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I Bank Indonesia Acknowledgement

Bismillahirrahmanirrahim
Assalamu’alaikum Warahmatullahi Wabarakaatuh

All praise due to Allah and greetings to the Prophet Muhammad as a blessing for human
so that we are able to make various efforts to increase economic and financial activities in
order to achieve benefits both in the world and in the hereafter.

Zakat system is very important in sustaining Islamic economic and finance development
in Indonesia. One of great ideas about the arrangement of zakat management is
written in the Law Number 23 year 2011 concerning about zakat management. Collector
and utilizator of Zakat, infaq and sadagah (ZIS), especially the National Board of Zakat
(BAZNAS) and Zakat institutuon (LAZ) which have obtained a confirmation or known as
the Zakat Management Organization (OPZ).

Today, OPZ activities will be largely determined by the management capacity of zakat
managers in dealing with various rapid changes. Globalization, the rapid growth of
information and technology and commercial finance innovation cannot be avoided, and
social finance are become more complex, dynamic and competitive. This condition has
the potential to increase the risk challenge towards OPZ where all these risks must be
managed.

This book is a form of Bank Indonesia responsibility in carrying out its obligations as an
authority that actively participates in raising and facilitating the development of Islamic
economics. Through collaboration with BAZNAS, this book was compiled as one of the
efforts to obtain a reliable zakat management system. In addition, this book is also
arranged in order to improve understanding in the application of risk management. It is
not only to meet the needs of regulators, but also to be a medium to manage the risks
faced by each OPZ. This book is then focused on risk management steps for OPZ.

Finally, we would like to express our gratitude to all parties, including the writer team,
speakers from various institutions of zakat institution in Indonesia, as well as other related
parties who have contributed their thoughts and time in completing this book. May God
give him abundant mercy and blessings, and hopefully this book can provide benefits and
enhance a knowledge in the field of Islamic economics and finance in Indonesia.

Wassalamu’alaikum Warahmatullahi Wabarakaatuh

Jakarta, 24 May 2018/ 8 Ramadhan 1439 H

M. Anwar Bashori
Head of Department Islamic Economic and Finance
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Bismillahirrahmanirrahim
Assalamu’alaikum Warahmatullahi Wabarakaatuh

Today, Indonesia has the greatest Muslim populations in the world with 213 million people
of 87% of total Indonesians. Ideally, Indonesia can be an example for other countries in
practicing and sharing knowledge of Islam. The definition of that ideal makes BAZNAZ
mission in zakat. Zakat is an instrument if Islam pillars with a large stage, such as faith,
economy, and social; a dimension of a big thing for a big nation like Indonesia. So, it will
be bad when the dynamics of Indonesian zakat are not recorded properly and correctly,
or only discussed with the foundation of the word “approximately”.

Therefore, in this chance, we need to be grateful and welcome the inaugural publication
book of risk management of zakat management. A research publication of by Department
Islamic Economics and Finance (DEKS) of Bank Indonesia cooperates with centre for strategic
studies — National Board of Zakat (Puskas BAZNAS). This book becomes important because
until today Indonesia - that | emphasize as the biggest Muslim country in the world — has
not had a similar publication that compiles data and facts about risk mitigation practices
in zakat field. Besides, this book also reflects the real work that BAZNAS strives for the
development of zakat in Indonesia.

In the future, this book will be a guide and reference for zakat institutions in Indonesia
to be able to improve their skills in managing zakat risk in Indonesia. As a form of shared
accountability, we openly accept constructive criticism and suggestions to produce national
zakat risk management that is suitable with the needs of the people

Wassalamu’alaikum Warahmatullahi Wabarakaatuh

Jakarta, 24 May 2018/ 8 Ramadhan 1439 H

Irfan Syauqi Beik
Director of Centre for Strategic Studies of

National Board of Zakat




I Preface

Bismillahirrahmanirrahim
Assalamu’alaikum Warahmatullahi Wabarakaatuh

An effort to explore and develop the potential of zakat in Indonesia is to optimize the
existence of zakat institution. In terms of real collection, the total of zakat collected by
the official zakat institution in Indonesia has not reached the optimal rate. Based on the
official data from the National Board of Zakat (BAZNAS), it is known that the national
zakat collection only reached IDR5.02 trillion in 2016. The collected zakat is still less than
5% compared to its potential total.

One of the main factors that makes zakat collection not optimal is because the low level of
public trust in distributing zakat in zakat institution. It is used to educate society and one of
the strategies that zakat institution needs to do is to maintain credibility and accountability.
Errors and violations in the zakat management will potentially cause a bad reputation for
zakat institution which will also create a fatal risk. There are risks that are directly related
to the performance of zakat institution, such as errors in the zakat distribution. There are
risks that are indirectly related to the performance of zakat institution, but can have a
quick impact, such as losing professional skills of zakat administrators. There is a risk that
is indirectly related to the performance of zakat institution and the impact is long enough.
For example, the reputation of zakat institution decreases and it cannot be experienced
in a short time.

As a result, the existence of books related to the conception of risk management in the
zakat management is very important and strategic. It must be recognized, the principles
of risk management in banking are the most advanced compared to risk management
in other industries. However, not all banking risks need to be adapted for non-banking
industries, especially in zakat management by zakat institution. Therefore, based on the
results of the International Working Group on Zakat Core Principles (IWG ZCP) initiated
by Bank Indonesia, BAZNAS, Islamic Development Bank (IDB), it was agreed that zakat
institution also needs risk management. Risk identification of zakat institution is very
important because it will affect the quality of zakat management.

Briefly, the Risk Management of Zakat Management book contains identification of
various types of risks that have the potential to occur in zakat institution like in 11 big
risk areas, or 36 types of risks that have a total 405 risks in detail, which are classified into
low, medium, high and extreme risks. The risks are also considered from 4 factors, namely
Likelihood, Impact, Vulnerability and Speed of Onset, every identified risk is explained by
avalue of L, I, V, and S, their impact and the mitigation.

The author hopes that this book can be useful as an input from the zakat authority in
making “Risk Management Standards” that are in line with the Zakat Core Principle and
Technical Note on Risk Management for Zakat Institution, which are adjusted to the
general characteristics of zakat institution in Indonesia. This book will certainly be very
beneficial for practitioners in developing risk management strategies and the mitigation
that are adapted to the specific characteristics of the related zakat institution. In addition,
this book also benefits to the academic field as a reading book and / or textbook for
Islamic Social Finance, Zakat and / or Risk Management of Zakat Management.

Wassalamu’alaikum Warahmatullahi Wabarakaatuh

Editors
May, 2018
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Risk Management in Islamic Perspective

RISK AS A PART OF ZAKAT INSTITUTION

The future of zakat institution will be largely determined by the management ability
of zakat managers in dealing with various rapid transformation that occur nowadays. This
inevitable globalization, information and technology rapid transformation and innova-
tion in commercial and social finance are getting complex, dynamic and competitive. This
condition potentially increase risks to zakat institution which must be surely managed.

In addition, commercial financial institutions - as a direct partner of social and hu-
manitarian organization — has already struggled with risk. Commercial financial institu-
tion has been familiar with various techniques and instruments in managing and mitigat-
ing risks. This is something that must be prepared by zakat institution immediately besides
some risks in zakat institutions are unique and relatively varied. Why?

In commercial financial institution, the owner earns profits from the outcomes of
the organization’s operations. While zakat institution is a non-profit organization, it does
not recognize the existence of an owner in the organization, whether it belongs to the
administrators, donors or beneficiaries. In donor cases, zakat institution needs it as a fund-
ing source. This is different with commercial financial institution that already has funding
sources. Risks that arise due to the business nature in zakat institution process are because
zakat institution is not an institution that look for profit, but it orientates to keep trust in
terms of maslahah. These unique risks are zakat institution corporatization risk, amil and
volunteer governance risks, muzakki and mustahik loss risk, zakat transfer interstate risk,
and so on.

Amil need to understand a system that is able to direct social funds collected to con-
sumptive and productive activities that have risk ratio to the best potential benefits. They
are expected not only to be able in mastering techniques and financial risk management
instruments that are not contradict with the Sharia, but also a unique risk management
techniques and instruments on zakat management. Although the challenge is quite signif-
icant, if zakat institution is back to its essential characteristics by prioritizing the maslahah
of ummah in collecting and distributing social funds, the zakat institution will more likely
to be stable. But, this does not mean that the zakat institution are resistant to failure or
loss. If a zakat institution is not capable in managing the risks properly and experiencing
loss or even fail, the muzakki will no longer pay zakat to the zakat institution and they will
prefer to distribute their zakat infaq and sadagah even waqf directly to the mustahik who
are entitled to accept zakat. They will feel that zakat institution can no longer be trusted
in managing their social funds.

Overall, zakat institutions have to start to manage its risks, starting from setting the
goals and strategies for risk management, identifying, measuring and mitigating the risks,
conduct a monitoring and reporting in the implementation of risk management that have
been done. These stages will be discussed further in the following chapters.

_ Zakat Risk Management




Risk Management in Islamic Perspective

BASIC CONCEPTS OF RISK

According to Oxford Dictionary, risk means a situation involving exposure to dan-
ger; the possibility that something unpleasant or unwelcome will happen. Whereas in the
economic and financial context, risk can be interpreted as the probability of a result that is
different than expected. Thus, it can be concluded that the definition of risk is a condition
that occurs due to uncertainty of all possible negative consequences.

Risk can be categorized into several groups. For example, in the economic and fi-
nancial context, risks can be categorized into two groups, namely business risk and finan-
cial risk. Business risk is a risk that may occur due to the business nature of a company.
Meanwhile, financial risk is a risk that occurs due to the transaction of financial assets.

Basically, risks that may arise from every activity are impossible to be completely
removed, however those risks can be managed so that the probability of risk occurrence
can be minimized. In terms of responding to every risks that may occur, every person must
have a different respond to risks that can be classified as follows:

1. Risk averse
2. Risk neutral
3. Risk seeker

The different reaction from every individual will certainly affect how the individual
deals with every risks and the followings are several ways to deal with risk:

1. Avoiding risk

2. Reducing risk

3. Shifting the risk, which means transfer the probable risk that will occur, usually
by insuring the probable risk.

ISLAMIC PERSPECTIVE ON RISK

In Arabic, risk comes from the word mukhatarah which literally means danger. How-
ever, the term of risk that is frequently used in the financial industry defines risk as uncer-
tainty which means gharar in Arabic. Uncertainty in Islam refers to speculative actions such
as gambling that is also known as maysir.

In addition, the concept of risk is closely related to the term al-ghunm bi al-ghurmi
which means that every opportunity to gain a profit is followed by a responsibility to deal
with risk. Furthermore, the risk in the Islamic views is also closely related to the term al
Kharaj bi al-Daman which means that when you want to get a profit, you must be willing
to bear the loss. From the explanation above, it can be concluded that in Islamic perspec-
tive, risk is not only cover uncertainty but also includes the concepts of mukhatarah, gha-

Zakat Risk Management _




Risk Management in Islamic Perspective

rar, maysir, al-ghunm bi al-ghurmi and al Kharaj bi al-Daman.

In terms of risk, Ibn Taimiyah argues that risk in the Islamic perspective is not some-
thing that is prohibited. It is just that Allah and His Prophets forbid to consume the wealth
that is earn illegally (batil) even though it has no risk. Thus, the risk is not forbidden.

Based on these opinions, risks can be categorized as (Dusuki, nd):
1. Permissible risk

Permissible risk is related to economic activities, especially transactions to gain prof-
its. This type of risk cannot be avoided as it is attached to a transaction (inherent
risk) as based on the fundamental law of al-ghunm bi al-ghurmi which means that
every opportunity to get a profit is followed by a responsibility to deal with risk.

2. Non-Permissible risk

Basically, the difference between permissible and non-permissible risk is the ele-
ment of batil in consuming wealth or aklu al-maali bi al-baatil as illustrated in Ibn
Taimiyah’s statement mentioned.

It is also explained in the Qur'an, surah An-Nisa verse 29:

“0O you who have believed, do not consume one another’s wealth unjustly but only
[in lawful] business by mutual consent. And do not kill yourselves [or one another].
Indeed, Allah is to you ever Merciful.”

Experts argue that this risk is closely related to the element of excessive uncertainty
which is prohibited by Sharia. In Arabic, it is called gharar jasim or gharar fahish, and
also can be defined as zero-sum games.

3. Tolerable risk

Apart from the two risk categories discussed above, (permissible and non-permissi-
ble risk), there are another type of risks which can be tolerated but can be avoided.
In dealing with this risk, it can be done by avoiding, minimizing or protecting an
activity from the intended risk. However, the methods of anticipating this risk shall
be in accordance with Sharia.

In regards to risk management in Islamic perspective, the Quran instructs to man-
age risk as has been performed by Prophet Joseph (Yusuf) by avoiding those risks or by
diversifying the risks. One example of the verse in the Quran that states risk management

is surah Joseph verses 47-49:

“[Joseph] said, “You will plant for seven years consecutively; and what you harvest

_ Zakat Risk Management
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leave in its spikes, except a little from which you will eat. Then will come after that seven
difficult [years] which will consume what you saved for them, except a little from which
you will store. Then will come after that a year in which the people will be given rain and
in which they will press [olives and grapes].”

From the verses above, it can be concluded that the Quran has taught risk manage-
ment in facing difficult conditions, such as a long dry season. To mitigate this problem is
by planting food crops before the arrival of the dry season and storing the food for sup-
plies during a long dry season.

In addition, an example of risk management is also stated in Surah Al-Bagarah verse
282:

“0O you who have believed, when you contract a debt for a specified term, write it
down. And let a scribe write [it] between you in justice. Let no scribe refuse to write as
Allah has taught him. So let him write and let the one who has the obligation dictate. And
let him fear Allah, his Lord, and not leave anything out of it..."”

From the verse above, one of the risk mitigation that can be performed in terms of
debts is by recording it. This is done to mitigate the risk if there is a party who denies the
agreement.

Based on this explanation, it can be concluded that risk in Islam is not something
that is prohibited, but it is a matter that have to be endured by managing or minimizing
the risks in accordance with the Sharia.

BENEFITS OF MANAGING RISKS

As previously discussed, risk is a condition that cannot be removed as in each activity
there is at least an inherent risk. However, this risk can be mitigated. One of the ways is by
implementing risk management.

Risk management includes activities of planning, organizing, directing, and con-
trolling in order to achieve effectiveness and efficiency. In the Islamic perspective, risk
management must certainly be in accordance with Sharia that emphasizes halal (permissi-
ble) and haram (prohibited) activities to achieve goals. The benefits obtained from a good
risk management are as follows:

1. It can identify the possibilities of risks.
An early identification of possible risks, will make the planning that has been
made more accurate and better in the future.

2. It can mitigate risks as the results of previous identification.

3. It can conduct an appropriate supervision as the possible risks so that the activi-
ties performed can be more effective and efficient.

Zakat Risk Management _
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n Zakat Overview

INTRODUCTION TO ZAKAT HISTORY

Zakat is the third pillar of Islam which discuss about the right of wealth. At the
beginning of the emergence of Islam, attentiveness to the poor has been explicitly written
in the Quran. Some surah that was revealed at the beginning of prophethood like Surah
Al-Muddatsir has emphasized Muslims to pay attention to the poor. The surah tells about
a group of “the right people” who asked unbelievers and liars to be put into Hell of Saqar.
It is clearly explained the reason is because they are reluctant to perform salat (prayer) and
do not feed the poor (Qur'an 73:38-46). The statement illustrates that Islam comes with a
full concern to protect and provide support of the poor and the needy.

The obligationto pay zakatis prescribed inthe second year of Hijra. The administrative
provisions and zakat management started to be organized as instructed and performed
by the Prophet Muhammad when he was in Medina. It starts with zakat al-fitr which
is mandatory for all Muslims after one month of fasting in Ramadan. Provisions on the
amount of zakat al-fitr have been determined by the Prophet Muhammad in the hadith
which is one sa’. This amount is based on the opinion of majority of scholars, with different
measurement sizes. Qardhawi (1973) states that one sa’ is 1/6 Egyptian litre or 1/3 Egyptian
container, it equivalent to 2,167 grams. In its management, the Prophet Muhammad
directly exemplified the operation and distribution. It includes the appointment of some
companion to collect zakat al-fitr as amil and also distribution to Medina and outside of
Madinah.

Besides zakat al-fitr, Islam also explains zakat maal (wealth). The affirmation of
spending zakat on wealth has been explicitly stated in the Quran. It is mentioned clearly
that there are 4 assets that are subject to zakat in the Quran, namely; 1) gold and silver
(QS 9:34), 2) crops and fruits (QS 6: 141), 3) Merchandising businesses and retails (QS 2: 267)
and 4) mining goods (Qur'an 2: 267). In this case, the general formula in the Quran is to
distribute wealth (Qardhawi, 1973). Zuhayli (1985) discussed that there are five assets that
compulsorily subject to zakat, which are money, minings and treasures (rikaz), commercial
wealth, livestocks and fruits.

zakat management develops from time to time which can be grouped into 4 periods,
namely the period of the Prophet Muhammad, the khulafa ‘rashidin, the Islamic caliphates
and the modern era. At the time of the Prophet Muhammad, the zakat collection was
conducted traditionally. The operational of amil are grouped into five, namely a) catabah,
administrator for writing and recording, b) hasabah, officers who calculate and estimate
the total of zakat, ¢) jadzabah/akhdzah, officers who collect zakat from muzakki, d)
khazanah, officers who safekeeping zakat and e) gasamah, officers who distribute zakat
(Nasution, 2006). In the period of the khulafa ‘rashidin, the zakat management have
developed according to variety arise and it happens until the period of Islamic caliphates.

The amount used is 2.5 percent of gold and silver with a minimum amount of wealth
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(nisab) of 85 grams and reaches one-year possession (haul). Meanwhile for the agriculture,
it charges 5 percent of agriculture with paid irrigation or special irrigation and 10 percent
for rain-fed agriculture without certain payment. The amount of zakat in these assets has
been determined in Sharia.

In this modern era, Qardhawi (1973) described in detail about zakat on salary and
other related zakat that shall be issued. Opinions about the amount that must be issued
for zakat are:

1. one-tenth taken from the net income after deducting the costs, debt and basic
needs this is equivalent to agriculture products with rain-fed systems. The
net income is gaining from revenue generating assets such as from factories,
buildings, printing, hotels, cars, airplanes and the same things;

2. a fortieth (2.5%) taken from profit of the generating assets in the trade sector
is equivalent to the zakat of gold as in accordance to the provisions of nisab
(taxable limit) and haul;

3. a fortieth (2.5%) taken from a salary/professional income or assets with
maturity. This amount follows the concepts of Ibn Mas'ud and Muawiyah
who have deducted a certain amount for the salaries of soldiers and other
employees (Qardhawi, 1973: 488-489). The development and comparison of
zakat management can be seen in the following table.

Table 1: Comparison of Zakat Management in Islamic Era
Aspect Initial Period Caliphate Period

) Appointment of amil in a Government bodies in more
Collection Agent )
simple structure complex structure

Dominated by consumptive . . e
There is an improvisation in the

Distribution Program rograms; minimum produc- o .
9 prog B distribution program

tive-based program

The object sources subject to
zakat is expanded along with
the economic development of
ummah

Limited to the source that
Zakat Object are explicitly stated in the
Qur'an and hadith

Simple institutional structure; | More complex institutional struc-
Zakat Management

limited territorial coverage tures; wider territorial coverage
Zakat regulation and gover- | Not only refers to Quran and
Regulation and Gover- | nance are directly under the | hadith, but also zakat regulation
nance guidance of Prophet Muham- | and governance arise in a simple
mad form

Source: Beik, I.S., et al (2014) Zakat Core Principle
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The collection of zakat from period to period has developed following the needs
and the current development. In zakat payment, Islamic scholars have different opinions.
Hanafi scholars allow to pay zakat in other form of values while the Syafi'i and Zahiri
only allow the same item. Maliki and Hanbali allow monetary value to certain items and
forbid a few specific items. Based on the scholars’ opinion, zakat management institution
is expected to be able to cover various ways of zakat payment in order to accommodate a
diverse community. Facilities offered such as payments in the form of money, commodity
goods, electronic money, transfer and etc. are presented for the convenience of community
in paying zakat (Beik, et al, 2014).

ZAKAT MANAGEMENT

Zakat management develops along with the economic development of ummah. At
the beginning of zakat management, the Prophet gave examples and practices to the
companions. As prescribed in Medina, the Prophet held two roles as a religious leader
and state leader. The concept of zakat management practiced by the Prophet is under the
administration of Islamic government. The management carried out under government
and institution is actually to support the core goal of zakat, such as fighting poverty and
minimizing the gap between rich and poor. This concept is not entirely criticised as in this
case Islam is a religion and state (Rofiqg, 2004).

In the context of modern management, zakat is managed by referring to the
management stages like planning, organizing, actuating, and monitoring. Conceptually,
planning is the process of thinking about the goals and objectives to be achieved, actions
that must be implemented, forms of organization that are permanent to achieve, and
people who are responsible for the activities to be carried out by an institution. Zakat
planning includes several things such as: a) setting goals and objectives of zakat as guided
by Islam, b) establishing the form and structure of zakat institution in accordance with
current regulations, c) establishing and planning procedures for collecting, managing,
recording, distributing and a good governance, d) determining the period of collection and
the distribution appropriately, e) determining the amil who are competent, committed,
integrated, professional and understands zakat and its related aspects, f) establishing a
monitoring system for planning, strategy, management, implementation, development
and evaluation that are continuous and sustainable (Jaelani, 2016).

In order to implement zakat planning, it require organizing with structural
approaches such as organizational charts. It is started with the leaders and advisory
board, supervisory and fatwa board, heads of division, managers, teams and others. Every
position is interpreted in the form of duties, obligations, responsibilities, authorities, limits
and job descriptions. Organizing zakat institution must be based on trust and partnership
so it can create elements of mutual assistance and responsibility. The appointment of amil
have to structurally and functionally suitable with its respective capabilities and have to
possess a good understanding of zakat. This knowledge should be owned by not only the
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top level of management, but also the middle and low level of management.

In the implementation aspect, zakat institution must have professional amil who are
competent, high integrity and responsible. Determination of amil is greatly determining
the success of zakat institution both the institutional and the main objectives like reducing
poverty and helping the poor. There are three steps in the implementation of zakat
institution, which are: 1) Selection and determination of amil (based on the requirements
of amil); 2) Forming and finding the source of zakat funds by forming zakat units/zakat
counter at certain places, zakat training and promotion, cooperating with mosques and
other institutions, and creating Islamic bank accounts etc; 3) Distribution of zakat funds
by making priority scale, distribution allocation, recording the mustahik (Jaelani, 2016).

Monitoring or controlling is performed to measure, improve and develop the
overall performance of zakat institution. It is started from both institutional structure
and function at all levels of management and especially on the performance of amil. The
pattern of supervision can be carried out as follows: a) establishing operational systems
and standards in accordance with Sharias and such as reporting, auditing and publications
legislation, b) measuring the performance with the achievement of job description
standard, ¢) improving the irregularities and errors with requirements that have been
determined by zakat institution (Jaelani, 2016).

UTILIZATION OF ZAKAT

The The determination of eligible recipients of zakat (mustahik) has basically been
determined in Surah At-Taubah verse 60:

“Zakah expenditures are only for the poor and for the needy and for those employed
to collect [zakah] 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.” Thus, only the eight
groups mentioned who are entitled to zakat.

In the period of the Caliph Abu Bakr (ra), there is no ijtihad regards to zakat
management, however it follow what had been done by by the Messenger of Allah.
The notable event during the Caliph Abu Bakr is the hypocrites refused to pay zakat.
The refusal of zakat was responded firmly and strongly by the government of the
Caliph Abu Bakr by waging war against them. During the Caliph Umar lbn Khattab,
various improvements emerged in zakat management. Specific office/departments are
established in order to administer the government needs including baitul maal which
deals with the administration and zakat management. Additionally during the Caliph
Umar, there is termination of zakat allocation for the mualaf (a new convert) (Usman,
1994). The justification of the scholars of Umar’s ijtihad are that the converts obtain zakat
to strengthen their hearts that are still weak. However at that time Umar did not found
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this condition and the condition of the Muslims were very strong and solid. This ijtihad
therefore were not refused by the companions, and became an ijma’ of the companions
(Beik, et. Al, 2014). In the asnaf aspects, Umar also conduct an ijtihad by grouping the
mustahik into twelve groups that were introduced with the social mutual (al-takaful al-
ijtima’i).

The eight groups that are entitled to zakat as mentioned in The Quran are:

The needy and the poor. There is an opinion from Abu Yusuf who is a follower of
Imam Abu Hanifa, and lbn Qasim who is a follower of Imam Malik, that the needy and
the poor are from the same group. While the majority opinion of the scholars opine that
the two groups have differences in prioritizing zakat distribution. Imam Tabari gives a
definition of the needy which means a person who is in need but he or she does not beg
to others, meanwhile the poor is a person who is in need and beg to others. According to
the opinions of Hanafiyah, the needy is a person who has no wealth below the zakat nisab
(taxable limit) comprising household, goods, clothing and others for the daily needs. The
poor is defined as people who have nothing. In short, the criteria of the poor according
to Hanafiyah are: a) no wealth; b) having a place to stay, goods or furniture that is not
excessive; ¢) having monetary currency less than nisab (taxable limit), d) having other
wealth beside monetary currency that is less than nisab (taxable limit) such as four camels,
thirty-nine goats worth no more than 200 dirhams. Meanwhile according to the three
other scholars (Malikiyah, Syafi'iyyah, and Hanabilah), the needy is people who do not
have assets or limited income in fulfilling their needs and the people who are under their
care such as clothing, food, house and other basic needs for individuals or people who
are under their care. The poor is described as those who have assets or reasonable income
in fulfilling their needs and their dependents’, but the wealth does not fully cover their
needs (Qardhawi, 1973). According to Syafi'iyah and Hanabilah, the needy is a person
who does not have any wealth and job, while the poor as in Surah al-Kahf: 79 “As for the
ship, it belonged to poor people working at sea,” The poor has a job but has not enough
covered their daily need or people in their dependents like the wages only 8 dirham and
the daily needs are 10 dirham (Zuhayli, 1985).

Amil of zakat (zakat administrator) are those who manage all zakat activities,
starting from collecting zakat funds and safekeeping it. The role of amil is very important
as it is stated after the needy and the poor. Amil collect the funds to be handed to the
treasurer of Baitul Maal, safekeep it and then distribute it to the other mustahik (zakat
recipient) groups. Regarding the zakat part given to amil, the scholars have different
opinion. Imam Shafi‘i considers the portion of amil to be similar with the other groups,
which is 1/8 of the total fund collection. However, if the wages given are not sufficient
with their work, it can be added out of the zakat fund. This is supported by the opinion of
majority scholars who declare that zakat administrator wages must be sufficient with the
work even though the wages are greater than specified (Qardhawi, 1973).
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The group of converts. Those who have a heart tendency or iman are likely to
increase to Islam, or the erasure of their bad intentions towards Muslims or will come
from them willingness to defend and help Muslims against the enemy.

Freeing slaves. This is seen into two views. First, helping the slaves who has an
agreement with their master to be freed by seeking a certain amount of wealth to free
them self. Second, Individual or jointly use their wealth to free slaves, or buy slaves and
give them a freedom.

People who are in debt (gharim). Imam Abu Hanifah define gharim as a person who
has debts and does not have any asset to pay his debt, while Imam Malik, Imam Shafi’i and
Imam Ahmad calssify the gharim into two categories based on the consequences, namely
1) people who are indebted for their own benefit and 2) people who are indebted for the
benefit of society. Furthermore, people affected by disasters are included in this group as
founded in the hadith of the Prophet.

People who fight God's way (sabilillah). Determination of sabilillah among Islamic
scholars is different. The scholar from Hanafi school determines sabilillah in various ways
with the condition that there is a poverty and a need such as the army, Muslim pilgrims,
knowledge seeker (student) or people who fight for goodness. The Islamic scholars Maliki
argue that sabilillah is related to war, jihad and so on. The mujahid and the border guards
are allowed for jihad such as weapons, kud, castles, warships and others. The Syafi'l
scholar are in line with the Maliki that focus on jihad and mujahid, however there are two
differences, namely 1) determining the mujahid do not to get a fixed salary from the state,
2) their share should not exceed the two priority groups of the needy and the poor. The
Hanbali is in line with the opinion of the Syafi'a, there are only a few differences related
to poor pilgrims.

Ibn Sabil, which is stated eight times in the Quran, is a musafir (traveller). Islamic
scholars have different opinion in the category of people who plan to travel and people
who get lost on the way. Jumhur stated that people who plan to travel are not entitled to
zakat as they are still in their area and not in a foreign group, and they do not call sabil,
while Imam Syafi’i allows them to be musafir (traveller) or intended to travel.

Had Kifayah

The criteria of had kifayah for the needy and the poor in every Islamic country and
zakat institution are different from one another. The main source of the criteria refers to
the Quran and hadith texts while the interpretations and explanations are different based
on the perspective and the condition. The zakat institutions see the poverty level that has
been carried out by supporting institutions such as statistics and population bureau or
other related institutions to determine the poverty level or had kifayah. Some countries
use the individual approach and some others use a household approach. Each countries
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have a different criteria in determining the needy and the poor according to the amount
of income or daily or monthly expenses. This happens because the economic level and the
country natural resources are different one another.

Malaysia through Waqf, Zakat and Hajj Department (JAWHAR) has established
poverty threshold with the main considerations which include shelter, foods, clothes, health,
education and transportation based on Magashid Sharia. However, the determination is
given back to every Islamic Maijlis (Islamic parliament) in every state in Malaysia which
depends on the number and age of family members (JAWHAR, 2007). Parid (2001) discuss
that zakat distribution is at least meet the needs of individual lives and the dependents.
The amount of zakat funds given to the needy and the poor have to be in line with a
quality life as the distribution of zakat funds is to fulfil the basic needs (dharuriyyat and
hajjiyat) (Al-Habshi, 1990).

In Indonesia, a study of the Had Kifayah has been carried out by BAZNAS Centre for
Strategic Studies. Had kifayah calculates the standard of basic needs of each family based
on Maqasid al-Sharia perspectives. There are 7 (seven) dimensions used to calculate the
standard of Had Kifayah, namely: (1) food; (2) clothes; (3) house; (4) worship; (5) education;
(6) health; and (7) transportation. Furthermore, the number of family members covered in
calculating had kifayah is 4 (four) people. This calculation is subjected to the condition. In
the event of a family member exceeds 4 (four) people or less than 4 (four) people, or there
are family members with a special need, the amount of had kifayah can be adjusted to the
actual number of family member and the condition of each family member.

The average of had kifayah in Indonesia reaches Rp. 3.022.142.00 per family per
month or Rp. 772.088.00 per capita per month. Based on the results of this calculation, the
eligible recipients whose the monthly income is still under had kifayah can be prioritized
to be assisted with consumptive program, however, if the mustahik have the income
above had kifayah but still under the nisab, then the assistance can be provided in the
form of productive program (BAZNAS , 2018a)

Consumptive Program

Zakat is a pillar of Islam which contains two aspects, the worship in specific and the
worship in general. Beside to purify the self and wealth, Zakat also has a function to fight
poverty in the community. The muzakki pay zakat of their wealth to fight poverty around
their environment. A poverty will always exist as a form of sunnatullah, however it cannot
be neglected without any action to reduce the number of poverty. The minimizing action
required by Islam is a proper management of zakat so that it reduces poverty in an area.
The achievement of zakat management in implementing community goals is by fighting
the poverty through a good distribution and management (Qardhawi, 2005).

An significant concern must be given to zakat management which ensures the
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optimal utilization of zakat to mobilize Muslims, the needy and the poor and to improve
the quality of life. Zakat can be distributed in two forms, first; a direct financial assistance
to the needy and the poor who do not have a decent life, good health, and encourage
them to live sustainably. Second; a tool to actuate the industries and trades as a working
equipment for the needy and the poor with special expertise, working capital for the
poor merchant, seeds for those who are interested to agriculture and livestock and other
assistance that is suitable with the capacity and expertise. This is in line with the opinion
of Imam Al-Nawawi who encourage the needy and the poor to be assisted according to
their skills so they can move out of the poverty circle. There are two concepts offered in
the distribution of zakat, namely long-term distribution concept (kifayah al-‘'umr) and
short-term distribution concept (kifayah al-sanah) (Abu Bakar & Ghani, 2011).

In practice, the distribution of modern zakat funds must be able to represent
economic aspects both micro and macro. In the micro aspect, zakat distribution in a form
of consumptive programs that can be directly realized by the mustahik. The consumptive
programs that can be carried out by zakat institutions are the distributions of staple foods,
clothing, or similar items as had been demonstrated by the Prophet Muhammad and his
companions. In addition, other forms that can be done in the short term are the health
assistance, cash for daily consumption and so on. The direct function of poverty alleviation
must not be eliminated from zakat distribution for the continuity and sustainability of the
life of mustahik. Meanwhile, in macro aspect, it can be seen from the movement of macro
variables such as the consumption level, an investment which stimulates production and
consumption simultaneously and suppresses the imbalance of country fiscal.

Productive Program

The socio-economic aspect which lifting the needy and the poor out of poverty life
to a decent and prosperous life is one of the core requirements of zakat. Giving zakat
to the needy and the poor that can lift them from poverty to competence, from lack to
sufficient and not returning to poverty is the focus of zakat (Sabiqg, 2005). Al-Syiddiqy
(1987) states the same thing, the distribution of zakat funds to the needy and the poor is
recommended to be able to fulfil their life and make a business capital.

The concept of short-term distribution certainly supports the needy and the poor
to live, but the concept of long-term distribution helps the needy and the poor to live
at better level, at least it can lift the poor from mustahik to become those who are not
entitled to zakat and even better become muzaki. In order to achive that, therefore zakat
institution introduces the concept of productive zakat. Productive zakat is an approach in
the zakat distribution which makes the mustahik continuously produce something with
the zakat they receive by developing it in a form of productive enterprises (Asnaini, 2008).

Productive programs in zakat distribution are presented to meet the needs of the
needy and the poor for a better life in various ways such as capital assistance in the form
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of cash, tools and equipment for the mustahiq who have special skills; trading, carpentry,
gardening, farming and so on. The assistance of productive programs also can be in the
form of training and capacity enhancement, educational assistance like scholarships
for the needy and the poor, assistance for education and da‘wah institution and other
community empowerment.

ZAKAT ACCOUNTABILITY
Administrative Accountability

There are three types of zakat management that has been applied, first; management
is carried out by voluntary institution (voluntary) without government intervention,
second; zakat collection is carried out by the government which based on a voluntary
individual initiative, and third; management is fully carried out by the government. The
three existing scheme are having their respective advantages and disadvantages. These
scheme characteristics in management, collection and distribution of zakat can be seen
on Table 2.

Table 2: Scheme Characteristic of Zakat Management in Several Countries

Characteristics of Collection

Mandatory Voluntary

Saudi Arabia, Pakistan, Sudan, Libya,
Republic of Arab Yemen, Kuwait,

. Bangladesh, Bahrain,
Government Malaysia (Johor, Kedah, Kelantan, .
. Jordan, Indonesia
Perak, Perlis, Sabah and Terengga-

nu)
Institution cooperates Malaysia ( Pinang, Selangor, Sar-
with government awak, Negeri Sembilan, Pahang, Singapore, Egypt
(corporation) Melaka, and Federal Teritory)

South Africa,
Algeria, Indonesia

Source: Beik, et al. (2014)

Saudi Arabia enacted zakat management based on the kingdom regulations
which was began in 1951 which previously was not regulated in legislation. The Royal
Court No.17/2/28/8634 dated 29/6/1370 H or 7/4/1951: “Shar'i Zakat as in accordance to
the provision of Shariah Islamiyyah, is obligated to the individual and cooperation of
the Saudi nationality”. To manage zakat management, the government of Saudi Arabia
forms a special department of Division of Zakat and Income Tax (Maslahah Al-Zakat wa Al-
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Dhakh), under the Ministry of Finance, and the distribution by the Department of Social
and the Employment under the Director General of Social Security (Dhaman ljtima‘i). The
management process is based on the principle of transparency and accountability with
the e-filling system to the Department of Zakat and Income Tax (DZIT) that is carried out
by individuals and companies. The zakat collection is performed in five forms, namely
field workers, salary deductions, collection staff, system of debit demand and collection
in offices.

The accountability conducted by DZIT in zakat management and taxes includes; 1)
reviewing, assessing and collecting zakat funds from Saudi citizens and residents of the
Saudi and residents from the gulf country; 2) reviewing, assessing and collecting taxes
from individuals and cooperation to the taxpayer object; 3) following up on the deadbeat
of zakat, taxes and penalties; 4) developing the working procedures by improving research
and studies to find the solutions of the problems arise in their applications; 5) publishing
statistic reports of DZIT operation including: taxpayer numbers, categories, locations and
activities. Submitting an annual report on the achievements, income, and expenditure
of DZIT to the authorized parties (Al-Awaji, Deputy Director of DZIT). The application of
zakat management in Sudan is in line with Saudi Arabia which is under the Department
that regulates zakat and taxes, namely the Zakat Bureau of the Ministry of Information
and Planning which is regulated in the Zakat Law of 1984. Zakat Laws Sudan allows zakat
distribution in the same province area or transferred from one province to another by the
President.

Zakat management in Kuwait under Zakat Law in 1982 and the legislation No. 46
dated 2006 under the responsibility of the Kuwait Zakat House, Ministry of Waqgf and
Religious Affairs. Collection is carried out on voluntarily by obliged zakat payers (muzaki)
and requires corporations to pay zakat 1 percent of the net income earned in one year. The
Kuwait Zakat House focuses on the strategic planning, by adopting scientific methodology
and planned studies.

