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FiGURE 3: CLASSIFICATION OF TAKAFUL BUusiINESs MODELS
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Figure 1. Khan (2008, p. 7) graphical illustration of the difference between takaful and the conventional western model.
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No data
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o 5-10%
10-50%
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Sources: U.S. State Department, CIA WORLD FACTBOOK, Swiss Re Economic Research & Consulting
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GLOBAL PRESENCE OF TAKAFUL

- Takaful Companies in Operation

@ Takaful Companies Under Development
* [le-Takaful Companies




wmu
3
9
3
e
!
4
.M“
Y
.hmv

FIGURE 1: TAkAFUL INDUSTRY DEVELOPMENT SCORE
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FIGURE 2: TAKAFUL PREMIUMS

(USD% MILLIONS) 2004 2005 2006 2007
GCC 770 1,238 1,579 2,046
SAUDI ARABIA 645 1,065 1,340 1,695
KUWAIT o4 83 a0 124
UAE 31 42 65 109
QATAR 25 34 50 76
BAHRAIN 15 15 34 59
SOUTH EAST ASIA 474 544 692 951
MALAYSIA 343 412 534 797
INDONESIA 77 70 80 94
THAILAND 30 30 32 35
BERUNEI 24 27 30 30
AFRICA 121 181 215 317
LEVANT 14 17 21 32
INDIAN SUB-CONTINENT 5 8 11 18
TOTAL 1,384 1,988 2,518 3,364

source: Takaful Re



Table 1.1

SO Aoy 30 Jad sl o5 o

Top Takaftul operators/Takatul windows globally by total assets

Name of Takaful operator Country Total assets (USS$
Mn, FYE 2015)

Bimeh Iran Iran $3988

The Company for Cooperative Insurance KSA $3083

Etiqa Takaful Berhad Malaysia $3053

Svarikat Takaful Malaysia Malaysia $1755

Bupa Arabia for Cooperative Insurance KSA $1640

The Mediterranean and Gulf Cooperative KSA $1473

Insurance and Reinsurance Company

Islamic Arab Insurance Company (Salama) EAU $915

Asia Insurance Co. Iran $900

Takaful Tkhlas Sendirian Berhad Malaysia $723

Bime Alborz Iran $672

Sowurce:  1CD-Thomson Reuters Islamic Finance Development Report 2016.



JOIS5 13l & yShos

Tuble 1.4 Performance of the general and family Takaful industries

Sector Market share  Estimated revenues ~ Growth rate in 2015
General Takaful 83% USS12.3 bn 17%

Family Takaful 17% US$2.6 bn (1)7%*

Total Takaful 100% US$14.9 bn 14%

Note:  * This 1s largely due to the effects of the depreciation of local currencies relative
to the US dollar. In local currency terms, the family Takaful industries in most countries
continue to exhibit positive growth rates.

Source:  Milliman Research Report Global Takaful Report 2017,
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Chart 20: Top distribution channels
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Face Amount of Death Benefit

600 —

400 —

200 —

Amount at Risk
or Protection
Element

Reserve or
Cash Value
Element

45 65 85 100



Face Valueof |
Policy
Net Amount at

= Risk
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=

=

=
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You buy a level- . .
premium policy that At age 100, if you are still alive,
accumulates a cash then the face amount of the

value that increases paolicy is paid fo you.
the longer yvou pay :
Premiums.
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Table 1.3 Takatul response to the five key areas of risk

Areas of risk Takaful response

Strategic risks

— Reputation — Association with innovation in Islamic
services

— Investor Support — None

— Brand Name Position — None

— Customer Support/Access/ — Customer 1dentifies with Islamic
Convenience finance, ownership and builds loyalty

Hazard-asset risks

— Physical Damage — Property — General Takaful

— Liabilities/Casualty — Liability — General Takaful

— Business Interruption — None

— Asset Quality— Residual Value Risk  — None [could design a “put” option as
residual value insurance]
—Term — Useful Life — None
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Financingfmarket risks

— Interest Rates — Cost of Funds — None
— FX— Currency Rask — None
— Credit Quality — Payment Risk — Loan Repayment Guaranty Faloajfid
COVer
— Risk—Reward Ratio ( ROI) — None
— Political Risks — IDB Takaful! cover for Commodity
trading
— Penalties for Default Operations — None
Risks
Operations risks
— Performance Risks — Unwinding — None
the deal
— Security Risk/ Collateral — Loan Repayment Guaranty Faloajfid
Cowver
— Ownership Risk — Perfection of title — MNone [could design Title insurance]
— Servicing Risk — timely Repayments — None
— Employee Skills — Keyman Takaful cover
— Employee Retention — Group Retirement/Pension Takafid Plan
— Employee Productivity — Group Retirement/Pension Takafidd Plan
Compliance risks
— Owerall Shari’ah compliance with — Takaful 1s Shari’ah approved
Holy Qur " an and Swurnnali
— Choice of Contract — Takaful fully compatible with Islamic

