Module 6: Zakat

What We Learned
The virtues and wisdoms of Zakat.
The warnings against neglecting the payment of Zakat
Basics of how Zakat is paid
Defining terms–Zakat, Sadaqa, Nisab, Dinar, Dirham, Fitr, Mithqal,
Hawl
● Conditions for the obligation of Zakat
● Zakat on gold, silver, and currencies
●
●
●
●

Learning Objectives
1] Know the difference between liquid
assets and illiquid assets
2] Know how to calculate and pay Zakat on
the following liquid assets:
●
●
●
●
●

Shares
Mutual Funds/Index Funds
Dividends
Retirement Accounts (401k, IRA)
Cryptocurrency
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3] Know how to calculate and pay Zakat on
the following illiquid assets:
●
●
●
●

Real estate
Artwork
Collectibles
Investment in privately held companies

4] Know how to calculate and pay Zakat on
business inventory

Liquid vs. Illiquid Assets
●
●

●

Liquid means gold, silver, currency, or something
that can be quickly converted to cash.
Illiquid means something that cannot be quickly
converted to cash. Illiquid assets are assets whose
price is not readily determinable from the market
(no open market with average price; not fungible;
value is only determined through negotiation and
finalized through a sale).
Illiquid Assets include:
Artwork, real estate, collectibles, antiques held as a
story of value, investments in privately held
companies, obsolete or ‘dead business inventory’
etc.

Zakat on Shares
‘A unit of ownership interest in a company.’
●

●

Shares are considered liquid assets, which
means that you can convert them into cash
quickly and the effect that will have on the price
will be minimal. Because of the ease of selling
and trading shares, they are effectively the
same as cash.
Our discussion here assumes that your stocks are
halal. If the asset or company’s primary earning
activity is haram, you must liquidate that asset
and absolve yourself of any haram earnings.

Zakat on Shares
●

●

We will assume that you are buying and
holding stock as a passive investor. Whether
you buy and hold an individual stock, a
Mutual Fund, Index Fund, etc., you treat
them all the same for the purpose of Zakat.
For stocks held more than a Hawl, you are a
‘passive investor’ and will need to look at the
balance sheet (a financial statement that
reports a company's assets, liabilities, and
shareholder equity at a specific point in time.)

Zakat on Shares
Using the balance sheet (official financial statement that shows
you [1] assets, [2] liabilities, and [3] shareholder equity), you
will determine:
1] Cash and cash equivalents.
2] Receivables.
3] Inventories
Add these three together and then divide by the total number of
shares issued by the company. Then multiply that number by
the number of shares that you own
C+R+I [divided] by outstanding shares

Zakat on Shares
Example: Company X has 6 billion outstanding
shares and you own 100 shares. When you go to the
balance sheet, you find that the Cash and Cash
equivalents equal 15 billion, the receivables equal 17
billion, and the inventories are 3 billion.
That’s: 35 billion divided by 6 billion * 100 shares=
$583.34

Application to Mutual Funds & Index Funds
Method One: Apply it to all holdings. Calculate CRI [Cash and equivalents + Receivables + Inventories] values for each
company, pro-rate it to the weight of the company in the fund, and then add these values to determine how much of the
holdings of the fund are liable for Zakat. This is complicated and time-consuming. A quicker way is Method Two.
Method Two: Find the CRI value of a fund by using 30% of the market value of the stock or fund. This is a basic rule of
thumb, based on a survey of the market and the average CRI value of most major shares available.
If you take Amanah Mutual Funds’ growth fund: if the price per share is $26.50, then 30% of that value would be $7.95. If
you have 1000 shares of AMAGX, your total Zakat liable value would be $7950.00. 2.5% of that would be $198.75.
*REASONING*: The reasoning for using the CRI amount is that you are paying on the liquid holdings and not the capital
assets held by the company which generate the income and gains you get from holding them.

Zakat on Dividends
●

If you receive a dividend distribution on the
shares you own long term, you pay on the
dividend as well. You will find the dividend
amount issued to you per share and multiply it
by the number of shares you own.

[dividend per share + shares owned=Zakat liable
dividend amount]
EXAMPLE: If a company paid you a dividend of
$0.50 per share and you own 100 shares, you will add
$50.00 to your zakat calculations.

Zakat on Retirement Accounts
BASICS
●
●
●
●
●
●

You contribute from your earnings to a set investment scheme that is invested and reinvested over
time, managed by a fund manager, who releases it to you at a later date.
You and your employer contribute matching funds to an investment account.
When you reach retirement age, all of those funds and their earnings are accessible to you.
You can also withdraw them under certain circumstances (‘qualified distributions’)
You can also elect to contribute to an IRA (Independent Retirement Account) that you create
yourself.
Generally you cannot access any of your employer’s contributions until you have the legal right to
access them [retirement]. If you try to access your funds before retirement or a ‘Qualifying Life
Event’ (first time home purchase, disability, etc.) you will have to pay a penalty on top of the taxes that
you owe on the funds.

