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Topic:

LENDING WITH
INTEREST

Topic Discussion:

WHAT ARE THE PROHIBITIONS OF CHARGING INTEREST?

DOES INTEREST APPLY ON A ONE TIME SET FEE? FOR EXAMPLE, LENDING 510,000
AND RECEIVING BACK $11,000 AT THE END OF THE LOAN.

WHAT IS THE REWARD FOR GRANTING AN INTEREST FREE LOAN?
MAY ONE COSIGN A LOAN THAT INVOLVES FORBIDDEN INTEREST?

IFONE GRANTED HIS FRIEND A $25,000 LOAN, WHICH REQUIRED WITHDRAWING
MONEY FROM HIS SAVINGS ACCOUNT. CAN HE CHARGE HIM THE 2% INTEREST
THAT HE WOULD HAVE EARNED?
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If your brother becomes destitute and his hand falters beside you, you shall support him
[whether] a convert or a resident, so that he can live with you.
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You shall not take from him interest or increase, and you shall fear your God, and let
your brother live with you.
AN ANN7 DA QYA i7 [ANNT 1902 DX

You shall not give him your money with interest, nor shall you give your food with
increase
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| the LORD am your God, who brought you out of the land of Egypt, to give you the land
of Canaan, to be your God.

A |
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Because man’s thoughts are greatly attracted by the idea of taking interest and it
comes difficult to him to keep aloof from it, so that he tries to persuade himself that it is
a legitimate act (lit., he decides for himself that it is a permissible matter) on account of
the fact that his money will otherwise remain unemployed, Scripture was compelled to
state: “But be afraid of Hashem!"
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The Gemara now discusses the relationship between the prohibitions against taking
interest, robbing and defrauding:
X327 X — Rava said: mR3IN2 18D 513 15 nrana xS xmnn anot % mb — For what
purpose does the Torah write a prohibition against taking interest, another
prohibition against robbery, and still another prohibition against fraud? 'Y All three of
these prohibitions have in common that they illegally deprive someone of his property.
Accordingly, stating just one of them should have sufficed to teach that all three are
forbidden. The unstated ones could have been deduced from the stated one."” — ? —

Rava answers:
"My — All the prohibitions are necessary , for the following reasons. ) NIQI and N7
nmiana — For if the Torah had written a prohibition only with regard to interest, and
not with regard to robbery and fraud, xu1 wirmmnT own — I would have said that the
prohibition against interest is a novel concept, not connected with the idea of depriving
someone of his property, X3nmm mEX MY2 191BRT — since we see that the Torah forbids it
even to the borrower. " Therefore, the prohibition against interest cannot serve as a
source for the prohibitions against robbery and fraud. 5133 185 X317 203 *X1 — And if the
Torah had written a prohibition with regard to robbery and not with regard to interest
and fraud, 3 "J:_J;’,l own — I would have said that robbery is unique because it is
inflicted upon the victim against his will , i.e. by force, X% XX X)X Yax — whereas
fraud, which does not involve the use of force, I would have said is not included in the
prohibition."” f1x31X2 1XY X1 202 1X1 — And if the Torah had written a prohibition
only with regard to fraud and not the other two, 9T ¥y 11 X571 mwn — I would have said
that fraud is forbidden only because the victim does not even know that he has a claim to
waive, ¥/ whereas with robbery and interest, the party that suffers the loss is aware of it and
can waive his claim to compensation."” Accordingly, the crimes of robbery and taking interest
are, in this respect, less severe than the crime of fraud, and their prohibition can therefore
not be deduced from the prohibition of the latter.
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Introduction

One has to be very careful with the sin
of interest, since even the borrower
gets a sin. While in other monetary
cases if the victim wants to hurt himself
he is permitted to do so, this is not
the case when paying interest. Due
to the frequency of this sin, the Torah
restricted the borrower, the guarantor,
the witnesses and any one associated

with the loan.

19°0R1,N717 0RA INTH DTR PPN TRN TRN
MINN 1T IRWA D PRY NN ,I21V 11NN MHN
119N HAR L RWI 170012 PITYH XD DTR ORW
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If one lends another Jew money, they don't have to change the dynamics of their friendship,
whatever they have been doing for each other till now can continue. Only things being
done out of gratitude for the loan are forbidden.

