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Comprehensive 

Analysis of Bankruptcy 

In Islam 
Note: 1) This article is about unsecured assets personal bankruptcy 

(Chapter 7 in USA) like credit cards etc, not secured loans like house or 

cars, where creditors can reposes the property in lieu of not paying 

back loan. Also people who file fraudulent bankruptcy, there case is 

totally different it is a major sin in Islam and sincere repentance with 

Allah (SWT) is required in addition to paying back the loan. 

Note: 2) This is only for informational purposes; please check Muslim 

scholars about your personal case and situation. The writer assumes no 

responsibility, if you use this article as basis of your actual bankruptcy 

decision in the court of Allah (swt).    

In Islam, fulfilling debts is a grave religious obligation, emphasized in the Quran 

(e.g., Surah Al-Baqarah 2:282) and numerous hadiths, such as the Prophet 

Muhammad (peace be upon him) stating that the soul of the believer is 

suspended until all debts are settled. If a person cannot pay during their lifetime, 

they should include repayment in their will (wasiyyah), ensuring it is prioritized 

from the estate before distribution to heirs  

Allah (SWT) said in Surah “AN-NISA” Aya 11 



2 

 

ثاَ يوُصِيكُمُ ّ%ُ فيِ أوَْلادَِكُمْ لِلذَّكَرِ مِثلُْ حَظِّ الأنُثيََيْنِ فإَنِ كُنَّ نسَِاء فوَْقَ اثنْتَيَْنِ فَلَهُنَّ ثلُُ 
ا ترََكَ إِن  نْهُمَا السُّدُسُ مِمَّ مَا ترََكَ وَإِن كَانَتْ وَاحِدَةً فَلَهَا النِّصْفُ وَلأبَوََيْهِ لِكُلِّ وَاحِدٍ مِّ

هِ  كَانَ  هِ الثُّلثُُ فإَنِ كَانَ لهَُ إخِْوَةٌ فَلأمُِّ لهَُ وَلَدٌ فإَنِ لَّمْ يَكُن لَّهُ وَلَدٌ وَوَرِثهَُ أبََوَاهُ فَلأمُِّ
السُّدُسُ مِن بعَْدِ وَصِيَّةٍ يوُصِي بِهَا أوَْ دَيْنٍ  آبآَؤُكُمْ وَأبَناؤُكُمْ لاَ تدَْرُونَ أيَُّهُمْ أقَْرَبُ لَكُمْ 

نَ ّ%ِ إِنَّ ّ%َ كَانَ عَلِيما حَكِيمًا نفَْعاً فرَِ  يضَةً مِّ  
----------------------All these shares (of inheritance of deceased’s asset) are to be 

distributed after payment of the bequest he might have made or any debts 

outstanding against him/her. 

Regarding bankruptcy (known as iflas or muflis in classical Islamic law), where a 

person’s assets are insufficient to cover debts, Shariah permits judicial 

proceedings to liquidate non-essential assets and distribute proceeds 

proportionally among creditors, while protecting the debtor’s basic needs (e.g., 

shelter and necessities). This process, often involving conservatorship (hajr) to 

prevent asset dissipation, is supported by hadiths like the one where the Prophet 

(peace be upon him) oversaw the sale of Mu’adh ibn Jabal’s property to pay 

creditors partially, then prayed for his ability to repay the rest. 

However, Islamic scholars unanimously hold that a secular bankruptcy 

discharge—such as under Chapter 7 in the U.S.—does not Islamically absolve the 

remaining debt. The obligation persists as a moral and religious duty, to be repaid 

whenever the debtor regains financial means, even years later. This is because 

Shariah views debt as a sacred trust between individuals before Allah, not fully 

erasable by human legal systems unless the debt is actually settled (e.g., via asset 

distribution or creditor forgiveness as an act of charity, per Quran 2:280). Key 

scholarly opinions include: 

• From Shaykh Salih al-Fawzan (via IslamQA): “If any debts remain unpaid, then 

they are still owed by the one who is bankrupt until Allah… blesses him with 

wealth, whereupon he must repay these outstanding debts.” 

• From the Permanent Committee for Scholarly Research and Ifta (via IslamWeb): 

“Even if the law rules that a specific person is bankrupt and releases him from any 

obligation, he still has to pay back the right of others… [Creditors should] grant 

him time until it becomes easy for him to pay.” The debt is only considered 

discharged if a government or third party fully compensates the creditors on the 
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debtor’s behalf. 

In practice, if you filed for bankruptcy and received a legal discharge, consult a 

qualified Islamic scholar or mufti for your specific case, providing details like the 

nature of the debts and any partial repayments. They may advise voluntary 

repayment to creditors (ideally directly, or via anonymous channels if needed) to 

clear your conscience and protect your afterlife, as the Prophet (peace be upon 

him) warned that unresolved debts bar entry to Paradise. Seeking Allah’s 

forgiveness and making ongoing istighfar is also recommended while working 

toward resolution. In Islam, the obligation to repay a debt persists indefinitely 

until it is settled, forgiven by the creditor, or discharged through Shariah-

compliant means—regardless of secular bankruptcy proceedings or the passage 

of time, such as 30 years. This holds even for credit card debts to banks that have 

since merged, closed, or become untraceable, as the right of the creditor remains 

a sacred trust before Allah (SWT). However, scholars provide clear, merciful 

guidance for such practical challenges, emphasizing sincere effort, estimation, and 

alternatives like charity to fulfill the duty and protect one’s accountability in the 

Hereafter. 

 

Steps to Repay During Lifetime: 

1. Estimate the Amounts and Make a Sincere Effort to Trace Creditors: Recall or 

reconstruct the details as best as possible—e.g., approximate totals owed 

per account, last known banks, or dates from old statements. In many 

countries (like the U.S.), you can request a free credit report annually from 

agencies like Equifax, Experian, or TransUnion to check historical debts, 

even if discharged. For merged or defunct banks, search public records or 

contact successor institutions (e.g., if a debt was with a bank acquired by 

JPMorgan Chase, inquire there). If partial records exist, prioritize repaying 

those directly. The key is good-faith diligence; Allah (SWT) does not burden 

beyond capacity (Quran 2:286), and your intention to repay absolves sin if 

circumstances prevent full success. 

2. If Tracing Is Impossible: Once you’ve exhausted reasonable efforts (e.g., 

after years of searching without leads), discharge the estimated debt 
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amount by giving it as sadaqah (charity) on behalf of the unknown 

creditors. This clears your liability Islamically, as the reward is intended for 

them while benefiting the needy. Estimate conservatively based on memory 

or records to avoid excess—e.g., if you recall owing $5,000 total across 

cards, donate that sum (or in installments if needed) to causes like poverty 

relief, orphans, or Islamic charities. This is supported by scholarly 

consensus for untraceable or written-off debts, even from decades 

ago.Prioritize this over non-obligatory acts like extra Hajj savings until 

resolved. 

Through Wasiyyah (Will) After Death 

If you cannot fully settle now but have assets, include a specific bequest 

dedicating the estimated debt amounts to repayment. Instruct your 

executor to: 

• Attempt tracing and direct payment if possible. 

