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Abstract: The valuation and measurement of assets with regard to Zakat is necessary issue from Islamic perspective.
Therefore, re-value the assets regularly is needed and Islamic accounting system probably uses both historical and
market selling prices with regard to enable firms to accommodate contracts and to discharge with social responsibility.
Zakat accounting includes the accounting principles that relate not only to measurement and valuation but also
recording, interpreting, presentation and disclosure of accounting information. Thus, the main objective of this paper is to
elaborate the importance of Islamic accounting valuation adopted in zakat regard to accounting models. The application
and mechanics of zakat and valuation model discussed related to the implementation of the current practices of

accounting and valuation models that adopted in Islamic firms.
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1. INTRODUCTION

Accounting and valuation of zakat is an important
aspect of any business activities and investment and
this is centred on the fact that it helps to determine the
zakat payment (Ismail, Tohirin, & Ahmad, 2015). The
availability of various corporate zakat assessment
approaches shows that zakat is subject to variation and
change (Ammani, Abba, & Dandago, 2014; Ahmad, &
Marhaini, 2012). Islam allows considerable flexibility in
using reason to solve new challenging’s (Firdaus, et al.,
2012). In the case of zakat, ijtihad could be necessary
elements to devise new regulations to deal with new
situations (Sarif, 2014 & Bakar, 2007). ljtihad refers to
a jurist's use of reasoning to find solutions to new
problems, keeping in view Islam’s intent and spirit.
Methods of ijtihad include giyas, istihsan, and istislah
(Khan, & Ramadan, 2011). Among the prime
prerequisites of developing new zakat principles is that
they benefit the general public, avoid harm, serve the
magasid al-Shariah which refers to the preservation of
five rights, namely, religion, life, intellect, lineage, and
wealth and provide justice to the majority (Abdullah, &
Muhammad, 2013). Thus, given that Islam allows
variation in zakat affairs based on time and place.
Thus, this paper seeks to understand and illustrate
Islamic accounting valuation adopted in Islamic firms
as it related to shariah compliant. In line with the study
objective, this paper will seek to determine zakat and
valuation model.
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2. ISLAMIC ACCOUNTING POLICY CHOICE

Shariah governs every aspect of a Muslim’s life, be
it politics, economics or social (Segrado, 2005). It
brings the whole of human life under the jurisdiction of
absolute moral judgment because of its firm in the
revelation of Allah (Haniffa, Hudaib, & Mirza, 2004;
Manzoor, 1984). Such a holistic and unified view
provides a better approach in addressing accounting
and reporting policies to be adopted by Muslim
managers as it takes into account the material, moral
and spiritual aspects and balances between these
factors and forces (Shafii, & Zakaria, 2013). The
substantiation of their proposed corporate financial
reporting model would be greatly enhanced if what
Muslims ought to desire is consistent with what
Muslims would desire or what Muslims would use for
investment decision-making purposes (Sulaiman,
2001). If the Muslims view and use corporate financial
reporting information in the manner as propagated by
Islam a significant differences will emerge between the
responses of Muslim and non-Muslim subjects (Abidin,
& Saad, 2014; Sulaiman, 2001).

The principles of Shariah based on the concept of
Uqud to accounting policy choice (Haniffa et al., 2004).
A firm can be viewed as a relation of contracts; that is,
its organization can be largely described by the set of
contracts it enters into (Mirza, & Baydoun, 1999).
Contractual relations are the essence of firms, not only
with employees but also with suppliers, customers,
creditors and other parties (Islamiyah, Ridho, & Muslih,
2015). The general assumption in accounting is that
firms are likely to minimize the costs associated with
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contracts, such as costs of negotiation, monitoring,
possible renegotiation, and expected costs of
bankruptcy or other failures (Yaya, & Hameed, 2004).
A consideration of contracting costs drives the firms’
accounting and reporting policies. In other words, firms
will weigh the cost and benefit of adopting particular
accounting and reporting policies.

Firms in an Islamic society are no different from
their Western counterparts (Sulaiman, 2003). They also
recognize the nexus of contractual relationship in
business activities. They are required consider
contractual relations beyond own self and fellow beings
to include Allah and the environment based on their
transaction with Allah, which is to adhere to Shariah as
such, measurement and disclosure issues and the
firms’ choice of accounting and reporting policies must
be addressed in the light of contractual relationships
that exist within the guidelines, prescribed by Shariah
(Rahman, & Bukair, 2013).

