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Abstract

For business, zakat must be paid either by the company or the shareholders. If the company completes
zakat payment at the company level, information about the basis used must be disclosed to the shareholders.
However, if the company did not pay zakat, then the obligation to pay zakat shall pass to the shareholders.
This also requires information to be disclosed by the company to assist the shareholders in making the right
payment. Thus, either way, the business needs to disclose information about zakat. This study is a two-
phase study designed to explore and obtain a consensus on a separate disclosure for business zakat and the
use of Zakat per Share to assist zakat payment. This study interviewed experts in the zakat field, then
followed by a distribution of questionnaire surveys to accounting practitioners to obtain the consensus.
Significant results are revealed when the consensus gained is not only for a separate disclosure for business
zakat but also on applying business zakat’s concepts to accounting practices and its usage as one of the
measurement tools for business performance. Thus, a thorough investigation is conducted to design a well-
structured framework for business zakat disclosure to be used in accounting practices.
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1. Introduction

Zakat is an act of subordination to God Almighty. For business, zakat must be paid either by the
company or the shareholders (E-Fatwa, 2009; Mohd Saleh, 2006). Traditionally, the calculation of t was
based on urud al-tijarah (tradable goods) (Al Qaradawi, 1999; Al-Zuhayli, 2002; Ash Shiddieqy, 1996).
The concept is expanded to the use of the net working capital which can be derived from the accounting’s
statement of financial position (Ismail et al., 2013; Syed Mohd Ghazali Wafa, 2006).

However, accounting disclosure cannot adequately supply the information needed for zakat
purposes. This problem can be attributed to two reasons; different definitions used in zakat and accounting
in defining assets, and there are conditions of zakat which are not within the ambit of accounting. Currently,
information beyond financial statements is needed for business zakat calculation. This includes a discussion
with the company’s finance department to attain information that is not disclosed in financial statements,
for business zakat computation purposes.

As agreed, zakat must be paid by a company on behalf of its shareholders (E-Fatwa, 2009; Mohd
Saleh, 2006). If the company does not pay zakat, the onus to pay zakat shall fall on the shareholders. If the
company paid zakat at the company level, information about the payment must be available. However,
there are few complications for the company to pay zakat at the company level. Among the issues are the
ownership of non-Muslims in the business (Halizah et al., 2011), the loss of rebate for zakat payment (Noor
et al., 2011), and accounting entries which will result in lower profit reported for the business.

Alternatively, the company can pass the obligation for business zakat payment to its shareholders.
However, this requires information about zakatable assets. For shareholders who hold shares as a long-term
investment, paying zakat based on the current value of share is quite inappropriate. This approach resulted
in higher zakat payment which is unfair for the payers. Therefore, information about zakatable assets must
be disclosed to the shareholders to assist them in discharging their zakat obligation.

As information about zakat must be disclosed, a disclosure about business zakat is mandatory. It
has been discussed before that the information required for zakat computation cannot be fully satisfied by
the current accounting reporting practices (Abdul Rahim, 2007; Syed Mohd Ghazali Wafa, 2006).
Therefore, a separate disclosure for zakat in financial statements is critically needed (Syed Mohd Ghazali
Wafa, 2006). This study suggests the disclosure to be made until Zakat per Share (ZPS) to facilitate the
payment for business zakat.

This study is a two-phase study designed to explore and to obtain a consensus on a separate
disclosure for business zakat and the use of ZPS. It is started by exploring expertise opinion on a separate
disclosure for business zakat, and extend the finding by getting consensus form accounting practitioners

concerning the issue.

2. Problem Statement

Business zakat computation is strongly associated with financial reporting. Information from
financial reporting is needed in zakat calculation (Abdul Rahim, 2007; Syed Mohd Ghazali Wafa, 2006).
Based on business zakat conditions, assets are subject to zakat when it meets the criteria of full ownership,

ready to be traded, and under the control of business. This information can be gathered from the financial
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statement and notes to the account. However, the information is dispersed as it needs to follow the
standards. For certain specific conditions such as zakat on only halal sources, this information is still
unavailable in financial reporting. The separation of income between halal and haram sources is not
practised in accounting. This makes zakat computation difficult as internal information is needed. Usually,
a discussion with the finance department will be held to gather the required information.