• If unsuccessful, donate the funds as sadaqah on behalf of the creditors, 

specifying the intention. 

This ensures debts are addressed from your estate before inheritance 

distribution, as per Prophetic guidance (e.g., the soul remains suspended 

until debts are cleared from available means). If no estate remains or 

efforts fail posthumously, scholars hold that Allah’s mercy prevails for the 

sincere, especially if poverty or hardship persisted—your soul is not held 

pending without means to pay (based on Quran 2:280 and hadiths on 

intention). 

Additional Advice 

• Seek Scholarly Counsel: Present your specifics (e.g., estimated amounts, 

efforts made) to a local mufti or trusted body like Al-Azhar’s Dar al-Ifta or 

your masjid’s imam for a personalized fatwa, as nuances like riba (interest) 

in credit card debts may require repaying only the principal.  

• Spiritual Remedies: Alongside action, make abundant istighfar (seeking 

forgiveness), perform extra salah, and give general sadaqah for barakah in 

resolving this. The Prophet (peace be upon him) emphasized that Allah 

aids repayment for those who intend it sincerely. 

By acting on this, you fulfill the trust, ease your heart, and follow the 
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Prophet’s (peace be upon him) example of prioritizing creditor rights. May 

Allah make it easy and accept 

1. Principle in Islam: Debt must be repaid

 

Islam takes debt very seriously.

The Prophet صلى الله عليه وسلم said: 

 

“The soul of a believer remains suspended because of his debt until it is 

paid off.” 

(Tirmidhi 1078, Ahmad 17982)

 

So, in Islam, debt is a moral and spiritual obligation, not just a legal one. 

Even if a person dies, debts are paid before inheritance distribution (as per 

Qur’an 4:11–12). 

 2. Bankruptcy in modern law vs. Islamic concept

 

Modern bankruptcy laws may “discharge” debt 

the person is no longer legally liable to pay creditors.

But in Islamic law, discharge depends on the consent and forgiveness of 

the creditors, not the state.

 

In other words: 

• If creditors voluntarily forgive or agree to reduce or waive the debt 

Islamically discharged. 

• If a court discharges the debt without creditor consent, the moral debt 

remains before Allah. 

 

 3. Scholarly views 

 

Islamic scholars have discussed th

bankrupt person): 

• The Prophet صلى الله عليه وسلم said: 

“Do you know who is bankrupt?”

Prophet’s (peace be upon him) example of prioritizing creditor rights. May 

nd accept our efforts. 

1. Principle in Islam: Debt must be repaid 

Islam takes debt very seriously. 

“The soul of a believer remains suspended because of his debt until it is 

(Tirmidhi 1078, Ahmad 17982) 

s a moral and spiritual obligation, not just a legal one. 

Even if a person dies, debts are paid before inheritance distribution (as per 

2. Bankruptcy in modern law vs. Islamic concept 

Modern bankruptcy laws may “discharge” debt — meaning, by court order, 

the person is no longer legally liable to pay creditors. 

But in Islamic law, discharge depends on the consent and forgiveness of 

the creditors, not the state. 

• If creditors voluntarily forgive or agree to reduce or waive the debt 

• If a court discharges the debt without creditor consent, the moral debt 

Islamic scholars have discussed this under the topic of “al-muflis” (the 

“Do you know who is bankrupt?” 

Prophet’s (peace be upon him) example of prioritizing creditor rights. May 

“The soul of a believer remains suspended because of his debt until it is 

s a moral and spiritual obligation, not just a legal one. 

Even if a person dies, debts are paid before inheritance distribution (as per 

g, by court order, 

But in Islamic law, discharge depends on the consent and forgiveness of 

• If creditors voluntarily forgive or agree to reduce or waive the debt — it is 

• If a court discharges the debt without creditor consent, the moral debt 

muflis” (the 
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The Companions said, “The one who has neither money nor goods.”

The Prophet صلى الله عليه وسلم said, “The bankrupt among my ummah is the one who 

comes on the Day of Resurrection with prayers, fasting, and charity, but he 

has insulted this one, slandered that one, unlawfully consumed the wealth 

of that one…” 

(Muslim 2581) 

• Classical jurists (Hanafi, Maliki, Shafi‘i, Hanbali) agreed that a person 

declared bankrupt can have his assets liquidated to pay debts 

proportionately. 

But the remaining unpaid debt stays as a moral obligation, to be fulfilled if 

his financial condition later improves 

by the creditor or Allah out of mercy.

⸻Case Islamic Ruling 

Court bankruptcy discharges debt with creditors’ consent Islamically valid 

discharge 

Court bankruptcy without creditor consent Legally discharged, but still owed 

before Allah until forgiven or paid later

Debtor truly unable to pay and sincer

moral duty remains if means return

. Practical Islamic advice 

 

If a person has filed bankruptcy:

• He should still intend to repay if he ever regains means.

• He should seek forgiveness from creditors (if possible).

• He can make dua for them, give charity on their behalf, or include a note 

in his wasiyyah acknowledging that unpaid debt existed and that he sought 

Allah’s forgiveness for it. 

 

 

 Key Fatwas / Resolutions

1. Islamic Fiqh Academy (IIFA, Jeddah) 

Bankruptcy in Sharīʿah and Contemporary Systems”

• They define “bankruptcy” (ifl

The Companions said, “The one who has neither money nor goods.”

said, “The bankrupt among my ummah is the one who 

f Resurrection with prayers, fasting, and charity, but he 

has insulted this one, slandered that one, unlawfully consumed the wealth 

• Classical jurists (Hanafi, Maliki, Shafi‘i, Hanbali) agreed that a person 

n have his assets liquidated to pay debts 

But the remaining unpaid debt stays as a moral obligation, to be fulfilled if 

his financial condition later improves — or otherwise, he may be forgiven 

by the creditor or Allah out of mercy. 

 

Court bankruptcy discharges debt with creditors’ consent Islamically valid 

Court bankruptcy without creditor consent Legally discharged, but still owed 

before Allah until forgiven or paid later 

Debtor truly unable to pay and sincerely regrets Allah may forgive, but 

moral duty remains if means return 

 

If a person has filed bankruptcy: 

• He should still intend to repay if he ever regains means. 

• He should seek forgiveness from creditors (if possible). 

can make dua for them, give charity on their behalf, or include a note 

in his wasiyyah acknowledging that unpaid debt existed and that he sought 

 

Key Fatwas / Resolutions 

Academy (IIFA, Jeddah) – “Rulings on Insolvency and 

ʿah and Contemporary Systems” 

• They define “bankruptcy” (iflās) and “insolvency” (ʿusr) separately: 

The Companions said, “The one who has neither money nor goods.” 

said, “The bankrupt among my ummah is the one who 

f Resurrection with prayers, fasting, and charity, but he 

has insulted this one, slandered that one, unlawfully consumed the wealth 

• Classical jurists (Hanafi, Maliki, Shafi‘i, Hanbali) agreed that a person 

n have his assets liquidated to pay debts 

But the remaining unpaid debt stays as a moral obligation, to be fulfilled if 

or otherwise, he may be forgiven 

Court bankruptcy discharges debt with creditors’ consent Islamically valid 

Court bankruptcy without creditor consent Legally discharged, but still owed 

ely regrets Allah may forgive, but 

can make dua for them, give charity on their behalf, or include a note 

in his wasiyyah acknowledging that unpaid debt existed and that he sought 

“Rulings on Insolvency and 

usr) separately: 
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insolvency is inability to pay currently due debts; bankruptcy includes 

judicial declaration.  

