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Righteous Ways of Managing and Owning Money

nderstanding

Z.akat

Institutionalized Zakat
established within the
requirements of American
tax-code could contribute
to Muslim welfare,
while offering instant

benefits to endowers.

By M. Yaqub Mirza
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ZAKAT IS BASED ON the Qur’anic injunction: “Take
alms from their wealth so that you might purify and
sanctify them” (9:103). In other words, taking a stip-
ulated amount of their wealth (zakat) or a voluntary
unstipulated amount purifies one from stinginess,
greed, meanness, lack of sympathy with the needy, and
similar feelings. This sanctification allows people to
develop, and uplift themselves through righteous
deeds and blessings until they are worthy of happiness
in both worlds. Prophet Muhammad (salla Allahu
‘alayht wa sallam) said: “Those who give zakat from
their property [will find that] their sins will leave
them.” He used to give whatever exceeded his needs,
placing his faith in Allah (Subhanahu wa Ta‘ala) to
provide: “They ask how much they are to spend. Say:
‘Whatever is beyond your needs’” (2:219).

Zakat, the right of the needy, is decreed by Allah,
the Owner and Giver. It is given annually by all Mus-
lims whose wealth reaches a specific amount (nisab),



and is to be spent for the public welfare. After death, zakat

is deducted from the inheritance after all debts are settled.

Donors can give more, but never less, than what is due, and
cheating in its calculation is a sin and punishable under
Islamic law.

Appropriated wealth excludes debts and such liabilities
as a home and its contents essential for living, jewelry that
is customarily used, land, buildings, and capital materials
used in or for production. “Zakat is due on the gross earned
income” (2:267), the current year’s gross income before
taxes and minus nisab, as the right of Allah comes first.
Zakat is also due on savings and investments that thelr
owner has held for one lunar year, and on all e
stocks in trade more than the nisab, includ- :
ing real estate and capital goods if they are 4
owned (not kept on credit) and stocked |
for trade (not production). ;

Limit of Exemption (Nisab). Dr. Mah- |
moud Abu-Saud, author of About the |
Figh of Zakat (1986) and Contemporary
Zakat (1988), published by the Cincin- \.
nati, OH-based Zakat and Research
Foundation, says that nisab denotes “the 1
minimum amount of wealth subject to N
zakat.” The Prophet said that zakat is due on
one who has 200 dirhams, 5 awaq of silver, or 20 i
golden dinars, or owned 40 sheep, 5 camels, or 30 cows.

If this limit is not reached, no zakat is due.

Ibn Abi Sheibah narrated that: “It was commendable that
(nisab) would satisfy a family’s need [for one year].” Thus,
nisab is an accurate and equitable basis for judging the limits
of all types of wealth. It is akin to the poverty line in the US.

The goods that a family needs to live a simple but decent
life, “the consumer’s basket,” contains such commodities
and services as food, clothing, dwelling, education, medica-
tion, vehicles, tools of trade or profession, and so on. Any-
one whose income is less than the respective basket’s value
is entitled to zakat. The limit of sufficiency differs from one
community to another and according to family size.

No zakat is due on wealth held for less than a year.
‘A’ishah ( ‘alyahi rahmat) related that the Prophet said: “No
zakat is due on wealth till one (full) year passes.”

Who Deserves Zakat. The Qur’an specifies those entitled to
zakat: the poor, the needy (destitute), zakat administers, those
whose hearts are to be reconciled, captives (in bondage),
debtors, wayfarers (stranded), and in the cause of Allah. All
but the last category is easily defined. The last category is
broad enough to include community welfare. Thus, Islamic
and community centers can receive it because they promote
Islam and act as da’wah centers. The Sunnah allows zakat to
be used for education and promoting Islam and the Ummah.

Zakat offers numerous advantages, such as giving the
donor the inner satisfaction of fulfilling a duty and receiv-
ing the pleasure of knowing that this act sanctifies the funds.
Literally, zakat means “sweetening,” and implies that funds
on which zakat has not been paid are “bitter.” The former
will give satisfaction and reward in both worlds (61:10-11),
and the latter will bring suffering and punishment in this
world and the certainty of Hellfire (3:180). A hadith states:
“A people who do not pay zakat will suffer disaster, famine,
or drought” (al-Tabarani).

