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 Advanced Certificate in Islamic Estate Planning and Wealth Management

Unit 8: Tax Planning and Compliance in Islamic
Wealth Management

Al‑Maqasid – Concept: The higher objectives of Islamic law that guide economic and fiscal policies. Related
terms: Maqasid al‑Shariah, Maslahah, Istihsan. Explanation: Al‑Maqasad defines the purposes of Shariah—
preservation of faith, life, intellect, progeny, and wealth—and directs tax planning toward outcomes that
protect and enhance societal welfare. Example: A wealth manager structures a portfolio so that capital gains
are reinvested in projects that create jobs, aligning with the preservation of livelihood objective. Practical
application: Use al‑maqasid as a decision‑making filter when selecting tax‑efficient investments, ensuring
that tax savings do not undermine public interest. Challenges: Translating abstract objectives into concrete
tax‑planning rules can be subjective, and differing scholarly interpretations may lead to inconsistent
applications.

Awqaf – Concept: Endowments of immovable or movable assets for charitable or public purposes under
Islamic law. Related terms: Waqf, Munafa‘ah, Qur’an 2:261. Explanation: An awqaf can be structured to enjoy
tax exemptions or preferential rates, provided the assets are used for permissible charitable activities.
Example: A donor transfers a commercial property into a waqf that funds a hospital; the property’s rental
income may be exempt from zakat and qualified for tax relief. Practical application: Incorporate awqaf into
estate plans to achieve both charitable goals and tax efficiency. Challenges: Local tax authorities may lack
clear guidelines on waqf treatment, and the donor must ensure compliance with both Shariah and civil law
registration requirements.

Baitul‑Maal – Concept: A public treasury in early Islamic society that collected and disbursed funds for
communal welfare. Related terms: Khums, Zakat, Public finance. Explanation: Modern wealth managers may
reference the principle of a central fund to justify collective tax deferral mechanisms that support social
safety nets. Example: A sovereign Islamic fund establishes a “Baitul‑Maal” for disaster relief, allowing
corporations to deduct contributions as charitable expenses. Practical application: Use the notion of
Baitul‑Maal when negotiating tax deductions for philanthropic contributions within a Shariah‑compliant
framework. Challenges: Aligning historic concepts with contemporary tax codes requires legal expertise and
may encounter jurisdictional limitations.

Charitable Tax Credit – Concept: A fiscal incentive allowing taxpayers to reduce tax liability for qualifying
donations. Related terms: Donation deduction, Qur’an 2:261, Corporate Social Responsibility. Explanation: In
Islamic wealth management, charitable tax credits are leveraged to encourage zakat‑compliant giving while
attaining tax savings. Example: A corporation donates 5 % of its net profit to a certified Islamic charity; the
tax authority grants a credit equal to a percentage of the donation. Practical application: Align donation
timing with fiscal year‑end to maximize credit utilization. Challenges: Ensuring that the recipient
organization meets both Shariah certification and tax‑authority eligibility criteria; avoiding double‑counting
of zakat and tax credits.

Read online: https://certificates.lsba.org.uk/glossaries/3603545/unit-8-
tax-planning-and-compliance-in-islamic-wealth-management

London School of Business and Administration · 23 Jun 2026



G LO S S A RY

Double Taxation Agreement (DTA) – Concept: A bilateral treaty that prevents the same income from being
taxed in two jurisdictions. Related terms: Tax treaty, Residence principle, Source principle. Explanation: For
Muslims investing internationally, DTAs facilitate tax‑efficient structuring while respecting Shariah
prohibitions on riba (interest) and gharar (excessive uncertainty). Example: A Saudi investor holds equities in
the UK; the UK‑Saudi DTA allocates primary taxing rights to the UK, providing a foreign tax credit in Saudi
Arabia. Practical application: Use DTAs to design cross‑border portfolios that minimize overall tax while
maintaining compliance with Islamic investment screens. Challenges: Some DTAs contain
“limitation‑of‑benefits” clauses that may restrict treaty benefits for entities not meeting specific ownership
tests, requiring careful entity structuring.

