
TAKAFUL	AND	RETAKAFUL:	
ISSUES	AND	CHALLENGES	



BACKGROUND 



3	

•  Takaful started in Sudan and Middle East in 1979: 
– The Islamic Arab Insurance Co. in the UAE  
– The Islamic Insurance Co. of Sudan 

•  In 1984, Malaysia played a pioneering role in 
setting the first legal framework specific to 
Takaful (the Takaful Act 1984). 

•  This was instrumental in the successful 
launching of the Takaful model in Malaysia 

Background 





Latest	Development	

•  2017:	RAM	Ra7ng	Services	Bhd	expects	Malaysia's	
takaful	sector	growth	trajectory	to	remain	higher	than	
the	conven7onal	counterpart,	underpinned	by	growth	
in	the	family	takaful	(FT)	segment.			

•  The	FT	penetra7on	rate	was	substan7ally	lower	(15%	
of	the	popula7on)	rela7ve	to	life	insurance’s	41%.	FT	
contribu7ons	climbed	11.8%	to	RM7.8bil.		

•  General	takaful	(GT)	gross	contribu7ons	expanded	at	a	
slower	rate	of	4.7%	(2015:	+6.0%)	to	RM2.4bil.			



Takaful Operators 

1.  HSBC Amanah Takaful (Malaysia) Berhad 
2.  Hong Leong MSIG Takaful Berhad 
3.  MAA Takaful Berhad 
4.  Prudential BSN Takaful Berhad 
5.  Sun Life Malaysia Takaful Berhad 
6.  Syarikat Takaful Malaysia Berhad 
7.  Takaful Ikhlas Berhad 
8.  Etiqa Takaful Berhad  
9.  AIA Public Takaful Bhd 
10. AmMetlife Takaful Berhad 
11. Great Eastern Takaful Berhad 



Retakaful Operators  

1.  Munchener Ruckversicherungs-Gesellschaft 
(Munich Re Retakaful) 

2.  Swiss Reinsurance Company Ltd. (Swiss Re 
Retakaful) 

3.  MNRB Retakaful Berhad  
4.  ACR Retakaful 
5.  Malaysia Reinsurance Berhad 



Takaful	

•  Shariah	concerns	
– Shari’ah	standards,	SAC	Resolu7ons	and	etc.	

•  Regulatory	concerns	
–  IFSA	and	other	relevant	laws.	

•  Business	and	technical	concerns	
– Takaful	Operator	is	agent	to	par7cipants	as	well	as	
to	shareholders	



SHARI’AH ISSUES 



Takaful	model	

•  Mudharabah:		
•  Wakalah	
•  Waqf	
•  Hybrid	
•  New	Model	

• Wadiah	ya	dhamanah	
•  Musharakah	Taawuniyah	



Takaful	Coverage	on	Conven7onal	Loan	

•  Housing	loans	are	riba	based	and	providing	
takaful	cover	(eg.	MRTT)	as	collateral	can	be	
considered	as	syubhah.	

•  SAC	allows	takaful	coverage	for	conven7onal	
loan	



Shariah	Issues	on	Mudharabah	Model	

n  Mudharabah	is	a	commercial	contract,	hence	not	suitable	for	a	
dona7on	(Tabarru)	based	scheme.	Dona7on	given	by	the	
par7cipants	can	not	become	capital	for	Mudharabah	at	the	same	
7me.	

n  Distribu7on	of	surplus	among	the	par7cipants	in	propor7on	of	
their	contribu7ons	is	like	a	condi7onal	gi^	(Hiba	bis-Sawab)	which	
is	not	allowed.		

n  Sharing	of	surplus	in	case	of	General	Takaful	(instead	of	profit)	
makes	the	contract	essen7ally	the	same	as	conven7onal	insurance	
contract.	AAOIFI	recommended	not	to	par7cipate	in	surplus	
sharing.	

n  Provision	of	Qard	Hasan	from	the	Shareholders	fund	in	case	of	
deficit	is	not	correct	as	Mudharib	is	not	a	guarantor.		



Fees	in	Mudharabah	Model		
•  The	SAC	in	2006	
•  “For	takaful	model	based	on	mudharabah	contract,	takaful	

company	is	not	allowed	to	charge	any	management	fee	on	
contribu7on	paid	by	takaful	par7cipants.	On	the	other	hand,	
all	opera7onal	expenses	shall	be	borne	by	the	shareholders’	
fund	whereby	its	income	is	derived	from	its	share	of	
investment	profits	or	surplus	of	the	takaful	fund”	(SAC	BNM,	
2010,	77).		



