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Abstract 

The possibility of establishing an accounting system for 
Zakat, one of the pillars of the Islamic faith is 
examined first by investigating the relevance of the 
socio-economic environment of the Gulf Co-operative 
Council (GCC) countries to introducing a unified system 
for Zakat. Having achieved this general aim, the study 
attempts, secondly, to develop an accounting system 
serving the different processes of Zakat estimation, 
calculation, collection and distribution. Employing the 
fundamental principles of financial accounting, both the 
aims and objectives were served by designing a research 
questionnaire distributed to four groups of people 
classified by occupation in four of the six Gulf States. 
These countries are Bahrain, Kuwait, Saudi Arabia and the 
United Arab Emirates. A sample of 159 respondents was 
selected as representative of the societies of the GCC 
countries. 

The results of the analysis revealed that the environment 
of the Gulf States is prepared to adopt the relevant 
arrangements for a Zakat organisation. Based on the 
experience of Saudi Arabia, the study reveals the 
problematic issues in imposing the duty of Zakat in the 
other Gulf States. The study also reports that there is a 
real need to establish an accounting system which will 
respond to the multi-functions of Zakat. Respondents were 
eager for a distinctive governmental role in organising 
the whole processes, as governments have both the 
religious liability and compulsory power to implement 
Zakat legislation. An efficient system of calculating the 
amount of Zakat payable to the needy requires some 
adjustment in financial reports and disclosure. 
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GLOSSARY OF TERMS 

Fai property acquired in war without fighting. 

Fidth part of fai whose mode of distribution in 
society is similar to Zakat. 

Figh Muslim jurisprudence: it covers all aspects of 
life; religious, political, social or economic. 

Fogaha jurists who give opinion various issues in the 
light of the Qu'ran and the Sunnah who have, 
thereby, led to the development of figh. 

Ghanimah war booty. 

Hadith a report on the sayings, deeds or tacit approval 
of the Prophet Mohmmad (peace be upon him). 

Halal anything permitted by the Shariah. 

Haram anything prohibited by the Shariah. 

Ijma consensus of the jurists on any issue of fiqh 
after the death of the Prophet Mohammad (peace 
be upon him). 

Jahiliah the period in Arabia before the advent of Prophet 
Mohammad (peace be upon him). 

Khalifah a religious head of a Moslem state. 

Muamalat affairs of the world. 

Mudarib the partner who provides entrepreneurship and 
management in a mudarabah agreement as distinct 
from the one who provides the finance. 

Nisab a minimum exemption level for the levy of Zakat. 

Qadi a man whose knowledge of Shariah law enables him 
to arrive at judgements. 

Qiyas argument by analogy in legal and theological 
areas. 
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Qodat plural of Qadi. 

Shariah refers to the divine guidance as given by the 
Qu'ran and the Sunnah and embodies all aspects of 
the Islamic faith, including beliefs and 
practices. 

Shura consultations, discussions or hearing differences 

of opinion 
before any decision is made. 

Sunnah after the Qu'ran the Sunnah is the most 
important source of the Islamic faith and refers 
essentially to the Prophet Mohammad's 
(peace be upon him) example as indicated by his 

practise of faith. The only way to know the 
Sunnah is through the collection of al-hadith. 

Surah a chapter in the Qu'ran. 

Tawheed Islamic faith in God (i. e., Allah). 

Ummah refers to the whole Moslem community, 
irrespective of colour, race, language or 
nationality, which carry no weight in Islam. 

Ushr ten per cent (in some cases five per cent ) of 
agricultural produce payable by a Moslem as apart 
of his religious obligation, like Zakat, mainly 
for the benefit of the poor and the needy. 

Immam religious scholar. 

Zakat religious obligation on Moslems to pay a 
predetermined percentage of the value of their 
annual savings, commodities, or properties to the 
Islamic state. 
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Chapter one 

Introduction 

1.0 Introduction 

Islam is more than a religion because it provides a 

complete code that applies to all fields of human 

existence. The Qur'an came with the message of Islam, 

covering everything and organising all aspects of religion 

and life for the individual and society. 

Islam is a comprehensive way of life, both religious and 

secular: it is a set of religious beliefs and a way of 

worship; it is a vast and integrated system of laws; it is 

a culture and civilisation; it is a code for social and 

family conduct; and, finally, it governs economic and 

commercial norms. 

One aspect of the impact of adopting the Islamic economic 

system is the achievement of socio-economic justice and the 

equitable distribution of wealth. The emphasis on moral 

values and, commitment to the human brotherhood provides 

distributive justice to all the people in the country. 

According to Islamic law (Shariah), the goal of justice is 

achieved as a logical result of the adoption of a free-of- 
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interest investment model, where the prohibition of 

interest is vital for ridding the money economy of 

injustice and exploitation as well as making it rational. 

The Islamic economic system contains some in-built 

corrective measures. This can lead to the elimination of 

inequalities in income distribution at the narrow margins. 

These are in the form of the Zakat, Sadagat and other such 

payments. While other payments that Muslims are asked to 

do are done voluntarily, it must be emphasised that Zakat 

is a monetary religious duty on Muslims who are wealthy and 

are obliged, to pay it according to specific rules. Islam 

believes in striking at the root of inequality rather than 

merely alleviating some of the symptoms. 

Muslim scholars have done their best to discover 

circumstantial rules that cover all aspects of Zakat. The 

aim has been to secure the obtainment and distribution of 

the right amount of Zakat on different properties. Yet 

there have been some areas which need answers regarding 

practical issues such as organising, regulating, collecting 

and distributing the Zäkat, that have emerged in the 

contemporary economic environment. 
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One important issue, which needs to be investigated, and 

which is the core of this study, is Zakat accounting. The 

aim is to establish a framework towards developing basic 

accounting principals for Zakat applicable to the financial 

system of Muslim countries. Moreover, dealing with this 

subject would impose the necessity to investigate other 

associated issues; religious, economic and managerial. The 

recent, so-called Islamic revival dominates almost all 

Islamic countries. The movement motivates Muslims to 

rediscover their independent identity and religious values. 

In addition, there has been a changing global commercial 

environment, and real economic challenges have followed the 

fall of some significant Islamic economies. These changes, 

together with the decline in oil revenue in Muslim Arab 

countries, have stimulated governments to reconsider the 

structure of their economies and attempt to reshape them, 

making them flexible toward these developments. 

Accordingly, these countries have recently been involved in 

drawing up plans to combat the new challenges. One aspect 

of these new policies is the attempt to unify and harmonise 

the accounting system applicable to the GCC countries. The 

possibility of applying the Zakat system in these countries 

was examined. In doing so, the Saudi experience in 
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regulating Zakat has been employed as the base from which 

to develop. 

1.1 Objectives of the study 

The main purpose of the study is to develop a framework for 

a Zakat accounting system in the GCC countries. The 

intention is also to find answers to the following 

questions. 

" What is the most relevant method of Zakat accounting with 

respect to both Islamic teaching and the situation of 

financial organisations operating in the Gulf? 

" To what extent could such a method be used throughout 

financial institutions? 

" Which organisation should collect and distribute Zakat? 

" Why do some companies try to avoid paying Zakat? 

" What benefit would governments and economies obtain from 

implementing the Zakat system? 

" Who should audit Zakat accounting? 

" To what extent should the harmonisation process, between 

the GCC countries, take place, and what are the 

possibilities available of achieving that process? 
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" Is the Saudi Arabian experience suitable and its methods 

adequate as a basis from which to generalise arrangements 

to the other Gulf States? 

For the purposes of this study only one kind of Zakat (that 

imposed on trade) will be dealt with. 

1.2 Methodology 

The methodology adopted for the study consists of a current 

literature review and a questionnaire based on its 

findings. Information for the review has been collected 

from various sources. The literature available on Zakat 

has, mainly, covered religious matters rather than economic 

and accounting topics. As a result, the researcher has been 

obliged to develop many new ideas, serving the field of 

study, to cover the partial lack of accounting sources. 

A self-administered questionnaire was used during the 

study. The qualitative (interview) technique is best 

suited for collecting data when the investigator is dealing 

with a survey confined to a local area. In this study, 

however, the research subject deals with a wide 

geographical area (four neighbouring countries) It was 

not possible to travel and administer the interviews in 
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four countries due to the limitation in time and resources. 

Thus, although the interview method has its own advantages, 

it was not used for the reasons mentioned earlier. The 

quantitative (questionnaire) method of data collection 

does, however, ensure a high response rate. The researcher 

also has the chance to introduce the research topic and 

motivate individuals to participate in the survey. The 

self-administered questionnaire is less expensive and less 

time-consuming than interviewing and requires fewer skills 

to administer than does the conducting of interviews 

(Sekaran, 1992: 201). The structure of the tests used, among 

other things, were statistical moments or descriptive, and 

the non-parametric Kruskal-Wallis test. 

1.3 Limitations of the study 

The lack of literature on Zakat accounting is the main 

limitation experienced by the researcher. The research has, 

therefore, been heavily dependent upon the writings of 

widely-known religious scholars in the Islamic world. Even 

so, this study is important in terms of it being the first 

of its kind to be undertaken so far in the GCC countries. 

There are, however, certain problems and limitations in 

this study that are worth mentioning. 
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The study is based on a questionnaire survey and, 

therefore, the results reflect only the views, experience 

and opinions of the respondents as restricted by the choice 

of questions used and respondents selected. 

The bureaucratic systems operating in the GCC countries 

created additional problems as it would take a long time to 

arrange to visit the departments to be studied in the 

fieldwork. This study includes only four countries 

(Bahrain, Kuwait, Saudi Arabia and United Arab Emirates). 

Qatar and Oman were excluded from this study due to the 

factors of cost and time. Future research could expand the 

subject groups to include those that prepare annual 

reports, investments analysts, religious people and bankers 

and ordinary members of the public. This would provide a 

more complete look at the issue of Zakat accounting between 

the GCC countries. 

1.4 Organisation of the thesis 

The thesis is structured into eight chapters. Following the 

introductory chapter, the second chapter highlights the 

background to the GCC countries; Bahrain, Kuwait, Saudi 

Arabia and the United Arab Emirates, focusing on the Gulf 

7 



Co-operation Council, location, climate, borders, 

population, socio-political and economic backgrounds. 

Chapter three reviews the main Islamic principles and 

highlights the economic system as prescribed by Islam. This 

is important in order to underline the grounds upon which 

Zakat accounting is based. This chapter introduces the main 

features of the Islamic economic system. Islamic teachings 

cover spiritual, social, economic and political aspects of 

society. Inevitably, Islamic economics is based on a set 

of value systems established by the primary sources of 

jurisprudence in Islam. The chapter also reviews some 

definitions in Islamic economics and the Islamic economic 

system. In addition, it discusses the main goals of Islamic 

economics, including some of its main foundations: 

wellbeing; social and economic justice; and, the equitable 

distribution of income. It provides a brief description of 

the main sources of economic thought in Islam. These are 

similar to the sources of jurisprudence since they are both 

parts of the Shariah's objectives. The principles of unity 

and brotherhood are briefly outlined, together with the 

prohibition of riba in Islam, the associated moral values 

and their relationship with economic realities. It is shown 

that the prohibition of riba is the main difference 
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distinguishing Islamic economics from conventional 

economics. Islamic views on economic problems are also 

presented. Finally, a detailed account of the role of the 

state and its intervention in the economy in an Islamic 

context is briefly reviewed. 

Chapter four deals with accounting for Zakat, which is a 

monetary religious duty on wealthy Muslims. The research 

mainly examines various ways that Muslim scholars have 

suggested how Zakat should be calculated. Zakat should be 

determined in different situations and a method chosen that 

is the most appropriate. 

Chapter five provides a detailed analysis of the research 

questions and outlines the adopted methodology. In 

addition, a discussion of the advantages and disadvantages 

of using a questionnaire are presented together with pilot 

testing of the questionnaire, sampling procedures and 

questionnaire distribution. The statistical tests employed 

in this study are also discussed. 

Chapter six presents the findings from the responses 

received from those responsible for Zakat accounting. Based 

on the findings of this study, recommendations are made. 

9 



Chapter seven summarises the 

highlights its main conclusions. 

findings of the study and 
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Chapter two 

General background to the GCC states 

2.0 Introduction 

The Arabian Gulf is an area which most people associate 

solely with the production of oil. This is a gross over- 

simplification as it ignores its people, its land and its 

history. Although the wealth generated from oil exports has 

affected many aspects of economic life throughout the Gulf 

region, it must be remembered, however, that the social life 

is still deeply traditional and remains unchanged. In 

addition to the common historical and socio-cultural 

background, the Gulf countries have similar problems and 

aspirations. The most important of these are regional 

political stability and economic and social development. 

These two factors appear to be the main reasons behind the 

establishment of the Gulf Co-operation Council. 

This chapter, therefore, reviews the main characteristics of 

the Gulf Co-operation Council (GCC) countries. For each 

country, a general description is given, followed by brief 

economic details as well as their respective social and 

cultural backgrounds. An analysis of important economic 
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indicators is given and, in the light of this analysis, the 

importance of Zakat to the economics of the GCC countries is 

explained. 

2.1 The Gulf Co-operation Council (GCC) 

Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United 

Arab Emirates formed the Gulf Co-operation Council in 1981 

as a unified defence, political and economic organisation. 

The headquarters of the GCC is situated in Riyadh, Saudi 

Arabia. The GCC's Unified Economic Agreement was signed in 

1983, with the establishment of a single common market as 

one of its objectives. Several significant GCC-wide 

regulations have been implemented since then, including the 

removal of tariff barriers between member states, subject to 

a 40% local value-added tax rule, with certain exceptions 

(Rumaihi, 1986). 

All GCC member countries have the same rights towards the 

ownership of property as well as towards most businesses in 

any GCC country. GCC-owned companies have equal access to 

incentives and facilities, and are accorded the same 

preferential treatment in government purchases as locally 

owned companies. Many regulations and policies have been, or 

are being, harmonised in all GCC states (Olfet, 1988). 
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in the following section, various features of each of the 

GCC countries are considered. Only a brief discussion will 

be given on Qatar and Oman, as these two countries are not 

covered by the present study. 

2.1.1 Bahrain 

With a total area of 692 square kilometres, Bahrain consists 

of an archipelago of more than 30 islands in the Arabian 

Gulf, 22 kilometres from the eastern coast of Saudi Arabia 

and 28 kilometres from the western coast of Qatar (Ministry 

of Information, 1998) 

The largest of the six principal islands is also called 

Bahrain which, translated loosely from the Arabic, means two 

seas. It has a total land area of 586 square kilometres and 

population of 620,000. The oil town of Awali is located in 

the centre of the island. Manama, the capital and commercial 

centre, is located in the north-east corner of the main 

island and contains more than a quarter of the population. 

Bahrain is a member of the United Nations, the Arab League, 

the International Monetary Fund, and the International Bank 

for Reconstruction and Development (Bakri, Jali, Ibrahim and 

Gadomi, 1998). 
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2.1.1.1 Economic background 

Relatively small oil reserves and a fast-growing population 

prompted Bahrain to pursue an economic diversification and 

liberalisation programme in the 1970s. As a result, it has 

achieved a more balanced economic structure (with strong 

industrial and financial services sectors) than other oil- 

producing countries in the Middle East (Economic Affairs. 

1998) . 

Earnings from oil were scheduled to rise by 20 percent in 

1993. This was due to an arrangement with Saudi Arabia to 

increase Bahrain's share of the output from the Abu Saf a 

oilfield, which is in Saudi territorial waters. Oil revenues 

rose by 20 percent in 1993 and 12 percent in 1996. In 1997, 

Bahrain's GDP decreased by 1.2 percent and Per capita 

income was US$8,420 (Economist Intelligence Unit Statistics, 

1997) . 

Inflation has been almost non-existent in Bahrain in recent 

years, as a result of the government's generally 

conservative monetary policy, its generous subsidies for 

basic commodities, as well as a slackening of demand in the 

economy(Information Published by Government, 1996). 

Bahrain was the first country in the southern Gulf region to 
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have an oil-based economy. Its oil reserves are small, 

compared to Gulf standards, and, at the present rate of 

extraction, are expected to last only until the end of the 

decade. Renewed exploration and government concessions since 

the early 1980s have yielded no new commercially viable 

sources so far (Rumaihi, 1986). 

The crude oil and natural gas sector's contribution to GDP 

has declined in the last decade, from 17 percent in 1993 to 

16 percent in 1996, as a result of diversification and 

depressed world oil prices. Crude output in 1996 was about 

40000 b/d(Statistics Published by Ministry of finance, 1996). 

Bahrain exports the bulk of its oil not as crude but as 

processed petroleum products including jet fuel, gas oil, 

fuel oil, gasoline, naphtha and kerosene. Together, these 

account for about 85 percent of the country's total 

petroleum exports. Apart from processing locally produced 

crude oil, Bahrain also processes light crude from Saudi 

Arabia (Statistics Published by Ministry of Petroleum, 1996). 

Bahrain is the base for several heavy industries that are 

pan-Arab ventures in which the Bahraini Government holds the 

majority stake. The first to be established, in 1971, was 

Aluminium Bahrain (Alba). Another example is the Arab 
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Shipbuilding and Repair Yard (Asry) which deals with both 

large tankers and smaller ships (Statistics Published by 

Ministry of commerce, 1996). 

The government has given priority to developing the 

agriculture sector in order to reduce the country's 

dependence on imported foodstuffs. Less than 6 percent of 

Bahrain's total area is considered arable land, however, and 

most of this is confined to a narrow strip in the north of 

the main island. The scarcity of water, a hostile climate 

and the expanding housing and industrial developments are 

also constraints to agricultural development (Bakri, et al, 

1998) . 

The contribution of agriculture to Bahrain's GDP is minimal, 

amounting to just 2 percent in 1996. In 1997 the 

agricultural sector satisfied around 15 percent of the 

domestic demand (EIU Statistics, 1997). 

Bahrain owes its success as a primary financial centre in 

the Gulf to its key location within the region between Asia 

and Europe, its excellent communications system, and its 

liberal regulatory environment. Established in 1973, the 

Bahrain Monetary Agency (BMA) functions as the central bank; 

it is responsible for issuing currency and supervising 
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banking and investment institutions in the country. As of 

January 1994, Bahrain had 18 commercial banks, two 

specialised banks, 51 offshore banking units (OBUS), 22 

investment banks and 47 representative offices of foreign 

banks. The financial institutions sector also includes 21 

insurance companies and 42 exempt insurance companies 

trading offshore. An important event in Bahrain's financial 

development was the long-awaited opening of the Bahrain 

securities Exchange in June 1989(Information Published by 

Ministry of finance, 1997). 

Bahrain is dependent on imports for the majority of its 

needs, whether for consumer goods, capital goods or raw 

materials. Although Bahrain is an oil-producing country, its 

output is insufficient to feed the giant Sitra oil refinery, 

and crude supplies (largely from Saudi Arabia) are the 

country's primary import, accounting for nearly 40%, in 

value terms, of total imports. Machinery and transport 

equipment comprise the largest non-oil import category and 

recorded the most rapid growth over the past few years. The 

USA, the UK, Japan and Germany are the four leading 

suppliers of non-oil imports (Information Published by 

Ministry of Commerce, 1997). 
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2.1.1.2 Social, Cultural and political background 

Bahrain is the second smallest country in the GCC and has 

the smallest economy. Although the population is Arab and 

Muslim, more than half the population is from the Shiite 

sect. The rulers, however, are Sunnites. Because of the 

small size of the Island, Bahrain society is predominantly 

non-tribal as opposed to most other societies in the Gulf. 

The head of state comes from the ruling family and has a 

veto over the partly elected parliament. 

Despite being the poorest GCC country, Bahrain compares 

favourably with other GCC countries when it comes to its 

human development. In 1994, life expectancy was the third 

highest (72.0 years), infant mortality was third lowest 

(20%)in the GCC. Bahrain also has the highest adult literacy 

rate (84%), the highest school enrolment (95%) and the 

lowest population growth rate (3.7%) (United Nations 

Development Programme (1997). Overall, Bahrain has the 

highest human index value of 0.87 in the GCC (Radwan (1998). 

Bahrain also relies on a large number of expatriates who 

represent 39% of its population. (Gulf News, 1997). Because 

of the liberal nature of Bahrain society, women's activity 

rate is the second highest in the GCC, with women 

representing 20% of the total workforce (Kapiszewki, 1998). 
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2.1.2 Kuwait 

Kuwait is situated at the north-west tip of the Arabian 

Gulf, between Iraq in the north and west, and Saudi Arabia 

in the south-west. In total the state is 17,818 square 

kilometres (7000 square miles) which include several islands 

scattered in the Gulf. (Ministry of Information, 1998). 

The emergence of Kuwait as an oil-rich country has 

undoubtedly transformed the nation from a state of poverty, 

to one of the highest per capita income regions within a 

relatively short time (per capita income was US$13,867 in 

1997). This was helped by the fact that Kuwait has a very 

small population, which, according to the census of 1997, 

had reached 1.81 million (EIU Statistics, 1997). 

Before the discovery of oil, there was no need for foreign 

labour. Following the discovery of oil, the country has 

grown dependent upon expatriate workers for the running of 

oil companies. Moreover, the acceleration of economic 

developments to absorb part of the oil wealth necessitated a 

growing demand for expatriates with various skills and 

talents in virtually all fields of economic activities as 

well as the civil service. This was accentuated by a 

shortage of national manpower, a high illiteracy rate and a 

refusal by Kuwaitis to take manual jobs (Rumaihi, 1986). 
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2.1.2.1 Economic background 

The Kuwaiti oil industry has contributed on average 95 

percent of GDP to the revenue of Kuwait; 98 percent of this 

comes directly from export of oil and gas. Nevertheless, oil 

revenue has decreased by 11 percent in 1997 compared with 6 

percent in 1994 (EIU Statistics, 1997). 

Government expenditure also decreased by 6.3 percent in 1996 

compared with 5 percent in 1994. Climatic conditions and the 

absence of flowing water also eliminate the chances for 

expanding agricultural production. As a result, the economy 

is dependent on foreign trade. The ratio of exports to GDP 

was more than 90 percent in 1995. This ratio has, however, 

been volatile, declining in recent years due to the 

reduction of oil exports (IMF Statistics, 1997). 

The low domestic aggregate demand due to the small size of 

the domestic market hinders industrial expansion and 

eliminates the benefits of mass production. Kuwait also 

depends on the rest of the world in many respects, 

especially in relation to the marketing of oil, which makes 

it vulnerable to international market forces. Also, the 

channelling of surplus funds abroad, due to limited local 

investment opportunities, subjects the economy to external 

economic pressures and policies (Rumaihi, 1986). 
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2.1.2.2 Social, Cultural and political background 

Kuwait is the smallest country in the GCC but is the third 

richest economy in the Gulf. A large proportion of the 

population is Shiite, but the ruling family is Sunnite. Like 

Bahrain, Kuwait is largely liberal. Politically, although 

the head of state (the Emir) is unelected, the country has 

an elected parliament. However, the ruler has the ultimate 

say in political affairs. 

Kuwait, like most GCC countries, is predominantly a tribal 

society. Despite the devastation of Kuwait during and after 

the Gulf War, Kuwait is doing well in terms of its human 

development. In 1994, Kuwait had the highest life expectancy 

in the GCC with 75.2 years, the lowest infant mortality 

(20%), and the third lowest population growth rate (5.6%). 

Kuwait also has a very high adult literacy rate (79%)(UNDP, 

1997). Overall, Kuwait has the second highest human index 

value of 0.84 in the GCC (Radwan, 1998). 

Kuwait relies heavily on expatriates. Between 1995 and 1997 

expatriates represented 84% of the workforce, the second 

highest proportion after the UAE. The women's activity rate 

in Kuwait is the highest in the GCC, with women representing 

33% of the total workforce (Kapiszewki, 1998). This suggests 
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that Kuwait's society is relatively more liberal than other 

GCC countries. Despite its liberalism, however, Kuwait is 

mostly a tribal society. Tribal links are very important in 

social relations. 

2.1.3 Saudi Arabia (SA) 

Saudi Arabia is divided into five main regions. The Eastern 

Region contains 13 percent of the population and is located 

in the coastal area along the Arabian Gulf, where the 

country's main oil reserves are located. The Central Region 

(Najd), contains about 25 percent of the total population. 

Its capital is Riyadh, which is also the capital of the 

Kingdom. The Western Region (Hijaz), accounts for 

approximately 34 percent of the population, most of whom 

live in the holy cities of Makkah and Medinah, in Jeddah, 

and in the mountain resort of Taif. The South-west Region 

(Asir), is inhabited by about 16 percent of the population, 

almost all live in villages in the mountains and along the 

coastal plains. Its main city is Abha. The Northern Region 

accounts for about 12 percent of the population, with a 

relatively large proportion living in rural areas or in the 

cities of Tabuk, Hail, Sakakah and Arar. The Rub al Khali 

is a wide expanse of barren and unpopulated land to the 

south-east (Ministry of Information, 1998). 
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Saudi Arabia is a monarchy, with strong historical links 

between the government and the Islamic religion. The powers 

and duties of the King are defined according to the Shariah 

(Islamic law). The King serves for the good of the people of 

Saudi Arabia. Indeed, although supreme authority rests with 

God, the enforcement of Shariah law is the responsibility of 

the ruler. The constitution consists only of the Holy Qur'an 

and the Shariah (Rumaihi, 1986). 

The Kingdom is divided into 14 governorates, or emirates. 

The Al-Ahssa emirate is contiguous to the Eastern Region; 

the emirates of Riyadh and Qassim are in the Central Region; 

Makkah and Medinah are in the Western Region; Tabuk, 

Qurayyat, Al Jawf, Hail and the Northern Frontiers are in 

the Northern Region; and Asir, Najran, Jizan and Baha are in 

the South-West Region. Each emirate is divided into sub- 

emirates, and urban and rural districts. Municipal districts 

and tribal village agencies administer local services (Al- 

Hogael, 1997). 

The population census of October 1992, the first census 

since 1974, estimated Saudi Arabia's total population at 

almost 19.48 million in 1997(IMF Statistics, 1997). 
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2.1.3.1 Economic background 

Possessing the world's largest oil reserves, Saudi Arabia 

contributes approximately 10 percent of the world's total 

oil production. Saudi Arabia has supported its economic 

development with its earnings from oil. Although the oil 

sector continues to be a dominant factor in economic growth, 

its contribution to GDP has been steadily declining due to 

the volatile world oil market and the recent expansion of 

the non-oil sector. In 1997, GDP in SA had increased by 2 

percent whilst the per capita income rose to US$7,291(EIU 

Statistics, 1997). 

At present, oil prices are currently low and it is estimated 

that persistently weak oil prices will lead to a fall of 

more than 20 percent in oil revenue. Subsequently, this 

forces the government to reduce expenditure in order to 

stabilise debt. Government spending in 1997 was US$59 

billion, or equivalent to 40% of GDP. This is US$1.9 billion 

less than in 1996, when actual spending exceeded planned 

spending by US$10.40 billion. Furthermore, government 

revenue budgeted at US$40.26 billion, rose to US$44 billion 

due to positive changes in the oil market. Government 

revenue in 1993 rose marginally, to US$45.01 billion, 

despite the fall in oil prices (EIU Statistics, l997). 
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In addition, Saudi Arabia is also privileged to have vast 

Gas supplies. Associated gas from the Kingdom's oilfields is 

channelled into the US$12 billion Master Gas-Gathering 

System (MGS), which is one of the largest engineering 

projects in the world. The MGS comprises gas-gathering 

treatment and transmission plants, and provides the basis 

for the development of the Kingdom's petrochemical 

industries. 

The two major mineral sectors deal with the extraction of 

building materials and metals for further processing and 

industrial use. By 1993, these two sectors contributed 2 

percent of non-oil output (Information Published by 

Government, 1996). 

The government's 1974 industrial strategy was intended to 

achieve development and diversification of the non-oil based 

industrial sector, alongside substantial private sector 

participation. Much of the value of these industrial 

developments has been in the refining and petrochemical 

industries, which accounted for 60 percent of the total 

value of industrial investment between 1985 and 1992. 

However, in 1996 the total number of licensed industrial 

projects in the SA was still 2,078, with a total investment 

of over US$33.33 billion (Ministry of Finance, 1996). 
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Accordingly, the SA Monetary Agency (SAMA), as with most 

central banks, is acting as the monetary agent of this 

government. It is responsible for the exchange rate, as well 

as monetary control and the control of financial 

institutions in the Kingdom. Indeed, SAMA is seen to be in a 

strong position to exercise control over inflation. This is 

because money supply growth is determined principally by the 

level of government spending, by private sector credit 

expansion, and by the balance of payments deficit or surplus 

(Ministry of Finance, 1996). 

At present, the commercial banking sector consists of 12 

banks, with 1,170 branches throughout the Kingdom and a 

total working capital of US$8,051.5 billion; compared with 

US$11,374.6 billion in 1996(IMF Statistics, 1997). 

2.1.3.2 Social, Cultural and political background 

Saudi Arabia has the largest economy with the largest 

population in the GCC. Unlike Bahrain and Kuwait, the vast 

majority of the population is Sunnite which makes it a more 

homogenous population. Another important difference is the 

extreme conservatism of Saudi society as opposed to the 

openness of the Kuwaiti and Bahraini systems. The role of 

religion and tradition in Saudi Arabia is extremely 

26 



important to the everyday life of Saudis. The Shari'ah is 

strictly observed by the population and is firmly 

implemented by the government. Religious scholars are highly 

regarded and respected. Furthermore, Saudi Arabia is a 

monarchy, although a consultative council was established 

during the early 1990s. In addition to conservatism, 

tribalism is an obvious feature of the Saudi Society. Tribal 

links and relations are imperative to Saudi people in every 

aspect of their life and work. 

Despite being the largest oil producing country in the GCC, 

Saudi Arabia does not compare favourably with other GCC 

countries in terms of its human development record. Among 

the four countries included in this study, Saudi Arabia has 

the lowest life expectancy (70.3 years), the highest infant 

mortality rate (27%), the lowest adult literacy (62%) and 

the lowest school enrolment ratio (56%) (figures for 1994) 

(UNDP, 1997). It is not surprising, therefore, to see that 

Saudi Arabia has the lowest human development index value 

(0.77) among the four countries (Radwan, 1998). 

Because of its large population, Saudi Arabia needs 

proportionately less expatriate workers than the other 

countries. Indeed, in 1997 expatriates represented only 

30.8% of the total population, which gives Saudi Arabia the 
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lowest rate among the four countries included in this 

particular study. However, because of its extreme 

conservatism, women represent a mere 9% (of whom 20% are 

expatriates) of the total workforce (Kapiszewki, 1998). 

2.1.4 The United Arab Emirates (UAE) 

The United Arab Emirates (UAE) is a federation of seven 

emirates: Abu Dhabi, Dubai, Sharjah, Ajman, Umm Al-Quwain, 

Ras Al-Khaimah and Fujairah. The total area of the UAE, 

excluding islands, is about 77,700 square kilometres. Abu 

Dhabi and Dubai are the two largest emirates (Ministry of 

Information, 1998). 

2.1.4.1 Economic background 

The provisional constitution of the UAE (1971) established 

various posts and offices. These include the President, the 

Vice President, the Supreme Council, the Federal Council of 

Ministers, the Federal National Council, and the Judiciary. 

The Supreme Council, comprising the hereditary rulers of the 

seven emirates, is the highest federal authority (Rumaihi, 

1986) . 

Abu Dhabi's oil wealth has made it the most influential of 

the Emirates. Its ruler is the president of the federation, 
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and the city of Abu Dhabi is the centre of federal 

government activities. Since its establishment as a 

federation in 1971, the UAE has been a member of the United 

Nations and the Arab League. It is also a member of the 

International Monetary Fund, the Organisation of Petroleum 

Exporting Countries (OPEC) and the Gulf Co-operation Council 

(GCC) (Bakri, et al, 1998). 

Official estimates placed the population of the UAE, in 

1996, at 2.44 million, which is significantly higher than 

the 2.08 million recorded by the 1993 census(Statistics 

Published by Government, 1996). 

The UAE Government's efforts, since the early 1980s, to 

diversify the federation's economy and reduce its dependence 

on oil, have boosted the manufacturing and service sectors, 

particularly in Dubai's Jebel Ali Free Zone. They have also 

resulted in a steady decline in the contribution made by the 

oil sector to the GDP, which decreased from 40 percent in 

1993 to 35 percent in 1996. Nonetheless, the UAE remains one 

of the richest nations in the world. Its per capita GDP 

measured at US$19,095 in 1997(EIU Statistics, 1997). 

Sustained economic growth will depend, however, on the 

strength and stability of oil prices, as well as the 
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country's success at economic diversification. Although oil 

revenues declined by 4 percent from 1993 to 1994, they 

increased in 1995 by 15 percent (Statistics Published by 

Ministry of Petroleum, 1997). The UAE has about 11 percent 

of the world's total oil reserves, making them the third 

largest in the world after Saudi Arabia's and Iraq's. The 

UAE have proven oil reserves of 98.1 billion barrels, 

equivalent to more than 100 years' supply at the current 

rate of extraction (EIU Statistics, 1997). 

While the UAEIs industrial base has broadened considerably 

during the last decade, much of the industrial sector is 

still centred on hydrocarbons. A small home market hampers 

the sector's diversification, as do the limited 

opportunities for exporting to neighbouring GCC states. This 

is because each has its own industrialisation policy 

(Statistics Published by Ministry of Commerce, 1997). 

Similarly, the manufacturing sector comprised 9 percent of 

GDP in 1993, compared with 8.5 percent in 1996. The fastest- 

growing industries are textiles, metal fabrication, food and 

beverages, chemicals (particularly fertilisers) and basic 

metals (IMF Statistics, 1997). 
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2.1.4.2 Social, Cultural and political background 

The UAE has the highest per capita income in the Gulf. 

Socially and culturally, the UAE lies somewhere between 

Kuwait/Bahrain and Saudi Arabia, although it is much closer 

to Saudi Arabia. Like Saudi Arabia, the vast majority of the 

population is Sunnite. It is strongly tribal, but some 

emirates are less conservative than Saudi Arabia. Other 

emirates, including Abu Dhabi, are almost as conservative as 

Saudi Arabia. Consequently, although the roles of religion 

and tradition are important in the UAE, they have less 

influence in Saudi Arabia. 

The UAE is ruled by a supreme council with one member (the 

Emir or Sheikh) from each of the eight emirates. The 

political system is based on power sharing, with the 

presidency going to the Emir of Abu Dhabi and the prime 

minister to the Emir of Dubai. However, each Emir has 

absolute power within his own emirate. 

According to the latest statistics of 1994, the UAE had the 

highest life expectancy (75.2 years), the lowest infant 

mortality (17%), the second highest adult literacy rate 

(79%), and the second highest school enrolment ratio (82%) 

(UNDP, 1997). In general, the UAE has the second highest 

human development index value (0.86) in the Gulf (Radwan, 
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1998). The UAE also has the fastest growing population in 

the Gulf, with a growth rate of 9.8% between 1960 and 1994 

(UNDP, 1997). 

The combination of its small population size and fast 

economic growth meant that the UAE needed proportionately 

more expatriate workers than the other GCC countries. 

Indeed, in 1997 expatriates represented 90.4% of the total 

population, which is the highest among the Gulf countries. 

The conservative nature of the UAE society can be seen from 

the very low percentage of women throughout its workforce 

(10%) (Kapiszewki, 1998). 

2.1.5 Oman 

The Sultanate of Oman is located in the extreme south-east 

corner of the Arabian Peninsula. It has a total land area of 

300,000 square kilometres. Most of this is sparsely 

populated desert punctuated by dry riverbeds (known locally 

as wadis) with occasional green valleys (Ministry of 

Information, 1998). " 

Oman's population (estimated now to be 2.4 million) stood at 

2.26 million in 1997. Most of these belong to the strict 

Ibadhi sect, whose principles are followed by the 

government(Statistics Published by Government, 1997). 
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The Omani economy mainly depends on its oil and mining 

sectors. Although oil's share of GDP declined from 6 

percent in 1990 to 4 percent in 1996(IMF Statistics, 1997). 

Although exports of crude oil are the main source of 

government revenue, Oman is one of the smallest oil 

producers in the Gulf (MOI, 1998). 

Seventy percent of Omanis rely on agriculture for their 

livelihood, although mostly at a subsistence level. The lack 

of sufficient water resources are the greatest constraint to 

the development of Oman's agricultural potential (Bakri, et 

al, 1998). Oman has very limited industrial activity, owing 

to the small domestic market and the lack of trained Omani 

manpower. The sector has grown rapidly, however, and, 

according to the bulletin published by the Gulf Co-operation 

Council in 1997, it expanded at an average annual rate of 

nearly 44 percent in real terms between 1990 and 1993. In 

1996, its contribution to GDP at constant prices reached 4.8 

percent. There were 2,334 registered companies in the 

country in 1996(IMF Statistics, 1997). The value of imports 

increased by 63 percent to US$11,342.13 million in 1996. The 

largest single category of imports (39 percent of total 

value) continued to be machinery and transport equipment, of 
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which road vehicles form the most significant component (IMF 

Statistics, 1997). 

2.1.6 Qatar 

The Qatar Peninsula projects northwards from the much larger 

Arabian Peninsula in the southwestern Arabian Gulf. With a 

total area of 11,437 square kilometres, it extends some 160 

kilometres from north to south and a maximum of 80 

kilometres from east to west and current estimates put the 

population at 600,000. The capital of Qatar is Doha 

(Ministry of Information, 1998). 

In the west, Dukhan is the focus of the onshore oil 

industry, while Umm Bab to its south is the site of a cement 

plant. There are only a few other permanent settlements in 

the country, all of which are located in the peninsula's 

northern half (Bakri, et al, 1998). 

The country achieved healthy nominal GDP growth rates of 5.1 

percent in 1993 and 8.5 percent in 1997. Previously, 

favourable oil earnings have enabled Qatar to achieve a high 

standard of living. Although per capita GDP has fallen 

markedly over the' past decade, it is still comparable with 

that of developed countries. In 1997, per capita GDP was 

around US$14,903(Statistics Published by Government, 1996). 
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In recent years, the government has strived to develop the 

non-oil sector in order to reduce the economy's reliance on 

oil revenue. As a result of falling oil prices, the oil 

sector's contribution to GDP has been decreasing gradually, 

from 32 percent in 1993 to 31 percent in 1996. The 

manufacturing sector comprised 11 percent of GDP in 1993, 

1995 and 1996(EIU Statistics, 1997). 

Adverse geographical conditions severely limit the 

development of Qatar's agricultural sector, allowing a 

contribution of only 1 percent of GDP in 1996 (Information 

Published by Ministry of Commerce, 1996). Qatar remains a 

small market for imports. Its main sources for the bulk of 

its imports, which consist of industrial machinery and 

equipment, materials and supplies, consumer goods, and food 

and beverages, are Japan, UK and the USA (IMF Statistics, 

1997) . 

2.2 Aggregate analysis of the economic 
structure of GCC countries 

To shed light on changes in economic conditions in the GCC 

countries in the last 5 years, economic indicators for each 

of these countries were compared and are reported in tables 

2.1 and 2.2 on the following pages. 
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Table 2.1 reveals that Bahrain reported a decrease in oil 

revenue, from US$923 million in 1993 to US$847.3 million in 

1995 (no figures available for 1996 or 1997). SA, Kuwait, 

Oman, Qatar and the UAE, on the other hand, reported 

increases in oil revenue: from US$28,266.6 million in 1993 

to US$42,666.6 million in 1997 for SA; from US$8,217.2 

million in 1993 to US$10,350 million in 1997 for Kuwait; 

from US$3,463.2 millions in 1993 to US$5,776.36 million in 

1997 for Oman; from US$2,110 million in 1993 to US$3,133 

million in 1996 (no figures available for 1997) for Qatar; 

and, from US$8,247 million in 1993 to US$9,052.8 in 1995 (no 

figures available for 1996 or 1997) for the UAE. There was 

a general decline in oil revenue towards all these states in 

1994, except for Oman where it rose from the 1993 figure of 

US$3,463.2 million to US$3,680.7 million in 1994. 

It is evident from table 2.1 that the GCC countries are 

heavily dependent on oil revenue. Table 2.2 shows the oil 

revenue as a percentage of GDP. All countries, with the 

exception of Bahrain and Oman, reported a general increase 

in their oil revenue as a percentage of GDP. Bahrain's oil 

revenue (as a percentage of GDP) has declined since 1994 by 

almost 18 percent. Oil revenue (as a percentage of GDP) in 

Saudi Arabia increased by 29 percent in 1996 compared with 
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11 percent in 1995. In Kuwait, the oil revenue (as a 

percentage of GDP) increased from 8 percent in 1993 to 24 

percent in 1995 and 11 percent in 1996. The UAE registered 

an increase from 17 percent in 1993 to 15 percent in 1995. 

Oman saw a decrease in oil revenue (as a percentage of GDP) 

from 6 percent in 1994 to 3 percent in 1995. 

Table 2.1 shows that all countries, with the exception of 

Kuwait (showing a marginal decline), have reported increases 

in their per capita income. Bahrain and Oman, although 

showing some fluctuations, have remained with relatively 

unchanged situations, although Oman (unlike Bahrain, where 

there was an increase) did record a drop in income in 1994. 

This was despite Oman being alone, amongst the GCC states, 

in not reducing its oil production in 1994. Bahrain was the 

only state to record an increase in per capita income in 

1994. The per capita income of the UAE showed a slight 

fluctuation (a reduction in 1994) but since then growth has 

been recorded, resulting in it being the highest in the 

region and one of the highest in the world (US$19,095 in 

1997). Kuwait also recorded a drop in per capita income in 

1994. Although Kuwait has experienced a steady increase 

from 1994 to 1997, the highest figure in 1993 (of US$14,511) 

has not yet been equalled. In this respect Kuwait and the 
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UAE are not alike, as the UAE has significantly exceeded its 

1993 figure. Kuwait is the only member of the GCC not to 

have equalled or exceeded its 1993 per capita income. Saudi 

Arabia also presents an anomaly in this group of states in 

that it alone registered a drop in per capita income in 

1997, over its 1996 figure. However, there was still 

sufficient growth up to 1997 to exceed the 1993 figure. 

Qatar has registered a steady and, largely, consistent 

increase in per capita income from 1993 (US$12,780) to 1997, 

when it reached US$14,903, despite it also experiencing a 

drop in per capita income in 1994. 

There is a reduction deficit in some countries and an 

increase in deficit in others. This is due to an increase in 

non-oil revenue and reduction of expenditure. The UAE budget 

indicates a reduced deficit in 1997 by 3 percent, compared 

with 13.4 percent in 1995. Bahrain announced a deficit of 4 

percent in 1997 compared with 2.4 percent in 1996 and 3.1 

percent in 1995. In Saudi the deficit reduced from 10.6 

percent in 1993 to 3.3 percent in 1996 and 4.5 percent in 

1997. In Oman and Qatar the deficit reduced from 8.7 

percent and 8.9 percent in 1995 to 4 percent and 3.4 percent 

in 1997 respectively. Debt problem is one of the main 

factors influencing confidence in the national economy in 
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general. All countries, except Qatar, have experienced 

internal debt. Bahrain registered increased debt from 51.8 

percent in 1993 to 69.9 percent in 1997. Kuwait reduced its 

debt by 21 percent in 1997, compared to 41.9 percent in 

1993. Qatar experienced external debt which reached 148.5 

percent in 1997, the highest debt in all GCC countries. The 

UAE reduced its debt by 28.7 percent in 1997, compared to 

30.8 percent in 1993. Saudi Arabia and Oman are not 

significant here. 