Zakat management in Pakistan is reqgulated in the Zakat and Usyr Law in 1979 and
developed by the legislation 1980. The Central Zakat Fund is the centre of overall zakat
management in Pakistan with four provincial zakat funds, 81 local zakat funds and up
to the smallest unit level in the region. The distribution is given to eight groups of zakat
recipients with priority scale stated in the law “the top priority is given directly or indirectly
to the needy and the poor especially widows, disabled people through formal education
in schools, skills education, hospitals, clinics, and others. However, the system running in
Pakistan has not been maximized by the weaknesses in auditing, comprehensive planning,
ineffectiveness in the distribution and the absence of zakat income and zakat profession.

Malaysia has a pattern of zakat management that is different from other Islam
countries. The kingdom has the Majlis of Religion, the State Islamic Religious Councils
(SIRCs) in every state (province) through the 1986 Federal Law given a power to take
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care of Islamic issues, including waqf and zakat (Zaenal, et al., 2016) then authorized by
the Department of Zakat and Hajj JAWHAR) in 2004 by Prime Minister Tun Abdullah
A. Badawi to pay special attention to the zakat institution. JAWHAR only monitors and
coordinates with the Islamic Religious Council in each country (province). These thirteen
states have their own regulations, which are coordinated by the Prime Minister’s Office
through the Directorate of Islamic Development. To facilitate the administration of zakat
collection and distribution, a small amil unit was established which is called the Pusat
Pungutan Zakat (PPZ) in 1991. The level of effectiveness and efficiency in managing zakat
funds both collection and distribution varies from state to state. Zulkefly, et al. (2002)
state that it is important to compare the role of the Selangor Zakat institution which is
considered as the most effective zakat institution than the others.

The administrative process that occurs in zakat management institutions is expected
to be transparent and accountable. To maintain the performance of the institution and
guarantee the image to the public, the transparency of the zakat management institution
must be done by providing financial information openly and honestly to society for the
responsibilities in the management of the entrusted resources and the compliance with
applicable laws. Furthermore, the accountability can be an ignition of the society trust
to channel zakat through zakat institutions. Accountability is a form of responsibility of
zakat manager and a form of policies implementation that are entrusted to the reporting
institution in reaching the objectives that are determined periodically. Accounting,
transparency and accountability in zakat institutions must be realized properly in order to
achieve the core objectives of zakat management.

ZAKAT MANAGEMENT IN INDONESIA

Zakat management in Indonesia has begun in the early era of the Islamic empire in
this country. The Islamic kingdoms of Aceh, Banjar, Demak and others have implemented
zakat management system even though it is very traditional. In Aceh, zakat and tax
payments (tribute) was paid together with agricultural crops (Faisal, 2011 in Hollander,
1895). The kingdom of Banjar regulated zakat and tax payment to the Mantri Bumi, an
expertise from royal citizens (Rass, 1968).

During the Dutch, Allied and Japanese colonial periods, the payment of zakat
was stagnant because the invaders knew that zakat was used to fund the battles that
occurred in the regions so the invaders banned it (Ali, 1988). However, at the beginning
of the twentieth century, the colonial government lifted its ban by issuing regulations in
orninantie of Netherlands Indies government No.6200 in 1905 stating that they will not
interfere in the management of zakat and be given entirely to Muslims (Faisal, 2011).

During the Indonesian independence phase, the 1945 Constitution (UUD 1945)
stated in Article 29 regards to the permission of Sharia implementation and Article 34
about children and the poor are the responsibility of the state. In 1951, it was noted
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that the Ministry of Religious Affairs had issued a government circular regarding the
implementation of zakat al-fitr (Depag, 2002). In the New Order period, a competition
between nationalists, Muslims and secularists, have a deficient psychological condition
made zakat management nonoptimal which only ranged among individuals. Government
relation with zakat management are suspicious to each other (Jaelani, 2016). Starting
in 1968, the New Order government gave a space by issuing Presidential Decree No.7 /
PRIN / 10/1968 regarding zakat management, and thus the National Zakat Agency, Infaq
and Sadagah (BAZIS) was established starting from DKI, East Kalimantan (1972), West
Sumatra (1973), West Java (1974), Aceh (1975), South Sumatra and Lampung (1975), South
Kalimantan (1977), and South Sulawesi and West Nusa Tenggara (1985). As one region has
a different procedure with another region, problems are mostly arise in terms of synergies
and mechanisms of cooperation between institutions and government and the private
sector (Ali, 1988).

The zakat regulation continue in 1984 regarding the instruction of the Minister of
Religious Affairs No. 2 about Infaq by giving one thousand rupiah during the Ramadan
month. In 1989, the Minister of Religious Affairs issued an instruction to do a training for
zakat infaq and sadaqgah to Islamic institutions who managing zakat, infag and shadaqgah
for Islamic education institutions and other. Then, in 1991, a joint decree was issued
between the Minister of Religious Affairs and Minister of Home Affairs No. 29 and 47 for
the guidance of the National Zakat, Infag and Sadagah Agency and continued with the
Instruction of the Minister of Religious Affairs No. 5 of 1991 regarding the guidance of
technical guidelines for BAZIS (Fakhruddin, 2008).

During the reform era, zakat management obtain the freedom with the enactment
of Law No. 38 of 1999 concerning Zakat Management issued by the government. Zakat
management became massive in the national level to the regions with the consequence
of the National Board of Zakat (BAZNAS) formation at the national level and the Regional
Zakat Agency (BAZDA) at the regional level. BAZNAS was formed based on the Presidential
Decree No. 8/2001 dated January 17, 2001 (Fakhruddin, 2008)

The latest Law related to the Zakat Management is Law No.23 of 2011 and it is
interpreted in the Government Regulation No.14 of 2014 concerning Zakat Management.
These two basic legal instruments have strengthened the zakat management system, from
the process of collecting, managing, reporting, distributing and auditing on the basis of
high transparency and accountability. The direction and objectives of zakat management
are getting clear with these two regulatory instruments. The current phase is the transition
phase towards the ressurection of zakat, with the synergy of the government, BAZNAS,
BAZNAS Province and Regency/City and LAZ. The strengthening and the institutional
reforms are considered to be more effective in optimizing the results for the collection
and distribution that are more efficient and more effective
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ZAKAT INSTITUTIONS

Organization and work procedures of zakat management in Indonesia nowadays is
regulated in Law Number 23 of 2011 about Zakat Management. The Law is a substitute for
Law Number 38 of 1999 concerning Zakat Management which previously became the legal
basis for the zakat management in Indonesia.

Law No. 23 of 2011 specifically give a mandate to the National Board of Zakat (BAZNAS)
as the main executor in the zakat management in Indonesia and the government has a
function as a guide and supervisor to the zakat management carried out by BAZNAS. The
change in the regulation has substantively transformed a system of zakat management
in Indonesia. The zakat management system based on Law Number 23 Year 2011 will be
clearly discussed in management procedures as follow.

Based on Law Number 23 Year 2011, BAZNAS is formed by the government in
performing the authority of zakat management nationally. The authority to implement
the collection, distribution, and utilization of zakat nationally includes 4 (four) functions
that precisely stated in Law Number 23 in 2011, as follows: (a) the planning function of
zakat collection, distribution and utilization; (b) the implementing function of zakat
collection, distribution and utilization; (c) the controlling function of zakat collection,
distribution and utilization; and (d) the reporting and accountability function of zakat
management (Article 7).

Apart from the four implementing functions of zakat collection, distribution
and utilization nationally, BAZNAS also has 2 (two) non-operational functions of zakat
collection, distribution and utilization, namely: (a) giving a consideration for BAZNAS
formation in BAZNAS province and district/city (Article 15) and (b) giving a permit
recommendation for the formation of the Zakat Institutions (LAZ) (Article 18).

In providing an operational enlightenment of the Law Number 23 of 2011, the
Government issued Government Regulation Number 14 of 2014 about the Implementation
of Law Number 23 of 2011 about Zakat Management. In the Government Regulation,
BAZNAS obtains a number of additional authorities beyond the functions of collection,
distribution and utilization of zakat.

There are at least 4 (functions) which then strengthen the position of BAZNAS as a
regulator in the zakat management in Indonesia, namely: (a) giving a consideration to the
appointment of BAZNAS leaders in BAZNAS province and district/city (Article 36 & Article
43) and (b) Authorization of the rights of amil and budget planning/RKAT of BAZNAS
province an district/city (Article 69). With these two “non-operational” functions, actually
BAZNAS (in national scale at the central, different from BAZNAS province and district/city)
has two functions simultaneously which are operator function and regulator function.
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In Law Number 23 of 2011 and the Government Regulation Number 14 of 2014, both
of them reinforce each other that the main authority in the implementation of zakat
management in Indonesia is the government, in this case through the Ministry of Religious
Affairs. BAZNAS as the executor of authority for national zakat management in Indonesia
is appointed by the President of the Republic of Indonesia after obtaining a consideration
from the parliament of the Republic of Indonesia (DPR RI).

The institution structure of zakat management or zakat institution in Indonesia,
besides BAZNAS at the central level, there is also BAZNAS at province level, BAZNAS at
district/city level, assisted by the Zakat Institutions (LAZ) at national level, LAZ at province
level and LAZ at district level/city. With the current OPZ formation, each government,
from the central to the regions in the entire government administration in the Republic
of Indonesia, actually has a function as a regulator. Beside the role as an appointment
function of the OPZ leaders from the central to the regions, it also has a role to provide a
conducive situation for zakat management in Indonesia based on the level of the territory
of the government. In maximizing the zakat management, the Zakat Management
Organizations (OPZ) as the executor of the government, are also projected can actively
participate in the process of zakat risk management as described in the previous chapter.

The structure of zakat management institutions in Indonesia can be illustrated in
the following figure:

Figure 1: The structure of Zakat Management Institutions in Indonesia

President
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- National Board of Zakat as a Regulator
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National Board of Zakat as an Operator Zakat Institutions
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URGENCY OF RISK MANAGEMENT FOR ZAKAT INSTITUTIONS

A public financial institution, including zakat institution, has a strategic position
as institution who manage the funds of ummah, especially zakat. As a strategic non-
profit organization, the zakat institution has become a new hope to improve the welfare
of ummah. In addition, banking institutions have also become one of the agents of
development in encouraging the development progress through the distribution and
utilization services.

Of course, in carrying out their duties and functions, zakat institutions must be
exposed to various type of risks. To keep the functions and duties running properly and
maintain the sustainable of the business process, the zakat institution is required to
manage the risks effectively.

Risks in the context of zakat is a potential event, can be both anticipated and
unanticipated that have negative impacts on the trust level, sharia compliance and
sustainable of the business processes. These risks are inevitable, but can be managed and
controlled. Therefore, like other institutions in general, zakat management also require a
series of procedures and methodologies that can be used to identify, measure, monitor and
control the risks arising from business activities, or commonly known as risk management.

The risk management is targeted at identifying, measuring, monitoring, and
controlling the process of zakat management with a reasonable risk in a directed,
integrated and sustainable manner. Thus, risk management has a function as a filter
or an early warning system for zakat management activities. In general, the urgency of
risk management in zakat management can be divided into five (5) such as: (1) Providing
information about risks to the regulators and other involving parties; (2) Ensuring zakat
institutions do not experience the opportunity-loss even it is unacceptable; (3) Minimizing
the opportunity-loss from various uncontrolled risks; (4) Measuring the risk exposure and
concentration; (5) Ensuring the sharia compliance in the zakat management, especially
risk mitigation.
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Risk Management Framework for Zakat Institutions

The following chapter explains the stages of risk management in zakat institutions.
These stages are then divided into several steps, namely the risk identification process, the
risk measurement process, the risk heat map development process and the risk mitigation
process. A discussion of each step is given below.

RISK MANAGEMENT MODEL FOR ZAKAT INSTITUTIONS

Zakat is an instrument that has strategic value in the community development of
a country. It is a social instrument that can have a very significant impact if it is managed
correctly and professionally. Igbal (2014) describes zakat as a redistributive pillar which
help the extreme poor and the poor to escape from poverty and eventually become finan-
cially included. Therefore, in the IDB Expert Meeting in December 2012, it was agreed to
make the instrument part of the assessment of the stability of the Sharia financial system
in a country. This was done by introducing the new term “Islamic social finance”.

This step was taken as part of the core Financial Sector Assessment Program (FSAP)
for Islamic Finance, developed by IRTI-IDB (Muljawan, 2011). This core is expected to be a
reference for assessing the health of the Islamic financial system, as well as an indicator
for identifying sectors in the economy with the potential for having a positive multiplier
effect on economic development, or conversely for creating a negative systemic impact if
it is not managed properly.

In this context, the very strategic, especially when considering the economic poten-
tial of the role of zakat becomes instrument. The study of Firdaus et al. (2012) reveals that
the potential of national zakat reached Rp217 trillion, equivalent to 3.40 percent of Indo-
nesia’s GDP, in 2010. This potential is divided into three major groups, namely the poten-
tial zakat of individual income (households), which was Rp83 trillion; the potential zakat
of companies, both BUMN and the private sector, which stood at Rp. 117 trillion; and the
potential zakat of savings, which was Rp. 17 trillion. In comparison, another study by the
Public Interest Research & Advocacy (PIRAC) found that the zakat potential in Indonesia
was around Rp. 20 trillion per year, while ADB predicts Rp. 100 trillion per year.

Although the zakat potential was Rp217 trillion, the actual amount collected by the
authorized BAZNAS and LAZ throughout Indonesia did not reach the optimal rate. Based
on official data from the National Board of Zakat (BAZNAS), national zakat collection only
reached Rp6 trillion in 2017 based on 2017 National Zakat Statistics (BAZNAS, 2018b). This
figure was a significant increase from 2002, when collection only stood at Rp68 billion, but
if compared to total potential, the gap is still very large. Actual zakat collected is still less
than five percent of the total potential.

There are of course many factors that have led to the optimal use of zakat instru-

ments in national development. The main factors include the poor governance of zakat,
which has resulted in the less than optimal national zakat management system. Moreover,
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such governance issues are also faced at the global level. For this reason, since August
2014 the idea of formulating a document that can become a reference for international
zakat management has been mooted, with the aim of improving zakat management. This
idea is being implemented in the form of the International Working Group on Zakat Core
Principles (IWG ZCP), initiated by BAZNAS, Bank Indonesia and the Islamic Development
Bank (IDB).

To date, IWG ZCP activities have been undertaken four times and have produced a
draft document consisting of six dimensions and 18 main principles of world zakat man-
agement. These six dimensions are the legal basis for zakat management, zakat supervi-
sion, zakat governance, the intermediation function, risk management and Sharia compli-
ance. They represent the basic and fundamental areas that must be improved in order to
strengthen and optimize the governance of the zakat system in a country. Based on the
two dimensions of zakat governance and risk management, draft Technical Notes on Risk
Management for Zakat Institutions and Good Amil Governance have been produced. This
process has involved a number of zakat authorities and institutions from various countries,
such as Indonesia, Malaysia, Singapore, Saudi Arabia, India, Pakistan, Bangladesh, Sudan,
Turkey, South Africa, the United Nations, the World Zakat Forum and the World Bank.

Among important components of the Zakat Core Principles (ZCP) discussion is the
risk management aspect of zakat management. This is a very new concept in the Islamic
social finance world and there is no previous concrete formulation that can be used as a
reference. Risk management has been studied and developed in commercial companies,
including in the commercial Islamic finance industry, such as Islamic banking, but in zakat
institutions this aspect of risk management attracted no attention or discussion from zakat
activists until it was discussed in the IWG ZCP meeting. In the ZCP document, the risk that
has been identified can be grouped into four types, namely reputation and muzaki loss
risk; zakat distribution risk; operational risk; and international zakat transfer risk.

The modelling of risk management in zakat institutions consists of five stages: the
context formation phase, risk identification, risk measurement, risk evaluation and risk
treatment. The first stage begins with the formation of the context identified from the
literature review and in-depth interviews with practitioners who understand the internal
environment of the zakat institution and continue with setting the goal of context for-
mation.

The second stage is identification of the risks and their impacts. This starts by deter-
mining groups or risk clusters, which facilitates such identification, followed by confirma-
tion of the risk findings and their impact on practitioners of the related entity.

The third stage is the risk measurement phase. In this stage, several criteria and
measurement scales that are in line with the needs of the zakat institution can be used,
which will measure the level of possibility, impact, vulnerability and speed of any risk. Risk
measurement and its effects is conducted by related entities that understand the associat-
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ed problems. The data that have been collected are then processed in the data processing
stage, with the processing performed with several suitable methods. Because it involves
four measurement criteria, the risk management model will produce a map of risk level
called heat map risk management.

The fourth stage is risk evaluation. After obtaining the risk level based on assess-
ment of the level of possibility, impact, vulnerability and speed of the risk, analysis is then
made of priority risks and impacts. Before the final results can be used as the basis for es-
tablishing the managerial implications, the results of the validation are distributed to the
practitioners of the related entity.

The final stage is risk treatment. The related entity managers play an important role
in identifying risk mitigation that is appropriate to the level of risk and its impact. The
stages of risk management in zakat institutions are illustrated in Figure 2.

PHASE 1 Mg Literature Review In-depth In. & FGD

Context Establishment Internal Environt. Objective Setting e

PHASE 2 Risk Impact Categorization «—
Risk Identification

Risk Impact Validation o 2

& =@ O

5 Likelihood (L) Impact (1) E 2

PHASE T S
Risk Assgss3ment °<‘ Vulnerability (V) Speed of Onset (S) 3 5'
§ Risk Mapping (Heat Map) Cz) 2

o M. =

PHASE 4 Risk Impact Analyzing = e

Risk Evaluation Result Validation «

~ PHASE 5 Risk Mitigation «]
Risk Treatment Result & Interpretation «—

2
2
-
<
=
2
=]
S
S
o
o
)
4
2
-
<
S
-4
o
)
E

Figure 2: Stages of Risk Management using COSO ERM Modification

RISK MANAGEMENT IDENTIFICATION PROCESS FOR ZAKAT INSTITUTIONS

It is not easy to identify the risks to non-profit organizations and the mitigation of
these because all risks are connected to almost all aspects of organizational decision mak-
ing. Some research focuses on risk identification in non-profit institutions. Studies include
those of Godfrey (1996), Herman et al. (2003), Bertrand and Brown (2006), Young (2009),
Carter and Demcruz (2013), Benjamin et al. (2014) and Clontz and Havens (2015). Based on
the literature, the risk identification of zakat institutions often refers to the identification
of the risks of non-profit institutions.

Studies that focus on the risk identification of zakat institutions are still very lim-
ited. In the past two years, Bank Indonesia and the National Board of Zakat (BAZNAS)
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have held the first and second International Working Groups on Zakat Core Principles
(IWGZCP). In the first IWGZCP, it was agreed that there are four types of risks identified
in zakat institutions: reputational and public trust risk; distribution risk; operational and
Sharia compliance risk; and international zakat transfer risk. In the second IWGZCP, one
of the discussions was about the technical notes regarding the risk management of zakat
institutions. It also discuss the various possibilities of risk types that can occur deriving
from the four risks, the definition of each risk as well as the indicators of these risk. The
fact that Bank Indonesia and BAZNAS have broadened the focus of risk management in
zakat institutions shows the importance of this issue.

Every organization, both profit and non-profit, faces different risks. One example is
that although an organization is social-oriented, some of these organization still have a
commercial risk. Meanwhile being a charity institution does not indicate the possibility of
commercial risks. However, this can also happen to charity institutions, such as the risk of
institutional corporatization. Based on the risk identification, each institution must plan
and implement different mitigations in order to deal with each of the risks.

To identify the risk to zakat institutions, including the impacts, to analyse risk mit-
igation for zakat management and to design the concept of risk management for zakat
management, use of the Enterprise Risk Management (ERM) method with an approach of
the Committee of Sponsoring Organizations of the Treadway Commission (COSO) is nec-
essary. The data analysis technique in the COSO ERM modification is the development of
COSO ERM, which includes the identification process risk, measurement and mapping risk,
risk management and planning of risk mitigation strategies in the zakat management of
management organizations.

The first step in risk management is to identify the risks that exist in zakat institu-
tions. By doing this, such institutions can obtain a set of information about the frequency
of such risks. The information about what impacts that can be caused by the risks, the
level of risk speed, and even the level of vulnerability of zakat institutions in dealing with
these risks.

Basically, risk identification can be achieved by asking the experts. Expert opinion
can be obtained by in-depth interviews with an individual, a group of people, or through
Focus Group Discussion. The parties interviewed or involved in the FGD are those who
are considered to be experts. In the context of the risk identification of zakat institutions,
there are several criteria for defining experts. First, they are those who routinely work
with, or handle, zakat management; for example, zakat collection staff, who are experts
on the risks of collecting zakat. Second, they are those who have an influence on the stra-
tegic policies of zakat institutions, for example their leaders.
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RISK IDENTIFICATION OF ERM COSO MODIFICATION
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Figure 3: Identification of Institutional Zakat Risks

The risk identification of OPZ with COSO ERM modifications can be divided into
11 types of risk, and which can be further elaborated into 36 sub-types of risk, so finally
identifying 405 risks.

OPZ risk can be categorized into five risk categories, namely strategic, educational,
operational, reporting and compliance. Each risk category consists of several types of risks.

The risk sources of zakat institutions consist of eleven types of risk, namely strate-
gic risk, corporatization, education, operations, property, zakat administrators and volun-
teers, obliged zakat payers and lawful recipients, international zakat transfer, reporting,
legal, and compliance. Strategic risk consists of vision and mission risk, goal achievement
and reputation risk. Educational risk comprises external educational risk originating from
the community, government and other external parties, as well as the internal education-
al risk of zakat institutions.

Operational risk consists of collection fund, distribution fund, productive fund,
zakat collection, management of zakat collection, management of zakat distribution,
network/IT infrastructure, partner cooperation, program development, leadership, com-
petition, and crime/fraud risk. Zakat administrator and volunteer risk comprises the risk of
zakat administrators’ governance and volunteer management risk. Property risk consists
of human, economic and natural disasters. Muzakki and mustahik risk includes the risk of
obliged zakat payers, the loss of obliged zakat payers, the satisfaction of obliged zakat
payers, the risk of lawful recipients, the loss of lawful recipients, the satisfaction of lawful
recipients and the code of ethics risk. Finally, compliance risk comprises Sharia compliance
risk and regulatory compliance.
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RISK MANAGEMENT MEASUREMENT PROCESS IN ZAKAT INSTITUTIONS

Currently, there are several risk management standards around the world
that can be used for reference; for example, Australia and New Zealand use AS/NZS
4360:1994/1999/2004; the United Kingdom uses AIRMIC/ALARM/IRM:2002; the United
States uses COSO ERM:2004; and internationally there is also ISO 31000:2009. Although
they have been developed with similar objectives, different standards vary in their aspects
and components. Based on several previous studies, one of the main references is the
application of risk management that is frequently adopted by non-profit entities in sev-
eral parts of the world, namely the ERM Committee of Sponsoring Organizations of the
Treadway Commission (COSO). COSO ERM provides guidance on the application of risk
management in order to improve the efficiency and effectiveness of the use of resources
in reaching organizational objectives.

The basic concept of enterprise risk management (ERM) is that every entity, whether
profit-oriented, non-profit or governmental, was established to increase value for inter-
ested parties; this plays a strategic role in the success of an organization. Every entity will
face uncertainty and risks, which will weaken or strengthen its value. ERM, according to
Lam (2003: 45), is a comprehensive core, integrated for managing credit risk, market risk,
economic capital and risk transfer, in order to increase the value of an entity. ERM discus-
sion centers on integrating risk management with core management processes so that it
can improve organizational performance.

ERM is defined very comprehensively by the Committee of Sponsoring Organiza-
tions of the Treadway Commission (COSO) in its Enterprise Risk Management Integrated
Framework (2004). It is defined as a process that is influenced by the Board of Directors,
management and other personnel in the entity. It is applied in the formation of strategy
and in all parts of an organization, being designed to identify potential events that could
affect it and to manage risk in accordance with the entity of the risk appetite, and to pro-
vide certainty about the achievement of goals (COSO, 2004a).

ERM is not an event or a circumstance, but a series of processes or actions that are
integrated into organizational activity. It is influenced by the directors, management and
other personnel in reaching the overall objectives at each level and in entity unit. ERM
is designed to identify potential events that may affect the entity and to manage risk in
order to remain within the entity of the risk appetite. Its purpose is to provide reasonable
assurance to management with regard to the achievement of objectives.

The ERM framework is the integration of principles, terminology, guidelines, mea-
sures, culture, entity management, and other attributes that will support programs to
develop organizational values (COSO, 2004b). The ERM core provides opportunities to
management to manage risks that occur, in accordance with the cultural conditions of
each company in order to increase its value.
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Therefore, it can be concluded that ERM is a method and process used by entities
to manage risk and to capture the opportunities related to the achievement of its objec-
tives. ERM provides a framework for risk management which begins with identification
of specific events or situations that are relevant to the organization’s goals, followed by
assessment of the possibility of impacts, determination of the response strategies, and
monitoring of the framework. By identifying and proactively addressing risks and oppor-
tunities, organizations can protect and create value for stakeholders, including owners,
employees, customers, regulators, and society as a whole.

According to COSO (2004a), there are four objectives in the management process,
namely strategic, operational, reporting and compliance goals. Strategic objectives relate
to long-term goals, which support and are in line with the vision and mission of the entity.
Operational goals are related to the effective and efficient use of resources. The purpose
of reporting relates to its effectiveness, in order to produce reliable reports, including
internal and external reporting. The objective of compliance relates to the fulfilment of
laws and the the entity’s own rules.

The purpose of the entity in the management process that is related must be inte-
grated with the components in the risk management. According to COSO (2004a) there are
eight ERM components: the internal environment, goal setting, identification of events,
risk assessment, response to risk, control activities, information and communication, and
monitoring. The ERM COSO model framework illustrates how the integration occurs, such
as in the relationship between the ERM component and the entity’s objectives (strategic,
operations, reporting and compliance) and levels (entities, divisions, business units, and
branches), as shown in Figure 4.
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Figure 4: COSO ERM Framework

According to COSO (2004a), there are eight components that are related to each
other. These derive from the implementation of activities by management and their inte-
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gration with the management process. These components are the internal environment,
goal setting, identification of events, risk assessment, response to risk, control activities,
information and communication, and monitoring.

The COSO ERM (2004a) core states that an entity will be directed to achieve its
objectives based on four categories, namely strategic, operational, reporting and compli-
ance. The same approach is applied to zakat institutions. In the context of the establish-
ment of a mission or vision, management will set a strategy objective, choose the strategy
and align it with the objectives the zakat institution wants to achieve.

However, a problem that occur in the current OPZ is that the collection of zakat
instruments is not optimal. There is a gap between the potential and actual amounts of
zakat funds collected. One of the main factors that causes this is the lack of information
(education) about zakat in the community, including the government and related internal
zakat institutions. Therefore, it is expected that zakat institution management will also
set the goal of education as a long-term target, in line with the OPZ vision and mission.

The lack of public knowledge about zakat means the community is less caring about
zakat socialization, does not pay zakat, and the higher the gap with the surrounding
social environment. Some understandings, such as zakat maal, professional zakat, zakat
with taxes, zakat through zakat administrators (BAZNAS and LAZ), as well as the benefi-
ciaries of zakat, are the main issues in the socialization of the general public.

v I

Figure 5: Framework of COSO ERM Modification

Zakat education should be undertaken jointly by various parties; for example, in-
volving scholars and the government, not only the zakat institution itself. If zakat institu-
tions are transparent and accountable in their management, and their human resources
to manage community funds are of high quality while there is no support from the gov-
ernment to strengthen the rules of zakat, then the synergy of the government and zakat
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managers may not coincide, and may overlap.

In this situation, the development of the COSO ERM framework by adding educa-
tional goals is very important and strategic. The purpose of education is to connect the
strategic goals and objectives in the operation of zakat institutions. Zakat management
is not only directed to achieve the strategic objectives, including operational, reporting
and compliance ones, but also to achieve the goals of education. Therefore, the modified
COSO ERM framework provides more complete and structured guidelines in order for the
application of risk management in zakat institutions to remain in line and for the desired
targets to be achieved.

In addition to developing organizational goals in the COSO ERM Modification
framework, the author has also identified weaknesses in the use of the risk level measure-
ment criteria. The level of risk is not only measured by two dimensions, namely likelihood
(L) and impact (I). Risk with a low frequency and no impact to the catastrophe if it occurs
very quickly (instantly), without or with minimal warning, will have a major impact on an
organization. Therefore, the level of risk can also depend on the speed with which the
risk occurs. Similarly, if the risk with a low frequency and no impact to the catastrophe,
it is not necessarily the related entity has capability in good risk mitigation, so that the
possibility of success is very low because the solution offered is not effective. This will also
have a major impact on the entity. Therefore, the level of risk can also depend on the level
of vulnerability.

Accordingly, in measuring the risk of zakat institutions, two other criteria will be
added, namely the level of vulnerability (V) and the speed of onset (S) of risk. Conse-
quently, the assessment criteria for the level of risk in this study are based on likelihood
(L), impact (1), vulnerability (V) and speed of onset (S). The measurement scale of OPZ risk
management is shown in Table 3.

Table 3: Likelihood Scale

Likelihood of risk

1 Extraordinary Will almost may certainly not happen.
2 Very rare very rare.

3 Rare rare.

4 Unlikely may not occur.

5 Possible may occur.

6 Likely very possible.

7 Almost certain | Will almost certainly happen.

_ Zakat Risk Management




Risk Management Framework for Zakat Institutions

Table 4: Impact Scale

Impact of risk

1 Insignificant Has no impact on OPZ

2 Very minor The impact is very low on the OPZ — minor problems can
be done by routine management.

3 Minor The impact is low - can be done by a routine manage-
ment.

4 Moderate The impact is medium — prevents the company from
reaching its goals over a certain period.

5 Major The impact is high - means the OPZ cannot reach many of
its objectives over the long term.

6 Very Major The impact is very serious - the OPZ cannot reach most of
its long-term objectives.

7 Catastrophic The impact is catastrophic - the OPZ cannot reach any of
its objective in the long term, which leads to bankruptcy,
death, or criminal punishment.

1

Table 5: Vulnerability Scale

OPZ Vulnerability

Very low

OPZ has the capability for very good risk mitigation
through a real step in every condition scenario: the possi-
bility of success is very high in several extreme problems.

Low

OPZ has the capability for good risk mitigation; the pos-
sibility of success is high, apart from in certain extreme
problems.

Medium

OPZ has the capability for sufficient mitigation risk; the
possibility of success is medium, because several solutions
are effective, while others are not.

High

OPZ has the capability for below average risk mitigation;
the possibility of success is low because various solutions
are yet to be effective.

Very high

OPZ has the capability for poor mitigation risk and has no
real step for every condition scenario; the possibility of
success is low because the solutions are not effective.
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Table 6: Speed of Onset Scale

Speed of Onset of Risk

1 Very low Very slow to happen; occurs over a year or more.
2 Low happens over a few months.

3 Medium happens within a month.

4 High Happens in a few days or weeks.

5 Very high Happens very quickly, without warning

DEVELOPING RISK HEAT MAP FOR ZAKAT INSTITUTIONS

Measuring the risk of zakat institutions is different from measuring that of com-
mercial and other social institutions. Because several criteria and measuring scales are
used to identify risks, mapping of the risk level is needed, which is known as a heat map.
The COSO ERM modification heat map is a graphical representation of various risk data
contained in a matrix represented by meaningful color levels. The COSO ERM heat map
modifications are described by a 2D view giving various information on the types of risk
faced by zakat institutions. The following risk mapping using a heat map is based on four
risk area categories.
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Figure 6: Heatmap of COSO ERM Modification for Zakat Institution
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Based on the tendency of the risk to occur and the impact caused, the COSO ERM
modification heat map is divided into four levels of risk acceptance. Starting from a very
high level to a very low level, four colors are used to make it easier to distinguish the risk
areas. Each color shows a separate risk: red for extreme risk areas; orange for high risk
areas; yellow for medium risk areas; and green for low risk areas. Table 7 shows the four
levels of risk.

Table 7: Clarification of Level risk to Heatmap ERM COSO Modification

Impact of risk

1 Extreme risk.
Risk that cannot be tolerated, so action needs to be taken by senior manage-
ment.

2 | High risk.
Risk that should be avoided, so attention needs to be paid by senior manage-
ment.

3 | Moderate risk.
Risk that can be accepted, but must be managed, so senior management needs
to take responsibility.

4 | Low risk.
Risk that need not be considered because it has a small impact, so routine proce-
dures can be followed.

Overall, the COSO ERM heat map modifications, both the frequency scale of the risk
and the impact of risk, are formed on a scale of seven and divided into four levels of risk,
represented by different colors.

RISK MITIGATION PROCESS IN ZAKAT INSTITUTIONS

The next step in the risk management process is planning for mitigation strategies
for measured risks. Such strategies are actions in the form of techniques, processes and
procedures to reduce the impact of risks that might arise in the activities of an entity. In
minimizing the losses caused by risk, management must develop a risk mitigation strategy
plan. In general, risk mitigation in zakat institutions can be divided into five levels of risk
response, from a simple response to one that requires complex systems.

The five responses involve: (1) Eliminating the risk to zakat institutions by removing
certain hazards from related activities, so that these risks are no longer a threat to the in-
stitutions; (2) Not carrying out activities that allow risk to occur, so that zakat institutions
are more careful in managing zakat funds; (3) Reducing the possibility of the risk and the
impact of the damage generated by activities in the zakat institution by transferring the
risks that arise to other parties; (4) Reducing the possibility of risk and its impact by divid-
ing it between zakat institutions and other external parties; and (5) Accepting these risks
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This chapter discusses the results of the risk measurement in the Zakat Administra-
tion. In order to ease the application of risk management in zakat institutions, for each
type of institutional risk a risk heat map is used. Discussion of each heat map and the
zakat institutions’ risk priorities is made in the following sections; for further details, see
the appendices.

STRATEGIC RISK

Zakat institutions, as non-profit organizations, have always been faced by various
problems from their inception. They continue to exist and operate as zakat administration
agencies, in the same way as commercial organizations. For this reason, a zakat institution
requires a strategic formulation that is well developed and can be applied appropriately
for it to be able to survive.

Strategic risk is defined as risk that is separate from other risks. According to the
Bank Indonesia Regulation (PBI) number 13/23/ PBI/ 2011, it is a risk resulting from inaccu-
racy in taking and/or implementing a strategic decision and failure to anticipate changes
taking place in the business environment. No matter how well operational risk manage-
ment is performed, if an institution is not able to identify its strategic risks, it is prone to
failure. Therefore, there is more emphasis on strategic risk management by top level man-
agement, while operational risk can be managed by technical managers who are familiar
with the day-to-day operational activities in the field.

Strategic risk in zakat institutions is risk associated with their long term decisions,
which lie in the control of the top managers. Strategic risk is comprehensive, because it
has an impact on all zakat institution policies. Such risk generally arises because the zakat
institution may (i) have established a strategy that is not in line with its vision and mis-
sion; (ii) have implemented an uncomprehensive strategy; (iii) have made inappropriate
decisions; (iv) lack responsiveness to external changes; or (v) face a mismatch of strategic
plans between different levels in the organization. In addition, strategic risks also arise
due to a failure to anticipate technological changes, macroeconomic conditions, compe-
tition between organizations or policy changes by related authorities. The impact of not
being able to anticipate this strategic risk can be seen by the failure of zakat institutions
to achieve their predetermined business targets.

Vision and Mission Risk

A imprecise vision and mission of a zakat institution has fundamental impacts on
the occurrence of strategic risk. Vision and mission risk is a condition experienced by zakat
institutions resulting from them not being able to achieve their intended vision and mis-
sion; this can occur due to their failure to carry out such targets, and the absence of mea-
suring instruments for their achievement. It also can be caused by the community not fully
acknowledging the zakat institution and its activities to achieve its vision and mission.
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The failure of a zakat institution to achieve its vision and mission can cause it to operate
without a definite foundation.
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Figure 7: Heatmap of Vision and Mission Risk

There are 16 risks included in the category of Vision and Mission Risks. Using the
descriptive analysis made by the researchers on zakat institutions, the assessment of vision
and mission risks is presented in Table 8.

Table 8: Prioritization of Vision and Mission Risk, Impacts and its Mitigations

Identification

of Vision and Impacts Mitigations
Mission Risk

(1) The OPZ is

not aware of its 1) Determine OPZ
health condition. | health measurement

(2) The OPZ fails standards.

The absence
of OPZ (Zakat
Management

4 (l)rganization) to perform well. (2) Work with other
mEaSLI"E’S of (3) This does a OPZs to compile
ealth”. disservice to the | standards of health.
community.
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Identification
of Vision and
Mission Risk

The community
lacks knowledge
about OPZ
functions and
what they do
to achieve
their vision and
mission.

An OPZ's vision
and mission are
not clear.

Impacts

(1) People are less
concerned about
OPZs.

(2) This reduces
public trust; and

(3) It inhibits
the OPZ
development.

Mitigations

(1) Conduct
widespread

and effective
socialization of the
public.

(2) Develop clear
programs and
conduct feedback
surveys.

15

The OPZ is not a
zakat institution
that is both
professional and
trusted.

(1) Confuses zakat
administrators
and those at
management
level.

(2) The objectives
and work
programs become
less clear.

(1) Have control over
the formulation

of OPZ visions and
missions.

(2) Review and
modify the vision
and mission.

(3) Review and
verify the vision and
mission with OPZ
stakeholders.

12

Zakat
administrators
either do not

understand
or appreciate
the vision and
mission, or only
partly do so.

(1) The OPZ is
not a community
preference.