1M

1. Thelendershould be careful notto benefit
from the borrower, as long as he has the
money. When it comes to items, he was
comfortable taking without permission
before the loan, once he lends his friend,
he can no longer do so. Another example,
blocking the borrower’s driveway, without
explicit permission, because he may
tolerate it out of gratitude for the loan, it
is forbidden.

2. However, items that he gets permission
to take (and had been getting permission
for, even prior to the loan), is permitted
to continue taking after the loan. This
is only permitted if its not done -n7D2
R0 (publicly) like living in the borrower
house for free. In that case the borrower
must charge a rental fee (he can charge
based on the lower range of the market),
unless it was in play before the loan. For
example: if he was already living in that
apartment/home.
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Severity of the sin
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The sin of Ribbit is very deep rooted, it
is not even possible to explain it. By all
other sins, we do not find that the Rabbis
should be so extreme about it. It is also
impossible to describe its punishment.
May Hashem save us from this grave sin.

191N DN"W D0
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A man who made his fortune through
lending with interest to Jews, passed
away. When his children came to bury
him, the "Chevra kadisha” requested an
enormous amount of money to bury
theirfather. Angrily, theytookthe Chevra
Kadisha to court. When the court asked
them to explain this offense of price
gauging, they defended themselves by
saying, usually anyone who gets buried
is taking a short-term rental, since he
will rise at n»nn o'nnn, so we charge
him a small fee. But this man is taking
a long-term rental, he will not be rising
during n»»nn o°'nni, as stated in Gemara,
that whoever lends with interest will
not rise at n»»nn o'nnn, therefore we are
practically selling it to him

X1 ,77IR 7722 DN DNR PYAY ,NWyn XN
112 110V 7Y 11apH RWTH RN TWIR X))
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Y MWp DNR 727 YN 172219 21010 WD
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What is the reward for granting an interest free loan?

20 0MaT
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You shall not cause your brother to take interest, interest of money or interest of food,
interest of anything that he may take as interest. You may cause a non jew to take interest,
but you may not cause your brother to take interest, so that Hashem your G-d, will bless
you in your every undertaking on the land to which you are coming to possess it.

—— RYI¥N R11 ‘M2

XY 97
It is taught in a Baraita: Rabbi Shimon vy m 55,918 TYHR 12 PYNW "7 RN
ben Concerning anyone who hasmoney  yyn5n 1y 2272 XYW onir n1901,0yn 1

and lends it yvithout interest, the vgrse ;NP9 ®Y P19V ThWI WA 11 X 1907, MR
says about him: "He who has not given 0919 VI’ K9 19R DY

his money with interest and who has
not taken a bribe against the innocent,
he who does these shall never falter.”

Y 97
Those who lend on interest lose more  pyn 9N N2272 MHYN ,IMIR PNYNW 127 RN
than they gain, (his possessions falter  pmrwnw KHR 7Y K91 ,071°09N DNTINY
forever). And not only that, butitisasif y5.5 i .nR 10N 0ON 1119 pwn

they consplgr Moshe, the writer of t.he "R R 9272 NP PAPW 30 hwm YT An
Torah, oblivious to the fact that lending 119

with interest makes money. Hashem
knew the temptation is there and still
He prohibited it.
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The Mishnah continues to enumerate the parties involved in an interest-bearing loan who
transgress Biblical commandments:
myyn KX%3 P2ty 1Y% — The following persons involved in an interest-bearing loan
transgress a negative Biblical commandment: mbna — The lender, mYm —the
borrower, 21y — the guarantor, 0™YM — and the witnesses who attest to the loan.
o™MRIR 05mM — And the Sages say: 19ion1 X — Even the scribe transgresses a Biblical
commandment. D 0™M2lY — They transgress the law on account of the following

@ mnan-XY, — You shall not give him your money for neshech nor

negative commandments:
for marbis shall you give your food;® »inxn npn-5x, owm — and on account of: You shall
not take from him neshech and interest;” "rwia 15 mnn-xY, mwm — and on account of:
You shall not be to him as a creditor;"" ” qw1 15y Pwn-K5, 0w — and on account
of: You shall not place interest upon him;"" 5xn nx1M Swon 1nn X5 My w159, owm
7 1 X — and on account of: And before a blind person you shall not place a

stumbling block and you shall fear your God. I am Hashem."
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General rules:

There are a lot of cases of ribbit that are m1ox 7 nm1nn, while other cases can be mor 1127M.