In an attempt to limit the effects of the recent decline in 

oil prices (which hit their budgets badly, in general, and 

caused significant increases in their deficits, especially 

in Qatar) the GCC countries would have to adopt new monetary 

and fiscal policies which may reduce the loss in oil 

revenue. One policy would be to promote alternative 

activities through diversification of the economy, aiming at 

reducing its dependency on oil revenue. There are some 

economic measures, however, which could produce results much 

faster than the first policy, providing the government with 

new sources of income. These policies are identified as 

follows. Firstly, attract foreign investment via the stock 

exchange. Strong stock exchanges are fundamental to economic 

development. It would, therefore, be of importance to open 
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these markets to foreign investors as the potential 

opportunities presented by these stock exchanges appear 

promising. 

Imposing taxes is the most popular financial instrument used 

by present day governments. Due to the conservative Moslem 

nature of Gulf communities, Zakat would, however, be more 

favourably received due to religious reasons. In this case 

(if the Gulf States were to impose Zakat) part of the 

government's financial burden would be transferred to people 

who would participate significantly in social security 

programmes. 

The public availability of information would allow investors 

to make their decisions from a solid basis. Unified Zakat 

regulation is important in this respect, as it would allow 

the public to know, with confidence, that a specified 

percentage of profit is going to Zakat in all the Gulf 

States. Also, that same regulation would encourage Moslem 

investors to invest in the GCC stock exchanges. 

2.3 Co-operation in the GCC States 

The GCC states have more reason than any other group of 

countries to form a community, if not a union. To start 
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with, they all share the same faith, Islam, and they all 

have a common historical and racial background. GCC 

societies are also predominantly tribal. Indeed, equally 

important is the fact that all GCC countries found 

themselves, in the space of a few years, moving from a 

subsistence economy to a rich economy primarily due to vast 

oil wealth. Political systems in the region are also similar 

as they are all ruled by royal or emir families. Although 

Kuwait, Bahrain, Qatar and the UAE have promulgated modern 

constitutions, power still remains with the Emir (Rumaihi, 

1986). GCC countries share weak military capabilities, which 

makes them all quite vulnerable to the threats of more 

powerful neighbours such as Iraq and Iran. In the 1960s and 

1970s all GCC countries felt threatened by expanding Arab 

nationalism as well as by the acceleration of religious 

fundamentalism. Subsequently, internal as well as external 

political stability were the main reasons behind the 

establishment of the Gulf Co-operation Council (Rumaihi, 

1986) . 

Since the advent of oil, Per capita GDP increased 

dramatically, and vast amounts of money were invested in 

infrastructure, health, education and other social sectors 

of the GCC countries. In brief, these countries moved from 
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among the poorest countries in the world to among the 

richest in the world. However, all GCC countries suffer from 

a low population of nationals who are economically active. 

This amounts to around 20% in all GCC countries 

(Kapiszewski, 1998). 

Following the establishment of the GC Council, there was 

considerable disagreement as to its priorities. Kuwait and 

UAE wanted to concentrate on economic and social issues, 

while Oman wanted more co-operation on military issues. The 

other members, including Saudi Arabia, merely acted as 

mediators (Rumaihi, 1986). 

Although many strategic issues were not dealt with by the 

Council (because of internal disagreement), there are a 

number of positive achievements. Among these is the free 

movement of trade, the right of establishing business and 

work, and the right of residence for GCC citizens. The other 

major step is the economic treaty signed in the 1980s 

(Kubursi, 1984). By 1995, this treaty had materialised into 

the following: 

" Unifying customs duty and establishing a unified customs 

system. 

" Allowing companies free movement within GCC countries. 
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" Agreement on linking the electricity network in the GCC. 

" Allowing citizens of GCC countries ownership of estate or 

shares within any GCC country (GCC, General Secretariat, 

1997) . 

However, there are many key strategic points that have not 

yet materialised. For example, the harmonisation of 

development plans, oil policy, and a legal framework for 

trade and investment in the region are all yet to be 

implemented, despite the fact that these were part of the 

original economic agreement (Kubursi, 1984). Among the 

possible reasons behind this problem is the internal 

division and diversity of priorities between GCC members. 

This gives some insight into the possible difficulties that 

could arise during the attempt to harmonise Zakat accounting 

in the GCC. The first problem that might be expected would 

be Oman. Oman's population and rulers are all Ibadhites, a 

third sect that is closer to the Sunnite than to the Shiite. 

Thus, as Zakat is closely linked to Shariah, it might well 

be expected Oman to object as it follows a different system 

of jurisprudence. This is one of the main reasons why Oman 

was not included in this study. The second problem could 

come from Qatar. Although Qatar is mostly Sunnite, the 

political relations of Qatar and its neighbours have not 
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been stable. This is especially so with Saudi Arabia and 

Bahrain. Thus, it may not be constructive to include Qatar 

in a harmonisation project. Therefore, Qatar was also 

excluded from the present study. The four selected 

countries, SA, Kuwait, Bahrain and the UAE enjoy excellent 

political relations. Consequently, the success of 

harmonisation is more likely within this group of four. 

Nevertheless, one possible source of difficulty might be the 

presence of a large proportion of Shiite population who 

might not respond favourably to any Zakat system imposed by 

the Sunnites. This is why it is extremely important to carry 

out an empirical study, in which a representative sample 

from the four countries can be used for assessing the 

attitude of the population towards Zakat regulation and 

harmonisation. 

Another major obstacle that face Zakat harmonisation is the 

lack of regulation and implementation of zakat in the first 

place by the authorities in all of the GCC countries except 

Saudi Arabia. This issue is further discussed in the next 

section. 
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2.4 An example of Zakat regulation 

At present, there is no regulation of Zakat or personal 

income tax in any of the GCC countries (except in Saudi 

Arabia where Zakat is collected to a limited extent). The 

implementation of Zakat, in the early days of the present 

Saudi dynasty, was not regulated by government, as people 

themselves distributed Zakat to the poor according to the 

instructions of Islam. However, although people know that 

Zakat is one of the five fundamental Islamic principles, 

many of them, due to their lack of education, were unaware 

of the principles on which it was levied. People often 

declared their wealth to the religious leaders for them to 

decide how much should be given to the needy. They sometimes 

submitted this amount to the Qadi (religious judge) of their 

town to spend it, on their behalf, on those who were in need 

(Jummjom, 1995). 

According to Yahya (1988) the first steps were taken towards 

the collection of Zakat. This followed the announcement that 

local administrative boards were to be established in many 

cities and towns, like Hejaz and Al-Ahssa, to supervise both 

the collection and distribution of the Zakat. In Najd, and 

other parts of the country in which the boards did not 

exist, the assumption is that people continued distributing 

47 



their Zakat personally, on the advice of local Qodat. In 

1929, the Public Finance Agency was created and Al-Ahssa 

submitted to the authority of this agency. In 1932 the 

agency was converted into the Ministry of Finance. 

The Department of Zakat and Income was established and 

authorised to supervise the collection of income tax and 

Zakat by the Ministry of Finance decision No. 394, dated 

14/6/1951. It was originally established in Jeddah, and 

transferred to Riyadh in 1970. It now has branches in major 

cities of the country. In 1972 it became part of the 

Ministry of Finance. It is empowered to calculate and levy 

the Zakat without exception (Al-Sultan, 1997). 

In 1963 the money had to be submitted to the Social Security 

Institution but, in 1965, this institution was dissolved. It 

was made known that the collected Zakat must be paid into 

the account of the general treasury of the government. Also, 

the Ministry of Finance was ordered to open a separate 

account for this money so that it could be spent along with 

the extra funds which the government assigns for social 

security purposes. In 1965, the Social Security Department 

was established, according to Article 20 of the Social 

Security Regulation. This department was created as part of 

the Ministry of Labour and Social Affairs, with branch 

I 
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offices throughout the Saudi Kingdom. These offices obtained 

information about the poor, from three sources (its own 

branches, the local governor or leading citizens and 

charitable organisations in all Saudi cities), thus 

providing the department with information about the 

financial condition of the poor (Attiah, 1986). 

Saudi and GCC citizens and wholly Saudi or GCC-owned 

companies pay Zakat (a religious tax). According to the 

statistics of the Ministry of Commerce, there are 76 Saudi 

companies (6 real estate, 14 agricultural, 31 industrial, 6 

trades and 19 services). Their total capital is US$15,046.7 

million. Foreign companies, and companies with foreign 

holdings that have not obtained exemption under the Foreign 

Investment Code, pay tax on their net profits or on the 

portion of net profits attributable to the foreign 

shareholding. Net profits are calculated by making allowance 

for business expenses and depreciation, while capital gains 

are also included in gross profits (Farhoud and Ibrahim, 

1986). 

Islamic banks and charitable organisations in the GCC 

countries collect and distribute Zakat without a government 

mandate. Any person can give his or her Zakat to them with 

advice from the donor on how to distribute it. 
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2.4 Summary 

This chapter has reviewed the six member countries of the 

Gulf Co-operation Council. The GCC was created with the hope 

that the member countries would work together to face the 

local, regional and international challenges facing them. 

The Gulf region is unstable both politically and in terms of 

security. It is, therefore, important that a unified 

approach be taken to deal with problems common to GCC 

states. Additionally, the states have similar economies and 

must integrate in order to face the other co-operational 

movements in Europe and America. 

The information presented here on the six countries reveals 

several common features. The first is that their economies 

rely mainly on the oil sector. Industrial and agricultural 

activities are limited developments. The national 

populations, overall, are small and the proportion of 

foreign labour is high in most countries. 

All the countries are trying to develop and diversify their 

economies. At the same time, the governments of the GCC 

countries have injected part of their income from oil into 

the economy, in an attempt to increase the standard of 

living. This has resulted in a relatively high per capita 

income compared with the rest of the world. However, the 
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future is uncertain. In trying to secure a constant flow of 

revenue, the situation of the GCC countries remains 

unstable. Zakat appears to be one of the few financial 

mediums capable of stabilising the economic conditions in 

the GCC countries. 
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Chapter three 

Principles of Islamic Economics 

3.0 Introduction 

This chapter reviews some background principles to Islamic 

economics in order to underline the grounds upon which 

Zakat accounting is based. Zakat and riba are among the 

most important and controversial principles of Islamic 

economics. Any attempt at `Islamisation' of the economy 

will undoubtedly start with the imposition of Zakat and the 

prohibition of riba, before implementing other less clear- 

cut principles such as economic justice and welfare. It 

would make little sense, therefore, to discuss Zakat 

without first discussing and understanding the main 

principles of Islamic economics. 

Islam contains a number of directives, which apply to the 

conduct of economic affairs (Gambling and Abdel-Karim, 

1991; Chapra, 1992; Kuran, 1992; Afzal-Ur-Rahman, 1980). 

These directives include moral and ethical norms both in 

production and consumption (fair wages, reasonable prices 

and reasonable profits, moderate consumption, abstinence 

from the consumption of illegitimate goods and services). 

They also include other political and social directives 
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(which, under Islam, are all guided by religion) such as 

God's unity, obedience to the ruler, consultation, and 

social justice. 

Zakat plays a major part in Islamic economic life and 

should not be studied in isolation from the body of 

religious belief and economic theory that comprises Islamic 

economics. This chapter can be seen as an introduction, 

which contributes to a better understanding of Zakat. 

The chapter introduces the main features of the Islamic 

economic system. Islamic teachings cover spiritual, social, 

economic and political aspects of society. Inevitably, 

Islamic economics is based on a value system established by 

the primary sources of jurisprudence in Islam. These are 

discussed in section 3.1. Section 3.2 reviews some 

definitions of the Islamic economic system. This section 

provides a brief description of the main sources of 

economic thought in Islam. These are similar to the source 

of jurisprudence since they are both parts of the 

objectives of Shariah. The principles of unity and 

brotherhood are briefly outlined in Section 3.3. The main 

goals of Islamic economics are discussed in section 3.4. 

These include some of the main foundations of Islamic 

economics, including wellbeing, social and economic justice 
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and equitable distribution of income. The following section 

(3.5) outlines the prohibition of Riba (usury) in Islam, 

while section 3.6 discusses the moral values embodied in 

Islam and their relationship with economic realities. It 

will be shown that this is one of the main differences 

distinguishing Islamic economics from conventional 

economics. Section 3.7 briefly reviews the Islamic view of 

economic problems, while section 3.8 is a detailed account 

of the role of the state and its intervention in the 

economy in an Islamic context. Section 3.9 presents Islamic 

economics practice. A summary is provided in the last 

section (3.10) 
. 

3.1 Islamic dimensions to the study 

The word Islam literally means submission and obedience to 

God and to His Shariah (religious law). For Muslims, Islam 

is the religion of Allah, brought to all human kind by His 

Messenger Muhammad (pbuh). It is a complete way of life 

based on three basic elements: Tawheed (unity), Shariah 

(Islamic law), and Akhlaq (ethics). 

Tawheed is the faith and belief in one unique God and the 

translation of such a belief into action obedient to His 

law. Thus, commitment to God is one of the most important 
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prerequisites for an Islamic economic system. Faith in 

Islam is not considered to be a mere idea, it is a position 

that must be translated in humans' work and deeds. 

The Shariah is the law that governs the lives of Muslims. 

They must aim at implementing it and rejecting all other 

laws. The Qur'an states: 

And now have We set thee (0 Muhammad) on the 

clear road of (Our) commandment; so follow it, 

and follow not the whims of those who know not. 
(Qur'an, s. XLV, v. 18. ) 

Shariah comprises 'ibadat (rituals) and mu'amalat (earthly 

relationship). While the first relates to the relationship 

between man and God the second relates to the various forms 

of person-to-person relationships. Part of the mu'amalat 

regulates the conduct of Muslim economic activities within 

the Islamic economic system. 

Akhlaq relates to the moral behaviour and attitude of 

Muslims. The Qur'an and the Sunnah provide Muslims with all 

they need to know about good and bad modes of conduct (Al- 

Mawdudi, 1967; Siddiqi, 1989). 

As far as Islamic economic practices are concerned, the 

main source of guidance is the Shariah, the principles of 

which are ordained by Allah and His Messenger. Islamic law 
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has two main sources: primary and secondary. The primary 

sources are the Qur'an and the Sunnah, while the secondary 

sources are Ijma' (consensus), Qiyas (analogy) and Ijtihad 

(opinion) . 

In the secular economic systems, human beings alone are 

responsible for setting up and designing their economic 

system. Reflection or reason is the main tool available in 

devising and choosing economic concepts, rules, assumptions 

and judgements. In Islam, however, both reason and 

revelation enter the process of economic thinking. In 

general, it may be said that revelation sets up the main 

guidelines and limits of economic thinking while reason 

plays a major role in the details (Al-Asal, 1997). As in 

jurisprudence, the sources of Islamic economic-thinking are 

ranked in order of importance as follows (Al-Dib, 1985). 

1. The Qur'an: is the most important source of Islamic law. 

It is the word of God revealed to his Prophet Muhammad. The 

Qur'an outweighs any other source of Islamic jurisprudence 

because it is the word of God and because there is no doubt 

as to its authenticity. 

2. The Sunnah: is the second most important source. It is 

the written account of the sayings and practices of the 

56 



Prophet Muhammad. It is, however, only accepted as a valid 

source when the Hadith itself is valid (sahih). 

These first two sources represent what we call revelation. 

Reason is, however, also a part of the Islamic sources of 

jurisprudence. 

3. Consensus or Ijma': is the third most important source. 

It is the unanimous agreement between Muslim scholars 

reached in matters not considered by the first two sources. 

4. Analogy or qiyas: if an opinion is not found in the 

first three sources, then a Muslim jurist (economist) can 

apply analogy, using similar cases found in the first three 

sources. 

5. Ijtihad: is the last resort in which a jurist can use 

his own reasoning using whatever tool he can find to reach 

an opinion. Among these are istihsan (preference), istislah 

(social utility) and even shar'u man gablana (the pre- 

Islamic teachings) from which we can infer that a Muslim 

economist can use his own reasoning to reach a decision 

using the available economic theories and systems available 

to him. The main condition, however, in Ijtihad is that the 

decision should not conflict with the main Islamic 

principles and beliefs (Malik, 1951; Al-Shafi'i, 1987). 
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Although various Islamic schools and sects may vary in some 

details, the above mentioned sources are accepted by all 

Muslims as the main contributors to Islamic jurisprudence. 

As far as duties are concerned, Shariah rules can be 

arranged into five main categories. 

1. Fard or Wajib: is any action that a Muslim (male or 

female) must perform or be punished for not doing so. 

2. Mandub or Mustahab: is an action that is rewarded if 

performed but a Muslim is not punished if it is not. 

3. Ja'iz or Mubah: is any permitted action which is neither 

rewarded nor punishable. 

4. Makruh: an action that is disliked but is not 

punishable. 

S. Haram: a prohibited action that is punishable by Allah 

in the hereafter, in this world or both (Doi, 1984; Al- 

Qaradawi, 1990). 

The above laws and guidelines are involved in all aspects 

of Muslim lives be it religious, social, economic or 

political. In economics, however, we find only a limited 

number of opinions and rulings derived from the first three 
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sources. For the vast majority of cases, a Muslim economist 

will have to rely on qiyas and especially on his/her own 

Ij tihad. 

3.2 Islamic economics 

The wellbeing of humans has been an acknowledged objective 

of many societies, doctrines and systems. There have, 

however, been differing views on many issues, two of the 

major ones being: how to achieve such wellbeing; and, the 

definition and limits of wellbeing. Wellbeing has been 

closely linked to satisfaction of the basic needs of 

individuals, elimination of poverty, equal opportunity to 

work, and just distribution of wealth (Al-Asal, 1997). The 

socialist system, with its centrally planned economy and 

limitation on private property, has not been successful in 

fulfilling these goals. Even worse, it has led 

the `socialist' countries into serious economic crisis 

(Chapra, 1992). It is well known that the capitalist 

economies have performed much better. Despite this, 

however, the goals of human wellbeing have not been 

achieved. It is sufficient to notice the economic 

instabilities, imbalances, unemployment, deficits, 

increasing crime rates, depletion of natural resources and 

pollution (Al-Asal, 1997). Third world countries, including 
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Muslim countries such as Pakistan and Egypt, have 

experienced many problems including poverty, external debt, 

social unrest, and degrading health and education 

standards. 

Socialism and capitalism are secular systems and their aims 

are materialistic and objective. The Islamic economic 

system differs from these two systems on two counts., -*" 

Firstly, Islamic economics is based on the Shariah, the 

body of Islamic jurisprudence and teachings (Zarqa, 1980). 

Thus, God, rather than human beings, is the main source for 

determining the fundamental pillars of the system. 

Secondly, the aims of the Islamic system are not primarily 

materialist. The Islamic version of wellbeing is hayat 

tayyibah (good life) which is based on social and economic 

justice as well as the satisfaction of both the spiritual 

and material needs of human beings (Chapra, 1980). 

Islam is deeply involved in the economic life of society. 

Its main goal is to achieve a just and humane socio- 

economic order free from exploitation and injustice, 

enabling humans to enjoy a peaceful life on earth and in 

the hereafter (Zaman, 1991). There is, however, no 

consensus regarding a definition of Islamic economics. 
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According to Khan and Mirakhor (1986: 32) Islamic economics 

is: 

... a complete system that prescribes specific 
patterns of economic behaviour for all 
individuals and society within an Islamic way 
of life. 

This definition provides a general idea about Islamic 

economics but does not mention the aims of Islamic 

economics such as the distribution of resources (Upadhyaya, 

1993). It also fails to mention the tools to be used by 

Islamic economics to achieve such aims. Another definition 

is given by Pryor (1985: 197). 

The Islamic economic system is a theoretical construct 
of an industrial economy whose members follow the 
Islamic faith. 

There is some ambiguity in this definition. Firstly, an 

Islamic economic system is not limited to an industrial 

economy. The type of economy may vary depending on time and 

place. We may well imagine a purely agricultural economy, a 

tourist economy or a mixture of several types. Secondly, 

not all-economic systems whose members follow the Islamic 

faith are Islamic systems. The actual situation of the 

Islamic world is a direct proof of that (Khan, 1992). 

Hasanuzzaman (1984: 52) defines Islamic economics as: 

The knowledge and application of injunctions and rules 
of the Shariah that prevent injustice in the acquisition 
and disposal of material resources in order to provide 
satisfaction to human beings and enable them to perform 
their obligations to Allah and society. 
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This definition also suffers from several shortcomings. One 

being that it is stated in a somewhat negative fashion. The 

aim of Islamic economics is to increase wealth as well as 

establish social and economic justice (Chapra, 1992). 

Although preventing injustice is one of its consequences, 

it is not an aim in itself (since preventing something does 

not necessarily mean promoting its contrary). Secondly, 

this definition does not take into account human behaviour 

and its role in the economic process. Since there is a 

limited number of injunctions related to economic matters, 

the main aim of Islamic economics should not be to know and 

apply those rules and injunctions. Rather, it should set up 

a theoretical and practical framework, which is compatible 

with these injunctions and rules (Anwar, 1991). Khurshid 

(1984: 55) states the aims of Islamic economics as: 

Islamic economics aims at the study of human falah 
achieved by organising the resources of the earth on 
the basis of co-operation and participation. 

Falah, which literally means success, is an ambiguous term 

since its meaning in Islam has both a spiritual and 

material dimension. 

In the light of the above discussion, we might attempt to 

define Islamic economics as follows. 

Islamic economics is the study of the means of producing 
the optimum set of material and non-material resources and 
distributing these resources fairly among the individuals 
of society within the limits of Shariah. 
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The word optimum was chosen because it reflects the balance 

between obtaining maximum resources and taking into account 

factors such as depletion of natural resources and 

pollution. This definition gives the Muslim economist a 

greater freedom since the role of Shariah is only to keep 

the boundaries, which the economist should not go beyond. 

For instance, a Muslim economist cannot accept Riba as part 

of the banking system, however, he/she is free to find 

alternatives which are not prohibited by Islam such as 

Murabahah. Similarly, he/she is not allowed to abolish 

Zakat, change the 2.5 percent rate or the recipients of 

Zakat, but the ruler is allowed to raise other taxes when 

there is a need to do so. 

3.3 Principles of unity and brotherhood 

As far as relationships are concerned, Islam is based on 

two main principles, the principle of Tawheed and the 

principle of brotherhood. The first principle relates to 

the relationship of humans with God and the second relates 

to the relationship between humans in light of the first 

principle. 

Islam is a unitarian religion. Tawheed means believing in 

the unity of God, which means that the most important 
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relationship that a human being must have is with Allah, 

excluding all other similar relationships (Siddiqi, 1989). 

One consequence of Tawheed is that people are only 

vicegerents of God on earth. Thus, human beings' actions 

must directly or indirectly aim to please God (Choudhury, 

1986; Al-Habshi, 1987). 

The other important principle is brotherhood. This 

principle includes many aspects of Muslim social, economic 

and political activities. All activities and relationships 

must take into account that people are equal and should co- 

operate as brothers. 

3.4 Goals of Islamic economics 

Islamic economics may be seen as consisting of positive 

judgements on details; it is substantially normative since 

it is based on religious values (Anwar, 1991; Al-Sadr, 

1980; Zarqa, 1980). This is especially true of the basic 

principles of wellbeing, social and economic justice, 

equitable distribution of income, and freedom of ownership 

and economic activity within the context of Shariah. These 

principles are also the main goals of Islamic economics 

(Chapra, 1992). 
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3.4.1 Economic wellbeing 

As in other economic systems, Islamic economics aims at 

achieving the wellbeing of human beings. In the capitalist 

system, wellbeing is measured on the basis of individual 

preferences (Chapra, 1992), whereas wellbeing, in the 

Islamic economic system, has a moral and social dimension. 

Wealth is not an end in itself, it is a means which, if 

distributed with equity, will lead (amongst other things) 

to wellbeing. In Islam, wellbeing is not related to a 

quantity or limit. It can be achieved with very little as 

well as with a lot. Thus, even in times of hardship or when 

the society is unable to produce enough material resources 

for its individuals, the equitable distribution of what is 

available combined with the socially agreed moral standards 

of Muslims will achieve the wellbeing of Muslims (Chapra, 

1992). Also, there is no limitation as to the size of 

wealth that can be produced or collected by Muslims. 

Whether large or small, the Qur'an encourages people to 

work and enjoy God's bounties. 

Eat and Drink of that which God has provided and act 
not corruptly, making mischief in the world. 
(Qur'an, Chapter 2: 60) 

O Mankind! Eat of what is lawful and good on earth 
and follow not the footsteps of the devil. 
(Qurran, Chapter 2: 168) 
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The search for lawful wealth is regarded as and equated 

with acts of worship. 

When the prayer is ended, then disperse in the land 
and seek of God's bounty. (Qur'an, Chapter 62: 10) 

There are many Sayings of the Prophet, which encourage 

human beings to work and master their natural surroundings 

for their benefit (Chapra, 1971). In Islam, therefore, 

wellbeing is primarily a state of mind, and it can be 

realised with the minimum of wealth. Indeed Muslims, during 

the time of the Prophet, faced famine and hardship, but 

because of the distribution of whatever was available, and 

because the rich helped the poor, the wellbeing of the 

community was achieved. Islam does, however, encourage 

people to produce as much wealth as possible providing it 

is done according to the accepted rules of fairness and 

honesty. 

Islam also aims at relieving the people of hardship 

(Qur'an, Chapter 4: 28; Chapter 5: 6). Al-Ghazali (1937), the 

great theologian, contended that the aim of the Shariah was 

to safeguard people's faith, life, intellect, posterity, 

and property. In a similar way, Ibn Al-Qayyim (1955) 

maintains that justice, mercy, welfare, and wisdom are the 

main tenets of the Shariah. Instead of concentrating 

exclusively on the material aspects of life, Islamic 
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economics attempts to find a balance between the material 

and spiritual aspects. 

3.4.2 Social justice 

In Islam, all people, regardless of their race, class or 

financial position, are equal before God. Islam does not 

allow national wealth to be concentrated in the hands of a 

particular class or section of the community. This is 

achieved by giving equal opportunity to everyone in society 

to seek work or self-employment (Afzal-Ur-Rahman, 1980). 

The chance to earn a living is given to all individuals 

under the Islamic system. The Qur'an, however, does not 

advocate equality in poverty and/or riches among people. 

The natural difference is recognised (Qur'an, Chapter 

58: 11) . 

The Islamic social welfare system is characterised by the 

fact that state help, through bayt al-mal, comes as a last 

resort. An individual is first encouraged to work. If it is 

not possible for him/her to earn sufficiently, then a 

minimum standard of living is provided to him/her through 

his/her family, friends, community, Zakat and charity. Only 

if these are not sufficient does the state help the 

individual. The minimum standard of living may be different 
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from place to place and from time to time, depending on the 

state's and community's wealth (Al-Asal, 1997). Thus, social 

justice is achieved in Islam through its system of social 

and economic solidarity (Zarqa, 1985; Upadhyaya, 1993). 

3.4.3 Economic justice 

Although Islamic economics advocates economic justice, it 

does recognise economic inequalities among individuals. 

Some individuals are bound to be more productive than 

others, while some might be ill or unable to work. Economic 

justice is achieved by trying to keep such economic 

inequalities within reasonable, equitable and natural 

limits (Afazal-Ur-Rahman, 1980). 

Islam also forbids individuals from taking more than is due 

to them or withholding what is due to others. The Qur'an 

states: 

Withhold not things justly due to others. 
(Qur'an, Chapter 26: 183) 

This general statement applies to all economic agents 

whether consumers, producers, distributors, employers or 

employees. 

Exploitation of labour in Islam, in the sense that the 

worker does not get his/her just wage, is forbidden. The 
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minimum just wage is what is sufficient to obtain 

moderately good food and clothing (and shelter) without the 

worker overburdening him/herself (Malik Ibn Anas, 1951). 

Work in Islam is a religious activity, rewarded by God, 

just like prayer and fasting. Moreover, just as fasting is 

a duty on those who can fast, it is the duty for a Muslim 

to work or seek work if he/she is able to do so. Indeed, 

the Prophet said that, for a Muslim, pursuing work was 

better than a whole month of prayer (Al-Albani, h. no. 176). 

He also praised work and skilled workers on several 

occasions (Al-Albani, h. nos. 1033,1126). 

The employer-employee relationship is guided by several 

ethical guidelines. Among these are honesty and 

righteousness (Qur'an, chapter 34: 37; chapter 18: 30), 

excellence (Al-Albani, h. no. 1880), and respect for 

obligations (Qur'an, chapter 11: 85). Workers should not be 

asked to do things over their capacities and capabilities 

(al-Albani, h. no. 1228), neither should their wages be 

disproportionate to their effort (Qur'an, chapter 11: 85). 

Moreover, salaries and wages should not be unduly delayed 

(Al-Albani, h. no. 1055). Favouritism and inequality of 

employment is strongly opposed by the Prophet (Al-Hafiz, 

1980). 
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Movement towards greater economic and social justice can be 

facilitated by the application and practice of two main 

ideas. These are: (i) motivating and enabling the 

individual to perform his task with the aim of realising 

both efficiency and equity; and, (ii) reducing the 

concentration of wealth, economic and political powers 

(Chapra, 1971). These ideas, combined with the particular 

features of Islamic economics (state interventions and 

moral values) would result in a system that is radically 

different from capitalism or socialism. At the same time it 

would have a greater chance of achieving its goal of the 

wellbeing of its individuals. 

3.4.4 Equitable distribution of income 

Despite its aims of social and economic justice, Islamic 

economics recognises the possibility of inequality in 

income and wealth. This is accepted, but only if it is more 

or less proportional to the input (e. g., skill, effort, 

capital, risk) given by the individual. If the individual 

pays his/her workers the just price, and does not 

overcharge customers, inequality of distribution is bound 

to remain limited. A fair distribution of income is 

achieved in three ways (Chapra, 1971). 
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The first 'is by providing opportunities and encouragement 

for everyone to work and by paying each worker a fair wage. 

The second is the system of Islamic taxation (Zakat and 

kharaj) where a proportion of wealth is transferred 

directly or indirectly from the rich to the poor. Added to 

this is the division of inheritance, in which the poor 

obtain a share, and religious awqaf (endowments). Other, 

voluntary means include almsgiving (sadaqat), gifts and 

other types of assistance for which God rewards Muslims. 

The third is the system of co-operation and solidarity, 

including the sharing of natural resources (water, pasture 

and forests), allocation of public land to the poor for 

exploitation, and the compulsory help which a Muslim must 

give to close family members (Chapra, 1971; Afzal-Ur- 

Rahman, 1980). 

Zakat, which is the main concern of this study, is by far 

the most important compulsory tool of redistribution of 

income. It is based on the two principles of Tawheed and 

brotherhood and is mentioned in more than twenty places in 

the Qur'an (see, for example, Chapter 2: 83, Chapter 9: 103 

and Chapter 21: 73). Because of its importance, Zakat will 

be discussed in greater detail in chapter five. 
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3.4.5 Freedom of ownership and activity 

In an Islamic society, the individual is free to engage in 

any economic activity as long as he/she uses honest means 

to produce and sell (e. g., pays his/her employees, does not 

lie about his product). The only limitation imposed is on 

goods and services which are forbidden by the Shariah, such 

as alcoholic drinks and prostitution. This, however, does 

not mean that Islamic economics embraces the principle of 

laissez-faire as the Islamic State plays a strong role in 

controlling the economy when needed. Free competition is 

encouraged in Islam while monopolistic action is strongly 

opposed (Siddiqi, 1980). In the case of natural monopoly, 

however, the state plays a major role to ensure public 

interests are protected. 

Private property is recognised by Islam, but there is 

controversy as to its limitation (Behdad, 1992). All 

Muslims accept, however, that everything on Earth belongs 

to God. 

To Him belongs what is in the Heavens and on Earth and 
all between them, and all beneath the soil. (Qur'an, 
Chapter 20: 6) 

This belief may be used by the government or the caliph 

(who is the vicegerent of God) to impose some limitation on 

ownership for the good of the whole society if it is seen 

72 



as necessary. In practice, however, private ownership is 

recognised and protected by Islam to the point that whoever 

defends his property and dies in the process is considered 

a martyr (Al-Albani, 1993, h. no. 4172). Nevertheless, the 

poor and weak have a share in this property through charity 

(Qur'an, Chapter 57: 5) and through Zakat. 

Property in Islam entails rights and duties. Amongst the 

duties of the owner are the protection and safeguarding of 

his property and its expansion. His/her rights include 

enjoyment of the property (except unlawful enjoyment), and 

the disposition or transfer of his/her ownership by selling 

or donation. The acquirement of property must be by lawful 

means, not illegal means such as fraud, cheating, gambling 

and usury. 

There is no limit to the size of property owned as long as 

it is acquired by lawful means. Moreover, in normal 

circumstances, no one can deduct anything from the property 

of others except for the Zakat. In exceptional cases, 

however, the state may impose extra duties or make 

deductions from private property. Among these are famine 

and wars where the state can ask those who have to help 

those who have not (Yahya, 1993; Afzal-Ur-Rahman, 1980). 
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Public ownership is also recognised in Islam but this form 

of public ownership cannot be the result of acquisition 

without compensation. Although Islam recognises the right 

of individuals to own property, there are certain fields in 

which private ownership is considered unnecessary, useless 

or injurious to the greater good of society (Afzal-Ur- 

Rahman, 1980). In such area, the Islamic economic system 

favours public property. This can be inferred from the 

refusal of the Prophet to grant one person exclusive rights 

to a salt mine (Afzal-Ur-Rahman, 1980). This same action 

has led the majority of Muslim jurists to consider all 

kinds of minerals as state property (Al-Sadr, 1980). Other 

state property includes roads, rivers, bayt al-mal (the 

treasury) and government buildings. All state property is 

to be used for the common good of society, including the 

help of the poor and needy. 

3.5 Islamic prohibition of Riba (usury) 

In addition to Zakat Riba is one of the most distinctive 

features of Islamic economics. The attitude of Islam 

towards usury (interest) is a an important practical aspect 

of an Islamic economic system which should not be 

neglected. Interest is prohibited by the Islamic Shariah 
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and Muslim economists must face the difficulty of finding 

ways of dealing with a world-wide financial and banking 

system which is predominantly based on interest. 

3.5.1 Definition of riba and reasons for its 
prohibition in Islamic economics 

In Arabic, the noun riba is derived from the verb raba (to 

increase) . Thus, it means any increase, addition or growth. 

In Shariah, however, riba has the special meaning of the 

excess paid by the borrower to the lender for a loan to the 

extent of its maturity (Afzal-Ur-Rahman, 1980). The 

unanimous view of Muslim jurists is that riba has the same 

meaning as interest. Neinhaus (1986) defined riba as a 

positive predetermined return or guaranteed repayment on 

capital, while Cooper (1981) maintains that riba literally 

means to increase. 

The prohibition of riba, as a practice, is not unique to 

Islam. It was prohibited by the early Christians, as it was 

by the Jews and by Graeco-Roman traditions (Islahi, 1988; 

Orr, 1989). Great Greek philosophers such as Plato and 

Aristotle stated that interest was contrary to the nature 

of things and was considered, by them, as bad as homicide 

(Cooper, 1981). Hammurabi (around 2000 BC) limited interest 
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rates in his Code and suggested the alternative of profit 

and loss sharing (Ahmad, 1991: 13). 

During the 15th century, however, Christian popes and their 

councils gave in to new practices and accepted that 

interest was justifiable (Kharofa, 1993). In the 19th 

century the Christian Church recognised the lending of 

money at moderate interest rates (Kharofa, 1993). Both 

Christians and Jews attempted to find substitutes to 

interest but failed to find workable and lasting solutions 

(Ahmad, 1991: 14). 

Because riba was widely practised in Arabia, the Qur'an's 

prohibition was progressive. Unfortunately, as the Suras 

and verses in the Qur'an are not chronological, the exact 

stages of prohibition cannot be determined with certainty. 

The prohibition of riba in the Qur'an can, however, be 

found in four places as mentioned by Homoud (1985: 65): 

The first place: stated in Sura al-Baqarah, verse 39: 

That which ye give in usury in order that it may 
increase on (other) people's property hath no increase 
with Allah; but that which ye give in charity, seeking 
Allah's countenance, doth increase manifold. 

This verse was revealed in Mekkah and is probably the first 

verse which deals with usury. As is clear from the verse, 

there is no definite prohibition. 
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The second place: stated in Sura al-Nisa', verses 159 and 

160: 

Because of the wrongdoing of the Jews, we forbade them 
good things which were (before) made lawful unto them, 
and because of their much hindering from Allah's way. 

And of their taking usury when they were forbidden, 
and have their devouring people's wealth by false 
pretences. We have prepared for those of them who 
disbelieve a painful doom. 

In this second occurrence, the warning is stronger but is 

directed against the Jews. It cannot be said that by this 

stage usury was definitely prohibited by the Qur'an, 

although there a clear warning against it, since what 

applies to Jews should apply to Muslims. 

The third place: stated in Sura Al 'Imran, verse 130: 

O ye who believe! Devour not usury, doubling and 
quadrupling (the sum lent). Observe your duty to 
Allah, that ye may be successful. 

This is the first place where the Qur'an unambiguously 

prohibits riba, although the language is still mild 

compared to the final place. 

The fourth place: is the complete and decisive prohibition 

of usury in small and large amounts (Ismail, 1990). It is 

stated in Sura al-Baqarah, verses 278 and 279: 

O ye who believe! Observe your duty to Allah, and give 
up what remaineth (due to you) from usury, if ye are 
(in truth) believers. 

And if ye do not, then be warned of war (against you) 
from Allah and His messenger and if ye repent, then ye 
have your principal (without interest). Wrong not, and 
ye shall not be wronged. 
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These last verses clearly show that all kinds of riba are 

prohibited by Islam. Moreover, the seriousness of 

committing such a sin is highlighted by the words then be 

warned of war (against you). Indeed, the Prophet cursed 

anyone linked with riba. In a Hadith narrated by Ibn 

Mas'ud, the Prophet: 

... cursed those who took and paid usury and those who 
were witnesses and writers of usurious contracts. 
(Khorafa, 1993: 24) 

The warning against riba is very strong and the Qur'an 

describes those who take riba by the verse: 

Those who eat Usury will only rise (from their graves) 
just like the rise of a person who has been inflicted 

with mental instability by the devil .... 
(Qur'an, Sura 

2, Verse 275). 

The prohibition of riba by Islam should be seen in the 

general Islamic principle of socio-economic justice where 

humans have the moral obligation not to take advantage of 

others in the human race (Abbasi and Holman, 1990). 

3.5.2 Reasons behind the prohibition of riba 

Although the Qur'an does not specifically mention the 

reasons for the prohibition of riba, it is generally 

understood that riba is rejected on the grounds of equity 

and justice (Naser and Moutinho, 1997). They also provide a 

reason for the prohibition of riba. 
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It is the poor and the needy who are most often forced 
to borrow money, whereas the rich have surplus money 
to save. Interest, therefore penalizes the poor and 
rewards the rich. (Naser and Mouthino, 1997: 187-203) 

Riba, therefore, is not equitable to the poor. Another 

reason is that riba is risk-free. While the debtor takes 

all the risks, the creditor is guaranteed the capital as 

well as the return. This does not do justice to the 

borrower (Naser and Moutinho, 1997). Other reasons advanced 

include the belief that riba represent moral and spiritual 

evils (love of money and desire to accumulate wealth for 

its own sake), it spreads hatred and selfishness in 

society, and it causes economic hardship for the poor and 

middle class people (Afzal-Ur-Rahman, 1980). 

3.5.3 Types of riba 

It is difficult to find general agreement, amongst the 

various schools of thought in Islamic jurisprudence, on the 

division of riba. Homoud (1985) provides a lengthy 

discussion on the division of usury, both in the writings 

of the old schools of thought and in modern writings. The 

most widely accepted division distinguishes between two 

types of riba: (i) riba al-fadl (lending interest); and, 

(ii) riba al-nasiah (selling or exchanging interest). Riba 

al-nasiah is the addition which the lender imposes on the 
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borrower for the period of time the latter is allowed to 

repay the loan. The addition or return is fixed in advance 

as a reward for waiting. Imam Malik (1951) explains that, 

during the pre-Islamic period in Arabia, a loan might be 

granted to a borrower and when the term was due the lender 

would ask the borrower whether he would like to pay or 

increase the amount due. If the amount was not paid at the 

initially agreed maturity, the debt would be increased in 

return for lengthening the term. 

Riba al-fadl takes place when goods are exchanged in 

different quantities and/or qualities. Haque (1982: 22) 

quotes the Hadith from which the prohibition originated. 

The Prophet said: 

Gold must be exchanged/sold for gold, like for like, 
from hand to hand. Any increase in one commodity over 
the other is riba. 

The same Hadith prohibits riba on other commodities such as 

silver, salt, barley and dates. The prohibition of riba 

al-fadl is intended to ensure justice and the removal of 

all forms of exploitation through unfair exchanges. 

3.6 Islamic economics and ethics 

Secular economic theories view the individual as an 

economic unit who seeks to maximise his or her benefit and 
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utility (Kahf, 1980). There is no concern for what might be 

right or wrong. Islamic economics differs fundamentally on 

this issue as an individual is not assumed to be stripped 

of his/her belief and knowledge of right and wrong (Kahf, 

1980). Islamic economists seem to assume that Muslims are 

to a large extent aware of, and do respect, three main 

ethical principles (Afzal-Ur-Rahman, 1982; Al-Sadr, 1980; 

Chapra, 1992). The first is that Muslims work in order to 

obtain rewards, both during their lifetime and after their 

death (Qur'an, Chapter 67: 2). The second is that Muslims 

are aware of the duties imposed on them by God. It is 

assumed here that at least the majority of Muslims honour 

such duties. Prayer, payment of Zakat and payment of a 

worker's salary are amongst these duties. The last 

principle is that concerning halal and haram (the lawful 

and the unlawful) deeds. It is also assumed that the 

majority of Muslims will abstain from doing unlawful acts. 

Riba, theft, overpricing, exploiting the weak are all 

unlawful. Kahf (1973, p. 10) notes that: 

... the time horizon of an Islamic individual is 
extended to include the hereafter. 

Which means that he: 

... should not limit his behaviour to doing things which he 
can collect the benefits resulting from them in this life, 
he is so oriented that he will do what is good for its sake. 

In capitalism, individuals are free to consume what they 
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choose and what maximises their utility. Producers are also 

free to produce what they want in order to minimise cost 

and maximise profit. The balancing or filtering device 

between the two is market-determined prices that will 

determine what and how much will be produced and consumed. 

This, according to Chapra (1992) frustrates the realisation 

of socio-economic goals because: 

Unhindered individual preferences, combined with value- 
free advertising and easy access to credit, creates 
unlimited wants, while the highly skewed income 
distribution enables the rich to transfer scarce 
resources for the satisfaction of their unnecessary 
wants. (Chapra, 1992: 14) 

This means that while the reliance on price mechanism does 

restore equilibrium between supply and demand, it does that 

at the expense of the poor and their wellbeing (Chapra, 

1992). Replacing this price filtering system by a 

centralised planned system would worsen the result; it is 

sufficient to see the result in the socialist countries to 

realise its inconveniences. Islam adopted the price 

mechanism but, in addition, introduced a complementary 

mechanism, which would at least reduce unnecessary claims 

on resources. This might be called the ethical or moral 

filter. 

All potential claims and preferences of consumers and 

producers are passed through this moral filter. Thus, we 
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are no longer speaking of unlimited preferences and claims 

because Muslims have to rescale their preferences in 

accordance with Shariah (the law) and the Islamic values of 

their society. 

Islamic rationality implies orientation of action towards 

maximal conformity with Islamic norms (Siddiqi, 1972: 90). 