• One of their points: when bankruptcy is declared, the maturity dates of 

outstanding debts cease to apply (i.e., the timeline for payment stops 

temporarily).  

• They emphasise that the rights of creditors remain in principle — meaning 

that if new assets emerge later the creditors can still claim.  

• They also discuss practical arrangements for restructuring, converting 

debt into capital (for companies) etc., but for individuals the core remains 

the obligation to honor debt unless forgiven.  

• Implication: A legal bankruptcy does not automatically erase the sharʿī 
obligation to repay — unless creditors forgive, or there is no realistic hope 

of payment and Allah forgives. 

2. IslamWeb Fatwa No. 88117 (“Declared Bankruptcy”) 

• A person asked: after filing bankruptcy in a country (Chapter 7 style) and 

being legally released, what is the ruling? The answer: the debtor’s 

remaining obligation is still a debt in sharʿī sense.  

• It explains the classical precedent: the Prophet صلى الله عليه وسلم ordered the sale of a 

bankrupt’s assets and distributed them to creditors; leftover was 

acknowledged but they ceased to press further. 

• Thus, the concept of “release” in modern courts does not automatically 

supersede the Islamic moral obligation. 

3. Assembly of Muslim Jurists of America (AMJA) – “Settling My Debt!” 

• They address a case: the person is unable to pay the debt. The ruling 

includes: if a debtor truly cannot pay (no funds, means exhausted), then the 

creditor should give him respite; but the debt remains and if means return 

the debtor should pay.  

• They also mention that simply because a court releases legal liability does 

not automatically remove the moral/sharʿia  liability. 

4. General academic/research review on “Debt and Bankruptcy in Classical 

Islamic Law” 

• This summarises the classical positions: there is a tension between two 

twin obligations: debtor must repay; creditor should show leniency if debtor 

is in genuine hardship. 

• It also notes that modern bankruptcy laws and systems bring complexities 
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not directly addressed by classical texts 

needing to interpret the underlying principles (obligation, fairness, inability).

 

⸻ 

 

 Summary of What These Say:

• Debt in Islam is a serious obligation. Even if legally a person is relieved by 

a court bankruptcy, the shar

following happens: 

1. The creditor forgives the debt (fully or partially).

2. There is no realistic way the debtor could ever pay (and it is accepted by 

creditor or via mutual arrangement).

• Bankruptcy laws may freeze assets, restructure payment, etc. But the fact 

that the debtor is legally released does not automatically cancel the debt 

before Allah. (E.g., IIFA points out that new assets later can still be 

claimed.) 

• If the debtor genuinely cannot pay now or in the foreseeable future, the 

creditor should give time or forgive; but if the debtor does regain means, he 

is expected to repay. 

• The creditor’s forgiveness is highly meritorious in Islam; similarly the 

debtor should sincerely intend to pay and make dua, and perhaps include 

in his wasiyyah that any unpaid debt due to insolvency is to be prioritized 

before inheritance. 

• Practical advice: if you are in this situation, you should document your 

indebtedness, show proof of insolvency (if relevant), and maintain good 

intention to pay if circumstances improve. Also communicate with your 

creditor(s) as possible. 

 
⸻ 

 

 Specific  Scenario 

 

If a person filed legal bankruptcy during his life and was discharged of his 

debts under law. According to the above juristic opinions:

ddressed by classical texts — so scholars emphasizes

needing to interpret the underlying principles (obligation, fairness, inability).

Summary of What These Say: 

• Debt in Islam is a serious obligation. Even if legally a person is relieved by 

a court bankruptcy, the sharʿī obligation to repay remains unless one of the 

1. The creditor forgives the debt (fully or partially). 

c way the debtor could ever pay (and it is accepted by 

creditor or via mutual arrangement). 

• Bankruptcy laws may freeze assets, restructure payment, etc. But the fact 

that the debtor is legally released does not automatically cancel the debt 

(E.g., IIFA points out that new assets later can still be 

• If the debtor genuinely cannot pay now or in the foreseeable future, the 

creditor should give time or forgive; but if the debtor does regain means, he 

or’s forgiveness is highly meritorious in Islam; similarly the 

debtor should sincerely intend to pay and make dua, and perhaps include 

in his wasiyyah that any unpaid debt due to insolvency is to be prioritized 

u are in this situation, you should document your 

indebtedness, show proof of insolvency (if relevant), and maintain good 

intention to pay if circumstances improve. Also communicate with your 

a person filed legal bankruptcy during his life and was discharged of his 

debts under law. According to the above juristic opinions: 

emphasizes 

needing to interpret the underlying principles (obligation, fairness, inability). 

• Debt in Islam is a serious obligation. Even if legally a person is relieved by 

 obligation to repay remains unless one of the 

c way the debtor could ever pay (and it is accepted by 

• Bankruptcy laws may freeze assets, restructure payment, etc. But the fact 

that the debtor is legally released does not automatically cancel the debt 

(E.g., IIFA points out that new assets later can still be 

• If the debtor genuinely cannot pay now or in the foreseeable future, the 

creditor should give time or forgive; but if the debtor does regain means, he 

or’s forgiveness is highly meritorious in Islam; similarly the 

debtor should sincerely intend to pay and make dua, and perhaps include 

in his wasiyyah that any unpaid debt due to insolvency is to be prioritized 

u are in this situation, you should document your 

indebtedness, show proof of insolvency (if relevant), and maintain good 

intention to pay if circumstances improve. Also communicate with your 

a person filed legal bankruptcy during his life and was discharged of his 
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• From the legal-civil viewpoint: yes, he is discharged.

• From the sharʿī viewpoint: no, the debt is not automatically is

discharged — unless creditors forgive or it’s proven no possibility of 

payment ever exists. The fact that the court “discharged” him doesn’t in 

itself erase the moral obligation.

• If he dies after bankruptcy and left unpaid debt: his heirs shoul

ensure the debt is paid before distributing inheritance, unless the creditor 

waived it. (This is aligned with classical teaching.)

• If after bankruptcy he later recovers financially, the creditor retains right to 

claim (in Shariah) — as IIFA noted

If you like, I can dig up specific fatwas from individual scholars (e.g., Y

al-Qarādāwī, Shaykh Ibn 

(US/UK/Europe) and how they map to Islamic law. Would you like that?

ere are several fatwas and scholarly

juristic bodies and scholars on the issue of bankruptcy and debt in Islam 

they help clarify your question about whether a legal bankruptcy discharges 

a debt in the sharʿī (Islamic law) sense.

