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Agreement on Obliging a Solvent Debtor to
Compensate for Damages of Delinquency

AL-SDDIQ M. A. AL-DARIR

ABSTRACT. It is not Islamically permissible for a bank to enter into
agreement obliging a borrower to pay a fixed amount, or a certain
percentage of the loan in case of delinquency in repayment. But it is
valid to agree with the borrower to compensate the bank for any harm
occurring to the bank as aresult of the debtor's delay, provided that
harm is concrete and actual, and the debtor is solvent and delinquent.
The best way to determine compensation is to assess it on the basis of
the actual profits earned by the bank during the period of delay. In case
no profits were then earned, no compensation would be due.