Investment	and	PRF	

•  Inves7ng	PRF	the	tabarru	fund	may	trigger	
poten7al	Shariah	and	opera7onal	issues	

•  Legality	of	inves7ng	the	risk	fund	and	the	
contract	being	used	to	invest	the	risk	fund	

•  The	dona7on	must	be	used	for	the	specified	
purpose	or	the	designated	recipients	unless	the	
donors	later	authorized	for	another	purpose	such	
as	investment,	either	on	their	own	ini7a7ve	or	in	
response	to	the	agent’s	request.		



Shariah	Concerns	regarding	Wakalah	Model	

n  Wakalah	model	is	free	from	many	objec7ons	raised	
against	Mudharaba	model	but	some	shariah	
concerns	are	s7ll	there	which	are	as	follows:	

n  Distribu7on	of	surplus	among	the	par7cipants	in	
propor7on	of	their	contribu7ons	is	like	a	condi7onal	
gi^	(Hiba	bis-Sawab)	which	is	not	allowed.		

n  Provision	of	Qard	Hasan	from	the	Shareholders	fund	
in	case	of	deficit	is	not	correct	as	Wakil	is	not	a	
guarantor.		

	
		



Issues	on	Wakalah	and	Mudharabah	Models	

•  TOs	cannot	offer	various	forms	of	guaranteed	
benefits,	such	as	cash	dividend	payouts,	cash	
surrender	value,	survival	value	and	others,	in	a	
way	that	is	acceptable	from	the	Shariah	
standpoint	due	to	the	inherent	impediments	
in	the	exis7ng	structure	related	to	the	
tabarru,	mudharabah	and	wakalah	principles	
governing	various	funds	in	family	takaful	
models.		



Guaranteed	Investment	Scheme	

•  Weaknesses	of	Takaful		
–  expensive	than	the	equivalent	conven7onal	products		
–  giving	lower	returns	than	the	conven7onal	products		
–  its	inability	to	offer	minimum	guaranteed	returns	as	its	
conven7onal	equivalent	does.		

•  Guaranteed	investment	return,	cannot	be	mirrored	
in	takaful.		

•  As	guaranteeing	the	investment	return	is	not	allowed	
in	an	investment	contract	such	as	mudharabah,	the	
takaful	industry	currently	uses	indica7ve	returns	in	
describing	what	contributors	might	expect	from	the	
TO’s	investment	strategy.		



Income	Purifica7on	

•  Even	though	takaful	is	operated	under	Shariah	
principles,	non-Shariah	income	may	arise	when	a	
non-compliant	business	ac7vity	is	inadvertently	
undertaken.		

•  This	commonly	happens	when	the	fund	manager	
appointed	by	the	TO	invests	in	listed	companies	
whose	status	changes,	a^er	a	periodic	review,	to	
Shariah	non-compliant.	Non-Shariah	income	may	
arise	when	a	takaful	operator	covers	a	risk	that	
contains	both	Shariah-compliant	and	non-compliant	
elements.		



LEGAL ISSUES 



Scope of Business  
•  A licensed takaful operator shall not carry on both family 

takaful business and general takaful business, except that it 
may carry on the general takaful business relating to 
medical by reason of disease or sickness or medical 
expenses subject to such requirements and conditions as 
may be specified by BNM – s.16, IFSA  

•  A transition period of five years from the time the IFSA 
comes into operation is allowed- separate family takaful 
business and general takaful business to comply with this- 
s.286, IFSA. 

•  Only licensed professional retakaful operator can carry on 
both family takaful business and general takaful business.  

•  All takaful operators have to be a ‘public’ company. 
 
 



Claims	Regula7on	Under	the	IFSA	

•  Condi7onal	Hibah	
– The	benefits	can	be	paid	directly	to	persons	
nominated	and	not	subject	to	faraid.	

•  Executor	
– Subject	to	the	provisions	of	faraid	
– If	there	is	no	nominee,	the	profit	will	be	
paid	to	the	administrator	of	the	deceased	
estate.	



Shari’ah Compliance and Reporting Duties 

•  Sec7on	28	of	the	IFSA:	
•  (3)	Where	an	ins7tu7on	becomes	aware	that	it	is	carrying	on	any	

of	its	business,	affair	or	ac7vity	in	a	manner	which	is	not	in	
compliance	with	Shariah	or	the	advice	of	its	Shariah	commihee	or	
the	advice	or	ruling	of	the	SAC,	the	ins7tu7on	shall:		

•  (a)	immediately	no7fy	BNM	and	its	Shariah	commihee	of	the	
fact;	
(b)	immediately	cease	from	carrying	on	such	business,	affair	or	
ac7vity	and	from	taking	on	any	other	similar	business,	affair	or	
ac7vity;	and	
(c)	within	30	days	of	becoming	aware	of	such	noncompliance	or	
such	further	period	as	may	be	specified	by	BNM,	submit	to	BNM	
a	plan	on	the	rec7fica7on	of	the	non-compliance.		



