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ABSTRACT - As an Islamic finance institution, a transparent disclosure
of zakat payment to stakeholders is one of the ways in which the
organization demonstrates Islamic ethical value and accountability | Received: 15" May 2023
through business transaction. The effective, translucent, and timely igg:i:dz'zjz\zfgﬁl 22%323
reporting to the stakeholders (i.e., the public, regulators, investors, and Publizh od: 15t Ju?,y 2023
others) is critical to the economic decision-making process as well as

equitable distribution of resources to the society. Despite the various | KEYWORDS

variations in zakat disclosure, less attention is given to the disclosure > ) )

. . . . akat, Islamic Banking and
practices on zakat information by Islamic banks (IBs) and Development | Finance, Disclosure, Islamic
Financial Institutions (DFIs). Therefore, this study aims to examine | Banks, Development Financial
firstly, the zakat disclosure requirements by regulations and then the zakat | Institutions (DFls)
disclosure for all IBs and DFIs in Malaysia. This study adopted content
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analysis on the financial statement, annual report, annual integrated
report, and annual sustainability report for the 2019 financial year. The
whole population of 16 IBs and six DFIs were selected. This study found
inconsistency in zakat disclosure of the different banks and other zakat-
related practical issues in the descriptive analysis. The inconsistency varies
from the method, rates, policy, and terminology used. Additionally,
further embellishment on the non-financial information of zakat is also
vital to demonstrate accountability to the general public.

INTRODUCTION

Zakat, one of Islam's five pillars, is the obligation to give a certain proportion of one's wealth each
year to charitable charities if one meets certain requirements. Zakat is compulsory for Muslims
who earn above a certain threshold and is distinct from Sadaqah, which is more on voluntarily
basis. Zakat plays a similar role as taxation in fiscal policy. Both are levied to individuals and wealth,
and the fund is to be used for social and economic development. However, even though zakat acts
as a mechanism to alleviate poverty, many Muslim countries are facing increment in poverty rate
due to a lack of proper zakat administration involving collection and distribution and a lack of
transparency in the government’s financial statement involving zakat fund disclosure (Saad &
Foori, 2020; Mat Nawi et al., 2022).

In contrast to the succinct zakat disclosure requirement under MASB Tr /-1, the tax disclosure
requirement under MFRS 112 is more detailed. One of the methods for an Islamic financial
institution to show its adherence to Islamic ethical value and responsibility through business
operation is to pay zakat and to disclose this clearly to the stakeholders. The effective, transparent,
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and timely reporting to the public, regulators, investors, and others is critical to the economic
decision-making process as well as equitable distribution of resources to the society. According to
Ismail et al. (2013) and Abu Seman et al. (2022), paying zakat on one’s business wealth is akin to
appraising the Islamic concept of trust from Allah Who is the real owner of all wealth and us as
mere caretakers.

In addition to these IFIs, the government established specialized financial institutions under the
Development Financial Institutions Act (DFIA) 2002 to develop and promote key industries that
are crucial to socioeconomic development, such as agriculture, small and medium-sized enterprises
(SMEs), infrastructure, maritime, export-oriented sectors, and capital-intensive and high-
technology industries (BNM, 2021). The Development Financial Institutions Act of 2002 governs
Development Financial Institutions (DFIs), which were created by the Government of Malaysia
with a specific mandate. According to DFIA 2002, several DFIs have been given regulatory
oversight by Bank Negara Malaysia (BNM). However, the relevant minister for each DFI is still in
charge of setting broad policy direction for the strategic responsibilities and targeted sectors
supported by each institution.

In their study, Abojeib et al. (2019) concluded that the status of zakat in Malaysia, especially in
IFIs, needs urgent attention and correction. They highlighted many issues on zakat information
disclosure in financial reporting, namely, inadequate transparency and disclosure about zakat
computation, application of different standards, application of different zakat rates, determination
of Muslim and non-Muslim shareholders, disbursement of zakat, and the roles and responsibilities
of Shariah committees. They suggested that standard-setting organizations like MASB and zakat
authorities as well as BNM which is in charge of overseeing IFIs, should create a basic standard
for the information and data that should be presented within the yearly reports on zakat
calculation.

Disclosure on trust (amanah) is compulsory as Islamic banks by nature is ethical banks that
promote socio-economic values (Rahman et al., 2014), more so than Development Financial
Institutions where the purpose of establishment is to promote development in targeted sectors for
the sake of socio-economic and nation development entirely. Taufiq (2015) posits that the concept
of transparency and accountability are the fundamental principles of good governance that
complement each other. He further adds that public accountability demands transparency and
being transparent means explaining the responsibilities to be carried on, the process to realize the
responsibility, and the output and impact from the process undertaken.

Some of the studies on zakat disclosure delve into the disclosure items in-depth (see Abd Samad
& Said, 20106), albeit they were older studies. On the other hand, Zaaba and Hassan (2020), a more
recent study, only examined selected banks. Most of the studies on zakat disclosure concentrated
on the zakat disclosure index and did not address specific items in the annual reports (see Zaaba
& Ariffin, 2018; Tuan Ibrahim et al., 2020; Zulkepli, 2013). Moreover, less research has been done
on DFIs, which are vital to socioeconomic growth. Based on the literature, this study aims to fill
the gap by:

e cxamining the zakat disclosure requirements of all IBs and DFIs, and
e investigating the disclosure of all IBs and DFIs in terms of zakat policy, computation, rate,
and beneficiaries.

The tindings can provide valuable insights to the regulators and public on the transparency level
of Islamic banks in relation to zakat disclosure and offer a wide overview of current trends in zakat
reporting. The remainder portion of this study is structured as follows: a summary of the literature
on the role of Islamic banks in managing zakat disclosure is presented in Section 2. Section 3
elaborates on the research methodology, including the technique of data gathering employed in
the study. The analytical component of the study is presented in Section 4 along with a thorough
analysis of the breakdown of all zakat disclosures for each bank. Finally, the study's conclusion is
detailed in Section 5.
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LITERATURE REVIEW

Zakat Administration in Malaysia

Managing zakat fund requires good governance as zakat management must demonstrate vigilant
practice and fullest accountability to Allah as the real owner as well as to various stakeholders,
namely, zakat payers, zakat recipients, zakat boards, regulators, and the Muslim society. In
Malaysia, zakat institutions in every State and the Federal Territory are entrusted by the laws —
Federal Constitution and State Enactment — to manage zakat funds on their own, led by the King.
This practice creates a diversity of management style and reporting, which may subsequently trigger
confusion among the public and stakeholders on the uniformity and transparency of information
disclosed. Hence, in 1968, the Majlis Raja-Raja consensually agreed to establish a government
department, known as Jabatan Kemajuan Islam Malaysia (JAKIM), to coordinate zakat reporting
by those States and Federal institutions as to demonstrate transparency.

Article 97(3) of the Federal Constitution states that Zakat is part of Islamic religious revenue,
besides Fitrah, Baitulmal, or similar religious revenue, and to be managed separately from other
public funds. The State Ruler is defined under Article 3 of the Tenth Schedule of the Federal
Constitution as the Head of the religion of Islam in these States, with the exception of Malacca,
Penang, Sabah, and Sarawak, where the constitutions of each of those states provide for the Yang
di-Pertuan Agong to be designated as the Head of the religion of Islam in those states. This is one
of the factors that create the diversity in administrative structure as well as the regulation for Zakat,
including zakat for businesses.