Estate Tax (Inheritance Tax) – Concept: A levy imposed on the transfer of assets upon death. Related terms:
‘Inheritance’ (Mirath), Shariah inheritance rules, Wasiyyah. Explanation: Islamic estate planning seeks to
allocate assets according to Qur’anic shares, while employing tax‑mitigation techniques such as gifting,
trusts, or charitable bequests. Example: A Pakistani estate valued at USD 2 million faces a 10 % inheritance
tax; the testator establishes a charitable waqf for 15 % of the estate, reducing the taxable base. Practical
application: Integrate Shariah‑compliant distribution formulas with civil tax planning tools to lower estate
tax exposure. Challenges: Reconciling fixed Qur’anic shares with flexible civil tax strategies; potential
conflicts between executor duties under civil law and Shariah obligations.

Faraid – Concept: The Islamic law of inheritance prescribing fixed shares for heirs. Related terms: ‘Mirath’,
‘Wasiyyah’, ‘‘Auliyah’. Explanation: Faraid determines how assets are divided, impacting tax liabilities
because each heir may be subject to separate tax assessments. Example: A deceased leaves assets to a son
(½), daughter (¼), and parents (¼); each heir files individual tax returns, potentially benefiting from lower
marginal rates. Practical application: Structure assets into separate ownership units before death to allocate
tax brackets efficiently while adhering to faraid. Challenges: Jurisdictions that do not recognize faraid may
force probate procedures that override Islamic shares; tax authorities may lack mechanisms for
multi‑beneficiary tax filing.

Gharar – Concept: Excessive uncertainty or ambiguity in a contract, prohibited in Islamic finance. Related
terms: Riba, Murabaha, Islamic contract law. Explanation: Tax planning instruments that involve speculative
elements (e.g., derivatives) are considered gharar and thus non‑Shariah compliant. Example: Using a tax‑loss
harvesting strategy that involves short‑term options may be deemed gharar. Practical application: Favor
tax‑efficient strategies based on actual income (e.g., dividend deferral) rather than speculative positions.
Challenges: Differentiating legitimate tax planning from prohibited speculative behavior, especially when
local tax law encourages certain timing strategies.

Halal Investment – Concept: Assets that comply with Islamic principles, avoiding riba, gharar, and haram
sectors. Related terms: Sukuk, Shariah screening, Islamic index. Explanation: Halal investments can be
structured to achieve tax efficiency through mechanisms such as tax‑exempt bonds, but must retain
compliance with Shariah screens. Example: An investor purchases a sovereign sukuk that carries a
tax‑exempt status for interest‑like returns. Practical application: Align tax‑advantaged securities with halal
criteria to maximize after‑tax returns. Challenges: The pool of tax‑advantaged halal securities may be
limited, and differing jurisdictional tax treatments can affect overall efficiency.
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Hawala – Concept: An informal value transfer system based on trust, prevalent in some Muslim‑majority
regions. Related terms: Remittance, Anti‑money‑laundering (AML), Shariah compliance. Explanation: While
hawala facilitates quick fund movement, it may raise tax compliance concerns if not properly documented.
Example: A diaspora member sends money to family via hawala; the transaction is not reported, potentially
leading to undeclared income. Practical application: Encourage use of formal banking channels with proper
reporting to satisfy tax obligations while preserving the speed of hawala. Challenges: Balancing cultural
preferences for hawala with statutory reporting requirements; mitigating AML risks.

Iqamah – Concept: The maintenance of a financial arrangement or contract over time. Related terms:
Istiqamah, Continuity principle, Tax compliance. Explanation: In tax planning, iqamah stresses the need for
ongoing monitoring of Shariah compliance as tax laws evolve. Example: A trust established to hold
zakat‑eligible assets must be reviewed annually to ensure that any new tax legislation does not introduce
impermissible income. Practical application: Implement a compliance calendar that tracks both Shariah
audits and tax filing deadlines. Challenges: Resource‑intensive oversight; divergent update cycles between
religious scholars and tax authorities.

Juristic Tax Opinion (Fatwa) – Concept: A scholarly ruling addressing the permissibility of a tax‑related
practice under Islamic law. Related terms: Shariah advisory board, Legal opinion, Tax compliance.
Explanation: Wealth managers often seek a fatwa to confirm that a specific tax deferral or credit does not
contravene Shariah. Example: A client wishes to defer capital gains through a forward contract; a fatwa is
obtained stating that the structure is permissible if the contract is settled on delivery. Practical application:
Incorporate the fatwa document into the client’s compliance file to provide evidentiary support during tax
audits. Challenges: Fatwas may vary between scholars; reliance on a single opinion can expose the client to
reputational risk if later contradicted.