To demonstrate responsibility and accountability to
Allah, community and the environment, Muslim
managers must to provide excellent lawful
products/service to society, earn reasonable profits,
attain the objectives of the business venture, be just
with employees by paying fair wages and taking care of
their welfare, be lenient with debtors, ensure that
business activities are ecologically sustainable and
recognize work as a form of worship (Haniffa et al.,
2004). On the other hand, to demonstrate transparency
in business activities, Muslim managers must provide
relevant and reliable information regarding all lawful
and unlawful activities undertaken, the reasons for
undertaking the latter activities and how they are dealt
with policies related to financing, investment and
employees, relationships with communities, debtors
and creditors, the use of resources and protection of
the environment (Ammani et al., 2014).

3. BASIC VALUATION IN ISLAMIC ECONOMIC
SYSTEM

For Islam followers, one of their main principles in
economic system is the principle of God “as owner of
wealth” (Ibrahim, Wirman, Alrazi, Nor, & Pramono,
2004). This is the preaching in Islam, which implies that
God is the ultimate owner of wealth and people are just
trustees. As such, the ownership of property by an
individual is a trust (Amanah). This produces a new
concept of accountability that is not well known within
the western system. This concept is much boarder than
the concept of private accountability, which is a new

format of accountability that can only be discharged in
accordance with Shariah rules (Hameed, lbrahim, &
Rizal, 2005). The Shariah lays down the understanding
and way of achieving accountability. The understanding
presented is that people are individually accountable
for their actions with what have been entrusted unto
them on the final day of judgement (Quran 6: 165;
57:7). The implication is that such a meaning presented
another view on the valuation of things and deeds as
compared with what is inbuilt in the conventional
accounting systems and financial statement (Siddiqi,
1981, Baydoun and Willett, 1997).

Establishing relationship with God in Islam is guided
by the concept of Tawheed, which means unity of
being one with God (Rahman, 2010). The implication of
this concept is a total commitment to the will of Allah.
Another emphasis presented by this preaching is the
role of individuals in a wide social context and the
obligation that these individuals have as not to benefit
at the expense of other people (Johari, Ali, AbAziz, &
Ahmad, 2014). All business dealings must be
legitimate, and justifiable and far and achieve
reasonable amount of profit. While profit is acceptable,
excess profit is considered to be the same as
exploitation. This is a direct contradiction with
conventional accounting the system in businesses,
where high level of profit is viewed as an indication of
efficiency in the use of resources.

In Islam, preference is given to satisfying communal
needs instead of individual needs (Sulaiman, 2003).
Whenever the needs of the general public (Ummah) is
conflicting with that of individuals, the needs of the
general public must prevail. However, the implication
here is not that individuals should not put effort to attain
their own treatment and cannot be rich. Becoming rich
in Islam accepted so long as the wealth is achieved in
compliance with the principles of Shariah.

Commerce has a high level of recognition and value
in Islam (Lieber, 1968, p. 230). God says that ‘Oh you
who believe! . . . let there be amongst you traffic and
trade by mutual goodwill’ (an-Nisa 4: 33). The Prophet
Muhammad (Peace Be Upon Him) referred to the
honour bestowed upon traders by saying, ‘The truthful,
honest merchant is with the prophets and the truthful
ones and martyrs in the hereafter’ (Tirmidhi 12: 4) and
‘You ought to be engaged in commerce because
ninety-nine per cent of the bounties of God are
contained therein’ (Mansor, 1984, p. 11). Figure 1
below show valuation in Islamic view:
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Figure 1: Valuation in Shariah.

4. ZAKAT RECOGNITION AND MEASUREMENT

Zakat accounting has been defined as a branch of
accounting, which is concerned with determination and
valuation of wealth (maal) and income (lbrahim,

Abdullah, Kadir, & AdwamWafa, 2012). It measures the
amount of Zakat and its distribution to the different
beneficiaries according to the rules set by the Shariah.
Hence Zakat accounting extends beyond the basic
process of measurement and valuation (Hameed,
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2010). It includes accounting principles that relate not
only to measurement and valuation but also recording,
interpreting, presentation and disclosure of accounting
information (Bakar, 2007). In this respect it requires a
careful analysis of those accounting concepts and
principles which are relevant to the determination,
collection and distribution of Zakat.