(2) Reduced
public trust.

(1) Implement
conducive
management.

(2) Realize Gaad Amil
Governance (GAG).

(3) Improve defined
standards of service
quality.

Objective Risk

(1) Low dedication
from zakat
administrators.

(2) This causes
resource
deficiencies in the
long run.

(1) Specify the vision
and mission in zakat
administrators’

Key Performance
Indicators (KPIs)
before drafting the
RKAT.

(2) Train zakat
administrators
regularly and

systematically.

The inexact formulation of the objectives of zakat institutions could potentially

lead to the occurrence of strategic risks. Objective risk occurs when a zakat institution
fails to achieve its targeted objectives. It could happen due to the objective itself, that
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is, it is too idealistic, out of the institution’s focus area, unclear, or outside the control
of the zakat institution. Not only a result of the unavailability of measurement of the
achievement of objectives, objective risk can also be caused by strategic objectives that
are not in line with the vision and mission of the institution.
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Figure 8: Heatmap of Objectives Risk

The Objective Risk category comprises 18 risks. According to the descriptive analysis made
by the writers on zakat institutions, the assessment of these risks is shown in Table 9.

Table 9: Prioritization of Objectives Risk, Impacts and its Mitigations

Identification

of Vision and Impacts Mitigations
Mission Risk

(1) Hampers the (1) Construct requirement
accomplishment of guidelines.

Lack of human L
objectives.

resources in
terms of quality

(2) Improve zakat adminis-
(2) Reduces OPZ cred- | trator competency.

17 ; -
and_quantlty to ibility. @3) Use performance ap-
achieve the ob- - -
actives (3) Inhibits OPZ praisal to measure zakat
J ) growth in the short to| administrator’ perfor-
long run. mance.
(1) Hampers the
accomplishment of (1) Conduct meetings and
Those at man- objectives. evaluations regularly, level
agement level by level
are working (2) Reduces OPZ cred- ’
18 ineffectively ibility. (2) Construct an evalua-

tion mechanism for the
management level of an
OPZ institution.

to achieve the

T (3) Is ineffective and
objectives.

inefficient.

(4) Potential for fraud.
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Reputation Risk

The manage- (1) Direction lost. (1) Perform a Fit and Prop-
ment board 2) The OPZ can change| er Test (PFT) on leaders.
3 unddecl)'gtsar:;tthe fundamentally. 2) Make personal assess-
objectives, or 3) Inefficiency. ment of potential leaders.
does so only 4) Low dedication (3) Conduct training for
partly. amongst leaders. organizational leaders.
(1) Improve program cre-
) ativity.
Lack of fa- (1) Decline the per- o
dilities and formance in order to | (2) Set budget priorities
16 infrastructure increasing public trust/ according to program
riorities.
to reach the (2) Inhibits OPZ P . _
goals. growth. (3) Program innovation
should be in line with
budget contingencies.
The public do (1) Approach and commu-
nicate with the public.
not understand (1) The public care less P _
what the OPZ about the OPZ (2) Perform effective so-
15 is and what o _ | cialization with the public.
it is doing to (2) Reduction in public - ) ]
achieve its trust. (3) Utilize social media
goals such as websites and ap-

plications.

_ Zakat Risk Management

If the zakat institution is unable to show its ability to cope with all the problems
at the strategic level, it must be aware of the risk that follows strategic risk, namely rep-
utation risk. The damaged reputation of a zakat institution could be an indicator of the
occurrence of strategic risk. Reputation risk will not only generate losses, but also can
damage the reputation of zakat institutions in general. Subsequently, this risk can poten-
tially lead to the increased risk of losing obliged zakat payers (muzaki) and lawful zakat
recipients (mustahik), as well as the risk to collecting zakat funds.—-

Reputation risk is the risk of potential losses for zakat institutions caused by neg-
ative perceptions, which can affect its ability to perform well. This risk can appear in all
zakat institution activities, for example as part of its function of educating, informing and
counseling the community, as well as that of collecting and utilizing zakat funds for Mus-
tahik, or other kind of activities that can damage its reputation in the eye of the public.
If the zakat institution realizes that it takes years to build a good reputation, but only
minutes to destroy it, then it will certainly be more concerned about such risk.
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Figure 9: Heatmap of Reputation Risk

Reputation risk consists of six types of risk. Based on the descriptive analysis and the
questionnaires conducted by the researchers, assessment of these six risks is presented in
Table 10.

Tabel 10. Prioritization of Reputation Risk, Its Impacts and Mitigations

Identification of
Reputation Risk

Impacts Mitigations

(1) Perform licensing at
(1) The OPZ needs the international level (as
considerable time an NGO from the United
and money to Nation); at the national
adjust its activities level (hold a permit as LAZ-
corresponding to NAS); and at the provincial
the provisions. level (have permission from
the provincial BAZNAS), as
well as performing PPUB
(for collecting infaq boxes,
etc.);

3) R?dUCtiO” in (2) Modify organizational
public trust. management following the
mandated regulations

Risks coming from
the OPZ adjusting
to new regulations
(in legal, organiza-
tional, operational
terms etc.).

(2) The OPZ cannot
continue its opera-
tions.
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The OPZ is not
carrying out all its
functions (such as
educating and col-
lecting, etc.) opti-

mally.

The OPZ does not

have a good repu-

tation in the eye of
the public.

The OPZ has not
been optimal in

managing all the
processes corre-

3 sponding to pre-

vailing regulations,
good governance
and Sharia princi-

ples

The OPZ has not
optimally utilized
2 |zakat funds for its
potential lawful
recipients.

(1) Low OPZ perfor-
mance.

(2) Decline in cred-
ibility and public
trust in the OPZ.

(3) The OPZ may

shut down in the
medium to long

run.

(1) Prepare educating,
informing and consulting
service strategies (both face-
to-face, as well as through
media and IT).

(2) Conduct regular eval-
uation of institution per-
formance; take corrective
actions and also preventive
measures.

(3) Develop partnership
cooperation.

(1) Thereis a
chance that the
community has no
knowledge of the
existence of the
OPZ, its programs
and its beneficia-
ries.

(2) This has an

impact on zakat
validity and the
possibility of re-
duced blessings.

(1) The OPZ should be com-
mitted; implement good
organizational governance;
develop programs that
fulfil the needs of the com-
munity; have an excellent
service and report system,
as well as effective social-
ization.

(2) Strengthen the aspects
of compliance, institutional
positioning, services, and
program innovations.

(1) There could be
a risk of fraudsters

making illicit actions

in zakat collection.

(2) The OPZ has a
low compliance
rate.

(1) Establish a Compliance
Division as a preventive
measure to comply with the
provisions of the regula-
tions and Sharia principles.

(2) Develop compliance
modules.

(3) Design an audit of
compliance and develop a
socialization mechanism.

(1) The potential
lawful recipients
may feel they have
not received the
benefits of zakat
appropriately.

(2) The potential
lawful recipients
who have not been
able to empower
themselves will
continue to be fi-
nanced and assisted
with zakat funds,
although these will
be limited

(1) Implement a comprehen-
sive, measurable, sustain-
able Zakat, Infaq, and
Sadaqah (ZIS) fund utiliza-
tion program.

(2) Conduct impact assess-
ment of each program.

(3) Make regular evaluation
of institution performance
and ensure that corrective
and preventive actions are
taken corresponding to the
evaluation.

(4) Develop partnership
cooperation
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CORPORATIZATION RISK

The corporatization risk in zakat institutions is the risk of misusing the zakat, infaq
or sadaqgah (ZIS) funds by management or the owners of institutions to seek profit . This
risk usually arises because zakat institutions want to establish subsidiaries that are en-
gaged in the commercial sector or are not run in accordance with Sharia principles. This
therefore causes a potential conflict of interest risk.

The capitalist business process is not suitable to be applied to the zakat manage-
ment industry, since the funds that are managed by zakat institutions have been collected
from communities on the understanding that the institutions will channel them to those
who need them.

The shift in the orientation of zakat institutions towards wanting to make a profit,
which is the general aim of commercial institutions, means they are no different from
such institutions. For this purpose, a practice of cooperation amongst zakat institutions
(ta’awun), focused on areas of zakat, and with a spirit of co-opetition rather than pure
competition, is the hope of many parties with regard to zakat institutions in Indonesia.

5 ..
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Figure 10: Heatmap of Corporatization Risk

There are three types of corporatization risk. Based on the descriptive analysis and
the questionnaires conducted by the researchers, an assessment of these risks is presented
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Tabel 11. Prioritization of Corporatization Risk, Its Impacts and Mitigations

Identification of

Corporatization
{4

Impacts

Mitigations

Misuse of zakat, ipe e .
£ d Sadaaah o | Create specific insti-
Infaq an q (1) Violation of Sharia | tytional and legal
(Z1S) funds for the li d i, o ;
astablishment of compliance and regu- | policies governing the
companies that are 238 B lations. expansion Of. ir.]St!-
not in accordance (2) Damage to the tutions’ subsidiaries,
with Sharia princi- OPZ credibility. which are fair and
ples proportional.
co-rl;?ltiecr‘?s coofuilr:jtvleorees ¢ Conflicts of interest
within OPZs when can trigger the segre- |Develop solid internal
establishing social 133 [4:5 gation of subsidiaries, |audits and third party
and/or com?nercial or even the merger of |supervision.
subsidiaries. some OPZs.
Risk of loss if a sub- Develop customer and
The existence of sidiary (PT) suffers public voice channels
OPZ expansion to a loss, which will aimed at socially con-
establish subsidiar- |2.6 (4.8 subsequently reduce |trolling all the zakat
ies related to OPZ the unrestricted funds | fund management
activities. - the zakat adminis- | undertaken by the
trator funds institutions.
EDUCATION RISK

Education risk is a risk caused by the collection of zakat which is not at an optimum
level. One of the main factors involved is the lack of education about zakat in the com-
munity, including the government and even the relevant zakat institutions themselves.
This type of risk is divided into two parts, namely external education risk and internal
education risk.

External Education Risk
External education risk arises from low public awareness of the importance of pay-

ing into zakat funds. Education and socialization about the importance of managing
zakat institutionally need to be supported by various parties.
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Figure 11: Heatmap of External Education Risk

16 risks are included in the External Education Risk category. Based on the descrip-
tive analysis and the questionnaires conducted by the researchers, assessment of these six

risks is presented in Table 12.

Tabel 12. Prioritization of External Education Risk, Its Impacts and Mitigations

Identification
of External
Education Risk

Code

The community
does not under-
stand the impor-
tance of paying
zakat through
OPZs.

Impacts

(1) The OPZ is
performing the
zakat management
process less than
optimally.(2) This
inhibits the devel-
opment of the OPZ.

Mitigations

(1) Conduct extensive,
periodic and structured so-
cializations. (2) Cooperate

with various universities

in order to socialize zakat,
Infaq, Sadaqgah, and Waqf

(ZISWAF).

Many people still
do not understand
about zakat pay-
ments.

Results in low
public awareness
of zakat and zakat
payment.

(1) Conduct zakat educa-
tion nationally, involv-
ing all stakeholders. (2)
Prepare various sources of
information to show to the
public; for example, scien-
tific works and books in
the area of zakat, program
documentation, program
reports, and program
info-graphics.
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Identification
Code of External
Education Risk

Educational pro-
grams created by
9 the government
have not been

well-structured.

The government is
7 not educating the
public about zakat.

The government
has not allocated
a sufficient budget
13 | for zakat education
and socialization in
order to educate
the community.

Internal Education Risk

Impacts

(1) Government ed-
ucation programs
are ineffective and
difficult to com-
plete.

(2) People tend to
be passive with
regard to paying
zakat.

Mitigations

(1) Together with the relat-
ed parties, the government
should develop well-struc-
tured zakat education
programs.

(2) Create systematic
planning programs and set
annual targets for educat-
ing communities about ZIS
awareness.

Zakat education
funds are managed
independently by
OPZs.

(2) Education about

zakat in elementary

school is relatively
low.

(1) The government should
have its own program for
zakat socialization.

(2) Cooperate with the
mass media and educa-
tion-related parties.

Government coop-
eration with zakat
institutions does
not run in parallel,
at times overlap-
ping and colliding.

(1) Use internal OPZ funds
for socialization costs.

(2) Cooperate with busi-
ness, media and education
sectors.

Concurrently, internal education risk arises due to the lack of internal knowledge at

various levels of zakat institutions of the management process of zakat. Internal educa-

tion is achieved by building cohesive understanding in all divisions of the zakat institution,

explaining how potential losses will be made if institutions have no clear insight of the

management process, and carrying out knowledge sharing activities, in which all levels in

the zakat institution can share their knowledge and experience regarding the manage-

ment process.
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Figure 12: Heatmap of Internal Education Risk

17 risks are included in this category. According to the descriptive analysis and the
questionnaires conducted by the researchers, assessment of Internal Education Risk is pre-
sented in Table 13.

Tabel 13. Prioritization of Internal Education Risk, Its Impacts and Mitigations

Identification
Code of Internal Impacts Mitigations

Education Risk

(1) Together with related
parties, encourage the govern-
ment to play an active educa-

OPZs expect the tional role.

government to

3 | play asignificant

role in zakat edu-
cation.

Low public aware-
ness about zakat |(2) The government should
and zakat pay- have a specific program on
ment. socializing zakat payment.

(3) Collaborate with active
players in zakat, mass media
and educators.
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Code

Identification
of Internal
Education Risk

OPZs lack
resources and
funds for zakat
education.

10

OPZs lack finan-
cial resources
to introduce
themselves to
the wider com-
munity.

The OPZ is not
well known by
the public.

Most OPZs sell
products instead
of educating
people about
zakat.

5.8

4.4

Impacts

Low community
understanding of
zakat and zakat
payment.

Mitigations

(1) Seek other sources of funds,
such as sponsorship and joint
communication activities.

(2) Implement appropriate
methods, facilities and part-
nerships, and make evaluation
based on feedback.

OPZs work less
than optimally in
the zakat man-
agement process.

(1) Develop effective communi-
cation strategies.

(2) Establish synergies with
other parties.(3) Establish a
Person-in-Charge (PIC) to man-
age the marketing, and at the
same time allocate a sufficient
budget.

The OPZ has not
worked optimally
on the zakat man-
agement process.

(1) Run communication
programs and appoint volun-
teers as spokespeople in the
community.

(2) Create a regular agenda of
socialization activities every
week or month.

People will chan-
nel their zakat to
potential musta-
hik themselves.

(1) Balance OPZ education pro-
grams with funding programs.

(2) Prepare the themes of zakat
education and focus on increas-
ing public understanding of
the obligation of zakat and its
benefits, not merely targeting
the selling of products.
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OPERATIONAL RISK

Collection Funds Risk

Operational risk is the risk caused by the failure of institutions’ internal process-
es, as well as the existence of human and system errors. Zakat fund collection risk arises
from the legality of funds according to Sharia principles (halal). They include wealth that
is not halal; for example, as a result of corruption, gains from financial interests, profits
from conventional shares, mixed assets with non-halal income, counterfeit money, and
wealth that is not private. If joint wealth is used, the calculation of zakat based on nisab
(the minimum amount of wealth before a Muslim become eligible to pay zakat) and haul
(the completion period for a zakat asset) will be misleading. This risk also happens when
the forecast of zakat potential and its collection plans are too optimistic and tend to be

inaccurate.
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Figure 13: Heatmap of Collection Funds Risk

11 risks are included in the category of Zakat Fund Collection Risk. According to the
descriptive analysis and the questionnaires conducted by the authors, assessment of this
type of risk is shown in Table 14.
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Risk of
Code Collection Impacts
Fund

(1) The realization of zakat

The zakat collection is not as targeted.

collection L o

n plans are too |22 |47 (2) This influences signifi-

optimistic. cantly |mp.lement§t|on of
programs in the field.

o (1) Resets the budget, which
Projections of can affect the level of
zakat poten- satisfaction of the potential

10 tial aretoo |5.214.3 lawful recipients.
optimistic and/ o
or inaccurate. (2) Affects the program indi-
cators of success.
(1) OPZ zakat funds are
The zakat mixed with non-halal funds.
assets come . o
, from non-ha- 394 (?) They violate Sharia prin-
. ciples.
lal income.
(3) Zakat assets are unlawful.
stsd;chterﬁ;esc-j (1) OPZ zakat funds are
mixed with non-legal funds.
and come
from non-le- |5.1|2.7 (2) They violate Sharia.
5
gal sources (3) Zakat assets become
(corruption, invalid
usury, etc.). ’
(1) OPZ zakat funds are
The zakat mixed with non-halal funds.
assets come
4 from Conven- |4.5(3.1 (2) They violate Sharia laws.
tlonrzllﬂs:Sock (3) Zakat assets become
P ’ unlawful.

Table 14: Prioritization of Collection Funds Risk, Its Impacts and Mitigations

Mitigations

(1) Make a disclaimer
on all confirmation
forms to the donors,
explaining that the
OPZ does not receive
zakat funds originat-
ing from crime with
the purpose of money
laundering, or other
restrictions that sup-
port the provisions of
Sharia laws.

(2) Run Sharia finan-
cial check-up train-
ing, which should be
attended regularly
by both the obliged
zakat payers and the
potential obliged
zakat payers.

(3) Establish a Stan-
dard of Operations
Procedures (SOP)

for zakat payments;
strengthen the com-
pliance units; formu-
late a corridor of com-
pliance; socialization,
implementation and
audit compliance.

Distribution Funds Risk

Zakat distribution fund risk derives from misusing the distribution of zakat funds.

This risk emerges if the funds are used for the interests of individuals or groups of people,

are not disbursed within a year, are held in a bank, or are not channeled to the potential

lawful recipients.
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Figure 14: Heatmap of Distribution Funds Risk

Zakat Institution Risk Management

There are nine risks in this category. Based on the descriptive analysis and the ques-
tionnaire results, the assessment of distribution fund risk is shown in Table 15.

Table 15: Prioritization of Distribution Funds Risk, Its Impacts and Mitigations

Identification
Code of Distribution
Funds Risk

L

Impacts

Mitigations

Zakat funds
are distributed
7 unfairly to the
lawful recipients

area

4.3

(1) The distribution
of zakat is less than
effective.

(2) There could

be risk in terms of
justice with regard
to each of the le-
gitimate recipient’s
rights.

(1) Map the potential area
of distribution based on the
poverty rate.

(2) Cooperate with local insti-
tutions.

(3) Hold management review
meetings.(4) Conduct a thor-
ough survey on prospective
beneficiaries so that they are
continuously in accordance
with the categorization of
legitimate recipients.
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The amounts
intended for

(1) Lawful recipients’
basic needs have

reputation.

(1) Apply an SOP to the fund
distribution, corresponding
to overall recipient condi-
tions, especially their finan-
cial state.

9 lawful recipients |3.5 (3.2 not been fulfilled. (2) Evaluate th .
are relativel . 2) Evaluate the performance
small. g (2) Lowering of OPZ of the distribution program,

the quality of services to the
lawful recipients, and the
impact of the programs.

A relatively long
time is needed
for the zakat

(1) There could be
risk in terms of
justice with regard
to each of the le-

(1) Apply the SOP to fund
distribution.

(2) Establish preventive and

recipients.

justice with regard
to each of the le-
gitimate recipient’s
rights.

8 fund to reach >[4 g_itLTate recipient’s | corrective systems.
iD- rights.
the Iai\g/;‘]l:l recip d ) (3) Plan effective and effi-
' (2) Lowering of OPZ | cient business processes.
reputation.
(1) Establish policies regard-
ing the limitations and utili-
(1) Invalid distribu- ?3:3: provisions of program
Zakat funds used tion according to '
for the interests zakat beneficiary | (2) Apply compliance and
1 of |tr_1d|:/|duals Or [ provisions. internal audit systems.
particular groups
J (2) Violation of Sha- | (3) Apply the SOP to fund
of people.
ria laws. distribution.
(4) Prepare periodic financial
reports.
(1) Apply the SOP to fund dis-
(1) Distribution of tribution, c'o.rrespondi'n.g to
zakat funds is less overall recipient conditions.
than effective. (2) Develop an annual man-
Za_lkafc funds are agement policy.
distributed un- (2) There could
6 fairly to lawful |, 4159 be risk in terms of | (3) Conduct a thorough sur-

vey on prospective beneficia-
ries so that they are continu-
ously in accordance with the
categorization of legitimate

recipients.

Productive Funds Risk

Productive fund risk emerges when there are irregularities in the distribution of
zakat funds for productive purpose. This could be caused by: (i) revolving funds for pro-
ductive purposes are still recorded as receivables (as in PSAK 109 para.31); (ii) there is no
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stated provision when zakat funds are considered to have been channeled or not; (iii) the
utilization of zakat funds for productive purposes is higher than for consumption purpos-
es, while the target for consumption purpose is yet to be met: (iv) the amount of zakat
funds for productive purposes is considerably low; (v) the revolving funds are used for
more than a year; and (vi) the operations run less effective as mustahik are not equipped
with the required skills.
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Figure 15: Heatmap of Productive Funds Risk

Productive Fund Risk comprises seven risks. According to the descriptive analysis and
the results from the questionnaires conducted by the researchers, the assessment of this
kind of risk is presented in Table 16.

Table 16: Prioritization of Productive Funds Risk, Its Impacts and Mitigations

Identification of

Code Productive Funds L | Impacts Mitigations
Risk

(1) Make a strict assess-
ment of the amounts
given to lawful recipients

(1) The lawful recip-
ients’ businesses are
less developed.

The amount of
zakat for pro-

ductive purpos- so that they are not too
3 es per lawful 4.3]2.6| 2 (2) It is not possible small.
recipientistoo | | to cut the support

(2) Evaluate the perfor-
mance of the distribution
programs.

small. given to the lawful
recipients.
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Identification of
Code Productive Funds
Risk

L

Vv

S

Impacts

Mitigations

The revolving
funds from zakat
are less effective
7 | because the lawful

recipients know
that they are zakat

funds.

39

3.0

(1) The revolving fund
programs (for produc-
tive purposes) are less
effective.

(2) The revolving
funds are not rolled
smoothly and do not
spin back.

(3) The approach
methods need to be
changed.

(1) Build a concept of re-
volving funds that will
become part of the lawful
recipients’ ownership assets
programmed at the time they
were determined.

(2) Run regular training that
aims to change the mindset
of the lawful recipients.

The zakat funds
are used as re-
volving funds for

(1) This violates the
law that the zakat
funds must be chan-
neled within one year.

(1) A need for policies that do
not burden the OPZ.

(2) There should be a clear
deadline regarding the re-
fund of revolving funds. This

get for consump-
tion purposes is
not yet met.

Sadaqgah (ZIS) funds is
not spread according
to the basic needs of
the lawful recipients.

4 more than one  |3-52.8| 2 (2) The risk of violat- |could be done by making a
year. ing the rights of the | Memorandum of Understand-
lawful recipients. ing (MoU) or an Contribution
Agreement.
The revolving (1) The revolving fund | (1) Establish a specific division
funds that come programs (for produc- | working on managing the
from zakat are tive purposes) are less | revolving funds.

less effective be- effective. _ o

cause the lawful (2) Provide training and
5 recipients are  |3-2[2:9| 2 (2) The revolving business assistance for the
not equipped funds are not rolled | lawful recipients, which could
with the re- smoothly and do not |be done by OPZ officers or
quired skills. spin back. volunteers.
N (1) Violates the provi-

The utilization of sions and could lower hould h lici
zakat funds for the credibility of the | (") OPZs should have policies
productive pur- OPZ. regarding fund allocation.

poses is rel_atively he all . (2) Conduct a rigorous
large, while the (2) The allocation assessment of the lawful

1 distribution tar- |3-3|2-8| 2 of Zakat, Infaq, and

recipients and allocate more
zakat funds for consumption
purposes.

Zakat Fund Collection Risk

Zakat collection risk is associated with the process of collecting zakat funds. There
are several potential factors that cause this risk to happen, for example: (i) lack of control
and transparency in the process of collecting zakat funds; (ii) lack of information and pub-
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licity regarding zakat collection by zakat management agencies (LAZ); (iii) the number of
accounts used for transferring funds causes confusion for the donors, which may lead to
the absence of proof which should be received by them.

7
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Figure 16: Heatmap of Zakat Fund Collection Risk

There are eight risks categorized in Zakat Fund Collection Risk. Based on the de-
scriptive analysis and the questionnaire results, the assessment for these risks is shown in

Table 17.

Table 17: Prioritization of Collecting Zakat Fund Risk, Its Impacts and Mitigations

Identification
of Zakat Fund
Collection Risk

Code

The zakat collect-

Impacts

(1) The realization of
zakat collection is not as
targeted.

are too optimistic
and/or inaccurate

11 | ing plans are too |5.5(4.7 o
optimistic (2) Influence significantly
to implementation of
program in the field
(1) Resetting the budget
o which can affect the level
Projections of of satisfaction of the po-
1o | Zakatpotential 5.2(4.3 tential lawful recipients;

(2) Affecting the pro-
grams indicators of
success.

Mitigations

(1) Add a disclaimer to
all confirmation forms
to donors explaining
that the OPZ does not
receive zakat funds
originating from crime,
or with the purpose of
money laundering, and
with other restrictions
that support the provi-
sions of Sharia laws.
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The zakat assets
come from a

(1) OPZ zakat funds mixed
with non-halal funds;

(2) Violate Sharia princi-
ples;

conventional
stock profits

2 non-halal income [3:9(4:0
(3) Zakat assets become
unlawful
Dedicated assets (1) OPZ zakat funds mixed
are mixed and with non-legal funds;
come from (2) Sharia violations;
5 non-legal results | 4|5 7
(corruption, usu- (3) Zakat assets become
ry, etc.) invalid
(1) OPZ zakat funds mixed
The zakat assets with non-halal funds;
come from ) )
4 4.5(3.1 (2) Violate Sharia laws;

(3) Zakat assets become
unlawful

(2) Run Sharia finan-
cial check-up train-
ing, which should be
attended regularly
by both muzaki and
potential muzaki.

(3) Have an SOP for
zakat payments;
strengthen the compli-
ance units; formulate
the corridor of com-
pliance; socialization,
implementation and
audit compliance.

Zakat Fund Management Risk

Zakat fund management risk is associated with the process of managing zakat
funds. There are several conditions that could be experienced by zakat institutions in man-
aging zakat funds, namely: (i) there is no Standard Operating Procedure (SOP) or Standard
Operating Management (SOM) in managing zakat funds; (ii) high operational costs; (iii)
the risk of mixing zakat funds with zakat institution assets; (iv) the lack of good practice in
zakat management; and (v) zakat institutions place the funds in many banks, hence there
is a possibility of zakat funds facing liquidation issues.

7 Figure 17: Heatmap of
Zakat Fund Manage-
2 ment Risk
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There are 12 risks in the Zakat Fund Management Risk category. Based on the de-

scriptive analysis and the questionnaire results, assessment of these 12 risks is presented in
Table 18.

Code

Identification
of Zakat Fund
Management Risk

Zakat institutions

Impacts

(1) The management
process becomes compli-
cated.

(2) Increased costs and

Table 18: Prioritization of Zakat Fund Management Risk, Its Impacts and Mitigations

Mitigations

(1) Sort and select the
banks to be used for

collecting and saving
accounts.

der to gain profits

transferring the lawful
recipients rights

1 place the funds in |5.9/3.6 complexity. (2) Implement a virtual
many banks . account and ID number
3) Causes poten'glal | for the obliged zakat
errors in calculating amil | havers as payment fea-
funds. tures.
(1) Manage the insti-
(1) Reduces the allocation | tution effectively and
of zakat funds to lawful | build partnerships with
recipients. other parties.
High OPZ opera- (2) Results in inefficient | (2) Set up a corridor
3 tional cost HAD budget
tonal costs management of zakat uaget.
administrator funds, (3) Create a ratio of
which can affect public Operational Costs to
trust. Operational Revenues
(BOPO).
(1) Management of zakat
funds becomes compli-
Zakat institutions cated; (1) Use banking payment
10 | use many types of [5.0(3.9 facilities such as virtual
fund accounts (2) The emergence of accounts
pooling funds for some
of these funds
o (1) That is a deviation ) DOI EOt ll:Si conver|1_-
Zakat institutions from Sharia law tional banks tor pooling
use conventional , _ o funds accounts;
4 |banks in their oper- 3-9|3- (2) The risk of receiving | () j12ve management
ations non-halal funds and vio- L
. . e policies;
lating Sharia principles
(3) Perform a corridor
of compliance by Sharia
(1) That is a deviation Advisory Council (DPS)’s
Zakat funds are from Sharia law OPZ;
5 | held in banks in or-|3.5/|3.6 (2) A possible delay of (4) Sort and select banks

that will be used for
collecting and saving
accounts
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Management of Zakat Fund Distribution Risk

Management of zakat fund distribution risk is associated with the process of zakat
institutions channeling their zakat funds. There are several potential factors involved
with this risk, for example: (i)Overlapping distribution of zakat funds with other OPZs; (ii)
istribution of zakat funds to people outside the category of legitimate recipients (asnaf);
(iii)delays in distributing funds to the lawful recipients; (iv)uneven fund allocations; (v)
errors in the distribution process; and (vi)the lack of facilities necessary for the distribution
process.

Dampak Terjadinya Risiko (1)

Tingkat Kemunghkinan (L)

Figure 18: Heatmap of Management of Zakat Fund Distribution Risk

There are 11 risks included in the category of Management of Zakat Fund Distribution
Risk. According to the descriptive analysis and the questionnaire results, the assessment of
these 11 risks is shown in Table 19.
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Table 19: Prioritization of Management of Zakat Fund Distribution Risk, Its Impacts
and Mitigations

Identification
of Risk of
Distribution
Management

Code Impacts Mitigations

(1) Conduct a study on the
(1) An injustice occurs | worthiness of the program

in the distribution of |area;

zakat; (2) Synergize with other OPZs
(2) Inefficiency of in the distribution program;
fund allocation; (3) Establish the lawful recip-
(3) Accountability and | ients or beneficiaries data-
Transparency targets base system;

are not met (4) Create an integrated dis-
tribution database system;

Overlapping dis-
tribution of zakat
funds with other
OPZs

(5) Set up a joint website as a
(1) The distribution place to inform public about
of zakat funds is less | zakat funds distributions on
effective; each region;

(2) The zakat funds (6) Conduct distribution

are unfairly allocated |assessments and build part-
and distributed ac- nership links between zakat
cording to the rights | institutions in the area;

of legitimate recipi-
ents

Zakat distribution
is uneven

(7) Map the recipients lawful
recipients based on their
locations

(1) Work with other OPZs

through partnerships or
(1) there is a chance of | ;5kat forums.

overlapping distribu- ) _
tion; (2) Create an integrated dis-

tribution database system.

Lack of coordi-
nation between
10 | OPZs in the distri-
bution process of
zakat

(2) The distribution of o )
zakat funds becomes | (3) Set up a joint website as
less effective a place to inform the public

about zakat fund distribu-
tion in each region.

(1) Delay in distribut-
ing the rights of the
mustahi;

(1) Apply the Standard Op-
erating Procedure (SOP) to

Delays on distrib- ratiiig
distribution process;

3 |uting zakat funds

to the mustahik (2) The mustahik are

not able fulfill their
basic needs

(2) Evaluate the performance
of the distribution programs

(1) Develop monitoring and
reporting systems that are
measurable and structured.

(1) Ignores the rights

Zakat funds are of mustahik;

kept for too long,
> | and not distribut-
ed immediately

(2) The mustahik are
not able fulfill their
basic needs

(2) Conduct socialization,
implementation and compli-
ance audits.
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Network Infrastructure/IT Risk

Network Infrastructure/IT risk occurs when the technology systems used by zakat
institutions do not work effectively in supporting current and future needs. The risks in-
cluded in this category are: (i) the IT systems are disabled or even damaged; (ii) the ab-
sence of IT systems that adequately support the work of institutions; (iii) the unavailability
of a comprehensive obliged zakat payer database; (iv) no flexibility in payment channels
with the use of up-to-date technology (such as e-banking, SMS-banking, phone apps, post
offices); and (v) the quality of the networks and technology supporting the data is poor.
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Figure 19: Heatmap of Network Infrastructure/IT Risk

IT risk comprises ten types of risk. Based on the descriptive analysis and the ques-
tionnaire results, assessment of the ten risks is shown in Table 2o0.

Table 20: Prioritization of Network Infrastructure/IT Risk, Its Impacts and Mitiga-
tions

Identification

of Network

Code Infrastructure/IT L Impacts Mitigations
Risk

(1) Loss of muzaki, (1) Perform a regular system
mustahik or OPZ fi- backup and procure the

The IT systems are nancial report data. | backup servers;

1 disabled or even (4.5(4.4| 3
damaged (2) The information (2) Create data backup cen-

does not reach the ters and frequently maintain
beneficiaries. the IT facilities
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(1) Support the IT team
) better in terms of human
(1) Delay in the sub- | resources and the infrastruc-
The absence of a mission of financial ture
standard IT sys- information. '
3 | tem that supports (3.8 (4.3 (2) Design a Standard Op-
the work of zakat (2) The management erating Procedure (SOP) for
institutions of zakat funds by services based on IT.
OPZs is not effective.
(3) Implement an audit of IT
systems.
(1) Cooperate with third
parties who have adequate
I(':) OPZ ozerations are | network facilities.
nl—rvifrllj(il;:y g]:)r amperec: (2) Have a standard for
8 P 3.7 |4 (2) There could be selecting vendors in order
or the technology risk to the dataand | t¢ strengthen the necessary
is very old. information managing | networks and applications.
process.
(3) Perform regular checks
and evaluate output.
(1) Create a specific team to
(1) There is a risk of manage network issues.
.Underperfcl)rm— OPZs manipulating (2) Design a technology
'ng operatlorlal the data. blueprint for systems and
v management, 3.514.2 (2) OPZ operations are |infrastructure.
networks, and hamoered
database systems. P ) (3) Design a Standard Op-
erating Procedure (SOP) for
services based on IT.
(1) Perform regular backup
(1) The management | of the system.
of zacl;at funds is ham- (2) Design a Standard
pered. Operating Procedure (SOP)
Data lossdueto | 4.2 (2) There is the poten- | for services based on IT and
computer viruses tial of risk to database | perform manual backup.
Soif:z(jg:‘::;&;rgs;e (3) Implement an IT audit.
transparency. (4) Install anti-spyware and
check the antivirus system.

Cooperation Risk

Cooperation risk occurs as a consequence of partnership, affiliations or other forms

of cooperative relationships that can affect the performance of zakat institutions in un-
dertaking their management processes. This type of risk happens for several reasons: for
example (i) adverse selection of partners has been made; (ii) partners use zakat funds for
other purposes; (iii) partners are late in reporting program implementation; or (iv) zakat
institutions are too dependent on partners’ technology programs.
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Figure 20: Heatmap of Cooperation Risk

11 types of risk are included in Cooperation Risk. Based on the descriptive analysis
and the questionnaire results, assessment of these 11 risks is shown in Table 21.

Table 21: Prioritization of Cooperation Risk, Its Impacts and Mitigations

Identification of

o Cooperation Risk

Program partners
deliver program

Impacts

(1) Partners report on
program implemen-
tation late.

(2) Partners who de-

Mitigations

(1) Perform structured and
well-designed evaluation
and monitoring.

ships with stake-
holders related to
zakat.

3 implementation |37 |37 liver reports late are | (2) Create a Standard Op-
reports late. subject to sanctions | erating Procedure (SOP)
or even the threat of |for distribution agree-
partnership termina- | ments.
tion.
(1) Agree concensus on the
procedures for managing
(1) OPZs have shown | Poorly performing adul-
OPZs have shown shortcomings in tery partners.
izglr;[sckf)i?lng:ricrr]\::: es'_cablis_hing partner- | ;) Create a Standard Op-
8 ap 3.6/3.2 ships with stakehold- erating Procedure (SOP)

ers related to zakat.

(2) Reduction in OPZ
credibility.

for distribution agree-
ments

(3) Create a list of repu-
table zakat partners and
hold evaluation meetings.
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Late delivery of
program reports
7| from the OPZ itself

(1) Late delivery of
program reports
from the OPZ itself
or OPZ partners.

(1) Apply a Service Level
Agreement (SLA), accord-
ing to which reports must
be submitted on time,
with sanctions imposed

or OPZ partners. 3.5(3.1 (2) Reduction in the :)L?Iethose who violate the
credibility of the ’
OPZ. (2) Hold evaluation meet-
ings.
(1) Build OPZs'own tech-
nology.
(1) Reduction in the (2) Create a Standard Op-
integrity and inde- erating I_’rocgdure (SOP)
OPZs depend on pendence of OPZs. for distribution agree-
10 | the technology of q g ments.
program partners. AR5 if])e?zﬁn;%en o(;n (3) Evaluate the perfor-
roaram artg]:ers mance of distribution
prog P ) programs.
(4) Use OPZ partner tech-
nology.
(1) Distribution o
procedures through | (1) Perform monitoring
partners are in- and evaluation of the use
Distribution pro- fringed. of fund programs.
cedures through (2) Partners who de- | (2) Establish OPZ commu-
> partners are 2.7/3.6 liver reports late are | Nication and coordination

infringed.

subject to sanctions,

or even the threat of
partnership termina-
tion.

forums with partners.

(3) Impose strict sanctions
for any violation.

Program Development Risk

Program development risk emerges when zakat institutions develop and launch
new programs. There are several constraints that may occur during the program develop-
ment process: for example, (i) new programs are not in line with the needs and wishes of
the obliged zakat payers and/or the lawful recipients; (ii) the budget exceeds the capabil-
ity of the zakat institutions; (iii) the programs developed merely copy those of other insti-
tutions and are not innovative; and (iv) the monitoring and evaluation of each program
are not effective.
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Figure 21: Heatmap of Program Development Risk

Program Development Risk comprises 14 risks. Based on the descriptive analysis and
the questionnaire results, assessment of these risks is shown in Table 22.