What is mox from the Torah? na1 n¥¥p, when the arrangements were made at the time
of the loan.

1.

.AV1ID NMWN NINDHA 1HIDRI NYIW HD2 NTIORXR N7 :(ROP 1N’0) 1IN
Ribbit is forbidden: no matter how much is being charged.

It makes no difference if its per annum payment or a one-time payment; if its
linked to the amount of outstanding balance or not; or if the payment is linked to
the length of time that the loan is outstanding.

3. Even if there is no set amount at the time on the loan.

10

Regardless of when the interest payment is actually made, if the agreement has
interest to be paid, even after the loan was paid up, the mo'x applies.

7YY IR 1YY MHYN 172 PIHYIN PRI ((0P) RN

It makes no difference; how wealthy the borrower is and how willing he is to pay it.
Even if the borrower is using the funds to realize a profit it is prohibited. For
example, if the buyer purchases merchandise on credit for the purpose of selling

it for profit, the borrower is prohibited from sharing profits with his creditor,
(unless he invests and there is risk).
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For example: one has money which is ¥ 170 2 PHYN DWN NAR

earning interest in a bank, and a borrower 53951 NPYW 905 177aNY MYNNY ,0IWoN
asksthatthefundsbeloanedtohim,withthe -,4 DIRINW N*17 NR T0DN NI T HYW R

pledge that he will replace the lost earnings .,y 51 1050 m9ny oHwY M9 MoK 19 1M
at the same rate that the bank would have NNIND 1710

paid. Although no precise amount is set and
it's just for lost revenue, it is n»a1 nxxp.

One is not allowed to be compensated for loss of potential earnings. Therefore, you may
not charge your friend the 2% unless you draft a heter iska.

12297 N9
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The borrower cannot pay interest or offer a gift, even if he had not previously committed
to do so.

During the entire period of the loan, the borrower may not give a gift to the lender, even if
he does not mention the gift in connection with the loan.

The loan that Benefits the lender (but not as specified interest):

A man offered his apartment in need of repairs to his son in law. He told him ”spend
$10,000 on renovating the apartment, and after a set number of years, | will return you the
sum”. This means, the son in law lent $10,000 to his father and now he’s enjoying a newly
renovated apartment. Is this allowed? - Yes.

Because the $10,000 never reached the borrower (his father in law) hands, instead it was
given for renovation, the money was never handed to the borrower.

HABRUTA NIGHT @ SHAARE ZION '
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1. A lender may prefer to bluff his borrower by including a penalty clause in the loan
document. The lender, being an observant Jew, has no intention of ever collecting this
penalty. His intention is to pressure the borrower to repay the loan on time.

(56:2) PWMN NIAR: It is MONR, even if this clause is never enforced. The agreement is Assur.

2. Same holds true, if a borrow cannot get a loan unless he agrees to pay with interest, he
wishes to sign a contract obligating himself to pay, and plans to refuse to pay (the ribbit)
when it comes due - Assur.

3. If a contract calling for ribbit payment is written, it may not be honored. The lender is
prohibited from keeping the contract in his possession, even if he wishes to use it for the
purpose of collecting the principal, the contract must be destroyed. Not only the lender,
but anyone who comes in contact with it, can destroy the contract. Why?

1) Were afraid he may use it to collect.
2) One is not allowed to have improper contracts in your house
1m
J71772 RN 218D 7272 ORIDD 772 RINW LRNDPTIRT N0

If someone took money with interest, he must return it.

If the borrower declines the money back, can he choose to do so?

2 199N 175 1191 MY

The borrower can't forgo interest before
the loan but once it was paid up he can
choose to tell the lender, "you don't
have to refund me, we don't say that
it's another form of interest, rather it's
a gift.