It may seem more realistic to say that Muslim rationality 

implies maximising one's utility without conflicting with 

Islamic teachings. Such a filter, it may be argued, would 

not work in practice because Muslims would not abide by the 

rules of such a filter. This is not the case, since most 

Muslims are aware of halal and haram and do observe the 

majority of their religious duties. The moral filter is 

sanctioned by divine revelation, in which the vast majority 

of Muslims believe strongly. Thus it is reasonable to 

assume that the majority of Muslims would abide by this 

filter. Moreover, there is the external pressure from 

family, friends and society to comply. Even if a Muslim 

wanted to produce or consume something that is deemed 

unethical, he/she would not be able to because of his/her 

position in society and with family and friends. 

Thus, many potential claims which would have had adverse 

effects on equitable distribution and wellbeing are 
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eliminated at the outset in Islam. With this reduced set of 

claims and preferences, consumers and producers pass to the 

second filter of price mechanism. The moral filter is a 

helping invisible hand to the price mechanism in realising 

wellbeing. For example, unlawful goods and activities are 

not permitted; extravagance or the use of resources for 

vain competition are also discouraged (Al-Asal, 1997; 

Chapra, 1992). 

In a capitalist society, individuals believe that self- 

interest induces individuals to maximise efficiency while 

market forces would constrain this self-interest and 

safeguard social interest. Socialists believe that self- 

interest is ultimately in conflict with social interest and 

are, therefore, against private ownership (Al-Asal, 1997; 

Al-Sadr, 1980). The reality is that self-interest is not 

always good or always bad. In a free market system, self- 

interest does promote social interest in most cases. There 

are cases, however, where individuals' self-interest 

renders them unwilling to contribute to certain necessary 

social or common projects or services Al-Asal (1997). There 

are other cases where a businessman can get rich by 

questionable means or where a consumer would not give up 

his claim on resources even though it is badly needed by 
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another consumer. There is nothing, in a secular context 

that could prevent such individual-social conflict. Law and 

regulation are unable to control socially adverse practices 

either because they cannot be made illegal or because they 

cannot be proven (Chapra, 1992). 

What is special in Islamic economics is that the self- 

interest of individuals is extended to the hereafter. Thus, 

to do good, to sacrifice for others or for society, to 

refrain from using questionable means, and to contribute to 

a common project are all seen as self-interest. Self- 

interest is not only the benefit an individual can obtain 

in this life. It is also a benefit which a Muslim can 

obtain after death. A Muslim is, therefore, accountable to 

God (whose control is absolute) as well as to earthly 

authorities. 

Ethics in Islam is, therefore, a powerful incentive for 

producers and consumers to work within a fair and just 

environment. It also encourages individuals to give up some 

of their earthly self-interest for their after-death self- 

interest in order to promote society and public interests. 

Islam does not, however, go as far as asking Muslims to 

deny earthly self-interest (Qur'an, Chapter 7: 32). It is 

left up to the individual's conscience to judge which 
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aspect of self-interest he or she should take. If it is 

thought that a small earthly sacrifice would bring more 

reward after death then he or she would definitely opt for 

this latter self-interest. 

To sum up, in both capitalism and socialism, the absence of 

ethics leads to powerful individuals (or organisations) 

manipulating policies and resources to their advantage even 

if they contradict social interest (Chapra, 1992, Al-Sadr, 

1980). If Muslims behave in such a way, they would be 

acting against their long-term self-interest. For the 

secularists, voluntary spending for the good of society by 

an individual would be absolutely against his self- 

interest. For a Muslim, spending for the good of his 

society is in his own self-interest (Chapra, 1992). 

3.7 Islam and economic problems 

For the majority of secular economists, scarcity and 

inefficient allocation of resources are the major sources 

of economic problems (Lipsey, 1987: 51). In Islam scarcity 

is not taken as a problem since God has created the 

universe and made full provision of resources (Al-Sadr, 

1980) . 

And He giveth you of all you asked for, but if you count the favours 
of God, never will ye be able to number them ... (Qur'an, Chapter 33: 43) 
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According to (Al-Asal, 1997) scarcity is rather the result 

of the inability of human beings to exploit these resources 

because of their limited knowledge or weakness. The basic 

difference here is that a conventional economist assumes 

that there are not enough resources and thus tries to make 

the most of what he has at hand. To a Muslim economist, 

however, the resources are out there and his major problem 

is to find ways to reach these unlimited resources (Al- 

Sadr, 1980). 

On the second point, inefficient allocation of resources, 

there does not seem to be any difference between Islamic 

economics and conventional economics. Islam is concerned 

with just distribution of resources and wealth and these 

can be interpreted as allocation of resources since when 

resources are distributed justly they must be distributed 

efficiently (Al-Asal, 1997). 

3.8 Economic intervention by the state 

As mentioned earlier, the Islamic State plays a limited but 

important role in economic affairs. The limitations on 

intervention are dictated by the degree of growth and 

development of the economy as well as by the presence of 

availability of resources and market imperfections. Thus, 
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it can be said that an Islamic government only intervenes 

when such an intervention is needed and deemed beneficial 

for society (Chapra, 1992). The scope of state intervention 

is, however, broader than that advocated by capitalism. It 

includes control and guidance of economic activity as well 

as securing all the functions necessary for the fulfilment 

of the needs of the society (Ibn Taymiyyah, n. d. ). 

Even in a Muslim society, where it is assumed that its 

individuals respect the moral and ethical values, it is 

still possible that these individuals are simply unaware of 

the needs of others or the society. In addition, there are 

always economic functions that a single, or a group of, 

individuals cannot perform because such functions are 

unprofitable or simply because it is not possible for them 

to mobilise sufficient resources (Chapra 1992). This is why 

the role of government has always been significant in 

Islamic thought (Al-Juwayni, 1979; Al-Mawardi, 1966; Al- 

Misri, 1989). While Islam recognises individual freedom, 

the role of the price mechanism and market forces, it does 

not regard them as sacred since the free operation of the 

market does not always limit exploitation or protect the 

weak (Chapra, 1992). It is therefore the duty of the ruler 

to ensure the aims of the Shariah. 
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The function of the state as an agent in economic affairs 

is facilitated by the obedience which Muslims show to the 

authorities. The Qur'an stresses that obedience should 

first be given to God, then to His Apostle and, only then, 

to those in authority amongst Muslims (Qur'an, Chapter 

4: 59). The practice of government authority is bounded by 

two main limitations (Al-Mawardi, n. d. ). Firstly, their 

intervention must be for the benefit of society and, 

secondly, they must not contravene the rules and principles 

of Shariah. Thus, while the orders of God and His Prophet 

are to be obeyed unconditionally, the orders of the 

government are only obeyed if they do not contradict 

Islamic teachings. In addition to abiding by the rules of 

the shariah, the head of government, the Imam or Caliph, 

must consult with the people, either directly or through 

their representatives, in matters that concern their 

wellbeing (Qur'an, Chapter 3: 159). In this way, the Imam 

becomes aware of the needs, problems and priorities of his 

people. 

Islamic economics accepts the laws of supply and demand as 

the main factors determining price and quantity in the 

market. Both consumers and producers are free to play their 

role in the market. Government intervention comes in 
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certain circumstances not. to cancel such freedom but to 

enhance and support economic freedom without causing 

injustice to producers or consumers (Al-Asal, 1997). For 

instance, the government would accept the rejection of a 

sale contract by one party if he was tricked or given 

misleading information (al-Albani, h. nos. 7449,7589). In 

Islam the state's role is to make sure that information is 

as good as possible in the market by punishing or removing 

those individuals and companies who take advantage of the 

sellers' or buyers' ignorance, giving them false 

information to sell to them at higher prices or buy from 

them at lower prices. Moreover, the government may 

intervene to restore competition and prevent monopolistic 

practices (ihtikar) which the Prophet warned against (Al- 

Jammal, 1980). Most jurists have agreed, however, that 

monopoly is only forbidden in important and vital 

commodities (Al-Jammal, 1980). 

The government may encourage certain industries or 

activities if they are crucial or beneficial for society. 

Also, the government can direct and provide incentives for 

certain types of work when there is a need for manpower in 

such activities (Chapra, 1992). The government may also 

interfere in the job market if it sees that workers need 
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protection against exploitation. It can set minimum wage 

legislation and draw the necessary legislation that 

regulates the workforce market (Chapra, 1992). 

Islamic economics is against fixing prices. The Prophet 

refused to fix prices when the people of Medina complained 

about price increases in the market (Al-Bayhaqi, n. d. ). The 

general rule in the relationship between seller and buyer 

is that of fairness and honesty. In this respect the Qur'an 

states: 

Give full measure and full weight, in justice, and 
wrong not people in respect of their goods. (Qur'an, 
Chapter 11: 85) 

The laws of supply and demand were recognised by Muslim 

scholars long before Adam Smith. Ibn Khaldun was one of 

them. To him prices are determined by the cost of labour, 

duties, taxes and other expenses and by the demand 

represented by the desire of the city dwellers to buy (Ibn 

Khaldun, 1979). 

The policy of market intervention by the state is limited 

and restricted in Islam. It is only applied to protect or 

enhance public interest. The government does not, however, 

compete directly in the market or hinder the basic role of 

supply and demand. The government acts mainly as a 

protection and regulatory body. 
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3.9 Islamic Economics in Practice. 

Although the Islamic economic system may be said to have 

existed during the time of the Prophet (pbuh) and the four 

Guided Caliphs, there is some doubt that such a system does 

exist on same scale today. Currently, there are at least 

four countries which claim to apply Islamic Shariah. These 

are Iran, Pakistan, Sudan and Saudi Arabia. However, none 

of these appear to fully comply with all the precepts of 

Islamic economics, judging by the two most obvious features 

of Islamic economics, Zakat and riba. 

As will be discussed in Chapter 4, Zakat is very important 

for Islamic countries. Therefore, one way of seeing the 

adherence of these countries to Islamic economics is by 

looking at the role of. Zakat in these countries. Currently, 

only Saudi Arabia has a regulated zakat system, while in 

the other three countries zakat is still unregulated. On 

the other hand, riba has been banned in Pakistan, Iran and 

Sudan, but Saudi Arabia continues to be dominated by a riba 

based banking system. 

Although no empirical data is available on Pakistan, Sudan 

and Iran, the empirical studies in Malaysia suggests that 

the unregulated, traditional system of zakat actually 

accentuates inequality. This is because the burden falls on 
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the paddy-producing agricultural households. This also 

exempts most property owners and wage earners, since no 

explicit allowance is made for them in the traditional 

sources of Islam (Salleh and Ngah, 1981). 

In Saudi Arabia, the religious scholars have extended zakat 

obligations to many types of assets and income. However, 

zakat evasion remains a common problem in Saudi Arabia and 

Malaysia (Kuran, 1992) and probably in the other three 

countries as well. In any case, zakat does not appear to 

contribute much to reducing poverty in these countries. 

Even in Saudi Arabia, where zakat is regulated and 

collected by the zakat department, zakat presents only a 

fraction of the government's expenditure on poverty relief. 

For the countries that have prohibited riba, the 

alternatives have not been successful and banks are 

carrying out a variety of practices that amount to interest 

in disguise (Kuran, 1992). The practices of deferred sale 

(bay' mu'ajjal) and `financing on the basis of normal rate 

of return of the industry' (Kuran, 1992) are only different 

sides of the same coin (interest). 

On the issue of economic performance, the four countries 

are not performing well. Saudi Arabia, despite being the 

most important exporter of oil, has been in financial 
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deficit for many years. Pakistan and Sudan are still among 

the poorest countries in the world. Finally, Iran's 

economy, despite its oil wealth, has been dwindling. All 

these countries suffer from a substantial degree of either 

(or both) internal or external political instability. 

The Islamic revival has brought a new cold war between the 

West and the Islamic world. Politically, the reaction of 

the West has so far been negative. Many Muslims argue that 

the economic and social problems of the Islamic world are 

the result of the negative attitudes of the West towards 

Islam. Iran and Sudan are under political and economic 

siege, particularly from the USA. And Pakistan has been 

involved in an expensive nuclear race with India. Saudi 

Arabia, however, enjoys friendly relations with the West, 

but is threatened by its own Muslim neighbours. 

Economically, however, there are some positive reactions to 

the Islamisation phenomenon. For example, the number of 

Islamic banks is growing not only in the Islamic world but 

also in the West. Commercial banks in the Arab world are 

opening Islamic windows, and even Western commercial banks, 

such as City Bank, are opening Islamic windows. 
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3.10 Summary 

In this chapter the main principles and features of Islamic 

economics have been outlined. The main goals of wellbeing, 

social and economic justice, equitable distribution of 

income, and the freedom of ownership and economic activity 

have been discussed. Although God is the ultimate owner, 

human beings are His vicegerents on Earth. Private property 

is, therefore, recognised and protected by Islam. Public 

ownership is recognised by Islam where private ownership is 

not possible or injurious to the public interest. In this 

respect, rivers, roads and mines are all owned by the state 

(Afzal-Ur-Rahman, 1980). 

Freedom of activity is protected in Islam, although any 

production, sale or consumption must be within the 

framework of the Shariah. This latter is the source of the 

Islamic moral values which play the major role in Islamic 

economics. In addition to regulation, moral values guide 

the relationship between producers and consumers and 

between employees and employers. Social justice provides 

for equal opportunity of work and a minimum subsistence 

level. Social differences are minimised and concentration 

of wealth is discouraged and reduced through the imposition 

of Zakat and inheritance law. 
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It was argued that the goal of wellbeing is different in 

the Islamic economic system as it has a moral dimension. 

Minimal material resources could achieve wellbeing as long 

as there is equity and justice. 

Islam accepts economic inequality as natural, although the 

differences should be kept within natural limits. 

Exploitation is forbidden and a minimum fair wage should be 

given to workers. Work is seen as a religious duty which is 

rewarded by God and voluntary unemployment is discouraged. 

Contrary to secular economics, the primary source of 

Islamic economic theory is Divine revelation. Human 

reasoning is bounded by revelation and must derive ideas 

and suggestions that do not conflict with the Shariah. 

Scarcity of resources is not taken as a main problem in 

Islamic economics since God has created the world with 

plenty of resources. The main problems are the inability to 

exploit these resources and the inefficient allocation of 

resources. 

It was established that there is a need for government 

intervention and action in the market in order to curb 

inefficiencies, market failures, and exploitation, and in 

order to provide incentives and promote activities which 
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are deemed good for public interest. It was also pointed 

out that government intervention is limited and does not 

involve competing in the market, fixing prices or 

cancelling the market price mechanism. Regulations set by 

the state must, however, be in conformity with the Shariah. 

The Islamic economic system is a realistic system, which 

recognises the difficulties surrounding the aim of the 

wellbeing of people. It does not rely solely on mechanisms 

or magic hands to solve economic problems. Neither does it 

rely completely on ethics and moral values to establish 

equitable distribution of income. While accepting the 

importance of economic mechanisms, it does not belittle the 

potential of belief in motivating human beings to behave in 

a responsible manner. Despite not being acknowledged, norms 

and beliefs continue to exist under capitalism and 

socialism. Their role has, however, been minimal as the 

degree of motivation has either been small or has not 

affected the majority of people. 

The institution of Zakat and prohibition of riba are not 

the only features of Islamic economics, as many might 

believe. Although these are important parts of Islamic 

economics, there are other principles that are fundamental. 

Among these are the Islamic moral values and their role in 
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economic activities, social and economic justice, property, 

and intervention of the state. Thus, in attempting to 

establish an Islamic economic system it would be 

unproductive to limit the establishment to Zakat and riba. 

Islamic economics should be implemented as a whole 

programme and its components should not be applied in an 

isolated manner if they are to be successful. 

Nevertheless, the issues of Zakat and riba are more easily 

understood and implemented, compared to other issues such 

as economic justice. Two Islamic economists may understand 

social justice differently, but all Muslims agree on Zakat 

and the vast majority agree on riba. They are also 

important because, in cases where all-Islamic principles 

could not be applied, these two seem the first and best 

candidates to start with. The abolition of riba and 

imposition of Zakat are useful in that they eliminate 

injustice and encourage co-operation and brotherhood. 

Riba was discussed briefly in this chapter. However, since 

Zakat is the main subject of the present study, it will be 

dealt with in more depth in Chapter 4. 
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Chapter four 

Zakat and its position in Islam 

4.0 Introduction 

Like the other four pillars of Islam, Zakat has it's own 

legislation. This legislation is cited in the Qur'an. Many 

verses deal with the philosophy of Zakat; why it is imposed 

on Muslims and the amounts of Zakat levied on different 

forms of wealth. Also, the Qur'an describes the 

beneficiaries to whom Zakat must paid. All these basics 

have common consensus among religious scholars. Zakat is, 

however, a field in which scholars have, over the 

centuries, added a great deal of rules to explain how to 

consider the emerging new forms of wealth with regard to 

the entitlement to duty of Zakat. These rules (Fatawa) have 

not contradicted the basics. Instead, they have developed 

the thought of Zakat in terms of expanding the Zakat base 

to include new forms of wealth which were the outcome of 

development of economic systems. There are basically four 

schools of Islamic jurisprudence (the Shia sect is not 

considered in this study). These are the Maliki, Shafi-i, 

Hanafi and Hanbali. The Hanbali School was founded by Imam 

Ahmad Ibn Hanbal and is followed mostly in the Arab Gulf 
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region. Most of the rulings (fatawa) used in this study 

will be based on Hanbali scholars. However, the four 

schools differ from each other only in minor details. For 

example, there is a difference of opinion among schools on 

whether Zakat on paper money should the nominal or market 

value and the gold should be zakatable if not use as kind 

of trade. This chapter, therefore aims to clarify the 

concept of Zakat and its philosophy, explain its types and 

amounts, and outline ways of collection and distribution. 

With regard to the topic of this research, this chapter 

focuses on Zakat trade activities. Emphasis on different 

accounting methods of Zakat estimation is one of the main 

orientations of this chapter. 

Besides the introduction, the chapter contains seven 

sections. Section two introduces Zakat principles and their 

importance to Islamic societies. In section three, 

beneficiaries of Zakat are discussed. Section four deals 

directly with the characteristics of wealth subject to 

Zakat. Zakat on Capital and its proceeds, Zakat on farming, 

Zakat on personal and professional income are all discussed 

in section five. Zakat on trade, as a main subject for this 

study, is addressed in section six. In this section, 

methods used to account for zakat are investigated. 

100 



Although these methods are currently in use, consensus on 

their use has not been achieved and none of them stands 

alone as a universally acceptable method. In section seven, 

the issue of who should be responsible for collecting and 

distributing Zakat is addressed. 

4.1 Principles of Zakat 

Zakat in the Arabic language means increment, growth, 

and/or purification of the soul and wealth. Zakat is the 

third basic pillar of the Islamic faith, which is built on 

five main pillars. The five pillars of Islam which form 

the basic framework of the Islamic faith, are: 

acceptance of the unity of Allah; 

prayers to Allah five times each day; 

Zakat; 

fasting for the month of Ramadan each year, starting at 15 

years old; and, 

the pilgrimage to Makkah once in a lifetime and when the 

individual is able. 

Among these five principles, Zakat is the one that forms 

the basis of an Islamic economy. Zakat became a compulsory 

religious duty in the second year of Hejrah, i. e., 580 AD. 
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The establishment of this duty is conveyed in many places 

in the holy Qur'an. According to Yahya (1986), Zakat has 

been mentioned 59 times in the holy Qur'an. The following 

are examples of verses referred to Zakat. 

And be steadfast in prayer: Give Zakat, and bow down your 
heads with those who bow down (in worship). 
(Qur'an, chapter 2: 43) 

Of their wealth take alms (Zakat) that so the mightiest 
purify and sanctify them; and pray on their behalf. 
(Qur'an, chapter 9: 103) 

Eat of their fruit in their season, but render the dues 
that are proper on the day that the harvest is gathered. 
(Qur'an, chapter 6: 141) 

Various verses in the Qur'an came to establish the duty of 

the Zakat and the teachings of the Prophet (peace be upon 

him) explained its roles and principles. Tawrat and the 

Bible have both urged the faithful to give alms (donated 

charity) which is a form of Zakat (Yahya, 1986). In fact, 

the Qur'an has mentioned that prophet Ismail, Isaac, Jacob, 

(all of those who preceded Islam) were all ordered to pay 

Zakat. Jesus on the other hand has been quoted in holy 

Qur'an as saying: 

I am indeed a servant of Allah; He has given me Revelation 
and made me a prophet, and He hath made me blessed 

wheresoever I be, and hath enjoined on me prayer and Zakat 
as long as I live. (Qur'an, chapter 19: 30 and 31) 
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4.1.1 Goals of Zakat 

Many Muslim scholars, such as Imam Ahmed, have identified 

three main goals of Zakat. These goals are religious, 

social, and economic. 

4.1.1.1 Religious goals 

The purpose of life, according to Islamic principles, is 

the worship of Allah by doing what he asked us to do and 

refraining from what he has cautioned us from doing. Allah 

has ordered Muslims to confirm that there is only one God, 

to perform five daily prayers and give yearly alms on 

wealth. Prayer and fasting are meant to give thanks to 

Allah for the gift of the body. On the other hand, Zakat is 

to give thanks for the gift of money (Al-Tayar, 1987). The 

performance of Zakat means, therefore, that the Muslim has 

obeyed Allah, which gives the individual the spiritual 

satisfaction he/she needs (Sabiq, 1985). Some scholars, 

like Imam Ahmad, have mentioned that Zakat helps 

individuals to overcome greed which is considered by many 

as an unwelcome trait (Al-Fanjari, 1982). In this respect, 

the Qur'an states: 

If ye had control of the treasuries of the mercy of my 
Lord, behold, ye will keep them back; for fear of spending 
them: for man is (ever) niggardly. (Qur'an, chapter 
17: 100). 
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Therefore, the payment of Zakat is an act, which helps 

Muslims to purify their souls from such weaknesses and 

makes them feel better. 

4.1.1.2 Social goals 

By asking able Muslims to perform Zakat, Allah has given 

the poor an established right in the wealth of the rich. 

This relieves the Muslim, who happens to be poor, from the 

onerous task of asking for charity, with the humiliation 

that this brings. The rich, on the other hand, are given an 

opportunity to feel part of the entire social environment, 

when giving Zakat, and are not isolated in their own 

economic group. Zakat payers may, thus, feel that they are 

contributing to the shared human environment. Performance 

of Zakat acts as a mechanism for the distribution of 

wealth, which helps in closing the gap between the poor and 

the rich (Kahf, 1989). 

4.1.1.3 Economic goals 

There are two obvious economic goals for Zakat (Kahf, 1989; 

Qureshi, 1978). 

The redistribution of wealth within the society. This 

increases the purchasing power of the poor, which enables 
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them to contribute positively to the economic cycle that 

aids economic growth and the wellbeing of others. 

Zakat is levied on many types of wealth including money in 

the bank. If this money stays for a long time without being 

invested, Zakat will lead to its depletion.. By paying Zakat 

each year, a person will hopefully be motivated to invest 

the idle money. Zakat, therefore, encourages investment, 

which adds to economic activity. 

4.2 Beneficiaries of Zakat 

The beneficiaries of Zakat are described in a verse of the 

Holy Qur'an as follows. 

Alms (Zakat) are for the poor, the needy, and those 
employed to administer the (funds). For those whose 
hearts have been (recently) reconciled (to Truth), for 
those in bondage and in debt, in the cause of God and 
for the wayfarer: (this is it) ordained by Allah as 
Allah is full of knowledge and wisdom. (Qur'an, chapter 
19: 30 and 31). 

People who cannot benefit from Zakat include rich people, 

healthy and strong people who can find jobs and earn a 

living, atheists, non-Muslims, and the sons, parents and 

wives of those who give Zakat. Others included the prophet 

and his relatives; whether close or extended members of his 

family (Sabiq, 1985). As mentioned in the above verse, the 
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people that can receive Zakat fall into eight categories. 

They include the poor and needy, miserable people, people 

working on the collection and administration of Zakat 

proceeds, people hesitant in their belief and those who can 

be converted to Islam, slaves who wish to buy their 

freedom, heavily indebted people, fighters for the cause of 

Islam, and wayfarers (travellers) who are far away from 

their homes and monetary resources (Al-Qaradawi, 1986). 

The first and second categories include the poor and needy. 

Many Muslim scholars, like Imam Ahmad, have defined the 

poor as people with hardly any wealth, and the miserable as 

people who can manage some of their needs but cannot find 

enough for the whole year (Abbas, 1988). 

The third category are people who are working to collect 

Zakat from those who are paying Zakat and distributing the 

proceeds to those in need. These people should be paid 

salaries, i. e., benefits equal to the work received from 

them. 

The fourth type of people are potential Muslims or those 

Muslims that have been recently converted to Islam and 

their belief is not yet settled (Sabiq, 1985; Al-Qaradawi, 

1986). In recent history, benefits to this category have 
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been distributed to non-profit Muslim organisations working 

in Muslim and non-Muslim countries (Al-Tayar, 1987). These 

organisations which have been provided with funding for 

projects such as schools, hospitals and food distribution. 

The fifth type of beneficiary are slaves who wish to buy 

their freedom (Sabiq, 1985; Al-Qaradawi, 1986). It is well 

known that slavery was part of every day life before Islam. 

When Islam came, however, it set up rules to discourage 

slavery and encourage the freeing of slaves. As slavery is 

now extinct, many Muslim scholars, like Imam Ahmad, have 

suggested that proceeds to such beneficiaries should be 

made available to other purposes (Al-Sultan, 1997). 

The sixth type of beneficiaries are those who are deeply 

indebted. The word in Arabic calls for specific types of 

debts such as debt that arises from the fulfilment of 

special needs. These needs include marriage, building 

one's own house, debt arising from good that has been 

extended to the benefit of the community, ill health, and 

education (Sabiq, 1985; Al-Qaradawi, 1986). 

The seventh type of beneficiaries is those who are fighting 

in order to defend Islamic causes. The Arabic word in the 

cause of Allah carries many meanings, which include the 
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building of schools, roads, bridges, and many other types 

of public projects that can benefit fellow Muslims (Sabiq, 

1985; Al-Qaradawi, 1986). 

The eighth and final type of beneficiaries is a wayfarer 

(traveller) who does not have enough money to get back 

home. These people are to be given enough money to 

guarantee safe passage to their homes and financial 

resources (Sabiq, 1985; Al-Qaradawi, 1986). 

4.3 Entities and wealth subject to Zakat 

Having defined Zakat and identified the main beneficiaries 

of its proceeds, attention is now turned to those who 

should pay Zakat and the characteristics of wealth subject 

to Zakat. 

4.3.1 Entities 

Zakat is a duty that is only obligatory on persons. It is 

also an obligation on entities, in that certain entities 

represent the interests of real persons. According to all 

Muslim jurisprudence, Zakat is an obligation on Muslims who 

are free, adult (of a certain age) and possess a specified 

level of wealth (Sato, 1987). By a consensus of the four 
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sectors of the Sunni Islamic sect, Zakat is not an 

obligation on non-Muslims (Sabiq, 1985). The majority of 

jurists do consider, however, that the obligation extends 

to both the insane and non-adult Muslims (Sabiq, 1985; 

Al-Qaradawi, 1986). This consideration is based on the view 

that Zakat is an obligation on wealth and not on 

individuals. The argument of those who drop the obligation 

on the wealth of the non-adult and the insane is based on 

the premise that all religious actions should be preceded 

by intention and the intention of those people is 

temporarily suspended (Al-Qaradawi, 1986). It seems that 

the first groups' argument is stronger since it is 

supported by the Prophet's saying that: 

Those who become responsible for an orphan should trade on 
his behalf so that Zakat will not eat it off. (Al-Qaradawi, 
1986, cited in Sabiq, 1985: 375) 

In the case of partnerships and corporations, the issue is 

whether the partnership and the corporation should pay 

Zakat on behalf of the shareholders or leave that to 

individual shareholders who should assess, at the end of 

the year, the market value of their shares and their 

portion of the profits and pay Zakat accordingly. In the 

case of partnerships, it is easy to separate the accounts 

of each partner, therefore it should be left to them to 
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decide whether the entity should pay their portion of Zakat 

or not (Al-Sultan, 1986). In the case of a corporation, 

however, it is difficult, if not impossible, for individual 

shareholders to know how much Zakat they should pay. Part 

of the difficulty is that Zakat is assessed against 

realised and unrealised profits of the corporation, and it 

will be difficult, given current accounting practices, for 

shareholders to know how much profit is unrealised. 

According to some Muslim jurists, like Imam Ahmad, when 

different amounts of wealth are combined, Zakat should be 

paid on the total without giving consideration to the 

matter of whether the wealth of some of the shareholders is 

less than the specified minimum. According to this view, 

the new entity is an obligatory party and not the 

individuals who make up its owners (Al-Sultan, 1986). It 

seems the assessment and collection of Zakat will be much 

easier if this view is adopted. Muslim countries should, 

therefore, obligate firms to calculate Zakat on the portion 

of the firm owned by Muslims and pay it to the government. 

This view has been adopted by the Zakat authorities in 

Saudi Arabia, and it, therefore, obliges all public 

companies to calculate and pay Zakat each year (Al-Sultan, 

1986). 
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4.3.2 Wealth 

The teachings of the prophet defined wealth as ownership of 

animals, agricultural products, gold, silver, trading 

assets, and minerals. Muslim jurists, such as Al-Qaradawi 

(1986), have all agreed that Zakat is an obligation on not 

only the types of wealth known during the Prophet's time, 

and the early stages of the Islamic religion, but the 

obligation also extends to all types of wealth currently 

known (Kahf, 1989). Zakat is, therefore, a duty on paper 

money, securities, and all minerals from land and sea. The 

characteristics of wealth, on which Zakat is an obligation, 

can be summarised as follows (Al-Tayar, 1987; Afzal-Ur- 

Rahman, 1980; Sato, 1987). 

4.3.2.1 Complete ownership 

This is defined as any wealth that is actually in the 

possession of its owner. This is different from legal 

ownership since a lender, for instance, does not possess 

the money he/she lent despite the fact that he or she 

legally owns it. Also, there is no Zakat on public money, 

which has no distinct owner. The same can also be said 

about wealth that is robbed or lost, in that its owner does 

not have to pay Zakat since he/she has no control over it. 
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Borrowed wealth (money) is considered wealth that is in the 

possession of its owner as long as the loan is to an able 

party and the owner can recover that wealth (Al-Qaradawi, 

1986). 

With regard to Zakat on wealth when its owner is indebted; 

should this debt be subtracted from the total debt in 

arriving at the Zakat base or not. Muslim scholars, like 

Imam Ahmad, distinguish between two types of wealth: 

visible and invisible. They define visible wealth as the 

wealth that cannot be hidden, such as animals and 

agriculture wealth. Invisible wealth is wealth that is not 

apparent to everybody. They include easily hidden or not 

really apparent wealth, such as trading activities and 

ownership of silver and gold (Al-Tayar, 1987). Most 

jurisprudence experts, like Imam Ahmad, say that debt 

should be subtracted from invisible wealth when calculating 

the Zakat base (which is the total net amount that results 

from pooling together all the individual forms of wealth). 

At the same time, the debt should not be subtracted from 

visible wealth. They base their judgement on their 

considered belief that the hearts of the poor are 

passionate toward visible wealth, and that Zakat was 

collected from this type of wealth during the early days of 

112 



Islam without regard to any debt on this type of wealth. 

Most contemporary scholars, however, disagree with drawing 

such distinctions and say that justice and equality are 

more important than any unreal distinctions between wealth 

types. Debt should, therefore, be subtracted when 

calculating the Zakat base in relation to all types of 

wealth (Shattah, 1977). This can be expressed 

mathematically as follows. 

w= v+ Iv ....... (1) 

Where: 

W= Wealth 
V= Visible 
IV = Invisible not subject to Zakat 

V= [An + Ag + Qc + SC + Ta + Mn] ...... (2) 

Where: 

An = outcome of animals, 
Ag = outcome of agriculture products, 
QC = outcome of gold, 
SC = outcome of silver, 
Ta = outcome of trading assets, 
Mn = outcome of minerals. 

Combining equation 1 with equation 2 results in equation 3. 

Zv = X0 (Anq + Agq + Gq + Sq + Taq + Mnq) + IV ....... (3) 

Where: 

Zv the amount of Zakat on visible wealth 
Xo = the coefficient of Zakat as percentages. It 
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varies according to the kind of visible wealth. 

Note: Zakat levied on all items if the outcome reached the 

Zakat base. 

Taking into consideration possible borrowing, Zakat on 

wealth can be expressed mathematically as follows: 

Zakat is paid on the accumulation of wealth: 

W= Wn1- W0 ...... 
(ýi) 

Where: 

ÄW = accumulation in wealth 
Wno = wealth at the begins of the year. 
Wnl = wealth at the end of current year 
n= period of time; the length of the period is 354. 

4.3.2.2 Actual growth or ability to grow 

All Muslim jurists have agreed that Zakat should apply only 

to wealth that is growing or is able to grow (Farhud and 

Ibrahim, 1986). Wealth that Zakat can be taken from can be 

growing by natural production, as in the case of animal 

wealth, or by turnover as in trading activities. The 

wealth can have the ability to grow as with gold, silver, 

and paper money, if invested (Joan, 1999). Personal 

property, therefore, such as cars used for personal 

transportation, houses used for family living, furniture, 

clothing, and instruments of labour are all not subject to 

114 



4.3.2.4 The passage of a year 

The passage of an Islamic year (354 days) since wealth 

reached the minimum obligatory level is a condition for the 

collection of Zakat on most types of wealth (Al Tayar, 

1987) . 

4.4 Zakat on capital and its proceeds 

This section introduces the main principles of Zakat 

accounting, which can be divided into two major categories: 

(i) a category where Zakat payment is a function of capital 

(mostly working capital) and growth (profits); and, (ii) a 

category where the base is only a function of the growth. 

These two principles can be expressed mathematically, as 

follows. 

Z =f ( Gr + We ) 
... 

(7 ) 

Z =f ( Ge ) 
... 

(8) 

Where: 
We = working capital 
Gr = growth 

4.4.1 Zakat on animal wealth 

Animal breeding and trading used to be one of the important 

commercial activities in the early days of Islam. 

Accounting for Zakat usually starts, therefore, with this 
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type of activity (Joan, 1999). In order to qualify for 

Zakat, four conditions have to be met: 

ownership of a minimum number of each type of animal; 

a year (354 days) has to pass since Zakat has been paid; 

animals should be pastoral; and, 

animals should not be kept for the purpose of working. 

4.4.1.1 Zakat on pastoral animals 

Pastoral animals are those that feed on freely grown or 

wild grass during most of the year. During parts of the 

year these animals may, however, have to be fed because of 

a lack of wild grass. Animals are considered to be pastoral 

if they are mainly fed from the wild. These animals are 

kept for the purpose of growth and not for work, 

transportation or cultivation (Farhud and Ibrahim, 1986). 

4.4.1.2 Situations to be observed 

There are certain conditions the animals have to meet in 

order for them to be used to fulfil the Zakat duty. These 

conditions include. 

Health of the animal: the animal(s) to be given away as 

Zakat should be in good health. This means that all 

animals should have no apparent defects such as disease, 
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broken bones, or gouged eyes (Joan, 1999). The only 

exception would be if all or most of the animals have the 

same to type of defects, therefore, it is possible to pay 

out the old if the owner only has old animals or sick if 

all the animals are sick. The overriding rule is to pay 

with average animals; not the best of the herd and not 

lower than average (Farhud and Ibrahim, 1986). 

Sex: the sex of the animal should be observed if specified. 

A two-year-old male camel can be paid off if the herd does 

not contain a one-year-old female. This is done because the 

prophet said: 

If the one year female camel is not available, then a 
two year old camel male will do. (Al-Sultan, 1997) 

This means that the difference in age makes up for the 

difference in gender (Al-Sultan, 1997). 

Age: there is a consensus between scholars (like Imam Ahmad 

and Imam Malik) that the ages specified by the Prophet have 

to be observed. If the animal specified for the Zakat due 

is two years old, it has to be that - not one year and 

ten months old. The reason for this is that the value of 

the animal is related to both its sex and its age (Joan, 

1999) 
. 
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Type: the collector of Zakat should observe the following: 

he should not choose one of the best among the herd, rather 

an average animal should always be chosen. This is because 

the Prophet said to Muadh, when he sent him to Yemen, 

Beware not to take their best animals (in Zakat); and, the 

female that nurtures a baby, is used for its milk by its 

owner, or is carrying a baby should not be taken (Al- 

Sultan, 1997). 

4.4.2 Zakat on cash and near cash assets 

Cash in this context may be defined not only as cash but as 

near cash assets. This includes gold, silver, stock and 

securities and paper money, i. e., through the market or to 

individuals. The general criterion that must be present for 

these assets to be considered as cash is that they are, in 

fact, cash or can be converted into cash very easily. 

4.4.2.1 Zakat on gold and silver 

During the early days of Islam, gold and silver coins were 

the primary means of exchange. The Prophet's instructions 

indicated that the minimum quantity after which Zakat 

becomes a duty is 200 durhams of silver and 20 dinars of 

gold. When the quantity reaches the minimum limits and 

remains on or above these limits, an annual 2.5 percent of 
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the total amount becomes due. The determination of these 

minimum amounts has led Muslim scholars to conclude that 

the two amounts were equal in value at the time of the 

Prophet. According to Al-Qaradawi (1986), at that time the 

durham had a weight of 2.975 grams and the dinar weighed 

4.25 grams. This means Zakat is due when a Muslim owns: 

2.975 x 200 = 595 grams of silver or 

4.25 x 20 = 85 grams of gold 

Al-Tayar (1987) has pointed out that these estimations 

vary, according to the scholars, from 460 grams of silver 

and 70 grams of gold; 504 grams of silver and 100 grams of 

gold (Gawjit, 1988) and 520 grams of silver and 89.2 grams 

of gold (Farhud and Ibrahim, 1986). The reason for this 

discrepancy is that some of these scholars want to be 

precise while others tend to be conservative, since this is 

a religious duty. The financial authorities of most Muslim 

countries should, however, adopt certain weights and use 

them as standards. 

4.4.2.2 Zakat on paper money 

Paper money and coins made of materials other than gold or 

silver were not known at the time of the Prophet and, 

therefore, the amount of Zakat due on this type of wealth 
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was not established then. Paper money and coins act in the 

same manner as coins of gold and silver in that they are 

means of exchange, stores of value, and have the same type 

of acceptance to perform the same tasks performed by gold 

and silver (Joan, 1999). For these reasons, Muslim 

scholars have all agreed that Zakat on paper money and 

coins is a compulsory duty, as soon as the minimum amount 

of this wealth is reached. They further agreed that the 

amount of Zakat due is 2.5 percent of the total amount 

(Farhud and Ibrahim, 1986). According to Al-Qaradawi 

(1986), most of the current Muslim scholars might lean to 

accept silver as the acceptable measure of the minimum 

amount of paper money, after which Zakat becomes due, for 

two reasons: 

a consensus on the minimum amount of silver exists and many 

prophets' teachings have confirmed this minimum level; and, 

the current equivalent of 200 grams of silver is less in 

value (13 times) than the equivalent of 20 grams of gold, 

This benefits the poor since more Muslims will be asked for 

Zakat. 

Accordingly, Zakat becomes a compulsory duty as soon as a 

Muslim owns the equivalent of 85 grams of gold. If, for 
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example, today is the date that Zakat is due and one gram 

of gold is equal to £6.33 and a Muslim owns £538.05, then 

E13.45 should be paid for Zakat (£538.05 x 2.5%). Zakat is 

due on jewellery of gold and silver (if it is not owned to 

be worn) when they reach the minimum amount (85 grams and 

595 grams, respectively). If it is owned to be worn, on the 

other hand, Zakat is not compulsory because it is not owned 

for growth (investment). The general view of Muslim 

scholars is that Zakat is due on jewellery if what is owned 

is excessive and is more than that normally used for 

decoration. 

4.4.2.3 Zakat on stocks and securities 

Stocks are certificates that represent a defined ownership 

in the capital of a joint stock company. The owner of such 

shares is considered a partial owner in the company. 

Investment in shares are one of the permitted investments 

in Islamic principles as long as the company is 

participating in permitted investment activities (Farhud 

and Ibrahim, 1986). Examples of disallowed activities 

include dealing in interest and the manufacturing, selling 

or transporting of alcoholic products. 

In some Muslim countries, such as Saudi Arabia, the 
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authorities have imposed the payment of the annual Zakat to 

the government by all public and private firms (Al-Sultan, 

1997). Zakat of shares of companies in such countries are 

paid off regularly and, therefore, no additional payment of 

Zakat in the year of receipt is necessary. Dividends that 

are received by the shareholders and are retained by them 

for one full year should be included in the Zakat pool (Al- 

Sadlan, 1989). In case the company does not pay Zakat the 

Muslim shareholder should pay Zakat on those shares that 

belong to him (Abujindi, 1988). 

4.4.3 Zakat pool of cash and near cash items 

Individual items such as gold, silver, paper money and 

financial securities should be pooled in order to determine 

the amount of Zakat to be paid. After the addition of all 

items, debt to others should be subtracted and a minimum 

for personal and family expenses also should be subtracted 

(Abbas, 1988). If the net amount after addition and 

subtraction is more than the minimum amount after which 

Zakat becomes a duty (85 grams of gold) and a year has 

passed since the last Zakat payment, 2.5 percent of that 

amount is the amount due (Abbas, 1988). 

In case one of the items is owned for the reason of trade, 
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this item should be considered as part of the pool of trade 

that has different rules (as will be discussed in section 

5.6 in this chapter). Based on the above, the Zakat pool 

can be determined as follows. 

Zp =[ 
Cs + Ca ]- [Pe + Zs + D1 ] ------- 

(9 ) 

Where: 

Zp = Zakat pool 
Cs = cash and near cash items 
Ca = cash assets 
Pe = personal expenses 
Zs = Zakat of shares that company has paid 
D1 = debt liability 

When the resulting amount has a value of 85 grams of gold 

or more and Zakat on this amount has not been paid for one 

year, 2.5 percent of that amount should be paid for Zakat. 

Example: 

A Muslim individual has the following cash and near cash 

items and he wants to know how much he should pay in Zakat. 
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Historical Market 
Value Value 

££ 

Cash in bank 20,000 20,000 

150 ordinary shares in company (A) 
@ £100 par value; £80 Market 

value (MV) 15,000 12,000 
100 ordinary shares in company (B) 

@ £80 par value; £110 MV 8,000 12,000 
500 ordinary shares in company (C) 40,000 55,000 

@ £80 par value; £110 MV 
Debt security 40,000 35.000 

Total: 123,000 134,000 

In addition he has borrowed a total of £25,000, and he 

determines his living expenses at £2,500 a month. 

Solution: 

The net cash amount owned by this individual is more than 

£850 (85 grams of gold @ £10). 

f 

Cash and near cash owned (market value) 134,000 
Less: 
borrowed money (25,000) 
Annual living expenses (30.000) 

Amount subject to Zakat: 79,000 
Zakat @ 2.5 percent (79,000 * 2.5%) 1,975 

4.4.4 Zakat on agricultural produce 

Zakat on agricultural products has been determined by the 

prescription of the Qur-an and from real determined 
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Prophet's obligations. The amount of Zakat is established 

at 10 percent of products that have been irrigated (with no 

expenses). Such products include those products that are 

irrigated by rain or rivers, or 5 percent of products that 

have been irrigated by underground water with additional 

expenses and work. The amount of Zakat depends on the 

method of irrigation and planting. The annual passage (the 

condition of one Zakat each year) is not a condition of 

payment of Zakat on agriculture products, rather Zakat is 

due at the time of harvesting (Farhud and Ibrahim, 1986). 