Table 22: Prioritization of Program Development Risk, Its Impacts and Mitigations

Identification
Code

of Program
Development Risk

The cost for develop-
7 ing a new product is
relatively expensive

4.0

4.3

Impacts

(1) New donors need
to be sought to fund
new progras.

(2) Slow development
of new programs.

Mitigations

Conduct appropriate
tests on new programs
and ensure that the
implementation of any
new product is ap-
proved by the Program
Committee.

Insufficient funds for
6 OPZ operations.

4.1

39

(1) Disruption of OPZ
operation.

(2) New programs
become difficult to
recognize by mustahik
and the lawful recipi-
ent participation rate
for program success is
low.

(1) Cooperate with vari-
ous related parties and
develop programs with
a potential assessment
approach, not with
needs assessment.

(2) Set the limit.
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o (1) Communities have | (1) Establish synergies
The socialization inadequate under- with various parties to
°_f new programs standing of new OPZ |improve the efficiency
"_V'th'” the commu- 3.8(3.9 programs. of fund utilization.
nity is less extensive, |7 7" )
less routine and less (2) The growth of the |(2) Set the operational
intensive. community participa- |budget in the annual
tion rate is slow. budget plan.
() Far o deveop | Pen ffcte o
the program, and the gies.
distribution of zakat (2) Select a Person
Inaccurate research funds does not reach |in Charge (PIC) for
into and testing of (3.114.0 its target. marketing the product
new programs. . and ensuring there
(2) Failure to execute |,
is a proper plan each
and measure the pro- |- .
ram time a new product is
9 ' launched.
(1) Ensure good pro-
gram assessment fol-
(1)The implementation !owmg any emerging
The OPZ does not of new programs is Issues.
have sufficient sup- not optimal. (2) Reactivate the
porters for the newly |3 413 6 low impl Research and Devel-
launched program. (2) Slow implementa- opment division under
tion of new programs. S
the Program Division,
which submits monthly
reports to directors.

Leadership Risk

Leadership is one of the main factors that supports the success of zakat institutions
in reaching their strategic and operational objectives. Leadership risk may occur as a result
of of several conditions, for example:

(i). Ineffective leadership of zakat institutions;

(ii). Overlapping organizational structures;

(iii). Ineffective remuneration structures;

(iv).The risk that when choosing the Board of Directors, voters tend to choose well-

known figures, or even collude to pick a particular person; and

(v). The fit and proper test is not effective as a means of selection of zakat institu-

tion leaders.
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Figure 22: Heatmap of Leadership Risk

Leadership Risk consist of 16 risks. According to the descriptive analysis and the
questionnaire results, assessment of the 16 risks is shown in Table 23.

Table 23: Prioritization of Leadership Risk, Its Impacts and Mitigations

Identification of

Code Leadership Risk Impacts Mitigations
(1) Imbalance in
zakat administrator (1) Give equal rewards
Imbalance in amil- satisfaction in the
vl el forrr_l of reward and based on performar.\ce..
12 form of reward P24 2 punishment. (2) Implement a periodic
and punishment. (2) Reduction in the |"€VieW system for zakat
number of skilled administrator performance.
workers.
(1) Ineffective remu-
] neration structure; ) )
Ineffective remu- o Review the remuneration
9 neration structure [>-7 |43| 3 (2) Reductlon_m the | holicy
number of skilled
workers
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Identification of

el Leadership Risk

Impacts

1) Failure to ensure
and maintain OPZ

Zakat Institution Risk Management m

Mitigations

(1) It is necessary to have in-
dependent reports measur-
ing OPZ productivity and
efficiency.

tain and manage
human resources.

Failure to ensure productivity and
8 and maintain OPZ 6 efficiency. (2) Provide zakat adminis-
productivity and 3:214-3 o trators with adequate and
efficiency. (2) Reduction in the | fair compensation.
number of skilled
workers. (3) Design a standard BOPO
ratio and Productivity
Ratio.
(1) The idealism of (1) Build an organizational
sakat administrators culture and enhance the
Zakat adminis- fades role of the Human Resourc-
5 trators’ idealism [2.9(4.6 . es Department.
fades. (2) REdUCt;OE.:F ;he (2) Conduct motivation
\?VL:)Tkeizo skile training and strengthen
) the vision and mission.
(1) Provide a service and
working atmosphere for
(1) Risk of not being zakgt adrr?inistra'_cors con-
There could be the able to recruit, ducive to improving OPZ
risk of not being retain and manage | institutional and zakat
6 | able to recruit, re- 3.3 |41 human resource. administrator performance.

(2) Reduction in the
number of skilled
workers.

(2) Increase zakat adminis-
trators’ engagement and
maintain their welfare
levels.

Competition Risk

Competition risk between zakat institutions occurs because (i) there is rivalry be-

tween program popularity with other zakat institutions; (ii) of the existence of nega-

tive campaigns about zakat institutions, and (iii) there is a disharmonious relationship
between BAZNAS (National Board of Zakat) and private zakat institutions, meaning po-
tential obliged zakat payers choose not to pay their zakat through zakat institutions.
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Figure 23: Heatmap of Competition Risk

Five risks are included in Competition Risk. Based on the descriptive analysis and the
guestionnaire results, assessment of these risks is shown in Table 24.

Table 24: Prioritization of Competition Risk, Its Impacts and Mitigations

Identification of

e Competition Risk

A disharmonious re-
lationship between
5 BAZNAS (National
Board of Zakat) and
private zakat insti-
tutions.

1 Rivalry between
OPZs over program
popularity

_ Zakat Risk Management

Impacts

(1) Lowering of the
trust of communities
towards OPZ/BAZNAS.

(2) Hampers the
implementation of
regulations and the
growth of zakat.

Mitigations

(1) Build good coordi-
nation and communica-
tion.

(2) Respect others and
be oriented towards
benefits.

(3) Build strong com-
munication between
BAZNAS and OPZ.

(1) Disharmony be-
tween OPZs;

(2) The allocation cost
for campaign is too
high

(1) Set indicators of
success for programs
which can be measured
appropriately;

(2) Avoid competition
by delivering differ-
entiation in preferred
programs
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Identification of

Code Competition Risk L Impacts Mitigations

(1) Avoid competition
(1) Disharmony be- with other OPZs by

tween OPZs; operating in a particular
Risk of unfair com- (2) Violation of ethics market segment.
, petition with other and disruption of (2) Set up joint agree-
OPZs >3|47) 3 the service priorities | ments under zakat

towards lawful recip- |forums, BAZNAS and
ients. the Ministry of Religious
Affairs.

(1) Perform reviews
of the target market,

(1) Disharmony be- such that an institution
tween OPZs and other | focuses on one target
Risk of unfair com- social or humanitari- | market so that there is
petition between an institutions. no competition be-
3 | OPZs and other hu- 14.8/14.3/ 3 (2) Violation of ethics | \W/ee" OPZs in the same
manitarian or social and disruption of market.
institutions. the service priorities | (2) Set up joint agree-
towards lawful recip- | ments under zakat
ients. forums, BAZNAS and
the Ministry of Religious
Affairs.

(1) Create campaigns
through social media

(1) The community and deliver financial

Negative campaigns tends to distribute reborts on time
about an OPZ, so their own zakat to P ’
4 |the muzaki tend not [4.214.7| 3 potential mustahik. | (2) Set up joint agree-
to pay their zakat ments under zakat
through it. (2) Hampers the forums, BAZNAS and
growth of OPZs. .
the Ministry of Religious
Affairs.

Crime/Fraud Risk

Crime/fraud risk correlates with any illicit actions committed by anyone involved
in the operation of zakat institutions intentionally for personal or group purposes, and
which can harm the institution and damage its reputation. This risk emerges when (i)
zakat administrators and lawful recipients manipulate the data; (ii) zakat funds are stolen
by zakat administrators; (iii) there is a syndicate of zakat administrators; and (iv) aid pro-
posals are submitted to several zakat institutions.
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Code

1

Dampak Terjadinya Risiko (1)

Tinghat Kemungkinan (L)

E

Figure 24: Heatmap of Crime/Fraud Risk

12 risks are included in Crime/Fraud Risk. Based on the descriptive analysis and the
questionnaire results, assessment of these 12 risks is partly shown in Table 25.

Table 25: Prioritization of Crime/Fraud Risk, its Impacts and Mitigations

Identification of
Crime/Fraud Risk

The mustahik who
receive revolving
funds are not
trustworthy

5.3

3.5

Impacts

(1) The revolving
fund program is not
successful.

(2) Damages the
reputation and
credibility of OPZs.

Mitigations

(1) Assist the recipients of
revolving funds.

(2) There should be assess-
ment forms and surveys of
lawful recipients in the field.

(3) There should be sanctions
against any lawful recipients
who violate the provisions
agreed, such as cessation of
the disbursement of funds.

10

The mustahik
misuse zakat funds
(for example, to
buy cigarettes)

4.5

3.6

(1) The distribution
of zakat funds does
not correspond to
the target.

(2) Damages the
reputation and
credibility of OPZs.

(1) Hold counseling sessions
and educate the mustahik

(2) Training periodically

(3) Sanctions against the
mustahik who violate the
provisions agreed, such as
cessation of the disburse-
ment of funds.

_ Zakat Risk Management
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Zakat institution

(1) Decline in the
credibility of OPZs.

(1) Improve the monitoring
and evaluation process.

(2) Implement an online

late in the distribu-
tion of zakat funds
to mustahik).

(2) Damage to OPZ
reputation and
credibility.

12 partners who mis- (3.4|4.5 (2) Violation of the reporting system and also
use zakat funds. regulations, as well make direct visits to the
as of Sharia laws. program sites.
(3) Impose sanctions.
(1) Perform regular internal
audits.
(2) There should be a notifi-
cation system to the obliged
o . zakat payers of donations
Zakat administra- £1r)e3?k:i1ieicasjr:3 O:s submitted through zakat
tors embezzle the I y P administrators via offices or
zakat funds direct- il IC trust. via ATMs.
8 ly obtained from (2) Violation of the h hould b -
the obliged zakat regulations and (3) There should be a notifi-
payers. Sharia laws cation system to the obliged
' zakat payers related to the
replacement of new human
resources.
(4) Develop customer rela-
tions.
Zakat administra- 1) The mustahik (1) Create an SOP for the
tors who are not receive the zakat distribution of zakat.
dependable in funds late. . .
; terms of time (too |3.8/3.8 (2) Perform internal audits.

(3) There should be a finan-
cial SOP related to CA (Cash
Advance) distribution.

PROPERTY RISK

Human Risk

Property risk occurs to the property or assets of zakat institutions caused by human
behavior, economic uncertainty or natural disasters, resulting in zakat institution losses.
The risk of property loss caused by human behavior can be the result of (i) damage or
fire affecting institutions’ operational tools because of zakat administrator negligence;
(ii) zakat institution offices being robbed; (iii) irresponsible zakat administrators; (iv) the
existence of lawsuit, riots, sabotage or strikes, or (v) corruption, collusion and nepotism.
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Figure 25: Heatmap of
Human Risk

13 risks are included in Human Risk. Based on the descriptive analysis and the ques-

tionnaires, assessment of these risks is shown in Table 26.

Table 26: Prioritization of Human Risk, Its Impacts and Mitigations

Identification of

Code Human Risks Impacts Mitigations
(1) Loss of OPZ assets; )
o (1) Provide an adequate
OPZ offices are (2) Reduction in OPZ physical security system in
2 robbed 5.2 (4.3 performance; all offices;
(3) Damage to the repu- | () Security (CCTV, etc)
tation of the OPZ
(1) Conduct monitoring
(1) Zakat administrators |and evaluation of work-
work less optimally. place conditions so that
3 Sub—st_andard OPZ 5.3(3.6 (2) The comfort level they are suitable.
working places. and stability of the (2) Create a standard form
work quality of employ- | of workspace arrange-
ees are compromised. ment.(3) Implement I1SO
Q001: 2015.
(1) Affects public trust | It is necessary to have
in OPZs. institutional regulations
The occurrence of contained in the Standard
lawsuits 8 (2) Can harm zakat Operating Procedure (SOP)
7 3.8(5.0 drmini d thei C )
administrators and their | re|ated to compliance with
institutions. the law.

_ Zakat Risk Management
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OPZ offices can

be at risk of fire

(of human ori-
gin).

3.7

5.0

(1) Loss of facilities/in-
frastructure, assets and
data.

(2) Can harm zakat
administrators and insti-
tutions.

(1) Insure all the physical
assets of the building.

(2) Provide fire extinguish-
ers and evacuation guid-
ance.

Zakat admin-
istrators are
irresponsible for
the damage and
destruction of
4 zakat funds (due
to the negligence
of zakat adminis-
trators).

4.6

(1) This can interfere
with zakat administra-
tors’ activities and it will
take quite a long time
to recover.

(2) Can harm zakat
administrators and insti-
tutions.

(1) Socialize the compliance
standards.

(2) It is necessary to have

a Standard Operating
Procedure (SOP) related to
the maintenance of work
facilities.

(3) Selective recruitment of
zakat administrators.

(4) Train zakat administra-
tors weekly with regard to
management and spiritual.

Economic Risk

Property loss risk can be caused by economic uncertainty; for instance, if there are

currency fluctuations, price changes, shifts in preferences, economic recession, scarcity of

resources or technological changes.

Dampak Terfadinya Risiko (1)

Tingkat Kemungkinan (L)

..- Figure 26: Heatmap of

.. Economic Risk

Nine risks are included in Economic Risk. Based on the descriptive analysis and the
questionnaire results, assessment of these risks is shown in Table 27.
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Table 27: Prioritization of Economic Risk, Its Impacts and Mitigations

Identification of

Code Economic Risks L Impacts Mitigations

Management needs to reset
its budget to be able to
readjust with OPZ cash flow
capabilities

The occurrence of
1 currency fluctua- |[5.3(4.0] 3
tions

The occurrence of

3 political change 4.8(3.9| 2 Disruption to the Maintaining internal stability
f existence and

_ The occurrence o growth of OPZs in S N

2 interest rate or price |5.0(3.3| 3 the short/medium/ | Maintaining internal stability
change long run
9 The occurrence of 3.1(5.2| 2 Safety security for amil
war
The occurrence Keep up-to-date on techno-

8 of technological |4.3(|3.6] 2 b up

change logical developments.

Natural Disasters Risk
Natural disasters can also cause property loss to zakat institutions. This happens
when available resources are inadequate for overcoming the threat of natural disasters
which can cause loss of life, and damage to infrastructure and the surroundings. There are

several examples of natural disasters risk, such as earthquakes, natural fires, floods and
outbreaks of disease.

Figure 27: Heatmap of
Natural Disasters Risk

| ﬁ
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Tingkat Kemungkinan (L)
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Natural Disaster Risk comprises 12 risks. According to the descriptive analysis and the
questionnaire results, assessment of these risks is presented in Table 28.

_ Zakat Risk Management
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Table 28: Prioritization of Natural Disasters Risk, Its Impacts and Mitigations

Identification of

Mitigations

Code Natural Disasters L | Impacts
Risk
(1) Damage to OPZ assets.
| [zakat et reduc @ ereres it 002 o
tion risk. 4-5|4-4 P )
(3) Burden to operational
costs.
(1) Damage to OPZ assets.
(2) Affects OPZ perfor-
The occurrence of mance.
6 earthquakes 4-04-0
’ (3) Inhibits zakat manage-
ment activities (collection,
management, distribution).
(1) Damage to OPZ assets.
(2) Interferes with OPZ op-
Damages to the erations and performance.
OPZ operational .
2| facilities (not amil [4237 (3) Burden on operational
negligence) costs.
(4) The level of efficiency
decreases.
1) Damage to OPZ assets.
Lack of action (2) Interferes with OPZ op-
3 for securing OPZ |3.8(3.9 erations and performance.
facilities. .
(3) Burden on operational
costs.
(1) Damage to OPZ assets.
(2) Affects OPZ perfor-
The occurrence of mance.
8 floods. B -
(3) Inhibits zakat manage-
ment activities (collection,
management, distribution)

(1) Insure the managed
assets which come from
public funds.

(2) Perform standard
practices in managing
zakat assets.

(3) Gradual maintenance
and rejuvenation of
assets.

(4) Cooperate with the
National Agency for
Combating Terrorism
(BNPT) and the Mete-
orology, Climatology
and Geophysical Agency
(BMKG) to determine
precautionary actions.

(5) Train employees in
Disaster Management.

(6) There should be a
policy to keep an inven-
tory of all fixed assets
related to risks due to
force majeure.

(7) Take out OPZ facility
insurance.

(8) Establish an annual
budget for institutional
infrastructure.

(9) Design standards for
handling related condi-
tions.

AMIL AND VOLUNTEER RISK

Amil Governance Risk

Amil or zakat administrator risk emerges when a zakat institution is not able to
recruit, maintain and manage its human resources. The risk happens if (i) there is no stan-
dardization of good zakat administrator governance; (ii) there is an absence of structured
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and systemic zakat administrator training; (iii) future zakat administrator career paths are
not clear; (iv) zakat administrators are underpaid; (v) communication is poor; or (vi) there
is a human resource mindset that zakat institutions are not the main choice for talented
job seekers.

Z 3l=
5 e%@

Figure 28: Heatmap of Amil
Governance Risk
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27 risks are included in Amil Governance Risk. Based on the descriptive analysis and
the questionnaire results, assessment of these 27 risks is simplified in Table 29.

Table 29: Prioritization of Amil Governance Risk, Its Impacts and Mitigations

Identification of

Code Amil Governance Impacts Mitigations
Risk

(1) All amil should be

required to undergo

competency test cer-

tification through the
The lack of effec- | Professional Certification
tiveness of OPZ | Institute-National Pro-
management of | fessional Certification
zakat funds can | Agency(LSP-BNSP).

reduce public trust

of OPZs.

Amil work ineffec-
tively in providing
18 | assistance on empow- (4.2 |5.2| 3
erment programs for
the poor. (2) Design a Standard Op-
erating Procedure (SOP)

for program assistance.

(3) Run ‘Project Manage-
ment Training’.

_ Zakat Risk Management
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Identification of

Code Amil Governance Impacts Mitigations
{H ¢
Zakat administrators Muzaki are not (1) Create a Standard Op-
work_ine_ffective_ly in satisfied: ineffec. fratlng_Procedu_re (_SOP)
monitoring projects tive zak:’;\t collec- or project monitoring.
" that are funded by S 3 tion (2) Run ‘Project Manage-
OPZs. - ment Training’.

(1) Only hire full time

employees.
Working as zakat OPZs have few | (;) Disallow zakat admin-
20 administrator is only |3.8|5.3| 3 talented human |jistrators from having a
a side job/second job. resources. side job and pay them an

appropriate amount for
their responsibilities.

Zakat administrators (1) D_esign a Standard Op-
work ineffectively in Risk of misdirect- | erating Procedure (SOP)
17 evaluating project |4.5/4.6| 3 ed and inefficient |for proposal approval.
proposals that will be programs. (2) Run ‘Project Manage-
funded by the OPZ. ment Training'.

(1) Create a Standard Op-
erating Procedure (SOP)

Zakat administrators for disciplinary actions in
not on time or broke Damage to OPZ | the workplace.
the promises (undisci- reputation.
16 plined) 34153 2 (2) Establish strict rules
about attitudes in the
workplace.

Volunteer Management Risk

Volunteer management risk emerges when zakat institutions are not fully commit-
ted to developing and implementing good governance standards for their volunteers.
There are several issues that can possibly cause this risk to occur:

(i). the limited quality of prospective volunteers;

(ii). inefficient volunteer screening;

(iii). the low quality of volunteers; and

(iv). the lack of work commitment, volunteer supervision, and communication be-
tween zakat administrators and volunteers.
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Figure 29: Heatmap of Volunteer Management Risk

Volunteer Management Risk consists of 18 risks. Based on the descriptive analysis
and the questionnaire results, assessment of these risks is shown in Table 30.

Table 30: Prioritization of Volunteer Management Risk, Its Impacts and Mitigation-

stions

Identification
of Volunteer
Management Risk

There is no standard-
1 ization of good volun-
teer governance

The quality of pro-
2 spective volunteers is
limited

_ Zakat Risk Management

Impacts

Damage to OPZ
reputation and

the professional
code of ethics

Mitigations

1) There should be guide-
lines for volunteer manage-
ment.

(2) Design volunteer stan-
dard.

(3) Develop a volunteer code
of conduct.

Has an effect on
OPZ existence/
growth in the
short/ medium/
long run.

(1) A tiered recruitment and
training process should be
followed.

(2) Expand information on
volunteer needs.

(3) Conduct initial selection
of prospective volunteers as
needed.
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Identification

Code of Volunteer Impacts Mitigations
Management Risk

(1) It is necessary to periodi-

Lack of communication Inefficiency and | cally coordinate and consoli-
8 between volunteers |5.3(4.4| 3 ineffectiveness | date among volunteers.
and amil of resources.

(2) Agree on the flow of vol-
unteer communication with
zakat administrators.

Lack of communication Resource ineffi- | (3) Create a volunteer web-
7 between volunteers. 5-5(3-9| 3 ciency. site and instant email/group
messages.
(1) Periodically run training
Interferes with | and hold competency tests.
Low quality of volun- OPz eX|s_tence/ (2) Standardization of volun-
4 teers 48145 3 growth in Fhe teer training
short/ medium/
long run. (3) Develop a routine train-
ing agenda.

MUZAKI AND MUSTAHIK RISK
Muzaki Risk
Muzaki (zakat payer) risk can arise when zakat institutions are faced with the situ-
ation when (i) obliged zakat payers do not know how to calculate the amount of zakat

payable; (ii) they distribute their zakat to more than one zakat institution; (iii) they pay
their zakat anonymously; and (iv) they pay zakat seasonally (only during Ramadan).

... Figure 30: Heatmap of Muzaki Risk
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Four types of risk are included in Obliged Zakat Payer Risk. Based on the descriptive
analysis and the questionnaire results, assessment of these risks is shown in Table 31.

Table 31: Prioritization of Muzaki Risk, Its Impacts and Mitigations

Identification of

Code Muzaki Risk

There are many
muzaki who pay
4 zakat seasonal- |6.8
ly (only during
Ramadan).

3.1

Impacts

(1) Causes unstable collec-
tions.

(2) Affects the performance
of collection and distribution.

(3) Service levels increase
seasonally.

Mitigations

Socialization carried
out by zakat institu-
tion in communities
through various
kinds of media
owned by the insti-
tution and/or using
external media.

Obliged zakat
payers distribute
2 their zakatto |6.2
more than one

OPZ.

2.7

(1) Zakat collection targets are
not met.

(2) Fall in collection funds.

(3) The effect is not too sig-
nificant in the medium/long
term.

Create an appealing
distribution program
to attract more
donors.

Obliged zakat
payers pay their
3 zakat anony- |5.7
mously (cannot
be identified).

2.9

(1) OPZs cannot provide proof
of zakat paid to the muzaki.

(2) Causes too many notes in
the financial statements and
it is difficult to determine the
type of funds.

(3) Affects the aspects of
reporting and evidence of
accountability.

(1) Trace the origin
of funds.

(2) Use of virtual ac-
counts system, etc.

Obliged zakat
payers do not
know how to
calculate the
amount of zakat
payable.

2.6

e |f the calculation of zakat
is excessive, then the status
of the fund is not zakat but
infaq or sadaqah.

e |f the calculation is below
the correct amount, recipi-
ents still have a right to the
wealth of muzaki.

(1) Provide zakat
consultation services.

(2) Carry out social-
ization in the com-
munities through all
the kinds of media
owned by the insti-
tution.

Loss of Muzaki Risk

The risk of losing muzaki (zakat payers) occurs when they tend to pay zakat
independently (not through zakat institutions); they are not to loyal to a particu-
lar zakat institution; they switch to other zakat institutions; and they have doubts

about certain zakat institutions.

_ Zakat Risk Management
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Figure 31: Heatmap of Loss of
Muzaki Risk

Loss of Muzaki Risk comprises 13 risks. Based on the descriptive analysis and the
questionnaire results, assessment of these risks is partly shown in Table 32.

Table 32: Prioritization of Loss of Muzaki Risk, Its Impacts and Mitigations

Identification of
Loss of Muzaki
Loss Risk

Code

Muzaki switch to

pendently.

3 another OPZ. 57| 41
Muzaki do not
understand the im-
8 portance of paying (5.3| 4.1
zakat through an
OPZ.
6 Muzaki are not
familiar with OPZs. 53|39
Muzaki lack trust
7 in OPZs. 53|39
Muzaki tend to
1 pay zakat inde- |5.5(3.7

Impacts

(1) OPZs have unstable
collections.

(2) Affects the perfor-
mance of collection and
distribution.

(3) The level of service
increases seasonally.

(4) Zakat collection tar-
gets are not met.

(5) Reduced collections.

(6) The effects will be
not too significant in
the medium/long term.

(7) The zakat collection
is not stable.

(8) Affect the perfor-
mance of collection and
distribution

(9) The level of service
increases seasonally;

Mitigations

1) Carry out socialization
by zakat institutions in the
communities through all
the kinds of media owned
by the institution and/or
using external media.

(2) Create appealing distri-
bution programs to attract
more donors.

(3) Trace the origin of
funds.

(4) Use of virtual acconut
system etc.;

(5) Provide zakat consulta-
tion services.

(6) Introduce OPZs as pro-
fessional zakat institutions.

(7) Educate donors that
OPZs understand potential
recipient mapping better.
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Muzaki Satisfaction Risk

Muzaki satisfaction risk can be experienced by zakat institutions if: (i) obliged zakat
payers are not satisfied with the institution’s services; (ii) obliged zakat payers think that
zakat administrator services are not professional; (iii) zakat administrator services to
obliged zakat payers are slow; (iv) there is a failure in the donor service system, and (v)
zakat administrators are not responsive to obliged zakat payers’ complaints or community
recommendations.
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Figure 32: Heatmap of Muzaki Satisfaction Risk
Seven risks are included in Obliged Zakat Payer Satisfaction Risk. Based on the de-
scriptive analysis and the questionnaire results, assessment of these risks is partly shown

in Table 33.

Table 33: Prioritization of Muzaki Satisfaction Risk, Its Impacts and Mitigations

Identification of

Code Muzaki Satisfac- L | V S Impacts Mitigations
tion Risk

(1) Create a Standard Op-
erating Procedure (SOP)
. Muzaki switch to an- | for providing services to
Muzaki demar_wds other OPZ or choose | Muzaki.
2 excellent service |5.2(3.3| 2 o .
from the OPZ to distribute their (2) Distribute a ques-tion-
own zakat naire to capture ser-vice
expectations from the
point of view of muzaki.

_ Zakat Risk Management
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Muzaki Satisfac-
tion Risk

Code

OPZ services are

Zakat Institution Risk Management

Impacts

Muzaki are not
satis-fied, so zakat

Mitigations

(1) Create a Standard Op-
erating Procedure (SOP)
for providing services

to muzaki and for amil
codes of ethics.

5 (office system of
donors services)

3 not professional 43)39 coIIec‘Fion is less than | (3) conduct benchmark-
effective. ing with other profes-
sional institutions (with
similar institutions or in
different industries).
Obliged zakat Muzaki switch to an- | (1) Set a high standard of
; payers were not other OPZ or choose | Customer satisfaction;
satisfied \{vith opz | 39|37 to distribute their (2) Improve the quality of
services own zakat. services
(1) Create a Standard
Operating Procedure
(SOP) for handling donor
Poor response to Decrease in OPZ credi- | complaints J
public (donors) (3.8 (3.7 . . p .
6 laint bility and public trust. ]
complaints (2) Perform internal
audits and implement ISO
9001: 2015.
) ) o (1) Create a strong on-
Fallur.e of donors Risk of SV\{ItChIng; _ line-based system.
service system decrease in collection )
3.8 3.5 (2) Internal audits and

performance; reputa-
tion risk.

implementation of ISO
Q001 2015.

Mustahik Risk

Mustahik (zakat recipient) risk is associated with situations in which (i) there is a
lack of standardization on verifying the lawful recipients in each program; (ii) there are
no adequate indicators to measure lawful recipient welfare; (iii) lawful recipients obtain
zakat funds from several zakat institutions; (iv) lawful recipients who have died are still
receiving zakat funds; and (v) lawful recipients who are now financially independent are

still receiving zakat.
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Figure 33: Heatmap of Mustahik Risk

Lawful Recipient Risk consists of five risks. According to the descriptive analysis and
the results of the questionnaire, assessment of these is presented in Table 34.

Table 34: Prioritization of Mustahik Risk, Its Impacts and Mitigations

Identification of

Code Lawful Recipients

L

) Impacts

Mitigations

Risk

Mustahik receive

(1) Zakat funds are
not evenly distribut-
ed.

(2) Difficulty in de-

(1) Create excellent policies
and procedures for muzaki
services.

suring the welfare
of muzaki

mustahik

(3) Hampers the accu-
racy of the distribu-
tion process.

3 zakat féoprgsseveral 6.13.3 termining lawful (2) OPZ and BAZNAS
recipients. should work together to
create a single mustahik ID
(3) Overlapping assis- system.
tance.
(1) Conduct mustahik satis-
(1) Difficulty in deter- |faction surveys and period-
mining mustahik ically review the impact of
The absence of (2) Failure to identify programs.
, indicators for mea- e the development of | (2) Create indicators to

measure the welfare of
mustahik

(3) Perform internal audits
and implement ISO goo1:
2015.
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There is no stan-
dardization in
verifying mustahik
in each program.

Mustahik who are
now financially in-

5 dependent are still
receiving zakat.
Mustahik who

4 have died are still

receiving zakat

Loss of Mustahik Risk

3.8

(1) Many funds are
not on target.

(2) Risk of incorrect
distribution targets.

(3) Hampers the ac-
curacy of the distribu-
tion process.

(1) Develop good commu-
nication and collaboration
between zakat managers.

(2) Design a Standard
Operating Procedure (SOP)
for verifying the mustahik
on each program.

(3) Strengthen the mon-
itoring and evaluation
systems of the institution.

(1) Distribution of
zakat funds is less
effective.

(2) Difficult to deter-
mine mustahik.

(3) Incorrect distribu-
tion.

(4) Affects OPZ cred-
ibility.

(5) Hampers the accu-
racy of the distribu-
tion process.

(1) Strengthen the data-
base of mustahik and keep
the data updated.

(2) Ensure good communi-
cation between OPZ and
BAZNAS.

(1) Distribution of
zakat funds is less
effective.

(2) Difficult to deter-
mine mustahik.

(3) Risk of incorrect
distribution targets.

(4) Hampers the ac-
curacy of the distribu-
tion process

(1) Strengthen the data-
base of mustahik and keep
the data updated.

(2) Ensure good communi-
cation between OPZ and
BAZNAS.

(3) Monitoring and evalu-
ation.

The risk of losing mustahik (zakat recipients) is a situation experienced by the zakat

institution when (i) the areas where the lawful recipients live are difficult to reach; (ii)

many lawful recipients cannot be identified by the zakat institutions; (iii) lawful recipients

continually change address; and (iv) the lawful recipients do not have national identity

cards.
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Figure 34: Heatmap of Loss of Mustahik Risk

Nine risks are included in the Loss of Lawful Recipients Risk. Based on the descriptive
analysis and the questionnaire results, assessment of these risks is partly shown in Table 35.

Table 35: Prioritization of Loss of Mustahik Risk, Its Impacts and Mitigations

Identification
of Loss of
Mustahik Risk

Code

Mustahik are in
locations which

Impacts

1) Mustahik do not
receive the zakat funds
on time.

(2) Requires greater

Mitigations

(1) Open a representative
office that is convenient to
reach for potential donors.

identity card.

reports.

(3) Risk to the validity of
mustahik data.

1 e 5.5(3.7 funds to reach the mus- | (2) Cooperate with local
are dr':gcc# It to tahik. representatives.
(3) Mustahik coverage | (3) Create synergy between
is limited or has high institutions.
operational costs.
(1) Strengthen mustahik
(1) Mustahik cannot be |database and information
served. system.
9 I\Pf:\jza:lrlw(a(:i?)r?:lt 64028 (2) Difficult to make (2) Use an available identity

card.

(3) Conduct social mapping
and work together with
local officers.
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Code

Identification
of Loss of
Mustahik Risk

Mustahik
3 con-tinually  [5.3(2.7
change address.

Impacts

(1) Zakat funds are late
or even not distributed.

(2) Larger funds re-
quired to reach the
mustahik.

(3) Risk to the validity of
mustahik data.

Zakat Institution Risk Management m

Mitigations

(1) Strengthen community
assistance

and local culture.

(2) Make groups based on
identity.

(3) Perform socialization of
the mustahik and conduct
social mapping.

OPZs cannot
2 identify the mus- |4.0| 3.2
tahik.

(1) Zakat funds are not
evenly distributed.

(2) Mustahik do not re-
ceive the zakat funds.

(3) Larger funds re-
quired to reach the
mustahik.

(4) Weaknesses in OPZ
assessment and data-
bases.

(1) Provide alternative dis-
tribution with the help of
local community leaders.

(2) Encourage cooperation
between institutions and
conduct social mapping

Mustahik do not
know that they
can receive zakat
from OPZs.

(1) Mustahik cannot ful-
fil their basic needs.

(2) It is necessary to car-
ry out re-socialization.

(3) Does not significant-
ly affect channeling
performance.

(1) Actively encourage the
beneficiaries to complete
their personal and family
identity, coordinating with
relevant government offic-
es and agencies.

(2) Educate the mustahik.

Mustahik Satisfaction Risk

Lawful recipient satisfaction risk can arise when (i) the lawful recipients are not sat-

isfied with the services of the zakat institutions; (ii) the service of the zakat administrator
(zakat institutions) is slow (recipient service office systems); (iii) lawful recipients demand
excellent services from zakat institutions; and (iv) there is a failure of the lawful recipient
service system.

Zakat Risk Management _




m Zakat Institution Risk Management

Dampak Terfadinya Risike (1)

1 F 3

Tingkat Kemungkinan (L)

- °

Figure 35: Heatmap of Mustahik
Satisfaction Risk

Lawful Recipient Satisfaction Risk consists of six risks. Based on the descriptive anal-
ysis and the questionnaire results, assessment of these risks is partly shown in Table 36.

Table 36: Prioritization of Mustahik Satisfaction Risk, Its Impacts and Mitigations

Identification
Mustahik
Satisfaction Risk

Code

Lack of respon-
siveness to public

mustahik).

complaints (from |3 o

4.1

Impacts

(1) Decrease in OPZ
credibility and pub-
lic trust.

(2) Hampers the
distribution process
and damages OPZ
reputation.

Mitigations

(1) Create a Standard Oper-
ating Procedure (SOP) for
how to handle recipient
(mustahik) complaints.

(2) Embed understanding
of equal services between
obliged zakat payers and
mustahik.

(3) Implement I1SO goo1:
2015, specifically in the em-
powerment program.

Slow amil service
to mustahiks
(mustahik service
office system)

3.8

3.1

(1) Fall in distribu-
tion performance
and OPZ credibility.

(2) Hampers the
distribution process
and damages OPZ
reputation.

(1) Conduct a monitoring
and evaluation process of
program development.

(2) Design service standards
for mustahik (systems, hu-
man resources, flows, etc.);

(3) Implement ISO goo:
2015.
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Identification
Mustahik
Satisfaction Risk

Code

Lack of respon-
siveness of zakat
administrators

Impacts

Weakens OPZ cred-

Zakat Institution Risk Management n

Mitigations

(1) Create a Standard Op-
erating Procedure (SOP) on
how to handle mustahik
suggestions and input.

OPZ services.

2 towarc_js input/ [3.0(3.8 ibility and public (2) Perform socialization
suggestions from trust of mustahik ballot mecha-
comn_nu_mtles (re- nisms and communication

cipients). channels related to zakat
institution services.
(1) Affects distri-bu- (1) Maintain relationships
. with all beneficiaries who
Mustahiks are not tion perfor-mance
satisfied with the and OPZ credibility. have been f(_)ste_red by
3 33|34 zakat organizations.

(2) Service sys-tem
im-provement.

(2) Implement I1SO goo1:
2015.

Mustahiks de-
4 mand excellent
service from OPZs.

4.1

2.4

1) Invest in human
resources, systems
and technology.

(2) (2) Risk to op-
erational costs.

(1) Design mustahik satisfac-
tion standards.

(2) Implement ISO 9o01:
2015.

Ethics Code Risk

Ethics code risk is associated with the code of ethics for zakat management pro-
cesses. If obliged zakat payers give gifts to zakat administrators, meaning they have no
understanding of the courtesies connected to paying zakat (intentions, immediately, not
riya’); if lawful recipients give gifts to zakat administrators; if lawful recipients do not un-
derstand the courtesies related to receiving zakat (using it wisely; saying thank you); and if
zakat administrators have no understanding about the courtesies around collecting zakat
funds (being just, honest, trustworthy and sincere) are examples of risks associated with
the code of ethics that may occur in zakat institutions.
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Figure 36: Heatmap of Ethics Code
Risk

Ethics Code Risk comprises five risks. Based on the descriptive analysis and the ques-
tionnaire results, assessment of these risks is presented in Table 37.

Table 37: Prioritization of Ethics Code Risk, Its Impacts and Mitigations

Identification of
Ethics Code Risk

Impacts

Mitigations

(1) Provide clear rules in the code

honest, trust-worthy,
sincere, etc.)