A limitation of accounting has been highlighted in the Corporate Report (ASSC, 1975) that reporting
practices cannot fully meet the demand of information from all stakeholders. Thus, they recommend that
other significant economic information should be published in additional statements such as (a) a statement
of value added, (b) an employment report, (c) a statement of money exchange with government, (d)
statement of transactions in foreign currencies, (e) statement of future prospects and (f) statement of
corporate objectives. Due to the importance of zakat information and limited disclosure of financial
reporting, a separate disclosure for zakat as Value Added Statement (VAS) in financial statements was
recommended (Syed Mohd Ghazali Wafa, 2006).

Currently, zakat as a separate disclosure is not practised in Malaysia, but by several companies in
Middle East. The ruling of Middle East on zakat payment is different from Malaysia. In Middle East, the
business zakat payment is the responsibility of the shareholders. Their disclosure follows the requirement
specified in FAS 9, a standard issued by an independent accounting body, the Accounting and Auditing
Organisation for Islamic Financial Institutions (AAOIFI). The separate disclosure is called as ‘Zakat
Guide’. The disclosure was made until the ZPS to assist the shareholders in paying zakat. ZPS refers to the
amount of zakat needed to be paid for each share held by the shareholders. This is only applicable for
investors who hold shares as a long-term investment.

Even though FAS 9 is for Islamic Financial Institutions and it is not applicable in Malaysia, but it
has been used to guide the development of Malaysian technical guidelines on zakat, MASB TR i-1
Accounting for Zakat on Business. Gulf Investment House (GIF) is among the companies that disclosed
zakat as a separate disclosure to guide their shareholders and investors on zakat payment. Among the
information released in the zakat guide is (a) the company responsibility to compute the business zakat per
the Shariah requirement, (b) the party responsible for zakat payment, (c) the amount of zakat for the year,
and (d) the information about ZPS. Although ZPS is not applicable in Malaysia, the framework for the
disclosure can be used as a guide for future practices.

The current practice of business zakat in Malaysia demonstrated that zakat on shares can be divided
into short-term (traded shares) and long-term investment (non-traded shares) (Hamat et al., 2017). For
short-term and speculative investment, the zakat on shares is based on the current value. For long-term
investment, if the zakat is paid at the company level, then the shareholders are released from zakat
obligation. However, if the company does not pay zakat, then the shareholders need to pay zakat (Rosele
& Abdullah, 2018). The zakat payment for long-term investment differs across the states in Malaysia
(Hamat et al., 2017). Some states would calculate it based on the current value which will result in higher
zakat payment. This is not suitable as it is unfair to the buyer. Some states calculate zakat based on dividend
received by the shareholders. This is also quite inappropriate since dividend payment will be paid after the
profit is taken into account for expansion. This will result in lower zakat payment which is unjust for the

asnaf.

270


http://dx.doi.org/

https://doi.org/10.15405/epshs.2020.12.05.28
Corresponding Author: Mohd Rizuan Abdul Kadir
Selection and peer-review under responsibility of the Organizing Committee of the conference
eISSN: 2357-1330

Therefore, the zakat payment at the company level as being agreed by the Fatwa is best approach
for business zakat. However, if the company does not pay zakat, then the obligation belongs to the
shareholders. To assist the shareholders to complete the zakat payment, the needed information must be
available. This requires for a separate disclosure and needs to be made until the ZPS. Thus, this study is

designed to explore this option and obtain a consensus from accounting practitioners concerning this matter.

3. Research Questions

Based on the problem stated, this study is designed to answer the following questions:

a.How the zakat expertise perceived about separate disclosure for business zakat and the use of
Zakat per Share to facilitate business zakat payment?

b.Do the accounting practitioners agree on the practices of separate disclosure for business zakat

and the use of Zakat per Share to facilitate business zakat payment

4. Purpose of the Study

A separate disclosure for business zakat is every important to facilitate business zakat payment.