4.4.4.1 Types of agricultural produce subject to Zakat 

There is a wide disagreement in Muslim jurisprudence on the 

type of products on which Zakat is obligatory. There are 

some that see Zakat as an obligation on only four types of 

products: wheat, barley, dates, and raisins (Gawjit, 1987). 

Others see Zakat as a duty on all food that is nourishing 

and can be inventoried or dried. This includes wheat 

barley, corn, rice, and the like (Al-Tayar, 1987). 

Nourishing food means what people use as their main food 

out of necessity, not choice. There is, therefore, no Zakat 

on food like peanuts, fruits and vegetables (Gawjit, 1987). 

Yet others take the view that Zakat is a duty on all that 

is grown on land by people's efforts which does not include 
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wild plants used for wood and wild grass. The reason for 

this disagreement is that the Qur'an has made general 

references to all plants while the Prophet's teachings have 

made exact references to the four main products: wheat, 

barley, dates and raisins. Some Muslim scholars have 

thought, therefore, that Zakat is only a duty on those four 

products. Others have thought Zakat is due on all products 

that have the characteristics of these four products. A 

third group are of the opinion that Zakat is due on all 

products and the precise mentioning of the four products in 

the Prophet's teachings were because they were the main 

products grown at that time (Shahata, 1977). It seems 

reasonable to accept the view, as correct, of those who see 

Zakat as an obligation that should be paid on all 

agriculture products because of the general reference to 

Zakat on all products by the Qur'an; not excluding any 

product specifically mentioned by the Prophet (Abujindi, 

1988). In this regard, Al-Qaradawi (1986) says this 

direction is what agrees with the wisdom of the legislator. 

It is not wise - as it appears to us - that the 

legislator would obligate the grower of wheat and barley to 

pay Zakat and not do the same to someone who owns groves of 

apples, oranges and/or mangos. 
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4.4.4.2 Starting point of Zakat duty 

There is no Zakat on anything that can be measured by a 

measuring standard unless the quantity harvested is about 

653Kg. This measurement is based on the prophet saying 

that There is no Zakat on what is less than five wassaks 

(Al-Sultan, 1997). 

Five wassaks have been determined to equal 653Kg. The 

starting point of Zakat on products that cannot be measured 

by a standard (such as cotton) is not clear in Islamic 

jurisprudence. The starting point should be the equivalent 

in value of the least expensive measured product. If, 

therefore, the value of 653Kg of barley considering barley 

the least expensive product is £1,000 then Zakat is due on 

cotton when its value is equal to, or more than, £1,000. 

Al-Qaradawi (1986) prefers this suggestion, although he 

points out that the equivalent measure should not be the 

least expensive of the products and not the most expensive, 

rather a product that is in the middle ground in terms of 

value. According to Al-Qaradawi (1986) this is so that we 

don't injure the poor or do injustice to the rich. It seems 

that this is a good method as long as the standard product 

is agreed upon. 
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4.4.4.3 Amount of Zakat on agricultural produce 

Consensus exists among Muslim scholars on the amount that 

should be paid on agricultural products. This amount is 10 

percent of products that have been irrigated with no 

expenses. These include those products irrigated by rain, 

rivers, and underground water (A1-Tayar, 1987). Zakat is 

only 5 percent on products that are irrigated with 

additional expenses and work. The means by which irrigation 

is delivered is irrelevant. The irrigation can be by the 

use of animal or machinery. On those products irrigated 

evenly by both methods, Zakat is calculated at 7.5 percent 

of the total product. If one of the means is used more 

often, then the calculation is relative to that mean or 10 

percent if no expenses is the dominant means and 5 percent 

if an additional expense is the dominant means (Gawjit, 

1987) . 

4.4.5 Zakat on income from labour and professions 

4.4.5.1 Zakat on personal income 

By income from labour we mean income that is gained as a 

result of employment, whether continuously or periodically 

in performing certain jobs by hand or mind. A second type 

of income is that gained as a result of self employment, 
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such as income earned from practising medicine, in the case 

of an MD, or income from a CPA practice (Farhud and 

Ibrahim, 1986). 

Zakat is an obligatory duty on all types of income, 

according to the consensus of Islamic jurisprudence. A 

disagreement exists, however, on whether the passage of the 

year since the income is earned is necessary before Zakat 

should be paid, or whether Zakat should be paid as soon as 

the income is collected (Gawjit, 1987). 

Zakat pool can be determined as follows: 

Z=2.5% (Saving - Debit) 

Example: 

...... 
(10 ) 

A Muslim employee receives a monthly salary of £2,500 and 

he wants to pay Zakat. When and how much should he pay if 1 

gram of gold = £6.33? 

Solution: 

The minimum obligatory amount = 85 x £6.33 = £538.05. 

Therefore, he should start counting one year after the 

first month's salary is received. If at the end of the year 

this person accumulates in savings an amount equal to 

£6,000 he should pay 2.5 percent of that amount if he does 
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not owe any money. If he does owe money, however, the 

payment should be based on the net amount. 

Zakat payment = 2.5 (£6,000) = £150 

If he owes £2,000 in debt his Zakat obligation is: 

Z=2.5 (£6,000 - £2,000) = £100 

4.4.5.2 Zakat on minerals 

Minerals are valuable commodities and may be dug from mines 

or bumped from wells (e. g., gold, silver, oil, etc). The 

most widely accepted Zakat rate is 20 percent after all 

costs and expenses are deducted (Farhud and Ibrahim, 1986). 

Most of the Muslim scholars do not impose any conditions on 

the payment of Zakat on these commodities, such as the 

passage of a year and minimum amounts. According to the 

majority, 20 percent of the net quantity extracted should 

be paid as Zakat as soon as it becomes available and no 

minimum amount is necessary (A1-Tayar, 1987). This amount 

can be paid to the eight Zakat beneficiaries or to the 

government. Most scholars, however, like Imam Malik, prefer 

the payment to be made to the government (Al-Qaradawi, 

1986). This 20 percent should be paid if the mineral is 

extracted from Muslim lands whether the extractors are 

Muslims or non-Muslims. 
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There is a widely known view of Malik (one of the four 

major Sunnah jurisprudence scholars) by which he determines 

that all that is extracted from beneath the surface of the 

earth (in whatever form, whether solid or liquid) belongs 

to the Muslim treasury (Al-Qaradawi, 1986). 

4.4.5.3 Zakat on catches from the sea 

Catches from the sea includes all benefits that have been 

realised from the sea. This includes fishing for fish and 

pearls, in addition to all other benefits extracted from 

the sea. The most widely accepted position is that the 

rate for all that comes from the sea is 20 percent of that 

quantity as soon as it is available (Al-Qaradawi, 1986). If 

great expense is required to make the catch then all these 

expenses should be deducted before the 20 percent is 

calculated (Al-Tayar, 1987). Some Muslim scholars, like Al- 

Qaradawi, take the view that if great expense is involved, 

only a 10 percent rate should be used which is half the 

rate if no expenses are incurred. This is based on the 

agriculture product rates of 10 percent if no irrigation 

expenses are involved and half that if irrigation expenses 

are involved (Shahata, 1977). There is no Zakat on fish 

until the quantity is equivalent to the obligatory cash 
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amount (85 grams of gold) and the rate should be only 2.5 

percent. This rate is the more equitable rate since fishing 

has become a huge industry, and is done at great expense. 

At the present time this industry seen as similar to 

trading and manufacturing (Al-Qaradawi, 1986). 

4.5 Authorities responsible for the 
collection of Zakat 

Islamic shariah gives a governor the opportunity to collect 

zakat. The Qur'an says: 

Take alms from their wealth in order to purify them and 
sanctify them with it (Qur'an, chapter 9, Al-Attawba 
no. 103). 

As mentioned in previous sections, the Zakat base is 2.5 

percent of Muslims' wealth. In practice it is paid 

individually and directly to the needy without any 

mediation from the government (Department of Zakat). Only 

Saudi Arabia amongst the GCC countries involved in this 

study has a Department of Zakat. During 1975 the government 

used to collect and distribute 1.25 percent and left the 

remaining 1.25 percent to the Zakat payer to distribute; 

given that the Zakat payer provided documents to prove the 

payment. This procedure was changed in 1984 when the 

government decided to collect and distribute the entire 
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amount (2.5 percent). In Saudi Arabia, since 1951, two 

authorities have dealt with the collection of Zakat, namely 

the Department of General Income and the Department of 

Zakat and Income. The first collects Zakat on money and 

goods while the second levies Zakat on arable products and 

livestock, as detailed below. 

In this respect, in the other GCC countries, no regulation 

has yet been set for Zakat. So charitable organisations in 

those countries have started to regulate Zakat and accept 

Zakat from any one who is willing to pay it and they 

distribute it to the needy themselves. Islamic banks in the 

GCC countries facilitate the collection and distribution of 

Zakat on a limited scale. 

4.5.1 Department of Zakat and Income 

This department was established in Jeddah in 1951 by the 

Finance Ministry Decision No. 394 of 14/6/1951. Although the 

department is autonomous, it is subordinate to the Ministry 

of Finance (Ministry of Finance Decision NO. 7-2870 of 

22/9/1370,1972). 

The Department of Zakat and Income uses information 

provided by other government ministries and departments to 
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calculate and collect Zakat from Zakat payers. For example, 

all ministries must provide the department with copies of 

agreements they make with Saudi individuals and companies 

(Cabinet Decision No. 378,13/4/1391,1971). Information 

about registered traders, and the value of exported and 

imported goods are also provided to the department (Finance 

Ministry Decision no. 340,1/7/1370,1951). 

Articles 21 and 31 of the Finance Ministry Decision no. 340 

of 1/7/1370 (1951) provides several penalties for those who 

evade or refuse payment of Zakat, those who do not pay on 

the legal dates, and those who provide false statements 

about their wealth. The penalties prescribed include paying 

fines, prohibition from travelling abroad and prohibition 

from transferring money. The department also has the 

authority to impose the payment of Zakat through various 

means, including asking local police or governors to compel 

the payment (Cabinet Decision no. 75 of 7/1/1374,1954). It 

should be noted that the Department of Zakat and Income 

could neither distribute nor spend the collected Zakat 

money. There are other departments responsible for the 

distribution of Zakat. 
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4.5.2 Department of General Income 

Established in 1951 (Finance Ministry Decision no. 340, 

1/7/1370,1951), this department is responsible for the 

collection of Zakat on arable products and livestock. A 

region's governor and the Ministry of Finance form 

collection missions (hamalat) to supervise the collection 

of Zakat. Each mission includes individuals responsible for 

the calculation of Zakat (Kuttab), individuals for the 

actual collection of Zakat (Qubbad), and two experienced 

local people. 

4.5.3 Authority responsible for the 
distribution of Zakat 

The authority responsible for the distribution of Zakat is 

the Social Security Department, established in 1962 (Royal 

Decree No. 165,4/3/1382,1962). The resources of this 

department include government assistance and the collected 

Zakat. These were determined by Royal Decree No. M/32, 

20/10/1385 (1965), which states that the collected Zakat 

should be paid to the account of the general treasury of 

the government so that it will be spent with the extra 

funds which the government assigns for social security 

purposes. While the extra funds may be spent for any social 

136 



purpose, Zakat money must only be spent on those 

beneficiaries prescribed by Islamic Law (Al-Sayyid, 1972). 

4.6 Zakat on assets of trade 

It has been shown in the previous section that 2.5 percent 

has to be paid by every Muslim who, at the end of the year, 

owns a net pool of cash equal to or greater than the 

equivalent of 85 grams of gold. In this section the Zakat 

on assets of trade is examined. 

Assets of trade are those assets other than cash or near 

cash items that are made available for trading purposes. 

These assets include apparel, equipment, foodstuffs, animal 

stock, land, and buildings. Some scholars, like Imam Ahmed, 

have defined assets of trade as whatever is placed on sale 

for profits. A Muslim who, at the end of a year, owns a 

defined minimum amount of such goods that have been placed 

for trading purposes has to pay 2.5 percent of their value 

at the end of that year. This includes any profits 

generated from the trading activities of such items during 

the year. Al-Qaradawi (1986) describes assets of trade by 

stating: 

Not all that a person buys are assets of trade. A 

person might buy clothes to wear, furniture for his 
house, or a car to use. All this is not considered 
assets of trade, but rather assets of ownership. (Al- 
Qaradawi, 1986: 317) 
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He further describes some conditions for assets to be 

considered as trade assets. They should meet two 

conditions: the intention of the individual and action. 

Intention is the intention to make profits and action is 

the selling and buying of assets. The existence of one of 

the conditions is not enough to make an activity a trade. 

Intention of making a profit is not sufficient to describe 

an activity as trade without actually practising trade. In 

addition, practising trade without the intention of 

engaging in trade and making profits is not enough to make 

an activity a trade. The importance of the above two 

conditions can be clarified by the following example. 

A man bought a car for personal use. At the same time, he 

intends to sell the car if he is offered more than he paid 

for it. Even though he intended to sell the car if he is 

offered some profit, the man did not actually take steps 

such as advertising, nor did he make it a habit to go to 

the market to offer it in sale. This man has not, 

therefore, engaged in trade, even if the car is sold. He 

may have a habit of buying and selling cars, but uses such 

cars for his personal use until he finds a buyer. This 

personal use does not take the car out of trade because his 

intention is to sell the cars, and from his past actions 
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this activity indicates that this is part of his usual 

pattern of activity. Embarking on licensing procedures, 

advertising, or past patterns can fulfil the criterion of 

action. 

Another issue common to all forms of wealth relates to the 

time of ownership of a minimum amount of wealth. The 

minimum amount is the same as that of cash and near cash 

items, that is, the equivalent of 85 grams of gold. The 

issue discussed by many Muslim scholars is when to check 

whether a minimum amount exists: at the beginning and end 

of the period, at all times during the year, or only at the 

end of the year. There are supporters of each method. Some 

Muslim scholars, like Imam Ahmad, are of the view 

individuals that should only look at the beginning and end 

of each Zakat period even if the amount is less during that 

particular period. According to Al-Qaradawi (1986), if the 

assets are less than the equivalent of 85 grams of gold, 

and have increased to that amount, a year should start once 

the amount has become equivalent to 85 grams of gold. If 

during the period the amount decreased to less than 85 

grams of gold, no Zakat is due until the value stays at 85 

grams or more for a complete year. A third opinion says 

that the amount should only be considered at the end of the 

139 



year. Zakat is payable on both the principle and profits, 

and it is possible to calculate profits at the end of the 

year. It seems that the third option is the easiest to 

apply, especially if the government is performing the 

collection of Zakat. In addition, there is the fact that 

the prophet provided no proof that the condition of 

ownership of the equivalent of 85 grams of gold at all 

times during the year was necessary. Once a Muslim has 

accumulated the equivalent of 85 grams of gold, the year 

has, therefore, started. At the end of the year the value 

of the goods should be examined. If they are equal to or 

greater than the equivalent of 85 grams of gold, 2.5 

percent of that amount should be paid as Zakat. This 

amount should be checked at the same date the next year. If 

it is more than or equal to 85 grams of gold 2.5 percent of 

that amount is due also. The value of goods should be 

checked and Zakat should be paid if the amount is equal to 

or greater than the equivalent. of 85 grams of gold. 

4.6.1 Classification of commercial assets 

Assets other than cash and near cash items are classified 

under Islamic accounting practice into two distinct types: 

trade assets and production assets. Shahata (1977) confirms 
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this fact when he says: 

According to the four doctrines of Islam, Zakat is not 
due on the equipment of production in all cases, whether 
their effects are left on the product or not. The same is 
true when estimating the Zakat of a trader; containers of 
goods and work equipment are not considered part of the 
Zakat pool. 

Assets of trade are financial items such as accounts in 

banks, accounts receivable, and inventory turned over for 

the purpose of growth. Production assets are the same as 

fixed assets in contemporary accounting practices. They 

consist of assets held long term. These assets are not 

owned for the purpose of their own growth or for the 

intention of resale, rather they are held to support the 

business. They include land, buildings, plant and 

equipment, and vehicles. Current assets (working capital) 

are subject to Zakat as long as they are equivalent to or 

more than 85 grams of gold. Zakat has not been paid on them 

for one year, and they are retained for the intention of 

seeking profits and growth. Fixed assets, on the other 

hand, are not subject to Zakat, as long as they are not 

held for the purpose of trade (Al-Sultan, 1997). 

4.6.2 Current assets 

4.6.2.1 Cash and Debtors 

Cash and debtors. All narrated actions (actions told of 
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through proper channels of the Prophet's conduct) and 

statements of past jurisprudence of Islam, indicate that 

the payment of Zakat on lent money that is expected to be 

received is obligatory. As a sample of these statements a 

statement of the third caliph Othman is quoted, Zakat is an 

obligation on loans that if you wished to collect you are 

able to do so (cited in Al-Sultan, 1997: 77). Accounts 

receivable, created as a result of a sale are, therefore, 

subject to Zakat, as long as those accounts are expected to 

be received (which is the same as the view adopted when 

Zakat on cash was discussed). The higher court in Saudi 

Arabia has ruled that loans to a third party are subject to 

Zakat as long as those loans are expected to be received 

(Yahya, 1986). This means that loans that are doubtful 

should be subtracted in arriving at the Zakat pool. The 

Saudi Arabian Zakat and income authorities have obligated 

management of firms to show documents of their requests for 

loan payments by third parties. In the case that these 

documented loans are finally repaid, Zakat should be paid 

for all past periods. 

4.6.2.2 Stock 

Stock is usually composed of assets waiting to be sold. 

According to GAAP, inventory is valued at historical cost 
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without consideration to its current market value unless 

the latter is less than historical cost in value. This 

implies that losses are taken into consideration, while 

profits and growth are not considered until inventory is 

sold. Consensus does not, however, exist in Islamic 

jurisprudence. Some scholars, like Imam Ahmad, believe 

that Zakat should be calculated according to its equivalent 

current value, others deem that Zakat should be paid 

according to the stock's historical value. Most of Islamic 

jurisprudence agrees, however, with the first doctrine, 

which calls for the use of current value. Al-Qaradawi 

(1986) believes that current value of wholesale prices 

should be used because this is the only possible price if 

sale is to be executed quickly. According to (Al-Sultan, 

1986: 56) : 

The wholesale value is the same as the replacement 
cost of the inventory, which contains appreciation in 
value as a result of passage of time. Selling 
expenses have to be considered if selling prices are 
used. It is better to use replacement values since 
they can be determined fairly easily, and therefore 
will only contain profits that have a high degree of 
certainty. 

Selling prices and expenses are not, however, all that 

difficult to determine. In addition, profits are fairly 

certain if the business is intended to continue. The 

management or the owner at the date Zakat is due should, 
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therefore, make a list of the average prevailing prices at 

that date (wholesale). Volumes then multiply the resulting 

prices, selling expenses are subtracted and then the net 

result is the base for calculating Zakat. 

4.6.3 Liabilities arising from current assets 

These liabilities consist of creditors, notes payable and 

short-term loans. These short-term liabilities are a result 

of the acquisition of current assets; such liabilities 

should be subtracted from current assets in order to arrive 

at the Zakat base (Jammjoum, 1995) . In a case where these 

liabilities result in the reduction of the Zakat base to a 

level lower than the equivalent of 85 grams of gold, then 

there is no Zakat payment (Al-Qaradawi, 1986). Long term 

loans, as well as their current portion, that arise from 

the purchase and/or financing of production assets, are not 

subject to Zakat as long as they are used to finance fixed 

assets of the firm. On the other hand, if part of the 

long-term loan is used for financing part of the working 

capital, i. e., permanent working capital, then that part 

should not be subtracted (Yahya, 1986). 
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4.6.4 Calculating the Zakat base 

The Zakat base can be determined by using two methods: the 

direct method and the indirect method. The direct method 

calls for analysis of the elements of the Zakat base, i. e., 

cash, inventory, accounts receivable, accounts payable, and 

notes payable. The indirect method calls for the analysis 

of equity accounts. Both methods should yield the same 

amount of Zakat liability. The two methods are described 

as follows (Al-Sultan, 1997). 

4.6.4.1 Direct method 

In order to calculate the Zakat base, we start by adding 

the balances in assets of trade at the end of the year. 

The reason for adding balances at year-end is that these 

balances contain any undistributed profits on which Zakat 

should be paid. By using year end balances, any portion of 

the profits that went to fixed assets will not be included 

in the Zakat base (which should be the case, since there is 

no Zakat on fixed assets). Current liabilities should be 

deducted from current assets since Zakat is payable on 

owned assets only. The final step is to add any unrealised 

profits on inventory, since it is actual wealth and not the 

historical cost of this wealth that is at issue. The 
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unrealised profits should be net of any selling expenses. 

Long term assets are not added since Zakat is not paid on 

these assets and long term debt Zakat is payable on owned 

assets only. Based on the above, the Zakat pool can be 

determined as follows. 

Zakat base, using the direct method 

Zb = 2.5% ( C'a - C1 ± Sv ± Iv ] 
...... 

(11) 

Where: 
Ca current assets (Debtors + Stock + Short term invested + Cash + Prepayment) 
Cl = current liabilities (Creditors + Short term loan + Accrued expense) 
Sv = Stock value (+ if the MV > BV; - if the MV < BV ) 

IV Short term investments (+ if the MV > BV; - if the MV < BV 

4.6.4.2 Indirect method 

This method concentrates on calculating the Zakat base 

through a determination of an owner's net worth excluding 

that portion arising from fixed assets. The starting point 

is paid on capital at the end of the year. Items that are 

added include net profit for the year, retained profits, 

all reserves and appropriations (except accumulated 

depreciation and end of service appropriations) and credit 

balance of owner's account. This method is one followed by 

the Saudi income and Zakat authorities (Al-sultan, 1997). 

In order to obtain the net worth figure, net of fixed 

assets, the dollar value of these assets (net of 
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accumulated depreciation) should be deducted from the above 

total. Also all accumulated losses should be deducted to 

arrive at the Zakat base. Net assets have to be free of any 

debt carried to finance these assets. In case such debt 

exists, these debts should be added back to the base, 

otherwise double counting will occur. Based on the above, 

the Zakat pool can be determined as follows. 

Zakat base, using the indirect method 

Zb = 2.5% {[ Pcn1 + Pal + Reno + RS ± S� ± I�+ Bl ]-[ Nfan1] (12) 
Where: 
Pcnl = Paid in capital (end of the period) 
Pnl = Profit for the year 
Rpno = Retained profit at the (bingeing of the period) 
Rs = Reserves at the end of period 
S, = MV of stock - BV of stock (+ if the MV > BV; - if the MV < BV) 
Iv = MV of I� - BV of I� (+ if the MV > BV; - if the MV < BV) 
Bl = Bank loan 

Nfanl = Net fixed assets at the end of year 

Illustrative example: 

In order to further understand the above two methods, the 

following illustration is now introduced. 
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Balance Sheet 31-12-19X2 

30-12-XXX1 
££ 

Fixed Assets 
Land 400,000 
Long term invested 100,000 
Buildings 900,000 
Accumulated Depreciation (200,000) 700,000 

1,200,000 

Current Assets 

30-12-XXX2 
££ 

350,000 
150,000 

1,000,000 
(300,000) 700,000 

1,200,000 

Debtors 40,000 30,000 
Stock 200,000 250,000 
Short term investment 20,000 20,000 
Cash 100.000 110,000 

360,000 410,000 
Total Assets 1,560,000 1,610,000 

Liabilities and Owners' Equity 
Amounts Falling Due Within One Year 
Creditors 40,000 50,000 
Notes Payable 30,000 20,000 
Accrued Expense 30,000 5,000 

100,000 75,000 
Working Capital 260,000 335,000 

Amounts Falling Due Within 
More than One Year 

Bank Loan 300,000 300,000 

Financed By: 
Paid in Capital 1,000,000 1,000,000 
Retained Profit 110,000 195,000 

General Reserves 50,000 40,000 
Total Liabilities and Equity 1.560.000 1,610,000 

Profit and Loss Account for the Year Ending 31.12.19X2 

Revenue 900,000 
Cost of Revenue - (600.000) 
Gross Profit 300,000 
Expenses 175,000 
Net Profit 125,000 

The market value of stock at the end of 19X2 was £300,000. 
The MV of short term invest at the end of 19x2 was £40,000 
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Calculation of Zakat using direct method: 

Zb = 2.5% [ Ca - Cl ± Sv ± Iv l 

Current assets 
Debtors 
Stock 
Short term invest 
Cash 
Total current assets 
Total current liabilities 
Working capital 
Increase in stock value 
Zakat base: 
Zakat at 2.5% (385,000) 

Calculation of Zakat using indirect method 

30,000 
250,000 

20,000 
110,000 
410,000 
(75,000) 
335,000 

50,000 
385,000 

9,625 

Zb = 2.5% {[ Pcnl + P,, 1 + R... + R. ± S� ± I" + B1 ]-[ Nfan1] } 

Paid in capital end of year 
Net profit 
Retained profits 
Increase in stock value 
Bank loan 

Net fixed assets end of year 
Zakat base: 
Zakat at 2.5%*(385,000) 

££ 
1,000,000 

125,000 
110,000 

50,000 
300,000 565.000 

1,585,000 
(1.200.000) 

385,000 
9,625 

4.7 Summary 

In this chapter, Zakat calculations for most forms of 

wealth were discussed. The calculations were presented so 

that the reader could gain some understanding of the 
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literature behind the selection of different methods. The 

variety of methods are caused by the differences between 

jurisprudence in interpreting Qur'an statements, the 

Prophet's statements, and precedents. Zakat on all forms of 

cash (gold, paper money, and jewellery) is at 2.5 percent 

of their total amount at the end of the year as long as 

this amount is equal to or greater than the equivalent of 

85 grams of gold. Zakat on silver is paid at 2.5 percent 

annually when the wealth is equal to or greater than 85 

grams. Zakat on agricultural products depends on the 

method of irrigation and planting. Zakat on personal income 

should be paid at 2.5 percent of net savings at the end of 

each year, after deducting debts, and an allowance of one 

year's essential expenses. 

Given that the focus of this study is to investigate zakat 

on commercial transaction, two approaches were examined as 

bases for Zakat calculation; namely the direct and indirect 

methods. While the first method emphasises change in 

working capital, the indirect approach is mainly based on 

reported profit. In all cases, both approaches result in 

the same figure. 

On the other hand, the system of Zakat is still facing some 
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difficulties. These difficulties can be classified into 

three groups. 

The first group relates to differences among religious 

scholars about the ways of calculating the Zakat base. 

Despite the minor nature of these differences, they do 

affect the Zakat itself; the elements would have to be 

included in the Zakat base and thus its amount. Such 

differences in view last a long time and consensus would 

not be easily reached. 

The second group of difficulties occur when considering the 

mechanism for collecting Zakat (where evasion is common 

from companies, due to their non-disclosure of real 

accounts to the authority for Zakat estimation). As a 

result, the Saudi Arabian Government has announced 

legislation by which it has created new offences for 

business that attempt to escape paying the right amounts of 

Zakat. 

The third group concerns the methods of Zakat distribution 

to the people listed in the religious statement. It may 

happen that some beneficiaries have not gained their 

correct share of Zakat. 

All these problems impose real challenges to any suggested 
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Zakat system supposedly to be applied in the Gulf States. 

The researcher has taken into account these difficulties in 

designing the fieldwork questionnaire in the next chapter. 

Solutions to these problems would help in providing answers 

to some of the questions raised in this chapter. 
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Chapter five 

Research methodology 

5.0 Introduction 

In the previous chapter the literature on Zakat was 

considered. It was evident that many issues related to 

Zakat remained without clear answers. This chapter will 

identify these issues and provide answers through an 

empirical survey covering four GCC countries. The study 

objectives and methodology used to carry out the survey and 

the analysis are offered in this chapter, which consists of 

five sections. The study objectives are discussed in 

section two. In section three the survey questions are 

discussed. Section four presents the research methodology. 

The advantages and disadvantages of using the questionnaire 

as data collection instrument of this study are considered 

in this section. In addition, the steps of questionnaire 

design, question formulation, pilot testing of the 

questionnaire, sampling procedures and questionnaire 

distribution procedure are described and discussed in this 

section. Finally, statistical tests employed in this study 

are the subject of section five. 
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5.1 Study objectives 

The main objectives of this study are to examine current 

methods used to account for, and highlight variations in 

Zakat accounting, in the four GCC countries. In particular, 

the study sets out to explore the following issues: 

1. whether or not Zakat accounting practices are important 

in GCC Countries; 

2. whether or not investors consider announcement of Zakat 

important when making investment decisions; 

3. whether or not company annual reports, in the GCC 

countries, should include information about Zakat; 

4. the perceptions of various users on who should be 

responsible for Zakat regulation in the GCC countries; 

5. whether or not harmonisation of Zakat accounting 

practices is possible in the GCC countries; 

6. factors that may effect the low standard of Zakat 

accounting practices in the GCC Countries; and, 

7. the potential benefits from the harmonisation of Zakat 

accounting practices across GCC Countries, 

Therefore, the research questions to be tested in this 

respect are formulated as follows. 
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5.2 Research questions 

5.2.1 Zakat payment 

The Zakat is the third of the five major pillars 

(principles) of the Islamic faith. Among these five 

principles, Zakat is the one that forms the basis of an 

Islamic economy. Zakat is a compulsory religious duty. The 

Tawrat and the Bible both urge the faithful to offer alms 

(donated charity), which is a form of Zakat (Yahya, 1986). 

In fact the Qur'an has mentioned that Ismail, Isaac and 

Jacob were all ordered to pay Zakat. Jesus on the other 

hand, has been quoted in the Holy Qur'an as saying: 

I am indeed a servant of Allah; He has given me Revelation 

and made me prophet, and He hath made me blessed 

wheresoever I be, and hath enjoined on me prayer and Zakat 

as long as Ilive. (Qur'an, chapter 19: 30 and 31) 

The purpose of life according to Islamic principles is the 

worship of Allah by doing what He asked us to do and 

refraining from what he has cautioned us from doing. Zakat 

is to give thanks for the gift of money. The performance of 

Zakat means, therefore, that the Muslim has obeyed Allah, 

which gives the individual the satisfaction he/she needs. 

Some scholars, like Immam Ahmad, mention that Zakat helps 

individuals to overcome greed, which is considered by many 

as an unwelcome trait, and which is clearly mentioned in 

the Qur'an (chapter 17: 100). Payments of Zakat, therefore, 

act to purify the soul and improve people's self images. 
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One way that the rich benefit, by paying Zakat, is in being 

able to feel part of the general social environment. In 

this way, Zakat acts as a mechanism for the distribution of 

wealth, which helps in closing the gap between the poor and 

the rich. It was, therefore, deemed important to 

investigate the perceptions of the selected groups of 

respondents regarding Zakat payment. 

Research Question (1) 

" What are the various perceptions, of the selected 
groups of respondents, of Zakat payment? 

5.2.2 Compulsory nature of Zakat 

The principle in Islamic law is for Zakat to be collected, 

under state supervision, for those who deserve it. Zakat 

is not merely a kind action to be left to the choice of the 

individual Muslim - even if it were to be preferred for a 

Muslim to personally distribute the Zakat due on his or her 

money. It is a compulsory obligation on the ruler to 

appoint those responsible for collecting and distribution 

Zakat to those deserving it. Allah has made it a duty for 

the Muslim state (Attawba, 103). According to (Al-Sultan, 

1997) if a Muslim state is found not to be gathering Zakat 

from its people and spends it on those deserving, a Muslim 

is obliged, by his faith, to personally carry out its 
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distribution to those deserving it and not to stop for any 

reason; for Zakat is a permanent right and nothing 

abolishes it, neither in advance nor by passage of years. 

Islam has prohibited all types of ploys, by those who must 

give it, to drop Zakat. Islam rejects any attempts to avoid 

payment. As the Prophet, said: 

Deeds are done by their intention and every person is 
rewarded by what he intended. (Al-Albani, 1998) 

Before any other matter, Zakat is a relationship between a 

Muslim and his Lord. Whoever has to pay Zakat does not feel 

oppressed because the one who obligated it is Allah. In 

general, Muslims believe that Zakat purifies and sanctifies 

people and their money, and that it guards their wealth and 

makes it grow. If the belief is low in some people and 

they have deluded themselves into avoiding or refusing to 

give Zakat, it should be taken from them by compulsion and 

even, if necessary, by force (even if it requires 

fighting). This is what The Sunna has confirmed in writing 

of the history of the actions at the time of the Prophet 

and rightly guided caliphs. As Abu Bakr Assiddeeq (may 

Allah be pleased with him) said concerning those who 

refused to pay Zakat for their wealth: 

By Allah if they deny me what little that they used to 
give to the prophet, may blessings and peace be upon him, 
I would fight them for denying it. (Al-Albani, 1998) 
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A monetary punishment may be a sufficient penalty to 

whoever does not pay Zakat out of laxity or greed. As to 

whoever does not pay it out of rejection, the matter does 

not stop with a monetary penalty. 

In the other GCC countries, no regulation has yet been set 

for Zakat, so charitable organisations in those countries 

have started to accept Zakat from any one who will pay it 

and they distribute it for them or by recommendation from 

themselves. Islamic banks in those countries also do this. 

It was, therefore, important to investigate the perceptions 

of the selected groups of respondents regarding the 

compulsory nature of Zakat. 

Research question (2) 

" What are the various perceptions, of the selected 
groups of respondents, regarding the reasons that 
might prevent some Muslims from paying Zakat? 

5.2.3 Zakat accounting 

In Saudi Arabia, three parties are involved in determining 

and estimating Zakat revenues. According to the Zakat 

regulations (1988) these are: companies (the owners), the 

Zakat department (government) and audit firms (independent 

bodies). There is a conflict of interest between the owners 

and the agency responsible for collecting the Zakat (Zakat 
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regulation, 1988). Companies, using the generally accepted 

accounting principles and their flexibility in application, 

can inflate expenditure or deflate revenues which, in the 

final analysis, would decrease or even cancel the Zakat 

pool. By contrast, the Zakat department views such measures 

by companies with suspicion and mistrust. It always strives 

to counter this practice by cutting down or cancelling a 

number of expenditure items and increasing revenues, or 

creating some revenues that company administrators might 

try to exclude from the Zakat pool (Zakat regulation, 

1988). An independent or legal auditor is supposed to be 

neutral in determining the Zakat pool since he/she has no 

direct interest and strives to be just. There is, however, 

a tendency to perceive this group as representing 

companies' interests (in their determination of the Zakat 

pool) because of companies' direct involvement with this 

group. Nonetheless, the final assessment is that arrived 

at by the Zakat department (Zakat regulation, 1988). It 

was, therefore, important to investigate perceptions, of 

the selected groups of respondents in connection with 

variations in accounting for Zakat. 

Research question (3) 

" What are the various perceptions, of the selected 
groups of respondents, of variations in Zakat 
accounting? 
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5.2.4 Zakat auditing 

Auditors are appointed by the government's Zakat department 

for the determination of the amounts of Zakat (Zakat 

regulation, 1988). They are involved in the examination of 

the special reports involved with the determination of 

Zakat. They go through various procedures of examination 

and auditing to -impart greater credibility and added value 

from the investor's point of view (SOCPA, 1997). Auditing 

aims to add further confidence to the revenue bills. In 

order to achieve this, parties using such bills must have 

confidence in the auditor's competence in reporting the 

financial position of the company. Achieving this requires 

the availability of certain objectives, defined and 

reasonable auditing criteria, that all auditors should 

adhere to and which are regarded as standard for assessing 

the auditor's efficiency and the quality of the work he/she 

undertakes (Ministry of Commerce, 1986) . It was, therefore, 

important to investigate the perceptions, of the selected 

groups of respondents, that took part in this study, 

regarding the usefulness of Zakat auditing. 

Research question (4) 

" What are the various perceptions, of the selected 
groups of respondents, of the usefulness of Zakat 

auditing? 
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5.2.5 Zakat regulation 

Regulating Zakat with respect to the collection procedures, 

methods of collection and auditing of the Zakat pool, are 

important aspects that should be given the utmost care. A 

Zakat assessment vacuum has become evident in countries 

which do not have an official agency for the regulation of 

Zakat. From the Shariah or Islamic point of view, the 

governor is responsible for the collection of Zakat. The 

foundation of an agency to deal with Zakat is the state's 

responsibility (Qur'an, chapter 9: 103). A law has been 

passed in Saudi Arabia that regulates issues relating to 

Zakat. The Ministry of Finance, in collaboration with the 

clergy and accountancy firms, has been commissioned to 

formulate Zakat regulation. In some Islamic countries, 

where the government does not observe this procedure, 

officially authorised charities traditionally perform this 

function. It was, therefore, important to investigate 

respondents opinion on who should regulate Zakat. 

Research question (5) 

" What are the various perceptions, of the selected 
groups of respondents, of who should regulate Zakat? 
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6.2.6 Zakat measurement and disclosure 

In 1996, the Saudi authority passed a bill on the standard 

of accounting for Zakat and tax. The standard provides that 

companies should disclose Zakat in their revenue bills, and 

whether they are subject to the Zakat or taxation. 

It also provides that Zakat measurement should be made in 

accordance with the rules and regulations of the 

organisational framework of Zakat in the Kingdom of Saudi 

Arabia, irrespective of any provisional differences between 

the net Zakat income and the net accountancy income 

(Article 122). Zakat expenditure should be declared as an 

independent item in the profit and loss account after the 

special items of gains and losses and before the net 

income. The measure also provides that the revenue bills of 

the company should include the following items of the Zakat 

pool, and their amounts; the amount of Zakat due to the 

state's treasury at the end of the year, and the years for 

which they were not declared (Article 125). The need for 

these explanations are essentially related to presenting 

external financial reports of a public interest nature. 

These present adequate information to help the main 

beneficiaries in assessing the capability of the activity 

to generate an adequate positive financial flow to meet due 

financial obligations, including distributing profits to 
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capital owners (Article 70) . The measurement of Zakat and 

its declaration in company financial reports in the Gulf 

States may facilitate the co-ordination process of Zakat 

between the Council States. It, was therefore, important to 

investigate the perceptions, of the selected groups of 

respondents, who took part in this study, of the annual 

level of Zakat measurement and disclosure in GCC countries. 

Research question (6) 

" What are the various perceptions, of the selected 
groups of respondents, of Zakat measurement 
disclosure? 

5.2.7 Possibility of Zakat harmonisation 

According to Olfet (1988) it is difficult to find anywhere 

in the world any group of states, distinguished in its 

cohesion and commitment to a set of attributes, such as 

exemplified by the group of Arab Gulf states. The sharing 

of one faith means they are enriched by shared morals and a 

shared language dissolves any obstacles in the way of 

realising communication between each other. Its shared 

culture produces a real bond between them and climatic and 

geographical circumstances have created agreement in styles 

of clothes and residence. The bases of their wealth 

resources and the coastal line bordering these countries 

associate their economic destiny with that ever expanding 
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commercial and mutual space between them and the rest of 

the world, where they share the world's prosperity as a 

group and face decline as a whole. These similar 

environmental circumstances led to the forming of the 

Committee of Co-operation of Arab Gulf states in February 

1991. The Committee of Co-operation of Arab Gulf States is 

a political, financial, social and local organisation in 

terms of principles and aims that were predestined by the 

basic system. Since the foundation of the committee, many 

financial agreements have been made. These have involved 

co-operating in and unifying financial and monetary 

organisations. The Gulf Committee of Co-operation has 

become an apparent and effective presence that reflects the 

directions of the governments of the member states and the 

interests of its people, believing in its united aims and 

shared fate. 

These factors will contribute to the harmonisation of 

accounting of Zakat between countries. According to Trop 

(1990) accounting harmonisation reduces administrative and 

system costs by removal of unnecessary duplications of data 

and published information requirements. In addition, 

harmonisation facilitates better information for 

centralised agencies. According to Chandler (1992), the 

harmonising of regulatory agencies means that both tax 
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authorities and securities regulators would find their 

supervisory and enforcement roles eased if national 

differences in financial reporting and auditing were to be 

reduced. Finally, the Islamic Shariah has a big influence 

on harmonisation in the GCC countries because of its 

prohibition of riba. Also it imposes Zakat in any trade 

transaction. It was, therefore, important to investigate 

the perception of respondents regarding the possibility of 

Zakat harmonisation. 

Research question (7) 

" What are the various perceptions, of the selected 
groups of respondents, of harmonising Zakat 
accounting across the GCC countries? 

5.2.8 Zakat collection and distribution 

The principle in Islamic law states that Zakat should be 

collected, under strict supervision, for those who deserve 

it. Zakat is not merely an action left to the choice of 

each Muslim - even if it were preferred for Muslims to 

distribute the Zakat of their money individually. It is a 

compulsory obligation that the ruler allows those appointed 

to collect and those deserving to receive. It is a duty 

for Muslims to pay (Qur'an, chapter 9: 103). 
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In Saudi Arabia, the Zakat Department is responsible for 

collecting and distributing Zakat. According to the 

Ministry of Finance, royal decree no. 17/2/28/3321 of 

11/2/1950, Zakat is collected from individuals and 

companies of Saudi nationality. The basic idea for the 

collection of Zakat is to be consistent with the Shariah 

and to allow the Zakat Department to collect Zakat, as 

imposed by the government of Saudi Arabia, and according to 

Islam, which was imposed by Allah. In 1963, decree no. 

61/5/1, the amount collected by Zakat Department should be 

transferred from the Ministry of Finance treasury to the 

Social Security Institution treasury to be distributed by 

them to the needy. In the other countries, no regulation 

has yet been set for the collection or distribution of 

Zakat, so Islamic banks and charitable organisations in 

those countries deal with Zakat; accepting it from anyone 

who will pay it and distributing it (if requested, 

according to the depositors' recommendations). It was, 

therefore, important to investigate the perceptions of the 

selected respondent groups regarding Zakat collection and 

distribution. 

Research question (8) 

" What are the various perceptions, of the selected 
groups of respondents, of efficient means of 
collecting and distributing Zakat? 
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5.2.8 Variations in accounting measurement 

In line with conventional accounting, adopted by developed 

countries, accounting measurement and disclosure in the 

Islamic countries are flexible and allow for different 

methods to be used. Variations in accounting measurement 

and disclosure of Zakat are explained below. 

5.2.9.1 Depreciation of fixed assets 

According to the Ministry of Finance (1988) depreciation of 

fixed assets is considered to be a discounted expenditure, 

in line with Circulation No. 12025/2/1 dated 18.12.1392H, 

issued by the Department of Zakat and Income, provided that 

the: 

a) fixed assets are owned by the firm; 

b) fixed assets are depreciable; 

c) fixed assets are used in the firm's activity; 

d) depreciation is for one complete year, except in the case 

where an asset has only begun to be used during the year; 

e) depreciation is measurable according to the specified 

percentages as a maximum limit by the department and on 

the basis of cost actuality of fixed assets. 
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According to Al-Sultan (1997) the treatment of fixed assets 

adopted by the Saudi Department of Zakat and Income, 

conforms to the accountancy treatment for the depreciation 

of fixed assets. The latter is based on estimating 

depreciation according to rational percentages and on the 

basis of the actual historical cost of the fixed assets. 

Consequently, the Saudi Department of Zakat and Income is 

criticised, as follows, with respect to its treatment of 

the depreciation of fixed assets. 

1. This treatment has not complied with the criteria of 

measurement and assessment of current cost when 

calculating depreciation on the basis of the actual cost 

of the fixed assets. Because the department has not 

complied with these criteria, when assessing the trade 

activity (working capital) at the end of the period, this 

can be regarded as an unjustified inconsistency in 

measuring elements of the Zakat pool of trade activity. 

