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ABSTRACT

The administration of zakah in Malaysia is put under the jurisdiction of each state
which has resulted in the non-uniformity in the laws and regulations thereto. This non-
uniformity together with other problems such as ineffective penalties, the non-
existence of meaningful enforcement, the different interpretations and focus given to
the types of wealth subjected to zakah and the different interpretations given to the
beneficiaries of zakah has prevent this unique system from achieving its objectives
properly. Therefore, this thesis tries to find ways to solve these problems. In doing so,
a qualitative approach will be applied. This qualitative study, combines the historical
methodology, comparative methodology and analytical and critical methodology. The
historical methodology is used to explore how zakah was administered in the early
day of Islam and its development in Malaysia. It is also used to highlight changes that
occur in rules and regulations related to zakah, especially that relates to the wealth
subjected to zakah from the days of the Prophet to our present day. The comparative
methodology is extensively utilised in revealing differences and similarities between
the Islamic system of zakah and the Malaysian individual income tax. Regarding to
the analytical and critical methodology, it is used to identify the problems that occur
in the administration of zakah in Malaysia and to suggest the best solution for it. For
this qualitative research, the data collection depends largely on the library research,
where comprises of extensive literature in form of textbooks, articles, seminar papers
and relevant statutes are referred to. Reference will also be done to the statistics and
economic reports from relevant authorities. Information is also obtained from
interviews. At the end, the study concludes that the administration of zakai need to be
refined and the most important step that can be taken is to place the administration of
zakah in Malaysia under one authority without ignoring the jurisdiction of each state.
It is also proven that the Islamic system of zakah can be introduced as a viable
alternative for the individual income tax imposed on the Malaysian Muslims.
However, this possibility must not be looked from a segmented point of view. Several
other supporting system, mechanism and crucial steps must be taken before this
approach can be applied. It is hoped that the findings of this study would serve as a
useful foundation not only to enhance the administration of zakah in Malaysia but also
in introducing the Islamic taxation system as a whole in our multiracial community.
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CHAPTER ONE

INTRODUCTION

In the 2005 budget speech, Dato’ Seri Abdullah Ahmad Badawi, the former Prime
Minister of Malaysia said:

The effectiveness of financial management will be enhanced to

strengthen further the government’s financial position. Several major

measures will be undertaken, including restructuring the tax system to

be more efficient and ensuring that the management of expenditure is

cost effective. The Government will continue to ensure the taxation

system is more efficient, equitable and business friendly, as well as

capable of generating a stable source of revenue. Towards this end, the

Government proposes to establish a Taxation System Review Panel

comprising of representatives from the public and private sectors. This

Panel will review the tax system, including the provisions of the Income

Tax Act 1967. The focus of this review is to ensure that tax provisions

remain relevant. Existing provisions will be amended to improve clarity

and transparency of tax administration.

From the above speech, it is clear that an efficient taxation system plays an
important role in strengthening the government’s financial position. As a result of this,
the Malaysian taxation system has undergone numerous amendments to ensure its
efficiency. Islam also has its own taxation system which includes khardj, jizyah, and
‘ushr. Beside the taxation system, Islam has also prescribed another financial system.
Relying on the fact that Islam is suitable for all times and places, this study will
explore the zakah system in Islam, its administration in Malaysia and its viability as a
substitute for the individual income tax imposed on Muslims in Malaysia. This will

not only help to enhance the administration of zakah in Malaysia, but will also

promote the beauty of the Islamic system which is one of the government’s



commitments. This study will assist the Muslims to have a better understanding of
zakah, and the Malaysian individual income tax from the Shari‘ah’s perspective. It is
also hoped that the findings of this study would serve as a useful foundation not only
to enhance the administration of zakah in Malaysia but also in introducing the Islamic

taxation system as a whole in our multiracial community.

SUMMARY OF THE PROPOSED DISSERTATION

This study begins with the examination of zakah within the ambit of the Islamic
taxation system. This research will also elaborate briefly other instruments in the
Islamic taxation system before proceeding further to study the right of the Malaysian
government to impose tax from the Shari‘ah perspective. Then this research will
compare and contrast the Islamic system of zakak and the Malaysian individual
income tax system. A comprehensive study will also be done to find possible ways in
making zakah a viable substitute to the individual income tax imposed on Muslims in

Malaysia.