Kafalah – Concept: A guarantee or surety provided by a party to ensure performance of an obligation.
Related terms: Guarantee, Collateral, Tax security. Explanation: In tax planning, a kafalah can be used to
secure tax liabilities, allowing the taxpayer to defer payment while providing a Shariah‑compliant assurance.
Example: A corporation obtains a kafalah from a reputable Islamic bank to cover its estimated tax due,
thereby retaining cash for investment. Practical application: Structure the guarantee as a
non‑interest‑bearing pledge, aligning with Islamic finance principles. Challenges: Identifying institutions
willing to issue such guarantees without charging riba; ensuring the guarantee is recognized by tax
authorities.

Khums – Concept: A one‑fifth levy traditionally applied to certain types of income, especially war booty and
surplus. Related terms: Zakat, Islamic tax, Revenue sharing. Explanation: Some contemporary scholars
extend khums to modern earnings such as capital gains, offering an additional avenue for religious tax
compliance. Example: A trader allocates 20 % of net profits to a khums fund, which may be deductible under
specific jurisdictional tax codes. Practical application: Coordinate khums calculations with zakat obligations
to avoid double counting. Challenges: Lack of uniform acceptance of khums on modern income; tax
authorities may not recognize khums as a deductible expense.

Liquidity Management – Concept: The process of ensuring sufficient cash or cash‑equivalents to meet
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obligations. Related terms: Cash flow forecasting, Shariah‑compliant money market, Tax timing. Explanation:
Effective liquidity management enables timing of taxable events to align with lower tax periods, provided
the methods respect Islamic prohibitions. Example: Deferring receipt of dividend income until the next fiscal
year to stay within a lower tax bracket, using a sukuk‑based cash pool. Practical application: Use
Shariah‑approved money market instruments to hold excess cash without incurring riba. Challenges:
Predicting cash needs while avoiding speculative short‑term instruments that may be deemed gharar.

Mahram – Concept: A close relative with whom marriage is prohibited; in tax contexts, the term appears in
dependent exemptions. Related terms: Dependent exemption, Family tax credit, Shariah family law.
Explanation: Certain tax jurisdictions allow deductions for supporting mahram relatives; Islamic wealth
planners can incorporate these provisions into estate strategies. Example: A taxpayer claims a deduction for
supporting an elderly mother (a mahram) under the dependent exemption rule. Practical application:
Document the familial relationship and financial support to satisfy both civil tax and Shariah family
obligations. Challenges: Varying definitions of mahram across jurisdictions; potential audit scrutiny if the
claim appears excessive.

Malāyā – Concept: A surplus or profit arising from permissible trade activities. Related terms: Halal profit,
Riba‑free earnings, Taxable income. Explanation: Malāyā is subject to zakat and also to civil tax;
distinguishing the two ensures accurate reporting. Example: A business generates USD 100,000 of malāyā;
zakat is calculated at 2.5 % on the net amount, while the full profit is declared for income tax. Practical
application: Maintain separate ledgers for zakat calculation and tax reporting to avoid double taxation.
Challenges: Reconciling different valuation dates (zakat on lunar year, tax on Gregorian year) and managing
currency conversion.

Maslahah – Concept: The principle of public interest used to justify rulings when texts are silent. Related
terms: Istihsan, Al‑Maqasid, Tax policy. Explanation: Maslahah allows scholars to endorse tax incentives that
promote societal welfare, such as deductions for charitable giving. Example: A maslahah‑based fatwa
permits a tax credit for donations to a mosque, viewing it as beneficial to community cohesion. Practical
application: Leverage maslahah arguments when negotiating with tax authorities for favorable treatment of
Islamic charitable activities. Challenges: Subjectivity in determining public interest; risk of inconsistent
application across jurisdictions.

