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ABSTRACT

A problem, which Islamic banks face in Murabaha and Ijarah financing,
is the danger of default. So, if a client defaults in payment of the price
or rental at the due date, the price cannot be increased. In interest
based loans, the amount of loan keeps on increasing according to the
period of default. But it is prohibited in Islamic Financing. The real
solution to this problem is to develop a system where the defaulters are
punished by depriving them of getting a financial facility in future. So,
the alternative suggestion is that while entering into a Murabaha or
[jarah transaction, client undertakes that in case of default in payment
at the due date, he will pay a specified amount to a charitable fund
maintained by the bank. The objections on this method are not valid.
But it must be ensured that no part of this amount shall form part of
the income of the bank, and bank cannot charge an opportunity cost or
any kind of expenses like recovery or administration charges from this
amount. But Islamic Banks should seek an alternative of this method
also, as it is not an ideal method of covering the risk. Islamic banks
should also think about and attend the alternative suggestions

discussed in this article.
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