Furthermore, these concepts and principles require
a framework within which their relationships and
degree of importance can be established. The
formulation of such a framework could not be
established unless the legal maxims, rules and
applications of figh al-zakat are considered (lbrahim,
Kadir, Rizuan, & Abdullah, 2013). Zakat rates for each
category of wealth depend on traditional classification
of Zakat able wealth. A stock-and-flow analysis method
is then adapted to categories the actual or potential
growth of the business wealth. From this analysis,
taxonomy of Zakat able business wealth is suggested
that takes into consideration the functional traits of
wealth (Embong, Taha, & Nor, 2013). Important of
growth and the relevance of stock and flow analysis. A
framework is suggested to develop Zakat recognition
and measurement principles for business wealth.

Figure 2 Zakat recognition begins with existence
and legitimate ownership of wealth. Its measurement
depending on the stock or flow growth process of the
economic activity would appropriately use a periodic
basis (hawl) or critical event occurrence (Bakar, 2008).
A minimum threshold balance (nisaab) is determined
from physical measures (or its derived value) after

taking into consideration personal consumption or
needs (Awang, & Mokhtar, 2012). Actual or potential
growth of wealth is the realized or realizable value that
provides motivation to recognize and measure Zakat
and distribute accordingly.

According to shariah, Zakat is calculated based on
the accumulated wealth (Awang, & Mokhtar, 2011).
The basic principle of Zakat on business wealth is
based on trade goods, which means anything obtained
for the purpose of trading for profit Abdul Rahim,
(2002a). Any assets owned and used in the business
operations but not for trade, are exempted from the
calculation of ‘wealth’. In summary, Zakat on business
wealth is payable on genuinely owned wealth,
productive and surplus assets that have been owned
for a full year Clarke, Craig and Hamid, (1996).
‘Genuinely’ owned in this context means that the asset
is free of claims by others, for example leased assets.
Productive assets refer to the ability to generate
revenue to the company excluding assets not for
trading purposes, that is, buildings occupied by other
businesses. The Zakat rate is 2.5% for companies
using the Gregorian calendar year.

5. VALUATION IN ISLAMIC ACCOUNTING

Islamic Firms have differences objectives and
principles as compared to conventional counterpart
(Haliding, 2015). Therefore, Islamic Firms come up with
specifically accounting for shariah-compliant
companies. For instance, accounting for Islamic
financial institutions with regard to Zakat, mudahrabah,

Figure 2: Essential conditions for Zakat recognition and measurement.
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jjarah, murabahah and other Islamic transections and
contracts. However, Yaya (2004) argues that in terms
of Islamic Accounting’s objectives of The AAOIFI, the
contents and goals are likely the same with currently
conventional accounting that focus on providing
information system for users. Accounting exist in the
society as a reflection of the business practices that are
in that society, and it has little use in terms of value as
well (Zaid, 2004). As such, it has to be noted that
accounting and valuation practices of firms in the
Islamic setting are also likely to present a reflection of
shariah transections contracts and business activities
practices.

Numerous Islamic nations (e.g. Malaysia, Pakistan,
Saudi Arabia, and Brunei) across the globe function in
accordance with Islamic code in a number of areas in
both their human and business lives. The need for
developing standards in accounting and valuation has
become an urgent affair for firms in Islamic society as
the Islamic world fight strongly in order to revive the
Islamic ideology (Bakar, 2007). Additionally, if there is a
general agreed standard, then the overall bookkeeping
of Islamic firms will greatly be minimized as such
standards can easily be integrated into accounting and
valuation practices in order to fit the organization’s
choice instead of adopting standards that frequently
require changes as the organization transforms from on
phase to another (Ibrahim et al., 2012). Recent studies
have also shown that there is a new growing concern
with relation to understanding the relationship between
religion and accounting, with particular reference to the
issue of what the proper form of Islamic accounting is
all about (Sulaiman, 2003). The emphasis laid down by
these studies is the need to develop set of standard for
Islamic accounting and reporting.

From an Islamic viewpoint, the measurement of
asset in determination of the amount of Zakat to be
issues out is an important issue in the Islamic society
(Ismail et al., 2015). In order to calculate the amount of
zakat, assets need to be measured in present terms
and not in its historical state. For the sake of zakat,
firms need to be encouraged to undertake revaluation
of their major assets occasionally. Thus, an Islamic
accounting system will likely adopt both historical cost
and market selling prices. The double system in asset
valuation will likely enhance the firm's ability to
accommodate contracts and to discharge their social
obligations (Haniffa et al., 2004). these policies is that
accounting and valuation under the Islamic setting is
likely to be more detailed than what is obtainable from
conventional accounting practices as such record will

put into considerations all elements geared towards
elaborating the performance of the company and
limiting the potential of investors being put through
wrong or misleading information that might influence
their investment decisions. All these factors round up
towards obeying the will of God and abiding by the
Islamic preaching.