While Zakat per Share can assist in making a correct payment. Therefore, the purpose of this study is to:

i. Explore the opinion of zakat expertise about separate disclosure for business zakat and the use of
Zakat per Share to facilitate business zakat payment; and
ii. Gain a consensus from accounting practitioners with regard to the practices of separate disclosure

for business zakat and the use of Zakat per Share to facilitate business zakat payment.

5. Research Method

This study employed a two-phase data collection process to fulfil the research objectives. The phases
are designed sequentially, where the early phase must be completed before the next stage begins. This study
is initiated by collecting the data through interviews. Interviews were conducted to eliminate reasonable
guesses and contribute to greater confidence in the generalisability of results (Jick, 1979).

Purposive sampling was used to select the respondents. Purposive sampling is designed to pick a
small number of cases that will yield the most relevant information about a phenomenon (Bickman & Rog,
2009). The study has set that respondents must have a minimum experience of ten years in their related
field. This is to ensure the reliability of their feedback. The respondents were grouped according to their
field and classified into five main categories which are (i) auditor, (ii) accountant from zakat paying
companies, (iii) business owners, (iv) zakat authority, and (v) appointed zakat agent. The diversity of
experience in the groups of respondents will deter bias and avoid one-sided analytical practices in the study
(Pyett, 2003). In each group, at least one respondent is selected for a face-to-face interview.

The interview questions are focused on the needs of separate disclosure for business zakat. From
the literature and interviews, three main issues were highlighted which are (i) the need of separate disclosure
for business zakat, (ii) harmonising zakat conditions with accounting principles, and (iii) acceptability of

current practices.
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The data from the interviews were analysed using the constant comparative method. It is an inductive
data coding process used for categorising and comparing qualitative data through symbolic interactionism,
which enables the study to build an understanding of the phenomenon (Freeman, 2017). The interviews
were analysed using the qualitative data software, ATLAS.ti to speed up data analysis. This study used the
same procedures of coding involving open coding, axial coding and selective coding. All the codings are
done in the system.

The results from the qualitative analysis would become a starting point for further investigation
(Walker, 1988). This study uses qualitative survey results and transforms it into questionnaire surveys for
a larger coverage of respondents and better generalisation. The interviews conducted highlighted that only
respondents with knowledge in business zakat can answers the questions intended for this study. Thus,
purposive sampling is the most suitable approach to collect data. Only practitioners who have attended
workshop or seminar on business zakat are taken as respondents for this study. The respondents for the
questionnaire surveys in this study are accounting practitioners who have knowledge of business zakat.

Only Muslim practitioners are considered for this study to avoid bias from non-believers.

Scope of interviews: ?;:Ei:‘iﬂd:ﬂg from zjzifvof quesnonnatre
® d?ﬁ:;j:;‘;fm“ (i) Possible disclosure for 6) Separate reporting for
business zakat. business zakat asit does business zakat and
(i) Hamonising R ZPS
zakat conditions |:> .. FeCOUning priactp E_S [> (i1) Pra!j:iu:alit}-' of
and accounting {11} The concepts used in b@ﬂe s zakat .
principles = zakat bnng new valqe in disclosure and its
N accounting information general concepts
(1) Acceptability (ifi) Accounting is flexible (iii) Incorporating zakat
ractices. and can absorb business into accounting
P zakat practice practices |

Figure 01. The Scope of Questionnaire Survey

The questionnaire was developed primarily based on interviews. The process of finding the scope
for questionnaire survey is illustrated as in Figure 01. The questionnaire survey of this study focuses into
three main areas which are, (i) separate reporting for business zakat and ZPS, (ii) practicality of business
zakat disclosure and its general concepts, and (iii) incorporating zakat into accounting practices. It was
developed using existing structures from previous researchers such as by Shahul Hameed (2000) of Islamic
accounting, Lin et al. (2001) on the new system of business accounting, and Joshi & Ramadhan (2002) on
the adoption of international accounting standards, but the focus items in the question are business zakat as
separate disclosure. The questionnaire is self-administered and utilised a 5-point Likert scale.