Besides individuals, zakat is also compulsory on businesses and it is regulated under National
and State fatwas (Jabatan Wakaf Zakat dan Haji (JAWHAR), 2010; Jawatankuasa Fatwa Negeri
Johor, 2009; Jawatankuasa Syariah Negeri Perlis, 1988; Jawatankuasa Fatwa Negeri Selangor, 2015;
Jawatankuasa Fatwa Negeri Selangor, 2008; and Jawatankuasa Fatwa Negeri Perak, 2016). As for
record, zakat for business has contributed around 20 percent of total zakat collection based on the
2018 zakat collection statistic; the second largest portion after zakat for individual earnings
(JAWHAR, 2021).

Past Studies on Zakat Disclosure

Several studies outlined the appropriate information for the zakat disclosure index that are to be
used in measuring the disclosure level by Islamic banks. For instance, Zaaba and Ariffin (2018)
proposed the Zakat Disclosure Checklist to assess the disclosure level of IBs in Malaysia. This
checklist was developed by outlining the requirement in the regulations on zakat according to
BNM’s guidelines, AAOIFT’s FAS 9. JAWHAR’s Manual, and MASB Tr /-1. Besides reviewing
the mandatory requirement by the relevant authorities, there are also studies on voluntary
disclosures on zakat information.

Haniffa and Hudaib (2007) proposed the Ethical Identity Index (EII) in which information
about zakat, charity, and benevolent loans is one of the eight dimensions in measuring the ethical
identity of Islamic banks in the Arabian Gulf region. Meanwhile, Abd Samad and Said (2010)
extended that study by focusing on the zakat disclosure items in-depth as communicated in the
annual reports of IBs in Malaysia during the financial year 2014.

Tuan Ibrahim et al. (2020) investigated the relationship between ethical values and performance
of 50 Banks (not limited to Islamic banks) in Malaysia using the Zakat Disclosure Index (ZDI)
and the Charity Disclosure Index (CDI). Similarly, (Sumiyati & Vebtasvili, 2021) conducted a
similar study by examining the relationship between EII and the financial performance of IBs in
Asia. In this study, zakat, charity, and benevolent loan are one of the dimensions used in EII apart
from other dimensions, namely, vision and mission statement, Board of Directors (BOD) and top
management, product and service, commitment towards employees, commitment towards
debtors, commitment towards society, and Shariah Committee.

Besides banking sectors, the study by (Md Zaini, 2017) focused on disclosure in the listed
companies in Malaysia in which ‘disclosure on the policy for an Islamic form of tax payable
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including amount and zakat paid breakdown’ was one of the 61 items examined to measure
voluntary disclosure. Interestingly, the element of zakat information being communicated to the
public has been widely used in numerous Islamic business entities in measuring the practice of
Islamic values, thus not limited to Islamic banking per se.

METHODOLOGY
This study employs the method of content analysis to achieve its objectives. As discussed by
Horackova and Baudasse (2017), content analysis is defined as “a research technique for the
objective, systematic and quantitative description of the manifest content of communication”. On
the other hand, Abbott and Monsen (1979) provided an enhanced definition of content analysis
as “a technique for gathering data that consists of codifying qualitative information in anecdotal
and literary form into categories for deriving quantitative scales of varying levels of complexity”.

Population

The data sample for this study covers sixteen (16) Islamic banks and six (6) DFIs in Malaysia.

The list of the IBs and DFIs selected is presented in Table 1.

Table 1: List of Islamic Banks and DFIs in Malaysia

No Name Abbreviation Ownership IBs/DFIs
Affin Islamic Bank Berhad AFIBB Local IBs

2 é\i{ i{lz];;a];agleliffd& Investment Corporation ALRAJHI Foreign IBs

3 Alliance Islamic Bank Berhad ALIBB Local IBs

4 AmBank Islamic Berhad AMIB Tocal 1Bs

5 Bank Islam Malaysia Berhad BIMB Local IBs

6 Bank Muamalat Malaysia Berhad BMMB Local 1Bs

7 CIMB Islamic Bank Berhad CIMB Local IBs

8 Hong Leong Islamic Bank Berhad HLIBB Local 1Bs

9 HSBC Amanah Malaysia Berhad HSBC Foreign IBs

10 Kuwait Finance House (Malaysia) Berhad KFHMB Foreign IBs

11 Maybank Islamic Berhad MBBIB Local IBs

12 MBSB Bank Berhad MBSB Local 1Bs

13 OCBC Al-Amin Bank Berhad OCBC Foreign IBs

14 Public Islamic Bank Berhad PIBB Local IBs

15 RHB Islamic Bank Berhad RHB Local IBs

16 Standard Chartered Saadiq Berhad SCSB Foreign 1Bs

17 Bank Pembangunan Malaysia Berhad BPMB Local DFIs

18 SME Bank SME Local DFIs

19 Exim Bank EXIM Local DFIs

20 Bank Kerjasama Rakyat Malaysia Berhad BKRMB Local DFlIs

21 Bank Simpanan Nasional BSN Local DFIs

22 Bank Pertanian Malaysia Berhad AGRO Local DFlIs

Taking into account the above information, the sources and scope of data for this study is
thus based on the annual reports in 2019. However, the study also includes a review of annual

reports for the years 2018 and 2017 to provide a clearer example of this disclosure if none can be

found in year 2019.
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https://www.bnm.gov.my/-/al-rajhi-banking-investment-corporation-malaysia-berhad
https://www.bnm.gov.my/-/al-rajhi-banking-investment-corporation-malaysia-berhad
https://www.bnm.gov.my/-/alliance-islamic-bank-berhad
https://www.bnm.gov.my/-/ambank-islamic-berhad
https://www.bnm.gov.my/-/bank-islam-malaysia-berhad
https://www.bnm.gov.my/-/bank-muamalat-malaysia-berhad
https://www.bnm.gov.my/-/cimb-islamic-bank-berhad
https://www.bnm.gov.my/-/hong-leong-islamic-bank-berhad
https://www.bnm.gov.my/-/hsbc-amanah-malaysia-berhad
https://www.bnm.gov.my/-/kuwait-finance-house-malaysia-berhad
https://www.bnm.gov.my/-/maybank-islamic-berhad
https://www.bnm.gov.my/-/mbsb-bank-berhad
https://www.bnm.gov.my/-/ocbc-al-amin-bank-berhad
https://www.bnm.gov.my/-/public-islamic-bank-berhad
https://www.bnm.gov.my/-/rhb-islamic-bank-berhad
https://www.bnm.gov.my/-/standard-chartered-saadiq-berhad

ANALYSIS AND FINDINGS

Zakat Disclosure Requirements
For the first research objective, a review of all the rules and regulation pertaining to the
disclosure requirements by both IBs and DFIs was performed.