2. This treatment has not complied with the criterion of 

protecting capital, since measuring the depreciation of 

the fixed assets on the basis of their actual cost lowers 

the value of depreciation instalment and unjustifiably 

increases the net profits. This leads to increasing the 

Zakat pool of trade activity and, consequently, its 

168 



applicability to part of the capital, which means 

unprotecting it. In addition, the firm's future inability 

to replace its fixed assets, using the accumulated 

depreciation instalments in the accounts of depreciation 

of fixed assets allowances, also indicates an inability 

to protect capital as well as bringing about the firm's 

inability to continue. 

5.2.9.2 Allowances and reserves 

The Saudi Department of Zakat and Income does not allow to 

deduct any kind of allowances, except for depreciation of 

fixed assets, and bad debts allowances in the banking 

sector only, provided that the following are available. 

a) It is necessary to submit a certificate from the Saudi 

Arabian Funds Organisation stating the amount of the debt 

of the allowance. 

b) Zakat must be levied on each collected debt and for one 

year. 

As for reserves, the Saudi Department of Zakat and Income 

does not discount them at all on the basis that they do not 

represent any actual burdens or losses; so they are not 

used by the firms as a means of lowering their profits and 

accordingly the Zakat base. 
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5.2.9.3 Expenditure 

The Saudi Department of Zakat and Income excludes any 

expenditure not relating to the firm, and does not allow 

discounting them, such as personal expenditures of the 

firm's proprietors. This agrees with the accountancy 

practices and the entity principle. Each organisation 

represents an entity, which is separate and independent 

from its owners, and from other organisation. Thus, by this 

principle, the activity of the organisation is separated 

from the activities of its owners. It also agrees with the 

standard for measuring the Zakat base of the trade 

activity. The Saudi Department of Zakat and Income excludes 

any expenditure not relating to the Zakat year under 

consideration, even if they were actual and supported by 

documents. 

5.2.9.4 Expenditure relating to previous years 

According to Al-Sultan (1997) the Saudi Administration of 

Zakat and Income excludes any expenditure not relating to 

the Zakat year under consideration, even if they were 

actual and supported by documents. 

The researcher does not agree with the Administration in 

this regard since, if these expenditures are real and 

supported by documents as well as relating to the firm, 
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then they must be discounted since they are the firm's 

debts for previous periods, paid during the period under 

consideration. Debts are generally considered as discounted 

elements. 

5.2.9.5 Wages, salaries and similar items 

According to (Yahya, 1988) wages, salaries and similar 

items (such as awards paid out for personal services) are 

considered as deductible costs when calculating the firm's 

net profits, provided that their amounts are reasonable and 

not exaggerated, in accordance with the procedures observed 

by the Saudi Department of Zakat and Income. They should 

also be related to the firm's activities. This also allows 

discounting academic fees paid by firms to their employees, 

in the region of 5,000 Riyals per employee. 

According to Al-Sultan (1997), the Zakat department's 

action in relation to wages, salaries and similar items 

agrees completely with accountancy procedures and 

principles; and with the Zakat pool of trade activity. 

5.2.9.6 End of service awards 

According to the Saudi Organisation of Certified Public 

Accountants (1997), the Saudi Department of Zakat and 

Income allows the discounting of end of service awards 
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payable or paid to employees, on the basis that they are 

determined according to specific rules and regulations 

provided for in the Statute of Labour and Labourers, and 

also that they had been calculated on the basis of the wage 

at the end of employment and on the basis of the period the 

employee stayed in service. If, however, the firm creates 

an allowance to meet spending these awards in the future, 

(i. e., an allowance for end of service awards) the Zakat 

and Income Department does not allow discounting of this 

allowance. End of service awards are regarded as a 

statutory obligation accepted by the Department of Zakat 

and Income when they are actually paid to the employees. 

This is so that firms would not resort to creating such 

allowances in an attempt to lower their profits and, hence, 

the Zakat pool of trade activity. It is also not possible 

for a firm to determine the end of service award of any 

employee in the firm except upon the end of his service 

whether for retirement, death or voluntary termination of 

service. 

5.2.9.7 Bad debts 

According to Jamjoum (1985), the Saudi Department of Zakat 

and Income agrees to discount bad debts from a firm's 

revenues when determining the Zakat pool of trade activity 

since this agrees with accountancy practices and principles 
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as well as with the standard for the estimations of the 

Zakat pool of trade activity, in accordance with the 

following provisions. 

a) Bad debts should be real rather than false. 

b) A decision must be made towards cancelling these debts 

from the concerned authority within the firm. 

c) The firm must have carried out the legal and actual re- 

claiming procedures, and more than one year must have 

elapsed since these reclaims were made. 

d) The firm must prove the inability of the debtors to pay 

these debts, such as in bankruptcy cases by a judicial 

verdict, or in cases of debtors stopping payments due to 

their insolvency; and, 

e) the firm has to pledge to primarily include any collected 

bad debts in the future within the Zakat declaration. 

5.2.9.8 Fees of firm's board of directors 

According to the Saudi Organisation of Certified Public 

Accountants (1997), the Saudi Department of Zakat and 

Income excludes all that members of a company's board of 

directors obtain in terms of fees or rewards from 

expenditures and does not allow discounting them from the 

revenues when determining the Zakat pool of trade activity. 

The Zakat department justifies this action in that these 
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fees or rewards are considered distribution of profit 

rather than a burden to it. This procedure is applicable to 

companies or sole companies, where, according to the Saudi 

Companies Statute, there is a board of directors (of joint 

liability companies, with a number of shareholders) or a 

partner managing a sole corporation. In both cases, 

whatever the board of directors of a joint liability 

company (which consists of all shareholders) or a director 

in a sole corporation (who is a partner) are paid, this is 

considered to be a distribution of profit rather than a 

burden to it, consequently it should not be discounted. 

This treatment has been adopted by the Saudi Department of 

Zakat and Income (i. e., not discounting the fees of a 

firm's board of directors from the revenues when 

determining the Zakat pool of trade activity; so as not to 

use these fees and rewards as a means to reduce profits, 

and, subsequently, the Zakat pool of trade activity). It 

was therefore, important to investigate the perceptions, of 

the selected groups of respondents, regarding variations in 

accounting measurement. 

Research Question (9) 

" What are the various perceptions, of the selected 
groups of respondents, of the cause(s) of variation 
in measuring Zakat? 
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5.2.10 Percentage of Zakat 

When Zakat is imposed, the percentage which should be paid 

to the collection authority is 2.5 percent of net profit. 

According to the Holy Qur'an: 

Of their wealth take alms (Zakat) so that thou mightest 
purify and sanctify them; and pray on their behalf. 
(Qur'an, chapter 9: 103). 

After the discovery of oil in Saudi Arabia, the result has 

been a significant increase in oil revenue, the Saudi 

government decreased the percentage of Zakat collection 

from 2.5 percent to 1.25 percent and allowed 1.25 percent 

to be kept by companies (investors) to be distributed by 

themselves. But Decree No. 76, dated 30/10/1976, Saudi 

Arabian government imposed a Zakat percentage of 2.5 

percent of net profit. In the other GCC countries, no 

regulation governs this issue as yet. Only Islamic banks, 

however, deduct 2.5 percent from the reported net profit 

for Zakat and distribute this to the needy. It was, 

therefore, important to investigate the perceptions, of the 

selected groups of respondents, regarding the Zakat 

percentage that ought to be paid. 

Research Question (10) 

" What are the various perceptions, of the selected 
groups of respondents, of the percentage of Zakat 
that ought to be collected? 
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5.2.11 Shariah supervisory committee (SSC) 

To insure accountability and to verify that all 

transactions conducted by an Islamic bank are observing 

Shariah principles, each Islamic bank employs a SSC. 

Similar committees plays a major role in the Saudi Zakat 

Department by monitoring and providing advice on companies 

dealing with Zakat. According to the Ministry of Finance 

(1988) all employees in the department monitoring Zakat are 

appointed by and receive salaries from the government. In 

the other GCC countries, there is no organisation which 

regulates Zakat, but the Islamic banks in those countries 

each have a SSC to monitor and control all bank activities 

and transactions, especially Zakat calculation and 

distribution. This committee is appointed by and receives a 

salary from the bank. Given that the committee is appointed 

by the bank, this would bring into question its 

independence, since it might be expected to be influenced 

by the bank authority. Management could influence the 

committee's opinion when making decisions about Zakat. It 

was, therefore, important to investigate the perceptions, 

of the selected respondents, regarding the appointment of 

and salaries paid to the SSC. 

Research Question (11) 

" What are the various perceptions, of the selected groups of 
respondents, of who should appoint and pay for the SSC? 
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5.2.12 Zakat location in the annual report 

According to the Ministry of Finance (1988) the Saudi 

Arabian government requests all companies to disclose 

information about Zakat in the annual report. This will 

help to ensure that Muslims know the amount of money paid 

to the collection agency. The location of Zakat in the 

financial report is not specified. There is no regulation 

yet in the other GCC countries, so financial reports do not 

include the amount of Zakat. This will affect investment in 

these countries. Annual reports of Islamic banks in those 

countries show the amount of Zakat per share. It was, 

therefore, important to investigate the perceptions, of the 

selected groups of respondents, regarding the location of 

information on the Zakat disclosed in the annual report. 

Research Question (12) 

" What are the various perceptions, of the selected 
groups of respondents, of the location of information 
on the Zakat disclosed in the annual report? 

5.2.13 Zakat method 

The determination of the Zakat base of the trade activity 

depends on a firm's financial situation and the calculation 

of working capital. As mentioned in the previous chapter, 

the Zakat base can be determined by using either the direct 
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or indirect method. According to Al-Sultan (1997), the 

direct method calls for analysis of the elements of the 

Zakat base, i. e., cash, stock, debtors, creditors, and 

notes payable. The indirect method calls for the analysis 

of the equity accounts. The two methods produce the same 

amount of Zakat obligation. Both methods, however, overlook 

the nature of investment in other firms, and whether these 

firms are subsidiaries to the parent company. If these 

investments have been purchased for selling back or to 

trade in them, they and their Zakat base will then be 

included within the elements of the current assets and 

Zakat should be levied. If, however, they were purchased to 

control other subsidiary companies, they are included with 

the elements of fixed assets, and any return they achieve 

is subject to Zakat. These two methods, for the 

determination of the Zakat pool of trade activity, suit 

companies with regular accounts. With regard to companies 

with irregular accounts, however, the Zakat base can be 

estimated. The capital can be determined at the beginning 

of the year from the commercial register or the company's 

contract. It may also be estimated from the activity's 

current size'. Profits will be determined in the light of 

operations undertaken throughout the year and also other 

general indicators. The commercial debts payable to the 

Usually they estimate profit as a percentage of cap 178 (10 percent of capital). 



Zakat payer are added to the profits, unless he proves the 

unlikely hood of collecting them, or if there is a dispute 

between him and the other parties. It was, therefore, 

important to investigate the perceptions, of the selected 

group of respondents, regarding the Zakat accounting 

method. 

Research Question (13) 

" What are the various perceptions, of the selected 
groups of respondents, of Zakat accounting methods? 

5.2.14 Benefit of Zakat implementation 

According to Al-Qaradawi (1986) Zakat (alms), in the 

language of the Qur'an and the Sunna, may be called 

charity. The root of the word charity is taken from 

truthfulness. This is why Zakat is called charity, because 

it is evidence of the truth of the belief of the one giving 

Zakat and belief in The Day of Judgment. The Qur'an has 

expressed the religious aims for Zakat in two words; 

purification and sanctification. 

Take alms from their wealth in order to purify them 
and sanctify them with it. (Attawba, 103). 

This is because the wealth that a man gathers may not be 

clear (it may be from uncertain origins) or may be 
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impermissible (haram), and is not purified without taking 

Zakat out. 

The believer who gives Zakat lets goes of the desire for 

greed and reaches success. 

And whosoever is saved from his own covetousness, such 
are they who will be the successful. (Alhashr, 9). 

Zakat also reveals the meaning of purification of oneself. 

In payment of Zakat one realizes the meaning of being a 

servant to Allah The All High. A believer does not wait 

for payment or other reward from whomever benefits from 

Zakat, but he awaits it from The Lord of His servants. So 

the giving, by a Muslim, of Zakat by himself and paying it 

from his free money (which he strongly loves) reflects the 

depth of his belief and stability of his creed and wish to 

attain the pleasure of Allah (Al-Sultan, 1997). Whoever 

deserves and receives Zakat realizes that he is a member of 

a generous human society. Zakat brings about affection, 

mercy and love between the members of an Islamic society. 

Muslim brotherhood cannot last if there exist any people 

crying and suffering from hunger, and at the same time 

there are others busy with worldly delights and desires 

which act as a fire that lights jealousy, envy and hatred 

in the spirits of the denied poor against the luxuriating 

180 



rich. This is what Islam stands against, and tries to 

prevent. Allah says: 

The believers are nothing else than brothers. 

The Prophet said, Be servants to Allah, brothers, each 

Muslim a brother to one another (Al-Qaradawi, 1986). So for 

the sake of putting off the fire of jealousy and envy, and 

for the sake of strengthening the elements of Islamic 

brotherhood, Islam has made Zakat obligatory for the rich. 

This is to eradicate poverty and its harms, such as theft, 

corruption, and the like; to prevent crime and trading in 

one's honor or in drugs; until an unemployed person can 

find a job, a disabled person can live with respect and one 

who owes money is helped to pay it back. Thereby, the poor 

feel that the money of the rich is money for them in 

necessities and needs, and they realize that the strength 

of their brethren is a strength for them. This creates an 

air freshness, love and kindness between the rich and the 

poor of Islamic brotherhood. In accordance with this 

meaning, the messenger, May blessings and peace be upon 

him, says: 

One of you does not fully believe until he loves for 
his brother what he loves for himself. 

As well as Zakat being a cleansing of the spirit and a 

sanctification of it, it is also a purification of the 

181 



money of the one who is giving it, and a growth for him 

literally and morally, as it acts as a reason for the owner 

to invest and make it grow so that it would not be 

dissipated in payments to charity alone (this is because 

Zakat is due on idle wealth and is an encouragement to make 

one's wealth. work for you). This is how the Zakat money, 

that the poor receive, helps to increase the buying ability 

for them. This would naturally reflect on being rich 

itself. An increase in demand for necessary merchandise 

and services will lead to an increase in production of such 

necessities. This is what is mostly produced through 

financial units owned by the rich, which increases the need 

for workers. So the money of Zakat helps in eradicating 

unemployment, as it provides a job for the worker and 

guarantees a respected life for the disabled. According to 

Al-Sultan (1997) Zakat is taken from the money of the rich, 

to give to the poor, which undoubtedly leads to a type of 

distribution of wealth. This makes the social layers 

closer and prevents the amassing of wealth in the hands of 

a small group, who can affect the country's finances and 

abilities, and which could be a cause of general 

stagnation. This may lead to a slowing,. or even stopping, 

of production and, therefore, the main point about Zakat in 

the state's development, financially, is clear; the point 
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being to make it Islamic, strong, growing and stable. It 

was, therefore, considered important to investigate the 

perceptions, of the selected group of respondents, 

regarding the potential for harmonisation of Zakat across 

the GCC countries. 

Research Question (14) 

" What are the various perceptions, of the selected 
groups of respondents, of the potential for Zakat 
harmonisation across the GCC countries? 

5.3 Research methodology 

As mentioned in the previous section, the main purpose of 

this chapter is to provide answers to the above mentioned 

research questions. Different methods can be used to 

collect data and to assist in answering these questions. 

The main instrument used to collect data for this study is 

the questionnaire method. The following section will 

discuss the main advantages and disadvantages of this 

method. 

5.3.1 Questionnaire method 

A questionnaire is a highly structured data collection 

technique in which each respondent is asked the same set of 

reformulated written questions. The questionnaire can 
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either be posted to the respondents or self-administered. 

Self-administered questionnaires (and also postal 

questionnaires) are more flexible than interviews since 

they are useful if respondents need to read through some 

materials before completing part of the questionnaire or to 

consult other staff members (Hague, 1993). It was easy to 

travel and self-administer the questionnaires and collect 

them the same day, rather than waiting for interviews to be 

conducted (had this technique been adopted). This method of 

data collection ensures a high response rate within a short 

period of time. The researcher also has the chance to 

introduce the research topic and motivate individuals to 

participate in the survey. The self-administered 

questionnaire is also less expensive and less time- 

consuming than interviewing and requires fewer skills to 

administer than to conduct interviews (Sekaran, 1992). 

One of the attractions of a well-designed questionnaire is 

that it is impersonal (possible interviewer bias can be 

eliminated). Questionnaires are also economical (unlike 

interviews, they do not require trained interviewers) . An 

investigator can distribute and collect a large number of 

questionnaires within an area during the same day, instead 

of spending several days interviewing the same number of 

respondents. The cost of adopting the interview method for 
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the present study would have been prohibitive, due to the 

wide geographical area the study involved (Klimoski, 1991). 

The absence of an interviewer also provides greater 

anonymity. Anonymity may elicit a higher response rate 

than that achieved during personal interviews (Nachmias and 

Nachmias, 1996). 

Questionnaires are also preferable when a question demands 

a considered rather than immediate answer or if answers 

require consulting personal documents or other people, in 

contrast to interview questions which required immediate 

answers(Klimoski, 1991). 

Questionnaires do, however, have their own disadvantages. 

Postal questionnaires can be used as an instrument for data 

collection only when the questions are straightforward 

enough to be comprehended solely on the basis of printed 

instructions and definitions (Nachmias and Nachmias, 1996). 

Postal questionnaires are also known to receive lower 

response rates than interviews. The investigator can 

overcome this disadvantage by using Self-administered 

questionnaires(Nachmias and Nachmias, 1992). 
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One of the problems associated with postal questionnaires 

is that people simply enter replies in wrong boxes. Human 

error could easily go uncorrected when the respondent is 

alone (Mann, 1985). 

It is also true that, in some cases, the investigator is 

unsure as to who has completed postal questionnaires, or 

whether they have been treated seriously and objectively 

(Hague, 1993). 

There are also problems associated with poor overseas mail 

services in the study area, hence it was easier and more 

assured for the researcher to deliver the questionnaires 

personally to all the respondents. 

Under the Self-administered technique, the questionnaire is 

presented to the respondents with explanation of the 

purpose of the inquiry, and then the respondent is left 

alone to complete the questionnaire and for it to be picked 

up later (Oppenheim, 1992). 

Having recognised the advantages of the self-administered 

questionnaire, it was felt that this method be used to 

collect data for this study. It has also been widely 

acknowledged that when an investigator is required to cover 
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a wide geographical area, involving four neighbouring 

countries. 

Both postal and self-administrated questionnaires are 

designed to include open- and closed-ended questions. The 

researcher has designed closed-ended rather than open-ended 

questions. The advantage of closed-ended questions are 

that they can be administered with little direct 

confrontation (Hague, 1993) and the respondent can perform 

with greater reliability the task of answering the 

questions when response alternatives are given (Fowler, 

1993). Close-ended questions are also easier and 

relatively quicker to answer. In fact, they require no 

writing and quantification is straightforward; in other 

words, questions can be answered within a short time 

(Oppenheim, 1992). 

5.3.2 Design of the questionnaire 

The questionnaire was divided into five parts which covered 

the topics of respondent profile, investment background, 

Zakat reporting and Zakat harmonisation. The purpose of the 

first part was to collect demographic data on some 

characteristics of each respondent. This part consisted of 

five questions, including age, nationality, educational 
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level, previous and current job title and years of 

experience. This data can also be used to establish the 

impact of a respondent's answers in other parts of the 

questionnaire. 

The second part tried to elicit information from the 

respondents about their investment. It was anticipated that 

investors would have a good knowledge of the issue of Zakat 

since they pay it. 

The third part of the questionnaire formed the basis of the 

empirical survey. It was subdivided into three sections: 

Zakat collection, Zakat distribution and Zakat payments. 

Hence, this part covers all these issues. Some of the above 

issues were subdivided into further questions. Respondents 

were requested to give their opinion on the way on which 

Zakat is collected and distributed. As far as Zakat 

payment is concerned, respondents were asked whether they 

pay Zakat to the Department of Zakat or directly to those 

in need. Respondents were also asked to express their 

satisfaction with Zakat calculation, collection and 

distribution. 

Part four dealt with Zakat reporting. Respondents were 

requested to give their opinion of how Zakat is located in 

the financial report. Respondents were asked to give their 

answer with respect to who should audit and regulate Zakat. 
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The fifth and last part sought the opinion of respondents 

regarding the harmonisation of Zakat accounting practices 

in the GCC States. 

The objectives of the questionnaire were briefly stated on 

the questionnaire's covering letter, which also stated the 

confidentiality of all information provided and that such 

information was to be used for the purpose of the study 

only. To encourage target groups to participate and respond 

to the questionnaire, the anonymity of the respondents must 

be guaranteed by not asking respondents to directly 

identify their organisations. 

5.3.3 Pilot study 

Each survey questionnaire presents its own problems and 

difficulties before it reaches the final draft. 

Questionnaires have to be designed, and tried out, improved 

and then tried out again, often several times over, until 

it is certain that they can do the job for which they are 

intended (Oppenheim, 1992). The questionnaire for this 

study was handed to the academic and research staff of the 

Accounting Department at Cardiff Business School, in order 

to be reviewed and to obtain their opinion of its wording, 

sequence and structure. Members of the Computing 
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Department were also contacted, to obtain their advice 

relating to data analysis. They were also asked to review a 

copy of the questionnaire. The final draft of the 

questionnaire was presented to the Head and all staff 

members of the Accounting Department in the Junior College 

of Technology, Al-Ahssa, Saudi Arabia, to obtain their 

opinions on the questionnaire. The final issue that had to 

be dealt with, regarding the questionnaire design, was its 

translation. Because respondents might be unable, or have 

some difficulties in answering the questionnaire in its 

English version, a bilingual questionnaire (English and 

Arabic) was used. A copy of the questionnaire is shown in 

Appendix 1. As can be seen from the above, the 

questionnaire was designed to suit the study objectives and 

the nature of the respondents. The questionnaire was also 

designed to be easy to answer and easy to analyse with 

respect to the obtained data. 

5.3.4 Sample and questionnaire distribution 

The ideal way of selecting a representative sample in a 

research survey is to draw or select individuals from the 

target population. The selection of such a group requires a 

sampling frame, that is a list of all cases within the 

target population being included in the present study: 
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academics, government officials, investors, and accounting 

firms in the GCC countries. For the purpose of this study 

the Zakat units were organisations that normally deal with 

Zakat accounts. 

In this study, only four out of the six GCC countries were 

covered: Bahrain, Kuwait, Saudi Arabia and the United Arab 

Emirates. The choice of these countries was based on their 

using Islamic law in all walks of life and transactions 

(especially in Saudi Arabia). Qatar and Oman were excluded 

from this study due to cost and time consumption factors. 

As mentioned above, the choice of the target groups was 

mainly based on the groups' knowledge of Zakat calculation, 

collection and distribution. Groups chosen in this study 

are as follows: 

" Academics 

The academics selected for this study were mainly those who 

specialise in accounting and finance. Through personal 

contacts amongst the academic staff of the countries' 

universities (Bahrain university, Kuwait university, 

College of commerce in Kuwait, King Saud university, King 

Faisal university in Saudi Arabia, and Al-Byan university, 

College of technology in Abu Dhabi in UAE). The researcher 
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visited Accounting Departments in these universities and 

distributed the questionnaires to respondents. This group 

was selected as they have knowledge of the various 

accounting, company issues as well as their knowledge of 

Islam and Zakat. 

" Government officials 

Officials from the various Ministries of Finance 

(specifically from the Zakat and Awgaf Departments) in the 

GCC countries were chosen to be included in this study as 

representatives of the government. It must be noted that 

only Saudi Arabia has a special Zakat Departments which is 

responsible for the supervision, collection and 

distribution of Zakat. The researcher decided to visit all 

of these departments to distribute the questionnaires in an 

attempt to increase the rate of response. 

" Investors 

Investors were chosen to be included in the survey for two 

reasons. They have investment in shares as property and are 

expected to pay Zakat. The main places to find individual 

investors are the central share trading units in each 

commercial bank in Saudi Arabia and the United Arab 

Emirates or through the stock markets in Bahrain and 
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Kuwait. Some individual investors can be contacted, in the 

GCC countries, over the telephone by central share trading 

unit officers in commercial banks in Saudi Arabia and the 

United Arab Emirates or by brokers in stock markets in 

Bahrain and Kuwait. The questionnaire survey was 

distributed to individual investors through commercial 

banks during weekday working hours in Saudi Arabia and the 

United Arab Emirates and through brokers in stock markets 

in Bahrain and Kuwait on the basis of personal contacts. 

" Accounting firms 

Accounting firms were chosen to be included in the survey 

for one main reason. They have experience in Zakat 

accounting practices in the GCC countries. Many accounting 

firms in the GCC countries such as Talal Abu Gazalah and 

Al-Rashed were chosen for inclusion in this study because 

they had branches in the all the GCC countries and the 

majority of their employees had worked in more than one GCC 

country. These firms also deal with Zakat reporting and 

Zakat location in the financial reports of companies and 

Islamic banks. Again, the distribution was by personal 

contact to increase the response rate. 
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5.3.5 Questionnaire response rate 

Questionnaires were distributed to the above groups through 

my visit to all the GCC countries between early December 

1997 and the end of February 1998. 

Details of the number of questionnaires distributed and the 

response rate are summarised in table 5.1. 

Table 5.1 Questionnaire response rate 

Condition Academics Government 
officials 

Investors Accounting 
firms 

Total % 

DR D R D R D R D R 

Bahrain 20 9 20 7 20 9 20 8 80 33 To 

Kuwait 20 10 20 9 20 11 20 9 80 39 25.0 
Saudi Arabia 20 11 20 11 20 12 20 15 80 49 31.0 

UAE 20 9 20 11 20 9 20 9 80 38 23.0 
Total 80 39 80 38 80 41 80 41 1320 1159 1100.0 

D= Distributed, R=R eturned _ 
, 
UAE= United Arab Emirates 

It can be seen from table 5.1, that 20 questionnaires were 

distributed to each of the target groups in the four GCC 

countries, resulting in a population number of 320 

questionnaires. Out of the 320; 159 were completed and 

returned, resulting in a response rate of 50 percent. 

Table 5.1, above, shows that 80 copies were distributed in 

each country, 20 for each group. 

The total returned from Bahrain was 33 out of 80 (21 

percent), Kuwait 39 out of 80 (25 percent), Saudi Arabia 49 
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out of 80 (31 percent) and the United Arab Emirates 38 out 

of 80 (23 percent). 

The total returned from academics was 39 out of 80 (48 

percent) as follows: 9 out of 20 from Bahrain; 10 out of 20 

from Kuwait; 11 out of 20 from Saudi Arabia; and, 9 out of 

20 from the United Arab Emirates. 

The total returned from government officials was 38 out of 

80 (48 percent) as follows: 7 out of 20 from Bahrain; 9 out 

of 20 from Kuwait; 11 out of 20 from Saudi Arabia; and, 11 

out of 20 from the United Arab Emirates. 

The total returned from investors was 41 out of 80 (51 

percent) as follows: 9 out of 20 from Bahrain; 11 out of 20 

from Kuwait; 12 out of 20 from Saudi Arabia; and, 9 out of 

20 from the United Arab Emirates. 

The total returned from accounting firms was 41 of 80 (51 

percent) as follows: 8 out of 20 from Bahrain; 9 out of 20 

from Kuwait; 15 out of 20 from Saudi Arabia; and, 9 out of 

20 from the United Arab Emirates. 

195 



5.4 Statistical analysis 

5.4.1 Descriptive statistics 

Once the data are collected, the first step is to describe 

it using statistical measures such as the mean and median 

(central tendency), and standard deviation (variation). 

Mean; this is usually computed as follows: 

1" 
N ; _, 

where: 
X= the mean; 
N= the total number of observations in the sample; and, 
Xj = 1,2,3.... N. 

The idea is that for a particular item on the 

questionnaire, the mean value is computed that underscores 

the respondents' behaviour with respect to the stated 

research question and/or hypothesis. The questionnaire used 

in this study utilises a five point scale in the majority 

of questions and a two point scale in the others, where one 

represents the lowest point and five the highest point. 

The researcher also ranked respondents' average responses 

to a problem or an issue in order. For example, a response 

with a mean score of 4.6 is ranked higher than a response 

with a mean score of 3.6. This ranking represents the 

strength of responses in terms of important to not 
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important, or agree to disagree. The rank order is 

particularly important for this study in that it indicates 

respondents' opinions in terms of their perceptions of the 

importance of a specific problem or an issue and their 

preferred solutions from the alternatives provided. 

The second moment used is the standard deviation. This is 

usually computed as follows: 

2 
S= I_/ 

' 

n-1 
where: 

S= the standard deviation; 
X= the mean; 
N= the total number of observation in the sample; and 
X; = 1,2,3,.... N. 

The idea was to generate an indicator to measure the spread 

of individual responses within a particular distribution 

(that is, responses to a specific question). Thus, the 

probability distribution of the standard deviation of the 

respondents' answers measures how much the outcomes can 

vary above or below the expected outcome of the mean. 

Other statistical indicators were also computed, namely the 

median, and the maximum value and the minimum value, or 

range. The idea was to provide benchmark indicators against 

which the mean and standard deviation were to be 

interpreted. 
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5.4.2 Statistical tests 

Testing is critical in statistical analysis. While the 

description of data gives some information and ideas about 

a questionnaire, only testing gives a clear answer 

regarding a given question. The test generally depends on 

the nature of the data at hand. 

In the present research, four groups took part. The groups 

were independent of each other and their perceptions were 

measured on an ordinal scale. For these conditions, 

statisticians suggest a set of statistical procedures 

called a non-parametric test. Since there are more than two 

independent groups in this research the appropriate 

statistical test is called the Kruskal-Wallis test. The 

Kruskal-Wallis One-way Analysis of Variance was computed 

using the following formula: 

k 

KW= 
12 ýrrý(Rý 

-RlZ N(N + 1) 1 

OR 
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k2 

KW= 
12 Ell 

ýj- 3(N + 1) LNN + 1) j=1 

I 

where: 

KW = the Kruskal-Wallis; 
K= number of samples or groups; 
Ili = number of cases in the jth sample; 
N= number of cases in the combined sample; 
R1 = sum of ranks in the jth samples or group; 
Rj = average of ranks in the jth samples or group; and, 

R= 
2 

N1ý 
= the average of ranks in the combined sample. 

This test is the non-parametric version of the parametric 

Anova test for calculating difference in the population 

mean. The Kruskal-Wallis One-way Analysis of Variance 

tests the hypothesis that K independent groups or samples 

are the same against the alternative hypothesis that one or 

more of the groups differ from the others. When the 

obtained value of the Kruskal-Wallis One-way Analysis of 

Variance is significant, it indicates that at least one of 

the groups is different from at least one of the others 

(Siegel and Castellan, 1988). 

All the statistics are calculated using SPSS, which 

provides the value of the statistic and the critical value 

P. In general; the 5 percent level is widely accepted as a 

reasonable level of significance. 
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5.5 Summary 

This chapter has detailed the research methodology used to 

conduct the current study of Zakat accounting under the 

rules of the Shariah. The decision was made to collect the 

required data by use of a questionnaire. After careful 

study and consultation with academic staff and the computer 

centre at Cardiff University and the Junior College of 

Technology in Al-Ahssa, Saudi Arabia, the questionnaire was 

distributed in December 1997. The researcher leaving the UK 

to undertake field work in the GCC countries. 

The target groups, to receive questionnaires, among the 

population chosen were academics, government officials, 

investors and accounting firms. 

The structure of the tests used, among other things, were 

statistical moments or descriptive, Kruskal-Wallis test, to 

discover the nature of the respondents' perceptions and 

behaviour, and the degree of difference between the four 

samples. The forthcoming chapter will present the findings 

of the study. 
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Chapter six 

Statistical analysis of the survey study 

6.0 Introduction 

Chapter six discussed the process used to obtain the 

research data, and provided an overview of the statistical 

procedures employed in handling the data for subsequent 

analysis and interpretation. In this chapter, the results of 

the empirical investigation are presented, analysed and 

interpreted. Data were analysed according to the 

statistical methods outlined in the methodology chapter. 

This chapter proceeds as follows. While section 6.1 

discusses the personal characteristics of respondents, 

section 6.2 comprises the discussion of the major findings. 

Section 6.3 discusses the suggested method for Zakat 

accounting, and section 6.4 presents further 

recommendations. The last section (6.5) concludes the 

chapter with a brief summary of the main findings. 

6.1 Personal characteristics of respondents 

This section presents the personal characteristics of the 

respondents. Each respondent was asked Five basic questions 

relating to age, nationality, level of education, job 

position and length of previous and current employment. The 
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analysis of respondents background is provided in table 

6. la. 

It can be seen from table 6.1a that more than 67 percent of 

the respondents were between 30-50 years old. The table 

further reveals that 21 percent of the respondents are less 

than 30. Only 1 percent of the respondents was found to be 

above 60 years of age. Given that the majority of 

respondents are more than 30 years old, this will give 

credibility to their answers because of their high level of 

experience and maturity. Table 6.1a also reveals that all 

respondents are nationals of the countries surveyed which 

strengthens the validity of the questionnaire as all 

respondents are directly concerned with the subject of the 

survey. The distribution of respondents among the four 

countries is fairly proportionate in order to make the 

sample more representative of the population of study. The 

largest country (Saudi Arabia) is represented by the 

majority (30 percent) of the respondents, while the other 

smaller countries are represented by 25 percent (Kuwait), 24 

percent (UAE) and 21 percent (Bahrain) respectively. As the 

present study is more concerned with obtained informed 

opinion, education of respondents is of paramount 

importance. Table 6.1a shows that more than 91 percent of 

the respondents hold a bachelor's degree or above with the 

other 9 percent holding a relevant diploma and high school 
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certificates. The result indicates that the majority of 

respondents are highly educated and would, therefore, be 

more able to understand the questionnaire and give an 

objective opinion. It is possible that the place of 

education may affect the opinion of the respondent. If the 

respondent has was educated in an Islamic country, it may be 

thought that the respondent might be biased towards a more 

traditional attitude towards zakat. On the other hand, a 

respondent who was educated in the West may have more of a 

liberal attitude. Thus, in order to limit the possibility of 

bias, the sample should be fairly represented by both 

groups. Table 6. la indicates that 42 percent of respondents 

hold degrees from Arab countries, and 30 percent obtained 

their degrees from GCC countries. The possibly liberal 

respondents are also represented, with 28 percent of 

respondents holding degrees obtained from Western countries. 

Table 6.1a background characteristics of respondents 

Bahrain Kuwait Saud i Arabia United Arab emirates Total 
Age F P F P F P F P F P 
Less 30 years 5 15% 6 15% 13 27% 10 26% 34 21% 
31-40 years 15 46% 7 18% 14 28% 10 26% 46 29% 
41-50 years 13 39% 16 41% 17 35% 14 37% 60 38% 
51-60 years 0 0% 10 26% 4 8% 3 8% 17 11% 
More than 60 years 0 0% 0 0% 1 2% 1 3% 2 1% 
Nationality 33 21% 39 25% 49 30% 38 24% 159 100% 
Academic qualifications 
Less than high school 0 0% 0 0% 0 0% 0 0% 0 0% 
High school 2 50% 1 25% 1 25% 0 0% 4 3% 
Diploma 0 0% 3 30% 6 60% 1 10% 10 6% 
Bachelor degree 18 20% 21 23% 26 29% 25 28% 90 56% 
Master degree 7 20% 10 29% 11 31% 7 20% 35 22% 
PhD 6 30% 4 20°rä 5 25% 5 25% 20 13% 
Country of education 
UK 6 30% 5 25% 2 10% 7 35% 20 13% 
USA 4 21% 6 32% 4 21% 5 26% 19 12% 
Other European country 2 40% 2 40% 1 20% 0 0% 5 3% 
GCC country 11 23% 11 23% 23 48% 3 6% 48 30% 
Other Arab country 10 15% 15 22% 19 29% 23 34% 67 42% 
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Education and age are not the only important features of 

respondents. Occupation is equally important as it 

represents the interest of the respondents in the subject 

under examination. Thus, although the statistical testing 

includes only four groups of occupation (academics, 

government officials, investors and accounting firms), it 

would be of interest to further investigate the specific 

occupation of respondents since descriptive statistics do 

not limit the number of sub-groups. Separate questions about 

the specific occupation and length in previous and current 

occupation were included in the questionnaire. 

Unfortunately, there were many missing answers as some of 

the occupations were not anticipated by the researcher and 

were, therefore, excluded from the analysis. 

In addition, table 6. lb reveals that the sample includes a 

wide variety of occupations, all of which are directly or 

indirectly linked to the question of Zakat. As the main area 

of the present study is accounting, accountants are 

represented heavily with the highest proportion in the 

sample (34 percent). Academics interested in Islamic 

economics and in Zakat accounting are also important and 

were represented by 24 percent. Government officials, 

auditors, and other occupations are also represented with a 

total of 42 per cent. It is -noted again that these 

percentages were calculated on the basis of non-missing 
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responses only. 

The wide range of posts occupied by respondents lends 

credibility to their opinions. This result allows for 

variations in their answers and makes them more acceptable. 

Table 6.1b Occupation and Experience of the respondents 

Bahrain Kuwait Saudi Arabia United Arab emirates Total 
FP FP FP FP FP 

Previous post: 
Company director 1 33% 1 33% 0 0% 1 33% 3 7% 
Accountant 4 18% 7 32% 7 32% 4 18% 22 49% 
Government official 0 0% 4 50% 0 0% 4 50% 8 18% 
Auditor 0 0% 1 20% 2 40% 2 40% 5 11% 
University lecturer 1 50% 0 0% 0 0% 1 50% 2 4% 
Stock market official 0 0% 0 0% 0 0% 0 0% 0 0% 
Banker 3 60% 1 20% 0 0% 1 20% 5 11% 
Financial analyst 0 0% 0 0% 0 0% 0 0% 0 0% 
Period oftime previous post was held: 
Less than one year 0 0% 4 50% 3 37.5% 1 12.5% 8 21% 
1-5 years 3 20% 6 40% 3 20% 3 20% 15 38% 
6-10 years 1 11% 1 11% 1 11% 4 67% 9 23% 
More than 10 years 3 43% 2 29% 1 14% 1 14% 7 18% 
Current post: 
Company director 0 0 0 0 0 0 1 100% 1 7% 
Accountant 10 21% 9 19% 24 51% 4 9% 47 34% 
Government official 5 26% 6 32% 5 26% 3 16% 19 14% 
Auditor 4 21% 4 21% 3 14% 8 42% 19 14% 
University lecturer 6 18% 9 26% 9 26% 10 30% 34 24% 
Stock market official 2 29% 2 29% 2 29% 1 13% 7 5% 
Banker 3 50% 1 16.6% 1 16.6% 1 16.6% 6 4% 
Financial analyst 2 33% 3 50% 1 16.6% 0 0% 6 3% 
Period of time current post is hel d. 
Less one year 3 19% 6 38% 5 31% 2 12% 16 13% 
1-5 5 16% 5 16.5% 10 32% 11 35% 31 25% 
6-10 4 13% 10 33.3% 10 33.3% 6 20% 30 24% 
More than 10 years 12 25% 9 19% 20 43% 6 13% 47 38% 
F= Frequency P= Percentage 

Finally, table 6. lb provides information on the respondents' 

current posts and total length of employment. The analysis 

indicates that the highest percentage (38 percent) of the 

respondents had been in their present posts for more than 10 

years. The table also indicates, however, that 38 percent of 

the respondents had been in their previous job between 1-5 
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years. Twenty-three percent revealed that they had occupied 

their previous posts for between 6-10 years. Twenty-one 

percent, however, said that they had remained in previous 

posts for less than one year. It is obvious that the 

majority had gained experience of between 5-10 years of work 

and this implies that the respondents who participated in 

this study were in a good position to give informed opinions 

on Zakat issues. 

6.1.1 Investments and their values 

This question required respondents to identify the value of 

their investments according to the following categories: 

less than US$5,000; US$5,001-10,000; US$10,001-15,000; and, 

above US$15,001. 

Table 6.2 Respondents' investments and their values 

Do you hold 
investments 

Bahrain Kuwait Saudi Arabia United Arab emirates Total 

F P F P F P F P F P 
Yes 6 10% 17 28% 18 30% 19 32% 60 38% 
No 27 27% 22 22% 31 31% 19 20% 99 62% 
Kind of investment 
Company shares 1 2.7% 12 33% 10 28% 13 36.3% 36 46% 
Government bonds 0 0% 0 0% 3 100% 0 0% 3 4% 
Islamic bank 3 33% 3 33% 2 22.2% 1 11.8% 9 11% 
Land 1 7.1% 3 21% 3 21.4% 7 50% 14 18% 
National bank 4 24% 6 35% 4 23.5% 3 17.5% 17 21% 
Investment values 
Less than US$5,000 2 13% 5 31% 5 31% 4 25% 16 18% 
US$5,001-10,000 0 0% 2 13% 5 33% 8 54% 15 16% 
US$10,001-15,000 0 0% 1 17% 2 33% 3 50% 6 7% 
US$15,001 and over 9 17% 16 30% 9 17% 10 36% 54 59% 
Investment years 
Less than one year 0 0% 2 33% 3 50% 1 17% 6 10% 
1-5 2 7% 7 25% 9 32% 10 36% 28 48% 
6-10 1 8% 6 46% 2 15% 4 31% 13 21. % 
More than 10 years 3 23% 2 15% 4 31% 4 31% 13 21% 
F= Frequency P= Percentage 

Table 6.2 shows that 38 percent of the respondents held 

investments. Of those who held investments, a significant 
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proportion of them (46 percent) invested in company shares. 

A reasonable proportion of the respondents indicated that 

they had invested in the banking sector. Only 11 percent of 

the participants indicated that they invested in Islamic 

banks. Investment in government bonds registered the lowest 

popularity with only 4 percent of the respondents indicating 

that they had investments in bonds. It is important to 

mention, however, that only Saudi Arabia, from among the GCC 

countries, issues government bonds; having been recently 

introduced by the Saudi government. Hence, it will take time 

for the Saudi investors to gain their benefits. A major 

proportion of the participants (59 percent) indicated that 

they have invested more than US$15,000. Eighteen percent of 

the respondents revealed that they had invested less than 

US$5,000. A high percentage of the respondents (48 percent) 

claimed that they had been holding their investments for 

between 1-5 years. Twenty-one percent of them said that they 

had been holding their investments for more than 10 years. 

The results indicate that Gulf investors prefer to hold on 

to their investments. Given that the majority of the 

participants claimed they invest in shares, this would 

restrict share circulation. This result is in line with 

Naser's (1998) findings; that share investors in the Gulf 

region tend to buy shares and keep them for a long time. 
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6.2 Major results 

6.2.1 Zakat payment on investment returns 

Respondents who indicated that they hold investments were 

asked whether they pay Zakat on the returns from their 

investments. The respondents were also asked to indicate 

their opinion about whether or not to enforce paying Zakat 

on returns from investment activities. The answers to these 

questions are summarised in table 6.3 below. 