In the long of ethics, including punishments
Muzaki give gifts to run, this will and rewards.
1 zakat adminis-tra- 4.8/3.8 2 destroy zakat | (3) Perform socialization with
tors (ethics code ad—m|n|ls—_ all stakeholders about the zakat
risk). tra-tors’sinc- | administrator code of ethics
er-ity. through the media and resourc-
es owned by the institution.
Mustahiks do not (1) Implement excellent service
understand the policies and procedures for
courtesies in-volved . . mustahiks.
when ac-ceptin ol2.5] 2 Risk to Sha-ria
4 -epting 15.0/2.5 compli-ance. (2) Educate mustahiks.
zakat (us-ing the
funds wise-ly, being (3) Undertake regular coaching,
thankful, etc.) monitoring and evaluation.
Amil do not un- (1) QPZs need to standardize
their SOPs based on ISO.
der-stand the .
. Violates the - .
courtesies connect- . (2) Training and education for all
. - code of eth-ics 2
5 ed with col-lecting |3.0/4.0| 2 ha-ri zakat administrators.
zakat (being just and Sha-ria .
! compli-ance. (3) Educate zakat administrators

regularly, which can be in the
form of training.
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Identification of
Ethics Code Risk

Muzaki do not
un-derstand the
cour-tesies around
pay-ing zakat (int-
en-tions, immediate-
ly, not riya’, etc.)

Mustahiks give gifts
to zakat ad-minis-
trators (risk to ethics
code).

Impacts

Risk to Sha-ria
compli-ance.

Mitigations

(1) A pocket book or short
manual should be produced for
muzaki.

(2) Educate muzaki about corre-
sponding courtesies.

(3) Zakat institutions should
socialize the matter in society
through the media.

Amil are less
objec-tive in
de-termining
mustahiks.

Provide clear rules in the code
of ethics, including punishments
and rewards.

INTERNATIONAL ZAKAT TRANSFER RISK

International zakat transfer risk potentially occurs when there is a transfer from a
zakat-rich country as the obliged zakat payer to a zakat-deficient country as the lawful
recipient. There are several reasons why this risk could happen. First, there are no inter-
nationally accepted zakat management standards. Second, donor and recipient countries
have different zakat standards. Third, there is a high country risk of the receiver country.

Fourth, the absence of assessment of country or transfer risk by either country. Finally,
both countries are unwilling to share any confidential information, and in the worst pos-

sible case, there are no zakat institutions in the countries.

)
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Figure 37: Heatmap of
International Zakat Transfer Risk
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International Zakat Transfer Risk consists of ten risks. Based on the descriptive anal-
ysis and the questionnaire results, assessment of these risks is partly shown in Table 38.

Table 38: Prioritization of International Zakat Transfer Risk, Its Impacts and Miti-

gations

Identification of

Code International Zakat L | Impacts Mitigations
Transfer Risk
Participate actively in the
Absence of a model The donor coun- development o_f the Nation-
. . al Zakat Index in order to
and anal-ysis of coun- try is wary about )
. d as-sess the risk and gov-
7 try and transfer risk | 5.2 (4.2 transfer-ring .
. ernance of regional zakat
by the zakat in-stitu- zakat to the re- .
tions in each country cipient coun-try manage—m(_ent, so that in
’ " |the future it can be used for
cross-country zakat transfers.
The zakat institu-tions . .
(in the do-nor and cR:rI; ti)iaS:caer.la Develop an institution in
recipient countries) . _p_ ! the form of an NGO and
in-hibits coor- . . .
8 have not agreed on | 5.2 (3.6 . . estab-lish synergies with
L2 dina-tion and . ..
the distribution of R partners in other countries in
. , activi-ties in both |.. .
zakat administra-tors . joint program collaboration.
. countries.
managerial fees.
N cat insti (1) Incompatible
qucizoisa(ﬁr:rlsr:g systems, which in- | pevelop various internation-
do-nor and recio- hibit cross-coun- | 3] and national humanitarian
ient countries) dpo try cooperation | 5¢50ciations to expand and
10 g 4.8(3.8 and activities facilitate the distribution of
not have policies or i cross-country programs, such
processes to mit-igate (2) Delay in the y prog 4
transfer of zakat |as SEAHUM, AMMA, OCHA,
country and transfer |
risk. between coun- Planas PRB, HFI, etc.
tries.
The absence Develop an institution in
No zakat insti-tution .- the form of an NGO and
. . . . of policies and . . .
is availa-ble either in estab-lish synergies with
. pro-cesses to . .
the donor or reci- 5 o partners in other countries
9 - 53 (3- miti-gate country |: o
pi-ent country. and transfer risk involved in joint program
" | collaboration.
Through the World Zakat Fo-
The donor and The donor coun- |rum and the Zakat Core Prin-
recipient coun-tries try is wary about |ciples, actively partici-pate in
are reluctant to share transfer-ring the development of the ZCP
5 confi-dential in-  |4-8 |3:2 zakat to the re- | and the drafting of the Inter-
for-mation. cipient coun-try. |national Standard of Zakat
Management.
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RECORDING AND REPORTING RISK
Reporting Risk

Reporting risk is a situation experienced by zakat institutions when they are unpre-
pared to report all their activities to stakeholders. This risk emerges when (i) there is no
standardized form for zakat institutions to report to their stakeholders; (ii) zakat insti-
tutions lack professionalism when making reports; (iii) reports are not made periodically
(continuously); and (iv) delays occur in reporting zakat management to the stakeholders

' Figure 38: Heatmap of Reporting
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Reporting Risk consists of 12 risks. Based on the descriptive analysis and the ques-
tionnaire results, assessment of these risks is partly shown in Table 39.

Table 39: Prioritization of Reporting Risk, Its Impacts and Mitigations

Identification of

Code Impacts Mitigations

Reporting Risk

There is no ... | (1) Create reporting stan-
syn-chronization .(1) Weakened credibil- dards 9
be-tween the ity of BAZNAS/OPZ. )
. 2[4 -
? zakat reporting >2|4:1 3 (2) Causes public dis- (2_) Pgrform data synchro
of BA-ZNAS and rust nization tl_wrough semes-
private OPZs. ter reporting

(1) Carry out periodic
(1) Decreases the cred- | reviews led by the Head

OPZ zakat report ibility of OPZ. of the Assets Division.
5 is not very valid/ |3.5/4.6| 3 (2) Affects OPZ repu- |(2) Adapt the BAZNAS
accurate. tation and account- | and the Ministry of Reli-
ability. gious Affairs reporting
standards.
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Identification of

Code Reporting Risk L Impacts Mitigations

(1) Create standard re-

(1) Reports are less quirements when recruit-
. attractive. ing for OPZ accounting
Lack of pro- (2) Weakened teams.
fes-sionalism in 8 bliged zakat
2 making OPZ za-kat 3.0(4.0| 2 oblige: Zﬁ af F’aye:c _(z) Pe_rform ben_chmark-
reports. trust (in the form of | ing with professional
transparency). institutions and partici-

pate in training held by
training institutions.

(1) Use an online-based

system.
There is no (1) Communities are (2) Conduct
syn-chronization i:e[())trlfsal about OPZ ;e rnal and public au-
8 b(e)—};c;veen natlondal 3.24.5| 3 p : dits.
reports an (2) Decline in the
those of branch-es. credibility of OPZs. (3) Create a Standard Op-

erating Procedure (SOP)
for institutions related to
the reporting process.

(1) Create a Standard Op-
erating Procedure (SOP)

There is a delay in for the timing of report

delivering re-ports 8l=8 Decreased OPZ credi- submission
4 by an OPZ to its 3:913-¢| 3 bility and public trust. ’
stakehold-ers. (2) Develop a specific

data management struc-
ture, as defined in the
SOP.

Recording Risk

Recording risk can be experienced by zakat institutions due to their failure to re-
cord their financial affairs internally. There are certain conditions that can lead to the
emergence of this risk, for example: (i) the lengthy chain in the received funds recording
system; (ii) there is no specific guidance on Sharia-based transactions from PSAK 109 that
could be used by zakat institutions; (iii) the complicated centralization of zakat recording
from zakat institution branches to their central office; and finally (iv) the close relation-
ship between collecting officers (zakat administrators) and officers in the internal audit
division.
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Figure 39: Heatmap of Recording
Risk
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Eight risks are included in the Recording Risk. According to the descriptive analysis

and the questionnaire results, assessment of these risks is partly presented in Table go.

Table go: Prioritization of Recording Risk, Its Impacts and Mitigations

Identification of

Code Recording Risk Impacts Mitigations
I?e;:fectiveness (1) Present the reports
c;ntd iaok:ffusrifjt Disturb the account- according to standards
8 presentation dis- |3.8(4.1 abili’_cy aspects of short/ (PSAK 109);
played separately medium/long term OPZ (2) Adjust to zakat man-
in the financial management. agement guidelines and
statements. PSAK about zakat.
ceg?g ﬁ;:;};d of Less valid reports from | (1) Create an on-
zakat recording the central OPZ; dis- line-based system.
5 | from OPZ branches 3.8(3.6 ruptlon_ to OPZ perfqr— (2) Adjust to zakat man-
to their central mance if the system is | 3gement guidelines and
office. not solid. PSAK about zakat.
(1) Inaccuracy in calcu-
lating zakat funds from | (1) Hold reviews by su-
The risk of the donors. pervisors or accounting
3 donor accounting 3.6/3.6 (2) Poor distribution experts.
method on an and collection perfor- | (2) Adjust to zakat man-
accrual basis. mance associated with |agement guidelines and
the collection time PSAK about zakat.
(Ramadan).
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(1) Invite experts to
. provide training or
The absence of (1) Late and less valid bring in internal teams
guidelines on periodic reports from to join relevant training
, OPZ Sharia-based : OPZs to their stake- SESSIONS.
transac-tions from |3 32 holders. blici e
PSAK 109 (such as (2) OPZs have different (2) Publicize new infor-
PAPSI). mation about govern-
standards. L
ment and zakat institu-
tion policies.
There is no
syn-chronization ) | h (1) Present the reports
of accounting Itis costly to change | according to relevant
the accounting method
meth-ods between ) standards (PSAK 109).
4 OPZs (on a cash 3.4|3.4 from the accrual basis ]
. to cash basis, or vice (2) Adjust to zakat man-
basis) and donors versa. agement guidelines and
(on an accrual PSAK about zakat.
basis).
LEGAL RISK

Legal risk emerges if there are regulatory or legal changes by the government that
could threaten zakat institutions’ position and their capacity to operate effectively and
efficiently. There are several examples of conditions associated with legal risk in zakat
institutions. First, the absence of acts or provisions that oblige Muslim adults to pay zakat.
Second, zakat is not tax deductible in Indonesia. Third, the lack of government support
for the implementation of existing zakat acts and provisions. Fourth, there is a weak law
enforcement, as has already been stated in the acts concerning zakat. Finally, incompati-
bility of legal risk with local regulations.
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Figure 40: Heatmap of Legal Risk
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Legal Risk comprises 16 risks. Based on the descriptive analysis and the questionnaire
results, assessment of these risks is partly shown in Table 41.

Table g41: Prioritization of Legal Risk, Its Impacts and Mitigations

Identification of

Code Legal Risks Impacts Mitigations
(1) Actively participate in mak-
ing suggestions about or even
Lack of govern- criticizing drafts of new law and
ment support for Less effective | various public tests of the latest
10 the implementa- |5.2(4.6 zakat manage- |zakat regulations.
tion of zakat laws ment by OPZs. . ——
. (2) Hold intense communication
and regulations. :
with zakat regulators.
(1) Actively coordinate with vari-
\Weak law en-force- ous regulator stakeholders in the
ment, as already Weakeps thef framework of developing zakat
3| stated in the acts [23|42 :)eIEZL:catlon ° regulations.
concern-ing zakat. ' (2) Obey the law by supporting
government policies.
Acts and regu- _ | (1) Conduct various legal advo-
la-tions on zakat The ineffective- | cacy activities related to zakat
s management are |__ o ness of zakat | regulation.
ambiguous, so management o ]
can have multiple by OPZs. (2) Follow existing regulations
interpreta-tions and laws
) Zakat man-age- | (1) Adjust implementation in the
The existence ment by OPZs | fie|d, but without violating the
9 of new acts and 4.5/4.5 is dis-rupted by | existing rules and regulations.
regulations about | 2| ™ ad-justments ) )
zakat. to laws and (2) Adjust to zakat law obedient-
regu-lations. ly.
(1) Strengthen the stability of
organizational management.
. (2) Apply SWOT in the prepa-
1 Risk of politi-cal zDaelgéclsr:]r;rEt]ae o ration of the institution annual
uncertainty. 47|43 9 Strategic Plan in order to identify
ment pro-cess. |.
issues.
(3) Prepare risk management in
responding to relevant issues
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COMPLIANCE RISK
Sharia Compliance Risk

Sharia compliance risk arises as a result of disobeying Sharia laws and provisions.
This risk can be caused by several reasons, including (i) lack of competency of the Sharia
Advisory Council (DPS) run by zakat institutions; (ii) absence of regulations on the imple-
mentation of Sharia audit; (iii) absence of public/private audit institutions (KAP) that are
authorized and/or competent to perform Sharia auditing; and (iv) the risk of workers’
incomprehension of Sharia laws in all units of a zakat institution.
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Figure 41: Heatmap of Sharia Compliance Risk

Sharia Compliance Risk consists of 12 risks. According to the descriptive analysis and
the questionnaire results, assessment of these risks is partly shown in Table 42.

Table g2: Prioritization of Sharia Compliance Risk, Its Impacts and Mitigations

Identification

Code of Sharia Impacts Mitigations
Compliance Risk

) (1) Encourage the Sharia Advi-
Absence of a stan- The variety of sory Council (DPS) to improve
dard Sharia audit Sharia provisions | jts competency by using various

at the national 6.0(3.6| 2 adopted by OPZs | torms of support.
level confuses the com- _ .
) munity. (2) Prepare national Sharia

audit guidelines.
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Identification
of Sharia
Compliance Risk

Code

OPZs do not have

a standard guide

to internal Sharia
audit.

Zakat Institution Risk Management

Impacts

Low OPZ Sharia
compliance de-
creases their credi-
bility.

101

Mitigations

(1) Standardize the orienta-
tion of the vision, mission,
objectives and figh (Islamic
jurisprudence) of Zakat, Infaq,
Sadaqgah, and Waqf (ZISWAF).

(2) Be fair to aspects that are
khilafiyah or different and do
not increase the gap

Absence of pub-lic/
private audi-tor
institutions (KAP)

rized and/or com-
petent to perform
Sharia auditing.

8 that are autho- |[5.0{3.4

OPZ reports have
not been able to
be audit-ed corre-
sponding to Sharia
laws, together
with low OPZ Sha-
ria compliance.

(1) Encourage the establish-
ment of a National Sharia
Board of Indonesian Ulema
Council (DSN Ul) in the field
of Zakat, Infaq, Sadagah, and
Waqf (ZISWAF), similar to the
National Sharia Board for the
Islamic banking sector.

(2) Split the tasks of public and
financial audit.

(3) Strengthen the compliance
and internal audit divisions.

Absence of
regu-lations on

The variety of
Sharia provisions

Compile standard guide-lines
for internal Sharia compliance

Sharia and figh
(Islamic jurisp-
ru-dence) related
to zakat.

Sharia provisions.

4 im-plementing 4.6/3.6 adopted by OPZs as a basis for organizational
. . confuses the com-
Sha-ria audit. . performance.
munity.
. Develop Sharia guidelines for
Zakat adminis- P guige
zakat management; im-prove
tra-tors who work
S the competency of zakat
in distribution lack T -
. The distribution of | administrators; hold regular
understanding of . L . . )
12 2.8(5.3 zakat can vio-late |training on Sharia compliance;

develop an as-sessment pro-
gram for zakat administrators
related to Sharia and figh
(Islamic ju-risprudence).

Regulatory Compliance Risk

Regulatory compliance risk arises as a consequence of disobeying the regulations

and provisions that have been set by the regulators. This risk can emerge due to (i) all units

of a zakat institution not fully understanding zakat regulations; (ii) a zakat institution

(LAZ) only being allowed to have one representative in each province; (iii) the absence
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of BAZNAS supervisory tools; (iv) two authorities regulating zakat in Indonesia, namely
BAZNAS and the Ministry of Religious Affairs; and (v) BAZNAS playing the double role of
regulator and operator.

@

Dampak Terjadinya Risike (I)

Tingkar Kemungkinan (L)

Figure 42: Heatmap of Regulatory
Compliance Risk

Regulatory Compliance Risk comprises 11 risks. Based on the descriptive analysis and

the questionnaire results, assessment of these risks is partly shown in Table 43.

Code

Identification

of Regulation
Compliance Risk

BAZNAS plays
a dual role as

Impacts

(1) OPZ is not free to
implement the pro-
gram because it is

Table 43: Prioritization of Regulatory Compliance Risk, Its Impacts and Mitigations

Mitigations

(1) Encourage the role of
BAZNAS of coordinating the
management of national
zakat and not merely act-
ing as an operator. BAZNAS

BAZNAS and the
the Ministry of
Religious Affairs.

a conflict of interest.

(2) Ambiguity of
command and au-
thority.

hampered by policies
" | regulator and op- [>4 4.8 3 that favor BAZNAS' | Should also play the role of
erator. spreading the zakat move-
(2) Superbody, coflict | ment.
of interest. .
(2) Internally improve profes-
sional performance.
(1) There IS a <.:I|shar.- (1) Establish coordination
monious relationship S .
between BAZNAS and communication with
There are two and the Ministry of | POth parties that are orient-
zakat authori- liai Hai y ed towards maslaha (public
ties in Indonesia: Religious Affairs, interest)
10 5-4/4.5| 3 with the existence of :

(2) Encourage intensive com-
munication between BAZNAS
and the Ministry of Religious
Affairs.
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Identification
of Regulation
Compliance Risk

Code

The absence
9 of BAZNAS
supervisory tool

4.9

3.9
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Impacts

(1) The enforcement
of rules and super-
vision is not carried
out well.

(2) There is a risk

to the operational
supervision of zakat
management.

103

Mitigations

(1) Together with related par-
ties, encourage the develop-
ment of surveillance tools.

(2) Encourage intensive com-
munication with BAZNAS.

(3) Encourage BAZNAS to is-
sue a guide module on zakat
management.

National OPZs are
only allowed to
6 have one rep-
resentative in
each province.

4.3

4.1

(1) The adjustment

process is slow and

zakat management
is disrupted.

(2) OPZ expansion is
limited, and zakat
management is not
optimal.

Make adjustments in the
field, but without violating
laws and regulations.

All informal zakat
managers, such
as the Mosque

Prosperity Board
(DKM Masjid),
have to be the
OPZ of BAZNAS

or of MPZ.

3.5

(1) Zakat manage-
ment by OPZs is
disrupted.

(2) Legal formal of
all zakat manage-
ment institutions.

(1) Allow informal zakat man-
agers to become MPZ as long
as this does not violate appli-
cable laws and regulations.

(2) Conduct socialization re-
lated to zakat regulation.

(3) Strengthen communica-
tion and synergy in managing
zakat funds.

SUMMARY OF ZAKAT INSTITUTION RISK

Overall, risk to zakat institutions can be grouped into five risk categories, namely:

strategic, educational, operational, reporting and compliance. These categories can be
broken down into eleven types of risk, and further elaborated into 36 risk sub-categories,
with a total of 405 risks identified (see table 40).

These 405 risks can be categorized into 31 extreme risks (7.7%), 193 high risks (47.7%),
162 moderate risks (40.0%) and 19 low risks (4.7%). Therefore, more than half of the risks
identified in zakat institutions are classified as high or extreme. For this reason, risk man-
agement practices in zakat institutions are becoming essential.

The greatest number of risks are in the sub-types of Zakat Administrator Gover-
nance Risk (27 risks), Objective Risk (21), Vision and Mission Risk, (19) Volunteer Manage-
ment Risk (18), and Internal Education Risk (17). Therefore, the two most prevalent types of
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risk are Zakat Administrator Governance and Volunteer Management Risk, and Strategic
Risk, which must consequently receive more attention.

Most of the ‘extreme’ risk levels are in External Education Risk (13 out of 16, or 81%),
Reputation Risk (3 out of 6, or 50%), Competition Risk (2 out of 5, or 40%), Internal Educa-
tion Risk (4 out of 17, or 24%), and Vision and Mission Risk (4 out of 19, or 21%). The types
of education risk show the most extreme risk levels. All of these extreme risk sub-types
must be given primary attention by zakat institutions.

Table 44: Summary of Zakat Institution Risk

: {H ¢ Number Degree of Risk
No Type of Risk Identificati £ Risk
entitication OTRISK Extreme High Moderate Low
, Vision and Mission ; "
Risk ? 4 4
2 | Strategic Risk Objective Risk 21 3 18
3 Reputation Risk 6 3 3
4 | Zakat Institution Corporatization Risk 3 2 1
External Education " ;
5 . . Risk 3 3
Education Risk -
6 Internal Education ; 1 ;
Risk / 4
Collection Fund " , ,
7 Risk 7
8 Productive Fund
Risk 9 3
Distribution Fund
9 Risk 7 7
10 Collection Risk 8 5 3
" Fund Management . 8 ;
Risk 3
12 Distribution Risk 1 1 2 8
Operational Risk Network
13 Infrastructure/IT 10 6 4
Risk
14 Cooperation Risk 1 1
. Program ; 11
5 Development Risk 4 3
16 Leadership Risk 16 6 10
17 Competition Risk 5 2 3
18 Crime/Fraud Risk 12 4 7 1
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19 Human Risk 13 6 6 1
20 | Property Risk Economic Risk 9 4 5
. Natural Disasters 1
Risk 3 9
9o Amil Governance 27 , 9o 4
Amil and Risk
Volunteer Risk Volunteer 3
z3 Management Risk ! ! 15 2
24 Muzaki Risk 4 3 1
25 Loss of Muzaki Risk 13 10 3
Muzaki
26 7 2 5

Satisfaction Risk

27 Risk of Muzaki Mustahik Risk 5 1 2 2

and Mustahik

Loss of Mustahik

28 Risk 9 2 4 3
Mustahik

29 Satisfaction Risk 6 6

30 Ethics Code Risk 5 1 3 1

31 | International Zakat Transfer Risk 10 3 7

32 Recording and Reporting Risk 12 6 6

33 Reporting Risks Recording Risk 8 2 6

34 | Legal Risk 16 12 4
Sharia Compliance

35 Risk 12 9 3

Compliance Risk Requlat
36 egulatory " 10 ;

Compliance Risk

TOTAL 405 31 193 162 19

The most common ‘high’ risk levels are in Regulatory Compliance Risk (10 out of 11,
or 91%), Objective Risk (18 out of 21, or 86%), Volunteer Management Risk (15 out of 18,
or 83%), Zakat Administrator Governance Risk (22 out of 27, or 81%), and Loss of Obliged
Zakat Payers Risk (10 out of 13, or 77%). All these high-risk sub-types must also be given
extra attention by zakat institutions.

Zakat Risk Management _







FUTURE POTENTIAL AND CHALLENGES
OF ZAKAT INSTITUTIONS




m Future Potential and Challenges of Zakat Institutions

DIRECTIONS OF RISK MANAGEMENT DEVELOPMENT IN ZAKAT INSTITUTIONS

Risk management is a rapidly growing discipline. In a short time, there have been
various views and descriptions of its nature and purpose. A rising concern in risk manage-
ment is the effect of positive responses from a more complex business process in zakat
insttitutions. Risk management not only being applied in commercial and public institu-
tions, but also in social institutions, such as zakat organizations. Risk management in an
approach which is becoming more important in areas facing vulnerability, uncertainty,
complexity and ambiguity, which is the case with zakat institutions.

It is used to determine how to avoid or reduce the impact of certain events and is
nowadays often employed in the fields of safety, insurance, banking, investment, medi-
cine, technology, public policy analysis and internal supervision, as well as in non-profit
organizations. Along with the development of the business world, risk management is
being applied by corporations since their business opportunities and challenges are also
becoming more exacting. The stability and sustainability of a company will depend heav-
ily on the foresight of its executives in seeing opportunities, and their thoughtfulness in
managing any risk faced. Risk management is also related to Good Corporate Governance
(GCQ) practice. The principle of transparency in GCG requires the implementation of en-
terprise-wide risk management, whose other functions include identifying risks appropri-
ately and determining effective and efficient risk control strategies.

In Indonesia, the developing phase of risk management, especially that of philan-
thropy and public institutions, is becoming an interesting topic, since it has considerable
potential. Through its task force, the Financial and Development Supervisory Agency
(BPKP) is developing general guidelines and risk assessments for public sector institutions.
To improve supervision, developed countries have adopted a risk-based audit approach.
However, in the zakat management area, it has been a great concern. Zakat practitioners
have been searching for the right tools and formats to deal with the risks involved in zakat
management practices.

Although lagging behind Islamic commercial finance, Islamic social finance, espe-
cially zakat, is beginning to catch up with the issuance of Zakat Core Principles (ZCP),
which also include the basic principles of zakat risk management. Recently, Technical
Risk Management Notes for Zakat Institutions have also been prepared as a reference for
zakat institutions in managing the risks faced. In the future, zakat institutions will inevita-
bly need to develop their own risk management system, with a separate risk management
office managed professionally. This risk management system should play an important
role in managing the risk of zakat institutions in achieving their goals on an ongoing basis.
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ZAKAT INSTITUTIONS AS AN EXAMPLE OF THE REAL IMPLEMENTATION OF RISK
MANAGEMENT

Zakat institutions, as Islamic social financial institutions (ISFI - Islamic Social Finan-
cial Institutions — LKSI - Lembaga Keuangan Sosial Islam) have unique and different risks
to those of Islamic commercial financial institutions (ICFI - Islamic Commercial Financial
Institutions - LKKI - Lembaga Keuangan Komersial Islam), and must be managed proper-
ly at every level of a zakat institution, from the individual, through to the regional and
national. BAZNAS has been mandated to conduct the management of zakat in Indonesia
by involving regional BAZNAS and LAZ and the government in its regulation and policy
support.

With this dual role of BAZNAS, namely as coordinator and operator, it has the stra-
tegic task to evaluate and control the rhythm of zakat management. This task has recently
led to discussions which appear to have resulted in positive effects on improving the qual-
ity of zakat management and strengthening the synergies between OPZs in Indonesia. In
terms of the collection process, for example, as led by BAZNAS, OPZs can synergize with
each other through a mapping effort and strengthen the coverage of zakat collection,
while at the same time collaborating in the mitigation of collection risks.

The individual level of zakat institutions consists of BAZNAS, LAZNAS, BAZNAS Prov-
ince/City, LAZ Province/City and UPZ, and MPZs can implement risk management in accor-
dance with their respective roles and scope. At the regional level, OPZs or IZs can cooper-
ate in managing common risks faced in their area, which can be coordinated by BAZNAS
Province/City and/or the local FOZ. At the national level, BAZNAS can be a conductor and
coordinator in synergizing and managing common risks faced by OPZs or 1Zs nationally, so
that these risks can be mitigated effectively and efficiently.

The risk mitigation target must be well mapped, with diverse targets and segments,
including community self-help groups. In terms of distribution and utilization, OPZs play
a strategic role in the management process of risk evaluation and mitigation in order
to achieve the objectives of effective and efficient zakat distribution according to the
mandate of the law. Harmonization and synchronization of the risk mitigation of the dis-
tribution process should be effectively conducted amongst OPZs, from the central to the
regional level. Implementation of risk management at the individual level of 1Z, and the
regional and national levels, can be made step by step, beginning from the most extreme
risk, and continuing to high and moderate risk.

Zakat Risk Management _



m Future Potential and Challenges of Zakat Institutions

POTENTIAL DEVELOPMENT OF ZAKAT INSTITUTIONS IN INDONESIA

According to the Indonesian Zakat Outlook data from 2017, the collection of Zakat,
Infag and Sadaqgah (ZIS) funds in Indonesia increased consistently from 2002 to 2015, as
illustrated in Graph 43.

68.39 85.12 150.09 292.52 373 740 920 1200 1500 1729 2200 2700 3300 3700

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
- ZIS fund (Billion IDR) mmmm Growth year on year (%)

Figure 43: Total ZIS Fund Collection in Indonesia

The total growth of ZIS fund collection for the 13 years since BAZNAS was estab-
lished is 5310.15%, with an average growth of 38.58%. The biggest increases occurred in
2005 and 2007, at 96.90% and 98.30% respectively. Based on the outlook data, this was
due to the public response to the tsunami natural disaster in Aceh and the earthquake
in Yogyakarta. However, such high growth is only temporary; for example, growth of
15.27%, 22.22% and 12.12% was recorded in 2011, 2014 and 2015 respectively. Such trends
indicate that there are fluctuations in public trust and awareness of paying their Zakat,
Infaq and Sadagah (ZIS) through OPZ institutions in Indonesia. This kind of growth gives
us a vision of the needs of risk mitigation in a growing zakat sector.

The total amount of ZIS and DSKL funds collected by OPZs nationally was IDR 3.65
trillion, with a total fund disbursement of IDR 2.25 trillion. In 2016, the amount of ZIS and
DSKL funds raised by OPZs nationally increased by IDR 5 trillion, with total fund disburse-
ment of IDR 2.25 trillion. In the past five years, the accumulated funds have continued to
increase, even though the proportion of each OPZ’s collection is different.
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Figure 44: Collection (left) and Distribution (right) of Fund based on Zakat
Institution

Each OPZ has experienced very volatile zakat fund growth over the past five years.
Zakat funds obtained from BAZNAS and LAZ experienced increases in 2012 and 2014, with
average growth of 23.12% and 32.61% respectively. Provincial BAZNAS collected funds in-
creased in 2012, 2013 and 2015, with an average growth of 104.15%, while funds collected
by Regency/City BAZNAS experienced an increase only in 2014, with an average growth of
78.08%.

In general, the proportion of zakat funds collected from each OPZ compared to
the collection of national zakat funds varies. In 2015, the OPZ which managed to collect
the highest ZIS funds was LAZ, which collected a total IDR 2,039.22 billion and distributed
IDR 1,263.51 billion. BAZNAS Regency/City collected ZIS funds to the amount of IDR 876.63
billion and distributed IDR 568.77 billion. The collection and distribution of ZIS funds by
the Provincial BAZNAS amounted to IDR 644.86 billion, with IDR 342.19 billion distributed.
Finally, the collection and distribution of ZIS funds by the central BAZNAS were IDR 92.57
billion and IDR. 77.16 billion respectively.

Based on the statistical data from BAZNAS (2016, in the Indonesian Zakat Outlook,
2017), data on the distribution of zakat funds given to the poor and needy became one
unit of legitimate recipients (asnaf). This was because both groups are usually in the same
environment. Meanwhile, the allocation of zakat funds designated by zakat administra-
tors constituted as much as one-eighth of the total collection of zakat funds in each OPZ.
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Figure 45: Proportion of Zakat Distribution based on Proper recipients of zakat
(left) and Distribution Sector (right) of Each Zakat Institution

With regard to the distribution of zakat funds in 2015, based on figure 45 (left) LAZ
contributed the highest amount to lawful recipients, especially the poor and the needy
(al-Fugara and al-Masakin), slaves to be liberated (Rigab), and those who strive in the
cause of Allah (fi sabilillah), amounting to 57.71%, 88.7% and 59.98% of the total zakat
funds received by each legitimate recipient (asnaf). People in debt (gharimin) received
most of the zakat funds from the Regency/City BAZNAS, amounting to 50.97% of the total
distribution for the group. The funds for those striving in the cause of Allah (fi sabilillah)
were mostly distributed by the Provincial BAZNAS, with a total of 58.55%. Meanwhile,
zakat distributed to those who have recently embraced Islam, the converts (muallaf), by
Provincial BAZNAS, LAZ, and Regency/City of BAZNAS was fairly similar, at 38.20%, 30.95%
and 30.80% of the total zakat funds received by that group respectively.

In relation to the distribution of zakat based on sector (see figure 45, right), funds
were distributed to several sectors, namely the economic, education, and preaching and
sharing knowledge of Islam (da’wah), and for health and social purposes. Provincial BA-
ZNAS, LAZ, and Regency/City BAZNAS allocated most of their zakat funds to the social sec-
tor, with allocations of 50.73%, 40.89%, and 39.81% respectively. The highest allocation
of zakat funds by BAZNAS was in the education sector, at 33.18%.

CHALLENGES TO ZAKAT INSTITUTIONS IN INDONESIA
At present, the implementation of Act Number 23 Year 2011 has entered its seventh

year, hence it is necessary to make more responsive actions and evaluation by identifying
the common issues of zakat management in Indonesia.

BAZNAS Provinsi




Future Potential and Challenges of Zakat Institutions 115

This is needed in order to reach an optimal state of zakat management practice,
which to date has still had to cope with various challenges, as discussed below.

Human Resources (HR)

In the scope of zakat management, human resources include zakat administrators
and other parties who play a role in managing zakat funds. Administrators play a very
important role in determining the success of the zakat management process. The devel-
opment of zakat institutions will be constrained if it is handled by zakat administrators
who do not give their best, are not dedicated and do not have a good quality of work.
Recently, the assumption that the zakat administrator profession is the last option for job
seekers seems to have begun to disappear, as proven by the zakat administrator recruit-
ment process, which has received a very positive response from qualified college alumni.

Epistemologically, being a zakat administrator is an honorable profession, and the
only profession that is explicitly mentioned in the Al-Qur’an. One of the biggest tasks is
to connect the obliged zakat payers to be able to channel and purify their wealth for the
lawful recipients, as well as to utilize the funds in real terms so that they can have an im-
pact on the welfare of the lawful recipients. Therefore, the profession may no longer be
done on a part-time basis, as it needs to be done full-time.

One of the efforts of the National Zakat Agency (BAZNAS) in mitigating the risks of
human resources is to apply the standardization and certification process of zakat admin-
istrators through the Professional Certification Institute (LSP) formed by BAZNAS. On the
other hand, there is a dilemma. In reality, a zakat institution requires a large number of
human resources, but at the same time it must maintain a certain level of efficiency. It is
a challenge for zakat institutions to achieve the best formation by maintaining a balance
between human resource needs and efficiency.

Currently, the tough challenge for the National Board of Zakat (BAZNAS) is how,
with all the limitations of coordination authority, it can standardize the strength of hu-
man resources and manage the quality gap of zakat administrators. At the Provincial and
Regency/City level of BAZNAS, each zakat administrator has different levels of under-
standing, education and socio-economic life.

Quality of Reported Data

Through Act Number 23 Year 2011, OPZs have been mandated to decentralize their
fund distribution and centralize their reporting processes. The decentralization process of
zakat distribution means that the distribution of zakat should be fair and inclusive for all
lawful recipients in Indonesia, while the process of centralizing reports has the purpose
of supporting the BAZNAS supervisory role in all zakat institutions. This mandate needs
all zakat management processes to be reported to the Central BAZNAS. However, there
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are still delays in delivering these reports, which is a challenge to be solved through an
adequate system in order to avoid any risk to public trust.

According to the Centre for Strategic Study of the National Board of Zakat (Puskas
BAZNAS) in their book on National Zakat Performance Evaluation, the majority of zakat
institutional stakeholders in Indonesia still face the problem of poor report quality, as well
as issues with the lawful recipient database. Consequently, this is a challenge that needs
to be prioritized in the following stage. Hopefully, this will enhance transparency and
public trust in zakat institutions, meaning public awareness of paying zakat through its
institutions will also increase.

Regulatory Support

Zakat management in Indonesia is currently facing a minimal realization of zakat
collection compared to the amount of potential zakat mapped. In 2016, this realization
was around IDR 5.02 trillion, an amount which is still far from the potential calculated by
Firdaus et.al (2010) of IDR 217 trillion.

Based on discussions and a review of existing regulations, there are several steps
that can be taken to maximize the amount of zakat collection in the future. First, zakat
could be tax deductible, as has been practiced in Malaysia since 2002. In Indonesia, the
regulations still treat zakat as an incentive expense for reducing an individual's total
taxable income. The Law of Zakat Management has given the authority that zakat paid
through an official OPZ can be used as an instrument to reduce taxes at the stage of Tax-
able Income (PKP). Before this policy is formally proposed to the government, it should be
an important research topic that needs to be discussed with all stakeholders involved in
zakat management regulation. If this proposed idea becomes reality, revision would be
needed to Act Number 23 Year 2011 and to the laws that regulate tax.

Second, to date the existing zakat regulations do not impose any sanctions on
obliged zakat payers. This situation must be tackled the Ministry of Religious Affairs in
order to increase the number of Muslims who pay zakat (obliged zakat payers) inclusively
and nationally. One idea is a compulsory zakat card which can be used as one of the hajj
registration requirements.

Traditional Amil

In the constitution, or the regulations of the Ministry of Religious Affairs, there is
no term for traditional amil. They are referred to as a group of people, associations of
Muslim figures or ulema, or mosque caretakers/takmir in a community or area which has
not been reached by BAZ or LAZ, who have notified their zakat management activities
to the authorized officials, and who conduct such activities. Many Muslims still pay their
zakat through ulema or well-known Muslim figures in their area because of their trust
and respect of that person. In fact, this tradition was known in Islamic society long before
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Indonesia’s independence.

In addition, besides the ulema or Kyai, mosques and madrasas (Islamic schools) also
practice the zakat administrator function, especially during the month of Ramadan. Al-
though implementation is performed collectively, this type of zakat administrator is also
considered to be traditional. This categorization is based on the non-fulfillment of condi-
tions as zakat administrators appointed by the government. Traditional zakat administra-
tors are also found in the Mosque Prosperity Council (DKM), general school and madrasah
foundations, and Islamic religious groups in hospitals and private companies.