Warranties and Representations (para.10, Sch.9)  

•  “Any	representa=on	made	before	a	consumer	takaful	
contract	was	entered	into,	varied	or	renewed	shall	not	be	
converted	into	a	warranty	by	means	of	any	provision	of	the	
consumer	takaful	contract	or	of	any	terms	of	the	varia=on	or	
of	any	other	contract,	whether	by	declaring	the	
representa=on	to	form	the	basis	of	the	contract	or	
otherwise.”		

•  Abolishes	the	‘basis	of	contract’	clause	in	consumer	takaful	
contracts.		

•  Takaful	operators	can	no	longer	argue	that	an	inaccurate	
answer	cons7tutes	a	breach	of	warranty	to	render	a	
consumer	takaful	contract	void	from	its	incep7on.		

•  Therefore,	takaful	operators	can	only	void	a	consumer	
takaful	contract	on	grounds	of	misrepresenta7on.		



OTHER ISSUES 



Pricing	

•  Low	Pricing	
–  Insufficient	funds	to	pay	claims	and	expenses	
– Threatens	financial	stability	of	takaful	funds	
– Higher	probability	of	qard	

•  High	Pricing	
– Product	perceived	to	be	of	poor	value	
– Lower	par7cipa7on	less	wakalah	fees	
– Lower	income	



RETAKAFUL 



RETAKAFUL 

•  Purpose:  
•  Risk spreading or transfer 
•  Protection against catastrophic risks 
•  Surplus stability 
•  Capacity boosting 
•  Services  
•  Sources of profit 



Types of Retakaful 
•  Facultative-  

– Proportional Facultative;   
– Non-proportional Facultative 

•  Treaty-  
– Proportional Treaty: Quota Share and Surplus 

Treaty 
– Non-proportional Treaty: Excess of Loss and 

Stop Loss 
•  Only licensed professional retakaful operator can 

carry on both family takaful business and general 
takaful business  

 



Issues	on	Non-propor7onal	Retakaful	

•  Some	views	it	as	Shariah-non	compliant	
mainly	due	to	absence	of	propor7onal	
rela7onship	between	sum	insured,	
contribu7on	and	claim.	

•  Others	view	it	as	Shariah-non	compliant	as	
long	as	properly	designed	and	priced	to	
ensure	fairness	between	takaful	fund	and	
retakaful	fund.	



Profit	Commission	under	Propor7onal	Retakaful	

•  Some	views	performance	based	payment	such	as	
profit	commission	to	cedant	as	not	Shariah	
compliance	as	it	undermines	the	spirit	of	mutual	
assistance.		

•  Others	view	it	acceptable	as	long	as	fairly	
calculated	



Reinsurance	Cessa7on	

•  AAOIFI	Standard	41	and	BNM’s	Circular	on	
General	Retakaful	Arrangement:		

•  The	ceding	should	be	done	ini7ally	with	
retakaful	operators	at	the	maximum	level.	

•  Must	be	on	short	term	basis	and	approved	by	
the	SC.	

•  TO	cannot	take	ceding	or	profit	commission	
from	reinsurance	company.	



Underwri7ng	Conven7onal	Insurance	

•  AAOIFI	allows	with	certain	condi7ons:	
•  The	contract	used	must	be	retakaful	and	
approved	by	the	SC.	

•  It	is	not	a	treaty	arrangement.	
•  The	subject	maher	of	insurable	interest	is	not	
in	conflict	with	Shariah.	



CHALLENGES 



Investment	Challenges	

•  Sufficient	investment	opportuni7es?	
•  Sufficient	Shariah	compliant	investment?	
•  Takaful	investment	returns	lower	than	
insurance	company.	

•  Takaful	fund	is	also	taxed	at	8%.	
•  Asset	liability	matching-	long	term	liability	v	
short	term	assets.	



Challenges	of	Retakaful	

•  Limited	underwri7ng	capacity	
•  Lack	of	exper7se	
•  Reinsurance	exper7se	
•  Retakaful	needs	to	have	greater	financial	
strength	and	beher	talent.	



Other	Challenges	

•  Regula7on	changes	
•  Economic	changes	
•  Talent	
•  Retakaful	capacity	
•  Lack	of	Shariah	compliant	assets	
•  Globalisa7on	