Mutual Fund (Shariah‑Compliant) – Concept: A pooled investment vehicle that adheres to Islamic screening
criteria. Related terms: Sukuk fund, Islamic index fund, Tax-efficient fund. Explanation: Some mutual funds
are granted tax‑exempt status, especially when investing in government‑issued sukuk, providing both halal
compliance and tax advantage. Example: An investor places assets in a Saudi‑registered Shariah mutual
fund that enjoys a reduced corporate tax rate on its earnings. Practical application: Select funds with both
Shariah certification and favorable tax treatment to enhance after‑tax returns. Challenges: Limited
availability of such funds; potential mismatch between fund domicile tax regime and investor’s residence tax
obligations.

Naqdi – Concept: Cash or cash‑equivalent assets. Related terms: Liquidity, Cash holdings, Taxable income.
Explanation: Naqdi is the basis for zakat calculation and also for income tax when interest is earned, though

Read online: https://certificates.lsba.org.uk/glossaries/3603545/unit-8-
tax-planning-and-compliance-in-islamic-wealth-management

London School of Business and Administration · 23 Jun 2026



G LO S S A RY

interest is prohibited; thus, alternative halal returns are sought. Example: A portfolio holds USD 500,000 in a
non‑interest‑bearing account; the zakat due is 2.5 % of the cash balance, while the tax authority taxes any
permissible earnings (e.g., profit‑sharing). Practical application: Use profit‑sharing accounts that generate
halal returns, reducing both zakat and tax liabilities. Challenges: Finding reputable institutions that offer
Shariah‑compliant cash alternatives with competitive yields.

Negative Gearing – Concept: An investment strategy where expenses exceed income, allowing the loss to
offset other taxable income. Related terms: Tax loss harvesting, Shariah screening, Speculation. Explanation:
While tax‑efficient, negative gearing may involve high leverage or speculative assets, potentially breaching
gharar. Example: Investing in a property that generates rental loss, which is then deducted from salary
income. Practical application: Ensure the underlying asset complies with Islamic investment criteria (e.g.,
rental property without prohibited activities). Challenges: Balancing the tax benefit of loss offsets with the
prohibition on excessive uncertainty and interest‑based financing.

Qard Hasan – Concept: An interest‑free loan offered as a charitable act. Related terms: Islamic microfinance,
Tax deduction for charitable loans, Social finance. Explanation: Providing qard hasan can qualify for tax
deductions where jurisdictions recognize charitable loans as deductible. Example: A wealthy individual lends
USD 50,000 to a small business on an interest‑free basis; the loan is recorded as a charitable contribution,
yielding a tax credit. Practical application: Document the loan agreement and charitable intent to claim the
deduction. Challenges: Ensuring the loan is not later converted into an interest‑bearing arrangement, which
would invalidate both Shariah compliance and tax benefits.

Qur’an‑Based Tax Planning – Concept: Aligning tax strategies with Qur’anic principles, such as fairness and
avoidance of exploitation. Related terms: Al‑Maqasid, Maslahah, Justice (‘Adl). Explanation: This approach
emphasizes transparent reporting, timely payment, and avoidance of loopholes that cause undue hardship.
Example: A taxpayer voluntarily pays a portion of tax earlier to support community projects, reflecting the
Qur’anic emphasis on generosity. Practical application: Incorporate ethical considerations into tax‑saving
decisions, selecting only those strategies that do not contravene Islamic ethics. Challenges: Determining the
line between legitimate tax planning and unethical avoidance; differing interpretations of what constitutes
exploitation.

Riba – Concept: Prohibited interest or usury in Islamic law. Related terms: Interest, Islamic finance, Taxable
interest income. Explanation: Tax systems that levy income tax on interest earnings create a conflict for
Muslims; solutions involve substituting interest‑bearing instruments with profit‑sharing alternatives.
Example: Replacing a conventional bond that yields taxable interest with a sukuk that provides a
lease‑based return, potentially exempt from both zakat and tax. Practical application: Conduct a “riba audit”
of all income sources to identify and replace prohibited interest. Challenges: Limited availability of riba‑free
alternatives in certain markets; potential higher administrative costs.