Based on this fact in the field, the management of zakat should be based not only
on Sharia provisions, but should also include aspects of legality, accountability and su-
pervisory systems. Referring to Articles 38 and 41 of Act Number 23 Year 2011 concerning
the management of zakat, a zakat administrator, either in the form of an individual or
an institution, who does not have a permit from an authorized official, can be taken to
court. This emphasizes the spirit of discipline, accountability and transparency of zakat
managers. Nevertheless, in some areas that are not reachable by BAZNAS or LAZNAS, it is
permissible to manage zakat funds by informing the authorized institutions. This exemp-
tion is based on the Constitutional Court provision of the Judicial Review of Act Number 23
Year 2011 concerning zakat management, which allows a traditional zakat administrator
(individual or group of people) to manage zakat in the corresponding area.

Hence, various solutions are proposed to synergize the potential of Muslim commu-
nities (ummah):

a. Establishment of a Zakat Institutions Pattern. Traditional zakat administrators can
apply to become a legitimate zakat institution at any level, be it national, provincial or
even district and city.

b. Subordination Pattern. Traditional zakat administrators can be subordinated by
becoming a Zakat Collection Unit (UPZ) for an official zakat institution.

¢. Partnership Pattern. Traditional zakat administrators can become partners by
channeling the zakat funds collected to the official zakat institution.

Table 45: Transition Pattern of Traditional Amil

Solution Institution Personal
Establishment Pattern J -
Subordination Pattern J -
Partnership Pattern J J

Source: Author
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BAZNAS and LAZ Harmonization

Act Number 23 Year 2011 states that the zakat institution (LAZ) is an NGO or private
institution established by the community. In completing its zakat management function,
the LAZ is subject to the coordination of the Central BAZNAS, although coordination
between these types of zakat institution is a challenge. The problem lies in how this
synergy will ensure that zakat management programs have a significant effect on poverty
alleviation and community welfare in Indonesia. Hopefully, the pattern of zakat movement
in Indonesia will be regarded as the most professional and trusted zakat management
practice in the world, as proposed in the 2015-2020 BAZNAS vision.

Synergy must always be present in the process of collecting and distributing zakat
funds. Even though the two types of OPZ have varying models, both are still subject to
the coordination of BAZNAS. In the case of fund collection, each OPZ cooperates on how
they can all achieve the national collection targets determined in the agreements made.
Similarly, in the distribution process, each OPZ collaborates so they can all reach the
national targeted number of lawful recipients. Although in its implementation each OPZ
has a different type of distribution program, they still operate under the coordination of
BAZNAS in the fields of the economy, education, health, humanity, and study of Islam/
advocacy.

Zakat Institutions and Money Laundering

Increasing crime in the economic and financial world means zakat institutions need
to be involved in the matter either directly or indirectly. As a socio-economic organization,
a zakat institution can be used as a target to channel illegal funds, usually referred to as
money laundering.

In Islam, mention has been made of this. For example, as the Prophet said:

iy "o o 5m 85 kb iy 5m 0 9

Meaning : Allah does not accept any prayers without purification, nor charity
which comes from goods acquired by embezzlement (Sahih al-Bukhari).

The possibility of making zakat payments as an excuse of money laundering occurs
through deposits and transfers into zakat institution bank accounts from unverified per-
sons. It can also occur with the use of international transfers.

The risk that could arise is if there is a suspicious transfer into the bank accounts

of zakat institutions, they can be blocked and their operational activities stopped. The
institution can reopen the account after obtaining confirmation from the bank authori-
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ties. In addition, if the institution wants to open a new account, the bank will investigate
the institution more intensively. Thus legal risk, operational risk and reputation risk arise
inherently from this situation.

Preventative provisions against money laundering have been issued in the form of
a regulation, namely Act Number 15 Year 2002, updated by Act Number 8 Year 2010 con-
cerning Anti Money Laundering and Prevention of Financing Terrorism. In addition, cor-
responding provisions for various institutions have been issued by authorized institutions:
for commercial banks, rural banks (BPR), and non-bank financial institutions by Bank Indo-
nesia and the Financial Services Authority (OJK), and for Non-Bank Foreign Exchange Ac-
tivities (KUPVA BB) by Bank Indonesia. This kind of provision has not been put in place for
zakat institutions, even though they accept zakat payment via cash payments personally
at offices, outlets or counters. The existence of preventive provisions for money launder-
ing practices would reduce the risks that might occur in zakat institutions.

RECOMMENDATIONS

To maintain their sustainability, zakat institutions need to be managed profes-
sionally. They must have proper risk management, as stipulated in the document agreed
by zakat institutions all over the world. The agreement was reached in the Zakat Core
Principles (ZCP), mainly ZCP points 11-14 about risk management of zakat funds. Although
zakat institutions are Islamic socio-financial organizations, their management, including
risk management, must be handled properly, governed in accordance with international
best practices.

Zakat authorities can use this book as a reference when designing “Standard Risk
Management of Zakat Institutions” in accordance with “ZCP"” and “Technical Notes on
Risk Management for Zakat Institutions”, adjusted to the general characteristics of OPZs
in Indonesia. The risk management standard includes minimum mitigation that must be
undertaken by zakat institutions, especially for risks that are classified as extreme or high.

Advanced zakat institutions can use this book as a reference for designing their
specific zakat risk management, to which some adjustments may be necessary due to their
particular characteristics. Since each area has its own special traits which may be different
from other areas, this adjustment is essential when designing risk management standards.

Zakat institutions that are not advanced enough, and as yet do not have the ability
to design their own risk management standards, can use this book directly. It is a guide
for managing risk, with most risks being general ones which occur in zakat institutions.
In addition, a zakat institution must also be aware of the typical risks that are possible in
their area, but which are not included in common risk.
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{4

Overall

IMPACTS

MITIGATIONS

] The vision and mission of the 6 Less realistic; amil over-burdened; credibility g?,\g_eg\;acr;?];if;\inagnedt?;::;';tnegr:g ;?\':s'?gczz:r;
OPZ are too ideal. 35134 of the OPZ declines. S P

internal control.

, The vision and mission of the 6 The OPZ performance will be less out- Redevelop the vision and mission of the OPZ; be consis-
OPZ are too general. 30134 stand-ing. Its credibility will be average. tent and committed for the sake of OPZ development.
The vision and mission of the 6 The OPZ will be less developed and its credibil- | Redevelop the vision and mission of the OPZ; be consis-

3 | oPz are too simple. 35134 ity will be low. tent and committed for the sake of OPZ development.
The vision and mission of the 6 The objectives and work program of the OPZ Redevelop the vision and mission of the OPZ; be consis-

4 | OPZ do not exist. 35134 become less directed. tent and committed for the sake of OPZ development.
The vision and mission of the The OPZ will not possible to accomplish all the | Review the strategic plan; review and rearrange the

5 | OPZ are excessive and out of 3.9 | 4.7 tasks; amil are over-burdened; the objectives objectives of the OPZ; be consistent and committed in
focus. are not achieved; reduced OPZ credibility. the process of internal control.

.. - Confusion for management and zakat ad- Control the development of the vision and mission;
The vision and mission of the i ) 2. . . . O )

6 3.8 | 5.3 min-istrators; the objectives and working pro- | review and rearrange the vision and mission of the OPZ;
OPZ are not clear. .

gram are unclear. review and test to the stakeholders.
The objectives are only treated The OPZ does not have guidelines for the Re\_/levy the strategic Plan; review and rearrange the_

7 . . 3.5 | 6.2 L . . objectives of the OPZ; be consistent and committed in
as lip service. direction of its working programs. .

the process of internal control.
The vision and mission of the Review the strategic plan; review and rearrange the

8 | OPZ cannot be well-under- 5.1 | 3.7 Confusion and reduced public trust. objectives of the OPZ; be consistent and committed in
stood by the public. the process of internal control.

. Possibility of low achievement; zakat admin- Review the strategic plan; review and rearrange the
The OPZ is not able to control . . ) L - i . : .
9 | its vision and mission 3.3 | 4.7 is-trators unable to achieve much; reduction in | objectives of the OPZ; be consistent and committed in
) the credibility of the OPZ. the process of internal control.
. . L. There is a mismatch between estimated Review the strategic plan regularly and systematically,
There is no indicator of vision . ) . . . . . ..
10 L . 4.9 | 4.6 achievement and reality, which can lead to includ-ing the process of measuring vision and mission
and mission accomplishment. . S .
unintended directions. accomplish-ment.
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age . - o Overa"
Identification of \_I|S|on and Mission IMPACTS MITIGATIONS
Risk | \Y/
Regularly review the measurement standards, such as
The measuring instrument has . . . ISO; public finance audit by public accountants and
oo There is a mismatch between estimated ; . s _ S
not been effective in measur- . ) . Sharia audit by the Ministry of Religious Affairs; the
1m | . . 5.3|4.7| 3 achievement and reality, which can lead to . ] L
ing the achievement of the . S capacity of the branches; representatives; and zakat
2 L unintended directions. o . )
vision and mission. administrator competency matrix, and review the board
of foundation management.
Regularly review the measurement standards, such as
I I . The OPZ is unable to know the level of I50; .publ|c'f|nance au.d|'t by publlc.a§countanfcs .and
Qualitative/quantitative mis- . . o o Sharia audit by the Ministry of Religious Affairs; the
12| - Py 4.94.8| 3 achievement of its mission; the objec-tives and . ] LT
sions are difficult to measure. . . capacity of the branches; representatives; and zakat
working program are not di-rected. o . .
administrator competency matrix, and review the board
of foundation management.
. The organization's mission is , ] Leads to unintended directions; the objectives | Be consistent and committed in the process of internal
3| not in line with its vision. 31351 3 and working program are less directed. man-agement; participation of all stakeholders.
There is no direct connec-tion Review and recompile the Key Performance Indicators
between the Key Per-for- Zakat administrators do not work ac-cording to the vision and mission; Elaborate the
14 | mance Indicators and the 3.4|52| 3 whole-heartedly to achieve the vision and vision and mission into the Key Performance Indicators
achievement of the OPZ’s mission. before drafting the Activities Plan and Annual Budget
vision and mission. (RKAT); regular per-formance audit and evaluation.
7akat administrators do not Elaborate the vision and mission into the Key Perfor-
1= | understand/appreciate their Low zakat administrator dedication; ineffi- mance Indicators before drafting the Activities Plan
5| un PP 3 cient resources in the long-term. and Annual Budget (RKAT); hold regular and structured
vision and mission. s L
training for za-kat administrators.
The community does not un- The community shows less concern about Perform widespread, regular and structured socializa-
derstand the OPZ and what it ) . L . . . o
16 . o 4 the OPZ; reduced public trust; inhibited OPZ tions in the wider community; conduct OPZ program
does to achieve its vision and
mission development. and feedback surveys.
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IMPACTS

MITIGATIONS

17

Absence of a ‘health’ level of
OPZ.

18

The OPZ has not become a
professional and trusted za-
kat institution.

19

The OPZ has not been able
to inspire people to do good
deeds.

4.5

Lack of OPZ awareness of its ‘health’ con-di-
tion; failure to give good performance; harm
done to the community.

Review the strategic plan regularly and systematically,
includ-ing the process of measuring the OPZ ‘health’
level.

The OPZ has not yet become the choice of the
community to pay zakat; reduced public trust.

Implement good management; actualize the GAG;
make improvements to the service quality standards
that have been set.

Overall
| \'
4

3

5.1 3

Zakat administrators are over-burdened;
inhibits the achievement of the vision and
mission.

Innovative utilization programs; monitor and review the
programs; program evaluation.

ee . . . Overall
Identification of Objective Risk IMPACTS MITIGATIONS
Less realistic; zakat administrators are over-bur- | Review the strategic plan; review and rearrange the
1 | The objectives are too ideal. 33|41 | 2 dened; the objectives are not achieved; decline | ob-jectives of the OPZ; be consistent and committed in
in the credibility of the OPZ. the process of internal audit.
5 | The obiectives are too aeneral 1l The OPZ is less prominent. Its credibility is only | Redevelop the vision and mission of the OPZ; be consis-
J 9 |33 4 average. tent and committed for the sake of OPZ development.
" . . S Redevelop the vision and mission of the OPZ; be consis-
3 | The objectives are too simple. [3.3| 4.1 | 2 The OPZ is less developed. Its credibility is low. tent and committed for the sake of OPZ development.
Absence of OPZ obiectives 1l The objectives and working programs become | Redevelop the vision and mission of the OPZ; be consis-
4 J ’ 33 |4 less directed. tent and committed for the sake of OPZ development.
The OPZ is not possible to achieve all the tasks; . . . .
— L ) Review the strategic plan; review and rearrange the
The objectives are too num- zakat administrators are over-burdened; the L k . . .
5 3.3(4.5| 3 S . ) . - ob-jectives of the OPZ; be consistent and committed in
er-ous and out of focus. objectives are not achieved; decline in OPZ . .
credibility. the process of internal audit.
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Overall

IMPACTS MITIGATIONS

Identification of Objective Risk

The public cannot understand Review the strategic plan; review and rearrange the

8 | the OPZ messages/intentions | 4.8 | 4.2 Confusion and reduced public trust. ob-jectives of the OPZ; be consistent and committed in
from the objectives. the process of internal audit.

N The possibility of achievement is low; zakat ad- | Review the strategic plan; review and rearrange the
The objectives are beyond the L ] A S k . . .
9 | control of the OPZ 3.3 | 5.1 ministrators unable to do much; decline in the | ob-jectives of the OPZ; be consistent and committed in
’ credibility of the OPZ. the process of internal audit.
The absence of measuring in- There is a mismatch between the estimat-ed | Review the strategic plan regularly and systematically,

10 | struments in achieving the ob- | 3.6 | 4.3 achievement and reality, which can lead to un- | includ-ing the measurement process for achieving OPZ

jectives. intended directions. objectives.
,r’-‘\:\i/errt;e;aesnuirrl]r;%flenciti:/:r?r?nts There is a mismatch between the estimated Regularly review the measurement standards such as

1 ) . 4.0 | 3.8 achievement and reality, which can lead to ISO, pub-lic finance audit by public accountants and
meas-uring the achievement . S ; : L - .
of ob-jectives. unintended directions. Sharia audit by the Ministry of Religious Affairs.
Qualitative/quantitative  ob- The OPZ cannot identify the level of objective | Evaluate the strategic plans; review and rearrange the

12 | jec-tives are difficult to mea- | 4.2 | 4.0 achievement; the working programs are not | OPZ objectives; be consistent and committed in the
sure. directed. in-ternal control process.

The organization’s .obj.ectlv.es Leads to unintended directions; objectives and Evaluatg thg st.rateglc plelms; review and rearrange the

13 | are less/not in line with its mis- | 2.3 | 5.0 . . OPZ obijectives; be consistent and committed in the
sion working program become less directed. in-ternal control process
Working programs are less/not The working programs are not directed; the Evaluatg thg st.rateg|c pli?ns; review and rearrange the

14| . . . L 2.3|5.4 s . OPZ obijectives; be consistent and committed in the
in line with the objectives. objectives are not achieved. )

in-ternal control process.
. . . Review and rearrange the Key Performance Indicators
There is no direct con-nection . Lo .
- corre-sponding to OPZ objectives; Elaborate the objec-
between Key Performance In- Zakat administrators do not wholeheartedly | .~ . . .

15 | 3. . . " tives into Key Performance Indicators before drafting the
dicators and the achievement | 4 5 |55 work to achieve the objectives. o . i
of OPZ obiectives Activities Plan and Annual Budget (RKAT); regularly con

J ' duct perfor-mance audit and evaluations.
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Identification of Objective Risk

IMPACTS

MITIGATIONS

The leaders of the zakat insti-

Loss of direction; the OPZ may become fun-

Elaborate the objectives into the Key Performance In-
dicators before drafting the Activities Plan and Annual

objectives.

The community does not un-
18 | der-stand the OPZ and what it
does to achieve its objectives.

Lack of facilities and infrastruc-

9| ture related to the objectives.

Insufficient and poor quality
human resources to achieve
20 | the objectives.

Lack of management effective-
21 | ness in achieving its objectives.

Identification of Reputation Risk

16 | tution do not under-stand/ap- | 2.2 | 5.9 da-mentally inefficient; low leadership dedica- ] L
preciate the OPZ ob-jectives. tion. Budget (RI_(AT), hold regular and structured training for
zakat administrators.
zaat_agministrators do o e e e gt
17 | understand/appreciate OPZ | 3.5 | 5.7 Low zakat administrator dedication. 9 an a ua

Budget (RKAT); hold regular and structured training for
zakat administrators.

The community shows less concern about the
OPZ; reduced public trust.

Approach and communicate; effective socialization to
the pub-lic; use social media such as websites and appli-
cations.

Reduced performance in increasing trust; in-
hibits the development of the OPZ.

Improve program creativity; set budget plans according
to program priorities; program innovation according to
budget contingency.

The achievement of objectives is disrupted;
reduced OPZ credibility; inhibits the develop-
ment of the OPZ in the short term.

Compile recruitment standards; improve zakat adminis-
trator competency; make performance appraisals to as-
sess zakat ad-ministrator performance.

Achievement of OPZ obijectives is disrupted;
decreased OPZ credibility; ineffectiveness and
inefficiency; potential fraud.

Hold regular meetings and evaluation; mechanisms for
evaluating the level of organ foundations.

Overall

IMPACTS

MITIGATIONS

OPZ has not been optimal in
carry-ing out all its functions

1 | (such as education, informa-
tion, consulta-tion and zakat
collection).

I :/at Risic Management

Poor performance of the OPZ; decline in the
credibility of the OPZ and in public trust; risk
of the OPZ shutting down in the medium to
long term.

Educational, information, face-to-face and media/IT con-
sulting services; routine performance evaluation; repair
and preven-tion; improve partnership cooperation.
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IMPACTS

Appendices m

MITIGATIONS

The OPZ has not been optimal
in utilizing zakat funds for law-
ful recipients.

3-5

5.5

Obliged zakat payers can have a chance to feel
the influence of zakat significantly; lawful re-
cipients who have not been empowered, will
continue to be assisted by zakat funds, even
though the funds are limited.

Conduct monitoring and evaluation of utilization pro-
grams; make impact assessment of each program; im-
prove partnership cooperation.

The OPZ has not been optimal
in managing all its process-
es accord-ing to regulations,
good govern-ance and Sharia
laws.

5.9

The risk of fraud committed by employees who
violate the management of zakat funds; low
OPZ compliance rate.

Form a Compliance Division to ensure that operations
always comply with Sharia law; formulate a compliance
module; perform socialization and compliance audit.

The OPZ has not been optimal
in playing an active role in fo-
rums, cooperation and other
programs to increase its ef-
fectiveness in managing zakat
funds.

4.0

OPZ adjustment risk due to
new regulations (legal, organi-
za-tional, operational, etc.)

The OPZ does not have a good
reputation amongst the public.

4.2

Lack of coordination between OPZs reduces
OPZ credibility and public trust.

Minimize the length of the zakat bureaucracy chain; co-
operate with other OPZs in joint priority programs.

The OPZ needs considerable time and money
to adjust its activities according to the provi-
sions; it cannot continue its operations.

Licensing; adjust OPZ management according to regula-
tions.

There is a possibility that the public do not fully
recognize the OPZ, its programs, and its fund
recipients; affects the validity of zakat worship
and possibly reduces its blessings.

Commit to and implement GAG; excellent service; ef-
fec-tive socialization; strengthening compliance aspects;
insti-tution positioning; program and service innovation.
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Identification of Corporatization

Risks IMPACTS MITIGATIONS
Misuse of ZIS funds (Zakat,
In-faq gnd Sadaqah) for the Violation of Sharia compliance and regulation; | Establish specific institutional and legal policies regulat-
estab-lishment of companies 28159 3 damage the credibility of the OPZ ing the fair and proportional expansion of subsidiaries
that are not in accordance 9 y ) 9 prop P )
with Sharia principles.
IE/)I(;?:‘S'Z;ZL:T Ze?mlzat(LPZ) to Loss risk if the subsidiary suffers a loss, which Develop customer voice channels or zakat community
estab—l?sh subsidi?s\riesyrelated 2.6 (4.8| 3 will reduce the zakat administrators’ fund- voices in the context of social control over all zakat fund
t0 LPZ activities bound funds. management made by the institution.
Conflict of interest in the
Zakat Management Agency Conflicts of interest can trigger separation, or . . . . ..
(LPZ) in developing social and/ 3.5(4.5| 2 OPZ merger. Build strong internal audit and third-party supervision.
or com-mercial subsidiaries.

Identification of External
Education Risk

Overall

IMPACTS

MITIGATIONS

Many people still do not un-
derstand about zakat.

Low public awareness of the
importance of paying zakat.

The public prioritizes paying

3 | taxes rather than paying zakat.
The community does not
4 un-derstand the importance

of distributing zakat through
OPZs.

I :/at Risic Management

Low public awareness of zakat and its pay-
ment.

Educate public through books, program documentation,
re-ports and info-graphics.

Obliged zakat payers only pay infaq (spending
in God's way) or zakat al-fitr (zakat paid by the
end of the Ramadan month); low zakat collec-
tion.

National zakat education involving all stakeholders; ar-
range various scientific works and seminars.

Low zakat collection.

National zakat education involving all stakeholders; ar-
range various scientific works and seminars.

The OPZ does not optimally manage the zakat
funds; inhibits its develop-ment.

Perform extensive, regular and structured socialization;
syner-gize with universities in socializing Zakat, Infaq,
Sadaqah, and Waqf (ZISWAF).




Identification of External

Education Risk

Overall

IMPACTS

Appendices 131

MITIGATIONS

The public prefer to pay zakat
directly to lawful recipients.

The government has not
pro-vided effective education
on zakat administrators’ du-
ties, responsibilities and obli-
gations.

The government does not ed-
ucate the public about zakat.

Lack of government support
for zakat educa-tion.

Government education pro-
grams have not been well
structured.

10

Overlapping programs run by
the government and other in-
stitutions.

1

The government does not have
a continuous program on zakat
edu-cation.

12

The government does not have
zakat socialization/education
programs.

4.7

Creates an adverse mentality (consumptive and
always wanting to get something); low zakat
collection.

National zakat education involving all stakeholders; ar-
range various scientific works and seminars.

The OPZ does not optimally manage the zakat
funds.

OPZs work together with the government; development
of a specific zakat socialization program by the gov-ern-
ment.

Zakat education funds are held independently
by OPZs; a low level of zakat education is only
provided in some elementary schools. in small
por-tion.

Development of specific zakat socialization program by
the government; cooperate with media and education
sectors.

Low public awareness of zakat and paying
zakat.

OPZs work together with the government; development
of a specific zakat socialization program by the gov-ern-
ment.

Government and other institution programs on
zakat education are ineffective and diffi-cult
to achieve; the public passively pays its zakat.

Program evaluation with the government; development
of a specific zakat socialization program by the govern-
ment.

Government and other institution programs
on zakat education are ineffective and difficult
to achieve.

Program monitoring and evaluation with the govern-
ment: de-velopment of a specific zakat socialization pro-
gram by the government.

Low public awareness about zakat and paying
zakat; inhibits the development of OPZs.

Prepare a systematic plan and set education targets with
the government.

Low public awareness of zakat and paying
zakat; inhibits the development of OPZs.

Plan the program systematically and set targets for zakat
edu-cation with the government.
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Identification of External

Education Risk

Overall
| \'

IMPACTS

MITIGATIONS

The government has not allo-
cated a sufficient budget for
socializing and educating the
public about zakat.

13

The government has not in-
cluded zakat subjects in the
primary and secondary school
curriculums.

14

The government does not have
strategic cooperation on zakat
education with related institu-
tions.

15

Lack of coordination between
the government and relat-
16 | ed institutions in the zakat
edu-cation/socialization  pro-
grams in the community.

Identification of Internal

Education Risk

3.7

Government and zakat institutions do not
work in tandem and tasks may overlap and
conflict with each other.

Use LAZ internal funds for socialization costs; cooperate
with people from the business, media, and education
sectors.

Low public awareness of zakat and pay-ing
zakat; inhibits the development of OPZs.

Arrange various scientific works and seminars; set coordi-
nation policy with educational/lslamic school institutions
to add zakat to the curriculum.

Zakat education is not synergistic; low public
awareness of zakat and paying zakat.

Development of specific zakat socialization program
by the government; synergize with the government
through the Ministry of Education and Culture and the
Ministry of Religious Affairs.

Low public awareness of zakat and pay-ing
zakat; resource inefficiency.

Synergize with government through the Ministry of Edu-
cation and Culture and the Ministry of Religious Affairs.

Overall

IMPACTS

MITIGATION

OPZs have not been effective Low public awareness of zakat and paying Provide co.nsulta.tlc?n on Z.a.kat, Infaq, Sadaq..ah and Waqf
1. . . 4.8|3.9| 3 (ZISWAF) in socializations; develop education program
in educating the public. zakat.
strategy.
Most OPZs sell products instead The public distribute their zakat themselves, Balance the OPZ ed.ucatlon and funding programs, ar
2 . 5.8(4.4| 3 . . range za-kat education themes and focus on improving
of educating about zakat. directly to the lawful recipients. . ; ) .
people's under-standing, not just selling programs.

I :/at Risic Management




Identification of Internal

Education Risk

OPZs expect the government

Overall

IMPACTS

Low public awareness of zakat and paying

Appendices 133

MITIGATION

Together with related parties encourage the govern-
ment to play an active role; develop a specific program

3 | to play a 5|.gn|f|cant role in zakat. for government zakat socialization; collaborate with
zakat education. . . .
zakat players, media and those in the education sector.
OPZ programs have not been . . . o .
.= . Low public awareness of zakat and paying | Review and evaluate communication strategies; develop
4 | effective in educating the com- | 4.7 | 4.3 ) -
. zakat. part-nerships for the education program.
munity about zakat.
Educational programs run by The OPZ education program is ineffective and | Structured education strategies; cooperate with other
5 | OPZs have not been well struc- | 5.0 | 4.3 diffi L . - .
tured. ifficult to achieve; resource inefficiency. OPZS on the zakat campaign.
6 fﬁgacznfiuuc:xo?uﬁ?géapgz rlerj Reduction in the allocation to priority reci- | Synergy with other OPZs; partnership programs; take ad-
: y y 49143 pi-ents; reduced OPZ operational funds. vantage of the Zakat Association and Forum.
quire large funds.
The zakat education programs
run by OI?ZS have not been The OPZ education program is ineffective and | Incorporate socialization elements and include zakat ed-
7 | in-cluded in the key perfor- | 3.5 | 4.6 . . L S
L difficult to achieve. ucation in key performance indicators.
mance indicators of zakat ad-
ministra-tors.
Lack of coordination between The OPZ program is not optimal because it . . s
. ; . . Synergy and more intensive communication between
8 | OPZs regarding zakat educa- | 5.5 | 4.2 lacks synergy; wastes time and money since
. . : : OPZs.
tion to the public. there is no cooperation.
OPZ have not introduced them- OPZs work less than optimally in the zakat Run communication ~programs and con.sultatlon on
9 ; ) - Zakat, Infaq, Sadaqah, and Waqf (ZISWAF); create regu-
selves well to the public management process; low zakat collection. e
lar socializations weekly or monthly.
- , . . Construct an effective communication strategy; syner-
OPZs lack of resources/funds Zakat administrators’ energy directed just at e with related parties assian persons in charge for
10 | to introduce themselves to the educating the public; OPZs less than optimal in 9 P ' gn p g

wider community.

managing zakat.

marketing inside the OPZ structure and for budget allo-
cation.

Zakat Risk Management -



134 Appendices

Identification of Internal

Education Risk

Overall

IMPACTS

MITIGATION

1

OPZs lack resources/funds to
conduct zakat education.

12

OPZs do not have a continuous
program of zakat education.

4.8

4.4

Zakat administrators’ energy directed just at
educating the public; OPZs less than optimal in
managing zakat.

Look for sponsorship funds; joint communication activi-
ties; use of methods, facilities, partnership cooperation,
and feedback evaluation.

The OPZ program is not optimal; waste of time
and money.

Run an annual zakat education program; optimize part-
nerships;’ actively participate in various government ed-
ucation programs.

13

The OPZ/OPZ Association does
not have a zakat socialization/
education movement.

3.7

4.4

The education program run by OPZs is ineffec-
tive and difficult to achieve; lack of public un-
derstanding of zakat and paying zakat.

Perform synergetic socializations amongst OPZs; joint
evaluation.

14

OPZs have not allocated a
sufficient budget for socializ-
ing and educating the public
about zakat.

5.0

4.6

With their lack of human resources and funds
OPZs will spend more time, funds and energy.

Optimize cooperation and partnerships.

15

The OPZ/OPZ Association has
not insisted the government
include zakat subjects in the
primary and secondary curric-
ulums.

5.5

4.3

The education program run by OPZs is ineffec-
tive and difficult to achieve; lack of public un-
derstanding of zakat and paying zakat.

Develop a Memorandum Of Understanding (MOU) with
the government; create a proposed zakat curriculum
concept for educational institutions; optimize coopera-
tion and partnerships.

16

The OPZ/OPZ Association does
not have strategic cooperation
on zakat education with relat-
ed institutions.

4.1

3.8

Education programs run by OPZs are ineffec-
tive and difficult to achieve; lack of public un-
derstanding of zakat and paying zakat.

Hold intensive dialogue between the OPZs, the govern-
ment and academics; optimize cooperation and partner-
ships.

17

Lack of coordination between
the OPZ/OPZ Association and
related institutions in educat-
ing the public about zakat.

4.5

3.8

Lack of public understanding of zakat and pay-
ing zakat.

Ensure effective coordination between OPZs, associa-
tions, and related institutions; hold intensive discussions
between OPZs, the government and academics; optimize
cooperation and partnerships.

Zakat Risk Management




Identification of Collection Fund

Risk

Overall

IMPACTS

Appendices 135

MITIGATIONS

The wealth used to pay zakat is
obtained from corruption.

2.8

4.1

OPZ funds are mixed with non-halal funds.

Wealth education to the public; provide training on Is-
lamic financial topics; create a Standard Operating Pro-
cedure (SOP) for receiving funds.

The wealth used to pay zakat
is obtained from non-halal in-
come.

39

4.0

OPZ funds are mixed with non-halal funds; vi-
olation of Sharia laws; zakat funds become in-
valid.

Add a disclaimer note to the obliged zakat payer confir-
mation form; wealth education to the public.

The wealth used to pay zakat
is obtained come from bank
interest.

4.5

2.7

OPZ funds are mixed with non-halal funds.

Provide regular Islamic economics short-courses for OPZ
stakeholders.

The wealth used to pay zakat
is obtainedcome from conven-
tional stock profits.

4.5

3.1

OPZ funds are mixed with non-halal funds; vi-
olation of Sharia laws; zakat funds become in-
valid.

Educate obliged zakat payers about wealth or sources of
funds that are in accordance with Sharia laws.

The wealth used to pay zakat
is obtained from non-halal in-
come (corruption, usury etc.).

5.1

2.7

OPZ funds are mixed with non-halal funds; vi-
olation of Sharia laws; zakat funds become in-
valid.

Educate obliged zakat payers about wealth or sources of
funds that are in accordance with Sharia laws.

The wealth that is used to pay
zakat is shared assets.

The wealth that is used to pay
zakat is a counterfeit money.

The wealth that is used to pay
zakat does not belong to the
payers.

The wealth that is used to pay
zakat has not been correctly
counted according to zakat
calculation (nishab & haul).

4.0 | 2.8

Incorrect zakat calculation.

Educate public on how to calculate zakat funds; provide
consultation to obliged zakat payers.

Weakened OPZ reputation.

Strengthen the Sharia compliance unit; add a disclaimer
note to the obliged zakat payer confirmation form.

Creates conflict with the real owners of wealth
and violates Sharia law.

Create an SOP for receiving funds; strengthen the Sharia
compliance unit.

The status of the funds is not zakat, but infaq
or sadaqah.

Create an SOP for receiving funds; strengthen the com-
pliance unit; formulate the compliance range; perform
socialization, implementation and compliance audit.
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Identification of Collection Fund

Risk

Overall

Vv

IMPACTS

MITIGATIONS

Projections of zakat potential

Resetting of the budget can affect the satisfac-

Budget monitoring and evaluation procedures; strength-

is over-optimistic.

mentation in the field.

10 | are over-optimistic and inaccu- | 5.2 | 4.3 | 2 tion rate of lawful recipients; affects the indi- en the zakat database.

rate. cators of program success.

The OPZ zakat collection plan Re_allza_tlpn _o_f the _zakat collection target Is Develop a measurable collection plan using historical
1 5.5|4.7| 2 missed; significantly influences program imple-

data.

Identification of Productive Fund

{¢

Overall

Vv

IMPACTS

MITIGATIONS

Invalid distribution according to zakat benefi- . - - .

Use of zakat funds for person- . . o= . ._ | Devise policies on the limits and provisions of program
1 . 2.4 4.0 1 ciary requirements (asnaf); violation of Sharia e . .

al/group interests. law fund utilization; make regular financial reports.
, All zakat funds are not distrib- , ] Violation of the rules; all zakat funds must be | Create an SOP for distributing ZISWAF funds; improve

uted within a year. 3|37 distributed to lawful recipients. the audit of Sharia compliance.
3 | Zakat funds are held in banks. | 2.4 |3.7| 1 Violation of the rules; zakat funds are not al- Imp!ement a compliance system and perform an internal

lowed to be kept. audit.

Zakat funds are not distributed Violation of the laws; zakat funds must be dis- Perform monitoring .and evalulatlon of each program,
4 L 1.6 (4.3 2 . . make regular financial reports; strengthen the compli-

to lawful recipients. tributed to the lawful recipients. .

ance unit.
Zakat funds are distributed - . .
. - . e Conduct a recipient survey; create an SOP for recipient
5 | unfairly to the beneficiaries | 2.2 3.9 2 Ineffective zakat fund distribution. . e o
identification.

(asnaf).

Zakat funds are distributed un- Ineffective zakat fund distribution; justice risk Undertake d|sjcr|but|.op based on an SOP ; conduct sur
6 . L 2.4(39| 2 . S veys of potential recipients who are eligible as beneficia-

fairly to each lawful recipient. to the rights of the beneficiaries (asnaf). fies (asnaf)

Zakat Risk Management
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Identification of Productive Fund Overall

Risk I ” IMPACTS MITIGATIONS
f:il:lat If:r;ﬁz aarfeglgplt:xigl l:,g: , X Ineffective zakat fund distribution; justice risk | Conduct mapping of potential regions according to their
cipieynts 7|43 to the rights of the beneficiaries (asnaf). poverty rate; collaborate with local institutions.
It takes time for the zakat . . . D Undertake distribution based on an SOP; take preventive

Justice risk to the rights of the beneficiaries . ) .
funds to reach the lawful re- | 2.5 | 4.1 | 2 (asnaf); weakened OPZ reputation actions or make system improvements; create an effec-
cipients. ! P ) tive and efficient business process.
Igr?szrrzogir:)tnd jfkj:ezung: T,:E 5| Lawful recipients cannot fulfill all their needs; | Evaluate distribution performance, the quality of lawful
S P burp P 3513 weakened OPZ reputation. recipient service and the impact of programs.

cipient is relatively small.

Identification of Fund Distribution

Risk

Overall

IMPACTS

MITIGATIONS

The amount of zakat funds for
productive purposes is much
greater than the funds used on
the consumption side, while
the consumption target has
not been met.

33

Violates the laws and weakens OPZ credibility;
the allocation of zakat funds is not based on
lawful recipients’ basic needs.

LAZ policies in fund allocation; make strict assessment of
fund allocation for lawful recipients’ consumption pur-
poses.

Risk of revolving funds for pro-
ductive purpose that are still
recorded as receivables, the
time of zakat funds are consid-
ered have been distributed or
not.

Not in accordance with Sharia law and can
weaken OPZ credibility.

Set a maximum time limit for the funds to be in the re-
ceivables account.

Zakat funds for productive
purposes for each lawful recip-
ient are too small.

4.3

2.8 | 2
2.8 | 2
2.6 | 2

Lawful recipients’ businesses are less devel-
oped; it is impossible to withdraw the zakat
funds from lawful recipients and leave them
financially independent.

Make strict assessment so that no lawful recipients re-
ceive a relatively small amount of zakat; evaluate the
performance of the distribution program.

Zakat Risk Management -
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Identification of Fund Distribution
{4

Overall

IMPACTS

MITIGATIONS

The zakat funds are used as a
revolving fund for more than
a year.

2.8

Violates the law - zakat funds must be distrib-
uted within a year; risk of damaging lawful re-
cipients’ rights.

Standardize the Memorandum of Understanding about
the time limit for revolving funds’ time of return.

Revolving funds from zakat are
not effective because the law-
ful recipients are not equipped
with the required expertise.

2.9

Revolving fund programs (for productive pur-
poses) are less effective; the risk of revolving
funds becoming stuck and OPZ losing the funds
that will not be replaced.

Construct a policy on forming a revolving fund manage-
ment division; provide training and assistance for lawful
recipients’ business by officers/volunteers.

Revolving funds received by
lawful recipients who are not
equipped with sufficient skills.

2.9

2.8

The revolving fund program is less successful.

Evaluate the performance of the distribution program,
the quality of service towards recipients, and the pro-
gram impacts.

Revolving funds from zakat are
less effective because the law-
ful recipients know that the
funds are zakat funds.

3:9

3.0

Revolving fund programs (for productive pur-
poses) are less effective; the risk of revolving
funds becoming stuck and OPZ losing the funds
that will not be replaced.

Strengthen the concept of revolving funds; run regular
training to change lawful recipients’ mindsets.

Identification of Collection Risk

IMPACTS

MITIGATIONS

The OPZ uses many bank ac-
counts to collect zakat, which

Obliged zakat payers are confused about the
bank accounts for the fund purposes; inef-

Review the benefits of fundraising accounts in relation

fund collection process.

cording the collection of zakat funds.