Islamic Banks (IBs)

The requirement of zakat to be disclosed in an annual financial statement by Islamic banks in
Malaysia are regulated under;
e Bank Negara Malaysia Policy Document (BNM PD) for Financial Reporting for Islamic
Banking Institutions (FRIBI),
e MASB Pronouncement — MASB Technical Release /-1 (TR 7-1) Accounting for Zakat on
Business, and
e MASB Pronouncement — MASB Technical Release -3 (TR 7-3) Presentation of Financial
Statements of Islamic Financial Institutions. However, TR 7-3 has been archived.
Although BNM PD evolved, there has been no change on the zakat disclosure requirement

since 2012, albeit the existence of five amended versions of this document up to 2019 (refer to
Table 2)
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Table 2: Evolution of BNM’s Regulation on Financial Reporting of Islamic Banks — Specific on Zakat Disclosure Requirement

Evolution 1 - 2003: Evolution 2 — 2012: Evolution Evolution4  Evolution Evolution Evolution 7 — 2019:
3 —2013: —2015: 5 — 2016: 6 —2018:
GP8-i Guidelines on the Guidelines on Financial Financial Reporting for
Specimen Reports and Reporting for Islamic Financial Financial Financial Financial Islamic Banking
Financial Statements for Banking Institutions (GP8- Reporting Reporting Reporting Reporting Institutions, 27 Sep 2019
Licensed Islamic Banks, 1), for Islamic for Islamic for Islamic for Islamic ) )
Aug 2003 (effective date - Banking Banking Banking Banking (effective date — financial
Comrpameos Financial year ending in 12 December 2012 Institutions,  Institutions,  Institutions, Institutions, year 1 January 2019)
of Financial 2004) 28 June 28 January Feb 2016 2 Feb 2018
2013 2015 (effective (effective
Statement
date — 5 date —
(effective (effective Februaty e
date — 30 Flate - 2016) year 1
June 2013) Financial January
year 2018)
beginning 1
January
2015)
Directors’ “(4) Information on the n/a Similar Similar Similar Similar “(11.6(b)) reporting
Report following items, with requirement  requirement requirement requirement  institution’s obligation on
regard to the institution’s as per the as per the as per the as per the zakat, which may
operations and previous previous previous previous alternatively be disclosed
management: version version version version

(iv) Zakat obligations — A
disclosure, where
applicable, on the

institution’s responsibility

towards payment of zakat
on the business, and behalf
of the shareholders,
depositors, and others.”

under the Director’s
Report. Reporting
institutions that do not pay
zakat must also disclose to
that effect. Reporting
institutions that pay zakat
shall disclose additional
information regarding:

(i) responsibility towards

zakat payment either on the
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business, and/or behalf of

the shareholders;

(ii) method applied in the
determination of zakat base
e.g., growth method,
working capital method,;
and

(iif) beneficiaries of zakat
fund e.g., Baitul Mal, the
poor, etc.”

“(11.4) ...The Shariah
Committee’s Report shall
contain the following
information:

(c)(iv) compliance of zakat
computation with Shariah”

Shariah n/a “(8.4) ...The Shariah
Committee’s Committee’s Report shall
Report contain the following
information:
(c)(iv) compliance of zakat
computation with Shariah”
Balance Reported Under n/a
Sheet/ ‘Liabilities’ in item
Statement of ‘provision for zakat and
Financial taxation; with reference to
Position the notes to the financial
statement
Income “Zakat’ disclosed after n/a
Statement/ ‘Profit before zakat and
Statement of taxation’ and before
Comprehensi ‘taxation’
ve Income
Cash Flow “Zakat paid’ after ‘Net cash n/a
Statement from operating activities

before zakat and taxation’ and
before ‘taxes paid’

Reported Under Liabilities’ in
item ‘provision for zakat and
taxation

Zakat’ disclosed after Profit
before zakat and taxation’ and
before ‘taxation’

n/a
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Notes to the “Under notes ‘Significant
financial Accounting Policies’ — Zakat:

description of the purpose of
this item and its basis of

statements
calculation.

Hlustration i.e., “Zakat- this
represents business zakat.”

“It is an obligatory amount
payable by the Bank to
comply with the principles of
Shariah. Zakat provision is
calculated based on xx% of
the net asset method.”

e  Explanation notes to
item ‘Provision for zakat
and taxation’ in the
balance sheet”.

“(8.5) The explanatory notes to
be included in the annual
financial statements of
reporting institutions shall
include the following
information prescribed in 8.6 to
8.23”

“(8.6(b)) reporting institution’s
obligation on zakat, which may
the Director’s Report.
Reporting institutions that do
not pay zakat must also disclose
to that effect. Reporting
institutions that pay zakat shall
disclose additional information

regarding:

(i) responsibility towards zakat
payment either on the business,
and/or behalf of the
shareholders;

(if) method applied in the
determination of zakat base
e.g., growth method, working
capital method; and

(iif) beneficiaries of zakat fund
e.g., Baitul Mal, the poor, etc.”

“(11.5) The explanatory notes
to be included in the annual
financial statements of
reporting institutions shall
include the following
information prescribed in 11.6
to 11.23.”

“(11.6(b)) reporting
institution’s obligation on
zakat, which may alternatively
be disclosed under the
Director’s Report. Reporting
institutions that do not pay
zakat must also disclose to that
effect. Reporting institutions
that pay zakat shall disclose
additional information
regarding:

(i) responsibility towards zakat
payment either on the
business, and/or behalf of the
shareholders;

(ii) method applied in the
determination of zakat base
e.g., growth method, working
capital method; and

(iii) beneficiaries of zakat fund
e.g., Baitul Mal, the poor, etc.”
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Another regulation of zakat reporting is MASB Tr /-1 which applies to any type of business.
This document aims to standardize the recognition, measurement, presentation, and disclosure of
zakat on business due to differences in how zakat is handled by different zakat-paying businesses.
It lays forth the general guidelines as well as the procedures for recognizing and assessing zakat,
determining the "zakat base used in the zakat evaluation," and presenting, measuring, and
disclosing zakat information in financial statements. Additionally, TR /-1 only addresses zakat on
business-related financial reporting-related matters. For any questions pertaining to zakat on
business, such as zakat charges of an entity, zakat calculation, zakat base determination, and zakat
eligibility of assets and liabilities, an entity shall refer to the applicable State Islamic Religious
Council or its relevant zakat authorities.

Decisions made by an entity should be subjected to a conclusion reached with the relevant zakat
authorities. Nevertheless, MASB Tr 71 outlines the zakat rate of 2.5% as determined by the
National Fatwa Council (refer to Section 7 of Tr 7-1); zakat period at least 12 months operation
(refer to Section 6 of Tr 7-1); zakat base calculation method of Adjusted Working Capital or
Adjusted Growth (refer to Section 10 of Tt 7-1); measurement of zakat assets and liabilities are to
be based on the similar measurement in the preparation of the reporting entity’s financial
statements (refer to Section 14 of Tr /~1); and the amount of zakat assessed for the current period
shall be presented as a line item on the face of the income statement (refer to Section 15 of Tr 7
1). The comparison is tabled in Table 3.

Table 3: Comparison of Disclosure Requirement by FRIBI, 2019 and MASB TR 71, 2006

Components of

Financial BNM PD FRIBI 2019 MASB Tr #1, 1 July 2006
Statement
Director’s Report  Cross-reference to Notes to the financial statements n/a

“(11.5) The explanatory notes to be disclosed in the
annual financial statements of an Islamic financial
institution shall include the information specified in
paragraphs 11.6 to 11.22 of this policy document.”