Zakat is a tremendous stimulus for investing in produc-
ing enterprises. Since appropriated and notinvested capi-
tal is subject to 2.5 percent zakat, such wealth would disap-
pear in 30 years. Instead, investing it in production adds to
society’s wealth, creates jobs, and produces more than the
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2.5 percent zakat tax for the owner’s use. Moreover, zakat
adds to economic health by enabling wealth circulation and
poverty eradication. The Messenger said: “Wealth never
decreases as a result of sadaqa” (al-Tirmidhi).

Zakat paid to a charity is tax deductible. For instance,
you can take a market value deduction instead of an asset
cost deduction, often less than the appreciated asset’s mar-
ket value, while paying no capital gains tax. However, ISNA
President Dr. Muzammil Siddiqui (“Zakat: Questions &
Answers,” Islamic Horizons, Nov.-Dec. 2000) advises that sav-
ings on federal and state taxes should be added to next
year’s income and is subject to zakat at that time.

. - Paying Zakal. Aliah says: “Pay the due there-
. ofupon the harvest day” (6:141) and “Race
© . todogood deeds” (2:148). The Prophet
. ) said: “The best good deed is the one
L h done promptly.”
Zakat can be paid at any time. Many
- prefer to pay it during Ramadan or
Rajab, while others prefer Muharram,
the start of the Hijri year. As long as
' nisab is reached, most jurists agree that
zakat can be paid in advance, dur-
ing Ramadan, or whenever there is an
urgent need.
An estimated monthly zakat payment is high-
ly recommended, for this helps to spread the payments
and fulfills zakat’s purpose sooner than later. The final cal-
culation and reconciliation of payments, however, can be
done at each lunar year’s end or, for convenience, a calen-
dar year’s end when all information (W-2, 1099, K-1, etc.)
is available.

As a complete fiscal lunar year must elapse starting from
reaching nisab, each individual has a different zakat year.
An investor using the end of a Gregorian calendar year or
fiscal year as the closing date, provided that zakat is calcu-
lated on the basis of the lunar cycle, has to add 11 days (the
lunar calendar is shorter than the Gregorian calendar).
Calculating Zakat. Shaikh Yusuf al-Qaradawi, in his Figh
al-Zakat: A Comparative Study (London: Dar al-Taqwa Ltd.,
1999), defines zakat on growing assets as: “The rate of 2.5
percent due on assets whose zakat is calculated on the prin-
cipal and its increments together once every year, such as
livestock and trade goods. And 5 or 10 percent on assets
whose zakat is calculated only on the growth or increase at
harvest time. The asset may be materially fixed, such as land,
or non-fixed, such as bees.”

Some jurists suggest that rented houses and buildings,
factories, etc. should be treated like trade goods, appraised
yearly, and are subject to a 2.5 percent zakat on the result-
ing appraisal value. Others calculate zakat on such asset’s
income, and whether or not it reaches nisab and fulfills oth-
er conditions of zakatability. However, from a practical point
of view, the required yearly appraisal is cumbersome, sub-
jective, and requires the services (and cost) of specialists.

Qaradawi says that zakat can be taken from the asset’s
revenue. Whether it is 5 or 10 percent, based on the anal-
ogy, that revenue is equated with agricultural produce. He
concludes that zakat on rented buildings and fixed indus-
trial assets is taken out of their income—not the principal—
at the rate of 5 or 10 percent. Zakat is calculated on net
income at the rate of 10 percent when net income after
deducting costs can be calculated, as is the case of business
corporations. The Prophet levied 10 percent on crops irri-

gated by rain or natural springs, as if he were taking it from
the net product. When it is hard to determine net income,




Zakat offers numerous advantages, such as giving the donor
the inner satisfaction of fulfilling a duty and receiving the pleasure
of knowing that this act sanctifies the funds.

zakat is calculated at the rate of 5 percent of the profit.

Qaradawi further conciudes that shares of purely indus-
trial and non-trade corporations, such as those dealing with
refrigeration, hotels, advertising, public transport, ship-
ping, and airlines, are not zakatable, since their capital (rep-
resented by shares) is invested in machinery, offices, and
buildings, which are not subject to zakat. However, 10 per-
cent zakat is levied on distributed share dividends.

Cash and Cash Equivalent. Passive investments (i.e., cash,
coins, gold or certificates of deposit, guaranteed bank cred-
its, money market accounts, bonds etc.) accrue 2.5 percent
of the principal plus any yield on funds invested for a lunar
year (2.57 percent per Gregorian year).