Table 6.3 Zakat payment on investments 

Do you pay Zakat? BA KU SA UAE Total 
F % F % F % F % F % 

Yes 6 10% 17 28% 18 30% 19 32% 60 100% 

No 0 0% 0 0% 0 0% 0 0% 0 0 

Zakat should be enforced 
on investment activities 
Yes 1 3% 10 27% 16 43% 10 27% 37 62% 

No 5 22% 7 30% 2 9% 9 39% 23 38% 

BA= Bahrain, KU= Kuwait, SA= Saudi Arabia, U AE= United Arab Emirates, F= Freq uency 

As can be seen in table 6.3, all respondents indicated that 

they pay Zakat on returns from their investments. Sixty-two 

percent of the respondents supported the proposal that 

paying Zakat to the Zakat Department should be made 

compulsory on investment returns. 

6.2.2 Factors obstructing the payment of Zakat 
to the government 

Since it was expected that a significant number of the 
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respondents would oppose imposing Zakat on investment 

activities, it was important to ask respondents for opinions 

regarding factors that might be behind their objections. 

These respondents were provided with four possible 

considerations and were asked to express the extent of their 

agreement to each item. 

The overall result indicates a strong agreement between all 

sub-groups (with the four suggested factors) for not 

preferring to pay Zakat directly to the government. As can 

be seen from the mean responses to the questions, the 

strongest reason appears to be that the respondents believe 

that Zakat is a direct responsibility of the Muslim towards 

Allah. It is a duty which a person should carry out without 

the interference of a third party. The second strongest 

reason, as can be seen from the ranking of the means in the 

fourth column, is the preference of the respondents to pay 

Zakat themselves. This is typical of Muslims today, despite 

the fact that, traditionally, Zakat was paid to the state in 

the time of the Prophet Mohammad (pbuh) and also during the 

early periods of the Islamic Caliphate. Possible reasons for 

this attitude is that Muslims have not had a unified state 

and, possibly more significant, most Muslim countries had 

been colonised for centuries. Thus, Muslims habitually pay 

Zakat directly to the needy without relying on the 

government for distribution. This issue was raised by 
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Al-Sultan (1997) who argued that Muslims prefer to pay Zakat 

voluntarily directly to the needy without any mediation. 

There is also strong agreement with the item I do not trust 

the company. The reason for this seems to be that companies 

tend to avoid paying Zakat by manipulating expenditure 

figures. The least agreed upon item was I do not trust the 

Department of Zakat. The mean was 3.73, but the minimum and 

maximum were found to be 3 and 4 respectively so, although 

there is general agreement with the item, none of the 

respondents strongly agreed with it. From this it can be 

deduced that the respondents' mistrust of the companies is 

stronger than their mistrust of the Department of Zakat. 

Although there is a general tendency to agree with the four 

reasons for abstaining from paying Zakat to government, it 

is important to assess whether there is a difference in 

opinion amongst the various sub-groups. These include 

academics (AC), government officials (GV), investors (INV), 

and accounting firm employees (AF). 

Table 6.4(a) Reasons behind not paying Zakat to Government 

Freq. Mean Rank sub-group mean by employment SD MIN MAX Chi-sq P. value 
AC GV INV AF 

Zakat is a 23 4.96 1 5.00 5.00 4.86 5.00 . 209 4 5 2.29 . 515 
relationship 
between the 
person and 
Allah 
I do not trust the 23 4.39 3 4.67 4.33 4.43 4.00 . 583 3 5 2.75 . 432 
company 
I do not trust the 23 3.73 4 3.67 4.17 3.17 4.00 . 703 3 4 7.39 . 060 
Dept of Zakat 
evaluation 
I like to pay 23 4.83 2 4.83 5.00 4.57 5.00 . 388 4 5 5.04 . 169 
Zakat myself 
AC= academics G V= governments INV= investors AF= accounting firms 
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The results indicate that there has been no significant 

difference of opinion between the selected groups. This is 

reflected by the chi-square. The mean for each group can be 

easily seen from table 6.4(a) where it find that the mean is 

5 for AC, GV, and AF, while the INV group is 4.86 with 

regard to the first item (all respondents in these 

sub-groups strongly agree) . This was not unexpected, since 

the item refers in a direct way to the belief of the 

respondent. The same conclusion applies to the second and 

third items. There does, however, appear to be a significant 

difference in attitude in the third item (I do not trust the 

Department of Zakat evaluation). The chi-square statistic 

equals 7.39 which is significant at the 6 percent level but 

not significant at the widely accepted 5 percent level. 

Nevertheless, AF and GV have reported higher means than AC 

and INV. This suggests that accounting firm employees' and 

government officials' distrust is greater than that of 

academics and investors. A possible explanation for this 

difference in opinion may be due to the fact that AF and GV 

are more involved with the Department of Zakat and may have 

some knowledge about the method and practice of evaluation 

by the Department of Zakat. Obviously, their dissatisfaction 

with the department's evaluation is translated, in this 

questionnaire, into a strong agreement with the item. 

Investors and academics also show little trust of the 
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Department of Zakat, but not to the same level as the other 

two sub-groups. Again, this is probably due to the lack of 

contact with the department. 

Table 6.4(b) Reasons behind not paying Zakat to Government 

Freq Mean Rank Sub-group mean by country SD MIN MAX Chi-sq P. value 
BA KU SA UAE 

Zakat is a 23 4.96 1 5.00 5.00 5.00 4.89 . 209 4 5 1.56 . 670 
relationship 
between the 
person and Allah 
I do not trust the 23 4.39 3 4.40 4.29 5.00 4.33 . 583 3 5 2.64 . 451 
company 
I do not trust the 23 3.73 4 4.40 4.00 3.00 3.25 . 703 3 5 12.00 . 007 
Dept. of Zakat 
evaluation 
I like to pay Zakat 23 4.83 2 4.80 5.00 5.00 4.67 . 388 4 5 3.36 . 340 
myself 
BA= Bahrain KU= Kuwait SA= Saudi Arabi a UAE= United Arab Emirates 

Next it is important to see whether there are differences 

between GCC countries regarding the four question items 

discussed above. The general view of respondents is the same 

as discussed previously. Table 6.4(b) showed consistency 

among the respondents of the GCC countries who took part in 

this study. The majority either agreed or strongly agreed 

that Zakat is a relationship between a person and Allah and 

it should be paid directly without any mediation. In 

addition, the respondents either agreed or strongly agreed 

that they do not trust companies because the companies try 

to avoid paying Zakat. 

As for the differences, the statistical tests (reflected by 

chi-square) reveal similar results as before. In the first, 

second and fourth items it is clear that there is no 

difference in opinion between the four countries. Chi-square 
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in the three items were insignificant, suggesting that the 

small differences in the means of the four countries are due 

to chance and not to statistically significant differences. 

Significant differences, however, are found between the 

participants when they were asked whether they trusted the 

Department of Zakat. This can be clearly seen by the 

reported chi-square, which is highly significant, even at 

the 1 percent level. In this respect, it is important to 

mention that of the four GCC countries covered in this study 

only Saudi Arabia has a Department of Zakat. For the other 

countries, however, charitable organisations and Islamic 

banks carry out the same tasks of the Saudi Department of 

Zakat, with the exeption that the payment of Zakat to them 

is not compulsory. Because of this similarity, the 

charitable organisations and Islamic banks as a proxy to the 

Department of Zakat were used. The respondents from the 

three other countries (where this adjustment applied) were 

instructed to use this proxy. An examination of the means 

strongly supports the significance of the test. The 

resondents means are roughly divided into two groups. 

Bahrain and Kuwait have means of 4.4 and 4 respectively, 

while Saudi Arabia and the UAE have 3 and 3.25 respectively. 

Clearly, the distrust is greater in the first two countries. 

The striking difference is that not all-Saudi respondents 

actually gave an opinion since they ticked the indifferent 

213 



box. It is highly likely that the respondents were wary of 

the religious and governmental status of the Department of 

Zakat. Historically, Saudi respondents involved in similar 

survey activities have been reluctant to answer questions of 

this type. It would appear that this reluctance may have 

been translated, in this case, into a belief that agreeing 

that they do not trust the Department of Zakat might cause 

them social or even political problems because they would be 

directly and clearly criticising a government, as well as a 

religious institution in a country which is highly 

religiously conservative. Since, however, none of the Saudi 

respondents disagreed with the third item, it might be 

reasonable to assume that they implicitly expressed their 

distrust of the Department of Zakat by not disagreeing with 

the item. In the more liberal countries of Kuwait and 

Bahrain, the respondents expressed a clear view by agreeing 

with the item. For the UAE, although the state is more or 

less liberal, the population (especially in Abu Dhabi) is 

highly conservative, and this explains why the UAE mean is 

close to that of Saudi Arabia. 

6.2.3 Collection of Zakat 

The Shariah gives a governor the right to collect Zakat. 

Hence, it was vital to seek the respondents' opinions as to 

who should collect Zakat. The respondents were provided with 
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a list of means of Zakat collection and invited to register 

their degree of agreement with each of the listed items. The 

results are presented in table 6.5(a). 

Table 6.5(a) Who should collect Zakat 

Zakat should be Freq. Mean Rank sub-group mean by occupation SD MIN MAX Chi-sq P. value 
collected by AC GV INV AF 
Government 
(Dept. of Zakat) 

159 3.96 1 3.59 4.23 4.07 3.88 1.28 1 5 5.69 . 127 

Islamic banks 159 3.22 3 2.97 3.05 3.56 3.27 1.27 1 5 5.46 . 141 
National banks 159 2.07 4 1.92 2.21 2.05 2.10 1.04 1 5 2.21 . 530 
Charitable 
organisations 

159 3.60 2 3.44 3.66 3.63 3.66 1.21 1 5 . 314 . 957 

AC= academics G V= govemments IN V= investors AF= accounting firms 

The overall result indicates that the vast majority of the 

respondents nominated the government (Zakat Department) as a 

suitable body to collect Zakat. This result is in line with 

the Shariah rules. The overall mean for the Department of 

Zakat is 3.96, ranking it first. The second highest mean is 

for charitable organisations, with 3.6. Thus, although most 

respondents agree with the suggestion that charitable 

organisations are suitable for collecting Zakat, the support 

for them is not as strong as for the government. Islamic 

banks come third with little support from respondents. This 

is possibly due to the respondents' view that Islamic banks, 

due to their commercial nature and lack of sufficient 

coverage in terms of branches, are not well equipped to deal 

with the collection of Zakat. The Islamic bank, however, 

does collect and distribute the Zakat from its own 

shareholders. A clear shift of opinion is found with respect 
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to the national banks where the mean is 2.07 (2 = disagree). 

Thus, there is a clear disagreement with the suggestion that 

commercial (interest based) banks could collect Zakat. The 

most obvious reason for this disagreement is that national 

banks are based on interest, which Islam clearly condemns. 

Thus, it is not acceptable, from the Muslim respondents' 

point of view that an organisation dealing in unlawful 

(sinful) transactions should be allowed to carry out 

religious transactions at the same time. Despite the fact 

that national banks have a huge network of branches, fast 

and effective computerised connections, and most have opened 

Islamic windows, it is unlikely that Muslim opinion, 

regarding relationships between the national banks and the 

Zakat, will change in the near future. 

The chi-square test for difference in means clearly shows no 

significant difference in all four organisations 

(government, Islamic banks, national banks and charitable 

organisations). Although it can be seen from table 6.5(a) 

some slight variations in the means of the four groups (AC, 

GV, INV and AF), the statistical significance indicates that 

these are highly likely to be due to chance. 

In Saudi Arabia, the Zakat Department is responsible for 

collecting and distributing Zakat. According to the Ministry 

of Finance, royal decree no. 17/2/28/3321 of 11/2/1950, Zakat 

is collected from individuals and companies of. Saudi 

216 



nationality. The basis for this approach to the collection 

of Zakat is to be consistent with the Shariah and to allow 

the Zakat Department to collect Zakat (which is imposed by 

the government of Saudi Arabia). According to Islam this was 

imposed by Allah. In the other GCC countries (Bahrain, 

Kuwait and the United Arab Emirates), no regulation has yet 

been set for Zakat, so Islamic banks in these countries deal 

with Zakat and accept Zakat from any one who will pay it. 

The distribution is then based either on the bank's decision 

or on the Zakat payer's recommendation. Charitable 

organisations in these three countries also carry out the 

same task of collecting and distributing Zakat. 

When the sample by country grouped, the general attitude 

towards the four types of organisations does not change. As 

can be seen from table 6.5(b), the ranking of the overall 

means do not change in comparison to table 6.5(a). 

Table 6.5(b) Who should collect Zakat 

Zakat should be Freq. Mean Rank Sub-group mean by country SD MIN MAX Chi-sq P. value 
collected by BA KU SA UAE 
Government 
(Dept. of Zakat) 

159 3.96 1 3.64 3.87 4.24 3.97 1.28 1 5 4.30 . 230 

Islamic banks 159 3.22 3 3.00 3.05 3.39 3.37 1.27 1 5 3.06 . 383 
National banks 159 2.07 4 2.33 1.90 1.96 2.16 

- 
1.04 1 5 2.59 . 460 

Charitable 
organisations 

159 3.60 2 4.00 3.36 3.1 3.61 1.21 1 5 7.78 . 051 

BA= Bahrain KU= Kuwa it SA= Saudi Arabi a UAE= United Arab Emirates 

The government is still ranked first, with national banks 

still the least favoured body for collecting the Zakat. 

Respondents from the four GCC countries seem to have the 

same attitude, since the chi-square statistic for the 
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difference in means is highly insignificant for the first 

three institutions. The sub-group by country mean in the 

first item (Department of Zakat) suggests that Saudi Arabian 

respondents are strongly in favour of the Department of 

Zakat while Bahrainis are relatively less favourably 

inclined towards government controlled collection than are 

the other three countries. On the other hand, Bahrain 

respondents thought that charitable organisations are the 

best candidates to collect Zakat. This difference between 

Bahrain respondents with other GCC countries respondents may 

be due to the fact that the majority of the population in 

Bahrain are Shiite and may follow different traditions of 

collecting and distributing Zakat. Moreover, Zakat in 

Bahrain is currently collected and distributed by charitable 

organisations. Favouring charitable organisations over 

governmental institutions and banks may highlight successful 

experiments there, based on the differences in Islamic 

methodology mentioned earlier. 

The respondents disagreed with giving the national banks 

support to collect Zakat, as can be seen from the very low 

mean of 2.07. These banks deal with riba (they pay and 

receive interest) which is prohibited by the Islamic Shariah 

and, therefore, cannot be viewed by Muslims as being morally 

fit to carry out such a religious duty. 

While the attitude does not differ significantly towards the 
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government (strongly in favour), Islamic banks (in favour) 

and national banks (against), significant differences of 

opinion were found when dealing with charitable 

organisations. Although all countries are in favour, Bahrain 

is the most in agreement (mean = 4.0), Kuwait is the least 

in agreement (mean = 3.36), while Saudi Arabia and the UAE 

are in the middle with means of 3.51 and 3.61 respectively. 

The chi-square is significant with a significance level of 

5.1 percent, which is close to the 5 percent level. It can, 

therefore, be said that the difference in means between 

countries regarding the attitude towards charitable 

organisations is not due to chance but due to some other 

factors. So far Saudi Arabia and the UAE respondents have 

very close means due to the homogeneity of the two 

countries' populations. Both countries have a conservative 

population with the vast majority being from the Sunni sect. 

Bahrain is the least conservative with 75 percent of the 

population being from the Shiite sect. Kuwait is slightly 

more conservative than Bahrain with a strong Shiite 

minority. 

6.2.4 Who should distribute Zakat? 

As mentioned in the previous chapter, the Zakat base is 2.5 

percent of Muslims wealth. Due to a surplus of oil revenue 

(that reached its peak in the 1970s) the government used to 
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collect and distribute only 1.25 percent. The other 1.25 

percent was left to Zakat payers to distribute, provided 

that the Zakat payer provided documents to prove the 

payment. This procedure was changed in 1984 when the 

government decided to collect and distribute the entire 

amount (2.5 percent). It was, therefore, important to ask 

the respondents' opinion on who should distribute Zakat. A 

summary of the respondents' opinion is presented in tables 

6.6(a) and 6.6 (b) 
. 

The earlier analysis indicated that a significant proportion 

of respondents supported the proposal that Zakat should be 

collected by the Department of Zakat (government). The 

ranking of the means in these two tables is similar to those 

in the previous two tables concerning the collection of 

Zakat. 

Table 6.6(a) Who should distribute Zakat? 

Zakat should be Freq. Mean Rank sub-group mean by occupation SD MIN MAX Chi-sq P. value 
distributed by AC GV INV AF 
Government 
(Dept. of Zakat) 

159 3.98 1 3.72 4.32 4.05 3.85 1.25 1 5 3.60 . 307 

Islamic banks 159 3.18 3 2.95 3.24 3.42 3.12 1.33 1 5 2.58 . 460 
National banks 159 1.99 4 1.80 2.18 1.93 1.88 . 983 1 5 5.14 . 162 
Charitable 
organisations 

159 3.70 2 3.54 3.76 3.66 3.85 1.21 1 5 . 625 . 891 

AC= academics GV= governments INV= investors AF= accounting firms 

It can be seen from table 6.6(a) that a high proportion of 

the respondents supported the proposal that the Department 

of Zakat, with a mean of almost 4, is a suitable candidate 

to distribute Zakat. The respondents also recommended 

charitable organisations as candidates to distribute Zakat, 
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with the second highest mean of 3.70. The result can be 

explained on the grounds that distributing Zakat is an 

expensive exercise and the government can afford it. 

Charitable organisations seem to be suggested by the 

participants since these organisations work closely with 

various sections of the society and they are placed in a 

better position than the government agencies to identify the 

needy. Islamic banks have insufficient infrastructures to 

support the distribution of Zakat. Most respondents disagree 

that national banks should distribute Zakat. This is due to 

the riba (interest) problem discussed previously. 

The chi-square statistics were insignificant for all four 

items at the 5 percent level. Thus, there is no 

statistically significant difference in the attitudes of AC, 

GV, INV and AF groups towards the institutions that should 

distribute Zakat. 

Table 6.6(b) Who should distribute Zakat? 

Zakat should be Freq. Mean Rank Sub-group mean by country SD MIN MAX Chi-sq P. value 
distributed by BA KU SA UAE 
Government 
(Dept. of Zakat) 

159 3.98 1 3.67 3.92 4.22 4.00 1.25 1 5 3.04 . 385 

Islamic banks 159 3.18 3 2.91 3.03 3.41 3.29 1.33 1 5 4.08 . 253 
National banks 159 1.99 4 2.06 1.92 1.76 2.11 . 983 1 5 2.08 . 555 
Charitable 
organisations 

159 3.70 2 3.97 3.62 3.70 3.58 1.21 1 5 3.07 . 381 

BA= Bahrain KU= Kuwa it SA= Saudi Arab ia UAE= United Arab Emirates 

Table 6.6(b) indicates that all countries surveyed in this 

study, except Bahrain, strongly supported the Department of 

Zakat (government) as a candidate for distributing Zakat. 
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The ranking of institutions' means is identical to the 

previous table. The chi-square statistics are all 

insignificant, even at the 20 percent level. This strongly 

suggests that there is no significant difference in attitude 

between the four countries. 

Although the table reveals that respondents from Bahrain do 

prefer charitable organisation over the Department of Zakat, 

this can be explained on the grounds that Zakat is not 

regulated in Bahrain and charitable organisations are 

currently responsible for collecting and distributing Zakat. 

From the table, similarities of respondents' answers from 

Saudi Arabia and the United Arab Emirates can reiterated. 

Kuwait and Bahrain are also similar, but to a lesser degree. 

Because national banks deal with riba (interest), they do 

not receive much support from respondents from the four 

countries surveyed countries. 

6.2.5 The percentage of Zakat that should be paid 

In an attempt to identify the percentage of Zakat that 

should be paid to the collection authority, a list of 

choices were given to the respondents to express the extent 

of agreement and disagreement. Analyses of their answers by 

occupation and by country are reported in tables 6.7(a) and 

6.7(b) respectively. 

222 



Table 6.7(a) Percentage of Zakat that should be paid 

Percentage of Freq. Mean Rank Sub-group means by occupation SD MIN MAX Chi-sq P. value 
Zakat that AC GV INV AF 
should be paid 
to collection 
authority 
25% of the total 157 2.76 4 2.60 2.79 2.69 2.98 . 948 1 5 2.95 . 399 
amount of Zakat 
50% 154 3.18 3 2.70 3.32 3.28 3.40 1.10 1 5 10.9 

. 012 
75% 155 3.22 2 2.87 3.49 3.20 3.33 1.10 1 5 6.53 

. 088 
100% 154 3.48 1 2.97 3.97 3.68 3.30 1.41 1 5 11.3 . 010 
AC= academics G V= governments INV= investors AF= accounting firms 

It is evident from tables 6.7(a) and 6.7(b) that the 

respondents involved in this study are mostly in favour of 

paying the whole amount of Zakat to the collecting 

institution. This can be seen from the overall item mean of 

3.48 with rank 1. As the percentage reduces, the level of 

agreement is also lowered, thus, the responses amounting to 

75 percent, 50 percent and 25 percent produce means ranking 

of 2nd, 3rd and 4th respectively. 

The overall means do not, however, reveal the whole picture 

since there are differences of opinion among the sub-groups. 

Indeed, from table 6.7(a), the chi-square statistics for the 

difference in means is significant at the 5 percent level 

for the second item (50 percent), significant at the 10 

percent level for the third item (75 percent), and highly 

significant at the 1 percent level for the fourth item (100 

percent). This suggests that the differences in attitude 

towards what percentage should be paid to the collecting 

institution differs among the sub-groups (AC, GV, INV and AF). 

Look at the sub-group means deduces several points. 
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Firstly, occupation seems to affect attitude towards the 

percentage of Zakat to be paid. Academics and government 

officials have the same ranking in means (100,75 and 50). 

There is a clear difference between the two. The means in 

the government officials are all high (suggesting strong 

agreement), while the means of the academics are all less 

than 3, suggesting disagreement. A possible reason for the 

academics' disagreement is their opposition to paying Zakat 

to the authorities. The result indicate that most academics 

strongly agreed with the reasons for not paying Zakat, as 

mentioned in tables 6.4(a) and (b). It is not surprising, 

therefore, that most academics would disagree with, or be 

indifferent to, this question of what percentage should be 

paid. Government officials are strongly in favour of 

collecting the whole amount of Zakat. They are followed by 

the group of investors with a similar, but not as strong, 

pattern which favours 100 percent, then 50 percent then 75 

percent. Accounting firms employees, however, have a 

completely different idea. Their ranking was reversed with 

50 percent at the top and 100 percent at the bottom rank. 

The apparent reason for this is that accountants, like 

lawyers, reflect their clients' interests. Among their 

clients are businessmen whose Zakat amounts are 

considerable. They also prefer to have the freedom to pay 

most of it at their own discretion and to the recipients of 
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their own choice. This attitude is close, but not similar, 

to the attitude of academics in the sense of trying to 

reduce the percentage of Zakat paid to the collecting 

institution. One question that can be raised is why 

investors prefer to pay 100 percent of the Zakat to the 

authorities?. The most obvious answer lies in the 

complicated process of calculating Zakat from their 

investments. It would seen, therefore, that investors prefer 

to avoid problems with the authorities and let specialised 

institutions carry out the whole process of evaluation, 

collection and distribution of Zakat. 

There is no significant difference in attitude with respect 

to country related preferences. Although the chi-square for 

the second item (50 percent) is just significant at the 10 

percent level, the insignificance of the other 3 items does 

not support the significance of the second item. 

Table 6.7(b) Percentage of Zakat that should be paid 

Percentage of Freq. Mean Rank Sub-group mean By country SD MIN MAX Chi-sq P. value 
Zakat that BA KU SA UAE 
should be paid 
to collection 
authority 
25% of the total 157 2.76 4 2.81 2.64 2.88 2.71 . 948 1 5 1.73 . 630 
amount of Zakat 
50% 154 3.18 3 2.86 3.10 3.43 3.18 1.10 1 5 6.26 . 099 
75% 155 3.22 2 2.90 3.15 3.43 3.26 1.10 1 5 4.92 . 178 
100% 154 3.48 1 3.29 3.21 3.76 3.55 1.41 1 5 3.60 . 308 
BA= Bahrain KU= Kuwa it SA= Saudi Arabi a UAE= United Arab Emirates 

This is confirmed by examining the individual means of the 

sub-groups by country in which all the means are higher for 

the fourth item (100 percent) and then gradually decrease. 
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It was, however, roughly find two features in the table. 

Firstly, Bahrain respondents have the lowest scores, 

supporting the earlier discussion of their disagreement to 

pay Zakat to the Department of Zakat. Also, because 

Bahrainis prefer to pay to charitable organisations of their 

own choice, they also implicitly reserve the right to choose 

and vary the percentage they pay at their own discretion. 

This might explain Bahrain means, which are all near 3 

(indifference). Secondly, the highest scores are again with 

Saudi Arabia and the UAE respectively. Both have very 

similar patterns, agreeing more with 100 percent, less with 

75 percent and 50 percent, and disagreeing with 25 percent. 

Kuwait is in the middle between Bahrain, on the one hand, 

and Saudi Arabia and the UAE on the other. 

6.2.6 Satisfaction with methods used to calculate Zakat 

In Saudi Arabia the Zakat Department uses two methods for 

calculating Zakat. In other GCC countries, there is no 

official regulation governing Zakat evaluation, collection 

and distribution. Islamic banks, charitable organisations, 

and Zakat payers must, however, themselves evaluate the 

amount of Zakat to be paid. It was, therefore, of interest 

to seek the respondents' opinions on the methods of 

calculating Zakat used by the Zakat Department. The 

respondents were asked to express the level of their 
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satisfaction with the way Zakat is collected and distributed 

by the Zakat Department. The statistical summaries and tests 

are reported in tables 6.8(a) and (b). 

Table 6.8(a) Degree of satisfaction with methods used to calculate Zakat 

Freq. Mean Rank sub-group mean By occupation SD MIN MAX Chi-sq P. value 
AC GV INV AF 

The current 158 3.77 1 3.61 3.79 3.96 3.73 . 970 1 5 4.14 . 247 
method of 
calculating 
Zakat is 
satisfactory 
The current 157 3.40 2 3.40 3.57 3.37 3.29 . 946 1 5 . 860 . 835 
method for 
collecting Zakat 
is satisfactory 
The current 157 3.17 3 2.87 3.62 3.29 2.90 1.08 1 5 11.5 . 009 
method for 
distributing 
Zakat is 
satisfactory 
AC= academics GV= governments IN V= investors AF= accounting firms 

Taking the overall mean it seems that while there is no 

clear dissatisfaction with the current method of evaluation 

of Zakat, the mean of 3.77 does not show sufficient levels 

of satisfaction. Knowing that the scale is between 1 for 

strongly disagree to 5 for strongly agree with 3 for 

undecided, it can be seen that the mean is just near the 

agree level. This result also means that many respondents 

are dissatisfied with the evaluation method. The means for 

the method of collection and distribution are even lower, 

nearing the value of 3. Thus there is little satisfaction 

with the way the Department of Zakat collects and 

distributes Zakat. No difference seems to exist between the 

types of respondents (by occupation) regarding the first and 

second items (method of calculation, and method of 
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collection), as the chi-square statistics and the 

significance levels clearly indicate. For the last item 

(method of distribution) there is, however, a significant 

variation in opinion as the chi-square is highly significant 

at the 1 percent level. Looking at the individual means, it 

can clearly be seen that academics, investors, and 

accounting firms are dissatisfied with the method. On the 

other hand, government officials are relatively more 

satisfied, producing a mean of 3.62. Government officials, 

by the very nature of their occupation, may be influenced by 

government policies and share similar views to the 

government. The government has its own method of selecting 

Zakat recipients which might well conflict with the wishes 

of Zakat payers. Moreover, Zakat payers may think that the 

government should set up its own budget to help the needy 

and the poor, while they should be given the opportunity and 

honour to locate the poor and needy by themselves. 

Table 6.8(b) Degree of satisfaction with methods used to calculate Zakat 

Freq. Mean Rank Sub-group mean By country SD MIN MAX Chi-sq P. value 
BA KU SA UAE 

The current 158 3.77 1 3.88 3.69 3.86 3.66 . 970 1 5 2.24 . 524 
method of 
calculating 
Zakat is 
satisfactory 
The current 157 3.40 2 3.26 3.46 3.45 3.39 . 946 1 5 . 482 . 923 
method for 
collecting Zakat 
is satisfactory 
The current 157 3.17 3 3.03 3.15 3.19 3.26 1.08 1 5 . 729 . 866 
method for 
distributing 
Zakat is 
satisfactory 
BA= Bahrain KU = Kuwa it SA= Saudi Arabi a UAE= United Arab Emirates 
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Table 6.8(b) reports the outcome of the analysis on a 

country basis. By inspecting the individual means of the 

countries, the finding indecated little difference in mean 

scores. This is confirmed by the very small chi-square 

values and the level of significance. It Was notice that 

Bahrain has the highest score for the method of evaluation, 

but the lowest score in the method of collection and 

distribution. The other three countries are very similar. 

6.3 Accounting for Zakat 

6.3.1 The placement of Zakat in annual reports 

Zakat is simply a transfer of certain amounts of money or 

material goods from a person who is able to pay to a person 

who is in need of help. In other words, Zakat is a transfer 

payment from the wealthy to the poor for the purpose of 

redistribution of wealth and income, in order to achieve 

social and economic justice in Muslim society. 

Many Muslims are highly interested in the activities of 

their companies and their degree of compliance with Islamic 

Shariah principles. Many of them would like to see detailed 

information on the sources and uses of Zakat. In some 

Islamic countries, such as Egypt, the Faisal Islamic Bank 

includes in its annual report detailed information on how it 

accounts for Zakat, as well as information on conventional 
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financial statements such as profit or loss accounts and 

balance sheets. It includes statements of source and uses of 

Zakat. The statement is followed by a note explaining the 

figures appearing in the statement. Such detailed 

information enables Muslim investors to make informed 

investment decisions. Accordingly, the respondents were 

asked to give their views about the location of Zakat 

information in the annual report. The results by occupation 

and by country are summarised in tables 6.9(a) and (b) 

respectively. 

Table 6.9(a) Placement of Zakat in the annual report 

Zakat in Freq. Mean Rank Sub-group mean By occupation SD MIN MAX Chi-sq P. value 
financial re ort p 
Should appear: 

AC GV INV AF 

in a separate 159 4.23 1 4.13 4.61 4.22 4.02 . 910 1 5 9.67 . 022 
section 
in shariah 159 4.21 2 4.00 4.34 4.34 4.17 . 669 2 5 8.43 . 038 
supervisory 
committee 
report 
in director's 159 3.21 5 3.26 3.24 3.24 3.05 . 980 1 5 . 733 . 866 
report 
in chairman's 159 3.18 6 3.21 3.42 3.42 3.27 1.01 1 5 1.13 . 770 
report 
in accounting 159 3.87 3 3.74 4.13 4.05 3.59 1.02 1 5 6.88 . 076 
policies 
in notes to the 159 3.67 4 3.80 3.71 3.78 3.42 1.12 1 5 2.96 . 398 
financial 
statement 
AC= academics G V= governments IN V= investors AF= accounting firms 

By examining table 6.9(a), and by looking at the ranking of 

the means, the highest means are in the first and second 

items, which are almost equal (4.23 and 4.21). Thus, 

respondents would prefer either to put Zakat in a separate 

section or in a Shariah supervisory committee report. 

Opinion is clearly divided and this research must look at 

the individual sub-group of occupation. 
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As expected, the chi-square statistics in both items are 

significant at the 5 percent level, suggesting significant 

difference in the mean responses of the four occupation 

groups. Clearly, the means of academics and government 

officials are higher in the first item (separate section), 

while for investors and accounting firms the opposite is 

true. The statistical analysis of the means reveals a split 

in the preference among the respondents. Academics and 

government officials would prefer to see Zakat reported in a 

separate section in the financial report. On the other hand, 

investors and accounting firms would rather see Zakat appear 

in Shariah supervisory committee reports. In any case, the 

differences are very small but still significant. Both the 

first and second items are technically separate reports. So 

why is there a difference in emphasis? It seems that both 

academics and government employees would prefer to reduce 

the influence of Shariah scholars in the day to day business 

of Zakat. Thus, while they still agree on the principle that 

the Shariah supervisory committee include Zakat in its 

report, there is a marginal preference for a separate 

section in the financial report (i. e., without the 

interference of Shariah scholars) . Investors and accounting 

firms, on the other hand take the opposite position. Again, 

they agree to the first item, but they marginally prefer the 

second item. A possible explanation is that investors would 
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like to be on the safe side as far as religion is concerned. 

So, by allowing Zakat to be scrutinised by Shariah scholars, 

investors may have peace of mind regarding the performance 

of their duty towards Allah. Accountants, most of whom do 

not have experience in Zakat and religious matters, would 

also seem to prefer to pass such responsibility to the 

Shariah committee. The remaining four items were less 

favoured by the respondents and there is no statistically 

significant difference among the sub-groups. 

Table 6.9(b) Placement of Zakat information in the annual report 

Freq. Mean Rank Sub-group mean SD MIN MAX Chi-sq P. value 
Zakat in the by country 
financial report 
Should appear: 

BA KU SA UAE 

in a separate 159 4.23 1 4.21 4.41 4.24 4.08 . 910 1 5 3.04 . 385 
section 
in shariah 159 4.21 2 4.15 4.21 4.33 4.13 . 669 2 5 1.91 . 591 
supervisory 
committee 
report 
in director's 159 3.21 5 3.24 3.13 3.33 3.00 . 980 1 5 2.63 . 452 
report 
in chairman's 159 3.18 6 3.30 3.28 3.41 3.15 1.01 1 5 1.79 . 616 
report 
in accounting 159 3.87 3 3.76 4.05 3.94 3.71 1.02 1 5 3.01 . 391 
policies 
in notes to the 159 3.67 4 3.61 3.67 3.71 3.68 1.12 1 5 . 338 . 953 
financial 
statement 
BA= Bahrain KU= Kuwa it SA= Saudi Arab ia UAE= United Arab Emirates 

Table 6.9(b) which shows the results of analysis by country, 

does not differ from the previous table in terms of the 

overall means and rankings. This table does not show any 

significant differences between countries, as the 

significance levels are all greater than 0.05 (the 5 percent 

level). It is, however, interesting to compare the countries 
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in the first two most popular items. By looking at the 

individual means, the results suggest that Kuwait and 

Bahrain give slightly more preference to a separate section, 

while Saudi Arabia and the UAE prefer the Shariah 

supervisory committee report. Once more, the strength of the 

religion in the latter two countries is reflected in the 

respondents' attitudes in their preference for religious 

scholars to control Zakat accounts. 

The results indicate that the respondents would like to see 

detailed information on Zakat either in a separate section 

in the annual report or in the Shariah supervisory committee 

report. This information may assist them in making 

investment decisions. Detailed information about Zakat is 

not only beneficial to the public but also to companies, 

since by reporting Zakat details in their financial reports, 

they will be more likely to encourage and attract 

(conservative) Muslim investors. 

6.3.2 Auditing of Zakat 

In the previous subsections the respondents' opinions on who 

should evaluate, collect and distribute Zakat were 

discussed. The respondents were also asked to state their 

preferences on the percentage of Zakat that should be paid 

to collecting institutions, and where Zakat information 

should be placed in annual reports. 
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It is uncontested that the degree of accountability and 

transparency of the Zakat section in the annual report 

should be assessed through auditing. Hence, respondents were 

asked who should carry out the task of auditing Zakat 

accounts. The statistical results are presented in tables 

6.10(a) and (b). 

Table 6.10(a) Auditing of Zakat 

Freq. Mean Rank sub-group mean by occupation SD MIN MAX Chi-sq P. value 
Who should 
audit Zakat AC GV INV AF 
account? 
Department of 154 4.45 1 4.53 4.41 4.46 4.39 . 848 1 5 . 380 . 944 
Zakat 
Shariah 159 4.14 2 3.87 4.26 4.32 4.10 . 846 1 5 10.4 . 015 
supervisory 
committee 
Accountant 157 3.29 4 3.31 3.18 3.59 3.05 1.05 1 5 5.51 . 138 
from Islamic 
bank 
Auditors 158 3.96 3 3.92 3.89 4.27 3.73 . 933 1 5 7.28 . 064 
AC= academics GV= governments IN V=investors AF= accounting firms 

The overall means from both tables indicate that the 

respondents either agree or strongly agree with the proposal 

that the Zakat section in the annual report should be 

audited by either Zakat Department (ranked 1) or the Shariah 

supervisory committee (ranked 2). The high means suggest 

that the vast majority of respondents strongly agree with 

the suggestion for the first two items, but that more 

respondents agree strongly in the case of the Department of 

Zakat. The agreement among the occupation groups is very 

strong as indicated by the very high significance statistic. 

A close look at the individual means in the first item shows 

that the means for the four groups (AC, GV, INV and AF) are 
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around 4.5, suggesting an almost unanimous agreement that 

auditing should be carried out by the Department of Zakat. 

The highest mean in this first item is from academics who 

show less support for the Shariah supervisory committee. The 

chi-square, however, is significant at the 5 percent level 

for the second item. This suggests that there is 

disagreement amongst the respondents. Looking at the table 

reveals that the source of this disagreement is the 

academics, whose mean was 3.87 while the means of the other 

three groups were around 4.20. There was evidence earlier of 

some apprehension from academics towards religious scholars' 

involvement in the day-to-day running of Zakat affairs. In 

the same way, academics do not seem to favour the 

involvement of scholars in the auditing of Zakat. 

Nevertheless, the other three groups have also given the 

Shariah committee second place in their respective mean 

responses. There is no significant difference in the 

remaining two items (accountants from Islamic bank, and 

auditors) which received little support from the 

respondents. The reason for this lack of support may be that 

conventional auditors may lack sufficient knowledge about 

Islamic Shariah principles, especially those related to 

Zakat. On the other hand, Shariah advisory and supervisory 

committees, as well as accountants from Islamic banks are 

usually employed by the owners of businesses, and 
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respondents 

independence. 

seem to share some doubt as to their 

Table 6.10(b) Auditing of Zakat 

Freq. Mean Rank Sub-group mean by country SD MIN MAX Chi-sq P. value 
Who should 
audit Zakat BA KU SA UAE 
account? 
Department of 154 4.45 1 4.42 4.38 4.69 4.23 . 848 1 5 5.90 . 117 
Zakat 
Shariah 159 4.14 2 4.19 4.05 4.20 4.18 . 846 1 5 . 088 . 993 
supervisory 
committee 
Accountant 157 3.29 4 3.34 3.03 3.39 3.37 1.05 1 5 3.92 . 271 
from Islamic 
bank 
Auditors 158 3.96 3 3.97 3.97 3.94 3.94 . 933 1 5 . 042 . 998 
BA= Bahrain KU = Kuwa it SA= Saudi Arabi a UAE= United Arab Emirates 

Analysed by country, the overall ranking remains unchanged, 

and the tests show no statistically significant differences 

in the means of the four countries. It is worth noting that 

the highest mean score was given by Saudi Arabian 

respondents to the Department of Zakat, probably because of 

the existence of this institution in Saudi Arabia. 

6.3.3 Zakat regulation 

Accounting regulation has existed for a long time in the 

developing countries. Even though Zakat is not currently 

regulated, it is assumed that, with the ever-spreading 

principle of Zakat in Islamic countries, there will be a 

need for increased regulation. Feedback was, therefore, 

required from respondents concerning the question of who 

should regulate Zakat. To that end, respondents were invited 
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to express their opinions on the question. The mean 

responses as well as other statistics are shown in tables 

6.11(a) and (b). 

Table 6.11(a) Zakat regulation 

Freq. Mean Rank sub-group mean by occupation SD MIN MAX Chi-sq P. value 
Who should 
regulate Zakat? AC GV INV AF 

Government 159 4.03 4 3.72 4.34 4.00 4.05 1.02 2 5 5.88 . 117 
Moslem scholars 159 4.07 3 3.82 3.90 4.42 4.12 . 922 2 5 9.46 . 024 
Academics 159 3.25 6 2.97 3.11 3.59 3.32 . 920 1 5 9.46 . 024 
Government , 159 4.17 2 4.05 4.08 4.32 4.22 . 820 2 5 3.26 . 353 
with advise from 
Moslem scholars 
Government, 158 3.48 5 3.63 3.24 3.59 3.46 1.02 1 5 4.60 . 204 
with advise from 
academics 
Government, 159 4.58 1 4.54 4.63 4.63 4.54 . 740 2 5 1.12 . 772 
with advise from 
Moslem scholars 
and academics 
AC= academics GV= governments INV= investors AF= accountin g firms 

It is quite evident from tables 6.11(a) and (b) that the 

respondents gave a lot of support to a partnership between 

government, Muslim scholars and academics towards regulating 

the accounting of Zakat. There is unanimity among occupation 

groups and by countries, where the chi-square statistics are 

insignificant. Looking at the remaining ranks, it is clearly 

seen that Muslim scholars have the edge on academics by 

ranking second and third while academics ranked fifth and 

sixth. There is disagreement only in the second (Muslim 

scholars) and third (academics) items as can be seen from 

the chi-square significance. In the second item, the lowest 

score was given by academics, which shows the low support 

academics give to Muslim scholars. The academics have, 

however, shown their objectivity by giving an even lower 
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score to themselves on the suggestion that they should have 

sole responsibility for regulating Zakat. 

Table 6.11(b) Zakat regulation 

Freq. Mean Rank Sub-group mean by country SD MIN MAX Chi-sq P. value 
Who should 
regulate Zakat? BA KU SA UAE 

Government 159 4.03 4 3.79 3.87 4.20 4.15 1.02 2 5 5.55 . 136 
Moslem scholars 159 4.07 3 4.33 4.03 4.16 3.76 . 922 2 5 7.08 . 070 
Academics 159 3.25 6 3.39 3.05 3.27 3.31 . 920 1 5 2.77 . 428 
Government, with 159 4.17 2 4.15 4.28 4.27 3.94 . 820 2 5 5.34 . 148 
advise from 
Moslem scholars 
Government, with 158 3.48 5 3.41 3.41 3.49 3.60 1.02 1 5 . 502 . 918 
advise from 
academics 
Government, with 159 4.58 1 4.58 4.54 4.61 4.60 . 740 2 5 . 170 . 982 
advise from 
Moslem scholars 
and academics 
BA= Bahrain KU= Kuwait SA= Saud i Arabia UAE= United Arab Emirates 

The national groups showed no significant differences in 

opinion as can be seen from the statistics in table 6.11(b). 

The above results highlight the cultural features of Arab 

societies in general and of the Gulf societies in 

particular, in that regulation requires enforcement. The 

academics and Muslim scholars have the required 

qualification to set standards for accounting and disclosure 

for Zakat. They do, however, lack the required means to 

implement such standards. Thus, the respondents seem to be 

aware of this problem and choose the partnership of the 

three bodies to ensure better regulation. 

6.3.4 Variations in Zakat evaluation 

Generally accepted accounting principles permit flexibility 

in profit measurement and this affects the calculation of 
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Zakat. Some companies may be tempted to avoid paying Zakat 

or reduce the Zakat amount by means of increasing 

expenditure and manipulating profit figures. In order to 

investigate the possible causes of variation in accounting 

for Zakat, respondents from all groups involved in this 

study were provided with a list of possible causes and asked 

to give their opinion from a five point scale (1 = strongly 

disagree to 5= strongly agree). 