STATEMENT OF THE PROBLEMS

Administration of zakah in Malaysia is put under the jurisdiction of each state. This
has resulted in the non-uniformity in the laws and regulations thereto. This non-
uniformity is one of the main problems that prevent this unique system from achieving
its objectives properly. The ineffective penalties for offences related to zakah, the non-
existence of meaningful enforcement of its laws and regulations, the different

interpretations and focus given to the types of wealth subjected to zakah and the

! Utusan Online, 6 May 2009, Malaysia komited perkenal keindahan Islam
<http://www.utusan.com.my/utusan/info.asp?y=2009&dt=0506&pub=Utusan_Malaysia&sec=Dalam
Negeri&pg=dn_07.htm> (accessed 6 May 2009).
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different interpretations given to the beneficiaries of zakah from one state to another
are other problems that make the situation worse. What can be done to solve these
problems? Is it possible to place the administration of zakah under a national
institution without effecting the states’ jurisdiction on it so that its uniformity can be
guaranteed? Beside of the placement of zakah under the said institution, what else can
be done to solve the other mentioned problems?

Apart from paying the zakah, the Malaysian Muslims also pay other taxes.
Among these taxes is the individual income tax. Several issues need further attention
here. First, whether the Malaysian government has fulfilled all conditions set by the
Shari‘ah in imposing additional taxes or not? If not, what can be done to
accommodate it? On the other hand, if it is permissible, is there any other approach
that is better than the current system which allows the Muslims to claim rebate for the
zakah that they pay? Second, is it possible to introduce zakah as a viable substitute for
the individual income tax imposed on the Malaysian Muslims through the
institutionalization of zakah? What benefits can be gained from this approach, and at
the same time, what are the mechanism and infrastructures that must be put in place

before this approach can be implemented?

HYPHOTESIS
The administration of zakah in Malaysia can be refined by making it a viable

substitute for the individual income tax imposed on the Malaysian Muslims.

LITERATURE REVIEW
In so far as the researcher can explore, there is not a single study available that

touches directly on the administration of zakah and its imposition as a viable



alternative for the Malaysian individual income tax. Having said that, segmented
studies that deal with some parts of this research can be found in a number of existing
literature. Materials written on the subject can be divided into two main areas: Zakah

and the Islamic taxation system and the Malaysian income tax.

First: Zakah And The Islamic Taxation System

There are numerous books written by Muslim scholars on zakah and other Islamic
taxation instruments. If we look into the trend of writing among the Muslim scholars,
we will realise that there are two major approaches used in discussing zakah and other
instruments in the Islamic taxation systems. Traditional writers on one hand, tend to
discuss zakah independently of other Islamic taxation instruments. What can be
interpreted from this approach is that they treated zakah as a separate entity. It seems
that zakah is something that has nothing to do with taxation. Abi Ya“la, for instance,
discussed zakah,? fay’, ghanimah,® khargj and jizyah* in different chapters
respectively. This approach was also used by Aba ‘Ubayd in his book Kitab al-
Amwal® and al-Mawardi in his book al-Akkam al-sultaniyyah.® There are also a good
number of contemporary writers who use this approach. Among them are Sayyid

Qutb,” Yasuf al-Qaradawi® and Muhammad ‘Uthman Shabir.®

2 Abi Ya‘la, Muhammad bin al-Husayn, Al-Akkam al-sultaniyyah, (n.p.Dar al-Fikr, 1974), 115-135.

% lbid., 136-152.

4 1bid., 153-162.

° Abii ‘Ubayd, Al-Qasim ibn Salam, Kitab al-amwadl, (Bayrat: Dar al-Shurdg, 1989), 89-131, 132-175,
629-651.

& Al-Mawardi, Al-Akrkam al-sulganiyyah. (Bayrit, Lubnan: Dar al-Fikr. n.d.), 113-125, 126-141, 142-
156.

7 Sayyid Quth, Al-‘Adalah al-ijtima ‘iyyah fi al-Islam, (Bayrut: Dar al-Shurig, 1978) 150-157.

8 Al-Qaradawi write a separate chapter on the differences and similarities between zakah and taxation.
Al-Qaradawi, Figh al-zakah,(Bayriit, Muassasah al-Risalah, 1986), 2:995-1119.