Fixed income instruments, such as bonds, are not Islam-
ically reccommended investments. However, the fact that
interest is prohibited does not exempt them from zakat,
because one who indulges in the forbidden must not be giv-
en any privilege.

Some scholars treat shares and bonds alike, regardless
of the issuing corporation’s economic activity, and calculate
zakat at the rate of 2.5 percent on market value, including
earnings for that year.

Risk Investments: Shares and Mutual Funds. Zakat is
liable on the profit—not the investments—in publicly
traded stocks or Amana Mutual Funds shares (growth or
income). These are considered “active” investments, for
they are investments in commercial, industrial, and devel-
opment (real estate) businesses. In this case, zakat is 10
percent of the net realized profit on funds invested for a
lunar year (10.3 percent per Gregorian year). For simplic-
ity, and to share the returns with others sooner than later,
it is advisable to consider the portfolio’s market value at
the beginning and the end of each calendar year (includ-
ing realized and unrealized gain/loss), minus new invest-
ments and plus withdrawals/redemptions, and then pay
10.3 percent of that year’s appreciation. If there is no
appreciation, no zakat is due. The portfolio’s market val-
ue at the end of the calendar year is the beginning value
for the following year.

As a service to investors, Amana Mutual and Investors
National, Saturna Capital calculates and disburses zakat.

Shares of private corporations and general/limited part-
nership interests can be considered “active” investments.
However, their market value is not readily available, and
zakat will be 10.3 percent on dividends, distribution
received, and realized gains.

Buildings, Faclories, and Businesses (non-trading). Sim-
ilarly, business or rental property owners can determine net
income after deducting costs (utilities, maintenance, debt,
etc., including depreciation/amortization to accumulate
enough to acquire a new asset at the end of the old one’s
productive life). Zakat is 10 percent per lunar year (10.3 per-
cent per Gregorian year). However, to calculate profit for
zakat purposes from a personal business or rental properties,
all reserves (capital reserves, bad debt reserves, and contin-
gencies) must be added to the distributed profit. Qaradawi
and Abu-Saud say that zakah is 10.3 percent per Gregorian
year on the net pretax profit, assuming the nisab is reached.

Stock options and employee stock purchase plans are
granted to attract and retain the best available personnel for
important positions and to provide additional incentive to
employees, consultants, and outside directors. Stock options
may be ISO (incentive stock options) for employees or NSO
(non-qualified stock options) for non-employees.

The grant of options entitles the optionee to purchase
a specified number of corporate stocks, vesting over a num-
ber of years, at a certain price (usually the stock’s fair mar-
ket price on the day the grant is made) during a specified
period (usually 10 years). Making the grant, therefore, has
no immediate cash value. However, the option’s value
increases as the underlying stock price goes up. Usually
there are two ways to cash in on this wealth. The firstis same-
day sale, meaning that the realized gain is like regular
income. Such a gain must be added to your other income
for that year. Zakat on earned income is 2.57 percent per
Gregorian year minus nisab. The second is exercise and
hold, meaning that you exercise the option and buy the
stock for investment. Upon sale, zakat is 10.3 percent on
the gain, which is the sale price minus the exercise price.

Employee stock purchase plans allow employees to pur-
chase stock from the employer usually at a discount, say 85
percent of the market price. Upon sale, zakat is 10.3 per-
cent on the gain (sale price minus purchase price).

Retirement Accounts, Life Insurance Policies, and
Annuities. Contributions to retirement accounts are sub-
ject to zakat, as the contributor has access to the vested
portion and may dispose of it at will (may be subject to
penalty and taxes). Therefore, if your 401(k), Keogh
Plan, IRA, SEP-IRA, Roth IRA are invested in Amana
Mutual Funds (growth or income) or in a stock portfolio,
you may pay 10.3 percent on the yearly increase in the
portfolio’s value, excluding contributions made during
the same calendar year. Contributions made after zakat is
paid on income for that year, as well as investment held
for less than a year, are excluded. Similarly, a 10.3 per-
cent zakat is due on the increase in cash value of your life
insurance policy, annuities, and other investments held
in a personal trust, provided investments are made in
stocks or active business. Otherwise, for cash or cash
equivalents, pay 2.57 percent on the principal plus any
increase in value during the year. If these accounts are
converted to annuity paying a monthly sum to meet dai-
ly expenses over a specified period or for life, the peri-
odic payments should be treated as income subject to 2.57
percent payable monthly after deducting nisab.