N0 DR MY HMY MHHw ,DNRA NXPN 17N
HNNW 17N NPW 9"YR LN TNY IR 11Mn NPhw
0912w N227 9O MNW L0190 DV PR NINN N1 IR
N2 noxR1 NhYMm ®H NMnn HarR LR N
YW nN’2171 190R N°272 NHym NYIm PR L7109 1T

.07
You are not allowed to forgive the
interest even after its paid up. Since
the Torah doesn't want interest paid,

period.
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But it needs to be understood, by the W" ,M0RI1WYW 11°2N0 MM N1ONN DR RPIT
borrower and the lender, that what they 111 150°H MdT MHH
did is prohibited and the borrower has the

right to the money back

(270p) M0 1M

An interest free loan that originated with a  nx 119N 9N ,1210 Yan T 9InR1 1m0 ORY

payment date. Later, the lender agreed to NIND D727 10,0770 °RIN DY T
extend the term of the loan in exchange for

interest payments. Since the commitment
to pay ribbit was made at the time the
extension was granted, it is n»a1 n¥xp.

In the case of an interest free loan, it is 1312971 710K to give a unstipulated gift
afterwards.

13
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STORY LINE:

Jonathan Feldman needed $30,000 cash for his
business. The banks were limiting the credit
they would issue him, though, and were also
asking for more interest than he wanted to
pay. Instead, Jonathan tried to raise the cash
from relatives and close friends. His cousin
Ezra was willing to help him out and invest
in the business. “I'd like 4% return on the
money annually,” said Ezra. “Can you do that?”
“Reasonable enough,” said Jonathan. “We'll
call it an investment, though, not a loan, so
that there will not be a prohibition of ribbit
(interest).” They drafted a document stating:
“Ezra Feldman is investing $30,000 in Jonathan
Feldman’s business, and will receive 4% profit
annually. After two years, either party can
terminate the agreement with 60 days’ notice,
and the $30,000 will be returned to Ezra.” Ezra
gave Jonathan a check for $30,000 and took a
signed copy of the agreement.

Two months afterwards, Ezra had occasion to
speak with his local Rav about the agreement.
“We made sure to structure it as an investment,
not a loan,” Ezra said. “Am | right that there is
no prohibition of ribbit in such a case?” “Your
arrangement has some of the crucial aspects
of a heter iska,” replied his Rav, “but your
arrangement doesn't eliminate the prohibition

14
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of ribbit. Although you called it an investment,
the money is still considered halachically a
loan, and the profit, therefore, is considered
interest.” “Why is that?” asked Ezra. “The
agreement stipulates that at the termination
of the agreement, the $30,000 will be returned
in full, regardless of the financial state of the
business,” explained his Rav. “Absolute liability
of the recipient to return the full amount of the
investment is tantamount to a loan, in which
the borrower carries absolute liability to return
the principal. Thus the purported ‘profit’ is
considered interest on a loan and is prohibited
(see Y.D. 177:1; Shach, Y.D. 177:1)." “How is
this different from a heter iska?” asked Ezra.
“A heter iska leaves, in theory, a small window
of risk for the investor if the business should
fail,” answered the Rav. “Jonathan, however,
accepted full liability to return the principal.”
“What should | do now?” asked Ezra. “Can we
simply agree verbally that the investment
should now be in accordance with heter iska?”
“It would be best to consult Rabbi Dayan on
this,” said his Rav. “I'll give you his number.”

Ezra called Rabbi Dayan. “l invested money in
my cousin’s business in a manner considered
a prohibited loan,” he said. “Can we convert it
into an iska agreement? Does he have to return



the money? Can we agree verbally? Do we need
to draft a heter iska document?” “Returning the
money and starting over as an iska agreement
would certainly work,” answered Rabbi Dayan,
“but it is not necessary to do that (see Nesivos,
Chiddushim 176:5).” “Can we just make a verbal
statement?” asked Ezra. “A verbal agreement of
heter iska would suffice initially, but now that
the money has already been given as a regular
loan, it is insufficient,” answered Rabbi Dayan.
“Rema cites from the Mordechai that a person
who received a loan cannot convert it to an iska
investment through a verbal agreement alone.
The money is still considered aloan (C.M. 176:1;
Shach, Y.D. 177:15, 41).” “What if we draft and
sign a heter iska document?” asked Ezra. “That's
not just a verbal agreement, it's a document!”