Descriptive statistics were employed to analyse the data collected. Since the research objective is
to obtain a consensus, no inferential statistics are involved. A group opinion, general agreement, or group
solidarity in sentiment and belief can be taken as consensus (Von Der Gracht, 2012). Statistical Package
for Social Science (SPSS) was used to analyse the quantitative data from the questionnaires. The consensus

can be achieved through mean and median. The mean and median values are important to show the group’s
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aggregate rank (Holey et al., 2007). Von Der Gracht (2012) had tabulated many studies and proposed the
consensus is achieved if the mean reached ‘3 and above’ in the use of a 5-point Likert scale or reach more
than 67% if the Yes/No scale is used. Therefore, this study used mean and percentage of the agreement to

infer the consensus.

6. Findings

This finding is divided into two parts interviews and questionnaire surveys. Ten (10) interviews
were conducted with various stakeholders of zakat, and 182 questionnaires were collected from the
respondents. The feedback from the data collected is discussed in the next section.

Interviews - A separate disclosure for Business Zakat

The respondents of the interview were from three different states. A total of six (6) respondents is
from the Federal State of Kuala Lumpur, two (2) from Penang, and two (2) from Pahang. They are
considered as experts in their respective fields as they possess relevant experience of more than 10 years of
experience with the longest experience being 25 years. The actual interviews ranged between 40 minutes

and 1 hour 20 minutes. A complete description of the participants’ demographics is depicted in Table 1.

Table 01. Respondents’ Profile for Interviews

Respondent | Accounting Chartered Company | Accounting | Zakat | Company
Knowledge Accountants | Secretary | Practices | Assessor | Directors
1 Yes Yes Yes
2 Yes Yes Yes Yes
3 Yes Yes Yes
4 Yes Yes Yes Yes
5 Yes Yes Yes
6 Yes Yes Yes
7 Yes Yes
8 Yes
9 Yes
10 Yes Yes
8 5 2 5 5 1

Based on the discussion with the respondents, seven codes were captured as shown in Figure 02 on
business zakat and disclosure issues which are summarised as follows:

(i) Relevancy of information — information of disclosure should be relevant and derived from reliable
sources. If possible, this information should not only be for zakat purposes but should also extend as part
of performance measurement.

(if) Harmonising business zakat conditions and accounting principles — the current gap between the
practices needs to be closed. Accounting disclosure needs to be restructured since all information needed
for zakat computation is available from accounting records.

(iif) Rationality of the practise — rationality and practicality are very important in accounting.
Accounting is develop based on these premises. To materialise separate disclosure for business zakat, the

rationality of the practice must exist.
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(iv) Accounting treatment — the current accounting treatment for business zakat payment already
followed the accounting norm. The practitioners recorded it correctly without needs to refer to the guideline.
However, there are few practices on how to determine zakat payable.

(v) General concepts to guide business zakat computation — the disclosure needs to follow zakat
conditions which were pointed out by several respondents as ‘good information’. Therefore, the general
concepts of the information must be made available to the practitioners.

(vi) Zakat reporting — there are two suggestions on separate disclosure for business zakat, (i)
disclosed as separate reporting as VAS, or (ii) disclosed in the notes. Accordingly, both disclosures do not
oppose any accounting principles.

(vii) Zakat per Share (ZPS) — ZPS is an excellent practice. The idea is to pass the responsibility of
zakat payment to the shareholders as there are many issues regarding zakat payment at the company level.
ZPS might introduce very interesting information.