 

⸻ 

 

 Key Fatwas / Resolut

1. Islamic Fiqh Academy (IIFA, Jeddah) 

Bankruptcy in Sharīʿah and Contemporary Systems”

• They define “bankruptcy” (ifl

insolvency is inability to pay currently due debts; bankruptc

judicial declaration 

• One of their points: when bankruptcy is declared, the maturity dates of 

outstanding debts cease to apply (i.e., the timeline for payment stops 

temporarily). ￼ 

• They emphasise that the rights of creditors remain in principle 

that if new assets emerge later the creditors can still claim. 

• They also discuss practical arrangements for restructuring, converting 

debt into capital (for companies) etc., but for individual

civil viewpoint: yes, he is discharged. 

ī viewpoint: no, the debt is not automatically is

unless creditors forgive or it’s proven no possibility of 

payment ever exists. The fact that the court “discharged” him doesn’t in 

itself erase the moral obligation. 

• If he dies after bankruptcy and left unpaid debt: his heirs shoul

ensure the debt is paid before distributing inheritance, unless the creditor 

waived it. (This is aligned with classical teaching.) 

• If after bankruptcy he later recovers financially, the creditor retains right to 

as IIFA noted 

If you like, I can dig up specific fatwas from individual scholars (e.g., Y

, Shaykh Ibn ʿUthaymīn) about modern bankruptcy systems 

(US/UK/Europe) and how they map to Islamic law. Would you like that?

ere are several fatwas and scholarly-resolutions from contemporary Islamic 

juristic bodies and scholars on the issue of bankruptcy and debt in Islam 

they help clarify your question about whether a legal bankruptcy discharges 

ī (Islamic law) sense. 

Key Fatwas / Resolutions 

1. Islamic Fiqh Academy (IIFA, Jeddah) – “Rulings on Insolvency and 

ʿah and Contemporary Systems” 

• They define “bankruptcy” (iflās) and “insolvency” (ʿusr) separately: 

insolvency is inability to pay currently due debts; bankruptcy includes 

• One of their points: when bankruptcy is declared, the maturity dates of 

outstanding debts cease to apply (i.e., the timeline for payment stops 

that the rights of creditors remain in principle 

that if new assets emerge later the creditors can still claim. ￼ 

• They also discuss practical arrangements for restructuring, converting 

debt into capital (for companies) etc., but for individuals the core remains 

lamically 

unless creditors forgive or it’s proven no possibility of 

payment ever exists. The fact that the court “discharged” him doesn’t in 

• If he dies after bankruptcy and left unpaid debt: his heirs should still 

ensure the debt is paid before distributing inheritance, unless the creditor 

• If after bankruptcy he later recovers financially, the creditor retains right to 

If you like, I can dig up specific fatwas from individual scholars (e.g., Yūsuf 

n) about modern bankruptcy systems 

(US/UK/Europe) and how they map to Islamic law. Would you like that? 

solutions from contemporary Islamic 

juristic bodies and scholars on the issue of bankruptcy and debt in Islam — 

they help clarify your question about whether a legal bankruptcy discharges 

“Rulings on Insolvency and 

usr) separately: 

includes 

• One of their points: when bankruptcy is declared, the maturity dates of 

outstanding debts cease to apply (i.e., the timeline for payment stops 

that the rights of creditors remain in principle — meaning 

 

• They also discuss practical arrangements for restructuring, converting 

s the core remains 
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the obligation to honour debt unless forgiven. 

• Implication: A legal bankruptcy does not automatically erase the shar

obligation to repay — unless creditors forgive, or there is no realistic hope 

of payment and Allah forgives.

2. IslamWeb Fatwa No. 88117 (“Declared Bankruptcy”)

• A person asked: after filing bankruptcy in a country (Chapter 7 style) and 

being legally released, what is the ruling? The answer: the debtor’s 

remaining obligation is still a debt in shar

• It explains the classical precedent: the Prophet 

bankrupt’s assets and distributed them to creditors; leftover was 

acknowledged but they ceased to press further. 

• Thus, the concept of “release” in modern courts does not automatically 

supersede the Islamic moral obligation.

3. Assembly of Muslim Jurists of America (AMJA) 

• They address a case: the person is unable to pay the debt. The ruling 

includes: if a debtor truly cannot pay (no funds, means exhausted), then th

creditor should give him respite; but the debt remains and if means return 

the debtor should pay. ￼ 

• They also mention that simply because a court releases legal liability does 

not automatically remove the moral/shar

4. General academic/research review on “Debt and Bankruptcy in Classical 

Islamic Law” 

• This summarises the classical positions: there is a tension between two 

twin obligations: debtor must repay; creditor should show leniency if debtor 

is in genuine hardship. ￼
• It also notes that modern bankruptcy laws and systems bring complexities 

not directly addressed by classical texts 

to interpret the underlying principles (obligation, fairness, inability).

 

⸻ 

 

 Summary of What These Say:

• Debt in Islam is a serious obligation. Even if legally a person is relieved by 

a court bankruptcy, the shar

the obligation to honour debt unless forgiven.  

• Implication: A legal bankruptcy does not automatically erase the shar

unless creditors forgive, or there is no realistic hope 

of payment and Allah forgives. 

amWeb Fatwa No. 88117 (“Declared Bankruptcy”) 

• A person asked: after filing bankruptcy in a country (Chapter 7 style) and 

being legally released, what is the ruling? The answer: the debtor’s 

remaining obligation is still a debt in sharʿī sense. ￼ 

lains the classical precedent: the Prophet صلى الله عليه وسلم ordered the sale of a 

bankrupt’s assets and distributed them to creditors; leftover was 

acknowledged but they ceased to press further. ￼ 

• Thus, the concept of “release” in modern courts does not automatically 

upersede the Islamic moral obligation. 

3. Assembly of Muslim Jurists of America (AMJA) – “Settling My Debt!”

• They address a case: the person is unable to pay the debt. The ruling 

includes: if a debtor truly cannot pay (no funds, means exhausted), then th

creditor should give him respite; but the debt remains and if means return 

 

• They also mention that simply because a court releases legal liability does 

not automatically remove the moral/sharʿī liability. 

earch review on “Debt and Bankruptcy in Classical 

• This summarises the classical positions: there is a tension between two 

twin obligations: debtor must repay; creditor should show leniency if debtor 

￼ 

that modern bankruptcy laws and systems bring complexities 

not directly addressed by classical texts — so scholars emphasise needing 

to interpret the underlying principles (obligation, fairness, inability).

Summary of What These Say: 

is a serious obligation. Even if legally a person is relieved by 

a court bankruptcy, the sharʿī obligation to repay remains unless one of the 

• Implication: A legal bankruptcy does not automatically erase the sharʿī 
unless creditors forgive, or there is no realistic hope 

• A person asked: after filing bankruptcy in a country (Chapter 7 style) and 

being legally released, what is the ruling? The answer: the debtor’s 

ordered the sale of a 

bankrupt’s assets and distributed them to creditors; leftover was 

• Thus, the concept of “release” in modern courts does not automatically 

“Settling My Debt!” 