Stock received as compensation or as a bonus is part of
earned income, so add it to your other income for that year.
Zakat on earned income, minus nisab, is 2.57 percent per
Gregorian year. Public trusts and charitable organizations
are not subject to zakat.

Delaying zakat without reason beyond a short period is
not permissible, as you are holding funds that belong to
those entitled to receive them. B

Dr. M. Yaqub Mirza is President & CEO of the Herndon, VA-based Sterling Management Group, Inc.
(www.sterlingmgmt,com). A portion of this article was presented at the Internationat Conference on
the Economics of Zakah, Oct, 20-22, 2000, ISNA headquarters in Plainfietd, IN. [NOTE: the Figh Coun-
cil of North America {www.fighcouncil.org) has approved the concepts presented in this articte. The
author welcomes suggestions and comments.]
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Foundation for Appropriate and Immediate Temporary Help (FAITH)
a non-profit organization is providing humanitarian aid to the needy in Northern Virginia - the
elderly, orphans, widowed or divorced, the homeless and victims of domestic violence. The aid is
provided in many ways, for example to pay for utilities, rent subsidies, food, medical care, shelter
and counseling, including job training. All your contributions to FAITH are tax-deductible.

ZAKAH CALCULATION FORM

“Of their wealth take charity so
that it may purify and sanctify
them.” (The Qur’an 9:103)

SCHEDULE 1
Items Subject to 2.58 % * on Income and Assets

1. Any cash on hand kept for one Gregorian year $
2. Annual earned income before any deductions of taxes, social security, etc. $
3. Value of jewelry kept for a year which is in excess of what is customarily used $
ADD 1,2, &3 $
4. Less pro-rata Nisab (please see example below) $
5. Zakatable Income $
6. Multiply line (5) by 2.58% $
ZAKAH DUE SCHEDULE 1 $
* Gregorian year is 11 days longer than lunar year, hence the adjusted rate is 2.58%.
SCHEDULE 2
Items Subject to 10.3%* Zakah on Yield
1. Realized capital gain on sales of stocks and mutual funds and the like. $
2. Incomes and rentals from real estate, less expenses of debt and any other direct expenses, but
not depreciation or reserves or taxes. $
3. The profits of shares in partnership, before deducting any depreciation or reserves or taxes. $
4. The net profit (revenue minus direct expenses such as wages, maintenance, taxes, debits, etc.
and not considering reserves) of trade, business or rented property. $
ADD 1 THROUGH 4 $
5. Less pro-rata Nisab (please see example below) $
6. Zakatable Income $
7. Multiply line (7) by 10.3% $
ZAKAH DUE SCHEDULE 2 $
* Gregorian year is 11 days longer than lunar year, hence the adjusted rate is 10.3%.
Combined Zakah
Total Zakah (add Zakah Due Schedules 1&2) ZAKAH DUE NOW $
Less Zakah already paid (during the year) $
Hanafis say any delay in paying Zakah which is due (now owed to others), without valid $
reason, even for a day or two is sinful and not permitted.
REMARK: If the Zakatable income is composed of items subject to 2004 POVERTY INCOME GUIDELINES
2.58% (schedule 1) and others whose yield is subject to 10.3% (schedule 2),
Nisab has to be divided in the same proportion of the two items. The Nisab HOUSEHOLD SIZE ANNUAL INCOME
proportion is subtracted from each category and the result is to be (SOLAR YEAR)
multiplied by the related rate, 2.58% or 10.3%. (UP TO)
EXAMPLE:
Total income from Schedule (1) subject to 2.58% $ 54,000 1 10.000
Total income from Schedule (2) subject to 10.3% $ 6,000 k
TOTAL YEARLY INCOME  $ 60,000 2 13,500
For a family/household size of 4 3 17,000
Nisab (Poverty Limit) = $20,500 to be divided into 18,450 and 2,050. Thus 4 20,500
Zakah on Schedule (1) = $54,000 - $18,450 = $35,550 x 2.58% $ 917 5 24.000
Zakah on Schedule (2)= $6,000 - $2,050 = $3,950 x 10.3% $ 407 k
TOTAL ZAKAHDUE §$ 1324 6 27,500
7 31,000
Please send your tax-deductible Zakah contribution to: 8 34,500
FAITH 9 38,000
500 Grove Street, Suite 210 10 41,500
Herndon, VA 20170

Phone: (571) 323-2198