6. ACCOUNTING VALUATION MODEL FOR ZAKAT

An important contract between human and Allah is
the payment of Zakat, one of the five pillars of Islam
(Awang et al., 2011). Zakat is important because it is
related to wealth distribution. It is a special form of
Islamic taxation and a form of worship. Uthman (1997)
outlines some major features that the Zakat system
avoids inremtaxes, since taxes are imposed on asset-
holders (persons), not on the activities or objects as
such the Zakat system is more in line with the ability to
pay theory of taxation. Since each type of wealth has
its own treatment in terms of Zakat in Islam, it can be
said that people who hold the same type of wealth shall
receive the same tax treatment (Haniffa et al., 2004).
This provides for horizontal equity. Also, those who
have more shall pay more. This provides for vertical
equity. It may be more appropriate to look at taxation in
Islam (that is proportional) as more in line with the idea
of equal proportional vertical sacrifice. Under normal
circumstances, individuals are treated individually. The
index of the ability to pay is neither income nor
consumption. Instead, it is the inventory stock of what
can be consumed (but is not) or what is intended to be
traded (but is not), or what can be spent (but is not)”
(Usmani, 2010). Islamic perspective of accounting
encourages valuation method that will increase Zakat
payment above the threshold by the Hadith (Hameed,
2005). Valuation of assets is relevant to Zakat as its
computing is based on assets, Rather than income
(Awang et al, 2012). As far as stewardship is
concerned, historical cost is preferred method of
valuation. The use of net present values and net
realizable values for evaluating stewardship is fraught
with theoretical problems.

Several previous studies argued that the accounting
measurement  contribution to Islamic  Financial
Institutions refers to the valuation of Zakat (like:
Haliding, 2015; Majid, & Haliding, 2014; Haniffa, &
Hudaib, 2014; Awang et al.,, 2012; Ahmed, 1994;
Adnan and Graffikin, 1997; Mirza and Baydoun, 2000;
lewis, 2001; Abdul Rahman, 2003; Yaya, 2004; Lewis,
2006). Furthermore, Yaya (2004) showed that in
accounting, Islamic accountability is crucial and Zakat
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as a major objective in Islamic accounting field. His
opinion in line with Adnan and Graffikin (1997); Lewis
(2006) and Abdul Rahman (2007; 2010).

Related to this viewpoint, Mirza and Baydoun
(2000) show that the assets measurement regarding
Zakat is important matter from Islamic viewpoint. Thus,
according to Mirza and Baydoun (2000) to measure the
amount of Zakat, require to utilize the contemporary
time rather than historical cost. Mirza and Baydoun
(2000) recommend that re-value the assets regularly is
required and Islamic accounting system most likely
uses both market selling prices and historical with
regard to make firms to accommodate contracts and to
discharge with social responsibility (SR). Moreover,
Adnan and Gaffikin (1997) show as also mentioned by
Yaya (2004) believe that is no room in Islamic financial
institutions to be used in the concept of conservatism
and historical cost because the matters in misleading
and justice quality and frankness of financial
information.

Abdul Rahman (2007) showed that to have fair
Zakat measurement paid by Jamaluddin Majid: The
Critical feature on Fair Value Accounting 299
Corporation is one main matter like Zakat for business
wealth. Furthermore, Abdul Rahman (2007) argues that
business wealth must be paid the Zakat including in
business events that involves for example trade goods,
cash at bank or in hand, credit or debit extended to
customers or other events.

According to Zakat, Abdul Rahman’s study (2007)
argued that in Malaysia context in matter of Zakat, IFls
must reports: 1) The Zakat amount due or paid; 2) The
measurement method of Zakat; 3) the rule of Shariah
supervisory board regarding Zakat; and 4) The
commitment on Zakat due as of the equity investment
account, the subsidiaries, and other investment
account (in Islamic banks cases). In addition,, Abdul
Rahman (2007) demonstrates that there is a lack of
providing information about Zakat practices which is
the users of annual reports need.