Ruqyah – Concept: Healing or remedy, occasionally used metaphorically for “tax relief” in Islamic discourse.
Related terms: Tax amnesty, Compliance assistance, Shariah advisory. Explanation: While not a technical
term, ruqyah signifies the process of cleansing tax non‑compliance through voluntary disclosure. Example: A
taxpayer participates in a tax amnesty program, paying a reduced penalty and thereby achieving ruqyah of
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past liabilities. Practical application: Encourage clients to seek ruqyah by proactively addressing outstanding
tax issues, aligning with the Islamic value of repentance (tawbah). Challenges: Amnesties may be limited in
scope; improper disclosure can still result in penalties.

Shariah Audit – Concept: An examination of financial statements to verify compliance with Islamic principles.
Related terms: Compliance review, Fatwa, Tax audit. Explanation: The audit often includes verification of
zakat calculations, screening of investments, and assessment of tax positions for Shariah conformity.
Example: A firm hires a Shariah auditor to confirm that its tax deferral strategy does not involve prohibited
derivatives. Practical application: Conduct parallel Shariah and tax audits annually to ensure both regulatory
and religious compliance. Challenges: Coordinating schedules between tax authorities and Shariah auditors;
additional cost burden.

Sukuk – Concept: Islamic bonds that represent ownership in an asset, providing returns without interest.
Related terms: Islamic fixed‑income, Tax‑exempt securities, Asset‑backed financing. Explanation: Sukuk may
be issued by governments with tax‑exempt status, making them attractive for halal investors seeking tax
efficiency. Example: A Malaysian sukuk offers a 5 % profit‑sharing return and is exempt from withholding tax
for resident investors. Practical application: Allocate a portion of the portfolio to sukuk to achieve both
Shariah compliance and tax reduction. Challenges: Complex structuring can lead to inadvertent riba
exposure; jurisdictional tax treatment may vary.

Tax Amortization – Concept: The systematic allocation of the cost of an asset over its useful life for tax
purposes. Related terms: Depreciation, Capital allowance, Islamic asset‑based financing. Explanation: In
Islamic finance, assets must be tangible or usufruct‑based, so tax amortization aligns with the principle of
asset‑backed transactions. Example: A firm purchases a manufacturing plant via a murabaha contract; the
plant’s cost is amortized over ten years, reducing taxable profit each year. Practical application: Structure
purchases through Islamic financing methods that preserve the asset’s ownership, enabling legitimate
amortization. Challenges: Ensuring that the financing contract does not embed hidden interest, which would
invalidate both Shariah compliance and tax deductibility.

Tax Deduction for Charitable Giving – Concept: A reduction of taxable income for donations to approved
charities. Related terms: Zakat, Waqqf, Corporate Social Responsibility. Explanation: Islamic wealth managers
align zakat obligations with deductible charitable contributions to achieve dual compliance. Example: A
corporation donates USD 100,000 to an Islamic education foundation; the tax code permits a deduction
equal to the donation amount, while the donor also fulfills zakat on the cash balance. Practical application:
Time charitable contributions to coincide with fiscal year‑end to maximize deduction impact. Challenges:
Verifying that the recipient organization meets both civil charity registration and Islamic certification
requirements.

Tax Evasion – Concept: Illegal concealment of income or falsification of information to reduce tax liability.
Related terms: Illicit behavior, Shariah prohibition, Legal compliance. Explanation: Tax evasion contravenes
the Islamic principle of honesty (sidq) and is unequivocally forbidden; wealth managers must avoid
recommending any such practices. Example: Underreporting rental income from a property to lower tax
payable. Practical application: Implement robust internal controls and transparent reporting to ensure all
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taxable events are fully disclosed. Challenges: Pressure from clients seeking aggressive tax outcomes may
tempt shortcuts; maintaining ethical standards requires constant vigilance.

Tax Efficiency – Concept: The optimization of after‑tax returns while complying with legal and Shariah
requirements. Related terms: After‑tax yield, Shariah compliance, Strategic allocation. Explanation: Tax
efficiency balances the pursuit of higher net returns against the need to avoid riba, gharar, and haram
income. Example: Rebalancing a portfolio to shift from a high‑taxed equity fund to a low‑taxed sukuk fund,
thereby increasing after‑tax yield. Practical application: Use tax‑impact modeling tools that incorporate
zakat calculations to compare alternative allocations. Challenges: Dynamic tax laws and differing
jurisdictional rates make modeling complex; frequent rebalancing may incur transaction costs that offset tax
gains.