Financing [Bank Aljazira uses Al
Wakala Contract]
— Source of Funds — MNone



Strategic risks

Reputation/Brand

Market-finance risks Hazards risks
Cost of funds/ Asset damage
Interest rates Deal
Compliance risks Operations risks
Shari‘ah Skills/IT/
consistency Servicing

Figure 1.3 Risks of asset financing
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Understanding the pillars of Takaful

Shareholder
value (ROE)

Performance
Credit risk
(ROI)

Dynamic
assessment
factors

Liquidity
Realizable
values/Collateral

Shari’ah compliance

Figuwre 1.2 Specrrum of enrerprise risks



Company’s capacity to
absorb losses or to
transfer risks

) 3
p
High frequency, low
severity risks
\
ENTERPRISE \

Figure 1.1  Prism of enterprise risks
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SELF-REGULATING BODIES AND TAKAFUL GROUPS

AAOIFI: Accounting and Auditing Organisation for Islamic Financial Institutions

This is based in Bahrain and is an autonomous nonprofit corporate body. It is responsible for
developing accounting, auditing, ethics, governance, and Sharnah standards for the international
Islamic finance industry (i.e., Islamic banks and financial institutions). It is supported by over 160
institutional members from around 40 countries.

GTG: Global Takaful Group

This is a network of Takaful operators with over 40 members from Asia and the Middle East. It is a
forum where operators exchange ideas and converge on solutions for the betterment of the industry.
It is headquartered in Labuan, Malaysia. This group was formerly ASEAN Takaful Group.

International Islamic Figh Academy

This is a theological centre for studying lslamic jurisprudence and is based in Jeddah, Saudi Arabia.
It is a subsidiary of OIC and its main objective is to study contemporary issues and provide guidance
from a Shariah perspective.

IFSB: Islamic Financial Services Board

This is based in Kuala Lumpur, Malaysia, and was formed in 2002. It serves as an international
standard-setting body of regulatory and supervisory agencies with interests in ensuring the
soundness and stability of the Islamic financial services industry globally. There are over 185
members including 43 regulatory and supervisory authorities as well as IMF, World Bank, Asian
Development Bank, Islamic Development Bank, and other market players.

QIC: Organisation of the Islamic Conference
This is an inter-governmental organisation representing the interests of all 57 Islamic countries. It is
based in Jedda, Saudi Arabia, and has a permanent delegation to the United Nations.



Governance

Assets,
Investments
& Liabilities
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S Solvency
a
Product
Requirements

Shariah compliance in all aspects

Reporting, market

conduct &
market protection

Duties & responsibilities of board of directors,

senior management, appointed actuary &
external auditor

Minimum expectation for TO on outsourcing
of takaful activities, functions or processes

Diversification rules, basis for valuation &
safekeeping of assets

Investment limit permissible
Determination & provisioning of liability

Capital adequacy based on risk profiles

Stress test process that commensurate to
nature, complexity & sophistication of the
business

Sound risk management practices in
developing, managing & controlling product
risk

Disclosure & presentation of reports &
statements

Minimum standard on product transparency
& disclosures

Duties & responsibilities of the Shariah
Advisory Council & Shariah Committee

Fiduciary duties of takaful operator (TO)
Stature of participants in takaful

Invest in Shariah-compliant
instruments

Management of takaful fund
Accounting treatments

Shariah endorsement on product
Fees, charges & surplus distribution

Separation of funds

Disclosure on agad, fees, profit sharing
ratio
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The objectives of the Guidelines are as follows:

a)
b)
C)
d)

To enhance
To build hea

ne operat

hy takafu
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onal efficiency of the takaful“busiﬁ.ess;

funds which are sustainable;

To safeguard the interests of participants; and

To promote uniformity in takaful business practices.



Gu

The Guidelines is formulated based on the following principles:-

a)

iding Principles

Principle 1:

Ensure uniformity with Shariah principles and consistency with the
essential features of takaful;

Principle 2:

Promote prudent management of the takaful funds to enhance the
funds financial resilience;

Principle 3:

Promote fairness and transparency to protect the interests of
participants;

Principle 4:

Ensure appropriateness of fees and charges imposed onthe
participants and takaful funds; and

Principle 5:

Instil good governance and risk management practices.
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