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ABSTRACT 

Of the five fundamental pillars of Islam, Zakat and Holy 

Pilgrimage to Mecca are the less understood by Muslims, largely, 

because pilgrimage is only prescribed on those who are healthy and 

have the means to travel and Zakat equally is prescribed on those who 

have earned enough to save minimum of N80,000 for 12 months. 

The subject of Zakat has even become less popular among the 

investing public as it is always wrongly associated with liquid cash not 

only encompassing all growing assets. 

The contention, is not only limited to whether to pay Zakat on 

business assets, but more importantly the valuation framework, which 

many willing payers find to be very tasking and easy to avoid payment 

on such ground. 

The little contribution of this work is more of creating awareness 

on the Zakatability of business assets and also shedding more light in 

the complex valuation framework within the context of modern 

production mechanism and business arena. 

We have reviewed the assessment and collection methods of 

Saudi Arabia, Malaysia, and the Sudan, which # based fundamentally 
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on shareholders fund (owner's equity) and networking capital 

concepts. 

In order to effectively and religiously discharge Zakat obligation, 

working within the context of " i t is better to overpay than deliberate 

underpay". It became imperative to reconsider the valuation of 

growing assets. The objective is to neutralise the effect of mingling of 

the sources and application of funds in business. 

ix 







































































Going by the above definition, there are several possible financing 

methods, which suit the Islamic principles, and researches are being 

carried out on continuous basis to design more techniques in line with our 

contemporary business-financing requirement. 

However, fundamentally, there are five modes of financing 

techniques under the Islamic system, even though there might be other 

methods, but they are basically derived from the five basic methods. The 

modes, according to Khan (1994) are -

(i) Mudaraba 

(ii) Musharakah 

(III) Ijara (leasing) 

(iv) Bay'al Salam (deferred delivery advance payment) 

(v) Bay'- Mudaraba (Make-up - based technique). 

As our research interest revolves round the financing of 

corporation, we shall review the above and other methods vis-a-vis, their 

modalities, the position of investors in terms of risk, rate of return and 

the cost to the beneficiary of the finance. The review will give an insight 

into whether the above financing techniques fits into the Islamic model of 

investment which emphasizes the fundamental principles of risk bearing 

and uncertainty of return as against the conventional interest and fixed 

return on investment. 
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CHAPTER THREE 

INSTITUTIONALIZATION OF ZAKAT IN SELECTED 
MUSLIM COUNTRIES 

KINGDOM OF SAUDI ARABIA (KSA) 

1. LEGISLATION 

Kingdom of Saudi Arabia was the first country in the world to 

institutionalise the practice of Sharia in general and Zakat 

administration in particular. A Royal Decree, No. 17/2/28/8634 

dated 7th April 1951, was promulgated, providing for the collection 

of all Zakat from individuals and companies. The Ministerial 

Decision No. 393 and No. 394 in August/September followed it 

1970, which established Zakat Executive Regulations and the 

Special Government Agency that would assess and collect Income 

Tax and Zakat. This Agency was called Zakat and Income Tax 

Department and was made part of the Ministry of Finance and 

National Economy. Thereafter a number of Decrees and decisions 

were made, which dealt with the ways of implementing the Decrees 

calling for the collection of Zakat, particularly with respect to its 

assessment, disbursement and penalty resulting from refusal to pay 

Zakat. 

2. ZAKATABLE ASSETS 

In the Kingdom, Zakat is compulsorily levied and collected from the 

following by the government:-
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Livestock. 

Crops and Fruits. 

Merchandise, which includes all wealth intended for 

investment, whether in trade, industry or services. 

While the owner is left with discretion to pay Zakat on the following 

invisible wealth:-

Bank Accounts. 

Fixed Deposits. 

Properties including, stocks and shares, gold, silver and other 

possessions. 

The following items of wealth are not Zakatable: 

The funds of the State and its Institutions. 

Waqf for public body. 

Illegal wealth, and 

Personal effects including, tools of trade. 

3. METHODS OF ASSESSMENT AND COLLECTION 

(i) LIVESTOCK 

Government officials who work both in summer and winter 

period collect Zakat on livestock. The collectors are divided into 

units and consists of those who are experienced in Zakat collection, 

they are literate, trustworthy and of good behaviour. The personnel 

visit the livestock at the grazing area to determine the amount of 
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Zakat due in each case. The government has worked out general 

rules for the collection, as follows: 

(a) The Ministry of Interior (Internal Affairs) should determine the 

localities, which units may pass through a map to be given to 

each unit. 

(b) A unit must calculate and trace livestock and should not ask 

owners or any other person to do the job on their behalf. 