. 4.8 | 3.5 . . . - .| to cost efficiency; evaluate service performance and ob-
causes confusion amongst ficient and ineffective fundraising accounts; . .
: . tain feedback from obliged zakat payers.
obliged zakat payers. high account fees.
People are not educated that usury and con-
. ventional banks are not allowed in Islam; the | Create an SOP for fund distribution; construct a policy
Use of conventional banks to o . .
av zakat 6.2 | 3.0 publlc_W|II not have gopd perc.eptlons .of the fchat conventional banks should only be used for de.pos-
pay ’ OPZ; risk of non-compliance with Sharia pro- | iting Zakat, Infaq and Sadagah (ZIS) funds temporarily.
visions.
Lack of control over the zakat 25 | oz Complexity and inaccuracy by the OPZ in re- | Evaluate the performance of fund collection division

monitoring.
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A . . Overall
Identification of Collection Risk IMPACTS MITIGATIONS
Lack of information and pub- h L amili ith and d blish the fi il . . dia: fi ial
licity about zakat collection by | 2.4 | 4.3 | 2 The community is not familiar with, and does Publish the financial reports in various media; financia
the OPZ ’ ’ not distribute their zakat through, the OPZ. statement transparency.
There is a difference in the .
amount in zakat paid by the Weakened public trust in the OPZ; risk of fund Implement the SOP thorou.ghly, evaluat.e the perfor-
) . mance of fund management; fix the checking system be-
obliged zakat payers and that | 3.2 | 4.5 | 2 embezzlement, which can also reduce the level .
- I . tween recorded funds and the amount collected in the
received by zakat administra- of public trust. .
front office.
tors.
The OPZ has different views/ Obliged zakat payers are confused about how Hold a_jomt forum \.N'th. the Sharia A(.:IV|sory Board (DI.DS)
. . of LAZ; develop guidelines that are in accordance with
schools of thought about |5.7|2.4| 2 to calculate zakat funds correctly; risk arises of he lamic law i db ed hori
zakat financial standardization to be compared the fatwa (Is amicfaw Imposed by a recognize authori-
) ) ty) from the National Sharia Advisory Board (DSN).
Lack o.f transparency in zakat Weakens obliged zakat payers’ trust in the OPZ . . . . . .
collection activities as evidence | 3.1 (3.9 | 2 . Publish the financial reports in various media.
: and they switch to another one.
to obliged zakat payers.
Proof of zakat payment is not Reduces the trust in managing OPZ business
received by the obliged zakat 1, activities; potential of not being able to report | Improve the data on obliged zakat payers; develop the
payers, possibly due to zakat 35| 4 the paid funds as a deduction from income in | system to minimize the potential for fraud.
administrator negligence. obliged zakat payers’ annual tax statements.

Identification of Fund

Management Risk

IMPACTS

MITIGATIONS

Absence of an SOP for manag-

The OPZ has no strong foundation as an oper-

Evaluate performance according to procedures; adopt

(SOM) for zakat fund manage-
ment.

ing zakat funds. 20143 2 ational guide. standardized quality management.
Absence of standardized Stan- . )
. Evaluate performance according to procedures; work
dard Operating Management . . ; .
20| 41| 2 Ineffective OPZ management of zakat funds. together with related parties to compile the SOM and

apply it as an OPZ policy.
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ificati Overall
CEUIEIIC T IMPACTS MITIGATIONS
Management Risk 1 Vv
R_eductlon in the _pr_opor_tl_on o_f_zakat alloca- Manage the institution effectively and build partnerships
. . tion to lawful recipients; inefficient manage- . - i )
3 | High OPZ operational costs. 4.6 4.6 | 2 L . with related parties; set a budget range; construct a ratio
ment of zakat administrator funds, which can . .
. such as Operational Cost Operational Revenue (BOPO).
affect public trust.
L. . o .. Do not use conventional banks to pool zakat funds; de-
. o Deviation from Sharia rules; risk of receiving | . L .
Zakat funds being deposited in 5| 5 non-halal funds and non-comoliance with Sha- | V1€ management policies; set the compliance range by
4 | conventional banks. 3913 . o P the Sharia Advisory Board of the OPZ (DPS OPZ); choose
ria provisions. . .
banks for the collection and saving of funds.
Holding zakat funds in banks Deviation from Sharia rules; delayed rights of | Do not use conventional banks to pool zakat funds;
5 d 3.5(36| 2
for the sake of profit. ’ ’ the lawful recipients. strengthen the Sharia compliance audit.
Risk of pooling muqgayyad (re-
stricted purpose) and mutlagah . . . i
6 | (unrestricted purpose) zakat 2 Reduced OPZ credibility. Ellezlztieevaluatlons according to the fund collection pro
funds that should be different .
(PSAK 109 paragraph 14).
Banks_where zakat mSt'tUt'onf Zakat funds are reduced, lost or hampered in .
8 | deposit money are problemat- | 2.6 | 3.3 | 2 heir distributi Selectively choose banks as partners.
ic/liquidated. their distribution.
The absence of best practice in Choose an outstanding zakat institution as a reference
9 ood zakat mana erF:lent 3.6 32| 2 Ineffective OPZ management of zakat funds. for benchmarking; develop structured and easily under-
9 9 ' stood OPZ governance guidelines.
Use of many bank accounts for Management of zqkat funds is complicated; Use banking payment channel facilities such as virtual
10| 3. 5.0(3.9 | 2 emergence of pooling funds for some of the
different types of fund. funds accounts.
. Management of zakat funds is cqmpllcat_ed; Selectively choose banks for depositing the collected and
Use of many bank accounts in increased costs and added complexity, causing - ; . . .
1 . 5936 2 : . . . savings funds; enforce the implementation of virtual ac-
managing funds. complexity and potential errors in calculating
L counts.
zakat administrator funds.
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Identification of Fund

Management Risk

No transparency or account-
ability in fund management.

Overall

IMPACTS

Decline in the trust of obliged zakat payers and
the general public of the OPZ.

Appendices 141

MITIGATIONS

Publish OPZ financial statements in the mass media.

Identification of Distribution Risk

Overlapping zakat fund distri-
bution with other OPZs.

Distribution of zakat funds
is not in accordance with the
zakat beneficiaries’ require-
ments (8 ashnaf)

Delays in distributing zakat

3 | funds to lawful recipients.
The implementation of partic-
4 | ular zakat distribution takes
more than one year.
Zakat funds are kept too long,
5 | and not immediately distribut-
ed.
6 | Zakat distribution is uneven.
7 | Errors in zakat distribution.

53|30

3.8 [ 3.0

Vv

IMPACTS

Injustice in the distribution of zakat; inefficient
fund allocation; accountability and transparen-
cy are not achieved.

MITIGATIONS

Synergize with other OPZs in distribution programs;
build a lawful recipient database.

Deviations occur in the distribution of zakat,
which is not in accordance with Holy Koran
Surah At-Taubah:60.

Develop an integrated database system of distribution;
assess distribution and build networking partners from
local zakat managers.

Delays to the rights of the lawful recipients;
lawful recipients cannot fulfill their basic needs.

Implement an SOP for distribution; evaluate the perfor-
mance of the distribution program.

Lawful recipients cannot fulfill their basic, edu-
cational and health needs.

Perform monitoring and evaluation of the utilization
programs; gather data on zakat distribution in each re-
gion.

Affects the rights of lawful recipients; lawful
recipients cannot fulfill their basic needs.

Develop measured and structured monitoring and re-
porting systems; strengthen the compliance audits.

Distribution of zakat funds is ineffective; un-
fair allocation and distribution of zakat funds
affects the rights of the beneficiaries (asnaf).

Conduct appropriate tests on the program area; map
lawful recipients based on region.

Weakens OPZ credibility.

Make an assessment of distribution and build up net-
working partners from local zakat institutions.

Zakat Risk Management -



142 Appendices

Identification of Distribution Risk

Overall
| \'

IMPACTS

MITIGATIONS

Lack of facilities for distribut-
ing zakat, such as bank trans-
fers, ATMs or postal money
transfers.

No review of the location be-
fore the distribution of zakat.

10

Lack of coordination between
OPZs in the distribution of
zakat.

1

Risk of money transfers not
reaching the lawful recipients.

Delays to lawful recipients receiving zakat
funds.

Use all existing payment channels; optimize partnerships.

Lawful recipient data does not match the re-
ality.

Conduct appropriate tests on the program area; map
lawful recipients based on region.

4.2 27| 2

Double distribution; less than effective distri-
bution of zakat funds.

Synergize with other zakat institutions through zakat
forums; construct an integrated distribution system da-
tabase; create a website for zakat distribution.

Lawful recipients’ rights infringed.

Perform monitoring and evaluation of utilization pro-
grams; strengthen internal audit.

Identification of Network Overall
Infrastructure/IT Risk LulH(E nliierAtont
. !_oss of obliged zakat payer and_lawful FeCIP= 1 perform system back up regularly and procure a back-up
Damaged or temporarily out ient data, as well as OPZ reports; unconveyed .
1 g 4.5|4.4| 3 . . o 2 server; develop a back-up data center and perform rou-
of service IT system. information and communication to beneficia- | ;. - A
ries. tine maintenance of IT facilities.
Data lost through computer vi- Hinders zakat ma.magement; risk to the safety Create an SOP based on IT and perform manual back up;
2 3142 3 of the database in terms of transparency and ; L
ruses. accountability. conduct anti-spyware and antivirus checks.
The absence of a standard in- | in deliveri £ ial inf o
formation technology system Delays in delivering financial in ormation; . o
3 | that supports all zakat institu- 3.8143]| 3 zakat fund management by the OPZ is ineffec- | Perform manual backups; cooperate with IT institutions.
. tive
tion work.
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Infrastructure/IT Risk

No adequate information tech-

Overall

Vv

IMPACTS

Delays and less valid OPZ periodically reports

Appendices 143

MITIGATIONS

4 nology system supporting the | 2.8 |4.5| 2 to its stakeholders Cooperate with tested and professional IT vendors.
recording process.
5 Abs.ence of a comprehensive o0 1B The OPZ works ineffectively in collecting zakat Collaborate with authorities to build a zakat database.
obliged zakat payer database. funds.
Difficulties in paying zakat
through current technolo- The OPZ works ineffectively in collecting zakat . - S
6 gy (e-banking, SMS-banking, 21 (3.7 2 funds. Cooperate with Islamic Finance Institutions
apps, post etc.)
Lack of effective ope.ratllonal Risk of data manipulation; inhibits OPZ oper- Create a spgcn‘lc te'am for network management; devel-_
7 | management of applications, | 3.5 [ 4.2 | 2 ations op a blueprint for infrastructure and system technology;
networks and database system. ’ create an SOP based on IT.
Partner with third parties who have adequate network
Poor network quality or out- Inhibits OPZ operations; risk to data and infor- | facilities; standardize selection of network/application
8 3.7 41| 2 . ) T .
dated technology. mation management. vendors; make routine inspections and output evalua-
tion.
9 Ineffective access code/pass- 28 |34/ 2 Inhibits OPZ operations; information leaks. Create an SOP basgd on IT; implement and audit IT;
word process. strengthen the IT unit.
10 | Information leaks. 31 | 41| 2 Performance failure. Strengthen the IT unit; conduct periodic IT audits.

Identification of Cooperation Risk

Partners use zakat funds for

IMPACTS

MITIGATIONS

Optimize the SOP for distribution cooperation (Service

T | other orograms. 3.0(3.2] 2 Injustice occurs in the management of zakat. Level Agreement).
Partners are less effective in De\_/latl_ons oceur in the d'St”b.Utlon of zakat, Determine partnership criteria and standardize each of
2 2731 2 which is not in accordance with Holy Koran

distributing zakat funds.

Surah At-Taubah:60.

OPZ
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Identification of Cooperation Risk

Overall

IMPACTS

MITIGATIONS

!:)elays n de_llvermg program Late reporting of the implementation of pro- | Perform effective and measurable monitoring and evalu-
3 | implementation reports by | 3.7 (3.7 . SR .

partners grams by partners. ation; create an SOP for distribution cooperation.

Unprepgrgginess of th? pro- .. . Standardize the quality of OPZ partners; impose strict
4 | gram division/partners in the | 2.6 | 3.4 Inefficient fund allocation. .

L . sanctions on partners.
distribution of zakat funds.
. Partners who submit reports late are subject to | Perform program monitoring and evaluation; establish

Distribution through partners . o L .
5. . 2.7 | 3.6 sanctions and at worst face the threat of part- | an OPZ communication and coordination forum with

is mishandled. . - . . . o

nership termination. partners; set strict sanctions for any violation.

6 Distribution through partners . 5 Unfair distribution of zakat funds according to | Standardizing the quality of OPZ partners; Strict sanc-

is not as planned by the OPZ. 313 the rights of each zakat beneficiary (asnaf). tions for partners

Delays in delivering program . . . L .
7 | reports by the OPZ itself or by | 3.5 | 3.1 Weakens OPZ credibility. set S'.tI’IC't sanctions for any violation; hold evaluation

meetings.

OPZ partners

The OPZ has not been optimal
8 in establishing partnerships 622 The OPZ has not been optimal in establishing | Equate perceptions about the procedures for managing

with zakat-related stakehold- |3 |3 partnerships with zakat-related stakeholders. zakat with those of partners.

ers.

Errors in the selection of coop- 0 Affects OPZ reputation; weakens OPZ credibil- | Make a list of reputable zakat partners and hold evalua-
9 | eration partners. 033 ity. tion meetings.

Dependence on program part- Reduces OPZ integrity and independence; de- Bml_d mdepende_nt technc_>|ogy; create an SOP 1.‘or distri-
10| ers’ technolo 2.8 | 3.7 endence on proaram partners’ technolo bution cooperation (Service Level Agreement); transfer

9y P prog P 9y: partners’ technology to the OPZ.

Partners fail to understand and
11 | fulfil the needs of lawful recip- | 2.4 | 3.5 Lawful recipients’ rights infringed. Evaluate the performance of distribution programs.

ients.
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o Overall
Identification of Prc_>gram IMPACTS MITIGATIONS
Development Risk 1 Vv
. . Inhibits program development; absence of | Hold regular Forum Group Discussions (FGDs) and public
Lack of ideas for creating new . . . . L2 L
27136 2 innovations in program development; zakat | hearings; improve the competency of zakat administra-
programs that are on target. N
funds not well distributed. tors.
Inefficiencies in the identifica-
tion process of lawful recipi- | 2.5 |3.5| 2 Zakat funds not well distributed. Program assessment made by divisions.
ents’ needs and wishes.
. . Failure to develop programs, zakat fund distri- | Create an effective socialization strategy; assign persons
Research into or testing of new o AP ) . ) . .
o 3.1(4.0| 2 bution is not on target; failure to execute and | in charge to marketing tasks; design program marketing
programs is inaccurate.
measure programs. drafts for each new program.
New program development . Optimize the OPZ research and development (R&D) di-
S . 2.5|3.5| 2 Failure to develop programs. o
strategy is ineffective. vision.
Soaallz.atlons of new pro- The pL_Jb“c does not !Jnderstand new OPZ Pro™ | Make joint efforts with related parties to enhance the
grams in communities are less |3.8 3.9 | 2 grams; slow growth in the level of community L e
; . LT efficiency of program utilization.
intensive and frequent. participation.
Disruption to operational management; new
Low OPZ operational costs. PR programs 'b'ecome d'lf:flcu|.‘t tq recognize and De5|gr.1 programs with the approach of potential assess-
lawful recipient participation in the success of | ment instead of needs assessment.
programs is low.
Costly to develop new prod- Look for new potentlél. Ob“ge.d za)kat PAYErs | The management board should approve the proper test-
4.0 43| 2 to fund new programs; innovation in new pro- | . . -
ucts. . ing and implementation of newly developed programs.
grams is low.
Develop a good assessment program, following cur-
Support for newly launched 6 Implementation of new programs is not opti- | rent issues; reactivate research and development (R&D)
programs is lacking. 3413 3 mal and is slow. unit work under the program division and report to the
board of directors monthly.
Absence of a high quality dis- sola1l 2 Achievement of the objective of poverty allevi- | Make a review of program implementation for all units
tribution program. 014 ation is less than effective and partners.
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it Overall
Identification of Prc_)gram IMPACTS MITIGATIONS
Development Risk 1 Vv
10 | Proaram service quality is poor. | 2.1 , Slow growth in collection funds; obliged zakat | Establish a minimum standard of service quality; review
9 q yispoor. 2.1 3.9 payers begin to leave the OPZ. program implementation.
1 | Programs are less diversified . ol » Unvarying and limited programs for different | Construct a program development draft with all stake-
9 : 9|4 types of lawful recipient. holders’ participation.
Lack of communication be- Opz programs are less than_optlmal; MONEY | Make periodic evaluations; establish a forum comprising
12 . 21(3.9| 2 and time wasted since there is a lack of good .
tween program coordinators. o program coordinators.
coordination.
. The reputation of the institution is not . L .
Programs are copied and are . ) . Create program innovations; make program evaluation
13 . . 24|37 2 strengthened; obliged zakat payers begin to S
not innovative. based on key performance indicators.
leave the OPZ.
Ineffective broaram monitor- The occurrence of program irregularities; inef- | Assign a person in charge (PIC) for monitoring and eval-
4| ing and evalzat?on rocess 23|4.0| 2 fectiveness of program execution and account- | uation; make program evaluations based on key perfor-
9 P ’ ability. mance indicators.

D . Overall
Identification of Leadership Risk T IMPACTS MITIGATIONS
1 | Low quality of OPZ leader. 24|36 2 cDoe”cGI!Tt?olnn public trust of the OPZ and zakat Run fit and proper tests for OPZ leadership candidates.
The leader does not under- Achievement of the vision, mission and objec-
2 | stand/appreciate the OPZ vi- | 2.2 [ 4.3 | 2 o o J Conduct orientation for all zakat administrators.
. C tives is less than effective.
sion, mission and goals.
The OPZ leader is not widely ol 2 The vision, mission and goals are not achieved, Develon personal branding of all OPZ leaders
3 | known by the public. 3513 reducing OPZ credibility and public trust. PP 9
Poor leadership in reaching the 220l 2 The vision, mission and goals are not achieved, | Creating an agenda training and the development of
4 | opz goals. 2|4 reducing OPZ credibility. leaders
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S . Overall
Identification of Leadership Risk T IMPACTS MITIGATIONS

The idealism of the zakat ad- Thelldeallsm of zakat admlnlstra.tors declines; Build up the organization and increase the role of the HR
5 . . 2.9(4.6| 2 fall in the number of good quality human re- | ..~ °" - .

ministrators declines. SoUrces division; conduct motivational training.

. . . S Provide services and a conducive working environment
. . Risk of not being able to recruit, maintain or o . .

Risk of not being able to re- . S to zakat administrators, improving OPZ performance
6 . S 33|41 | 2 manage HR; reduction in the number of good 7 ) o

cruit, maintain or manage HR. ) and the performance of zakat administrators; maintain

quality human resources. L
the level of welfare of zakat administrators.

Risk of lack of good communi- Hold forums on zakat administrators’ communication
7 | cation, leadership and motiva- | 2.5 (3.9 | 3 High turnover and high costs incurred. and other routine activities; conduct orientation for all

tion of zakat administrators. new zakat administrators.

Failure to ensure and maintain Failure to ensure and maintain OPZ productiv- | Produce independent reports to measure the productiv-
8 | OPZ productivity and efficien- |3.6 | 4.3 | 2 ity and efficiency; reduction in the number of | ity and efficiency of the OPZ, using standard ratios such

cy. good quality human resources as BOPO and a productivity ratio.

. . Ineffective remuneration structure; reduction

Ineffective remuneration struc- . . . . .

9 | ture 3.7143]| 3 in the number of good quality human resourc- | Review the remuneration policy.
) es

The working plan does not not Fall in OPZ achievements; decline in OPZ rep- . .
10 25(3.6| 2 . Prepare of an effective and measurable working plan.

meet the needs. utation.

The zakat admlnls_trator devel- Risk to HR development; reduction in the num- | Provide adequate and fair compensation for all zakat ad-
11 | opment strategy is not effec- | 3.3 4.0 3 . C

tive ber of good quality human resources. ministrators.

The reward and punishment The reward and punishment system of zakat | Make awards that are commensurate with performance;
12 | system of zakat administrators [ 3.9 [ 4.1 | 2 administrators is not balanced; reduction in | create a scoring system for zakat administrators’ perfor-

is not balanced. the number of good quality human resources | mance sustainability.
; Ineffective placement of zakat sl The effectiveness of the organization is not op- | Make an analysis of job positions; implement personal
3 | administrators. 353 timal. assessment of every zakat administrator.

Zakat Risk Management -



148

Appendices

R .. Overall
Identification of Leadership Risk T IMPACTS MITIGATIONS
Organization structure over- Map the jobs and zakat administrator competencies
415 gs 3.6 (3.6 2 HR Efficiency and consider these before compiling the organizational
ps. structure.
] A fit and proper test to deter- 1l OPZ development is slow; failure to manage | Make a system evaluation of fit and proper tests for pro-
5 | mine the OPZ leader. 33| 4 the OPZ. spective OPZ leaders.
In board elections, the risk of
16 | being trapped with famous or | 2.6 | 3.8 | 2 Failure in monitoring and managing the OPZ. | Strengthen Islamic compliance audits.
entrusted people.

Identification of Competition Risk

Overall

IMPACTS

MITIGATIONS

Competition with other OPZ

Disharmony between OPZs; allocation of cam-

Create success indicators for programs which can be

1 — 3 paign costs is too high. measureq appr(.)prla'tely; avoid competition by delivering
differentiation in prime programs.
. . " . Disharmony between OPZs; violation of ethics A.VO.Id c.ompetltlon b'etween OPZs and provllde d|ffe?r(?n-
, Risk of unfair competition with and disruption of service priority to lawful re- tiation in segmentation and target markets; draft a joint
other OPZs. >3 147 3 . P P y agreement between BAZNAS and Ministry of Religious
cipients. .
Affairs.
. . " Disharmony between OPZs and other humani-
Risk of unfair competition be- . S X . . )
. tarian social institutions; violation of ethics and | Review the target markets; focus on the target market
3 | tween OPZs and other social [4.8|4.3| 3 . . . L N . .
h R disruption of service priority to lawful recipi- | itself so that there is no competition in the same market.
umanitarian institutions. ents
Negative OPZ campaigns, so Communities tend to give their zakat to lawful Cond.gdf.a zak.a;c campaign t.hm?‘gh Sdoc'al rrl1(ed|a a.nld
obliged zakat payers chose not | 4.2 | 4.7 | 3 recipients directly; disruption to the growth of provide Tinancia reports on time; con uc.t za at soclal
4 ’ ’ ! ization through FOZ, BAZNAS and the Ministry of Reli-
to pay zakat through an OPZ. OPZs. gious Affairs
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Overall

Identification of Competition Risk ] T IMPACTS MITIGATIONS

Reduction in public confidence towards OPZ/ | Develop communication and good coordination; mutual
4 BAZNAS; inhibition of the implementation of | respect and benefit-oriented; establishment of frequent
regulations and the growth of zakat. communication between BAZNAS and OPZ.

Disharmony between BAZNAS
and private OPZs.

Overall
Identification of Crime/Fraud Risk IMPACTS MITIGATIONS
Amil and mustahik manipulate Affects the credibility of the OPZ within the . . .
1 24| 43| 2 . Internal process control; strengthen internal audit.
the data. community.

Amil manipulate the data of

muzaki or mustahik. 2.4|43| 2 Decline in OPZ credibility and public trust. Create a data verification SOP and online-based system.

Fake amil approach muzaki di- Create an announcement system to muzaki regarding

3 | rectl 23(3.9]| 2 Decline in muzaki’ trust in the OPZ. new HR changes; optimize the function of customer re-
y: lations.

4 SrcT)]ki)Ibery from zakat funds by - , Decline in muzaki’ trust in the OPZ. IeTprovmg office security functions; install CCTV in offic-

5 Forgery of data from prospec- 3.6 (37| 3 Distribution of zakat funds is not on target. Develop an assessment form and mustahik survey.

tive zakat recipients.

Existence of a mustahik syndi-
6 | cate (which submits proposals | 4.7 |2.9| 3 Irregularities occur in the zakat distribution.
for assistance to several OPZs).

Build a single ID system of mustahik; synergy in mustahik
data by all OPZs.

Amil who cannot be trusted in . . . Create an SOP for zakat distribution; conduct internal
terms of time (late in distribut- | 3.8 | 3.8 | 2 Mustah!k receive za.ke?t. funds late; affects the audit; create a financial SOP related to CA (Cash Ad-

70 . ’ ’ reputation and credibility of the OPZ. N

ing zakat to mustahik). vance) Distribution.

Conduct periodic internal audits; develop a notification
system to muzaki of donations delivered via amil, the
office or via an ATM; impose strict sanctions on zakat
administration who violate the rules.

Embezzlement of zakat funds Weakens the credibility of the OPZ and public

8 directly by amil from muzaki. 33|45 2 ‘It;\l:\ft in it; violations of regulations and Islamic
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Overall
Identification of Crime/Fraud Risk T IMPACTS MITIGATIONS
Embezzlement of zakat funds , Weakens the credibility of the OPZ and public | Conduct periodic internal audits; impose strict sanctions
9 directly by amil from muzaki. 3343 trust in it. on zakat administration who violate the rules.
Mustahik misuse the zakat T £ yakat f . . af Provide counseling and education to mustahik; conduct
10 | funds (for example, to buy cig- | 4.5|3.6 | 3 Distribution o zakat unds is not on target; af- periodic coaching; impose sanctions on mustahik if they
! ’ ’ fects the reputation and credibility of the OPZ. !
arettes). break the rules.
The revolving fund program is less than suc- | Mentor revolving fund recipients; develop an assessment
11 | Mustahik cannot be trusted. 53|35 3 cessful; affects the reputation and credibility | form and survey of mustahik in the field; impose sanc-
of the OPZ. tions on mustahik if they break the rules.
The distribution of zakat Weakens the credibility of the OPZ and public | The process of monitoring and evaluation needs to be
12 | through program implementa- [ 3.4 | 4.5 | 3 trust in it; violations of regulations and Islamic | improved; develop an online reporting system and make
tion partners is irregular. law. direct checks; impose sanctions.

Identification of Human Risk

Overall
| \'

IMPACTS

MITIGATIONS

Damage to OPZ operational Perform regular maintenance; run basic training for
1 | facilities (tools) due to the 3.8(3.3]| 2 Inhibited zakat distribution. 'm reg ! 9
. X users in using tools.
negligence of amil.
The OPZ office is broken into Loss of OPZ assets; lower OPZ performance; . . S . .
2 by thieves. 52 |4.3| 2 damage to OPZ reputation. Improve office security functions; install CCTV in offices.
Amil underperform; the level of comfort and Monitor and evaluate workplace conditions and ensure
The workplace does not meet ! . )
3 53(3.6| 3 the consistency of work quality of employees they comfortable; develop a standard form of work-
the standards. L
is disrupted. space arrangement.
Amil are careless with regard Can interfere with zakat administrator activ- Socialize compllan_c_e;_ cr.eate an SOP for th_e mainte-
. . ] nance of work facilities; make early selective recruit-
4 | to loss of zakat funds (due to 3.1(46] 3 ities and can take a long time to restore; can - . . . .
) ) X PR ment of amil; provide guidance to amil on the appropri-
their negligence). endanger amil and institutions. .
ate spirit and management.
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Overall
| \'

IMPACTS MITIGATIONS

. . . Socialize compliance; create an SOP for the mainte-
. . . Reduction in the allocations to priority mus- Lt . .
Amil make mistakes or commit . . nance of work facilities; make early selective recruit-
5 . 2.6 | 5.1 tahik; use operational funds to overcome . . . . .
crimes. ment of amil; provide guidance to amil on the appropri-
temporary losses. g
ate spirit and management.
. - Loss of facilities/infrastructure, assets and data; Take out insurance for ?” phys!cal OPZ asset§; F_)rowde
6 | Fire, human origin 3.7 | 5.0 . P APAR and evacuation guidelines; conduct debriefings on
can endanger amil and institutions. :
disaster management.
. Affects public trust in the OPZ; can endanger | Prepare an SOPs that contain compliance with positive
7 | Lawsuit 3.8 | 5.0 . s
amil and institutions. law.
8 | Pollution (air, noise, etc 3 Loss of OPZ assets; reduced OPZ performance; | Debriefing on disaster management; adoption of an SOP
! ! 38137 affects the reputation of the OPZ. irelated to handling extraordinary events.
Riot o Loss of OPZ assets; reduced OPZ performance; | Debriefing on disaster management; adoption of an SOP
9 3413 affects the reputation of the OPZ. irelated to handling extraordinary events.
Interferes Wl_th OPZ operations; re.duced OPZ Anticipate the sabotage with a system; apply strict super-
10 | Sabotage 2.7 (33 performance; affects the reputation of the | .. L
OPZ. vision and sustainability control.
. Interferes Wl_th OPZ operations; re.duced OPZ Anticipate the strikes or boycotts with a system; apply
11 | Strike, boycott performance; affects the reputation of the . . A
OPZ. strict supervision and sustainability control.
. Interferes Wl_th OPZ operations; re.duced OPZ Anticipate the terrorism or boycotts with a system; apply
12 | Terrorism 2.4|3.8 performance; affects the reputation of the . . A
OPZ. strict supervision and sustainability control.
Corruption, Collusion and Nep- Interferes Wl_th OPZ operations; re.duced OPZ Anticipate corruption, collusion and nepotism with a sys-
13 . 2.7 3.8 performance; affects the reputation of the . . . - .
otism OPZ tem; apply strict supervision and sustainability control.
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S L Overall
Identification of Economic Risk | IMPACTS MITIGATIONS
. Reducing the allocations to priority mustahik; .
1 | Currency fluctuations. 5.3|4.0| 3 disruption to the existence and growth of OPZs. Reset the budget to be able to adjust OPZ cash flows.
. Reducing the allocations to priority mustahik; o _—
2 | Interest rate or price changes. |5.0|3.3| 3 disruption to the existence and growth of OPZs. Maintain internal stability; control external processes.
Political change 8 , Interferes with the existence and short/medi- | Apply an SOP for the handling of extraordinary events;
3 ge. 4.6 139 um/long term growth of OPZs. maintain internal stability.
. . Interferes with the existence and short/medi- | Prepare an anticipating respond by using a system, strict
4 | Population shifts. 38129 2 um/long term growth of OPZs. supervision, sustainability control
. Interferes with the existence and short/medi- | Prepare an anticipating respond by using a system, strict
5 | Preference shifts. 38133 2 um/long term growth of OPZs. supervision, sustainability control
6 | Recession 8 , Interferes with the existence and short/medi- | Apply an SOP for the handling of extraordinary events;
) 3|34 um/long term growth of OPZs. maintain internal stability.
Resource depletion 6 Interferes with the existence and short/medi- | Apply an SOP for the handling of extraordinary events;
7 P ' 35134 3 um/long term growth of OPZs. maintain internal stability.
. Interferes with the existence and short/medi- Prowdt_a ypdgtes on technolog_lcal developmen_ts; Prepar_e
8 | Technological changes. 43|36 2 an anticipating respond by using a system, strict supervi-
um/long term growth of OPZs. . T
sion, sustainability control.
Provide updates on technological developments; Prepare
9 | War. 31|52 2 Interferes with OPZ operations. an anticipating respond by using a system, strict supervi-
sion, sustainability control.

Identification of Natural Disaster

Risk

Overall

IMPACTS

MITIGATIONS

1 | Risk of lower zakat assets.

4.5

Loss of OPZ assets; interferes with operations
and OPZ performance; operational costs are
burdened.

Standard management of zakat assets; maintenance and
the gradual recoveryof assets.
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o - Overall
Identification c;‘islll(atural Disaster | IMPACTS MITIGATIONS
Destruction of OPZ operational Damage to OPZ assets; interference with oper- . . . .
L . . . Take out insurance for all OPZ physical assets; compile an
2 | facilities (tools) not due to the | 4.2 | 3.7 ations and OPZ performance; operational costs | . .
. . ) . inventory of all fixed assets.
negligence of amil. are burdened; level of efficiency decreases.
s Damage to OPZ assets; interference with oper- | The annual budget arrangement should be related to
Insurance for OPZ facilities is . . . L e ]
3. - 3.8 (3.9 ations and OPZ performance; operational costs | the institution’s infrastructure; develop standards for
insufficient. . o
are burdened. handling related conditions.
. Loss of OPZ assets; interferes with OPZ opera- | Coordinate with BNPT and BMKG; prepare employees by
4 | Collapse or gravity 3.8 | 3.7 : . " .
tions. giving them briefings on disaster management.
Drought 6 Interferes with the existence and short/medi- | Briefings on disaster management; insurance for all OPZ
5 gnt. 3513 um/long term growth of OPZs. physical assets.
Disasters damage OPZ assets; affect OPZ per- | Insurance for all physical assets; debriefing on disaster
6 | Earthquakes etc. 4.0 | 4.0 formance; inhibition of zakat management ac- | management; adoption of an SOP related to handling
tivities (collection, management, distribution). | extraordinary events.
Loss of OPZ assets; interferes with operations | Insurance for all physical assets; debriefing on disaster
7 | Fire; natural disasters. 3.8 3.6 and OPZ performance; operational costs are | management; adoption of an SOP related to handling
burdened. extraordinary events.
Floods have a impact; can damage the assets; | Insurance for all OPZ physical assets; briefing on disaster
8 | Floods. 3.9 | 3.6
Affect on OPZ performance management.
Interferes with OPZ operations; affects OPZ ex- | Coordinate with BNPT and BMKG; briefing on disaster
9 | Rot. 4.0 | 3.4 .
istence and growth. management.
Interfere with OPZ operations; affect OPZ exis- | Coordinate with BNPT and BMKG; briefing on disaster
10 | Temperature extremes. 4.0 | 3.4
tence and growth. management.
. Interferes with OPZ operations; affects OPZ ex- | Briefing on disaster management; insurance for all OPZ
11 | Vermin. 3.6 | 3.2 . .
istence and growth. physical assets.
12 | Windstorms, hurricanes, etc. 3.8 (34 Interfere with OPZ operations; affect OPZ exis- Coordinate with BNPT and BMKG.
tence and growth.
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Identification of Amil Governance

Risk

Overall

IMPACTS

MITIGATIONS

No standardization of Good The collaboration with the National Professional Certifi-
" | Amil Governance (GAG) 4.0 | 3.7 OPZs have no strong operational foundation. cation Board to conduct competency tests on amil’ per-
formance; Developing a governance standard for amil
, No structured or systemic amil olao Ineffective amil quality improvement and the | The synergy with other OPZ in implementing a training
training. 4.0 | 4 poor amil service. of tiered amil
No explanation of the career High turnover of amil and the younger gener- The OPZ manageme_nts corr_1m|tment In a profe55|_onal
3 . 4.6 | 4.2 ; . . . . career advancement; Arranging the standard of amil ca-
path of amil. ation have little interest in working at OPZs.
reer path
4 Amil are paid below the stan- a5 as Low work ethic and high turnover of amil Making the wage standards according to the local mini-
dard rate. mum wage rate
Low quality amil 8las Ineffectiveness of OPZ zakat management and | Selectively choose amil as needed; amil competency
5 9 y ' 4-14 reduced public trust. should be evaluated.
6 The quality of candidates is The OPZ has class 2 HR Expand network/recruitment information; establish stan-
limited. ) dards for amil qualifications.
7 %ﬁztsalir:t:do}oghseegaelrr; choice - The OPZ has class 2 HR. Make overall improvements in amil welfare.
Amil lack mastery of the pro- o - . Conduct training in the management of amil; increase
8 cess of zakat management. 3318 8 Decline in OPZ credibility and public trust. the best practice references of other OPZs.
9 Amll have not understood OPZ cic(i36 The OPZ has not been able to mitigate risks. Confjuct training in OPZ risk management; establish reg-
risks. ulations on OPZ risk management.
10 Amil have no_t been able to col5i6 The OPZ has not been able to mitigate risks. Confjuct training in OPZ risk management; establish reg-
measure OPZ risks. ulations on OPZ risk management.
Amil have not been able to L . ) .
11 | understand the Impact of OPZ | 5.3 | 3.8 The OPZ has not been able to mitigate risks. Confjuct training n OPZ risk management; establish reg-
risks. ulations on OPZ risk management.
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Risk

Overall

IMPACTS

Appendices 155

MITIGATIONS

Amil has not been able to mea- " . Conduct training in OPZ risk management; establish reg-

21 sure the impacts of OPZ risks. 57|38 The OPZ has not been able to mitigate risks. ulations on OPZ risk management.
. . Muzaki are not satisfied; zakat collection is in- L .
13 | OPZ amil are unfriendly. 2.5 | 4.0 . Training in service excellence.
effective.

OPZ amil are not knowledge- Muzaki are not satisfied; zakat collection is in- S -
14 4.8 | 4.6 . Include amil in in-house and external training.

able. effective.
] OPZ amil are not very convinc- ° Muzaki are not satisfied; collection of zakat is | Conducting personality training; improve the quality of

5 ing in performing their duties. 4315 less than effective. recruitment and training.

OPZ amil are not punctual and/ T . . .
16 | or do not keep their promises | 3.4 | 5.3 Affects the OPZ's reputation. ﬁ;ié;:se a disciplinary SOP; impose strict rule on working

(are undisciplined). ’

When evaluating project pro-

posals that will be funded by . - . . - Create a standardization SOP for proposal approval; con-
71 the OPZ, amil are yet to be ef- 45|46 Risk of misdirection and inefficient programs. duct project management training.

fective.
18 Lr:, l;re]leplr:)go&rl F;rrzji?;trzo ifcntpomkl)ve_ - Ineffectiveness of the OPZ in managing zakat | Amil must have a certification of competency through

effectivpe ! y 4-21 5 and decreased public trust. LSP-BNSP; create an SOP for project assistance.