• They address a case: the person is unable to pay the debt. The ruling 

includes: if a debtor truly cannot pay (no funds, means exhausted), then the 

creditor should give him respite; but the debt remains and if means return 

• They also mention that simply because a court releases legal liability does 

earch review on “Debt and Bankruptcy in Classical 

• This summarises the classical positions: there is a tension between two 

twin obligations: debtor must repay; creditor should show leniency if debtor 

that modern bankruptcy laws and systems bring complexities 

so scholars emphasise needing 

to interpret the underlying principles (obligation, fairness, inability). 

is a serious obligation. Even if legally a person is relieved by 

 obligation to repay remains unless one of the 
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following happens: 

1. The creditor forgives the debt (fully or partially).

2. There is no realistic way the debtor

creditor or via mutual arrangement).

• Bankruptcy laws may freeze assets, restructure payment, etc. But the fact 

that the debtor is legally released does not automatically cancel the debt 

before Allah. (E.g., IIFA poi

claimed.) 

• If the debtor genuinely cannot pay now or in the foreseeable future, the 

creditor should give time or forgive; but if the debtor does regain means, he 

is expected to repay. 

• The creditor’s forgiveness

debtor should sincerely intend to pay and make dua, and perhaps include 

in his wasiyyah that any unpaid debt due to insolvency is to be prioritized 

before inheritance. 

• Practical advice: if you are in this si

indebtedness, show proof of insolvency (if relevant), and maintain good 

intention to pay if circumstances improve. Also communicate with your 

creditor(s) as possible. 
 

In Islam, if you genuinely owe someone, that amount 

liability before Allah, even if:

• the creditor no longer exists,

• the amount is forgotten, 

• or the legal record is erased.

 

But Allah is Most Just and Most Merciful 

steps for such uncertain cases.

 

 2. If exact creditors or amounts are no longer known

 

Scholars address this under “majhool al

debts. 

The ruling depends on your intention and ability:

1. The creditor forgives the debt (fully or partially). 

2. There is no realistic way the debtor could ever pay (and it is accepted by 

creditor or via mutual arrangement). 

• Bankruptcy laws may freeze assets, restructure payment, etc. But the fact 

that the debtor is legally released does not automatically cancel the debt 

before Allah. (E.g., IIFA points out that new assets later can still be 

• If the debtor genuinely cannot pay now or in the foreseeable future, the 

creditor should give time or forgive; but if the debtor does regain means, he 

• The creditor’s forgiveness is highly meritorious in Islam; similarly the 

debtor should sincerely intend to pay and make dua, and perhaps include 

in his wasiyyah that any unpaid debt due to insolvency is to be prioritized 

• Practical advice: if you are in this situation, you should document your 

indebtedness, show proof of insolvency (if relevant), and maintain good 

intention to pay if circumstances improve. Also communicate with your 

In Islam, if you genuinely owe someone, that amount remains a moral 

liability before Allah, even if: 

• the creditor no longer exists, 

 

• or the legal record is erased. 

But Allah is Most Just and Most Merciful — and Islam provides practical 

steps for such uncertain cases. 

exact creditors or amounts are no longer known 

Scholars address this under “majhool al-dayn” — unknown or untraceable 

The ruling depends on your intention and ability: 

could ever pay (and it is accepted by 

• Bankruptcy laws may freeze assets, restructure payment, etc. But the fact 

that the debtor is legally released does not automatically cancel the debt 

nts out that new assets later can still be 

• If the debtor genuinely cannot pay now or in the foreseeable future, the 

creditor should give time or forgive; but if the debtor does regain means, he 

is highly meritorious in Islam; similarly the 

debtor should sincerely intend to pay and make dua, and perhaps include 

in his wasiyyah that any unpaid debt due to insolvency is to be prioritized 

tuation, you should document your 

indebtedness, show proof of insolvency (if relevant), and maintain good 

intention to pay if circumstances improve. Also communicate with your 

remains a moral 

and Islam provides practical 

unknown or untraceable 
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Case A – You know approximately what you owed 

 

If you can estimate roughly (e.g., “I think I owed around $10,000 in credit 

card debts to various banks”), 

then: 

• You can donate that estimated amount in charity on behalf of the 

creditors, with the intention that if those creditors ever appear, they have 

the right to reclaim it. 

• This charity is a way of cleansing the debt record before Allah when 

repayment is impossible. 

 

Ibn Taymiyyah and other jurists said: 

“If one’s creditor is lost and cannot be found, he should keep the debt until 

the creditor is found; if he despairs of finding him, he should give it in 

charity on his behalf.” 

(Majmu‘ al-Fatawa 29/321) 

 

⸻ 

 

Case B – You do not know who or how much at all 

 

If it’s completely lost (decades old, merged banks, no records), then: 

• Make earnest tawbah (repentance) — sincerely regretting any unpaid 

debt and resolving to repay if information ever surfaces. 

• Give some charity in proportion to your ability — intending it for all 

creditors who were owed anything. 

• Make dua for them: “O Allah, reward them from Your bounty and forgive 

me for what I owe them.” 

• If possible, include in your wasiyyah (will) a statement such as: 

“I may have some forgotten or untraceable debts from my past financial 

dealings; I have repented and given charity on behalf of those creditors. If 

any legitimate claim appears, it should be settled before distribution of my 

inheritance.” 
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 3. If creditors or successors reappear later

 

If, after your charity or wasiyyah, someone credibly proves you owed them:

• You (or your heirs) should still repay that amount in full 

already gave charity — because the charity was in intention, not a legal 

discharge. 

• The charity, however, remains a rewarded good deed for you.

 

⸻ 

 

 4. What this shows in Islam

 

Islam looks at the heart’s sincerity and intention in cases of

 

“Allah does not burden a soul beyond its capacity.” (Qur’an 2:286)

“If the debtor is in hardship, then let there be postponement until ease; and 

if you remit it as charity, it is better for you if you only knew.” (Qur’an 2:280)

 

So, if someone: 

• truly could not pay at the time (hence bankruptcy),

• now wishes to cleanse his record,

• but cannot trace the creditors,

then Allah will accept his sincere repentance and compensatory charity as 

full atonement, insha’Allah.

 

 5. Practical Steps Sum

 

Step What to Do: 

1 Make sincere tawbah for any unpaid debts

2 Estimate roughly what may have been owed (if possible)

3 Give charity in that approximate amount “on behalf of the creditors”

4 Add a note in your wasiyyah acknowledging this intention

3. If creditors or successors reappear later 

If, after your charity or wasiyyah, someone credibly proves you owed them:

• You (or your heirs) should still repay that amount in full — even if you 

because the charity was in intention, not a legal 

• The charity, however, remains a rewarded good deed for you.

4. What this shows in Islam 

Islam looks at the heart’s sincerity and intention in cases of uncertainty:

“Allah does not burden a soul beyond its capacity.” (Qur’an 2:286)

“If the debtor is in hardship, then let there be postponement until ease; and 

if you remit it as charity, it is better for you if you only knew.” (Qur’an 2:280)

• truly could not pay at the time (hence bankruptcy), 

• now wishes to cleanse his record, 

• but cannot trace the creditors, 

then Allah will accept his sincere repentance and compensatory charity as 

full atonement, insha’Allah. 