(c) After assessment, the Units compile the list of livestock 

owned by every individual, indicating types and number of 

livestock. A copy of the list shall be submitted to the Ministry 

of Finance 

(d) Sharia Courts and Qadis shall assess the value of livestock 

according to location, time, fertility and infertility. These 

prices and values shall be provided to the units so that they 

may act accordingly. 

(e) Zakat shall be collected in kind, but it may be in cash if any 

one chooses to pay at the set prices. The collection and 

distribution is decentralized and subordinated to the State 

Governors. 
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(ii) AGRICULTURAL PRODUCE AND FRUITS 

Committees comprising of government officials and 

other experienced persons collect Zakat on agricultural 

produce. The Committees make three trips a year to 

estimate dates, wheat and maize, according to the degree of 

usefulness of such crops as determined by the Ministry of 

Agriculture and Water in the past, and recently by the 

Department of Zakat on Agricultural Produce, Fruit and 

Livestock of the Ministry of Finance. 

With the development in planting and manufacturing of 

wheat in the Kingdom of Saudi Arabia, the produce (wheat) 

are delivered to the Government Bound for Silos and Flour 

Mills. The Revenue Department assesses the Zakat on every 

farmer, according to the quantity he delivers to it, deducting 

Zakat at source and transferring it to the Ministry of Finance. 

The collection as in the case of livestock is decentralized and 

subordinated to State Governor, 

(iii) MERCHANDISE AND BUSINESS ASSETS 

(a) COLLECTION 

The Kingdom of Saudi Arabia started collection of Zakat on business 

assets and merchandise in 1307H. The following categories are required 

to pay their Zakat through the State:-
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Saudis - Moslems male, female, mature and minor, adult and 

underage. 

Saudi Partners in (a) Saudi Joint Venture Companies and (b) 

Saudi Limited Partnerships or Companies limited by Shares. 

Saudi Associations of Capital in which Saudis own Shares. 

The Saudi Government's share subscribed by general 

establishments and authorities and banks. 

Those who are treated as Saudis, namely, nationals of the 

Arab Gulf Corporation Council who practise business in the 

Kingdom. 

Owners of Hotels and Cooperative Societies. 

The above categories either submit Audited Accounts or 

subjected to random assessment to determine the amount 

payable through the established authorities. 

Owners of other assets and those who do not fall in the above 

categories are not subject to compulsory collection. They are left 

with their discretion, either to pay through the authorities or to be 

disbursed by themselves, 

(b) METHODS OF ASSESSMENT 

Zakah on merchandise, which includes all wealth, 

invested in trade, industry and services are valued on one of two 

bases as follows: 
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(a) Those establishment or individuals, which kept and 

submit accounts certified by a Chartered Accountant. 

Zakatable Assets will be determined as follows: 

Add: -

Share Capital. 

All reserves and allocations except allocations for 

depreciation of fixed assets. 

Current Creditors' Account of the owner(s). 

Profit brought forward. 

Current Year Profit plus non-acceptable expenditures, 

less: 

Net fixed assets after depreciation. 

Balance of formation expenses. 

Investment at home and abroad. 

Losses in previous years. 

Balance = Legally Zakatable assets (@ 2.5%). 

(b) Those establishments that do not submit Accounts. 

Add:-

Capital as declared (while registering the business). 

Estimated profits at the rate of 15% of capital (in case of 

inactive business) or 
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Contractor s profit computed at 15% of the aggregated works 

carried out during the accounting year after deduction of 30% 

of the estimated profits against expenditures. 

Balance = legally Zakatable amounts at 2.5% or 1/40. 

(i) Capital is determined at the beginning of the year by 

various methods, such as consulting the Commercial 

(Companies) Register, the Contract (Deed) of Association 

or any relevant documents, 

(ii) Net profit is determined on the basis of total operations 

undertaken by the Zakat payer during the year, provided 

that net profit is not less than 15 per cent of documented 

general revenue or on the basis of the number of capital 

turnovers. The profit rate is 10% in the case of Importers 

of specific food provisions and 5% in the case of importers 

of vegetable, fruits and livestock. For other business 

activities, the rate is 15%. 

THE ISLAMIC REPUBLIC OF SUDAN 

The institutionalisation of payment of Zakat in the Sudan can be 

traced to the period of the Mahdists (1881 to 1898). However, since the 

fall of Mahdists the system was abandoned, even after the attainment of 

political independence in 1956. 
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^ In 1980, the Zakat Act was promulgated to govern the collection 

and distribution of the Zakat in the country. The significance of the Act 

was the making of the payment of the Zakat in the country voluntary, 

probably with the aim to prepare the people for the performance of this 

noble duty, which the state had ignored since after the Mahdists Era. 

