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Abstract

This paper investigates the strategic transformation of zakat management by Lembaga Zakat
Negeri Kedah (LZNK) and its impact on socio-economic development in Malaysia. Drawing on
historical records, institutional reforms, and contemporary practices, the study highlights how
LZNK evolved into a leading Islamic social finance institution through structured governance,
innovation, and inclusive development strategies. Key initiatives such as the Smart Sawah
Berskala Besar Asnaf (SSBBA), digitization through Zakat on Touch (ZOT), and the
implementation of wakalah mechanisms illustrate LZNK's role in empowering asnaf and
transforming Zakat into a sustainable socio-economic instrument.
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Introduction

Zakat, one of Islam's five pillars, is fundamental in alleviating poverty and redistributing
wealth. As an obligatory form of almsgiving, it serves a spiritual purpose and is an instrument
of socio-economic justice and wealth redistribution within Islamic societies. In the
contemporary context, the management and administration of Zakat have evolved from
individual-based charity to institutionalized systems under the supervision of state or national
authorities.

Malaysia's zakat system is unique due to its decentralized nature, where each state holds
jurisdiction over religious matters, including Zakat. Consequently, the federation's
institutional frameworks, collection strategies, and distribution mechanisms differ
significantly. Among these, the state of Kedah has emerged as a trailblazer by establishing
Lembaga Zakat Negeri Kedah (LZNK), which operates independently from the State Islamic
Religious Council, a structure distinct from most other Malaysian states.
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LZNK's strategic development reflects a shift toward professionalized governance, integration
of digital technology, and impactful social programs. Through historical precedent, legal
empowerment, and modern management practices, LZNK has positioned itself as a key agent
in zakat distribution and a driver of community development. LZNK bridges traditional Islamic
principles with contemporary governance needs by embedding innovative models and
stakeholder engagement.

This paper explores LZNK's transformation from a conventional zakat administrative body to
a globally recognized Islamic social finance institution. It assesses the governance
mechanisms, strategic innovations, and practical outcomes that have enabled LZNK to
contribute significantly to socio-economic development in Kedah. The paper also considers
LZNK's potential as a model for replicable zakat systems in other regions seeking to enhance
their social impact through Islamic finance.

Literature Review

Prior studies on zakat institutions have focused on various aspects such as efficiency,
governance, financial transparency, and distribution mechanisms (Wahid & Ahmad, 2017;
Mohd Noor, Ab Rahman, & Fauzi, 2020). These studies often utilize Data Envelopment
Analysis (DEA), stakeholder theory, and qualitative interviews to measure performance and
stakeholder engagement within zakat bodies in Malaysia and other Muslim-majority
countries. The governance structures of zakat institutions have also been critically evaluated
to determine their alignment with Islamic principles and modern public management
frameworks.

For example, Wahid and Ahmad (2017) highlighted how operational efficiency can
significantly influence the trust and compliance of zakat payers (muzakki), while Mohd Noor
et al. (2020) emphasized the need for transparent governance to ensure equitable
distribution to all eligible asnaf categories. Other scholars have addressed issues related to
bureaucratic delays, limited outreach, and inconsistent data management systems that
impede the effectiveness of zakat institutions (Abdullah & Suhaib, 2011; Ahmed, 2008).

Despite this growing body of literature, there remains a significant gap in examining state-
level innovations, particularly the implementation of integrated strategic models and the role
of digital transformation in enhancing zakat outcomes. Much existing research tends to
generalize findings across Malaysia without examining the nuanced differences between
state-based zakat entities.

This paper addresses this gap by providing a comprehensive case study of Lembaga Zakat
Negeri Kedah (LZNK), focusing on its governance evolution, technological adoption, and
programmatic innovations. LZNK's efforts to integrate strategic planning with grassroots
empowerment initiatives such as the Smart Sawah Berskala Besar Asnaf (SSBBA) and digital
systems like Zakat On Touch (ZOT) offer valuable insights into how Zakat can serve as a
transformative tool for socio-economic development. The paper positions LZNK as a model
for best practices in Islamic social finance. It demonstrates how localized governance and
institutional reform can generate a measurable impact at the individual and community
levels.
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Methodology

The study employs a qualitative case study approach using document analysis. Primary
sources include historical records, official LZNK publications, and recent initiatives. Data
triangulation ensures reliability by comparing external government records, media reports,
and expert interviews documented in the LZNK administrative archives.

Historical Background and Institutional Evolution

Zakat has a long-standing presence in Kedah, with documented evidence dating back to the
12th century. Historical sources, including the manuscript "Al-Tarikh Salasilah Negeri Kedah"
by Muhammad Hasan, confirm that Islamic practices, including Zakat, were formalized in
Kedah as early as 1136 CE. This early adoption underscores Kedah's pivotal role as a pioneer
in institutionalizing Islamic charitable practices within the Malay Archipelago. The inclusion of
zakat provisions in legal manuscripts such as "Tembera Dato Seri Paduka Tuan," written
during the reign of Sultan Dhiauddin Mukarram Shah (1652-1688), further highlights the
depth of Zakat's legal and cultural roots in the state.