In monitoring prOJects funded Muzaki are not satisfied; collection of zakat is | Create a project monitoring SOP; conduct project man-
19 | by the OPZ, amil are yet to be | 4.1 | 5.2 . S

- less than effective. agement training.

effective.

Jobs as amil are onlv second Devise full-time employee rules; prohibit amil from hav-
20| e y 3.8|53 OPZ has class 2 HR. ing a side job and pay them appropriately in line with

JOLs. their responsibilities.
- Many choices of OPZ that can Limited number of amil who abolv for iobs Create a conducive atmosphere for volunteer amil to

be chosen by talented amil. >3 |43 PpIy Tor Jobs. work in.
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Identification of Amil Governance

Risk

Overall
| \'

IMPACTS

MITIGATIONS

The OPZ has not con5|dered_/ . . . Create a work safety SOP; collaborate with life insurance
22 | guaranteed the safety of amil |3.3|5.7| 2 Risk of losing amil. .
! . . companies.
when carrying out their duties.
2= | Amil have died 6! » Performance declines because other amil do | The OPZ reserves operational costs for replacement pur-
3 ' 4313 not have the skills of those who have died. poses.
. . Performance declines because other amil can- | The OPZ reserves operational costs for replacement pur-
24 | Amil have been fired. 5.5(3.9| 3 .
not replace those who have been fired. poses.
. . Performance declines because other amil can- | The OPZ reserves operational costs for replacement pur-
25 | Amil have resigned. 5.5(3.8| 3 .
not replace those who have resigned. poses.
. . Performance declines because other amil can- | Optimize insurance; the OPZ reserves operational costs
26 | Amil are disabled. 3.0 4.5 2 ;
not replace those who are disabled. for replacement purposes.
, Gradual reduction in amil” abil- o Ineffectiveness of OPZ in managing zakat and Conduct periodic trainina: Perform iob rotation for amil
7 ity or skills. 3915 3 decreased public trust. P 9 J

Identification of Volunteer

Management Risk

Overall

IMPACTS

MITIGATIONS

Good volunteer governance
has not been standardized.

Quality of prospective volun-
teers is limited.

Screening of volunteers is inef-
ficient.

5.3

4.8

Affects OPZ reputation and violates the profes-
sional code of ethics.

There should be management guidelines for volunteers;
Create voluntary standards; create standards for volun-
teer work (a volunteer code of ethics).

Affects OPZ existence and short/medium/long
term growth.

A recruitment process and sustainability training are
needed; improve information on the needs of volun-
teers; make an initial selection of prospective volunteers
as needed.

Ineffective improvement in the quality of vol-
unteers and low level of volunteer services.

Improve screening with an IT-based system.
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Management Risk

Overall

IV

IMPACTS

Appendices 157

MITIGATIONS

. Affects OPZ existence and short/medium/long Implementa.tlon of tra'unmg and comp.etlenc.y tests needs
4 | Low quality of volunteers. 4.8 45| 3 to be made; standardize volunteer training; make a rou-
term growth. ) L
tine training agenda.
Volunteers are not very com- Muzaki are not satisfied; zakat collection is in- | Make regular volunteer evaluation; devise standard
5 | mitted to their work. 45143 3 effective. work rules for volunteers.
.. Muzaki are not satisfied; zakat collection is in- | Create volunteer supervision standards; form a special
6 | No supervision of volunteers. 4.6 43| 3 . .
effective. team for managing employees.
S Coordinate and consolidate periodical volunteers; agree
Lack of communication be- - . . L . .
7 5.5(3.9| 3 Inefficiency and ineffectiveness of resources. on volunteer communication with amil; create a volun-
tween volunteers. . .
teer website and email group.
Lack of communication be- Coordinate and consolidate periodical volunteers; agree
8 | tween volunteers and amil/ [53|4.4| 3 Inefficiency and ineffectiveness of resources. on volunteer communication with amil; create a volun-
managers. teer website and email group.
Irr:egrzzar:isvglmilnnvi'(c)slv\?:ri\c/)%l; , Amil are too busy with one particular program; | Include volunteers in OPZ activities; create a volunteer
9 y 39|34 lack of control of other OPZ programs. and OPZ MOU in every region.
programs.
The OPZ.has pot .b.een ak?le. to Reputation and the professionalism are com- | Hold regular meetings to communicate the vision and
10 | communicate its vision, mission | 4.6 | 4.2 | 2 X R T . I
promised. mission; socialization of the vision and mission.
and goals to volunteers.
The OPZ has not thought
about/ensured the safety of . Create volunteer incentives; create a work safety SOP for
1 S 3.9(4.2| 3 Risk to volunteer safety. .
volunteers when helping in the amil and volunteers.
OPZ.
Many choices of OPZ that can Limited number of volunteers who apply for | Improve the welfare of partner volunteers; devise an in-
12 | be chosen by talented volun- [ 5.2 (3.4 | 3 . .
teer. jobs. teresting program for volunteers .
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Identification of Volunteer

Management Risk

Volunteers lack mastery of the

Overall

IMPACTS

MITIGATIONS

Conduct training in management for amil; extend best

3 process of zakat management. 45139 3 Decline in OPZ credibility and public trust. practice references to other OPZs.
] There is no structured and sys- Ineffective improvement in the quality of vol- | Collaboration between OPZs in providing volunteer
4| temic training for volunteers. 45144 3 unteers and low level of volunteer services. training simultaneously.
15 | OPZ volunteers are unfriendly. | 4.0 | 4.2 | 3 2/#;;!;;:re not satisfied; zakat collection is in- Volunteers should adhere to service excellence.
OPZ volunteers are not very Muzaki are not satisfied; zakat collection is in- . .
16 4.8137| 3 . Run training for national volunteers.
knowledgeable. effective.
OPZ volunteers are not very Muzaki are not satisfied: zakat collection is in- Involve volunteers in international volunteer activities
17 | convincing in performing their [ 3.9 (3.8 | 3 offective ! and provide quality reading references about vulnerabil-
duties. ’ ity.
OPZ amil are _not pun_ctual/do Muzaki are not satisfied; zakat collection is in- - . .
18 | not keep their promises (are |3.5|4.7| 3 Run voluntary military-style basic training.

undisciplined).

effective.

Identification of Muzaki Risk

Muzaki do not know how to

Overall

Vv

IMPACTS

If the amount of zakat is excessive, then the
status of the fund is not zakat, but infq or

MITIGATIONS

Provide zakat consultation services; conduct public so-

1 | calculate the a muzaki amount [ 5.8 | 2.6 | 2 sadaqah, and if zakat is lower, then the mus- cialization throuah the media owned by the institution
of zakat. tahik have a right to the obliged zakat payer 9 y ’
fund.
The target of zakat collection is not reached;
, Muzaki distribute their zakat 5o o B reduced collection amount; the influence of | Make an attractive distribution program which can at-

to more than one OPZ.

this is not very significant the medium/long
term .

tract more donors.
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Overall

IMPACTS

Appendices 159

MITIGATIONS

Muzaki who cannot be identi-

The OPZ cannot provide proof of a zakat de-
posit to the obliged zakat payer; there are
many notes in the financial statements and it is

Trace the origin of the funds; use the system (virtual ac-

sonally (at Ramadan).

crease seasonally.

fied (servants of Allah). 571297 2 difficult to determine the type of funds; has an | counts, etc.)
influence on reporting aspects and the proof
of accountability.
Many muzaki pay zakat sea- Unstaple coIIectlgn; llnﬂqenf:e on.performan.ce Conduct public socialization through the media owned
6.8|31| 2 collection and distribution; service levels in-

by the institution and/or external media.

Identification of Loss of Muzaki

{1 ¢

IMPACTS

MITIGATIONS

. . Devise an attractive distribution program; provide edu-
Tendency for muzaki to pay Influence the performance of collection and . . .
. 5537 2 C cation to muzaki showing that the OPZ understands the
zakat independently. distribution. - .
mapping of mustahik.
Iéopyza::ylo?:l muzaki to a certain 4.5 41| 2 Unstable collection. Excellent service and reporting.
. The zakat collection target is not reached; re- | Devise an attractive distribution program which can at-
Muzaki move to another OPZ. | 5.7 | 4.1 | 2 . ) . . )
duced collection. tract more donors; provide zakat consultation services.
Muzaki change status to that The zakat collection target is not reached; re- Devise an attractive c.jlstrlb_utlon p_rogram;_prowde zakat
. 4.2 33| 2 . consultation services; Provide business assistance of mu-
of non-obliged zakat payer. duced collection. saki
Muzaki change status to that , , The zakat collection target is not reached; re- | Assist or cooperate with third parties related to the
of mustahik. 42|33 duced collection. obliged zakat payer’s business.
Muzaki are not familiar with , The zakat collection target is not reached; re- | Public socialization by institutions using the media
OPZs. 53|39 duced collection. owned by them and/or external media.
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ifi ot : Overall
Identification o_f Loss of Muzaki IMPACTS MITIGATIONS
Risk | \V/
Conduct OPZ socialization as a professional zakat institu-
Muzaki do not fully trust OPZs. [ 5.3 3.9 | 2 Unstable collection. tion; provide education to muzaki showing that the OPZ
understands the mapping of mustahik.
Muzaki dc? not fully under- qulu_encgs t_he pgrformancg of collection and Provide education to muzaki showing that the OPZ un-
stand the importance of pay- | 5.3 4.1 | 2 distribution; service levels increase seasonally, derstands the mapbina of mustahik
ing zakat through OPZs. usually only at Ramadan. PPINg ’
Muzaki had a bad view of The zakat collection target is not reached; re- . . . .
5.0 | 4.1 | 2 . Provide excellent service; retain muzaki regularly.
OPZs. duced collection.
10 Muzakl_ have had a bad experi- 4.8[3.7| 2 The OPZ is less effective at collecting zakat. Provide assistance from amil; provide excellent service.
ence with OPZs.
Muzaki are not sure that the Make reports on the use of funds that are regularly pub-
mustahik are served by the |5.2|3.7 | 2 Muzaki chose to distribute their own zakat. lished for muzaki, providing information about the loca-
OPZ. tion of mustahik.
Muzaki have different views/ There may be a conflict between muzaki and The role of the Boarf:l of OP.Z IsIamlc_ Law should be to
12 5.2 (3.2 2 educate stakeholders; education provided by front office
madhhab about zakat. the OPZ. staff
The wealth of muzaki has de- . . Retention of muzaki by OPZs can be achieved by praying
31 clined. 43|29 2 The collection target is not reached, that muzaki receive blessings from Allah.

ifi ot - Overall
Identification of Muzaki IMPACTS MITIGATIONS
Satisfaction Risk
Muzaki are not fully satisfied , Muzaki move to another OPZ or chose to dis- | The high customer satisfaction standards; The excellent
with the OPZ service. 39137 tribute their own zakat. services of quality improvement
Muzaki demand excellent ser- 5 , Muzaki move to another OPZ or chose to dis- | The SOP service of muzaki; the feedback of muzaki in
vice from OPZs. >2 |33 tribute their own zakat. capturing the expectations of OPZ service
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Satisfaction Risk

Overall

IV

IMPACTS

Appendices 161

MITIGATIONS

OPZ services to muzaki are not , Muzaki are not satisfied; zakat collection is less | The SOP service and the code ethics of muzaki; Referring
very professional. 43139 effective. to other more professional OPZs
Delayed services from amil to Decline in OPZ credibility and muzaki move to Ensuring the implementation o.f pollgy and .th? proce-

. 3.3(3.9]| 2 dures of excellent customer service which are in line with
muzaki. another OPZ. . .

the quality policy standards
Failure of the muzakl service The risk changes; reduced collection perfor- | Create a strong online-based system; conduct periodic
system (the office system of |{3.8|3.5| 2 ] g . ) )
. . mance; reputation risk internal audits.

the muzaki service).
Lack of response from amil . . . .y
(amil) payer to community [3.8 3.7 | 2 Decline in OPZ credibility and public trust. Create a.amll SOP f°r. handling complaints from muzaki;

. . conduct internal audit.
complaints (muzaki).
Lack of response from amil
to the recommendatlons/su.g— e Decline in OPZ credibility and public trust. Provide excellent service; The maintenance of muzaki
gestions from the community regularly
(muzaki).

R . Overall
Identification of Mustahik Risk IMPACTS MITIGATIONS
TR e Many funds are wrongly targeted; risk of incor- | Develop communication and collaboration between
No standardization in verifying C R . . e o
L 2.7 (3.8 2 rect distribution goals; distribution accuracy is | amil; create a verification SOP of mustahik in every pro-
the mustahik in all programs. :
disrupted. gram.
L . Difficult to determine mustahik; failure to | Conduct a satisfaction survey of mustahik and the re-
No indicators of mustahik wel- . . e . .
3.8(34| 2 identify the development of mustahik; distri- | search of the programs impact for mustahik; develop
fare measurement. . o S .
bution accuracy is disrupted. measurement indicators of mustahik welfare.
Mustahik receive zakat from Unequal zakat funds distribution; difficult to Bevellop policy and excelllent' mEStahlk service p(;oce-
several OPZs 61133 3 determine mustahik; overlapping help ures; encourage comrpumcahon 'etvv.een OPZs and BA-
' ! ' ZNAS, such as by creating a mustahik single ID system.
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Identification of Mustahik Risk

Overall

IMPACTS

MITIGATIONS

Mustahik who have died still
receive zakat.

Mustahik whose income has in-
creased still receive zakat.

Distribution of zakat funds is less effective; dif-
ficult to determine mustahik; risk of incorrect
distribution goals; distribution accuracy is dis-
rupted.

Strengthen the mustahik database and update the data;
ensure communication between OPZs and BAZNAS.

Distribution of zakat funds is less effective; dif-
ficult to determine mustahik; risk of incorrect
distribution goals; distribution accuracy is dis-
rupted.

Strengthen the mustahik database and update the data;
ensure communication between OPZs and BAZNAS.

¥ TP i Overall
Identification of_Loss of Mustahik IMPACTS MITIGATIONS
Risk | V
. S The zakat funds received by mustahik are late; | Open representative offices that are easily accessible by
The location of mustahik is dif- . N . . L
1 . 5.5|3.7| 2 more funds required to reach the goals; limited | muzaki; collaborate with local representatives; ensure
ficult to reach. . . .
mustahik overage or high operational costs. synergy between OPZs.
The distribution of zakat funds is not equal;
, Mustahik are not identified by ol22l 2 mustahik do not receive zakat; more funds re- | Synergize with local community leaders; collaboration
the OPZ. 4013 quired to reach the goals; the assessment and | and social mapping between institutions.
OPZ database weakness
The domicile of mustahik is not Zakat funds are not distributed (_)r are Ia.te; Strengthen community assistance and surrounding area;
3 53|27 2 more funds required to reach goals; data valid- . o TR .
permanent. Lo . use a group based identity; socialization of mustahik.
ity risk of mustahik.
Mustahik are shy about receiv- , The basic needs of mustahik are not fulfilled Develob a proaram of more innovative empowerment
4 ing zakat. and they are difficult to empower. paprog P )
Mustahik do not know if they The basic needs of mustahik cannot be ful- . . . . .
. : ; L S Provide education to mustahik; strengthen information
5 | can receive zakat from the |4.0| 22| 2 filled; need for resocialization; no significant ;
T systems as a database for managing zakat.
OPZ. effect on distribution performance.
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{1 ¢

Overall

IMPACTS

Appendices 163

MITIGATIONS

Mustahik are afraid to connect
with the OPZ.

Mustahik feel they have no
right to receive zakat.

Mustahik feel satisfied with

what they have.

Mustahik do not have ID/KTP.

The basic needs of mustahik cannot be fulfilled.

Put in place a local facilitator as an OPZ representative.

The basic needs of mustahik cannot be fulfilled.

Put in place a local facilitator as an OPZ representative.

The basic needs of mustahik cannot be fulfilled.

Provide education to mustahik; put in place a local facili-
tator as an OPZ representative.

Mustahik cannot be served; difficult to make
reports; data validity risk of mustahik.

Use the existing identity; coordinate with the govern-
ment and related agencies to help mustahik.

Identification of Mustahik

Satisfaction Risk IMPACTS MITIGATIONS

Lack of response to public and Decline in OPZ credibility and the public trust; C.re_ate an SOP fqr handll_ng the complaints of mu.sta—

. 3.0 41| 2 o . . hik; provide service that is equal between muzaki and
mustahik. distribution is delayed; reputation affected. .

mustahik.
I:ee :ZEE&?;Z?\ZZ%LZT”}O Create an SOP for handling the advice and suggestions
. ug 3.0(3.8| 2 Decline in OPZ credibility and public trust. of mustahik; socialize the mechanisms of mustahik com-

gestion from community and N .

. munication related to OPZ services.
(muzaki)
Mustahik are dissatisfied with , Distribution performance, OPZ credibility and | Maintain relationships with all the beneficiaries who
the OPZ service. 33|34 service system affected. have been recruited by the OPZ.
Mus_tahlk demand excellent e - HR mve.stment, system and technology; Opera- Develop a satisfaction standard for mustahik.
service from OPZs. tional risk.
Delayed services from amil to Distribution performance and OPZ credibility Monitor program progress; develop a standard of ser-

. 3.8|131 | 2 ) . . .
mustahik. are hampered; effect on reputation. vice for mustahik.
Mustahik service system failure.| 3.4 | 2.9 | 2 Ei(')s;c]”bu“on is hampered; effect on reputa- Strengthen the division that directly meets mustahik.
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Identification of Ethics Code Risk

Overall

IMPACTS

MITIGATIONS

1V

Provide clear rules on the ethics code, punishment and

Muzaki give gifts to amil. 4.8(3.8]| 2 In the long term, amil will lose their sincerity. | reward; conduct stakeholder socialization related to the
code of ethics of amil through the media.

m:zfs;e:i\f ?\2}1 UZSE;J[(Z?: Create a pocket book for muzaki containing zakat adab;

2 giving 4.0 25| 2 The risk of not complying with Islamic Law. provide education to muzaki; public socialization by in-

tention, hasten zakat payment,
not riya' etc.)

3 | Mustahik give gifts to amil.

Mustahik have not understand
the adab in receiving zakat (us-

stitutions through the media.

Amil are less objective in determining musta-
hik.

Provide reward and punishment.

Develop policy and excellent mustahik service proce-

4 ing it correctly, saying thank 5.0 25| 2 The risk of not complying with Islamic Law. dures;_ pr.owde educatlgn Fo mustahik; pr_owde regular
coaching; conduct monitoring and evaluation.
you etc.)
Amil have not understood the
5 rules of collecting zakat (being 20l 40| 2 Breaking the code of ethics and Islamic law | LAZ needs to standardize its SOPs based on ISO; provide

fair, honest, trustworthy, sin-
cere etc.)

compliance.

training and education for all amil; train amil regularly.

Identification of International
Zakat Transfer Risk

Overall

IMPACTS

MITIGATIONS

There is no internationally ac-

cepted zakat management | 4.3|2.7| 3 Delayed international zakat transfers. Synergy in zakat by OPZs across countries.
standard.
The donor and recipient coun- . - . ) .
2 | tries have different zakat stan- | 5.2 [ 2.5 | 3 Delayed international zakat transfers. Actively participate in ZCP development; compile a draft

dards

of an International Standard of Zakat Management.
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Zakat Transfer Risk

Country risk is high in the recip-

Overall

IMPACTS

Zakat is not distributed to the expected mus-

Appendices 165

MITIGATIONS

Open up information as much as possible to the cross-bor-

3 |ient country. 42133 tahik. der OPZ government.
There is no assessment OT coun- The donor country has been reluctant to trans- | Develop management standards and other aspects that
4 | try or transfer risk by institu-| 4.2 | 2.4 . . . -
. . . : fer zakat to the recipient country. support international cooperation.
tions in certain countries.
The donor and recipient coun- The donor country has been reluctant to trans- | Conduct management risk analysis before deciding on
5 | tries are reluctant to share con-| 4.8 | 3.2 . .
. S . fer zakat to the recipient country. collaboration.
fidential information.
The donor country has not been
6 able to assess the level of pov- . The donor country has been reluctant to trans- | Open up information as much as possible to the cross-bor-
erty in the prospective recipient 393 fer zakat to the recipient country. der OPZ government.
country.
The model and analysis of coun-
try and transfer risk by zakat 5l 4 The donor country has been reluctant to trans- | Create synergy with trusted parties, domestic NGOs, in-
7 | institutions in each country are >2 | 4 fer zakat to the recipient country. ternational NGOs, and cross-country representation.
not available.
The zakat |psjutut|ons |n.the do- . . . . .| Develop institutions as international NGOs and establish
nor and recipient countries have Risk to Islamic law compliance and propriety; . . . o
8 5.2 | 3.6 . . synergies with partners in other countries in terms of
not yet agreed on the manage- delay to cooperation and cross-country activity. | :7. .
. 2o . joint program collaboration.
rial fee distribution of the amil.
There is no zakat institution in Absence of policy and process for mitigating Develqp |nst.|tut|ons as |n.ternat|onal NGO.S apd establish
9 . 5.3 | 3.2 . synergies with partners in other countries in terms of
the donor or recipient country. country and transfer risk. . .
joint program collaboration.
BAZNAS in the donor and re-
cipient countries have not de- Incompatible systems, inhibiting cooperation | Develop various program associations both internation-
10 | veloped a policy or process for| 4.8 | 3.8 and cross-country activity; inhibition of zakat | ally and nationally in order to expand and facilitate the

mitigating country and transfer
risk.

transfers between countries.

distribution of cross-country programs.
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Overall
| \'

IMPACTS MITIGATIONS

Identification of Reporting Risk

The form of OPZ zakat reports

The form of reports is not the same and the

Agree on the standard form of zakat reports to stake-

1|t stam.:lard stakeholders isnot | 3.1 | 3.5 credibility of the OPZ declines. holders.

yet available.

Lack of professionalism in com- Reports are not. very interesting; decline in the Decide standard requirements for OPZ accounting team
2 - 3.0 [ 4.8 trust of muzaki of zakat managers (a form of .

piling OPZ zakat reports. recruitment.

transparency).

OPZ zakat reports are not Create an SOP for thedetermination of zakat reporting;
3 | made periodically (continuous- | 3.2 | 3.8 Reduced OPZ credibility and trust of muzaki. make adjustments to the standards laid down in govern-

ly). ment regulations.

Periodic delays in OPZ zakat re- L . Create an SOP for reporting zakat; It is set in the SOP and
4 ports to stakeholders. 381138 Reduced OPZ credibility and trust of muzaki. made special structures in the database system.

OPZ zakat reports are not very Reduced OPZ credibility; reputation and OPZ Periodic reviews made by the asset division leader; faqapt
5 . 3.5 | 4.6 " to the reporting standards of BAZNAS and the Ministry

valid/accurate. accountability affected. - .

of Religious Affairs.

OPZ zakat reports are not au- S . Create an SOP and KPI which stipulate that reports must
6 dited by KAP. 2.1 4.9 Reduced OPZ credibility and trust of muzaki. be audited by KAP.
7 S:lfliszk?:jt reports are rarely 3.4 | 3.6 The community lacks knowledge about OPZs. Utilize social communication and network media.

National and branch OPZ zakat OPZ accountability is weakened in the commu- U_se_an onll_ne—based system,: ho_Id |pternal and public au-
8 . 3.2 | 4.5 L L dits; establish an of SOP for institutions related to report-

reports are not synchronized. nity; lower OPZ credibility. ing

BAZ'.\IAS and pr!vate OPZ re- Decline in BAZNAS credibility and public dis- | Create a reporting standard; data synchronization
9 | porting of zakat is not synchro- | 5.2 | 4.1 .

. trust. through semester reporting.

nized.

10 OPZ zakat report do not exist o | af OPZ zakat reports cannot be accessed. Agree on the standard form of zakat reports to stake-

in electronic form.

holders in electronic form.
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Identification of Reporting Risk

OPZ zakat reports are not com-
plete or detailed.

2.7

Overall

IMPACTS

OPZ accountability is not acceptable within the
community.

Appendices 167

MITIGATIONS

Ensure standardization of reporting by OPZ and BAZNAS.

12

OPZ zakat report are not sent
to stakeholders.

2.8

Lower public¢/muzaki trust.

Utilize social media; use institutional resources, make
provision for feedback services to institutions.

Identification of Recording Risk

IMPACTS

MITIGATIONS

; Takgs a long time to record in- 28]38] 2 Th.e delay and lack of validity of the OPZ peri- Creating an online based system: Adjusted to PSAK Zakat

coming zakat funds. odic report to stakeholders

The absence of sharia transac-

tion guide of OPZ from PSAK The delay and lack of validity of the OPZ peri- | Training by an expert; the internal teams are included to
2 | 109 (such as PAPSI for Indone- | 3.1 (3.9 | 2 odic report to stakeholders; OPZ has different | the related training; Opening the information on gov-

sia Sharia Banking Accounting standards ernment policies

Guidelines).

Risk from the muzaki account- 61261 3 The inaccurate calculation of muzaki A review by the supervisor/accounting expert; Adjust-
3 ing method on an accrual basis. 3013 ment to zakat management guidelines and PSAK Zakat

OPZ accounting methods (cash . . . .

: L . High cost of transferring accounting practices . . . L

basis) not in line with the ac- , from an accrual basis to a cash basis. or vice Hold reviews by supervisors/accounting experts; adjust to
4 counting method of the muza- 3434 versa ! the zakat management guidelines and PSAK zakat.

ki (accrual basis). )

Complexity gf centralizing Recording in QPZ headquar.ters is not yet .valld; Create an online-based system; adjust to the zakat man-
5 | zakat recording from OPZ (3.8 (3.6 | 3 performance is hampered if the system is not S

. agement guidelines and PSAK zakat.

branches to OPZ headquarters. solid.
6 Close relationship between ,8 , Late reports of zakat collection Define a clear boundary/code of ethics; conduct periodic

amil and internal OPZ audit. |34 P ' evaluation and job rotation.

Zakat Risk Management -
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Identification of Recording Risk

Overall

Vv

IMPACTS

MITIGATIONS

Close relationship between

Define a clear boundary/code of ethics; conduct periodic

statements is not done sepa-
rately.

short/medium/long term.

amll_of the program gxecutors 2.8(31| 2 Late report in the accountability program. evaluation and job rotation.

and internal OPZ audit.

P:\?e;‘:i’gsr} O:c;[sheinoﬁizngi\sc?;si Interferes with aspects of accountability in the Make presentions according to the standards (PSAK 109);
a u 3.8 41| 2 P y adjust to the zakat management guidelines and PSAK

zakat.

Identification of Legal Risk

Overall

Vv

IMPACTS

MITIGATIONS

A law or regulations that re-

The community is not obedient or is reluctant

Provide education to the public about the obligation to

management are too rigid.

quire muzaki to pay zakat is | 4.5(3.8| 3 pay zakat in compliance with the provisions of Islamic

not available. to pay zakat. law.

22;2 Ss:c:#orz‘zlgyvtvad?er:Q{ ] There are still many Muslims who have not car- | Develop OPZ initiatives for attracting the interest of mu-

Y . 45141 3 ried out their obligation to pay zakat. zaki; improve organizational governance.

pay zakat are not available.

Zakat is not deductible to in- . I . Continue to socialize and encourage regulations on mu-

come tax (only deductible to | 4.5(3.6| 3 zaelg:tce:s tzgallrl]tirhisc;cuo; g‘PeZSPUbI'C ‘N paying zaki, together with regulations on tax deduction in up-

taxable revenue). » &P y 9 ' coming laws.

Laws and regulations on zakat . Actively make proposals on the latest zakat regulations;

management are not clear. 43|36 3 Ineffective management of zakat by OPZs. actively coordinate with various regulator stakeholders.

Ir':;'\r']saaggn;%m::éo?r:; ZSI;SE Undertake various legal advocacy activities related to
9 - . g 5.2 (41| 3 Ineffective management of zakat by OPZs. zakat regulation; follow the applicable rules and regu-

and have multiple interpreta- lations

tions. '

Laws and regulations on zakat | s [ Ineffective management of zakat by OPZs. Actively coordinate with various regulator stakeholders

in order to develop zakat regulations.

I :/at Risic Management




Identification of Legal Risk

Overall
| \'

IMPACTS
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MITIGATIONS

. - Adjust implementation in the field; hold intense commu-
Laws and regulations are diffi- . s . .
7 . 4.5 43| 2 Ineffective management of zakat by OPZs. nication with zakat regulator stakeholders: socialization
cult to implement by OPZs. -
facilitated by zakat regulators.
Laws and regulations give less Hold intense communication with the zakat regulator
8 freedom to OPZs. 4539 3 Ineffective management of zakat by OPZs. i:c)arlzeholders: socialization facilitated by zakat regula-
New laws and regulations on OPZ zakat management is disrupted by the ad- Make adjustments to implementation in the f|.eId as ang
9 . 4.5|4.5| 3 . ) as they do not break the laws and regulations; Following
zakat introduced. justment to new laws and regulations. .
all the Zakat Law amendment (adjustment).
Lack of government support
for the implementation of the . Conduct various legal advocacy activities related to zakat
10 - 5.2|4.6| 3 OPZ zakat management becomes less effective. . - . .
existing laws and zakat regula- regulation with consultants and authorized parties.
tions.
New_ laws and regulations re- Adjustments are slow and OPZ zakat manage- | Develop a pattern of zakat management partners in
11 | garding zakat have not yet |4.5(|3.8| 3 o
- ment is disrupted. terms of program synergy among OPZs.
been socialized.
Strengthen the stability of organizational management;
12 | Risk of political uncertainty. 4.7 43| 3 OPZ zakat management is hampered. implement a SWOT in the preparation of the annual OPZ
Strategic Plan.
. Actively coordinate with various regulator stakeholders
Law enforcement as stated in L . . R
13 . 53(4.2| 3 Decline in OPZ reputation. in order to develop zakat regulations; show obeyance by
zakat law is poor. . 2.
supporting government policies.
Derivative regulations from .
. The zakat forum and related parties should propose a
14 ';:Ie laws are yet to be complet- | 4.1 3.8 | 3 OPZ zakat management is hampered. draft to be accommodated in the regulations.
Instructions on the implemen- . - . .
. . Continue to socialize and encourage the implementation
15 | tation of zakat management | 4.2 (3.6 | 2 OPZ zakat management is hampered. £i . K
are not available. of instructions on zakat management.
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The permit risk (legality) that
varies from region to region

4.6

3.9

OPZ zakat management is hampered.

Actively coordinate with various stakeholders related to
licensing, at headquarters, with branch representatives,
and with local community leaders.

Identification of Sharia Compliance

Risk

Overall

Vv

IMPACTS

Low compliance with OPZ Islamic law and low-

MITIGATIONS

1 | OPZ DPS competency is low. 1.9 | 51| 2 er OPZ credibility. Conduct Fit and Proper tests with DPS candidates.

DPS members work in many in- Ineffectiveness of DPS work and low compli- H.OId periodic meetings with DPS; Issue statements that
2 L 4.5|2.9| 2 . . bind both parties (OPZ and DPS) in advancing related

stitutions. ance with OPZ Islamic law. OPZ

The view of DPS Islamic law ol 2 The variety of Islamic law provisions used by | Match the orientation of the vision, mission, goals and
3 | varies between OPZs. 373 OPZs confuse the public. figh ziswaf between DPS and OPZ.

No reg_ulatlons on fche imple- The variety of Islamic law provisions used by | Set a compliance standard with internal Islamic law as a
4 | mentation of Islamic law au- (4.6 (3.6 | 2 P h I ic f ational perf

dits. OPZs confuse the public. basis for organizational performance.

No star_mdard OPZ guide on th_e Low compliance with OPZ Islamic law and low- | Set a compliance standard for Islamic law; establish a
5 | operation of internal Islamic | 3.1 | 4.0 2 - . o

law er OPZ credibility. compliance division.

No standard OPZ guide on in- Low compliance with OPZ Islamic law and low- | Establish a compliance division together with related
6 . : 5.1 (3.6 2 s S : . . . .

ternal Islamic law audit. er OPZ credibility. parties; compile an audit guide on internal Islamic law.

Islamic law audit standards . . . Encourage improvement in DPS competencies with var-

. The variety of Islamic law provisions used by | . ; . - .
7 | have not been implemented [6.0|3.6 | 2 . ious forms of support; preparing an audit guide for na-
. OPZs confuse the public. - ;

nationally. tional Islamic law.

No public/private institutions Encourage the formation of the MUI DSN in the DPS
8 (KAP) that authorize and/or e - OPZ reports have not been audited by Islamic | ZISWAF; divide up duties, audit of Islamic law and finan-

are competent in conducting
Islamic audits.

law; low level of OPZ Islamic law compliance.

cial audit; strengthen the compliance divisions and inter-
nal audit.
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Identification of Sharia Compliance

{¢

Overall
| \'

IMPACTS
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MITIGATIONS

OPZ leaders have poor under- . . .
) - . Conduct a Fit and Proper test of prospective leaders, in-
9 | standing of Islamic law and | 2.3 | 5.7 | 2 OPZ management may break Islamic law. . . -
. cluding knowledge of Islamic law and Figh zakat.
zakat Figh.
Amil such as za_kat coIIecto_rs . . Standardize the requirements for zakat collectors, in-
10 | lack understanding of Islamic | 2.4 | 5.5 | 2 Zakat collection can break the Islamic law. . . .
. cluding knowledge of Islamic law and zakat Figh.
law and zakat Figh.
Amil ‘such as zakat manage The zakat management can break the Islamic | Standardize the requirements for zakat collectors, in-
11 | ment lack understanding of Is- | 2.4 | 5.3 | 2 o . . .
. . law determination cluding knowledge of Islamic law and zakat Figh.
lamic law and zakat Figh.
Am!l working in zakat.dlstrl The zakat distribution can break the Islamic | Standardize the requirements for zakat collectors, in-
12 | bution lack understanding of [ 2.8 [ 5.3 | 2 o . . .
. . law determination cluding knowledge of Islamic law and zakat Figh.
Islamic law and zakat Figh.

Identification of Regulatory

Compliance

Overall

IMPACTS

MITIGATIONS

] OPZ leaders do not understand ; OPZ management may break zakat regula- | Conduct a Fit and Proper test on prospective leaders, in-

zakat regulations. 7159 3 tions. cluding knowledge of zakat regulations.

Zakat collectors do not under- . . Standardize the requirements for zakat collectors, in-
2 . 28 |5.0| 2 Zakat collection may break zakat regulations. . ;

stand zakat regulations. cluding knowledge of zakat regulations.

Zakat managers do not under- Zakat management may break zakat regula- | Standardize the requirements for zakat managers, in-
3 . 2.8 |5.0| 2 . . .

stand zakat regulations. tions. cluding knowledge of zakat regulations.

Zakat distributors do not un- Zakat distribution may break zakat regula- | Standardize the requirements for zakat distributors, in-
4 . 2.8 (50| 2 . . .

derstand zakat regulations. tions. cluding knowledge of zakat regulations.

BAZNAS is the only national
5 | zakat manager which is assist- | 3.2 [ 4.3 | 2 Disharmony in the BAZNAS - OPZ relationship. | OPZ adjustment referring to laws and regulations.

ed by OPZs.
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Identification of Regulatory
Compliance

Overall

IMPACTS

MITIGATIONS

National OPZs may only have Adjustments are slow and zakat management . . . .
. . L ] LT Adjustment in the field as long as laws and regulations
6 | one representative in each |4.3| 4.1 is disrupted; OPZ expansion is limited; zakat
. . . are not broken.
province. management is less than optimal.
The O.PZ ha_s r_10t been able OPZ zakat management is disrupted; decline in | Adjustment in the field as long as laws and regulations
7 | to adjust within 5 years (25 | 3.2 | 3.3 .
OPZ credibility. are not broken.
November 2016).
All informal zakat managers, - )
such as those of DKMs or OPZ zakat management is disrupted; the ab Adjustment in the field as long as laws and regulations
8 4.9 | 3.5 sence of legal formal for all zakat manage-
mosques, must be OPZ UPZs, ment institutions are not broken.
BAZNAS or MPZs.
. Related parties should encourage the establishment of
. . Enforcement of rules and supervision has yet o . . : . .
No supervisory devices by o be made: risk of operational oversight of | 2 monitoring device; hold intensive communication with
9 | BAZNAS in place. 49139 ' P 9 BAZNAS; BAZNAS provides zakat management guidance
zakat management.
handbook.
The dualism of zakat, BAZNAS Disharmony in the relatlonshlp between BA- Establish coordination and communication with both
. T ZNAS - KEMENAG and the existence of con- . ) . . .
10 | and the Ministry of Religious | 5.4 | 4.5 flicts of interest: ambiquity of command and parties related to the problem; hold intensive communi-
Affairs. . ! guity cation with BAZNAS and the Ministry of Religious Affairs.
authority.
The dual role of BAZNAS as The OPZ is not free to implement its programs | Encourage the role of BAZNAS in coordinating national
11 | a regulator/authority and an [ 5.4 | 4.8 because it is subject to policies on the BAZNAS | zakat management, not as operators but to enhance the
operator. side; Superbody, conflicts of interest zakat movement.

Zakat Risk Management




ISBN 978-bLD2-5708-12-1

ST

786025 708121

BANK INDONESIA |, iB{\ NAS

17




	Untitled1.pdf
	Zakat Risk Mgt 21.01.19.pdf
	Untitled2.pdf
	cover depan-bw.pdf (p.2)

	ZAKAT RM.pdf
	risk mgt - eng draft.pdf

	Untitled2.pdf
	cover depan-bw.pdf (p.2)

	Untitled2.pdf
	cover depan-bw.pdf (p.2)