“(11.6(b)) an Islamic financial institution’s obligation

on zakat, which may alternatively be disclosed under
the Director’s Report. An Islamic financial institution

that does not pay zakat must also disclose a statement
to that effect in the financial statements. An Islamic
financial institution that pays zakat shall disclose
additional information regarding:

(i) its responsibility towards zakat payment either on
the business, and/or behalf of the shareholders;

(if) method applied in the determination of zakat base
e.g., growth method, working capital method; and

(15) the beneficiaries of zakat fund e.g., Baitul
Mal, the poor, etc.”

Shariah (11.4) ... The Shariah Committee’s Repott shall contain  n/a
Committee’s the following information:
Report

(c)(iv) zakat computation
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Balance Sheet/
Statement of
Financial Position

Reported Under ‘Liabilities’ in item “provision for
zakat and taxation

n/a

Income “Zakat® disclosed after ‘Profit before zakat and “(15) Presentation — The

Statement/ taxation’ and before ‘taxation’ amount of zakat assessed for

Statement of the current period shall be

Comprehensive presented as a line item on

Income the face of the income
statement”

Cash Flow n/a n/a

Statement

Notes to the
financial
statements

“(11.5) The explanatory notes to be disclosed in the
annual financial statements of an Islamic financial
institution shall include the information specified in
paragraphs 11.6 to 11.22 of this policy document.”

“(11.6(b)) an Islamic financial institution’s obligation
on zakat, which may alternatively be disclosed under
the Directot’s Report. An Islamic financial institution
that does not pay zakat must also disclose a statement
to that effect in the financial statements. An Islamic
financial institution that pays zakat shall disclose
additional information regarding:

(i) its responsibility towards zakat payment either on
the business, and/or behalf of the shareholders;

ii) method applied in the determination of zakat base
pp
e.g., growth method, working capital method; and

(iii) the beneficiaries of zakat fund e.g., Baitul Mal, the
poor, etc.”

“(16) An entity shall disclose
in the notes accompanying
the financial statements the
following:

(a) method used in the
determination of zakat base;

(b) its responsibility towards
payment of zakat on
business; and

(c) major components of
zakat.

(17) Components of zakat
may include:

(a) current zakat expense;
(b) zakat payment;
(c) zakat liability; and

(d) any adjustment
recognized in the period for
zakat of prior periods.”

Development Financial Institutions (DFIs)

With regards to zakat reporting, no specific requirement exists under the DFIA 2002. However,
there are provisions on reporting which are (i) Section 5(1)(e) on the board of directors’
responsibilities to ensure a reliable and transparent financial reporting process; (if) Section 73(3)
“The revenue account, profit and loss account and balance sheet laid before the general meeting
of a prescribed institution or submitted to the Registrar of Companies or the Registrar-General of
Co-operative Societies shall be in such form as the Bank may specify and the amounts appearing
in the revenue account, profit and loss account and balance sheet shall be the same as those
reported under this section and any qualification in respect of the returns under this section shall
also be incorporated in those accounts”; and Section 75(2) “A prescribed institution shall prepare
its financial statements in accordance with (a) the approved accounting standards subject to any
standards as may be specified by the Bank; or (b) in the absence of any approved accounting
standards, any standards as may be specified by the Bank”. Eventually, DFIs’ reporting manner
for zakat information align to the regulation by Bank Negara Malaysia.
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In 2020, BNM produced the Policy Document on Financial Reporting for Development
Financial Institutions (FRDFI) (Bank Negara Malaysia, 2020), which was applied to the financial
year beginning on or after 1 January 2020. The requirement is similar to the requirement under
FRIBI 2019. This 2020 version superseded the first version of financial reporting guidelines for
DFIs, namely, BNM Guidelines on Financial Reporting for Development Financial Institutions
dated 24 December 2012 which took effect for the financial year 1 January 2013. The differences

between both versions are as per Table 4.

Table 4: Evolution of BNM Regulation on Financial Reporting of Development Financial

Institutions — Specific on Zakat Disclosure Requirement

Components of
Financial
Statement

Guidelines on Financial Reporting
for Development Financial
Institutions (FRDFT), 2012

Financial Reporting for Development
Financial Institutions (FRDFT), 2020

Director’s Report

Cross-reference to Notes to the
financial statements

“(10.5) The explanatory notes to be
included in the annual financial
statements of DFIs shall include the
following information prescribed in 10.6
to 10.23.”

“(10.6) DFIs shall disclose the
recognition and measurement accounting
policies on the following:

(b) DFI’s obligation on zakat, which may
alternatively be disclosed under the
Director’s Report. DFIs that do not pay
zakat must also disclose to that effect.
DFIs that pay zakat shall disclose
additional information regarding:

(i) responsibility towards zakat payment
either on the business, and/or behalf of
the shareholders;

(if) method applied in the determination
of zakat base e.g., growth method,
working capital method; and

(iii) the beneficiaries of zakat fund e.g.,
Baitul Mal, orphanage, etc.”

Cross-reference to Notes to the financial
statements

“(12.5) The explanatory notes to be
disclosed in the annual financial statements
of DFT shall include the information
specified in paragraphs 12.6 to 12.22 of this
policy document.”

“(12.6) DFIs shall disclose the recognition
and measurement accounting policies on
the following:

(b) DFI’s obligation on zakat, which may
alternatively be disclosed under the
Director’s Report. DFIs that do not pay
zakat must also disclose to that effect. DFIs
that pay zakat shall disclose additional
information regarding:

(i) its responsibility towards zakat payment
either on the business, and/or behalf of the
shareholders;

(ii) method applied in the determination of
zakat base (e.g., growth method, working
capital method; and

(iii) the beneficiaries of zakat fund e.g.,
Baitul Mal, #he poor, etc.”

Shariah
Committee’s
Report

“(10.4) ...The Shariah Committee’s
Report shall contain the following
information:

(c) paragraph expressing the Shariah
Committee’s opinion on the reporting
institution’s compliance with Shariah
principles in respect of the;

“(12.4) ...The Shariah Committee’s Report
shall contain the following information:

(c) paragraph expressing the Shariah
Committee’s opinion on the DFI’s
compliance with Shariah in respect of:

(v) gakat computation.”
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Components of
Financial
Statement

Guidelines on Financial Reporting
for Development Financial
Institutions (FRDFT), 2012

Financial Reporting for Development
Financial Institutions (FRDFT), 2020

(iv) compliance of zakat computation with
Shariab;’

Statement of n/a Reported Under ‘Liabilities’ in item
Financial Position ‘provision for zakat and taxation’
Statement of n/a “Zakat’ disclosed after ‘Profit before zakat
Comprehensive and taxation’ and before ‘taxation’
Income

Statement of Cash n/a n/a

Flow

Notes to the
financial
statements

“(10.5) The explanatory notes to be
included in the annual financial
statements of DFIs shall include the
following information prescribed in 10.6
to 10.23.”

“(10.6) DFIs shall disclose the
recognition and measurement accounting
policies on the following:

(b) DFI’s obligation on zakat, which may
alternatively be disclosed under the
Director’s Report. DFIs that do not pay
zakat must also disclose to that effect.
DFIs that pay zakat shall disclose
additional information regarding:

(i) responsibility towards zakat payment
either on the business, and/or behalf of
the shareholders;

(ii) method applied in the determination
of zakat base e.g., growth method,
working capital method; and

(i) the beneficiaries of zakat fund e.g.,
Baitul Mal, orphanage, etc.”

“(12.5) The explanatory notes to be
disclosed in the annual financial statements
of DFT shall include the information
specified in paragraphs 12.6 to 12.22 of this
policy document.”