How do You Pay Zakat on These?
Approach #1: Treat them like cash
● Treat them like cash in hand, minus the penalties you will be charged for early
withdrawal and taxes.
Example: You have $20 thousand in your 401K. Your tax bracket is 15%, and you have to
pay a 10% penalty. Taxes will cost you $5,000; your penalty will be $2,500; and the amount
you would receive if you withdrew would be $18,750. You would add this amount to your
liquid assets and pay 2.5% on it in Zakat, equaling $468.75.
This doesn’t mean you are literally withdrawing from it, but calculating the Zakat as if you
were.

How do You Pay Zakat on These?
Approach #2: Treat the 401K or IRA like a passive investment
● If you are investing long term and do not have control over the assets in your account,
treat the earnings from your 401K like an illiquid, passive investment.
● This means you will only pay Zakat on the amounts you withdraw post-tax.
● If you retire and cash out, you will pay the Zakat of one year on the entire amount, and
then every year after (because now you have full access to it).
● If you withdraw early, you pay Zakat on the NET amount you withdraw after taxes
and penalties.
WHICH IS PREFERRED?

Which is Preferred?
Approach #2 is preferred because:
1] As an investor in a long term, inaccessible investment, you are mandated by contract to not
access the capital.
2] If you took money out, it would be a breach of contract and that’s why you would be
penalized.
3] The capital in this investment is therefore similar to a debt which you don’t have access to,
or an illiquid asset that you don’t benefit from until you sell it.
4] Whether like a debt or an illiquid asset, Zakat would not be due until the actual funds are
received—and so the 401K is treated similarly.

Paying Zakat on Illiquid Assets

How do You Pay Zakat on These?
Principles
1] If you buy an item for personal use or aesthetic value, you do not owe Zakat on it.
2] If you own items for storing value and for the purpose of arbitraging the value over long term, you pay
Zakat on the sale price of the item.
Example:
A] Zayd bought a $5,000 dollar painting of a tree. He really likes it and hangs it in his living room. He doesn’t
intend to sell it; he just likes it. He doesn’t pay Zakat on it because it is for personal use.
B] Bakr bought a $5,000 dollar painting of a tree. He doesn’t really like it; he doesn’t even have it hanging. He
keeps it in storage and is waiting for its value to increase over time so he can sell it and turn a small profit. He
will pay Zakat on the sales price.

Real Estate
1] If the property is your own residence, you don’t pay
Zakat on it.
2] If you rent out the property, you must pay Zakat on the
earnings. You don’t need to pay Zakat on the property
value, only the rental income. That’s because it is
considered a personal asset—the tools of the trade—so
you pay Zakat on the income earned from them only.
(Realistically, unless your earnings from rentals are in a
separate account, these earnings will already be in your
checking or savings, so you’ve already calculated them.)

Privately Held Companies
1] If you have invested in a privately held company, start up,
or small business that is not publicly traded, you will treat
the investment based on the information available to you at
the time your Zakat is due.
2] If, at the time of calculating the Zakat, there has not been
a liquidity or dissolution event, you will treat the
investment like an illiquid asset and not pay Zakat until
the actual value is known.
But what if the company has experienced a liquidity or
dissolution event….?

Liquidity Event or Dissolution
A liquidity event is an acquisition, merger, initial
public offering (IPO), or other action that allows
founders or early investors in a company to cash out
all or some of their ownership shares.
●
●

If you cash out, you pay 2.5% of the received
value.
If you received shares, you treat them like
passive investments.

A dissolution event is when a company
voluntarily terminates it operations or when its
creditors for the company to terminate.
●

●

If you receive a settlement or payout from
the dissolution, you pay 2.5% of the total
value received.
If you do not receive anything from the
dissolution, you do not pay any Zakat.

Cryptocurrency
I am of the opinion that crypto currencies are halal,
with some caveats (see Ask the Imam for March,
2022).
●
●

Crypto is treated like any other currency in terms
of Zakat.
To determine the value of your crypto, convert it
to your local currency and add that amount to
your total assets.

Business Inventory
If you run a business, your inventory is one of two types:
1] Inventory that was previously for sale but is not unable to be sold
(called ‘dead stock’ or ‘obsolete inventory.’)
2] Inventory that is for sale or under contract.
For ‘dead stock’ you treat it just like illiquid assets.
For other inventory that is still up for sale, you pay Zakat on the
value of that inventory.
If the inventory is under contract, you have essentially sold it, and
you count the money earned from the contract as ‘Accounts
Receivable’. When the receivables from those sales come in, the
cash value is added to your assets when you calculate Zakat.

Example
Khalid owns a medical supplies company. He has a storage unit that holds 5000
tourniquets. 3500 of those tourniquets are under contract to all local EMS
facilities. They train with them and use them, and come and pick up the
tourniquets at different times and pay quarterly. The remaining 1500 tourniquets
are there for one-off sales and walk ins and online orders. Each tourniquet sells for
40 dollars. That’s an aggregate value of $60,000. Khalid will add this to his Zakat
calculation and pay 2.5% of it.
*important note*
If you are in retail sales, use the retail value, and if you are a wholesaler, use the
wholesale price.
ACCOUNTS RECEIVABLE
These are like ‘good debt’ and you treat them the same and add them to your
assets when calculating Zakat.

Next Class…
1] Sample calculation chart
2] Zakat al-Fitr
3] Recipients of Zakat
4] Inner and Outer Manners of giving
Zakat

