free Banking Operations
and its executive regulations. The executive
by-law defines lease-to-own as a lease contract
in which it is stipulated that the lessee will
acquire ownership of the leased asset at the
end of the lease period, provided that all
contractual conditions have been fulfilled.
This definition clearly distinguishes lease-to-
own from ordinary lease by making the
ownership-transfer condition the defining
feature of the contract. However, the legal
formulation does not fully resolve the
jurisprudential issue of whether the ownership
transfer is a condition of act, a condition of
result, or merely a unilateral promise. In
Iranian banking practice, the prevailing
interpretation tends toward treating it as a
condition of result, meaning that ownership is
automatically transferred once the lessee pays
the final installment and satisfies the agreed
conditions. This approach is consistent with
parts of Iranian civil-law doctrine concerning
contractual conditions, but it differs from
some international Islamic finance standards,
which prefer the separation of the lease
contract from the subsequent sale or gift
contract (Al-Shehri & Obaidullah, 2023; Izadi
Fard, 2015; Shahidi, 2013). Therefore, although
Iranian law formally validates this structure,
the exact jurisprudential character of the



ownership-transfer mechanism remains a
major point of doctrinal debate.

From a jurisprudential perspective, the most
important challenge concerns the combination
of two contracts within one legal arrangement.
Some jurists object to lease-to-own structures
by referring to the prohibition of two sales or
two transactions within one transaction,
especially when the contract creates
uncertainty about whether the governing rules
are those of lease or sale. In this regard, lease-
to-own may appear problematic if the lease is
merely a formal cover for an installment sale.
The principle that “contracts are governed by
the intentions of the parties” is especially
important here, because if both parties intend
final ownership from the beginning, the legal
label of lease may not reflect the true
contractual substance. Iranian legal scholars
have therefore debated whether the contract is
genuinely a lease with a valid stipulation or
whether it should be treated as a sale with
deferred transfer of title (Hasanpour et al.,
2016; Katouzian, 2008). Comparative Islamic
finance literature shows similar tensions.
AAOIFI-oriented approaches often
recommend that the lease contract and the
ownership-transfer contract be documented
separately in order to avoid the jurisprudential
problem of combining lease and sale in a single
binding agreement. Studies of ijarah
muntahiyah bi-al-tamlik also show that
banking practice sometimes departs from
theoretical Sharia standards, especially in
relation to maintenance obligations, risk of
asset destruction, and the legal effects of
default (Al-Shehri & Obaidullah, 2023; Arwan,
2020; Vejzagic, 2014). These issues
demonstrate that the legitimacy of lease-to-
own depends not only on its formal title, but
also on its operational design and the actual
distribution of rights and obligations between
the parties.

The comparative analysis further shows that
Iran’s model of lease-to-own differs from

international Islamic banking standards in
several important respects. In many Islamic
finance systems, particularly those influenced
by AAOIFI standards, ijarah muntahiyah bi-
al-tamlik is structured through two distinct
instruments: a lease contract and a separate
promise or contract for ownership transfer at
the end of the lease term. By contrast, Iranian
banking practice usually incorporates both the
lease and the transfer condition into a single
contractual document. This approach provides
administrative simplicity and enforceability,
but it also intensifies jurisprudential concerns
about the fusion of lease and sale. In addition,
the Iranian model often places extensive
obligations on the lessee, including obligations
related to maintenance, insurance, and risk-
bearing, = whereas traditional Islamic
jurisprudence usually assigns fundamental
ownership-related risks to the lessor until
ownership is legally transferred. International
studies of Islamic finance emphasize that the
economic function of lease-to-own may
resemble finance leasing or conditional sale,
even when it is formally presented as lease (El-
Gamal, 2006; International Monetary Fund,
2015). This raises an additional issue
concerning the distinction between legal
ownership and economic ownership: while the
bank remains the formal owner during the
contract period, the lessee often bears many of
the economic burdens and benefits of
ownership. Such duality affects accounting
treatment, tax obligations, third-party rights,
and judicial interpretation. Accordingly, the
Iranian legal system requires greater doctrinal
precision in defining the rights of the lessor
and lessee during the contract period,
especially in cases of default, destruction of the
asset, premature termination, or transfer of
contractual rights to third parties (Izadi Fard,
2015; Safaei, 2009).

In conclusion, lease-to-own contracts in Iran
represent a functional and widely used Islamic
banking instrument, but their legal and
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jurisprudential foundations remain in need of
clarification. The study concludes that the
current Iranian framework has succeeded in
recognizing and operationalizing this contract
within the banking system, yet it has not fully
resolved the  theoretical ambiguities
surrounding its legal nature, the type of
ownership-transfer condition, the allocation of
risk, and the relationship between the
apparent form of lease and the parties’
underlying intention of ownership transfer.
The most important reform priority is the
adoption of a comprehensive legislative
framework that defines lease-to-own as a
distinct contractual structure and -clearly
separates its rules from ordinary lease and sale
where necessary. Further reforms should
clarify whether the transfer condition operates
as a condition of result, a condition of act, or a
binding promise; determine the consequences
of default and termination; regulate the
allocation of maintenance and destruction
risks; and harmonize Iranian banking practice
with contemporary Islamic finance standards
while preserving compatibility with domestic
civil-law principles. A more transparent legal
framework  would improve  judicial
consistency, reduce banking disputes, protect
lessees and financial institutions, and
strengthen public confidence in Islamic
banking instruments. Ultimately, the
effectiveness of lease-to-own contracts
depends on the ability of lawmakers, jurists,
judges, economists, and banking specialists to
design a coherent structure that is
simultaneously faithful to Islamic
jurisprudence, responsive to modern
financing needs, and capable of ensuring
contractual justice in practice.
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