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Project Financing

In the case of project financing, the traditional method of musharakah or mudarabah
can be easily adopted. If the financier wants to finance the whole project, the form of
mudarabah can come into operation. If investment comes from both sides, the form
of musharakah can be adopted. In this case, if the management is the sole
responsibility of one party, while the investment comes from both, a combination of
musharakah and mudarabah can be brought into play according to the rules already
discussed.

Since musharakah or mudarabah would have been effected from the very inception
of the project, no problem with regard to the valuation of capital should arise.
Similarly, the distribution of profits according to the normal accounting standards
should not be difficult. However, if the financier wants to withdraw from the
musharakah, while the other party wants to continue the business, the latter can
purchase the share of the former at an agreed price. In this way the financier may
get back the amount he has invested alongwith a profit, if the business has earned a
profit. The basis for determining the price of his share shall be discussed in detail
later on (while discussing the financing of working capital).

On the other hand, the businessman can continue with his project, either on his own
or by selling the first financier's share to some other person who can substitute the
financier.

Since financial institutions do not normally want to remain partner of a specific
project for good, they can sell their share to other partners of the project as
aforesaid. If the sale of the share on one time basis is not feasible for the lack of
liguidity in the project, the share of the financier can be divided into smaller units
and each unit can be sold after a suitable interval. Whenever a unit is sold, the share
of the financier in the project is reduced to that extent, and when all the units are
sold, the financier comes out of the project totally.
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