5. Practical Steps Summary 

1 Make sincere tawbah for any unpaid debts 

2 Estimate roughly what may have been owed (if possible) 

3 Give charity in that approximate amount “on behalf of the creditors”

4 Add a note in your wasiyyah acknowledging this intention 

If, after your charity or wasiyyah, someone credibly proves you owed them: 

even if you 

because the charity was in intention, not a legal 

• The charity, however, remains a rewarded good deed for you. 

uncertainty: 

“Allah does not burden a soul beyond its capacity.” (Qur’an 2:286) 

“If the debtor is in hardship, then let there be postponement until ease; and 

if you remit it as charity, it is better for you if you only knew.” (Qur’an 2:280) 

then Allah will accept his sincere repentance and compensatory charity as 

3 Give charity in that approximate amount “on behalf of the creditors” 
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5 Keep intention that if any claim surfaces later, you or your heirs will honor 

it 

 

 

 

 
Here is a sample text you can include in your wasiyyah (Islamic will) to 
cover any forgotten or untraceable debts — written in clear, respectful, and 
Shariah-appropriate language: 
 
⸻ 
 
 

I, the undersigned, being of sound mind and memory, hereby include the 

following clause as part of my 

Islamic Will (Wasiya): I acknowledge that during my lifetime I may have had 

certain debts or financial 

obligations, including but not limited to bank or credit accounts, which were 

legally discharged many 

years ago through bankruptcy or which I am now unable to identify or trace 

due to the passage of time, 

mergers, or closure of institutions. I sincerely repent before Allah for any 

debt that remains unpaid and 

have given charity in good faith, intending its reward for any rightful 

creditors whose dues I was unable 

to return. Therefore, I direct that if, after my death, any legitimate claim of 

debt against me is verified 

with proof, it shall be honored and paid from my estate before distribution of 

inheritance. I ask Allah, the 

Most Merciful, to forgive me for any unintentional shortcoming and to 

reward my creditors from His 

abundant mercy and bounty. “If the debtor is in hardship, then grant him 

time until ease. But if you remit 
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it as charity, it is better for you, if you only knew.” — (Qur’an 2:280) I have 

made sincere effort to 

discharge all known debts and to make amends for any financial 

obligations unknown or forgotten. Any 

charity given in this regard is with the intention of repaying those creditors 

before Allah. Executed on 

this _____ day of __________, 20_____. 

_____________________________________ 

Signature of Testator (Person making the Will) Witness 1: 

___________________________ Date: 

____________ 

Witness 2: ___________________________ Date: ____________ 

 

 

Question: It is stated that if third party pays your loan amount then it is ok and 

you have no obligation to pay it back. Now it is common practice that banks write 

off bad loans in their tax returns and have insurances for these purposes. Is this 

not equal to getting their money back from third party like government etc due to 

bankruptcy of an individual? 

Answer: That’s an excellent and insightful question — and you’re thinking in 

exactly the right way, because this touches on a subtle but important area 

in Islamic commercial ethics (fiqh al-muʿāmalāt): what happens when a 

creditor is compensated by a third party (like insurance or government 

write-off) for a loss caused by a debtor’s default. 

 

Let’s look carefully at this issue step by step. 

 

⸻ 

 

. The Islamic principle: the debt belongs to the creditor 

 

A debt (dayn) is the right of the creditor. 

It remains binding on the debtor until one of three things happens: 
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1. The creditor receives repayment, or

2. The creditor voluntarily forgives, or

3. The creditor is compensated in full from another source that covers the 

loss on his behalf. 

 

So, if the creditor has already been made whole 

(or its equivalent value) from any source 

because the creditor has been satisfied.

 

⸻ 

 

 2. When a third party compensates the 

 

In modern systems, banks or lenders may recover losses by:

• claiming a tax deduction for the bad debt,

• receiving insurance reimbursement,

• or being bailed out / guaranteed by a government entity.

 

The key question in Islamic law is:

 Did that compensation replace the debt for the creditor, or was it 

merely a relief or subsidy that doesn’t change the moral status of the debt?

 

⸻ 

 

Case A – True substitution (the creditor is made whole)

 

If the bank or creditor actually receives back the full va

owed — e.g., through insurance, government guarantee, or securitization 

— then in Shariah terms: 

• the original debt is extinguished,

• the debtor’s liability is effectively discharged,

• because the creditor’s financial loss is restored by

 

1. The creditor receives repayment, or 

2. The creditor voluntarily forgives, or 

3. The creditor is compensated in full from another source that covers the 

So, if the creditor has already been made whole — i.e., recovered the debt 

(or its equivalent value) from any source — the debtor is no longer liable, 

because the creditor has been satisfied. 

2. When a third party compensates the creditor 

In modern systems, banks or lenders may recover losses by: 

• claiming a tax deduction for the bad debt, 

• receiving insurance reimbursement, 

• or being bailed out / guaranteed by a government entity. 

The key question in Islamic law is: 

t compensation replace the debt for the creditor, or was it 

merely a relief or subsidy that doesn’t change the moral status of the debt?

True substitution (the creditor is made whole) 

If the bank or creditor actually receives back the full value of what was 

e.g., through insurance, government guarantee, or securitization 

 

• the original debt is extinguished, 

• the debtor’s liability is effectively discharged, 

• because the creditor’s financial loss is restored by another party.

3. The creditor is compensated in full from another source that covers the 

i.e., recovered the debt 

the debtor is no longer liable, 

 

t compensation replace the debt for the creditor, or was it 

merely a relief or subsidy that doesn’t change the moral status of the debt? 

lue of what was 

e.g., through insurance, government guarantee, or securitization 

another party. 
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In this case, the debt no longer exists between debtor and creditor. 

Classically, this is like a kafālah bil-mal (financial guarantee) — the 

guarantor pays, and the obligation transfers or ends. 

 

However, if the guarantor (like the insurer or government) later seeks 

repayment, the debt could now exist between the debtor and the guarantor 

— but not the original bank. 

 

Case B – Partial or symbolic compensation 

 

If the “write-off” or “tax credit” only helps the bank reduce its losses or offset 

taxes, without actually reimbursing the specific amount lost, then: 

• The creditor has not truly been compensated, 

• The debt still morally exists, 

• The debtor remains ethically accountable before Allah, even if the legal 

system closes the case. 

 

This is the situation for most credit card “charge-offs”: 

The bank writes it off as an accounting loss and may deduct it on taxes, but 

it hasn’t actually received that money. In Islam, a tax write-off for banks on 

bad debts (such as discharged credit card obligations after bankruptcy) is 

not considered full compensation by the government or a third party that 

would Islamically absolve the debtor of their remaining obligation.This is 

because a tax deduction merely reduces the bank’s taxable income as an 

accounting measure for uncollectible debts—it does not reimburse the bank 

for the full principal lost, nor is it a direct payment made on the debtor’s 

behalf to settle the matter. The bank still incurs a net financial loss, and the 

write-off is often an internal or regulatory process rather than a voluntary 

forgiveness of the debt. 