“(12.6) DFIs shall disclose the recognition
and measurement accounting policies on
the following:

(b) DFT’s obligation on zakat, which may
alternatively be disclosed under the
Director’s Report. DFIs that do not pay
zakat must also disclose to that effect. DFIs
that pay zakat shall disclose additional
information regarding:

(i) its responsibility towards zakat payment
either on the business, and/or behalf of the
shareholders;

(ii) method applied in the determination of
zakat base (e.g., growth method, working
capital method; and

(i) the beneficiaries of zakat fund e.g.,
Baitul Mal, #he poor, etc.”

As a result of these zakat disclosure requirements, the list of zakat elements that should be

disclosed in the annual report are as those in Table 5 and can be classified under banks liable and
not liable to pay zakat.

107



Table 5: List of Zakat Disclosures

CATEGORY A - BANK LIABLE TO PAY ZAKAT
I. FINANCIAL INFORMATION
1. Zakat Policy
1(a) Zakat Policy
1(b) Brief Statement on IBs Zakat Policy
1(c) Zakat Policy made available to the public
2. Zakat method adopted
Zakat rate
4. Amount of Zakat
3(a) Detail computation

&2

3(b) Current zakat expense

3(c) Zakat paid disclosed separately from taxation

3(d) Zakat paid

3(e) Provision for zakat/ zakat liability

3(f) Any adjustments recognized in the period for zakat of prior periods

5. Disclosure on the face of Financial Statements

5(a) Statement of Financial Position - zakat payables (if any)

5(b) Statement of Profit or Loss/ Income Statement - zakat expenses
5(c) Statement of Cash Flow — zakat paid
5(d) Notes to Financial Statements
6.  Zakat paid to zakat institutions
6(a) Zakat paid to zakat institutions
6(b) Detail disclosure on zakat authority and amount respectively

7.  Zakat Beneficiaries
7(a) Legality to distribute zakat - wakalah zakat
7(b) Statement on Asnaf/ beneficiaries of zakat

7(c) List on Asnaf/ beneficiaties of zakat and amount distributed to each group of
recipients

7(d) Zakat as part of CSR program

7(e) List of Zakat contribution as part of CSR activity with the amount contributed

CATEGORY B - BANK NOT LIABLE TO PAY ZAKAT
1. | SC attestation on IB is not liable for zakat

2. | Reasons for not paying zakat

3. | Zakat policy

Table 5 discloses the descriptive analysis of all 22 banks, which consist of 16 IBs and 6 DFIs.
From these 22 banks, 18 banks fall under Category A-Bank liable to pay zakat, whilst four banks
fall under Category B-Bank not liable to pay zakat. All four banks which are not liable to pay zakat
are foreign-owned banks. In terms of ownership structure, out of 22 banks, 12 banks (55% of the
total population of this study) are owned by the government, five banks (23%) are foreign-owned,
two are family-owned banks, and three banks have a mixed ownership of government, family, and
individuals.
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Table 6: Ownership, Zakat Obligation and Amount Paid in 2019

Amount Paid (in FY 2019)

Majority Ownership* ;yilis of gai‘at Obligation  p\p000) - available in
anis ategoty Statement of Cash Flows
No -é IB DFI A B Zakat paid Taxation
5! Name of the Bank - ~ paid
9 g - o = (Bank (Bank
2 é %” E g "a liable to not
< ?1;) o) LE : _g pay liable
S - é i zakat) to pay
zakat)
1. AFIBB Affin Islamic Bank Bhd / / / 2,212 34,917
2. ALRAJHI  Al-Rajhi Banking & Investment /
Corporation (Malaysia) / / N/A 17
3. ALIBB Alliance Islamic Bank Bhd / / / 156 41,748
4. AMIB Ambank Islamic Bhd / / / 1,855 74,714
5. BIMB Bank Islam Malaysia Bhd / / / 13,589 238,032
6. BMMB Bank Muamalat Malaysia Bhd / / / 6,134 17,908
7. CIMB CIMB Islamic Bank Bhd / / / 3,700 (zakat 324.900
expenses) ’
8 HSBC HSBC Amanah Malaysia Bhd / / / N/A 65,817
9. HLIBB Hong Leong Islamic Bank Bhd / / / 350 112,263
10. KFHMB Kuwait Finance House Malaysia Bhd / / / N/A 20
11. MBBIB Maybank Islamic Bhd / / / 30,351
(zakat 775,651
expenses)
12. MBSB MBSB Bank Bhd / / / 8,158 293,370
13. OCBC OCBC Al Amin Bank Bhd / / / 50 (zakat 35.191
expenses) ’
14. PIBB Public Islamic Bank Bhd / / / 300 149,834
15.  RHB RHB Islamic Bank Bhd / / / 5,000 (zakat 155.917
expenses) ’
16. SCSB Standard Chartered Saadiq Bhd / / / N/A 20,000
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Amount Paid (in FY 2019)

Majority Ownership* ;yilis of gai‘at Obligation  p\p000) - available in
anks ategoty Statement of Cash Flows
No -g IB DFI A B Zakat paid Taxation
5! Name of the Bank - ~ paid
0 g - o = (Bank (Bank
2 é %” E 5 "a liable to not
< 1) 5 & : _g pay liable
z 59 =] > g
@ (3 =i zakat) to pay
zakat)
17. BPMB Bank Pembangunan Malaysia Berhad / / / 17280 91.399
18.  SME SME Bank / / / 2,686 782
19.  EXIM Exim Bank / / / NIL NIL
(net (loss)
liabilities)
20. BKRMB Bank Kerjasama Rakyat Malaysia / / /
Berhad 32,143 104,945
21.  BSN Bank Simpanan Nasional / / / 7,483 103,586
22. AGRO Bank Pertanian Malaysia Berhad / / / 6,293 37,332
132,742 2,639,242
Total
2,771,984
Composition of zakat and taxation (%) 4.8% 95.2%

*Source: M Abbas (2012), for item 1-16.
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In year 2019, the percentage of zakat paid by 22 IBs and DFIs was low at 5% (equivalent to
RM132,742,000) as compared to the total zakat and taxation paid (i.e., RM2,771,984,000). Around
93.58% (equivalent to RM128,897,000) of zakat paid was contributed from government-owned
banks and 50% (equivalent to RM65,887,000) from that amount was contributed by DFIs (only
five DFIs paid zakat in 2019, while EXIM bank did not pay due to the net liabilities recorded in
the wealth position of the previous year).

Zakat Policy

Table 6 provides the rate reported by each bank and the zakat policy, the method of computing
zakatable amount. Accordingly, almost all banks paid zakat for business. However, the declaration
on the ‘payment of zakat on behalf of depositor/ investment account holder (IAH) or
shareholders’ varies. While certain banks mentioned this aspect, others did not. For example, the
disclosure by Bank Muamalat in the Director’s Report cleatly stated:

“The Bank pays zakat on its business to the state zakat authorities, based on the growth
model method as approved by the Shariah Committee. The bank does not pay zakat on
behalf of the shareholders or depositors, unless upon request by depositors” (Annual
Report Bank Muamalat, 2019).