The first major administrative attempt to formalize zakat collection began in 1936 through
the efforts of the Syeikhul Islam of Kedah. This initiative led to the establishment of the
Jawatankuasa Zakat Negeri Kedah and the issuance of public advisories such as "I'lan An
Nasihah Min Khusus Az Zakat," which outlined the religious and civic obligations related to
Zakat. The state's approach evolved from ad hoc community-based practices to a more
structured model, with state-appointed officials responsible for collecting and distributing
Zakat under royal patronage.

In 1955, the Jabatan Zakat Negeri Kedah was officially institutionalized, making Kedah one of
the earliest states in Malaysia to codify zakat management legally. Notably, it operated
independently from the State Islamic Religious Council (Majlis Agama Islam Negeri), granting
it greater autonomy to design context-specific policies. This independence allowed Kedah's
zakat institution to respond swiftly to local needs and implement strategic improvements.

A transformative milestone occurred in 2015 with the enactment of the Lembaga Zakat Negeri
Kedah Enactment. This legislation rebranded the institution as LZNK established a modern
corporate governance structure, and empowered it with greater administrative and financial
authority. The new enactment was designed to strengthen zakat collection and distribution
and align the institution with global standards of Islamic social finance. The LZNK Enactment
enabled the organization to move beyond basic charity and adopt a development-oriented
zakat framework, emphasizing professional management, technological integration, and
community-focused impact.

The historical trajectory of LZNK demonstrates a progressive transformation from traditional
religious administration to an innovative Islamic financial institution. This evolution reflects
the enduring significance of Zakat in Kedah's spiritual heritage and the state's commitment to
advancing Zakat as a dynamic tool for sustainable development and poverty alleviation.

Strategic Governance and Organizational Structure

LZNK's current structure represents a significant departure from conventional zakat bodies in
Malaysia, as it is guided by modern principles of strategic governance while remaining rooted
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in Islamic values. The organization is composed of five core divisions under its Distribution
and Collection Departments, each specializing in distinct operational areas, including Agihan,
Pendidikan, Pembangunan Asnaf, Mualaf dan Dakwah Sosial, and Agronomi. This divisional
approach enables a focused and expert-driven execution of programs tailored to the needs
of different asnaf categories.

At the apex of LZNK's governance is a Board of Directors appointed by the Sultan of Kedah.
This board comprises professionals from diverse backgrounds, including public
administration, law, finance, and Islamic scholarship. This diversified leadership enhances
strategic oversight and decision-making processes, upholding religious obligations and
contemporary governance standards.

A key turning point in LZNK's organizational development was the leadership of its current
Chief Executive Officer (CEO), Dato' Syeikh Zakaria Bin Othman, who took office in 2017.
Under his leadership, the staff expanded significantly from 144 to 303 employees, reflecting
a deliberate investment in human capital to strengthen institutional capacity. The increase in
workforce was complemented by internal restructuring, recruitment of technical experts, and
the establishment of a structured performance management system.

LZNK's vision statement," To be a world-class Islamic social finance agency," is central to its
strategic direction. This vision is operationalized through rigorous planning, stakeholder
engagement, and a strong corporate identity that positions LZNK as a religious entity and a
socially responsible financial institution. Strategic initiatives are often developed through
participatory planning, involving collaboration between divisions and external partners, such
as educational institutions, government agencies, and non-governmental organizations.

Moreover, the organization has embraced corporate branding, performance benchmarking,
and digital systems to improve transparency and public trust. This professionalization has
enabled LZNK to gain national and international recognition, including hosting the World
Zakat Waqf Forum (WZWF) in 2023. LZNK's governance structure exemplifies how Islamic
institutions can effectively blend religious principles with contemporary management
practices to enhance institutional performance and public accountability.

Innovations in Zakat Management

Wakalah Mechanism

One of LZNK's most impactful innovations is implementing the wakalah mechanism. This
system enables muzakki (zakat payers) to retain a portion of their Zakat for direct distribution
to eligible asnaf, with official authorization and oversight from LZNK. Under this model,
donors are empowered through a formal akad (contract) to act as distribution agents,
fostering greater accountability and personal involvement in zakat disbursement. This
mechanism strengthens trust between LZNK and stakeholders and ensures that Zakat reaches
the beneficiaries in a timely and contextually relevant manner. The wakalah system has been
particularly effective in engaging institutions such as schools, businesses, and universities,
which have become active participants in localized zakat distribution. This decentralization
strategy has improved outreach and administrative efficiency while maintaining governance
integrity.
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Digital Transformation

In response to the digital economy and evolving expectations from donors and beneficiaries,
LZNK launched the Zakat On Touch (ZOT) system. ZOT is an integrated, mobile-responsive
platform designed to facilitate seamless zakat contributions, transparent fund tracking, and
real-time updates on distribution activities. This innovation aligns with LZNK's vision to digitize
all core operations by 2030. ZOT represents a significant leap from traditional manual
systems, reducing processing time and minimizing human error. The system also enables
data-driven decision-making through analytics and dashboards, monitoring zakat collection
and real-time impact. In addition, LZNK has adopted other digital tools for public
communication, financial reporting, and stakeholder engagement, thereby enhancing the
institution's visibility, transparency, and credibility in the eyes of the public and the global
Islamic finance community.