In 1984, the Act was amended, making Zakat payment compulsory 

for all Muslims male and female. The Act establishes Zakat chamber and 

^ charged it with the following duties among others:-

(a) To collect, manage, invest and distribute Zakat. 

(b) To collect and distribute the Zakat among beneficiaries who are 

eligible according to Shariah. 

(c) To receive statements from those who are clearly specified as 

legally required to pay Zakat. 

(d) To examine their statements and calculate the amount of Zakat 

to be paid accordingly. 

The Act also provides among other things that:-

(a) Every Sudanese Muslim inside or outside the Sudan who has 

Nisab is bound to pay Zakat. 

(b) Every Sudanese Muslim with Nisab who works or lives in the 

Sudan is also bound to pay Zakat. 

(c) Any one who refuses to pay or delays payment of Zakat shall be 

fined and Zakat shall be taken from him by force. 
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ZAKATBLE ASSETS 

The following are subject to Zakat-: 

(a) Trade Funds and Merchandise 

(b) Agricultural Produce 

(c) Livestock 

(d) Income generating items, i.e. industries, factories e.t.c. 

(e) Money and what is used as money, i.e. bank notes, shares, 

stocks, deposit, foreign currencies e.t.c. 

(f) Gold and silver. 

(g) Precious minerals, 

(h) Salaries and wages. 

(i) Income of professionals. 

The following are not subject to Zakat: 

(a) Personal articles of the payer and his dependants. 

(b) Essential tools of work and fixed assets for commercial 

industrial, agricultural, professional and technical purposes. 

(c) All original waqf made to a public charitable organisation or 

donated to such an entity. 
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METHOD OF ASSESSMENT AND COLLECTION 

Trade Funds And Merchandise 

This cover all wealth intended for trade regardless of whether used 

in industry, agriculture or services. There are two assessment methods 

applied contingent upon the system and information available. 

THE FIRST METHOD 

Current Assets Less Current Liabilities 

Net Working Capital = Zakatable amount. 

Current Assets to be valued at market price. 

THE SECOND METHOD 

Add 

Capital + profits carried forward + reserves. 

Less 

Net Fixed Assets 

Balance = Zakatable amount. 

The net fixed assets are deducted on condition that all their values 

is paid and the amount should be within the paid-up capital plus reserves. 

AGRICULTURAL PRODUCE 

The law stipulates that everything yielded by the land is subject to 

Zakat. Zakat is collected on maize, wheat, millet, barley, cotton, 

sesame, peanuts, beans, sunflower, as well as banana, mango, oranges 

e.t.c. 
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Assessment is based on estimation as the best practice, which was 

employed by the Prophet (PBUH) himself. 

The collection is mostly in cash at the prevailing market price. The 

Republic of Sudan has organised crops markets where crops are 

exchanged and in this case Zakat is withheld at source upon the sale of 

such crops. 

ZAKAT ON SALARIES AND WAGES 

The above is to be deducted at source after deducting the value of 

basic necessities and the balance is above the Nisab. It may be paid 

through monthly instalment and deducted at source by employers who 

will make transfer to the Zakat Chamber on or before the middle of the 

following month. Zakat in the Sudan on salaries and wages was legally 

adopted based on the practice of Muaniyah and Umar lb. Abdulaziz of 

levying Zakat on soldiers' salaries. The deduction is carried out as 

follows:-

Annual salary - XX 

Less basic needs - (XX) 

Less Nisab - (XX) 

Zakatable amount - XX 

Annual basic needs is arrived at from the study on the basic needs of an 

average Sudanese family. The Zakat amount is paid on monthly basis by 

dividing each variable by 12 (months). 
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ZAKAT ON INCOME OF PROFESSIONALS 

The law provides that, Zakat shall be deducted at source, also 

requiring any one who pays professional commission or fee to any payers 

of Zakat, in return for work or services, to deduct therefrom. The 

practice is similar to Zakat on salary and wages. The basic needs and 

Nisab are deducted before Zakat is levied., 

MALAYSIA 

Legislation 

Malaysia is a Federation of States like Nigeria and the power to 

administer Zakat in each State is subjected to the respective State Laws. 

Initially, it was the responsibility of the Local Government Authority, until 

in 1986, when the Federal Law was enacted making it the responsibility of 

individual State Governments. 

Each State has its own enactment on the administration of Islamic 

affairs, which includes general clauses on Zakat administration. Subject 

covered in these clauses included the basic system of Zakat collection, 

that is, through the designated official, recipients of Zakat proceeds and 

the liability of the prosecution for those who prevent others from paying 

Zakat and do not themselves pay Zakat or pay through unofficial means, 

except where stated otherwise. The amount of fines or the prison 

sentences imposed on such offences are also stated. 
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