® Muhammad ‘Uthman Shabir, al-Zakah wa al-dara’ib fi al-figh al-islami in Abzath fighiyyah fi qadayd
al-zakah al-mu‘asarah, Ed. 2nd., (Urdun: Dar al-Nafa’is: 2000), 591-625.



On the other hand, there is a tendency among several other contemporary
writers to divert from the traditional approach. They group zakah together with other
taxation instruments under one name. These writers classified them under the term of
al-mawarid al-mdliyyah (the Financial Resources), together with khargj, jizyah and
‘ushr. Contemporary writers like ‘Abd al-Wahhab Khallaf,® Ibrahim Fu’ad Ahmad®
‘Ali,! Husayn Ratib Yasuf Rayyan! and S.A Siddigi® are 4mong those who tised
this approach. However, S.A. Siddigi preferred to use the term “public finance” in
place of financial resources.

There are also writers who group zakah together with taxation. For instance,
M.A. Mannan refers to zakah as tax and put it together with khardj and jizyah in the
tax structure. However, he still stresses the differences between ordinary tax and
zakah where the later, according to him, is a religious sanctity which is not matched
by any mode of public finance anywhere else. Rafiq Yunus al-Masri in his book al-
Mabhsul fi ‘ulum al-zakah divides taxation into two. First, the one that is imposed on
Muslims which includes zakah and zakah al-fitr together with other additional tax and
second is the one that is imposed on non-Muslims which includes the jizyah, khardj,
‘ushr and al-maks.* 4

In Figh al-Zakah, al-Qaradawi, gave special attention to matters related to
zakah before making comparison between zakah and conventional taxation. For the
researcher, this book is among the most important contemporary sources on zakah.

The author of this book has brilliantly discussed the rules relating to zakah from the

! <Abd al-Wahhab Khallaf, Al-Siyasah al-Shar ‘iyyah, (Bayriit: Muassasah al-Risalah, Ed. 2", 1984),
111

! 1brahim Fu’ad Ahmad “Ali, Al-Mawarid al-maliyyah fi al-islam, (n.p., Muasssah Sijl al-*Arab, 1970),
19-155, 165-171, 172-207, 208-227, 228-238.

! Husayn Ratib Yasuf Rayy#n, Al-Rigabat al-maliyyah fi al-figh al-islami, (Urdun: Dar al-Nafa’is,
1999), 37-54.

1 S.A. Siddigi, Public financé in Islam, (Pakistan: Sh. Muhammad Ashraf Publishers, Booksellers &
Exporters, 1994), 137.

! Rafiq Yanus Al-Masri, Al-Mapsal fi “uliam al-zakah, (Syria, Dimashg: Dar al-Maktabi, 2006), 27-49.



perspective of the four main madhhab namely al-Shdfi ‘7, al-Maliki, al-Hanafi and al-
Hanbali. The author also elaborated the legality of imposing zakah on several new
types of wealth not known before such as shares, bonds, income and factories.

Meanwhile, Mahmad Atif al-Banna in his book, Nizam al-zakah wa al-dara ‘ib
fi al-Mamlakah al-‘Arabiyyah al-Sa‘“udiyyah focussed on the administration aspect
where he described how zakah and income tax system is applied in Saudi Arabia. He
also discussed the issue of distributing zakah to the dhimmis, in which he preferred to
choose the permissible point of view.? 5

In Public finance in Islam, S.A Siddiqi, has directly discussed the fundamentals
of Muslims’ finance. He began with the classification of persons and how they are
treated according to Islam. He divided persons into three categories; the Muslims,
dhimmis and the harbi (enemies). The author further elaborated on the rules relating to
zakah, khardj, revenue from the public domain, the custom duties (‘ushr), the jizyah,
the spoils of war (ghanaim), the tax on mines and other miscellaneous sources of
revenue such as treasure trove and estates of deceased persons and other taxes.
Besides elaborating on rules related to zakah, the author also discussed zakah in the
light of modern theories of taxation. The author also examined how the public
financial system was administrated in the days of the four rightly-guided caliphs and
the succeeding states such as the Umayyads and the Abbasids.

The historical background of the Islamic economic system was elaborated by
Muhammad al-Husari in his book, al-Siyasah al-igtisadiyyah wa al-nuzum al-
maliyyah fi al-figh al-Islami. He contended that the main sources of income for the
state in the era of the Prophet and caliph Abu Bakr were the zakah, jizyah and fay .