Tax Exemption for Non‑Profit Organizations – Concept: Legal status that removes tax liability for entities
operating for charitable or religious purposes. Related terms: Charitable status, Waqqf institution, Shariah
governance. Explanation: Islamic non‑profits such as waqf boards can qualify for exemption, enabling them
to allocate more resources to their charitable mission. Example: A waqf that runs a school receives
exemption from corporate income tax, allowing all surplus to be reinvested in education. Practical
application: Register the organization with both civil authorities and the relevant Shariah supervisory board
to secure exemption. Challenges: Maintaining compliance with both sets of regulations; periodic audits may
require detailed proof of ongoing charitable activity.

Tax Loss Harvesting – Concept: Selling assets at a loss to offset capital gains, thereby reducing taxable
income. Related terms: Capital loss offset, Shariah screening, Speculative risk. Explanation: The technique is
permissible if the underlying assets are halal and the transaction does not involve prohibited speculation.
Example: An investor sells a non‑compliant equity that has declined, realizing a loss that offsets gains from
a halal asset. Practical application: Schedule loss sales before year‑end to maximize offset potential while
ensuring the sold asset remains Shariah‑compliant. Challenges: Timing sales may trigger wash‑sale rules;
excessive turnover may breach the Islamic principle of stability (istiqrar).

Tax Planning Horizon – Concept: The time frame over which tax strategies are designed and evaluated.
Related terms: Short‑term planning, Long‑term wealth preservation, Islamic intergenerational transfer.
Explanation: Islamic wealth management emphasizes intergenerational fairness, so the planning horizon
often extends to heirs and future beneficiaries. Example: Structuring a family trust to defer tax for 10 years
while ensuring assets are distributed according to faraid. Practical application: Align the tax horizon with the
expected lifespan of zakat obligations and inheritance cycles. Challenges: Predicting legislative changes over
long periods; balancing immediate tax savings against future Shariah compliance.

Tax Residency – Concept: The jurisdiction in which an individual or entity is subject to tax on worldwide
income. Related terms: Permanent establishment, Dual residency, Shariah domicile. Explanation:
Determining tax residency is crucial for applying appropriate zakat calculations and ensuring compliance
with both civil and Islamic obligations. Example: A Malaysian citizen who works in the UAE may be deemed
a tax resident of Malaysia, requiring global income reporting and zakat on total assets. Practical application:
Conduct a residency analysis before executing cross‑border investments to avoid unintended double
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taxation. Challenges: Conflicting residency criteria between civil law and Islamic jurisprudence; frequent
travel may trigger dual residency issues.

Tax Relief – Concept: Reductions or exemptions granted by tax authorities to alleviate tax burden. Related
terms: Tax credit, Tax deduction, Shariah‑compliant incentive. Explanation: Certain tax reliefs may be aligned
with Islamic objectives, such as incentives for renewable energy projects that serve public interest
(maslahah). Example: A solar project financed through Islamic equity receives a tax credit for clean‑energy
investment. Practical application: Identify relief programs that also support Islamic social goals, thereby
achieving synergistic benefits. Challenges: Reliefs may be limited to specific sectors; ensuring that the
financing structure does not introduce prohibited elements.

Tax Shelter – Concept: Investment or arrangement designed to reduce taxable income. Related terms: Tax
deferral, Shariah‑compliant vehicle, Ethical investment. Explanation: Tax shelters must be scrutinized for
compliance with Islamic law; many conventional shelters involve interest or excessive uncertainty. Example:
A real‑estate investment trust (REIT) that pays income through profit‑sharing may serve as a halal tax
shelter. Practical application: Select shelters that are asset‑backed and free of riba, and verify their status
with a qualified Shariah board. Challenges: Limited availability of pure‑Shariah shelters; regulatory changes
can alter shelter effectiveness.

Tax Withholding – Concept: The portion of income that a payer must remit to tax authorities on behalf of
the recipient. Related terms: Source deduction, Non‑resident tax, Shariah‑compliant withholding.
Explanation: Withholding rates may differ for Islamic‑compliant instruments; some jurisdictions grant
reduced rates for sukuk. Example: A non‑resident investor receives dividend from a U.S. company; the
standard 30 % withholding applies, but a tax treaty reduces it to 15 % for qualified Islamic entities. Practical
application: Structure investments through entities that qualify for treaty benefits to lower withholding.
Challenges: Complex treaty navigation; ensuring the entity’s structure does not incorporate prohibited
interest.