The seven codes captured on business zakat and its disclosure during the interviews are illustrated as in

Figure 2 below:

i. Relevancy of information
- Information should be
relevant and develop
through reliable sources

ii. Harmonising the
practices - the gap
business zakat
conditions and
accounting principles
should be closed

- The method and how to Business Zakat as

apply Separate

Disclosure

Zakat per share - Should
be practised, very
interesting information

Zakat reporting - is
possible as it does not
oppose any accounting
principles

Rationale of transaction
- Accounting is developed

based on rationale

Accounting treatment
- the current practices
already follow the
accounting norms

Zakat principles

- Should be based on zakat
conditions and can become
new performance measures

on principles to be followed

Figure 02. The Seven Codes Captured on Business Zakat and Its Disclosure

From the interviews, three important inferences can be drawn:

(i) A separate zakat reporting does not oppose any accounting principles

Two ways of disclosures were suggested by the respondents, and none of it opposes the accounting
principles. This issue received overwhelming feedback from the respondents. One of the respondents
provided a vague idea of what the disclosure should look like, in terms of elements of reporting, space taken
for reporting, and comparability for performance measure. It does not oppose any accounting principles,
and in return, can further enhance the value of financial statements. Therefore, the respondents agreed that
separate reporting for business zakat should be practised.

(i) The concepts in zakat disclosure and ZPS

The zakat agents highlighted two concepts of zakat which are deemed as very good information to
be absorbed in accounting. The concepts are full ownership concept and potentially growth concept. This

information is very good but is currently only used for zakat purposes. These concepts are used to calculate
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zakat, derive the ZPS value and generate a disclosure. Interestingly, the respondents are eager to see the
disclosure. Some have even imagined that ZPS might be a good tool for performance measurement.

(iii) Flexibility in accounting to absorb the practice of business zakat

Respondents who are accounting practitioners agreed that accounting which is a developed practice
based on social demand is flexible. It can absorb and practise the conditions of business zakat as required.
Currently, more complex transactions are handled in accounting. Thus, zakat is not seen as a burden or
something impossible to be practised. However, they collectively agreed that information disclosed in
business zakat disclosure must be relevant, and the rationale of the practice must be there.

Questionnaire Surveys - Consensus on Separate Disclosure for Business Zakat

Almost 400 questionnaires were distributed to accounting practitioners who have experienced in
attending workshops or seminars on business zakat. After removing incomplete questionnaires, a total of
182 questionnaires were concluded as valid, which represent 45.5% response rate. The demographic profile

of the respondents is tabulated in Table 2.

Table 02. Demographic Profile of the Respondents

Frequency | % Frequency %
Gender Working Sector

Male 90 49.5 | Government 23 12.6
Female 92 50.5 | Private 107 58.8

Semi-Government 40 220

Age Others 12 6.6
30 years and below 83 45.6
31 - 40 years 67 36.8 MIA Member
41 - 50 years 28 154 | Yes 59 324
50 years and above 4 2.2 | No 123 67.6
Education Working Experience

Diploma 3 1.6 | Less than 5 years 72 39.6
Bachelor 130 714 15 - 10 years 50 27.5
Master or higher 38 20.9 |11 - 20 years 48 26.4
Professional 9 4.9 | more than 20 years 12 6.6
Others 2 1.1

For the first element of the questionnaire on separate reporting for business zakat, almost all the
respondents agreed that it should be reported by businesses fully-owned by Muslims (92.4%) and have
Muslim ownership (90.1%). ZPS reporting also received an overwhelming feedback with mean value 4.12,
where 76.8% of the respondents agreed it is a good practice. They also agreed that ZPS will assist
shareholders to discharge their zakat obligation and enhance the value of the financial report. Thus, there
is a consensus, which emphasises the need for business zakat disclosure and ZPS. The disclosure would
not only assist in business zakat payment but also enhance the value of the financial report. The result is

shown in Table 3.
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Table 03. Separate Disclosure for Business Zakat and Zakat per Share

. Not
No Questions Agree Ntrl Agree Mean | SD

Business fully-owned by Muslims need to
report zakat separately

Business that has Muslim ownership need to
report zakat separately

3 | Disclosure of ZPS is a good practice 76.8% | 22.7% .6% 412 .769
Disclosure about ZPS can help shareholders
pay off their business zakat

Separate disclosures of business zakat may
increase the value of current financial reporting