Table 6.12(a) Variations in Zakat evaluation 

Freq. Mean Rank Sub-group mean by occupation SD MIN MAX Chi-sq P. value 
AC GV INV AF 

Depreciation 159 3.87 5 3.81 4.16 3.54 3.98 1.03 2 5 8.04 . 045 
Bad debts 159 4.18 2 4.30 4.18 4.27 3.98 . 701 2 5 6.40 . 096 
Allowances and 159 3.68 8 3.90 3.61 3.85 3.37 1.01 2 5 7.35 . 062 
reserve 
Expenditures 159 4.15 3 4.33 4.11 4.29 3.88 . 805 2 5 7.69 . 053 
End of service 159 4.06 4 4.18 4.08 4.20 3.78 . 878 2 5 6.35 . 098 
awards 
Fees of firm's 159 3.87 6 4.00 3.79 4.00 3.73 . 940 2 5 2.69 . 442 
board of 
Directors 
Salaries, wages 159 3.73 7 3.82 3.68 3.95 3.46 . 952 2 5 5.96 . 114 
and similar 
items 
Expenditure 159 4.27 1 4.28 4.28 4.46 4.05 . 777 2 5 7.32 . 060 
from previous 
years 
AC= academics G V= governments IN V= investors AF= accounting firms 

Tables 6.12(a) and (b) summarise the statistical results by 

occupation and country. The discussion concentrates on the 

top 4 variation items since they were the only ones with 

mean responses greater than 4 (i. e., where the majority 

responded with agree and strongly agree). According to the 

means, the top four variations are expenses from previous 

years, bad debts, current expenses, and end of service 

awards, respectively. In these items, the chi-square 
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statistics were not significant at the 5 percent level for 

the occupation groups. It is, therefore, concluded that 

there is no significant difference of opinion among the 

various occupation groups. 

It was noted that the only significant difference among the 

occupation groups was on the first item, and in this respect 

there is a significant difference between government 

officials and investors in respect to depreciation. The 

government's Zakat Department measures depreciation 

according to the specified percentages as a maximum limit 

and on the basis of a historical value. This evaluation 

reduces the depreciation amount which inflates the net 

profit. Treatment of depreciation does not, however, comply 

with the criterion of protecting capital, since it may lead 

to the firm's future inability to replace its fixed assets. 

Table 6.12(b) Variations in Zakat evaluation 

Freq. Mean Rank Sub-group mean by country SD MIN MAX Chi-sq P. value 
BA KU SA UAE 

Depreciation 159 3.87 4.68 3.49 3.65 3.92 1.03 2 5 26.25 . 000 
Bad debts 159 4.18 4.03 4.23 4.18 4.26 . 701 2 5 2.72 . 436 
Allowances and 159 3.68 3.48 3.48 3.89 3.76 1.01 2 5 5.36 . 147 
reserve 
Expenditure 159 4.15 4.00 4.28 4.04 4.28 . 805 2 5 3.28 . 350 
End of service 159 4.06 3.88 4.41 3.93 4.03 . 878 2 5 8.26 . 041 
awards 
Fees of firm's 159 3.88 3.79 4.12 3.73 3.89 . 940 2 5 4.41 . 221 
board of 
Directors 
Salaries, wages 159 3.73 3.61 3.79 3.71 3.79 . 953 2 5 1.51 . 680 
and similar 
items 
Expenditure 159 4.27 4.15 4.25 4.33 4.32 . 777 2 5 . 772 856 
from previous 
years 
BA= Bahrain KU= Kuwa it SA= Saudi Arab ia UAE= United Arab Emirates 

Table 6.12(b) shows significant difference between countries 

with respect to depreciation and end of service awards. 
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Bahrain gives depreciation the highest score, while Saudi 

Arabia gives it the lowest. With regards to end of service 

awards, Kuwait gives the highest score. For the remaining 

items, no significant difference was found. The reason 

behind the differences in the first item may be that Saudi 

Arabia is the only country that has a Department of Zakat. 

The experience of Saudi respondents should, therefore, be 

expected to be different from other countries, especially 

when dealing with technical accounting practices such as 

those represented in the first item. Also, the significant 

differences between countries with respect to end of service 

awards may be due to the differences in the regulation and 

rules governing the end of service awards in each country. 

6.4 Proposed recommendations 

6.4.1 Reasons behind the low level of Zakat collection 

Currently, there is no regulation to govern Zakat accounting 

in the GCC countries, except in Saudi Arabia. Imposing 

regulation in other GCC countries might prove to be 

difficult for two main reasons. Firstly, Zakat is a 

religious duty just as are prayer and fasting. Government's 

can do little to regulate and enforce Zakat, since the 

latter is an important part of the relation between an 

individual and Allah. Regulating such relations can be 

considered as an intrusion upon individual freedom. 
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Secondly, Gulf countries have not yet been under sufficient 

financial pressure to press for Zakat regulation, thanks to 

the high surplus income from oil. 

The implementation of the Zakat in the early days of the 

present Saudi dynasty was not regulated by government, as 

people themselves spent the revenue of Zakat on the poor, 

according to the instructions of Islam. People know that 

Zakat is one of the five fundamental Islamic principles, but 

most were unaware of the principles on which it was levied, 

due to poor education. They often declared their wealth to 

religious leaders who decided how much should be given to 

the needy. People sometimes submitted this amount to the 

Qadi (judge) to distribute on their behalf. Today, it seems 

that such a tradition continues to be strongly followed, 

especially in GCC countries other than Saudi Arabia. By 

asking for possible reasons for the low levels of Zakat 

collection by collection institutions, it is hoped to obtain 

a better insight into the problems which could face the 

establishment of Zakat institutions and regulations in the 

GCC. The respondents were provided with a list of possible 

reasons and asked to express the extent of their agreement 

with each reason. 
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Table 6.13(a) Reasons behind low level of Zakat collection 

Freq Mean Rank sub-group mean by occu pation SD MIN MAX Chi-sq P. value 
AC GV INV AF 

Lack of Zakat 159 4.11 1 3.85 4.32 4.22 4.05 . 861 2 5 7.59 . 055 
regulation 
Lack of Religious 159 3.55 5 3.54 3.55 3.32 3.78 1.14 1 5 3.14 . 371 
practice 
Companies try to 159 4.02 2 4.05 4.16 3.96 3.93 . 896 1 5 . 815 . 846 
avoid Zakat 
payments 
The need for 159 3.82 3 3.62 3.92 3.88 3.85 . 856 2 5 2.71 . 439 
Zakat regulation 
has not yet been 
seen as a serious 
public concern in 
some GCC 
countries 
Zakat regulation 159 3.44 6 2.44 3.76 3.07 3.51 1.14 1 5 6.27 . 099 
requires the 
specialities and 
human resources 
which the 
governments do 
not yet possess 
The problem of 159 3.62 4 3.74 3.82 IT 3.66 1.10 1 5 5.84 . 120 
enforcement 
AC= academics GV= governments IN V= investors AF= accounting firms 

In tables 6.13(a) and (b) the overall result indicates 

general agreement in opinion among occupation groups and 

nationalities (all chi-square values are insignificant at 

the 5 percent level). Based on the mean of each item, the 

respondents place the lack of Zakat regulation as the most 

important reason for the low level of Zakat collection. The 

second most important reason is Zakat evasion by companies, 

while the third most important is that Zakat regulation is 

not yet seen as a serious public concern. The fourth reason 

is the problem of enforcement. 
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Table 6.13(b) Reasons behind low level of Zakat collection 

Freq. Mean Rank Sub-group means By country SD MIN MAX Chi-sq P. value 
BA KU SA UAE 

Lack of Zakat 159 4.11 1 4.09 4.08 4.04 4.23 . 861 2 5 1.15 . 766 
regulation 
Lack of Religious 159 3.55 5 3.55 3.74 3.67 3.18 1.14 1 5 6.08 . 108 
practice 
Companies try to 159 4.02 2 3.85 4.13 3.96 4.13 . 896 1 5 3.09 . 378 
avoid Zakat 
payments 
The need for 159 3.82 3 3.97 3.95 3.67 3.73 . 856 2 5 3.70 

. 296 
Zakat regulation 
has not yet been 
seen as a serious 
public concern in 
some GCC 
countries 
Zakat regulation 159 3.44 6 3.21 3.74 3.39 3.39 1.14 1 5 3.39 . 336 
requires the 
specialities and 
human resources 
which the 
governments do 
not yet possess 
The problem of 159 3.62 4 3.55 3.74 3.43 3.79 1.10 1 5 3.42 . 331 
enforcement 
BA= Bahrain KU= Kuwait SA= Saudi Arabi a UAE= United Arab Emirates 

Table 6.13(b) shows no significant difference between the 

four GCC countries, suggesting an agreement of opinion 

towards the reasons behind low levels of Zakat collection. 

6.4.2 Appointment of Shariah supervisory committee 

All companies' activities must comply with Shariah 

requirements. Companies and Islamic banks should have 

Shariah supervisory committees (SSC), although they are not 

mandatory. The purpose of the SSC is to provide an assurance 

that the company and bank will operate within Shariah 

principles. The aim of the SSC is to fulfil the following 

objectives: (1) complete elimination of interest; (2) 

avoidance of gambling and speculation; and, (3) avoidance of 

any contracts or trade in prohibited products (Abumouamer, 
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1989). Apart from these functions the SSC should provide 

guidance on documentation, transactions and business, which 

conform with Shariah principles. It should prepare a 

religious auditing report- which is regarded as part of the 

annual report (Karim, 1995). 

Karim (1995) further pointed out the SSC are appointed by 

shareholders in the general meeting which makes them part of 

the company or Islamic bank's management. The appointed 

members are under a responsibility to the management, not 

the shareholders who appointed them. Thus, if the SSC put 

the interest of the shareholders first, this may give rise 

to some conflicts between them and the management. 

The independent or legal auditor is one of three parties 

involved in determining and estimating the Zakat revenues. 

He/she is supposed to be neutral in determining the Zakat 

assessment since he/she has no conflict of interest and can, 

therefore, easily be impartial. There is, however, a 

tendency to keep the SSC since it represents the company's 

interests in the determination of the Zakat. 

An important issue is whether the government or the company 

should appoint and pay for the Shariah supervisory 

committees. In practice, Zakat is controlled by government 

supervision. The Holy Qur'an states that: 
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Alms (Zakat) are for the poor, the needy, and those 
employed to administer the (funds). For those whose 
hearts have been (recently) reconciled (to Truth), for 
those in bondage and in debt, in the cause of God and for 
the wayfarer: (this is it) ordained by Allah as Allah is 
full of knowledge and wisdom. (Qur'an, chapter 19: 30 and 
31). 

People who are given the job of collecting and distributing 

Zakat should be paid salaries. It is not clear, however, 

whether the Qur'an means by those employed to administer the 

(funds) government or private employees. On this question 

the respondents were provided with a list of choices and 

asked to indicate the level of their agreement with each. 

Table 6.14(a) Appoint and pay for Shariah supervisory committee 

Who should Freq. Mean Rank sub-group means by occupation SD MIN MAX Chi-sq P. value 
appoint Sharia 
advisor and y AC GV INV AF 
supervisory 
committee? 
Companies 159 2.74 2 2.92 2.65 2.69 2.68 1.09 1 5 . 777 . 855 
Government 159 4.26 1 3.77 4.50 4.54 4.54 . 895 1 5 21.5 . 000 
Who should pay 
the Sharia 
advisory and 
supervisory 
committee? 
Companies 159 3.30 2 3.13 3.09 3.27 3.27 1.13 1 5 6.37 . 095 
Government 159 3.91 1 3.28 4.37 3.83 4.15 1.13 1 5 20.0 . 000 
AC= academics G V= governments IN V= investors AF= accounting firms 

It is evident from table 6.14(a) that the respondents wish 

to see government playing a major role in appointing and 

offering remuneration to the Shariah supervisory committee. 

This is reflected by the mean among the four occupation 

groups who took part in this study, as well as the four 

nationalities. It is clear that the majority of respondents 

do not agree with the proposition that companies should 

appoint and pay the SSC. The significant chi-square in table 
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6.14(a) for the appointment of the SSC suggests disagreement 

from the respondents. From examining the table it is, 

however, seen that the significance is due to the relatively 

low score given by the academics, with a mean of 3.77, while 

the other three occupation groups have a mean of around 

4.50. Interestingly, the academics were not in favour of 

companies doing this job either and, therefore, the only 

interpretation is that, while academics agree to the 

proposition that government should be involved, the level of 

their agreement is not as high as that of the other three 

groups. Perhaps academics would prefer a joint involvement 

of both companies and government in the appointment of the 

SSC. 

A similar result is obtained on the question of the SSC's 

salaries. Again, the significant chi-square seems to be 

caused by the very low score from the academics, with a mean 

close to 3. By a comparison of the two mean scores by 

academics (companies and government) it is found that they 

are almost equal. Again this suggests that academics might 

prefer a shared responsibility in paying the SSC. 
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Table 6.14(b) Appointment and pay for Shariah supervisory committee 

Who should Freq. Mean Rank Sub-group means by country SD MIN MAX Chi-sq P. value 
appoint sharia 
advisor and y BA KU SA UAE 
supervisory 
Committee? 
Companies 159 2.74 2 2.90 2.76 2.88 2.42 1.09 1 5 6.17 . 104 
Government 159 4.26 1 4.18 4.15 4.41 4.23 . 895 1 5 1.54 . 673 
Who should pay 
Sharia advisory 
and supervisory 
committee? 
Companies 159 3.30 2 3.42 3.19 3.40 3.18 1.13 1 5 1.53 . 675 
Government 159 3.82 1 3.79 3.92 3.84 3.73 1.15 1 5 1.43 . 698 
BA= Bahrain KU= Kuwa it SA= Saudi Arabi a UAE= United Arab Emirates 

Table 6.14(b) reveals no difference between nationalities in 

their opinions about appointing and paying the SSC. By 

looking at the mean scores, however, it is shown that 

respondents are strongly in favour of appointments made by 

the government (while disagreeing with appointments made by 

companies). On the other hand, the opinions about payment 

are not so clear cut. The mean scores for companies and 

government are 3.30 and 3.82 respectively. Thus, it seems 

that the respondents would like to see companies paying at 

least a part of the SSC salaries. 

6.4.3 Potential benefits from Zakat implementation 

Zakat is the backbone of an Islamic economic system. It is 

paid in fulfilment of a religious duty. Zakat is used to 

help solve some aspects of poverty and misery. Zakat is a 

responsibility towards society and the needy, and it is paid 

to comply with Allah's command. Moreover, Zakat helps in 

maintaining social solidarity amongst Muslims. It lessens 

248 



the disparity between the wealthy and the poor and removes 

envy and hatred between the strong and weak. 

Respondents who took part in this study were given a choice 

of several factors representing potential benefits of Zakat. 

The outcome of the respondent's answers is reported in 

tables 6.15(a) and (b). Since the benefits of Zakat are 

purely a matter of opinion, there will be some variation in 

views among the various occupation groups. It should first 

be noted, however, that all 7 items were viewed as important 

by the respondents. The only difference is on the level of 

importance shown by the various groups. Overall, the most 

important item was religious duty, followed by social 

justice. The third most important factor is promoting 

charitable organisations, followed by economic efficiency. 

Table 6.15(a) The potential benefits from Zakat implementation 

Freq. Mean Rank sub-group mean SD MIN MAX Chi-sq P. value 
AC GV INV AF 

Satisfy religious 159 4.64 1 4.31 4.68 4.88 4.66 . 533 3 5 24.9 . 000 
duties 
Improve social 159 4.57 2 4.36 4.66 4.71 4.54 . 522 3 5 11.5 . 009 
justice 
Improve 159 4.25 4 4.13 4.55 4.39 3.95 . 779 2 5 12.8 

. 
005 

economic 
efficiency 
Improve the 159 4.07 5 4.00 4.08 4.27 3.93 . 942 1 5 6.04 . 110 
reputation of 
companies 
Increase local 159 3.91 6 3.97 4.18 4.02 3.46 . 870 2 5 14.4 . 002 
investment 
Promote 159 4.30 3 4.26 4.45 4.39 4.10 . 717 2 5 4.65 . 199 
charitable 
organisations 
Improve the 159 3.85 7 3.87 4.03 4.15 3.37 . 899 2 5 16.8 . 001 
quality of 
corporate 
financial reports 
AC= academics G V= governments IN V= investors AF= accounting firms 

From table 6.15(a) it is clear that the chi-square 

statistics were highly significant at the 1 percent level in 
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five out of seven items, suggesting that different groups 

give different importance to the question's items. For 

example, academics put social justice at the top while the 

other three groups classify it as second. Religious duty is 

classified second by academics while it is classified as 

first by the other three groups. Economic efficiency is 

classified fourth by accounting firms and academics while 

the other two groups classify it third. Finally, promoting 

charitable organisations is classified fourth by government 

officials while the other three groups classify it third. 

Accounting firm employees do not seem to agree with the 

proposition that Zakat increases local investment, or that 

it would improve the quality of corporate financial reports. 

The other three groups, however, show some agreement with 

the proposition. Indeed, the announcement and implementation 

of Zakat in the annual report may give investors additional 

information which could assist them in making investment 

decisions. 

Improving the reputation of companies, increasing local 

investment, and improving the quality of corporate financial 

reports were seen as the least beneficial items by investors 

and government officials. There are, however, also 

differences, even within these two groups. For example, 

investors perceive increasing local investment as the least 

important with a score of 4.02, while for government 
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officials improving the quality of corporate financial 

reports has the lowest score of 4.03. The two groups also 

differ in the second lowest scores with investors having a 

mean response of 4.15 for improving the quality of corporate 

financial reports, while government officials scored a mean 

of 4.08 for improving the reputation of companies. 

Table 6.15(b) The potential benefits from Zakat implementation 

Freq. Mean Rank Sub country mean SD MIN MAX Chi-sq P. value 
BA KU SA UAE 

Satisfy religious 159 4.64 1 4.73 4.69 4.67 4.44 . 533 3 5 7.77 . 051 
duties 
Improve social 159 4.57 2 4.70 4.62 4.51 4.47 . 522 3 5 4.32 . 229 
justice 
Improve 159 4.25 4 4.30 4.36 4.18 4.18 . 779 2 5 1.23 . 747 

economic 
efficiency 
Improve the 159 3.95 5 4.12 4.00 3.83 3.89 . 973 1 5 1.79 . 617 
reputation of 
companies 
Increase local 159 3.91 6 3.85 4.05 3.86 3.87 . 870 2 5 1.57 . 666 
investment 
Promote 159 4.30 3 4.52 4.26 4.27 4.18 . 717 2 5 3.87 . 275 
charitable 
organisations 
Improve the 159 3.85 7 3.79 4.03 3.80 3.79 . 899 2 5 1.78 . 618 
quality of 
corporate 
financial reports 
BA= Bahrain KU= Kuwa it SA= Saudi Arabi a UAE= United Arab Emirates 

The results of the statistical tests presented in table 

6.15(b) indicate no significant difference in attitude among 

the respondents from various countries. The variety of 

financial (and Zakat) regulation, religious conservatism, 

and government policy towards Zakat does not seem to have 

any effect on the respondents' opinions about the potential 

benefits of Zakat implementation. Although there are minor 

differences in the individual country's rankings, these can 

be attributed to chance as suggested by the significance 

level displayed in the table. Thus, overall, the ranking 
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discussed earlier remains unchanged. It may, however, be 

noticed that, in the two least important items (according to 

the overall ranking), Kuwait has the highest score. While 

all other three countries have mean scores of less than 4, 

Kuwait respondents have an average score of 4.05 and 4.03. 

6.4.4 Possibility for and importance of Zakat 
harmonisation 

For many Muslims, the activities of companies and the degree 

of their compliance with Islamic Shariah principles is of 

paramount importance. Muslims are less likely to invest in 

companies that deal with interest or companies that avoid 

paying Zakat. To them, in the process of making investment 

decisions, having access to detailed information on the 

sources and uses of Zakat within a company is crucial. 

Muslims may, however, invest in various companies and, 

possibly, even in various countries, since GCC laws do allow 

citizens of GCC countries to invest in any member state. 

Thus, it is extremely important that they do understand 

financial reports dealing with Zakat. One way of 

facilitating the understanding of these reports is to make 

them as simple as possible. Another important factor is 

harmonisation. Harmonisation of financial reports within a 

country and within the GCC states would help investors 

understand a company's position vis ä vis Zakat and, 

therefore, help them make religiously and/or financially 
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sound investment decisions. This question is to determine 

whether respondents feel harmonisation of Zakat measurement 

and disclosure is possible in GCC countries. Judging by the 

high -overall means in the table, respondents' opinions 

towards Zakat measurement and harmonisation are highly 

positive. GCC populations could, therefore, welcome the 

harmonisation of measurement and disclosure of Zakat. But 

table 6.16(a) does show to be highly significant at the 1 

percent level on all four items, suggesting different levels 

of agreement among occupation groups. 

Table 6.16(a) Zakat measurement and disclosure 

Freq. Mean Rank sub-group means by occupation SD MIN MAX Chi-sq P. value 
AC GV INV AF 

Harmonisation of 159 4.27 1 4.21 4.29 4.61 3.98 . 785 1 5 14.7 . 002 
Zakat 
measurement is 
possible in the 
GCC countries 
Harmonisation of 159 4.24 2 4.23 4.29 4.34 3.88 . 754 2 5 10.2 . 012 
Zakat disclosure is 
possible in the 
GCC countries 
Harmonisation of 159 4.22 3 4.26 4.26 4.49 3.88 . 801 1 5 12.6 . 006 
Zakat 
measurement is 
important in the 
GCC countries 
Harmonisation of 159 4.19 4 4.18 4.18 4.49 3.90 . 797 2 5 11.8 . 008 
Zakat disclosure is 
important in the 
GCC countries 
AC= academics GV= governments INV= investors AF= accountin g firms 

By examining the sub-group means it becomes clear that the 

most pessimistic group with respect to all four items is 

accounting firms, with means varying between 3.88 and 3.98. 

Although these means suggest agreement by accounting firms, 

they do not reach the same level of agreement as the other 

three occupation groups whose means vary between 4.18 and 
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4.61. The opinion of accounting firms is important to these 

questions. It appears that academics, government officials 

and investors are driven by enthusiasm rather than realism, 

due to the benefits that such harmonisation could bring. On 

the other hand, accounting firms do show some form of 

agreement, but their enthusiasm seems to be limited by their 

practical experience as accountants, as they are aware of 

the difficulties of bringing together several sovereign 

countries (with varying regulations) for the purpose of 

following a unified regulation and law. Thus, while 

harmonisation is still possible and important, it should be 

made aware that possible obstacles could hinder the work 

towards harmonisation. It should be clear that lengthy and 

careful preparation should take place well before embarking 

on a harmonisation process. 

Table 6.16(b) Zakat measurement and disclosure 

Freq. Mean Rank sub-group means by country SD MIN MAX Chi-sq P. value 
AB KU SA UAE 

Harmonisation 159 4.27 1 4.42 4.36 4.40 3.87 . 785 1 5 10.56 . 014 
of Zakat 
measurement is 
possible in the 
GCC countries 
Harmonisation 159 4.24 2 4.30 4.31 4.27 4.08 . 724 2 5 2.93 . 402 

of Zakat 
disclosure is 
possible in the 
GCC countries 
Harmonisation 159 4.22 3 4.33 4.21 4.34 3.97 . 801 1 5 3.26 

. 353 

of Zakat 
measurement is 
important in the 
GCC countries 
Harmonisation 159 4.19 4 4.27 4.15 4.34 4.00 . 797 2 5 3.70 . 296 

of Zakat 
disclosure is 
important in the 
GCC countries 
BA= Bahrain KU= Kuwa it SA= Saudi Arab ia UAE= United Arab Emirates 
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Table 6.16(b) shows no difference in opinion by country 

group towards harmonisation, with the exception of the first 

item (harmonisation of Zakat measurement) where the chi- 

square is significant at 5 percent. The source of difference 

is clearly due to the low scores by the UAE respondents. By 

giving attention to the second item (harmonisation of Zakat 

disclosure) it has been found that the UAE respondents, 

again, have the lowest score, although not significantly 

different at the 5 percent level. The same remark applies 

to the third and fourth items. It is interesting to ask why 

UAE respondents have such low scores. The answer could lie 

in the political setting of the four countries. The states 

of Bahrain, Kuwait and Saudi Arabia, are all unified states 

with a single central authority. The UAE, however, is a 

loose federation of eight emirates, and the ruler of each 

emirate has absolute power over his territory. The 

relationship between this political remark and our 

respondents' low score lies in the fact that UAE respondents 

are well aware of the difficulties encountered in their 

country when they have tried to harmonise education, the 

police, defence and other vital sectors of the state. This 

could be the reason why they are not so sure about the 

possibility (and importance) of harmonisation. 
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6.5 Summary 

This chapter has empirically investigated a number of 

important issues relating to the Department of Zakat in 

Saudi Arabia and the proposal to extend the work of this 

department to the other GCC countries. The chapter has also 

investigated various recommendations towards this end, 

including the requirement for harmonisation of Zakat 

regulation and control throughout the GCC countries. The 

results and discussion were based on a statistical analysis 

of a survey sample representing the private and public 

sector in four GCC countries. 

Statistical tests revealed that there is some objection to 

paying Zakat to official institutions. This objection was 

mainly due to the misleading effect of the religious belief 

that Zakat is a relation between Muslims and Allah. From the 

point of view of introducing a method for regulating and 

accounting for Zakat collection and distribution this 

diverts attention from practical considerations. 

A lack of confidence in companies, to deal with Zakat, was 

also found. Islamic and other commercial banks were not seen 

as suitable for collecting and distributing Zakat, despite 

the technical capabilities of commercial banks in the Gulf. 

Some difference in views among the various occupation groups 

was highlighted. The study also found significant 
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differences among the GCC countries regarding many 

accounting and regulatory aspects of Zakat. These 

differences suggest that harmonisation and unification of 

Zakat systems in the GCC might be extremely difficult to 

achieve. 

Finally, a number of proposals and suggestions were made 

relating to the accounting of Zakat, Zakat regulation, 

collection and distribution, and Zakat harmonisation were 

made. 

The following table summarises the most significant findings 

in this chapter. These and other findings have been fully 

discussed in the previous sections. 

Main finding Main Factor/Reason Suggestions 
Many respondents objected to Zakat is a relation Give more roles to charitable 
paying zakat to the government between a Muslim and organisations, reduce percentage 

God collected. 
Banks are not the preferred Profit oriented Zakat department and charitable 
institution for collection and organisation, organisations should open zakat 
distribution zakat commercial banks are accounts in Islamic banks to 

based on Riba. indirectly incorporate Islamic 
banks. 

The GCC countries are split in Kuwait/Bahrain have Approach to zakat 
two: Saudi Arabia/UAE prefer large Shiite population. harmonisation should be 
zakat department, bilateral in the beginning. 
Kuwait/Bahrain prefer charitable 
organisations. 
Disagreement between Occupation seems to be Implement incremental 
respondents by occupation the main reason for the percentage. 
regarding proportion of zakat to disagreement 
be paid to government 
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Chapter seven 

Summaries, conclusion and recommendations 

7.0 Introduction 

This chapter provides a summary of the main findings of the 

study and briefly discusses the implications of these 

findings for the formulation of a Zakat system in the 

context of the Gulf States. 

The chapter proceeds as follows: section 7.1 provides a 

summary of the thesis, by chapter; section 7.2 presents the 

" main conclusions obtained from the study; section 7.3 gives 

recommendations to reconcile accountancy measurement and 

the Zakat base; and, other recommendations are given in 

section 7.4. 

7.1 Summary of the thesis 

7.1.1 Chapter one 

This chapter introduced the topic of the thesis and set out 

the study objectives, methodology and limitations. 
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7.1.2 Chapter two 

This chapter provided backgrounds to the six GCC countries: 

Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United 

Arab Emirates. It focused on these GCC states in terms of 

locations, borders, populations, socio-political 

backgrounds, economic backgrounds, social and cultural 

backgrounds, the regulation of Zakat and the importance of 

Zakat to the economies of the GCC countries. 

7.1.3 Chapter three 

In this chapter the main principles and features of Islamic 

economics were outlined. Also, the main goals of wellbeing, 

social and economic justice, equitable distribution of 

income, freedom of ownership and economic activity were 

discussed. 

The Islamic belief is that although God is the ultimate 

owner, human beings are His vicegerents on earth. Private 

property is, therefore, recognised and protected by Islam, 

in the event that public ownership is not possible or is 

injurious to the public interest. For this reason, rivers, 

roads, the treasury and mines are all public properties in 

the GCC countries. 
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Freedom of activity is protected in Islam, although any 

production, sale or consumption must be within the 

framework of the Shariah. This latter, the embodiment of 

Islamic law, is the source of Islamic moral values, which 

play a major role in Islamic economics. In addition to 

regulation, moral values guide the relationship between 

producers and consumers and between employees and 

employers. Social justice provides for equal opportunity of 

work and a minimum subsistence level. Social differences 

are minimised and concentration of wealth is discouraged 

and reduced through the imposition of Zakat and inheritance 

law. 

Although all Muslims believe that Riba is prohibited, not 

all of them have refrained from making deposits in usurious 

banks, partly because they had no alternative, or because 

the interest was too attractive. 

Riba, which is interpreted as interest, Both the Qur'an and 

the Sunnah are clear as to its prohibition. But because 

usury was practised by pre-Islamic Arabians and during the 

early stages of Islam, the prohibition was done 

progressively. In general, in order for the lending deal to 

be lawful, the lender must share both the risk and success 

260 



(profit) with the borrower. Any deal in which the lender is 

guaranteed his capital and excess is usurious, which is 

exactly the case with current interest-based banking 

activity. 

7.1.4 Chapter four 

In this chapter the financial system of Zakat was discussed 

together with its functions in relation to the Muslim 

community. In general, Zakat provides a means of 

redistributing wealth from the rich to the poor. Some 

methods of calculating Zakat were presented, though there 

are controversial issues relating to this, particularly on 

trade Zakat or business Zakat. The chapter highlighted the 

need for GCC countries to resolve this longstanding problem 

(which should not be overlooked as it is one of the five 

pillars of Islam). For example, Zakat has not been 

implemented in an institutionalised form in the GCC 

countries, except in Saudi Arabia. There are, however, some 

organisations in the other GCC countries which collect 

Zakat but there are differences between them in the methods 

of administration of Zakat. Some of them calculate Zakat 

differently from others. Some have based their calculations 
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on net profit and others on the value of net current assets 

and short-term investment, as shown in the balance sheet. 

7.1.5 Chapter five 

This chapter dealt with matters relating to the research 

methodology and highlighted the objectives of the survey 

and various issues with respect to the research 

questionnaire, sample and structure of statistical test. 

7.1.6 Chapter six 

In this survey study, a samples of 159 respondents was 

selected from four different occupations and four GCC 

countries as representatives of the GCC societies and 

states. 

To begin with, the crucial question of whether or not 

respondents paid Zakat was addressed. All respondents 

declared that they did. It might be claimed that 

respondents may not be relied upon in this question, since 

they cannot declare openly that they were abstaining from 

performing one of the five pillars of Islam. However, from 

the researcher's experience in Saudi Arabia and Gulf 
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countries, Zakat is paid by all those eligible to pay. 

Moreover, since the rate is only 2.5 percent, it does not 

constitute a burden on the Zakat payer. If the strong 

belief of Muslims in compensation by Allah in the 

hereafter, is added to the picture, it will be clear that 

at least the vast majority of respondents do pay their 

annual Zakat. 

Thus, since Zakat is actually being paid by (virtually) all 

Zakat payers, the question then arises whether some sort of 

regulation should govern it. Another question is whether to 

let individuals pay Zakat at their discretion (the liberal 

case), or whether an institution should play the role of 

evaluating, collecting and distributing Zakat (the 

centralised case). The advantage of the liberal case is 

that Zakat payers have the opportunity to gain the 

spiritual (and social) benefit of personally giving money 

to the needy. They may be thanked and praised, their social 

status may improve, and this in turn would encourage Zakat 

payers to pay in the future. Even between the Zakat payer 

and God, the Zakat payer would feel more satisfied that 

he/she had performed his/her duty to God if it is known 

that the money he/she gave actually went to and was spent 

by the poor and needy. Some people may not wish to declare 
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the size of their wealth as they think it is a private and 

personal matter, not to be known by others. They prefer, 

therefore, a more discreet method of evaluating and paying 

Zakat. Finally, although income tax has not yet been 

applied in the GCC countries, we may assume that when 

governments introduce other (earthly) taxes, many taxpayers 

will attempt to evade paying taxes since they do not 

consider they are committing a sin. If they were, however, 

to declare their real wealth for Zakat evaluation, that 

would undermine their tax evasion. Thus, it is preferable 

from this point of view to follow a liberal system in Zakat 

collection and distribution. 

Having said that, the centralised system also has many 

advantages. In terms of redistribution of wealth, a 

centralised system would work better, since the central 

Zakat institution would cover the whole country rather than 

a small area. It might well happen that in some high income 

areas there are only a few needy individuals and far more 

Zakat payers, while in other areas only a few Zakat payers 

and many needy individuals. In the liberal system 

therefore, we may end up in an unfair distribution of Zakat 

money, where the needy of one area will collect far more 

money than those in other areas. 
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Another advantage is the accumulation of technical 

expertise and information handling characteristics of a 

centralised institution. Muslims do not all know the 

complicated Zakat evaluation method and this can be greatly 

facilitated by a central Zakat body, which would have the 

means and capability of providing Zakat payers with free 

evaluation. 

Moreover, it might well be expected that some Zakat payers 

not to know to whom they should pay Zakat. In other cases, 

Zakat payers may be by individuals who may be acting as to 

be poor in order to obtain easy money. Indeed, there are 

many people who use this kind of ruse and spend several 

days visiting tens of towns and cities to collect from 

wealthy Zakat payers. This information problem would be 

solved by a central institution, as it would be easier to 

identify these corrupt and false beneficiaries. 

Finally, there is what might be called the wholesale or 

bulk phenomenon. Suppose 100 Zakat payers each pay £50 in 

Zakat. If they pay it separately they would be giving £50 

to a variety of needy people who, in turn, will tend to use 

it in consumption (since it is not an amount that allows 

for investment). If, instead, they paid it to a single 
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institution, then that institution would have £5,000 which 

could be invested or used for important social projects. 

Any political, social or economic project cannot be 

successful without the agreement and co-operation of the 

majority of the population. If the GCC countries are to 

introduce any Zakat system, they will have to draw it up in 

line with the population's beliefs and opinions. There are 

many questions relating to the evaluation, collection and 

distribution of Zakat, and understanding the attitude of 

people towards these questions is crucial if the system is 

to have any chance of success. The aim of this survey has 

been to assess public attitude regarding a number of very 

important questions relating to Zakat. The sample was 

divided into occupation groups and country groups in order 

to test for variations between occupations and between 

countries. 

7.2 Main conclusions from the survey study 

In the following paragraphs, the main findings of the 

previous subsections are summarised. 
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This survey reveals that almost 40 percent of respondents 

objected to paying Zakat to a central institution. This is 

not unexpected for the reasons mentioned previously. Most 

of these objecting respondents based their rejection of 

this proposal on the belief that Zakat is a personal 

relationship between each Muslim and Allah. The respondents 

preferred to pay Zakat personally since they do not seem to 

trust their companies (their employers) to pay Zakat on 

their behalf. Thus, if we assume that our sample is 

representative of the whole population under study, then 

attempting to impose Zakat may lead to approximately 40 

percent Zakat evasion. With such a high rate of evasion, we 

would expect some distortion in distribution since some 

needy individuals may end up being paid twice (once by the 

Zakat Department and once by the Zakat evader) or not at 

all. It is therefore important that, before the 

authorities impose Zakat, some compromise with Zakat payers 

should be attained. One suggestion is to collect a certain 

percentage rather than the whole amount. In this way most 

(but not all) individual (Zakat payers) and collective (the 

Department of Zakat) interests will be served. 

Notwithstanding the objections of some respondents, a 

majority of 62 percent do support imposing Zakat. This 
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should encourage the authorities to work towards unifying 

the Zakat systems. Indeed, in this survey the top 

organisation suggested for collecting Zakat was the 

government (Zakat Department). Some consideration should 

also be given, however, to giving some role to charitable 

organisations (which was the second most popular choice). 

Banks, whether Islamic or non-Islamic, do not seem to be an 

attractive option, despite the fact that national banks can 

carry out collection and distribution of Zakat cheaply and 

effectively. As expected, Saudi respondents were the most 

enthusiastic about the Department of Zakat as this 

organisation only exists in Saudi Arabia and they are 

familiar with this institution. Bahrainis, reflecting their 

religious variation, prefer charitable organisations. 

As expected, the distribution of the opinions on the 

distribution of Zakat was not much different from that for 

collection. The two most popular choices were the 

Department of Zakat and charitable organizations. - 

Coming to the next important question about the percentage 

of Zakat, we found serious disagreement amongst the 

respondents. Academics seem to be apprehensive about paying 

any percentage, accounting firms prefer paying 50% percent 

and government officials and investors prefer 100 percent 
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of the total Zakat amount due. Overall, 100 percent came 

first but 75 percent came in second position. The objection 

by academics and the suggestion by accounting firms to pay 

50 percent should not be totally disregarded. It does not 

seem unreasonable to suggest an incremental percentage, 

between 50 percent and 75 percent, depending on the amount 

of Zakat to be paid (50 percent for small amounts, to 75 

percent for larger amounts). In this way, Zakat payers 

would be encouraged to declare their wealth and to pay the 

percentage to the collection authority, while, at the same 

time retaining some of the Zakat money for payment 

personally to the recipients of their choice. 

The survey found little evidence that the respondents were 

satisfied with the current method of evaluation for Zakat. 

Also, respondents appear to be dissatisfied with the way 

the Department of Zakat collects and distributes Zakat, 

(with the exception of government officials who, 

unsurprisingly, show some level of satisfaction). 

Respondents from various countries do not seem to differ in 

their opinions. 

As for the placement of Zakat in company financial 

statements, the opinion was divided. Academics and 
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government officials prefer a separate section, while 

investors and accounting firms prefer the Shariah 

supervisory committee report. There is also some indication 

that Kuwaiti and Bahraini respondents tend to prefer a 

separate section, while Saudi and UAE respondents tend to 

prefer the Shariah supervisory committee report. Throughout 

the questionnaire, there is an obvious similarity and 

agreement in the responses of the Saudi Arabian and UAE 

groups, on the one hand, and those of Kuwait and Bahrain on 

the other. 

According to the respondents, the Zakat section in the 

annual report should be audited by the Zakat Department in 

the first place, or, as a second choice, by the Shariah 

supervisory committee. The four occupation groups were 

unanimous in their choice (but not in the levels of 

agreement, where academics had a significantly lower score, 

as they do not favour the involvement of religious scholars 

in the auditing of Zakat accounts). There is also a 

generally unified opinion on this question, but Saudi 

respondents had slightly higher scores in favour of the 

Department of Zakat. 
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Most respondents prefer a partnership between government, 

Muslims scholars and academics to regulate accounting for 

Zakat. In this study, there was no significant difference 

in opinion amongst the various occupation and country 

groups. 

Respondents suggest that the top four variations in Zakat 

calculation were: expenses increased from previous years; 

bad debts; current expenses; and, end of service awards, 

respectively. There was difference in opinion, between 

government officials and investors regarding depreciation. 

It was suggested that the method used by the Department of 

Zakat should be changed. At the country level, there were 

some significant differences in opinion. Bahraini 

respondents gave depreciation the highest score while Saudi 

respondents gave it the lowest score. Kuwait gave end of 

service awards the highest score. Again, Saudi Arabia and 

UAE are similar. 

The lack of Zakat regulation was found to be the most 

important reason for the low levels of Zakat collection. 

Other important reasons include Zakat evasion by companies, 

and the lack of awareness, by both the public and 

government, that Zakat regulation is a serious public 

concern. 
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There is a general agreement that the government should 

play a major role in appointing and paying the Shariah 

supervisory committee (SSC). At the same time, the 

respondents were against companies appointing and paying 

SSCs. It should be noted that the scores obtained from 

academics suggest that they would prefer a joint 

contribution to the payment of SSCs (by government and 

companies). 

All the 7 benefits suggested to the respondents were 

regarded as important. Overall, the most important items 

were (in order of importance): following one's religious 

duty; social justice; promoting charitable organisations; 

and, economic efficiency. Many variations were noted in 

respondents' priorities as to which item was most 

important. Again, the academics' group seemed to be the odd 

one out by putting social justice at the top (religious 

duty as second) while the other three groups classified it 

as second (religious duty as first). There was, however, no 

difference between respondents from various countries. 

Respondents agreed with both the possibility and the 

importance of the harmonisation of Zakat measurement and 

disclosure. This suggests that attempts to harmonise the 
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measurement and disclosure of Zakat would not be hindered 

by a. popular objection. Not all occupation groups were so 

optimistic, however. Accounting firms' low scores suggest 

some doubt as to the possibility and importance of 

harmonisation. As professional accountants, their doubts 

should be taken seriously. UAE respondents also showed some 

pessimism towards the possibility of harmonisation. It is 

the researcher's suggestion that this pessimism was 

probably due to their own experience in a state consisting 

of eight emirates and where they may have seen how 

difficult it was to unify or harmonise the administrative 

and legal systems. 

7.3 Recommendations for future research 

This section outlines some important recommendations for 

future research which may help achieve the necessary degree 

of reconciliation on the accountancy measurement of 

elements of the Zakat base. These measurements are also 

assessed according to the standards and principles of 

Islamic jurisprudence. Thus, many of the recommendations 

presented here have not been discussed in the previous 

section. Wherever relevant, the views of the respondents 

will, however, be taken into consideration. 
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7.3.1 Reconciling accountancy measurement and 
Zakat base 

The statistical analysis revealed several important issues 

relating to Zakat evaluation, collection and distribution. 

These issues are mainly in line with the research questions 

discussed in chapter six. Many technical questions relating 

to purely accounting practice could not be discussed with 

respondents since they were not all accountants. However, 

many important conclusions were drawn and discussed at the 

end of the previous chapter. 

The majority of respondents were dissatisfied with the 

current method used to evaluate Zakat. Moreover, many 

Zakat payers objected to paying Zakat to official 

institutions as a result of their distrust of their 

companies. An attempt is, therefore, made to recommend some 

improvements which would be in line with accounting 

principles as well as compatible with Islamic Shariah. In 

this way, it is hoped that Zakat payers would have more 

confidence in companies as well as official Zakat 

institutions. 

Accountancy profit represents one of the components of the 

Zakat base of trade activity. Accordingly, it is 

recommended that the elements of this base and its 
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measurement be re-defined in such a way as to achieve the 

required degree of compatibility between the accountancy 

measure of the Zakat base of trade activity and its 

measurement according to the principles of Islamic law. 

7.3.1.1 Working capital at the beginning of the period 

Working capital at the beginning of the period is the 

measured working capital in accordance with the document of 

the financial situation prepared at the end of the previous 

fiscal period. In other words, measurement of the elements 

of both the current assets and the current liabilities, 

according to their values in the previous year's balance 

sheet (excluding the various kinds of stock items and 

investments in the financial papers, which should be re- 

assessed at the end of the fiscal 'period under 

consideration, in accordance with the current market 

prices) when determining the Zakat base. Measurement of 

the working capital according to the suggested procedure 

would achieve the following. 

1. Working capital measured at the beginning of the period 

does not involve any growth that might have happened 

during the fiscal period as a result of the firm's 
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ordinary and extraordinary activity. That excludes any 

ordinary or extraordinary profits or any other gains or 

invested capital achieved during the fiscal period that 

may be included in the second element of the Zakat base, 

such as net profits obtained during the period. 