It is worth mentioning that related to Zakat that
presented by AAOIFI in FAS no.9, discussing matters
in standard accounting treatment of Zakat disclosure
and base requirement. According to determination of
Zakat AAOIFI FAS no. 9. Para.2, “the Zakat base shall
be determined by using 2.5% for a lunar calendar year
and 2.5775% for a solar calendar year based on either
of the following two methods: Net Assets, Net Invested
Funds”. In addition, Zakat must be measured at cash

equivalent value as recommended by AAOIFI FAS
no.9. para. 5. Yet, Abdul Rahman (2007) admitted that
AAOIFI under FAS no.9 did not offer the exact
regarding to charge the net receivables.

Besides, regarding the treatment of Zakat in
financial statements FAS no.9.para. 9 AAOIFI: case in
which the Islamic banks are compelled to pay Zakat:
“In any of the following cases, Zakat would be treated
as a (non-operating) expense of the Islamic bank and
would be included in the determination of the income
statement:

(a). When the law require the Islamic bank to satisfy
the Zakat obligation. (b). When the Islamic bank is
required by its charter or by-law to satisfy the Zakat
obligation. (c). When the general assembly of
shareholders has passed a resolution requiring the
Islamic bank to satisfy the Zakat obligation.

Abdul Rahman (2007) showed that matters in
fairness in Zakat are very vital like providing justice to
both Zakat recipient and Zakat payer respectively.
Wahab and Abdul Rahman (2011) stated that because
distribution of Zakat funds that there are several
shortcoming and weakness that significantly influence
payment to Zakat institutions. Thus, Islamic
accountability on accounting is vital as well as 300 Al-
Igtishad: Vol. VI No. 2, Juli 2014 transparency in
Islamic financial Institutions. Furthermore, Abdul
Rahman (2007) shows that in Islamic viewpoint the
preparation of financial information need to be taken in
account to Zakat purpose.

The valuation of assets for determining the amount
of Zakat is an important issue. Uthman (1997) lists six
general requisite conditions for Zakat to be collected:
absolute ownership, accretion, Nisa'’b (or some
minimum level of wealth stock) that differ from one type
of wealth to another, excess over ones basic needs, a
solvency from debt, and the elapsing of one lunar year
of the stock to be taxed. To calculate the amount of
Zakat, assets need to be valued in As such; firms need
to adopt a policy of revaluing their major assets
occasionally. In conventional accounting, an amount of
doubtful debts is deducted from the gross amount of
accounts receivable. However, for computation of
Zakat, only the actual amount of debts that have gone
bad needs to be deducted. In the case of insolvency,
owners of the business are not able for Zakat if
creditors remain unpaid. Valuation of asset for Zakat
purposes should follow the periodicity i.e. one full lunar
year of asset except for agriculture and mining where
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Zakat must be paid immediately. In short, the choice of
accounting policy for Zakatis entirely different from the
choice in typical Western business where accounting
policy choice is aimed at minimizing tax, that is, taking
actions to In Islam, the policy is aimed at purifying and
contributing to the well-being of the beneficiaries to
achieve socioeconomic justice.

Therefore, for determination and payment of Zakat,
asset valuation needs to be based on current values. It
is interesting to note that an earlier version of the Draft
Statement of Concepts of Financial Accounting for
Islamic Banks and Financial Institutions suggested the
use of the “cash equivalent value” expected to be
realized or paid as the attribute of assets and liabilities
in the financial statements. The cash equivalent value
expected to be paid is the number of monetary units
required, as of the current date, to acquire a specific
quantity of certain goods or products to settle a forward
delivery or manufacturing obligation (Karim, 1995).
Zakat is calculated on the value of assets in
contemporaneous time; the only relevant value of asset
on which Zakat is paid, therefore, is current cash
equivalent (market price).

7. CONCLUSION

Accounting and valuation of zakat has been
described earlier as a necessary instrument in
understanding the performance of a firm and the
potential for shariah-compliant. The accounting and
valuation are done in line with Islamic preaching which
is basically against interest based transactions and the
prediction of future. It will be stated that the Islamic
accounting and valuation model adopted in Islamic
firms is centred on understanding the best approaches
to be adopted in order to ensure that valuation assets
for zakat payment are in line with the Shariah
principles. Valuation of asset for Zakat purposes should
follow the periodicity i.e. one full lunar year of asset
except for agriculture and mining where Zakat must be
paid immediately. In short, the choice of accounting
policy for Zakat is entirely different from the choice in
typical Western business where accounting policy
choice is aimed at minimizing tax, that is, taking actions
to In Islam, the policy is aimed at purifying and
contributing to the well-being of the beneficiaries to
achieve socioeconomic justice.
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