92.4% 6% 1.6% | 4.52 734

90.1% | 8.8% 1.1% | 441 744

79.7% | 181% | 2.1% | 4.20 .857

87.4% | 11.5% 1% 4.39 .755

For the practicality of business zakat disclosure, 83.5% of respondents agreed it is understandable,
82.5% agreed it is practicable, and 83.5% agreed it is a good practice. On business zakat general concepts,
the respondents agreed that they could understand the concept of ownership (79.7%), ready to trade
(71.5%), and growth (75.1%) in zakat. The overall result as shown in Table 4 is very encouraging as there

is a consensus that business zakat disclosure is practicable, and its concepts are understandable.

Table 04. Practicality of Business Zakat Disclosure and General Zakat Concepts

No Questions Agree Ntrl A':?:e Mean | SD

1 | Business zakat disclosure is understandable 83.5% | 13.7% | 2.7% 412 743
2 | Business zakat disclosure is practicable 82.5% | 16.5% | 1.1% 4.15 727
3 | Business Zakat disclosure is a good practice 83.5% | 154% | 1.1% 4.26 757
4 | Understand the concept of ownership in zakat 79.7% | 18.7% | 1.6% 411 .782
5 Understand the concept of goods ready to 715% | 253% | 3.2% 3,06 924

trade in zakat
6 | Understand the concept of growth in zakat 75.1% | 23.2% | 1.7% 4.04 831

Interesting result is demonstrated on the last element, which is incorporating zakat into accounting
practices. This is shown as in Table 5. The respondents agreed that zakat reporting should be part of the
financial reporting (85.2%), it should be reported separately (73.3%), and should meet the users demand
(83.6%). The respondents also agreed that they are willing to practice business zakat disclosure (80.8%),
even though only 67.6% of them agreed that they are knowledgeable about business zakat. In summary,
incorporating zakat into accounting practices is possible as there is a consensus that zakat should be an

element in financial reports and most of the respondents are willing to practise it.

Table 05. Incorporating Zakat into Accounting Practices

. Not
No Questions Agree Ntrl Agree Mean SD
Zakat shoul t t of
y | 4akat should be reported as part o 85.2% | 143% | 5% 429 | 749
financial reporting
o | Zekatshould be reported separately | 75400 | 15005 | 106% | 393 | 1.06
in financial reporting
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3 Accounting needs to meet users
demand to report information about 83.6% 15.4% 1.1% 4.20 736
zakat

4 | am prepared to practice separate
disclosures for business zakat

5 I have full knowledge of practicing
separate exposures for zakat

80.8% 14.8% 4.4% 4.07 .796

67.6% 23.6% 8.7% 3.78 .989

7. Conclusion

This study revealed very encouraging findings. There is a consensus that separating business zakat
reporting and ZPS is practical and that the general concepts in computing business zakat can be applied and
incorporated in accounting practices. Zakat computation which is based on wealth of the business can be a
critical tool for performance measurement of the business. As integration between zakat assessment and
zakat accounting are very crucial (Tajuddin, 2017), this study highlighted that it is possible.

Zakat disclosure should be analysed beyond the religious perspective. The information disclosed
will not only help Muslims in determining their zakat obligation, but also enhances the value of the financial
statement. Since the disclosure does not oppose any accounting principles, it should be practised.
Moreover, the accounting practitioners are willing to practise it as they believe in the good value inheritance
of the information. It is also should be noted that difficulties created in calculating business zakat will
contribute to late payment or nonpayment of zakat resulting to less zakat collection and less distribution to
the asnaf (Muhammad, 2016). Therefore, by separating business zakat reporting and introducing ZPS, the
collection of zakat might also increase.

It is suggested for future studies to develop a framework for business zakat disclosure to be
conducted. Accounting is dynamic and is developed based on social demand. The practice is very structured
and internationally accepted. To materialise a separate disclosure for business zakat, a well-structured
framework is needed. This can be done through harmonising zakat conditions with accounting principles

and use accounting conceptual framework as the basis to integrate the practices.
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