2. Adhering to the criteria of measurement and assessment of 

the current cost of the elements of current assets and 

liabilities. These are classified as follows: 

" Monetary elements, being those current assets 

including debtors, notes receivable, bank, cash and 

other receivable balances, which consist of current 

liabilities such as short-term loans, creditors, notes 

payable, overdraft bank withdrawals, and other payable 

balances. These monetary elements are measured by 

their real values from the last year's balance sheet 

without any re-assessment, because these elements 

represent a firm's fixed rights. In both cases they 

are limited by a fixed number of monetary units. They 

may also be represented by a fixed number of monetary 

units under the disposal of the firm such as bank 

accounts and cash, which are current accounts 

themselves. 
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" Non-monetary elements, which include for example some 

of the elements of the current assets such as various 

stock piles, investments in bonds, shares and deeds, 

These elements must be re-assessed at the end of the 

fiscal period under consideration, since this can be 

practically carried out and since they are actually 

affected by fluctuations in prices due to cases of 

economic inflation and recession. 

7.3.1.2 Net profit achieved during the period 

Net profits achieved during the period are those measurable 

profits according to the traditional principle of comparing 

revenue with expenditure in the accountancy concept. 

Revenue and expenses are determined as follows. 

1. Revenue: this should consist of the following. 

" Normal revenue the firm achieves due to selling its 

goods, produce or services to others. That is, revenue 

associated with the normal activity of the firm. 

" Non-normal revenue and other gains achieved by the 

firm during performing its activities such as capital 

profits due to dealing with its fixed assets or those 
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achieved incidentally, such as collected compensations 

or any other invested capital. 

2. Expenditure: this should consist of the following. 

" Normal expenditure such as the price of purchasing 

goods and raw materials as well as salaries, wages, 

depreciation of fixed assets and any other expenditure 

related to a firm's normal activity. 

" Incidentally occurring burdens and losses, such as 

capital losses due to the disposal of fixed assets, 

and also paid compensations or penalties, and any 

other incidental burdens or losses. 

Consequently, the author recommends the following method 

for the measurement of the Zakat base of trade activity. 
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Table 7.1 A sample of the recommended method 

Ana lytical entries 
Statements Part(1) Part(2) Total 

I .W rkin Capital at the in in of the ri 
Current sets (from last year's balance sheet) 
Inventory (after re-assessment at end of period) Xx 
Investments in bonds (after re-assessment at end of period) Xx 
Debtors Xx 
Notes receivable Xx 
Bank Xx 

ash Xx 
Other receivable balances Xx 
Total Current Assets Xxx 

-) Current Liabilities (from last year's balance sheet) 
Short-term loans Xx 

reditors Xx 
Notes payable Xx 
Overdraft bank withdrawals Xx 
Other payable balances Xx 
Total Current Liabilities Xxx 
Working Capital Xxx 

Net Profits achieved during he eriod 
v 

ormal revenue Xx 
on-normal revenue and other gains Xx 

Total revenu Xxx 

-) Expenditure 
ormal expenditure Xx 

Burdens and other losses Xx 
Total Expenditure Xxx 
Net Profits Xxx 
-) Family expenses (basic needs)* Xx 

akat Base* (Compared with the minimum) Xxx 
alculation of Zakat amount (2.5%) Xx 

Deduct expenses it the company is private 
" Zakat Base = Working Capital + Net Profit 

7.3.2 Recommended treatment for certain types of 
expenditure 

The survey results agree with the current official Zakat 

practice with regard to a number of issues. There were, 

however, many items on which the respondents expressed 

dissatisfaction. Therefore, an attempt is made to suggest 

recommendations for treating some of the items. 
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7.3.2.1 Depreciation of fixed assets 

As reported in the previous chapter, there was disagreement 

among respondents regarding depreciation. It is suggested 

that measurement of the depreciation of fixed assets should 

be carried out on the basis of the following 

recommendations. 

1. Depreciation must be calculated from the outset of the 

life of a fixed asset; with percentages that correspond 

with the nature of the fixed asset itself; with the 

circumstances of its utilisation; and, with the nature of 

the firm's activity. This is to present guided rather 

than obligatory depreciation percentages, provided that 

they can be exceeded under certain circumstances. 

2. Depreciation must be calculated on the basis of the 

current value of fixed asset when measuring the Zakat 

base. This must also be in accordance with the criteria 

of measurement and assessment, on the basis of current 

cost, when determining the Zakat base. Consequently, 

this would achieve an appropriate measurement of a firm's 

net profits at the end of the period and, in observance 

of the criterion of protecting capital, and enabling the 

firm to replace its fixed assets, which ensure their 

continuity. 
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7.3.2.2 Allowances 

The treatment of bad debts was found to be the second top 

variation in Zakat evaluation. Allowances to firms are made 

to meet any possible losses such as allowances for bad 

debts. These should be discounted from all types of firms 

rather than from banks only, as is currently practised by 

the Saudi Department of Zakat and Income. That is provided 

that these allowances are added to the Zakat base once the 

losses they were established to meet did not materialise. 

7.3.2.3 Previous year's expenditure 

In this survey, expenditure from previous years was the top 

variation in Zakat calculation. It is suggested that 

expenditure from a previous year(s) should be discounted, 

provided that they are real and supported by authentic 

documents, and that they have been actually paid during the 

Zakat year under consideration. This is due to the fact 

that they are a burden on a firm that had not been deducted 

during the previous year(s). Consequently they are regarded 

as discountable costs. 
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7.3.3 Academic fee expenditure paid to employees 

The researcher suggests that these fees, paid by a firm to 

its employees, must be raised to a suitable level (such as 

10,000 Riyals instead of 5,000 Riyals). Also that the Saudi 

Department of Zakat and Income must allow a discount, so 

that the paid sum is in proportion to the increasing costs 

of education and children's teaching requirements. This 

also takes into consideration increasing costs of living in 

general. This allows firms to contribute effectively to 

prompting their employees to educate their children, which 

in turn helps reduce illiteracy in society. 

7.3.4 Amount of Zakat collected by institution 

There was serious disagreement concerning the percentages 

of Zakat that should be collected by Zakat institutions. 

The researcher suggests that it is necessary to give the 

Zakat payer the opportunity to participate in payments of 

Zakat that have been deducted from his/her wealth and 

activities. This is crucial, since allowing the Zakat payer 

to pay some of the Zakat money personally would increase 

the awareness that he/she is indeed observing this 

important pillar of Islam. One suggestion would be that the 

Department of Zakat should collect a proportion of the 
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Zakat at 1.5 percent of the base rather than all the Zakat 

at 2.5 per cent of the base. The Zakat payer is, 

therefore, left with the rest of the Zakat, that is, 1 per 

cent of the base, to pay to those he/she thinks the most 

deserving, including the poor, the needy and others. Other 

alternatives, such as an incremental percentage between 50 

percent and 75 percent of the 2.5 percent of the base 

suggested previously, could also be implemented. 

7.4 Further recommendations 

This thesis has examined the possibility of establishing an 

accounting system for Zakat in the states of the GCC. The 

main objective was to test the existing social, economic 

and religious environments in these states, from a 

financial perspective, and whether they could provide the 

basis for a solid infrastructure for a unified and 

harmonious accounting system of Zakat. These environmental 

issues cannot be fully appreciated, as major determinants 

of co-ordination, without first examining the will of the 

relevant governments to adopt a common understanding on 

such a system and, more importantly, the willingness of the 

people (Zakat payers) of these states to accept a unified 

system. 
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For this purpose, this study has developed a path of 

enquiry which the researcher hopes will lead to the 

formation of a definite frame of perceptions to help in the 

drawing up of Zakat policy in the future. 

The field study was undertaken in the Gulf States as they 

have (except Saudi Arabia) identified a potential readiness 

to apply a unified Zakat system. In anticipation of these 

new tendencies growing in the Gulf States towards forming a 

Zakat institution, the study has tried to establish a basis 

for accounting procedures which respond, firstly, to the 

religions rules and, secondly, to present day development 

requirements. 

Under the current conditions of the Zakat Department, the 

survey study suggests that about 40 percent of Zakat payers 

would attempt to evade paying Zakat to official 

institutions. Although these Zakat payers do not reject the 

duty of paying Zakat, they believe that it is their 

prerogative to give Zakat to the recipients of their own 

choice. Moreover, they strongly believe that Zakat 

represents an exclusive relationship between individual 

Muslims and Allah, and some of them do not trust their 

companies to evaluate and pay Zakat on their behalf. 
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Traditionally, Zakat was paid to the state at the time of 

the Prophet (pbuh). It is not easy, however, to reverse a 

culture that has been formed over centuries and one has to 

be practical in suggesting solutions to this problem. 

It should be clear that not accounting for 40 percent of 

Zakat payers may well lead to the misallocation of Zakat 

funds. So, the aim is to encourage these pessimistic payers 

to rely more on official Zakat institutions. One way of 

doing that is to offer them a percentage of the Zakat money 

to pay personally (as suggested earlier) while, at the same 

time, imposing penalties for Zakat evasion. In addition, 

the government should carry out an awareness programme in 

which the Department of Zakat is explained and in which the 

importance of paying Zakat to central authorities is 

underlined. 

Another important aspect is transparency. Indeed, in order 

to improve the trust of Zakat payers, Zakat institutions 

should publish a detailed report providing relevant 

information such as the amount of Zakat collected and the 

recipients of the distributed funds. Because of the concern 

expressed, such reports should include tangible information 

which could be understood by the average Zakat payer. For 
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example, the report can state the number of orphans and 

widows helped by the Zakat institution. In this way, Zakat 

payers would know that their money is indeed spent in good 

causes, something they themselves would have done. 

Thus, with respect to the centralised and liberal Zakat 

systems discussed in chapter seven, it appears that a mixed 

system would, at least for the present and the near future, 

be a more suitable option to adopt. By adopting a mixed 

system, it is believed that a compromise might be reached 

to accommodate individuals' aspirations and personal 

satisfaction, as well as the institutional social goals of 

the Muslim State. In this respect, charitable organisations 

should be allowed to co-operate with governmental 

institutions such as the Department of Zakat in Saudi 

Arabia. They should be given a greater role, especially in 

countries like Bahrain and Kuwait. In these two countries, 

a sizeable proportion of the population is Shiite and would 

not be expected to fully co-operate with the Sunni 

authorities. A compromise would be to set up charitable 

organisations run by representatives of the Shiite 

community but supervised by government. 

One important issue is the possibility of harmonising the 

Department of Zakat in the GCC countries. This is one 
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reason why the survey study covered four main GCC 

countries. Opinions of the respondents from the four 

countries, studied in the previous chapter, are crucial to 

the shedding of some light on the possible problems that 

harmonisation may face. 

To begin with, the study reveals a split in opinion that 

reflects differences in the levels of religious involvement 

in the states under consideration. Saudi Arabia and the UAE 

are more traditional and respondents from these two 

countries had similar views regarding various issues on 

Zakat. On the other hand, Kuwaiti and Bahraini respondents 

had similar, more liberal, opinions. For example, while 

Saudi Arabia and UAE respondents prefer the placement of 

Zakat in the Shariah supervisory committee report, Kuwaiti 

and Bahraini respondents prefer a separate section. 

The importance of the harmonisation of Zakat was 

acknowledged by most respondents, although accounting firms 

and UAE respondents showed some doubt as to the possibility 

of harmonisation. It is, therefore, suggested that the 

harmonisation of Zakat would be a difficult and long 

process. A two-stage process is suggested, which starts 

with a bilateral harmonisation based on the closeness of 
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the political-religious system, as well as upon public 

opinion. For example, the survey indicates that any 

harmonisation between Saudi Arabia and UAE would be more 

likely to succeed because of similar features between the 

two countries and populations. Accordingly, Kuwait and 

Bahrain might also easily harmonise their Zakat systems. 

Once these two harmonised systems are functioning, then the 

second stage would consist of bringing the two already 

functioning systems together and building a unified GCC 

system. The main focus points of the process of 

harmonisation should be Zakat regulation, Zakat 

institutions, the role of government, accounting standards, 

and Zakat evaluation. In many of these items, variations in 

attitude were found among the various countries, which 

suggests that the task ahead might be very difficult. 

If there is the political will, however, and considering 

the many advantages that can be gained from harmonisation, 

this possibility should not be ruled out. Indeed, the GCC 

is already discussing the possibility of unifying customs 

duties and tariffs, and many other administrative, economic 

and political agreements have already been achieved. It is, 

therefore, suggested that a committee at the GCC level 
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should be set up to at least discuss the broader issues of 

Zakat harmonisation. 
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Section A: Personal Information 
1. Would you please state where you are from? 

a) Bahrain Q b) Kuwait Q c) Saudi Arabia Q 

d) United Arab Emirate Q 

2. Please state your age. 

a) Below 30 years Q b) 31- 40 years Q c) 41- 50 years Q 

d) 51- 60 years Q e) Over 60 years Q 

3. Please state your highest level of education. 

a) School Q 

c) Junior College Q 

e) Postgraduate 

MA Q MSc Q MBA Q 

f) Others, please specify 

4. If you have completed a university degree(s), please state the country from which 
you obtained your degree(s)? 

5. Please state your previous and current job positions and indicate the approximate 
time you have occupied these positions. 

Title Previous job Current job Less than 175 6-10 More than 
position position. 1 year years years 10 years 

Company director 
Accountant 
Government official 
Auditor 
University lecturer, 
Stock market official 
Banker 
Financial analyst 
Journalist 
Others; please specify 

Section B: Investment. 
1. Do you hold any kind of investments? 

Yes Q No Q 

b) High School Q 

d) University Undergraduate Q 

PhD 13 

1 



2. If the answer to question 1 is yes, then please state your level of investment? 

Less than S5,000 $5,001-10,000 10,001-15,000 15,001 and over 

Company shares 
Government bonds 
Islamic bank 
Land 
National bank 
Others, please specify 

3. For how long have you been involved in investment in shares? 

a) Less than one year Q b) 1- 5 years Q 

c) 6- 10 years Q d) More than 10 years Q 

4. Do you pay zakat on any of your investments? 

Yes 13 No 13 

5. If the answer to question 4 is yes, do you believe it is fair for zakat to be 
compulsory deducted for companies? 

Yes 11 No 13 

6. If the answer to question 5 is no, please indicate your level of agreement with the 
following statements in relation to why you consider it to be unfair? 

Strongly 
, agree. 

Agree indifferent' disagree ; 'strongly. - 
disagree 

Zakat is relation between the person and Allah 
I do not trust the companies 
I do not trust Dept. of zakat evaluation 
I like to pay zakat by my self 

Section C: General Questions related to Zakat 
1. Please state to the extent to which you agree or disagree with the following 
statements? 
Zakat should be. collected by Strongly agree Agree Indifferent Disagree Strongly disagree 
Government (Dept. of Zakat) 
Islamic banks 
National banks :,. 
Charitable organisations, 

2. In respect of who should distribute Zakat, please indicate your level of agreement 
with the following? 

Zakat should be distributed by'- Strongly agree' Agree' Indifferent Disagree Strongly disagree 
Government (Dept. of Zakat) 
Islamic banks 
National banks 
Charitable organisations 
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3. To what extent do you agree or disagree with each of the following statements? 

Zakat should be paid to collection authority Strongly 
agree 

Agree Indifferent Disagree Strongly 
disagree 

, 25% othe total amount of Zakat 
50% 
75% 
100%', 

4. To what extent do you agree or disagree with each of the following statements? 

= Strongly 
agree 

agree indifferent disagree strongly 
disagree 

The current method of calculating zakat is satisfactory 
The current method of collecting zakat is satisfactory 
The current method of distributing zakat is satisfactory 

5. Below are a list of statements referring to possible reasons tor the low level of zakat 
collection in GCC countries, please indicate your level of agreement with each of the 
following statements? 

Strongly 
4gree 

Agree ; Indifferent Disagree Strongly: 

`Disagree 
Lack of zakatregulation 

, Lack of Religious practice 
Cömpanie's try" to avoid zakat payments 
The need for zakatregulätion has not yet been seen 
as a serious public concern in some GCC countries 
Zakat regulation requires the specialities and 
human resources which the governments do not 
yet possess 

, 
The problem of enforcement 

6. Below are a list of statements relating to the potential benefit of the implementation 
of Zakat across GCC countries, please indicate your level of agreement with each of 
the following statements? 

,. - SAgee Indifferent Disagree' SY Strong l 
agree Disagree 

Satisfy, religious duties 
Improve social: justice 
Improve economic efficiency 
Improve the reputation of companies 
Increase local investment 
Promote charitable organisation 

Improve the quality of corporate financial reports 

Section D: Zakat and financial report Section 

1. Please state the extent to which you agree or disagree with each of the following 

statements? 
Place öfzakit statement anüüal shöüld be', Stronigly. agree agi-ce indifferent disagree. - Strongly disagree 
in 
a separate section 
shariah"advisory and supervisory report 
director's report ""- 
chairinan's report 
accounting policies 
notes to the financial statement . 
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2. To what extent do you agree or disagree with each of the following statements? 
Who should audit zakat account Strongly 

agree 
agree indifferent disagree strongly disagree 

Dept. of zakat 
Shariah advisory and supervisory 
Accountant from Islamic bank 
Auditors 
Others, please specify 

3. To what extent do you agree or disagree with each of the following statements? 
Strongly agiee indifferent disagree strongly 

agree disagree 
Who should appoint shariah supervisory 
committee? 
Companies 
Government 
Salaries for shariah süpeivisory committee should 
be paid by: .` Companies 

Government 

4. Please state to what extent you agree or disagree with each of the following 
statements: 

Strongly Agree Indifferent : Disagree Strongly 
agree disagree 

The Zakat measurement should be regulated in the 
CC countries :G 

The zakat disclosure should be, regulated in the 
GCC countries 
The zakat regulation in Saudi Arabia should be 
used as basisfor the other GCC countries 
The current zakat regulation in Saudi Arabia should 
be altered in use 
Companies to be requested to include section in 
their annual report addressing Zakat 
A distinction should be made between Zakat paid 
by'individuals and Mat paid by, commercial firms 

5. Generally Accepted Accounting Principles permit flexibility in profit measurement 
and this impacts on the calculation of Zakat, which of the following items bring about 
the greatest variation in accounting measurement (please state the extent of your 
agreement)? 

Strongly agree Agree Indifferent. , Disagree Strongly disagree 
Depreciation 
Bad debt .:: 
Allowances & reserves 
Expenditures 
End of service rewards 
Fees of firms board of Director's 
Salaries, wages & similar items 
Loss from previous years 
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6. In terms of who should regulate Zakat, please indicate the level of agreement with 
each of the following statements? 

Strongly 
agree 

agree indifferent disagree strongly 
disagree 

Government 
Moslem scholars 
Academics 
Government with advise from Moslem scholars 
Government with advise from academics 
Government with advise from Moslem scholars and 
academics 

Section E: Zakat harmonisation Section 
1. Do you think harmonising zakat regulation is possible in the GCC countries? 

Yes 0 No 0 

2. Please state to what extent you agree or disagree with the following statements 
Strongly agree agree indifferent disagree Strongly disagree 

Harmonisation of zakat measurement is 
possible in the GCC countries 
Harmonisation of zakat disclosure is 
possible in the GCC countries 
Harmonisation of zakat measurement is 
important in the GCC countries 
Harmonisation of zakat disclosure is 
important in the GCC countries ` :.. 
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" Royal Decrees and Orders " 



No: 17/2/28/8634 
Date: 29/6/1370 H 

7/4/1951(l) 
By the Grace of God 
We, Abdul Aziz Bin Abdul Rahman Al Faisal 
King of Saudi Arabia, 

In accordance with Royal Decree No. 17/2/28/3321 of 21 Moharram 1370 H 

(2/11/50) providing for the institution of income tax, and in application of the 
Shariah provisions (Islamic law), and in accordance with our Minister of Finance's 
submission. -- 

We decree the following: 

Article 1- Provisions of Royal Decree No. 17/2/28/3321 of 21 Moharram 1370 H. 
(2/11/50) are applicable to non-Saudi individuals and companies. 

Article Il-Zakat tax (Moslem tithe) shall be collected from individuals and 
companies of Saudi nationality in accordance with the provisions of Islamic law 
(shariah). 

Article III-Provisions of this Decree shall be enforced as of the date of application 
of Royal Decree No. 17/2/28/3321 dated 21 Moharram. 1370 H. 

Article IV- This Decree shall be communicated to those concerned with enforcing 
its provisions 

Royal Signature 

/ 

1) Amended by Royal Decree No. 171 128/8799 of 8 Ramadan 1370 H. (13/6/51) which In turn war cancelled 
by Royal Decree No. 17/21281577 of 1413176 H. (19/10/56). 



ZAKAT REGULATIONS (1) 

Article I: The provisions of Royal Decree Not 17/2/28/3321 dated 21 Moharram 
1370 H (2/11/1950) shall be applicable to non-Saudis. 

Article II: Saudi citizens and companies shall be subject to zakat in accordance 
With Shariah of Islam 

Article 111: The provisions of this Decree shall be- effective as of the date of 
application of Royal Decree No. 17/2/28/3321 dated Moharram 21,1370 
(2/11/1950 A. D) 

Article IV: This Decree is circulated to those responsible for its implementation. 

/ 

by Royal Decree No 17/2128/8634 dated 29/6170 

423 



Date: 6/8/1370 H. 

Ministerial Resolution No 393 

The Minister of Finance: 

In accordance with Royal Decree No. 17/2/28/8634 dated 29/6/70 H. (7/4/51) 

providing for the collection of Zakat from Saudi individuals and companies, in 

accordance with the provisions of Shariah Law, and whereas it is necessary to set 
up instructions regulating the assessment and collection of Zakat from those liable 
to pay it. 

Resolves the following 

1- All Saudi companies (1) or individuals, whether male or female, adults or 
minors or persons legally incompetent, shall be liable to pay Zakat at the end to 
each year commencing the first of Moharram 1370 (13/10/50) in accordance with 
the provisions of Shariah law. (2) 

2- Capital and earnings therefrom, all proceeds, profits and gains obtained by 
Saudi nationals or companies shall be subject to Zakat in accordance with the 
provisions of Shariah law. 

3- Capital and earnings therefrom, all proceeds and profits obtained by Saudis 
liable to pay Zakat, from business, industry or personal work, property or 
monetary acquisitions of whatever kind or description, including commercial and 
financial deals and dividends, and generally all income on which Shariah has 
levied tax, shall be liable to Zakat. 

4- Zakat shall be assessed on all commercial goods, properties and monetary 
acquisitions on the basis of their value, which shall be estimated at the end of each 
year in accordance with the provisions of Shariah law. 

5- Assessment of Zakat on sheep and cattle and plants in accordance with orders 
and instructions issued to this effect, shall be collected in accordance with the 
provisions of Shariah by the method currently followed. 

6- All individuals and companies engaged in commercial or industrial activities 
shall keep organised accounting records showing the capital, the proceeds and 
expenses relating to the business during the year so that they can be relied on for 
the assessment of Zakat. These books and records should be certified by a 
commercial court or public notary in areas where such courts are in existence. 

1) See Ministerial letter No. 11161 dared 817/90. 
2) Paragraph 10 of the Council of Ministers Resolution No. 55 of 2/5/75 N (27/12/55) published in Um Al-Qura (official 
Gazette) in issue No. 1653 dated 8/7/76 H (812157) stipulates' that! ""Applicants for Saudi nationality or those requesting 
treatment as Saudi, whose applications are already approved, shall not be given a certificate to this end before the decisions 
grantng them Saudi nationality are published in the official Gazette Paragraph 7 stipulates that when the application is 
approved, the office concerned shall send a true copy of the decision to the Official Gazette for publication. Article 11 
provides after publication the applicant should be notified by registered mail that he is considered as a Saudi as from the 
date of publication. 



7- For those who do not keep reliable books, Zakat shall be determined by estimating 
the value of goods, equipment- and machinery, chattles and properties subject to 
Zakat, on the basis of the assets at the end of the year-or by estimation for those who 
have no apparent assets. (1) 

8- All who are liable to Zakat, individuals or companies shall submit during the first 
month of each year to the financial officers responsible for the collection of Zakat, a 
declaration showing the value of funds, goods and properties, each acquisition and 
his profit therefrom, and the amount of Zakat due. 

9- The person authorized to assess and collect the Zakat shall check the information 
submitted by individuals and companies, and shall reserve the right to check the 
books and records of the Zakat-payer, when necessary, to ascertain the accuracy of 
the information. When satisfied, he shall inform the Zakat-payer of the amount he 
should pay by sending him an official notice from a book with stub. 

10- Should the Zakat-payer find that the amount he is required to pay does not 
conform with his actual circumstances, he may object to the notice received by 
means of a certified application sent by registered mail to the authority which sent 
the notice, within 15 days of receiving that notice; otherwise his right of objection 
will be forfeited and he will be obliged to pay the amount notified to him. 

11- The authority which receives the objection shall. refer it to the First 
Instance Committee (2) composed of the Amir of the area or his delegate (as 

chairman), the judge and senior financial officers in the area, and three of the 
dignitaries of the people of town, to be chosen by the Municipal Council each 
year, as members. This committee shall investigate. the objections of the Zakat 
payers and may inspect the books, records, accounts and documents of 
establishments and businessmen and any other document that may help in 

establishing the true situation. The committee shall make a decision within 15 
days from the date of objection. 

1) The judicial Presidency, in its No. 3364 dated I3/5/72 A. H (2911/53t addressed to the Bureau of Revenues said, "you have 
requested us to inform you whether production machinery, plants sad factories are considered as capital from the point of view 
of Shariah and whether they are subject to Zakat. We would like to advise you that what you have mentioned is not subject to 
Zakat because it is not meant for training. " 

Another ruling issued by His Eminence the Grand Mufti under No. 247 dated 15/6/75 A. H. (2916/56) and sent to the 
Department of Zakat and Income Tax by the Deputy Minister, of Finance under No. 154544-1 dated 3/7/75 A. H. (15/7156) 
which states that nothing which is not prepared for sale is subject to Zakat, whether real estate, engines, machinery, equipment, 
houses, ships etc., whether these are intended for letting, utilization or acquisition, unless intended for trading in that they were 
purchased for the purpose of resale at a profit. In such cases the goods are meant for trading and therefore should be estimated 
at the end of the year for which zakat is due. This confirmed by the prophet's saying "God's Apostle, peace be with him, ordered 
us to set aside the Zakat from all what is prepared for sale" told by Abo Dawood and orhers. 

2) the order sent by the Ministry of Finance and National Economy to the Department of Zakat and Income tax under No 
526/4/2 of M/l/77 H (g/M157) approved the formation of the First Instance Committee from the Amir of the area or his 
deputy as chairman, and the director of the financial branch and one of the members of the Municipal Council or one of 
the members of the administrative council, and the director of Zakat and Income tax branch, as members 



12- If it appears to the finance department or to the Zakat-payer that an error has 
been made or the decision of the First Instance Committee is incomplete owing 
to it investigations or checking, any party thereof may appeal against the 
decision of the First Instance Committee to the Committee of Appeal provided 
for in Article 26 of Resolution No. 340 dated 1 Rajab 1370 (8/4/51) and within 
the same period prescribed herein. The Committee of Appeal shall take a 
decision within one month from receipt of the appeal. 

13- An appeal by either the finance department or the Zakat-payer shall not be 
a justification for postponding payment of the Zakat; rather the person liable 
should pay the Zakat before making this appeal. If the appeal results in a 
reduction in the amount of Zakat due, the extra amount charged will be refunded. 
In opposite case the taxpayer shall pay the balance. The appeal shall not be 
considered valid unless the Zakat-payer attaches a duly certified copy of the 
receipts against payment of the Zakat. 

14- The First Instance Committee or the Committee of Appeal may call the 
Zakat- payer or his representative to appear before it and he should respond. If 
he fails to appear before either of the two committees when called, without legal 
cause, his objection or appeal shall be rejected. 

15- Provisions of Articles 21 and 31 of the Resolution No. 340 of I Rajab 1370 
(8/4/5 1) shall be applicable to those liable to pay Zakat(2) 

16- The employees referred to in Articles 18 and 19 of Resolution No. 340 dated 
1 Rajab 1370 H (8/9151) shall be charged with the responsibility of assessing and 
collecting Zakat in addition to their responsibility for assessing and collecting 
income tax. 

17- In case of ambiguity or delay in the application of-any of the articles of this Re- 
solution, it should be referred to us for interpretation or explanation. 

18- - The officials responsible for the application of this Resolution shall keep the 
records necessary for assessing and collecting Zakat and shall keep on file any 
objections thereto, together with notices to Zakat payers and the information 
obtained from them. 

19- Sufficient copies of this resolution shall be made, to be published in local news 
papers and to be distributed to all finance for implementation thereof. 

20- The Director General of Finance-shall supervise printing of books, notices and 
declaration forms specified in this resolution-and shall distribute them to the finance 
department as soon as possible. 

Minister of Finance 

2) HRH the Prime Minister's order to H. H. the Minister of Interior No 75 dated 7/1/1374 (5/10/54) cone the refusal on 
the part of to pay half the amount of Zakat' "He should be ask to pay" See also order No 3135 dated 
21/2/82 H 



No: 17/2/28/8799(» 
Date: 8/9/1370 H 

13/6/1951 

We, Abdul Aziz Bin Abdul Rahman Al-Faisal Al-Saud 
King of Saudi Arabia. 

By the Grace of God, and having considered our Decree No. 17/2/28/3321 of 21 
Moharram 1370 H. (2111/50) providing for the institution of income tax, and after 
considering our Decree No. 17/2/28/8634 of 29 Jumad 11,1370 H. (714151) 
providing for the amendment of the first Royal Decree and ordering that only Zakat 
be collected from Saudi nationals and that the application of income tax be resticted 
to non-Saudi, and whereas Zakat is higher than income tax, and in view of what we 
have felt of the desire of our people to distribute by themselves part of the zakat due 
on their properties and monies to their poor relatives or dependents in whose favour 
Zakat was imposed by God, 

We order the following: 

Article 1- Legal Zakat due on money and goods is one-fourth of one-tenth (1/4 by 
1/10) = 2.5 per cent. J-he Financial Department shall collect from Saudis one-eighth 
of one-tenth (1/8 by 1/10) = 1.25 per cent and the balance shall be left with the liable 
citizens to distribute themselves among the needy people in whose favour- of God has 
imposed the Zakat, and God will judge them. 

Article Il- Zakat on cattle and land crops shall be collected by the concerned 
authorities as before. 

Article III- Those concerned shall enforce this Decree. 

1) Royal Decree No. 17/2/281577 of 14/3/76 H. (19/10/56) cancelled both Royal Decree No. 8634 and Royal decree NO. 8799. 



In The Name of God the Merciful the Compassionate 
Permitting the people of Al-Qassim to collect and distribute 

the Zakat on properties themselves.. 

From Abdul Aziz Bin Abdul Rahman Al-Faisal 
To Our Son Abdallah Bin Abdul Aziz Bin Mussa'd - 

Peace, Mercy and the Blessings of God - be upon you. You already know that 
observing the orders of the Glorious God is a Religious duty. God has imposed on his 
worshipers the Zakat which His prophet (God's peace and blessings be upon. him) has 
defined as the third among the five pillars of Islam after the two professions of faith 
and prayer. To desist from paying Zakat is like preventing heaven from raining, as 
has been told by the prophet of God. We order that Zakat on property be collected 
from all owners of property and nobody is to be exempted. You should select two or 
three of the notables under the supervision of the Qadi (Judge) and every Moslem 
should pay to them the Zakat due from him, under your's and the Qadi's supervision. 
For ourselves we are not in need of it, but we have two purposes in mind: first, that 
people should follow the rituals of God and, second, that the Zakat be distributed to 
those who are in need of it from among the poor and destitute people. We hope that 
you will give full attention to enforcing our order and nobody is allowed to deviate 
from paying it. 

12 Ramadan 1371 H. (516152) Royal Seal 



No. 1 7/2/28/577 
Date: 14/3/1376 H 
19/10/1956 

After reviewing income tax regulations approved by Royal Decree No. 
17/2/28/3321 dated 21 Moharram, 1370 H (2/11/50) and amended by Royal 
Decree No. 17/2/28/8955 dated 30 Ramadan 1370 H. (5/7/55) and by Royal 
Decree No. 17/2/28/576 dated 14/3/76 H. (19/10/56), and in considering the 
Zakat Orinance issued by Royal Decree No. 17/2/28/8634 dated 29 Jumad II, 
1370 H (7/4/51) and amended by Royal Decree No. '-17/2/28/8799 dated 8 
Ramadan 1370H (13/6/5f), and 

Having taken note of the Council of Ministers' Resolution No. 31 of 27/2/76 H. 
(2/10/56). 

We decree the Following: 

Article I 

The full amount of Zakat due shall be collected in accordance with the rules of 
the Shariah of Islam from all our Saudi citizens as well as from all Saudi 
companies the, partners or shareholders of which are all Saudis, and from Saudi 
partners in companies formed of Saudis and non-Saudis (l) 

Article II 

Royal Decree No. 17/2/28/8634 of 29/Jumad II, 1370 H. (7/915 1) and Royal 
Decree No. 1712t28/8799 of 8 Ramadan 1370 H (13/6/51) shall no longer be 
effective. 

Article 111 

This Decree shall be published and enforced as of 1 Moharram 1376 
(818156). The Council of Ministers shall issue the decisions required for its 
implementation based on proposals by the Minister of Finance. 

Royal Seal 

1) Half of the Zakat only was later collected in accordance with the Royal order No. 10079 dated 7/9t76 H. (714/56) 
furnished to the Department of Zakat and Income tax by letter from H. H. Minister of Finance No. 100011 dated 7/9t76 11. 
(714157). 



Royal Orders 

Royal Orders were issued to treat Bahrainis, Kuwaitis and Qataris as Saudis and to 
collect Zakat from them instead of income tax. 

The following are the Royal Orders: 

Bahrainis -10236 to Saud Ibn: Jliwi 

10237copy to Mohammed Sorour Sobban on 14/4/1376 (12111/56) . 

"You are requested to treat the people of Bahrain as Saudis with respect to income tax. 



Royal Order 

To: Mohammed Sorour - Riyadh 

Bahrains: No. 10079 - 7/9/76 H (1714/57) 

Many of the people of Najd and Hijaz requested H. M. the King to reduce the 
Zakat paid in cash so that they may distribute it themselves to poor and needy people 
of their relatives and to widows. His Eminence Sheikh Mohammed Bin Ibrahim was 
requested to give his opinion and he decided that they may be given half the zakat to 
distribute themselves to the needy people, provided that it is not used for any other 
purpose. His Majesty ordered you to be informed that Zakat may be expended only 
for charitable purposes. 

Faisal 



Royal Order 

Kuwaitis: Royal Order addressed to H. H. Amir of the Eastern Province No. 
800 dated 9/11/1376 H (16/8/1956) and referred to H. E. the Deputy Minister 
in the region under No. 337/1 dated 11/1/76 (18/8/1955). 

"Kuwaitis should be treated as Bahrainis. 

Ali Abdul Rahman Al-saimy is to have similar treatment and is exempted 

Royal Order 

Qataris: No. 4899 dated 27/5/1377 H (19/12/1957) 

H. E. Minister of Finance and National Economy. 

"We return to you your Memo No. 6027/1 dated 9/5/1377 H (1i12/1957) 
with 

respect to the letter of H. H. the Amir of the Eastern Region concerning the 
treat- 
ment of Qataris as Saudis, Bahrainis and Kuwaitis in that they are subject to 
Zakat only. Qataris are like Saudis in that they are allowed to make business 
in Saudi 
Arabia but were subject to tax. When this matter was submitted to His 
Majesty, we received letter No. 4/3/2100 dated 23/5/1377 H. stating that-H. 
M. orders that Qataris be treated like Babrainis and Kuwaitis". 

For 

Prime Minister 



No. 6115/1(1) 
Date: 5/1/1383 H. 

With the Help of Almighty God 
and In the Name of His Majesty, 
We, Faisal Bin AbduLAziz AI-Saud, 
Viceroy of Saudi Arabia, 

After reviewing Royal Order No. 42 dated 9/10/81 H. and 
Having taken note of Articles 19- and 20 of the Council of Ministers' Regulations 
issued by Royal Decree No. 38 of 22/10/77 H., and 

In consideration of Royal Decree No. 8634 dated 19/6/70 H and Royal Decree 
No. 17i2/8799 of 8/9/77 H. and Royal Decree No. 17/2/577 of 14/3/76 H., and 

Having reviewed the Council of Ministers' Resolution No. 645 of 29/12/82 H., and 

In accordance to what has been submitted to us by the Prime Minister. 

We Decree the following: 

1- Zakat shall be collected in full from all joint-stock and other companies7 as well 
as from individuals who are liable to pay Zakat. 

11- All amounts collected shall be remitted to the Social Security Department. 

111- The Prime Minister and the Minister of Finance and National Economy shall 
implement this Decree of ours. 

Signed 

Circulated by ZIID under No. 748 dated 3/2/S3 H 



No. M/76 
Date: 30/10/1396H 

With the Help of Almighty God 
We, Khaled Bin Abdul Aziz Al Saud, 
King of Saudi Arabia. 

Having reviewed articles 19 and 20 of the council of ministers' resolution issued by 
Royal Decree No. 38 dated 22 Shawal 1377 H 

And having reviewed Royal Decree No. 61 dated 5/1/83 H ordering the collection of 
zakat in full from all companies and individuals subject to zakat, 

And having considered the Council of Ministers' Resolution No. 13/10/96 

We Decree the following: 

1. Half the zakat due on cash and goods shall be collected from zakat payers the other 
half of zakat due from them shall be distributed by them to eligible persons 
Excluded are the joint stock companies which shall pay zakat due in full. This shall take 
effect for the financial year ending by the end of 1395 H or 1975. 

2. Collected zakat shall be remitted, so that it can be distributed by those concerned to 
eligible persons. 

3. The Minister of Finance and National Economy shall issue the resolutions necessary 
for the execution of this Decree. 

Khalid 



'Zakat & Income Tax Department Branch. 
Branch: --------------- 

No. 
Date: 
Enclosures: 
No. of File: 

Notification on elements of zakat assessment on activity other 
than imports and contracts 

Mr- -------------------- 

As your financial year has ended and the date for payment of zakat is due on your 
activity for the year ..................... 

And after reviewing your file, we state hereunder the elements 
subject to zakat for the said year. 

Capital SR H 
+ 15% profits from sales ---------------------- 
(estimated at ) 
Amount subject to zakat 
Zakat 2.5% 
Paid on account (date) ---------------------- 
Balance due 

You are requested to pay the amount due from you i. e. (SR------------------ 

With our regards 

Branch Director 



Ministry of Finance & National Economy, 
Zakat & Income Tax Department 
Branch:......... 

No. 
Date 

Notification on assessment of taxable elements on imports and contracts 

Mr .................. 

As your financial year has ended and payment of tax is due on your activity for 
the year ................ 

And after reviewing your file, we detail hereunder the elements on which tax is 
assessed for the said year. 

SR 

15% profit on imports totalling ().............. 
10% profit on imports totalling ()........... 
5% profit on imports totalling () ----------- 
Profits from other activities totalling ().............. 
Total Profits 
Exemption 
Taxable income 
Tax Paid on account, at 
balance due 

Tax account 
10,000 x 5% _------------- 
20,000 x 10% _ ------------ 
30,000 x 20% _ ------------ 
over 30.000 x 30% _------- 

You are requested to pay the above amount' i. e. (SR) and we will be pleased to 
receive your comments on the estimated value of imports or sales, within one 
month from receipt of this notice so that we may be able to review your file in 
Accordance with the documents submitted. Rates of profits are not subject to 
review because these are prescribed in accordance with the Council of Minister's 
Resolution on profits on imports, and in accordance with paragraph 2 of Article 
4 of income tax regulations on\profits form activities other than imports. 

If the Branch does not receive your comments on the value of imports or sales 
within one month of this notice, it will be considered as the final assessment of 
tax to which will be added the delay penalty legally prescribed. 



Kingdom of Saudi Arabia. 
Ministry of Finance & National Economy, 
Zakat & Income Tax Department 
Branch:......... 

No. ---- 
Date: ---- 

Notification on assessment of taxable elements at activities 
other than imports and contracts. 

Mr .................. 

As your financial year has ended and payment of tax is due on your activity for 
the year---------------------------------------- 

And after reviewing your file, we detail hereunder the elements of tax 
assessment for the said year. 

SR 

15% profit on sales estimated at ().............. 
Legal exemption () ------------ 

Profit subject to tax () ----------- 
Tax ().............. 
Paid on account 
Date 
Due payment 

Tax calculation 

10,000x5%= 
20,000 x 10% = 
30,000 x 20% = 
Over 30.000 x 30% 

You are requested to pay the above amount' i. e. (SR ) and we will be pleased to 
receive your comments on the estimated value of sales, within one month from 

receipt of this notice so that we may be able to review your file in accordance with 
the documents submitted. Rates of profits are not subject to review because these 
are prescribed in accordance with paragraph 2 of Article 4 of income tax 
regulations. It the Branch does not receive your comments on the value of sales 
within one month of this notice, it will be considered as the final assessment of tax 
to which will be added the delay penalty legally prescribed. 

Branch Director 



Ministry of Finance & National Economy, 
Zakat & Income Tax Department No. 

Branch: Date: 

Notice on tax assessment imports and contracts. 

Mr ............... 

Reference is made to our notice on our estimation of taxable elements as per 
letter 

No-------- dated-----------and pursuant to your comments in your letter dated----- 

and upon reviewing these comments, 

We hereby detail the assessed tax and the elements on which it is based: 

SR 
15% profit on imports totalling ( )------------ 
10% profit on imports totalling ( )------------ 
5% profit on imports totalling ( )------------ 
Total imports ( )------------ 
15% profits from other activities totalling ( )------------ 
Total profits -------------- 
-Exemption 
Taxable income ------------- 
Tax ------------- 
Paid on account at ------------- 

Tax due ------------- 
+ Penalty at ------ % ------------- 

Amount Due 

Tax calculation 
10,000x5%=........... 
20,000 x 10% = ........... 30,000x1 5%=........... 
Over 30.000 x 30% = --- 

If you disagree with the decision taken by the Branch, you may object to the 
assessment by written justified application to be sent by registered mail within 30 
days from the date of this notice to the Preliminary Objection Committee. 

Branch Director 



Ministry of Finance & National Economy, 
Zakat & Income Tax Department No. -------- 
Branch Date: 

....................................................... 

Notice on tax assessment on other than imports and contracts 
Mr .................. 

Reference is made to our notice on our estimation of taxable elements as per 
letter No ----------dated------------and pursuant to your comments in your letter 
dated and upon reviewing these comments, 

We hereby detail the assessed tax and the elements on which it is based 

SR 

5% Profits on sales estimated at () 
Legal exemption 

Profit subject to tax 
Tax. 
Paid on account 

Date. 
Tax due 
Penalty at % 
Amount due. 

Tax Calculation 

10,000 x s% = ......... 
20,000 x 10% _ ........... 30,000 x 20% _ ........... 
Over36,000 x 36% 

If you disagree with the decision taken by the Branch, you may object to the 
assessment by written justified application to be sent by registered mail within 30 
days from the date of this notice to the Preliminary Objection Committee 

Branch Director 



Zakat and Income Tax Department 
Internal Slip 
No. of registration of attached transaction 

" Director General 
" Deputy Director 
" Director of Companies Accounts Department. 
" Director of Oil Companies Accounts Department. 
" Director of Auditing Department. 
" Director of Budgeting and Planning Unit. 
" Technical Experts. 
" Director of Financial Affairs and personnel. 
" Personnel Section. 

" Inspection 
" Statistics 

" For initialing and return 
" For necessary action 
" For study and reporting 
" For filing 
" For discussion 

" For information 

date: - 

Remarks 

Signature 
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