Agricultural Empowerment (SSBBA and Project Hasan)

A cornerstone of LZNK's socio-economic development strategy lies in empowering the asnaf
through productive Zakat, particularly in the agricultural sector. The Smart Sawah Berskala
Besar Asnaf (SSBBA) project represents a paradigm shift from consumptive to developmental
Zakat. Under SSBBA, LZNK provides land access, technical training, financial inputs, and
market linkage for Asnaf farmers, creating a sustainable income model. The project employs
agricultural experts and partners with agencies such as MADA and the Department of
Agriculture to ensure best practices in paddy cultivation.

Building upon the success of SSBBA, LZNK launched Project Hasan in 2024, a blended finance
model that integrates zakat, waqf, and corporate social responsibility (CSR) funds. This
initiative involves the acquisition of a rice mill and other infrastructure to support the whole
value chain of paddy farming. Project Hasan aims to strengthen food security and establish a
replicable model of zakat-based agribusiness. The project gained national attention and was
endorsed by Malaysia's Prime Minister during the Global Forum on Islamic Economics and
Finance (GFIEF) 2024. These innovations affirm LZNK's commitment to transformative Zakat,
moving beyond relief aid toward long-term economic resilience and empowerment for
marginalized communities.

Socio-Economic Impact

LZNK's strategic initiatives have resulted in significant and measurable improvements in the
socio-economic landscape of Kedah, particularly among the Asnaf population. Through a
structured and inclusive approach to zakat distribution and empowerment programs, LZNK
has moved beyond traditional welfare to promote sustainable development.

Firstly, the Zakat collection has witnessed consistent year-on-year growth attributed to
enhanced public trust, targeted awareness campaigns, and strategic partnerships with private
and public entities. The wakalah mechanism and the introduction of digital platforms such as
Zakat On Touch (ZOT) have expanded LZNK's outreach, making Zakat's contributions more
accessible and efficient.

Secondly, one of the most tangible impacts has been the agricultural sector. Projects like the

Smart Sawah Berskala Besar Asnaf (SSBBA) and Project Hasan have empowered farmers by
providing them access to land, technology, and markets, transforming them from aid
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recipients to productive economic contributors. These initiatives raise household incomes
and contribute to local food security and rural economic revitalization.

Thirdly, LZNK's emphasis on education as a core development area has provided scholarships,
school aid, and infrastructure improvements for asnaf families. This focus supports
intergenerational mobility and aligns with Malaysia's broader human capital development
goals.

Furthermore, LZNK has strengthened public confidence through increased transparency,
regular audits, and proactive communication. The institution's corporate identity and
strategic branding efforts have improved its visibility, helping to position it as a trustworthy
and effective zakat authority.

LZNK's growing reputation as a regional leader was solidified when it hosted the World Zakat
Wagqf Forum (WZWF) in 2023. The event united over 30 countries and showcased Kedah's
best practices in Islamic social finance, further affirming LZNK's influence beyond national
borders.

Overall, the socio-economic impact of LZNK's initiatives demonstrates the potential of Zakat
to function as a comprehensive tool for poverty alleviation, empowerment, and economic
transformation when managed with strategic foresight and institutional integrity.

Conclusion and Policy Implications

LZNK represents a compelling case of how zakat institutions can evolve into modern, efficient,
and socially impactful organizations while preserving their religious mandate. Its success lies
in strategically integrating governance reform, technological innovation, and targeted socio-
economic programs that extend beyond conventional charity to long-term development.

The case of LZNK demonstrates that effective zakat management can address structural
poverty, enhance food security, promote education, and foster economic self-reliance among
marginalized communities. By aligning its vision with global standards of Islamic social finance
and utilizing digital transformation, LZNK has improved operational efficiency and
strengthened stakeholder trust and engagement.

At national and international levels, policymakers can draw valuable lessons from LZNK's
governance model, particularly in institutional autonomy, community-based planning, and
using wakalah to decentralize zakat distribution. The success of SSBAA and Project Hasan
underscores the importance of aligning zakat strategies with broader development agendas,
such as the Sustainable Development Goals (SDGs) and national poverty eradication
blueprints.

For Islamic finance practitioners and researchers, LZNK offers a replicable framework that
blends traditional principles with contemporary best practices. The potential for scalability
lies in customizing its model to the socio-economic contexts of other regions while
maintaining strong governance and transparency.
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Future research should focus on empirical impact assessments, longitudinal studies on the
socio-economic mobility of asnaf beneficiaries, and comparative analyses across different
state zakat institutions. A more robust evidence base will further validate LZNK's model and
support the formulation of universal best practices in Islamic social finance.

In conclusion, LZNK's transformation is a powerful example of how strategically managed
Zakat can catalyze inclusive growth and sustainable development.
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