On the other hand, CIMB disclosed its zakat policy in detail in its Director’s Report:

“The Bank pays business zakat by adopting the Adjusted Growth Method in line with the
methodology approved by the Board Shariah Committee. However, the amount payable
by the Bank is at the discretion of the Management and it is the shareholder's
responsibility to ensure that their zakat obligations are fulfilled with their ownership of
the share. The obligation and responsibility for specific payment of zakat on depositors’
funds lie with its Muslim customers only. The aforesaid is subject to the jurisdictional
requirements on zakat payment as may be applicable from time to time on the Bank and
its subsidiaries arising from changes to local legislation, regulation, law, or market
convention as the case may be. Accrual of zakat expenses (if any) in the Financial
Statement of the Bank is reflective of this” (Annual Report CIMB, 2019).

Zakat Computation

The data further shows that the adoption of zakat computation method also differs. Apparently,
the most adopted method was the net invested fund method/capital growth method/urfiyyah
which appeared at 12 banks (refer to Table 5). This is in line with PPZ MAIWP's recommendation
that the best method for IFIs is the adjusted growth method (Pusat Pungutan Zakat MAIWP,
2021). The second most chosen method was the net asset method/working capital
method/ syar’iyyah which was preferred by three banks. Surprisingly, two banks (AMIB and PIBB)
adopted the third choice: profit and loss method, and AGRO Bank opted for either capital growth
method or profit and loss method, whichever gave a higher amount, although the method of profit
and loss is supposedly recommended for hawkers, grocery marts, restaurants, food stalls, and any
other types of small businesses (Pusat Pungutan Zakat MAIWP, 2021). Abojeib et al. (2019) also
found a similar practice among takaful operators.

Concerning the method of zakat computation, it was found that EXIM Bank disclosed a
different ‘method’ in the 2018 annual report. For instance, in the Shariah Committee’s Report
(refer to Figure 1), the bank employed the growth method, and in the Notes to the Financial
Statements, used the working capital method instead (refer to Figure 2) even though either method
will give a similar result. Essentially, consistency in the terminology used in all related reports is
important to avoid confusion and misinterpretation by the users of the report.
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SHARIAH
COMMITTEE'S REPORT

Figure 1: Excerpt from the Shariah Committee’s Report of EXIM Bank in Annual Report 2018

NOTES TO THE
FINANCIAL STATEMENTS

71 SECEMEER TN

2 SIGMIRCAMT ACCOPNTING POLMMS {CONT'D. )
24 Summary of signifiiast sccawnting policees (contd.)

(q) Lokt

() Methad applied

Yor WO CAPOE IIOBOd ~ha)
& ¢

() Bemediclomes of rakat hund

winod of { A betrng puaciiied By g ard Do 1

OOM MR WAAYIMA & Awu e

(r) Fornign ouerencies

Figure 2: Excerpt from Notes to the Financial Statements of EXIM Bank’s Annual Report 2018

Zakat Rate

More or less similar to the other discoveries made by the study so far is the variation in the zakat
rate used in calculating the zakat amount. Nine banks adopted 2.5%, two banks (AFIBB and
BPMB) adopted 2.5775%, one bank (ALIBB) used 2.575%, while six banks (BIMB, BMMB,
CIMB, HLIBB, OCBC, and EXIM) did not disclose the rate in their financial statements, annual
report, integrated report, or sustainability report.
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Table 7: Zakat Policy, Zakat Computation Method and Zakat Rate Adopted by IBs and DFIs —

Based on Information from FY 2019 Reports

Zakat Obligation/ Zakat Computation Method Zakat
Zakat Policy Rate (%)
(a) Net (b) Net (© Terminology
b= Asset invested  Profit used for the
(]
No. Bank g method/ fund and adopted
. § oy working  method/ loss method
= = 2 . capital capital method
N E o j‘g’ method/ growth
% 3 g S syar’iyyab  method
g o 3 = gpe
M Q< 175 i
1. AFIBB v < v \X/o.rklng 25775
capital
2. ALRAJHI N/A
3. ALIBB v . v Growth 2.575 .
Gregorian
4. AMIB v < v Net profit 25
after tax
5. BIMB v . v Gr(?wth N/A
capital
6. BMMB X
unless Capital
v v
upon X growth model N/A
request by
depositors
7. CIMB Adjusted
v v
* * Growth N/A
8. HSBC N/A
9. HLIBB v X v Net asset N/A
10. KFHMB N/A
11. MBBIB Shareholder’
v X X v Equity with 2.5
Adjustment
12. MBSB v < v Wor.kmg 25
Capital
13. OCBC v N N v Grgwth N/A
capital
14. PIBB Profit and
v v loss and is 2.5
based on %

of estimated
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Zakat Obligation/ Zakat Computation Method Zakat
Zakat Policy Rate (%)
(a) Net (b) Net (© Terminology
g Asset invested  Profit used for the
No. Bank g method/ fund and adopted
» § 5 working  method/ loss method
< g capital capital method
< ©] —
N E at) 5 method/ growth
% = g S syar’iyyah  method
z & 3 = urfiyya
/m A < %)
Muslim
shareholders
15.  RHB v « v \Xfor.kmg 25
Capital
16. SCSB N/A
17.  BPMB L, . L, Capital 5 5775
Growth
18.  SME v . v Gro.wth 25
Capital
19. EXIM Growth
v v
Model N/A
20. BKRMB v v Gro'wth 25
Capital
21.  BSN v v Adjusted 95
Growth
22. AGRO Capital
growth model
v v v or profit &
X loss 2.5
(whichever
higher)

Disclosure on Zakat Financial Information

Generally, disclosure on zakat financial information according to the accounting standard was
the most complied item by the banks, in which only two banks (ALIBB and CIMB) did not
disclose the zakat expenses which are required under the disclosure of a line item on the face of
the income statement (refer to Figure 3). An excerpt of this practice is as per Figure 4. The

requirement to disclose any adjustment recognized in the period for zakat of prior periods was
only complied by BMMB, SME, and BKRMB (refer to Figure 5), while the other banks did not
disclose this information, which may be due to the absence of any recognizable adjustment.
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Presentation

15 The amount of zakat assessed for the current
period shall be presented as a line item on the
face of the income statement.

Figure 3: Excerpt from MASB Tr -1

Company No: 200401032872 (671380-H)
CIMB Islamic Bank Berhad
(Incorporated in Malaysia)
Statements of Income
for the financial year ended 31 December 2019
The Group The Bank
019 2018 2019 2018
Note RM'000 RM'D00 RM'000 RMY000
Income derived from investment of
depositors” funds and others 4 4,188,928 348,997 4,188,928 3488997
Income derived from investment of
Investment account 35 415,670 555.563 415670 555,563
Income derived from mvestment of
sharcholder's funds 36 449,804 414535 451,621 416940
Expected crodit fosses on financing, advances and
other financing/loans 37 (49.272) (107.458) (49.272) (107.438)
Expected credit Josses written back for
commitments and contingencics PA] 19.792 1,837 19792 1837
Other expected credit losses 38 (721) (474) (121) (474)
Total distributable income 5,024,201 4.353.000 5026018 4355405
Income atributable to depositors and others 39 (2,643.481) (2275874) (2,645.254) (2,278329)
Profit distributed to investment account holder 40 (307.968) (438.686) (307,968) (438.686)
Total net income 207,752 1,638,440 2071196 1,638390
Personnel costs 41 (29.622) {27,751) (29.622) (27,751)
Other overheads and expenditures 42 (930.699) (577.466) (930.356) (577.259)
Profit before taxation and zakat 1112431 1,033,223 1,112,618 1033380
Taxation and zakat 4 (324.421) (202914) (324.421) (202914)
Profit after taxation and zakat 788,010 $30.309 788,197 £30.466
Earmings per share (sen)
- basic 45 78.80 83.03 7882 §3.05

Figure 4: Excerpt from Statement of Income of CIMB Islamic Bank Berhad for Financial Year
2019
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BANK KERJASAMA RAKYAT MALAYSIA BERHAD

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2019

35. ZAKAT

In computing for zakat, the Group and the Bank have been applying the growth capital
method based on the rate of 2.5%. This method applies the rate on owners’ equity, long term
liability, net of fixed assets and non-current assets, and subjected to allowable adjustments.

