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Abstract

Certain commercial leases governed by Iranian landlord-
tenant legislation continue beyond the expiry of the agreed
lease term, and the landlord-tenant relationship may therefore
persist for an extended period. During this time, the leased
building may be destroyed, or legislative changes may make
it impossible for the tenant to continue operating the business.
The legal status of the tenant’s statutory goodwill right (haqq-
e kasb-o-pisheh va tejarat) and key-money right (haqq-e
sarqofli) in such circumstances remains uncertain, as the
legislature has not expressly determined the consequences of
destruction for the lease or the rights arising from it. Judicial
practice is likewise inconsistent. Most judges favour the
continuation of the lease despite the destruction of the leased
premises, but have not adequately clarified the parties’ rights
and obligations concerning reconstruction or the possibility of
compelling the landlord to rebuild. Among judges who
consider the lease terminated, opinions differ as to whether
the statutory goodwill right or key-money right survives.
Although most favour the preservation of these rights, they
have not sufficiently explained the legal basis, scope, or
consequences of their survival or determined the
corresponding rights and obligations of the landlord and
tenant. This article examines judicial practice concerning the
tenant’s statutory goodwill right and key-money right
following the destruction of leased premises, identifies the
strengths and weaknesses of existing judicial approaches, and
seeks appropriate legal solutions. Employing a descriptive-
analytical method, the study draws on court judgments,
judicial discussion sessions, legal literature, legislation, and
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relevant online resources. The findings indicate that legislative ambiguities and
inconsistent judicial interpretations have created further uncertainty and practical
difficulties in commercial landlord-tenant relationships. The article therefore calls
for a review of the relevant legislation and the elimination of existing statutory gaps
to prevent conflicting judgments and establish a clearer legal framework governing
commercial tenancies.
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Extended Abstract

Certain commercial leases governed by Iranian landlord-tenant legislation do not
terminate upon the expiry of the agreed lease term, and the landlord-tenant
relationship may continue thereafter. During this period, the leased building may be
destroyed, or changes in legislation may make it impossible for the tenant to
continue operating the business. The legislature has not expressly determined the
consequences of such circumstances for the lease, the tenant’s statutory goodwill
right (haqq-e kasb-o-pisheh va tejarat), or the key-money right (haqq-e sarqofli), and
judicial practice remains inconsistent. This article examines judicial approaches to
these rights following the destruction of leased premises, identifies their strengths
and weaknesses, and seeks appropriate legal solutions. Adopting a descriptive-
analytical method, the research is based on a review of court judgments, judicial
discussion sessions, legal literature, statutory provisions, and relevant online
resources. The concept of key money (sarqofli) under the Landlord and Tenant
Relations Act of 1997 encompasses two distinct arrangements. The first concerns the
sum paid by the tenant to the landlord at the commencement of the lease. The
second relates to contractual rights associated with the continuation of the tenancy
and the tenant’s priority in leasing the premises, which bear certain similarities to the
statutory goodwill right recognized under the Landlord and Tenant Relations Act of
1977. There are, however, important differences between these two statutory
regimes. Under the 1977 Act, qualifying commercial tenancies continue by
operation of law after the expiry of the agreed lease term, and the tenant’s statutory
goodwill right arises upon the conclusion of the lease. Under the 1997 Act, by
contrast, the relevant rights depend on the applicable contractual arrangements,
including provisions concerning the continuation of the tenancy and the transfer of
key-money rights. In the absence of such arrangements, the tenancy ordinarily
terminates upon expiry of the agreed term. As regards the continuation or
termination of a lease following the destruction of the leased premises, the findings
indicate that most judges favour the continuation of the lease. Nevertheless, they
have not adequately determined the respective rights and obligations of the landlord
and tenant concerning reconstruction or the possibility of compelling the landlord to
rebuild. Some judicial advisory opinions support the continuation of the landlord-
tenant relationship and recognize the possibility of allowing the tenant, with judicial
authorization, to reconstruct the destroyed building. Where the destruction is
attributable to the landlord or a third party, these opinions also contemplate the
possibility of requiring the party responsible for the destruction to rebuild the
premises. Such solutions, however, may create further practical difficulties and
complicate the legal relationship between the landlord and tenant. Where the lease is
considered terminated as a consequence of destruction, a further question arises
concerning the survival or extinguishment of the tenant’s statutory goodwill right
and key-money right. Judges who favour termination remain divided on this issue.
Most maintain that these rights do not necessarily cease to exist, but have not
adequately explained the legal basis for their survival, the scope and consequences
of recognizing their continued existence, or the corresponding rights and obligations
of the landlord and tenant. Consequently, the preservation of these rights does not, in
itself, resolve the practical difficulties arising from the destruction of the leased
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premises. The findings demonstrate that the absence of clear statutory provisions
and the divergence of judicial interpretations have created further uncertainty in
commercial landlord-tenant relationships. Legislative reform is therefore necessary
to clarify the consequences of destruction for the lease and the rights associated with
it. Revising the relevant provisions and addressing existing statutory gaps would
help prevent conflicting judgments and establish a more coherent legal framework
governing commercial tenancies. Pending such reform, landlords and tenants should
expressly determine the consequences of destruction in their lease agreements,
insofar as the relevant contractual provisions do not conflict with mandatory
statutory requirements, particularly Article 30 of the Landlord and Tenant Relations
Act of 1977. Obtaining appropriate insurance coverage for potential losses arising
from the extinguishment of the tenant’s statutory goodwill right or key-money right
is also proposed as a means of mitigating the financial consequences of destruction.
These measures may help reduce uncertainty and provide greater protection for the
parties until a clearer legislative framework is established.
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