Waqf – Concept: A permanent endowment of assets for charitable purposes, similar to awqaf but often used
in contemporary legal contexts. Related terms: Endowment, Tax‑exempt status, Shariah governance.
Explanation: Waqf assets may be exempt from zakat and receive tax incentives, allowing wealth managers to
embed philanthropy within estate plans. Example: A family establishes a waqf to fund a hospital; the waqf’s
income is exempt from both zakat and corporate tax. Practical application: Draft waqf deeds that satisfy civil
law requirements for tax exemption while adhering to Islamic principles of irrevocability. Challenges:
Managing the waqf’s assets to ensure they remain productive; periodic audits may be required by both
religious and tax authorities.

Withholding Tax Credit – Concept: A credit against domestic tax liability for taxes already withheld abroad.
Related terms: Foreign tax credit, Double taxation relief, Shariah‑aligned repatriation. Explanation: The credit
allows investors to avoid double taxation while maintaining halal investment status. Example: An investor
pays 10 % withholding tax on foreign sukuk interest; the home country grants a credit for that amount,
reducing overall tax. Practical application: Track foreign withholding amounts meticulously to claim full
credits on the tax return. Challenges: Documentation must be precise; timing differences between fiscal
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years can affect credit eligibility.

Zakat – Concept: The obligatory almsgiving, calculated as 2.5 % of qualifying wealth annually. Related terms:
Islamic alms, Wealth purification, Taxable base. Explanation: Zakat is assessed on assets that have been in
possession for a lunar year and exceed the nisab threshold; it operates alongside civil tax obligations.
Example: An individual with USD 200,000 in cash, investments, and gold (above nisab) pays USD 5,000 as
zakat, which may also be deductible under certain tax regimes. Practical application: Conduct an annual
zakat audit, determine the zakatable base, and coordinate payment timing with tax filing deadlines to
streamline compliance. Challenges: Differing valuation dates (lunar vs. Gregorian), fluctuating asset values,
and jurisdictions that do not recognize zakat as a tax‑deductible expense.

Zakat‑Eligible Assets – Concept: Categories of wealth subject to zakat, including cash, trade inventory,
agricultural produce, and livestock. Related terms: Nisab, Zakat calculation, Taxable income. Explanation:
Identifying zakat‑eligible assets is essential for accurate payment and for aligning with tax reporting.
Example: A business’s inventory of halal goods is zakat‑eligible; the firm calculates zakat on the market
value of the inventory at year‑end. Practical application: Maintain separate ledgers for zakat‑eligible and
non‑eligible items, enabling clear reporting to both zakat authorities and tax agencies. Challenges:
Valuation of non‑liquid assets, especially real estate, may differ between zakat and tax assessments.

Zakat Calculation Methodology – Concept: The systematic approach to determining zakat liability, often
based on the lunar calendar. Related terms: Islamic fiscal year, Asset valuation, Tax reconciliation.
Explanation: The methodology includes identifying the zakatable base, applying the 2.5 % rate, and
accounting for any prior zakat already paid. Example: An investor uses the “full‑value” method, calculating
zakat on the total market value of assets, then offsets any zakat already disbursed to charities. Practical
application: Employ software tools that integrate both zakat and tax data, ensuring consistency in reporting.
Challenges: Currency conversion between lunar and solar years, and reconciling differing asset valuation
standards across jurisdictions.

Zakat Exemption Threshold (Nisab) – Concept: The minimum amount of wealth a Muslim must possess
before zakat becomes obligatory. Related terms: Gold nisab (85 g), Silver nisab (595 g), Tax threshold.
Explanation: The nisab sets a benchmark comparable to tax exemption limits; assets below the nisab are not
subject to zakat. Example: If an individual’s total cash holdings are USD 3,000, which is below the gold nisab
equivalent, no zakat is due. Practical application: Monitor asset levels regularly to determine when zakat
obligations arise, and align tax filings to reflect accurate net worth. Challenges: Fluctuating market prices of
gold and silver affect the nisab value; inconsistent conversion rates can cause miscalculations.
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