Scholars emphasize that secular legal discharges or write-offs do not 

automatically erase the religious duty to repay, as debt is a personal trust 

before Allah (SWT) that persists until properly resolved through repayment, 

explicit creditor waiver, or—where tracing is impossible—charitable 

donation on the creditor’s behalf.  For the debt to be discharged via third-

party involvement (e.g., government), it would require actual, full settlement 
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paid to the creditor specifically on your behalf, not indirect tax relief. 

case scenario, since the banks’ tax benefits do not meet this criterion, the 

obligation remains if you become able to repay, aligning with the broader 

rulings that bankruptcy alone does not waive unresolved debts unless the 

creditor willingly renounces them or they are fully compensated.

So best way is to estimate the amounts, make sincere efforts to trace and 

repay (focusing on principal only, as riba is invalid
donate to charity if unfeasible. Consult a local scholar for your exact 

situation to ensure peace of mind..

Hence, the debt is not Islamically erased unless the bank itself forgives or 

receives full replacement.

 

3. Contemporary scholars’ explanation

 

Modern Islamic finance scholars (e.g., from the Islamic Fiqh Academy, 

AAOIFI, and Dr. Wahbah al

 

“If a creditor recovers his due from any third party, whether through 

guarantee, insurance, or state compensation, the debtor’s liability is 

discharged to that extent. But if the compensation is only a fiscal 

adjustment or partial aid, then the right remains.”

(Al-Fiqh al-Islami wa Adillatuhu, vol. 5, p. 4012)

 

So, the extent of true repayment is what determines the extent of moral 

discharge. 

 

 

 

 4. Practical summary

Situation : 

Creditor (bank) receives full repayment from a third party (e.g., 

insured, guaranteed, or reimbursed) 

paid to the creditor specifically on your behalf, not indirect tax relief. 

scenario, since the banks’ tax benefits do not meet this criterion, the 

obligation remains if you become able to repay, aligning with the broader 

tcy alone does not waive unresolved debts unless the 

creditor willingly renounces them or they are fully compensated.

stimate the amounts, make sincere efforts to trace and 

focusing on principal only, as riba is invalid
donate to charity if unfeasible. Consult a local scholar for your exact 

situation to ensure peace of mind.. 

Hence, the debt is not Islamically erased unless the bank itself forgives or 

receives full replacement. 

3. Contemporary scholars’ explanation 

rn Islamic finance scholars (e.g., from the Islamic Fiqh Academy, 

AAOIFI, and Dr. Wahbah al-Zuhayli) clarify: 

“If a creditor recovers his due from any third party, whether through 

guarantee, insurance, or state compensation, the debtor’s liability is 

harged to that extent. But if the compensation is only a fiscal 

adjustment or partial aid, then the right remains.” 

Islami wa Adillatuhu, vol. 5, p. 4012) 

So, the extent of true repayment is what determines the extent of moral 

summary 

Creditor (bank) receives full repayment from a third party (e.g., 

insured, guaranteed, or reimbursed)  

paid to the creditor specifically on your behalf, not indirect tax relief.  In this 

scenario, since the banks’ tax benefits do not meet this criterion, the 

obligation remains if you become able to repay, aligning with the broader 

tcy alone does not waive unresolved debts unless the 

creditor willingly renounces them or they are fully compensated. 

stimate the amounts, make sincere efforts to trace and 

focusing on principal only, as riba is invalid), or 

donate to charity if unfeasible. Consult a local scholar for your exact 

Hence, the debt is not Islamically erased unless the bank itself forgives or 

rn Islamic finance scholars (e.g., from the Islamic Fiqh Academy, 

“If a creditor recovers his due from any third party, whether through 

guarantee, insurance, or state compensation, the debtor’s liability is 

harged to that extent. But if the compensation is only a fiscal 

So, the extent of true repayment is what determines the extent of moral 

Creditor (bank) receives full repayment from a third party (e.g., 
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Islamic Ruling: 

Debtor is Islamically discharged — the creditor’s right is fulfilled. 

Situation: 

Creditor only “writes off” the debt as a loss, or gets tax benefit but 

no real payment 

 

Islamic Ruling: 

 Debtor’s moral liability remains unless forgiven. 

Situation: 

Creditor later sells the debt to a collector  

Islamic Ruling: 

Debt still exists — now owed to new holder, not the bank. 

Situation: 

Creditor voluntarily forgives the debt (official write-off, confirmed) 

Islamic ruling: 

 Debtor is discharged Islamically. 

 

5. Bottom line 

 

If the bank truly recovered its loss (e.g., via government bailout, insurance 

payout, or equivalent compensation), then yes, Islamically the debtor’s 

obligation is considered fulfilled, because the creditor’s right has been 

satisfied. 

 

But if the “write-off” was only an accounting entry or tax deduction, without 
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actual repayment, then the debtor still bears a moral obligation before Allah 

— though Allah is All-Merciful and rewards sincere repentance and charity 

in such cases. 
 

⸻ 

Here are a few specific fatwas from contemporary juristic bodies (like 

AAOIFI or Islamic Fiqh Academy) that explicitly mention compensation 

through insurance or government as grounds for discharge? Here are 

specific fatwas / resolutions addressing issues related to debt, bankruptcy 

and third-party compensation from contemporary Islamic juristic bodies: 

 

⸻ 

 

1. International Islamic Fiqh Academy (IIFA) — “Will the debtor be regarded 

as no longer liable if the government or bank waive his debt?” (via IslamQA 

summarising IIFA view) 

“Bankruptcy does not lead to waiving of debt; rather the debt remains due 

until the person is able to pay it off, or someone else pays it off on his 

behalf, or the creditor lets him off.” ￼ 

→ This shows that from IIFA’s perspective, for the debt to be Islamically 

discharged, a third party must pay on behalf of the debtor or the creditor 

must forgive — mere legal write-off doesn’t automatically absolve the debt. 

2. IIFA — “Rulings on Insolvency and Bankruptcy” (Resolution) 

The Academy states: “On declaration of bankruptcy … If it appears that the 

bankrupt has new assets, creditors have the right to claim repayment of the 

unsettled portion of their debt out of the funds obtained from the sale…” ￼ 

→ Again emphasising that unpaid portions remain open to claim if new 

assets emerge. 

3. Accounting and Auditing Organization for Islamic Financial Institutions 

(AAOIFI) — Standard on Default in payment by a debtor 

“Default in payment by a debtor who is capable of paying the debt is haram 

(prohibited).” ￼ 

→ While not directly about third-party compensation, this standard 

underscores the moral obligation of debt repayment. 
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⸻ 

 

 Key Take-aways from these fatwas

• The creditor’s right must be fulfilled for the debtor’s Islamic liability to be 

discharged. 

• A third-party payment on behalf of the debtor can absolve the debtor if it 

fully satisfies the creditor’s right.

• A mere legal “write-off” or bankruptcy decree, without the creditor 

receiving compensation or consenting to forgiveness, does not 

automatically remove the debto

• If new assets become available to the bankrupt debtor later, creditors still 

retain a right under the IIFA resolution unless full discharge has occurred.

 
⸻ 

 

Here is the full-text PDF versions of the IIFA resolutions cited above (with 

exact clause numbers)  for 

Here ere are direct links to official resolutions by the International Islamic 

Fiqh Academy (IIFA) that you can download and refer to:

• Resolution No. 186 (1/20): Shariah Rulings on Insolvency and Bankruptcy 

(2012) — downloadable as part of IIFA’s document archive. 