Group Bank
2019 2018 2019 2018
RM'000 RM'000 RM'000 RM'000
Provision for current year 42,725 27,943 40,000 27,000
Overprovision in prior years (3,541) (2,410) (3,541) (2,408)
i 25,533 36,459 24,502

Figure 5: Excerpt from Zakat Adjustment in the Explanatory Notes

Although detailed computation is an important requirement, none of the sample banks
disclosed it. Since taxation and zakat have similarities as both are levied by the government on
wealth, Abbas et al. (2018) proposed the same detailed disclosure in the notes to accounts. Figure
6 shows how taxation and zakat are disclosed in the notes to the accounts of SME Bank.

NOTES TOD THE FINANCIAL STATEMENTS

1) TAR NAPEMSE/(CREDIT) AN ZANAT

00U W 000 DX O

Carrant iz

000 v 000 M D00 w000

208,844 13 e

(R H 0wy
2,854 2

A7 4.7

P

Figure 6: Excerpt from Notes to the Account on Calculation of Taxation and Zakat from SME
Bank’s Annual Report 2019
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Zakat Paid to Zakat Institutions and Beneficiaries

In terms of zakat beneficiaries, few banks, especially DFIs, disclosed extensive information on
zakat allocation and distribution to the communities. Figure 7, Figure 8, and Figure 9 are examples
of how the information was disclosed. In this case, to determine the different disclosure methods,
the study refers to the 2017 and 2018 annual reports.

PENYATA TADBIR URUS SYARIAH
STATEMENT ON SHARIAH GOVERNANCE

Zakat

Pada Julai 2014, |abatan Syanah telah dilantk sebaga sebretariat
kepada Jawatanduass Pengagiban Bank, & mana dshulunys
fungsi i dijalankan oleh Jabatan Komunikas Strategik (SCD)
Bank  Sekretanat kepada jJawatankuasz Pengaghan  Bank
beranggungjawab untuk memastikan kepatuhan terhadap Gars
Panduan Pengendalian Zakat dalam memproses, menilal, dan
mengagihkan zakat kepada galongan asnal yang berkelayakan

Bagi pensntukan 2akat kepada negen-negen di Mataysia, pihak
Bark mengamiilkirz nishah aset pemblayaan bag setiap negen
Oleh yang dematian, zakat yang diagibkan kepada setiap pihak
berkuasa agama negeri adalsh bedainan bergantung kepada
aset yang dimilild oleh seliap negert Jawatankuasa zakat
dalaman bag tuuan pengaghan zakat telah daububikan ik
memastikan semakan dan imbangan, & mana setap lsporan
pengaghan rakst dbentangkan kepada SC untuk pemakiuman
dan ditambahbadk

Pada tahun 2018, bank tefah mengagihkan zakat bermilal RM2.6
|uta, yang merangiumi 2akat dan ahun 2016 dan tahun 2017
Iskal tersebut disampadan kepada pemobon  berkelayakan
termasuk ndivide dan osganisasi yang dipdh oleh Bank. Antara
penenmanys termasuk pelajar, penduduk stau rumah anak yatim
yang dkalegorkan sebagal asnal, keduarge d bawsh Program
Perumahan Rakyat (PPR) di lembah Klang, badan-badan amal
masjid, dan phak berkuasa zakat, dan sebaganya

Regkasan taburan peruntukan 233 ditunjukkan dadam jadual &
bawah ine

Kategor Asnaf

twsallad /taualial
Pihak Beskuasa 2akat dalam Neger /Zakat Authority of States

Iakat

The Shanah Department has been appointed as secretaniat to
the Bank's Distribution Commuttee o july 2018 ere previously
this function was handled by the Bank's Strateglc Communication
Department (3C0). The secretariat of the Bank's Distribution
Committee s responsible to ensure that procedures related to
process, evaluation and distribution of 2akat allotion Lo efigible
asnaf ace based on Govis Pondvan Pengendakian Zakat,

Far sliccation of zakat Hy states i Malaysia, the method used by
the bansk is by tonsidaring the ratlo of financing assets from evary
stale, and therefoe the zakat distnbuted to-each sate eligious
authanty vaned depending on assets cwned by each state
Internal zakat commitiee for zakat distnbution has been set-up to
condutct check and balance, with each zakat distribution reparts
notified to the SC for any Improvement and recommendations.

In year 2018, the bank had successfully distributed RM2.6 mdllion
of 2akat, consisting zakat from the year 2016 and 2017 7akat.
The zakat was paid 1o eligible appheants induding individual and
organisations selected by the Bank. Amang the recpients were
students, residents or orphanages that were categorised undes
asnal, tamihes from Program Pesumahan Rakyat (PPR) in Kang
valley, charitable bodies, mosques, and zakat authodities elc

Bnef distribution of the zakat allocation s tabulated as below

Jumiah (RM)
Amount (BM)

1.529,828.49
87,347.90

2,600,446.3

Figure 7: Excerpt from Annual Report of Agrobank’s Annual Report 2018
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The size of the TM fund distributed and the
trend of TM aids applications for FY2019 are

descnbed as below

_Faer I_ RM255.OOO.OOM
Miskin RM516,010.00
F-sabililiah RM1,656,849.29
Gharimin A RM12,521.80 -
Muaitaf ' RM193,000.00 |
Sadoquh | 7 RM161.,520 .40 .

Notes *

Firke — Poov

Mkl Nesedly

Al — Zawat Coffectons

Muaief - recent converts fo lskam

Rigob - skveyy
Ghavimain — ose who have incurred ovenwheiming debls
wiMe alfempting 10 Sonsfy thay basye needs

Fr—sabillioh — Those STRIVE for o réelgious co

Musofir — woyfarers

Figure 8: Excerpt from Bank Muamalat 2019 Annual Report

An example of the disclosure on zakat distribution was retrieved from Bank Pembangunan
Malaysia Berhad’s 2017 annual report (see Figure 9).

BN B ANK PEMBANGUNAN MALAYSIA BERHAD

S REPORT (contp.)

ZAKAT ON BUSINESS & CHARITY FUNDS

During the financial year the zakat has been computed using the growth capital computation method at the rate of 2.5775% in
accordance with the approved guidelines and decisions by the Shariah Committee. The method of computation for the year has been
revised to be more aligned with Manual Pengurusan Zakat Perbankan issued by the Jabatan Wakof, Zakat dan Haji (JAWHAR) Jabatan
Perdana Menteri.

