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The Method of Allocating Profits from
Non-Performing Loans in Interest-Free Banking

i*,aIZ

Meysam Khosrav
a. Faculty of Economics, University of Tehran, Tehran, Iran.

* Corresponding author.

Article Info Abstract

The allocation method of banking operations profit constitutes
one of the most significant differences between interest-free
banking and conventional banking. The framework for this
allocation is defined in the Law on Interest-Free Banking

Article Type:
Research Article

Artlc!e History: Operations, the executive bylaw of Chapter II of the Law, and
Received: ultimately, in the Instruction on the Allocation of Joint Revenues
17 Aug. 2025 of banks approved by the Money and Credit Council. This article,
Revised: after explaining the model envisaged by the legislator and its
12 Oct. 2025 developments in the aforementioned regulations, first seeks to
Accepted: demonstrate that, according to the Law on Interest-Free Banking
29 Oct. 2025 Operations and the standards of Islamic banking (AAOIFI),
Published: profits arising from non-performing loans (including provisions
ublished: . .

06 Jan. 2026 and revenues from penalty cha’lrges) must be clqsmﬁed as joint

profits, while the Central Bank’s instruction classifies provisions

as non-joint. In the next step, based on financial statement data
Keywords: published by banks, the financial scale, including provisions for
Interest Free Banking, doubtful receivables as joint revenues are identified, and the
Islamic Banking, adjusted final profit is compared with the commonly reported
Impaired Asset final profit in Iran’s banking network. Another finding extracted
Provisions. from the review of financial statements is that, in all years under

study since 1397, the administrative profit rate determined by the
JEL Classification: Central Bank has been the only factor in the profit paid to

G21. 212, gzgﬁzltors, rather than the realized joint revenues or costs of

Cite to this paper: Khosravi, M. (2026). The Method of Allocating Profits from Non-Performing Loans
in Interest-Free Banking. Journal of Economic Research, 60(4), 1366-1389.
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1. 3/2/1/3 Deduction of the allocations and reserves relating to the investment, from investment
income to arrive at distributable profit. In this case, allocations for bad debts and reserve for
rate of returns have to be deducted from gross profit, whereas reserve for investment risks has
to be deducted after deduction of the Mudarib's share.
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Financial development is a key factor in enhancing the economic
dynamics of countries, while energy diversification is an important
component in ensuring a sustainable energy supply and reducing
dependence on fossil fuel resources. This study examines the
threshold role of economic growth in the impact of financial
development, oil rent, and industrialization on energy diversification
in Iran using data from 1980 to 2022 and the Threshold
Autoregression (TAR) method. The results indicate that the effects
of these variables on energy diversification depend on the economic
growth threshold (per capita income of $3,704) in two distinct
regimes. In the first regime, where economic growth is below the
threshold, oil rent has a positive effect, whereas financial
development and industrialization negatively influence energy
diversification. In the second regime, where economic growth
surpasses the threshold, the negative effect of industrialization
diminishes, and financial development has a significant positive
impact on energy diversification. These findings suggest that
improving economic conditions alongside the simultaneous
development of financial systems can help reduce dependence on
fossil fuels and enhance the diversification of energy sources in the

country.
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coherent industrial policy. Over the twenty years examined, the
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whether previous measures had been effective.
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