“That would suffice, since this expresses
clear sincerity in the agreement,” explained
Rabbi Dayan. “Alternatively, the investor and
recipient can make a kinyan sudar that the
investment will now be in accordance with the
rules of heter iska. Some recommend doing
both, drafting a heter iska and making a kinyan
(Dagul Me'revava, Y.D. 177:19; Bris Yehudah
35:5[19])." “Does this work retroactively?” asked
Ezra. "What about the two months that have
passed?” “Restructuring the loan as an iska
agreement only takes effect for the future,”
concluded Rabbi Dayan, “but it does not allow
taking interest for previous time (Bris Yehudah
40:23)."

www.businesshalacha.com
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«< A Dangerous Business

— Ppart Il Chapter XV

SEFER AHAVAS CHESED

person about to loan someone money
might ask himself, «mwhat is the worst that

could happen?” His answer, no doubt, woulq be that
the borrower fails to repay. The Chpfetz Ch_axm, how-
ever, reveals an even worse scenario. That is, m‘j"‘ the
porrower does repay — with interest. Charging inter-

est on a loan is considered so grave a matter that it

can disqualify a person from being revived from death

in the times of the Messiah. This was demonstrated by

the prophet Ezekiel (Yalkut Yechezkel, remlez 375), who

was given temporarily the power to revive the dead.

Before the prophet's eyes, bones grew new flesh and
the bodies came to life. Ezekiel was not able to arouse
all of the dead, however. The one who did not return
to life, he was told, was the person who had trans-
gressed the prohibition against charging intere:_at.

Most observant Jews are aware of this prohibition,
and most would be loath to violate it outright. The
Chofetz Chaim notes, however, that there are many
who stay within the law technically, but utilize a per-
missible exception in a way that violates the spirit of
the law. The spirit that animates the commandment
' to loan money is the spirit of kindness. jews are urged
to loan each other money out of concern for the other
person, not the desire to compound their own wealth.

is permitted to earn interest on his investment. The
chofetzChaim acknowledges that such an arrangement
is perfectly acceptable if it meets halachic requirements
and a legitimate business partnership is actually being
forged. If, however, the lender can easily make an
interest-free loan, the preference should be to do
chesed, rather than earn interest.

Acts of kindness are essential to the functioning
of Hashem's world, and any strategy designed to
side-step chesed has a destructive effect. In fact,
the Chofetz Chaim blames the rampant poverty
of his times on the people’s reluctance to lend
money interest-free. Since chesed is the “salt” that
preserves one’s wealth, a paucity of chesed allows
it to decay. In the generation previous to the Chofetz
Chaim, most loans were given with the intention of
helping someone else; therefore, Hashem provided
that generation with ample wealth. In the Chofetz
Chaim'’s generation, loans that could have been given
as chesed were executed as business partnerships
instead, and a great quantity of chesed evaporated
from the world. Therefore, the Chofetz Chaim says,
the Jewish people’s wealth was diminished. They
diminished it themselves.

The “heter iska,” in the Chofetz Chaim's view, is a
tightrope. Those who traverse it may be able to avoid
the dire consequences of charging interest, but they
are far from safe. Their rejection of the opportunity to
elp someone creates a situation in which eventual
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The Chofetz Chaim stresses that every person
should set aside whatever he can for a chesed fund. If
a person has only a little, he should take a portion of
that small amount and set it aside to help someone
else. There will be a role for his small fund to fill, and
his reward will be as great as that of one who takes a
Jarger amount from a larger income.

In an earlier chapter, the role of chesed was com-
pared to the role played by the Beis HaMikdash when it
stood in Jerusalem. The Chofetz Chaim now carries the
comparison further. When one imagines life in the days
of the Beis HaMikdash, one assumes that every single
Jew would try to make the journey to Jerusalem at least
once in his life. It seems inconceivable that a person
could be content to live out his life never having sought

this exalted spiritual experience. If the opportunity
existed to bring a sacrifice, purify his soul, achieve com-
plete forgiveness and closeness to Hashem, he could
not simply throw up his hands and say, “It's too expen-
sive a trip.” Even if others were to tell him, “This is not
for someone of your limited means,” he would reject
their opinion and insist on his right as a Jew to bask in
the holiness of the Beis HaMikdash.
It is every Jew’s right to bask in the blessings, for-
giveness and closeness to Hashem that are the
rewards for acts of kindness.
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