Of the total amount of zakat payable, 7/8 of the.amount is distributed by the Bank to the states' zakat authorities in-Malaysia based
on the data on the poverty level of the respective states as reported by the Department of Statistics of Malaysia, whereas the balance
of 1/8 of the amount is distributed by the Bank directly to eligible beneficiaries {asnaf).

Throughout the year, we also note that the Bank has carried out the distribution of the following in accordance with the internal
guidelines and as approved by us:

a) The zakat fund has been distributed to the eligible asnaf; and
b) The charity fund has been distributed to the eligible recipients.

Figure 9: Excerpt from Bank Pembangunan Malaysia Berhad 2017 Annual Report

As far as the disclosure on zakat-eligible beneficiaries is concerned, this study found a somewhat
confusing statement released by Agrobank in its 2019 annual report. This finding is highly
significant in the sense that the unclear or ambiguous information on zakat beneficiaries could lead
to misinterpretation of the management of zakat distribution. The bank’s statement in that
‘Agrobank presented zakat contribution of RM104,500 to underprivileged children and orphans’
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(see Figure 10) is of particular interest, since the orphanage is not one of the eligible
beneficiaries/asnaf listed by Islamic law. Allah SWT manifested in Al-Quran:

“Zakah expenditures are only for the poor and for the needy and for those employed
foritl and for bringing hearts together [for Islam| and for freeing captives [or slaves]
and for those in debt and for the cause of Allah and for the [stranded] traveler - an
obligation [imposed] by Allah. And Allah is Knowing and Wise”

(At-Taubah 9:60)

Agrobank welcomed about 1200 guests from diverse
agencies and backgrounds to our Aidilfitri open house
celebrations held at MAEPS Serdang. Among those in
attendance were representatives from the Ministry of
Finance, Ministry of Agriculture & Agro-based Industry,
Bank Negara Malaysia, other government and private
agencies, the Bank's various stakeholders, customers and
media partners. Agrobank presented zakat contribution. of
RM104,500 to_ underprivileged children and orphans from
five (5 establishments. The orphans were presented with
duit raya by YB Sim Tze Tzin, Deputy Minister of Agriculture
& Agro-based Industry, Tan Sri Mohamad Zabidi Zainal,
Chairman of Agrobanks Board and Syed Alwi Mohamed
Sultan, President/Chief Executive Officer of Agrabank.

Figure 10: Excerpt from AGRO Bank 2019 Annual Report

Tracing the cause of this presumed misstatement, it was found that the regulation itself actively
used the term ‘orphanage’ as an example of zakat beneficiaries (refer to Figure 11), which has
somehow been excluded in the new regulation (i.e., BNM Policy Document on Financial
Reporting for DFIs dated 28 July 2020) which is to be applied to financial statements with financial
years beginning on or after 1 January 2020 (Bank Negara Malaysia, 2020).

| BNMRIWGL 00516 Development Firance and | Guidelines on Financial Page
Entesprise Depariment | Reporting for Developmnent 1837
|_Fwnancial Institubors

(W) financial effect of the departure on each item In the financial
stalements that would have been reported in complying with
the MFRS requirement

(b) DFY's obligation on zakat, which may alternatively be disclosed under

the Director's Report. DFIs that do not pay zakat must also disclose

1o that effect. DFis that pay zakat shall disclose additional information

regarding

(i) responsibiity towards 2akal payment either on the business,
andior baha¥ of the shareholders;

(i) method apphed in the determination of zakat base e.g. growth
method, working capital method, and

(%)  beneficianes of zakat fund e.g. Baitul Mal, orphanage, etc

Figure 11: Excerpt from AGRO Bank 2019 Annual Report
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Another important item for zakat disclosure is wakalah zakat. Although most of the banks did
mention in their zakat policy that they are distributing zakat to eligible asnaf accordingly, they did
not mention the legality to do so, albeit such is not required by the authority. To show
transpatency, the bank can disclose which SIRC or zakat authority/ies gave them the permission,
and how much amount was approved, distributed, and the undistributed balance. Indirectly, this
requirement can support the disclosure of the zakat fund as per item 5 which was found to be very
minimal disclosure. Banks which mentioned the wakalah zakat in their reporting were BIMB, RHB,
SME, EXIM, and BKRMB, even though it was just a simple and brief statement (see Figure 12
for an example).

Giving Back to Communities through Zakat

Zakat® refers to the religious obligation under Islam where individuals or companies such as RHB Islamic have
to donate a certain proportion of their wealth each year for charitable causes. Setting aside a proportion for
those in need is said to purify yearly earnings that are over and above what is required to provide the essential
needs of a person or family. The Shariah Committee approved RMS5.0 million for RHB's zakat contribution,
to be distributed to state zakat authorities ("SZAs").

RHE Islamic also started taking on the role of Wakeel (Agent) for SZAs in 2018 to distribute the allocation
of zakat refunds approved by SZAs. RHB Islamic distributed refunds to Asnaf* under the Gharimin’ category.
This means zakat refunds are distributed to eligible reciplents facing life and financial hardships, In accordance
with RHB kslamic requirements. RHB Islamic ensures the refunds are properly distributed by evaluating each
application based on merit. Our zakat redistribution was RM53,000 in 2019 and RM57,000 in 2018.

Figure 12: Excerpt from RHB Bank Berhad Bank 2019 Sustainability Report

The legality to distribute zakat is also related to the Corporate Social Responsibility (CSR)
assessment of the bank. Nearly 70% of banks announced that zakat is part of their CSR activities
in giving back to the communities.

CONCLUSION

From the findings, this study has shown that all of the banks self-declared their liability to pay
zakat, except for four (4) foreign banks. For banks which pay zakat, the method, rates, and policy
vary. In terms of zakat calculation, three banks (AMIB, PIBB, and AGRO) employ the profit and
loss method despite the regulation set by Pusat Pungutan Zakat MAIWP that ‘this approach is
appropriate for businesses with no accounts or financial data like small shops, retailers, wet
markets, night markets, bazaars, restaurants, food and beverage kiosks, and other small businesses.
As for the terminology used for the method of zakat calculation, this factor also varies. The ‘capital
growth model method’, ‘capital growth method’, ‘growth method’, ‘growth model method’,
‘erowth capital method’, ‘adjusted growth method’, and ‘shareholders’ equity with adjustment
method’ all refer to the same method, which is adjusted growth method or net invested fund. The
use of various terminology is very much confusing to the users of the financial reports. Essentially,
the terminology used in the MASB Tt /-1 and Manual Zakat Perbankan JAWHAR also differs, in
which the MASB refers to it as ‘Adjusted Growth’ while JAWHAR as ‘Net Invested Fund’.
Therefore, the standardization of terminology (or any other provisions in a similar field/ area)
from the regulators will be very much helpful in standardizing the implementation at the industry
level. Furthermore, both taxation and zakat are levied by the government on wealth. Thus, a similar
detailed disclosure for taxation must also be practiced to zakat. This study has further found the
lack of detailed disclosure related to wakalah zakat. Although the bank that engages with wakalah
gakat needs to report to the zakat authority on the usage of zakat funds, this study assumes that
disclosing this aspect in the annual report will benefit other stakeholders. As a community-centric
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organization, DFI has contributed greatly to CSR, especially through zakat distribution. As such,
disclosing more on the non-financial elements of zakat is very much required to enhance the
accountability to the public. Indeed, this has been in practice for quite some time (since 2016) and
the trend of zakat disclosure is positively moving upward.
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