• Resolution No. 218 (2/23): Rulings on Insolvency and Bankruptcy in 

Shariah and Contemporary Systems (2018) 

• Complete compilation of IIFA Resolutions & Recommendations (PDF e

book) — includes resolutions above and more. 

 

Here are the extract of the relevant clauses (especially regarding third

compensation/guarantee and debtor liability)

 

This concise 2–3 page summary explains the Islamic legal position on 

personal debt after modern bankruptcy, and whether third party 

compensation (insurance, government guarantee, bailouts, or write 

offs) can discharge a debtor’s Shar

aways from these fatwas 

• The creditor’s right must be fulfilled for the debtor’s Islamic liability to be 

nt on behalf of the debtor can absolve the debtor if it 

fully satisfies the creditor’s right. 

off” or bankruptcy decree, without the creditor 

receiving compensation or consenting to forgiveness, does not 

automatically remove the debtor’s moral/sharīʿah obligation. 

• If new assets become available to the bankrupt debtor later, creditors still 

retain a right under the IIFA resolution unless full discharge has occurred.

text PDF versions of the IIFA resolutions cited above (with 

for reference use. 

ere are direct links to official resolutions by the International Islamic 

Fiqh Academy (IIFA) that you can download and refer to: 

ion No. 186 (1/20): Shariah Rulings on Insolvency and Bankruptcy 

downloadable as part of IIFA’s document archive.  

• Resolution No. 218 (2/23): Rulings on Insolvency and Bankruptcy in 

Shariah and Contemporary Systems (2018) — available on IIFA’s w

• Complete compilation of IIFA Resolutions & Recommendations (PDF e

includes resolutions above and more.  

the relevant clauses (especially regarding third

compensation/guarantee and debtor liability). 

3 page summary explains the Islamic legal position on 

personal debt after modern bankruptcy, and whether third party 

compensation (insurance, government guarantee, bailouts, or write 

offs) can discharge a debtor’s Sharia obligation. The document 

• The creditor’s right must be fulfilled for the debtor’s Islamic liability to be 

nt on behalf of the debtor can absolve the debtor if it 

off” or bankruptcy decree, without the creditor 

receiving compensation or consenting to forgiveness, does not 

• If new assets become available to the bankrupt debtor later, creditors still 

retain a right under the IIFA resolution unless full discharge has occurred. 

text PDF versions of the IIFA resolutions cited above (with 

ere are direct links to official resolutions by the International Islamic 

ion No. 186 (1/20): Shariah Rulings on Insolvency and Bankruptcy 

• Resolution No. 218 (2/23): Rulings on Insolvency and Bankruptcy in 

available on IIFA’s website.  

• Complete compilation of IIFA Resolutions & Recommendations (PDF e-

the relevant clauses (especially regarding third-party 

3 page summary explains the Islamic legal position on 

personal debt after modern bankruptcy, and whether third party 

compensation (insurance, government guarantee, bailouts, or write 

obligation. The document cites 
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contemporary juristic bodies (IIFA, AAOIFI) and gives practical guidance 

for Muslims seeking to cleanse their record.  

Core Principles (brief) • A debt (dayn) is a right belonging to the 

creditor; it continues until that right is satisfied by repayment, 

forgiveness by the creditor, or valid substitution/compensation that 

makes the creditor whole. 

 • Modern legal discharge (e.g., bankruptcy order) relieves the debtor 

of civil liability, but does not by itself always extinguish the Shar moral 

duty unless the creditor's right has been fulfilled or forgiven. When 

Third Party Compensation Discharges the Debt A third party’s payment 

can extinguish the debtor’s obligation in Sharia terms when **all** of 

the following are true:  

1. The creditor actually receives full or equivalent compensation for the 

loss.  

2. The compensation is lawful (not derived from prohibited riba/gharar 

contracts) and legitimately replaces the creditor's right.  

3. There is evidence or clear acknowledgment that the creditor’s claim 

is satisfied (payment, guarantee executed, or forgone by creditor). 

Examples that typically discharge the debt: 

 • An insurer or guarantor (kaf l) pays the creditor the full amount 

under a valid guarantee/insurance arrangement.  

• A government guarantee or bailout that results in the creditor being 

actually reimbursed for that specific loss.  

• A documented forgiveness by the creditor (even if motivated by 

receiving compensation from a third party). When a Bank 'Write Off' 
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Does NOT Discharge the Debt Many 'charge offs' or accounting write 

offs do not equal actual compensation. Common cases where the 

debtor remains liable by Sharia:  

• Accounting write off with no cash/in kind payment to the creditor 

(the bank simply adjusts its books).  

• Tax deductions or regulatory loss provisions that reduce the bank’s 

fiscal burden but do not restore the creditor’s right dollar for dollar. 

 • Sale of the debt to a collection agency without full satisfaction — the 

debt exists but may be owed to the purchaser of the claim. In these 

cases the creditor’s right is not extinguished; the debtor remains 

morally obligated, and should either repay if able, seek forgiveness 

from the creditor, or give charity on their behalf if the creditor cannot 

be traced. Contemporary Juristic Positions (selected)  

• International Islamic Fiqh Academy (IIFA): Resolutions on 

insolvency/bankruptcy (see Resolution on 'Rulings on Insolvency and 

Bankruptcy') emphasize that unpaid portions remain claimable if new 

assets appear; legal bankruptcy does not automatically waive Shar 

rights unless creditors are compensated or forgive. (IIFA resolutions: 

https://iifa-aifi.org)  

• AAOIFI & standards: AAOIFI recognizes guarantees (kaf lah) and third 

party undertakings in investment and finance contexts; where a 

legitimate third party payment covers losses, the creditor’s claim is 

satisfied from an Islamic legal viewpoint (see AAOIFI standards on 

guarantees and default). (AAOIFI materials: https://aaoifi.org)  
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• Fatwas summarized by reputable portals (e.g., IslamQA/Islamweb) 

reflect the mainstream view that civil relief ≠ automatic Sharia 

discharge; compensation/forgiveness is required.  

Practical Guidance 1. If you learn that the creditor was actually paid by 

an insurer or guarantor, or the creditor confirms forgiveness, then you 

are discharged Islamically. Obtain or retain any documentation that 

shows the creditor was made whole.  

2. If the debt was written off with no evidence of payment, assume the 

moral obligation remains: seek sincere tawbah, give charity on behalf of 

the creditors, and include a clear clause in your wasiya/will stating your 

intention to honor any legitimate claims that later appear.  

3. If you can estimate amounts (even approximately), giving that 

amount in sadaqa on behalf of unknown creditors is recommended; if a 

creditor later appears with proof, heirs should repay from estate funds.  

4. Keep records of your efforts (communications, bankruptcy 

documents, charity receipts) to show good faith to heirs or claimants. 

 5. Consult a local qualified scholar or mufti for complex cases (e.g., 

corporate restructuring, securitization, government bailouts) since 

contractual details can change the Sharia outcome.  

NOTE: It is generally agreed by Islamic Scholars that only 

principal amount has to be repaid not the interest in case of 

filing bankruptcy: 


