Guide to Ribbis
The Prohibition of Compensating Someone for Using Their Money
Edited and approved by Rav Moshe Heinemann and Rav Yosef Berger
Generally, people mistakenly assume that the laws of Ribbis exclusively concern lending money with interest and think that the prohibitions of Ribbis apply only to the lender. In actuality, the laws of Ribbis concern a myriad of varied business and daily personal transactions and apply to the lender, borrower, broker, witness, lawyer and co-signer (א). In addition, these laws apply even when the borrower or lender is a parent, sibling, child(ב)  or best friend, and even if the borrower wholeheartedly  (ג)agrees to an additional payment. It is important to note that our Rabbis tell us that transgressing a prohibition of Ribbis is considered so severe, that it is compared to denying the existence of G-d(ד) . 
I. Loans
A. The laws of Ribbis apply to loans. When transacting a loan, neither the lender nor the borrower may pre-arrange any “additional compensation” to be provided by the borrower  (ה)to the lender or his designee, even a charity(ה) . For example, the lender may not lend money on condition that the borrower makes a donation to a certain charity. “Additional compensation” includes money, goods, favors or services (ו), e.g., cutting grass.
B. A person is prohibited from giving a gift that is obviously meant to influence the recipient to provide him with a loan(ז) . Also, after the borrower has repaid the loan, he is prohibited from giving a gift to the lender that is obviously meant as gratitude for the loan(ז) .

C. In addition, during the term of the loan, a borrower may not provide additional compensation to the lender, e.g., Challahs for Shabbos. This includes providing goods to the lender for free or at a discount(ח), or purchasing goods or services from the lender for more than the market value(ט) .


The borrower may not offer goods or services to the lender for free or at a discount even if these goods or services are related to the performance of a Mitzvah(י) , e.g., Bar Mitzvah lessons. However, a borrower may provide goods or services if they are favors that the borrower would have provided even had he not borrowed any money(יא) .
D. At the time of payment, the borrower may not give any additional compensation, even if it is something that the borrower would have provided even without a loan(יב) .

E. The laws of Ribbis apply only when both the borrower and lender are Jewish(יג) . However, if there is a Jewish third party, e.g., a Jew co-signs a loan between a Jew and a non-Jew(יד) , prohibitions may apply.

F. The laws of Ribbis not only apply when one borrows money, but also when one borrows items and intends to replace them(טו) , e.g., tomatoes, disposable diapers. However, when the original items are to be returned, these Halachos do not apply(טז) . For example, a woman who borrows children’s clothing from a friend is permitted to include a gift when returning the clothing. In addition, one may charge for the use of his property(יז) , e.g., charging rent for the use of a car or wedding dress.
II. General Business Transactions
There are also laws of Ribbis that affect many aspects of business transactions, e.g., buying, selling, renting, partnerships, etc. where one person would have the status of a lender and the other a borrower (טו).
A. Purchase now and pay later - A seller may not set two different prices for an item, charging one price if payment is made upon receipt of the item and a higher price if one pays later. This is because one who acquires merchandise before paying for it is in effect a borrower(יח)  on the outstanding payment. The additional cost for deferring the payment is considered interest and is therefore prohibited.
B. Pre-payment discount - Similarly, when a purchaser is offered the opportunity to pay a reduced price if he pays in advance of receiving the merchandise, the seller is effectively borrowing money from the buyer until the buyer receives his merchandise. Therefore, the seller (borrower) is prohibited from compensating the buyer (lender) by letting him pay a lower price(יט) . There are circumstances when a pre-payment discount is permitted. Consult a Rav.
C. Additional business transactions governed by the laws of Ribbis  (טו)- Late payment charges, penalties, co-signing loans, escrow accounts, when partners borrow money for their business, even from non-Jews, etc. may involve issues of Ribbis. A Rav should be consulted.
III. The Heter Iska Contract(כ) 
A. Even though lending money and receiving interest is prohibited, investing and making a profit is permitted. The Heter Iska is not a magical document that removes the prohibition of Ribbis from someone lending with interest; rather it structures a transaction, which would otherwise be a loan, as an investment. Any legal documents involved in the transaction must be subject to the Heter Iska contract.

B. Businesses owned by Jews, and individuals who make transactions with other Jews, may need a Heter Iska contract if transactions involve loans, interest, credit, late payment charges, penalties, co-signing loans, escrow accounts, and when partners borrow money for their business.

C. A Heter Iska contract is usually needed by financial institutions, e.g., mortgage companies, brokerage houses and banks that are owned by Jews.

D. There are Halachic authorities who permit business entities that are incorporated or are an LLC (limited liability company) to pay interest even without a Heter Iska, provided that no individual is personally responsible for company or LLC liabilities, e.g., depositing money in a Jewish owned bank and receiving interest. However, an individual may not pay interest to a corporation or an LLC without a Heter Iska, e.g., paying interest to a Jewish owned bank(כא) .
E. In each generation, our Rabbis remind us of how complicated these laws are and plead with us to make sure that the Heter Iska contracts are drawn up correctly by a Rav who is an expert in these matters(כב) .

F. One who is presently a borrower or a lender on an interest bearing loan (without a Heter Iska) should speak to a Rav concerning how to restructure the loan and not be in violation of the laws of Ribbis.

IV. Charities, Loan Funds, Synagogues, Institutions of Torah Education, and Other Mitzvah Projects
There are leniencies in the rabbinic laws of Ribbis pertaining to monetary transactions involving these organizations(כג) . A Rav should be consulted.
V. Common Ribbis Cases

A. One who borrows food, e.g., fruits or vegetables, should return similar items and amounts. If the borrower is in doubt as to the amount borrowed, he may return enough to be certain he has returned at least what was borrowed. It is prohibited to intentionally return more or better products than were borrowed(כד) .

B. Reuven borrows Shimon’s credit card to make a purchase. Reuven does not pay the charge until after the grace period is up, causing the company to start charging Shimon interest on Reuven’s purchase. Reuven may not reimburse Shimon for the finance charges because legally Shimon is borrowing the money from the credit card company, and then lending it to Reuven. Reuven is prohibited from paying the interest charged to Shimon’s account, even directly to the credit card company(ג) .

C. Reuven wants to purchase a house but does not have established credit for a mortgage, so Reuven’s father obtains a mortgage and purchases the house. Reuven may not pay the interest portion of the monthly payment, because the bank is charging interest to the father and the father is charging interest to his son(ג) . A Rav should be consulted on how to set up a permitted transaction. (See section III.)
D. Shimon withdraws money from his interest bearing account and lends it to Reuven. Reuven is only permitted to pay back the principal. He is not permitted to compensate Shimon for the loss of interest(כה) .
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