These sources then were expanded in the days of caliph ‘Umar al-Khattab to include

1 Al-Banna, Mahmud °‘Atif> Nizam al-zakgh wa al-dard‘ib fi al-Mamlakah al-‘Arabiyyah al-
Sa’udiyyah, (Riyad:Dar al-‘Ulam li al-Tibaah wa al-Nashr, 1983), 232



kharaj. Muhammad al-Husari also believed that tax can still be imposed besides zakah
in situations where the latter alone cannot fulfil the needs of the community.*

The classical Islamic government had practiced a complete taxation system
based on Islamic concepts of public property and Islamic financial principles.t
Without the implementation of taxation system which is based on al-Qur’an, Sunnah
or by way of Ijtihad, the objectives of the Islamic financial policies, undoubtedly,
cannot be achieved properly. This is the opinion of Ghazi Husain ‘Inayah in his work,
al-Nizam al-daribi fi al-fikr al-mali al-Islami dirasah mugaranah. He also elaborated
on the definition of tax, basis of taxation and taxation systems from the civil and
Shari‘ah perspectives, including the differences and similarities between zakah and
tax in Islam.! 8

The work of Salah al-din ‘Abd al-Halim Sultan, Sultah waliyy al-amr fi fardi
wazad if maliyyah “al-dara’ib has provided extensive details on the problem of
permissibility to impose additional financial dues besides zakah. In the quest for the
answer, the author juxtaposed the opinions of the classical and modern jurists. At the
end of the discussions, the author comes with the conclusion that additional financial
dues can be imposed with certain conditions that must be firstly met.*

Muhammad Bagir al-Sadr in his book, Igtisaduna gave a well elaboration on
the Islamic economic system. In the said book he stressed that the Islamic economic

system is built on three pillars i.e. the concept of mulkiyyah muzdawajah (the combine

! Muhammad al-Husari, Al-8iygsah al-igtisadiyyah wa al-nuzum al-mdaliyyah fi al-figh al-Islami,
(Bayrat: Dar al-Kitab al-*Arabi, 1986), 493.

1 Ghazi Husayn ‘Inayah, Al-Nizam al-daribi fi al-fikr al-mali al-Islami dirgsah mugdranah,
(Iskandariyyah: Muassasah Shabab al-Jami<ah, 2006), 12.

1 1bid. 8

! Salah al-din ‘Abd al-Halim Sultan, Sultah waliyy al-amr fi fardi waza'if maliyyah “al-dara’ib,
(Gizah: Hajr li al-tiba‘ah wa al-Nashr wa al-tawzi‘ wa al-i‘lan, 1988), 499-503.



ownership? ), the concept of the ecdhomic freedom in limited scope? and the concept
of social justice.? The writer also empha$ised the importance of studying the Islamic
economic system as a part of the overall system of Islam itself.? He then elaborated
the correlation between the Islamic economic system with the faith, the understanding
of Islam about the universe and life, the emotions and feelings that Islam tends to
spread, the financial policies of the state, the Islamic political rules, the effort to
eliminate usury and other Islamic rules on mudarabah, takaful a-‘@m (general
solidarity) and social balance, the rules of jihad that arrange the relation between the
Muslims and non-Muslims during war and the correlation between the Islamic
economic system with the Islamic criminal law. In this book, the writer also argued
that the religious nature of the Islamic economic system is the element that
differentiates the Islamic economic system from other economic systems. This nature
also enables the Islamic economic system to success and a competent one in securing
the social interest.? 4

If we look into books published by the Majma“ al-figh al-Islami, we will find
quite a number of discussions on several contemporary issues related to zakah. For
example, in its third conference which was held in October 1986, the question of
whether or not zakah fund can be invested in projects which ownership is given to the
beneficiaries of zakah has been tabled. As a result, a resolution was issued to allow it.

The authority is also allowed to own the said projects with a condition that its profit

2 Means its combine both the €oncept of ownership in the capitalists and communist systems. Al-Sadr,
Muhammad Bagir, Iqtisaduna, (Bayrit: Dar al-Kitab al-Lubnani, 1982), 257-260.

2 |bid., 260-264.
2 1bid., 264-268.
2 1bid., 269-272.
2 1bid., 272-278.
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