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Professional Certificate in Islamic Insurance and Takaful

Introduction to Islamic Insurance and Takaful

Introduction to Islamic Insurance and Takaful:

Islamic insurance, also known as Takaful, is a unique form of insurance based on the principles of Shariah
law. In conventional insurance, a policyholder pays premiums to an insurance company, which then assumes
the risk of a specified loss. However, in Islamic insurance, participants contribute money into a pool system,
where the funds are used to support one another in times of need. The key difference lies in the concept of
mutual assistance and shared responsibility, which is central to Islamic finance and insurance.

Key Terms and Vocabulary:

1. Shariah:

Shariah is the Islamic legal framework derived from the Quran and Hadith that governs all aspects of a
Muslim's life, including financial transactions. It provides guidelines on what is permissible (halal) and what
is prohibited (haram).

2. Takaful:

Takaful is an Arabic word that means "guaranteeing each other" or "joint guarantee.” It is a cooperative
system of Islamic insurance where participants contribute money into a common fund to help one another
in times of need.

3. Mudarabah:

Mudarabah is a form of business partnership in Islamic finance where one party provides the capital (rab al-
mal) while the other party provides the expertise and labor (mudarib). In the context of Takaful, the
participants act as the providers of capital, while the Takaful operator acts as the mudarib managing the
fund.

4. Tabarru:

Tabarru is a voluntary contribution made by participants in a Takaful fund. It represents the element of
charity and solidarity in Islamic insurance, as participants donate a portion of their contributions to help
those in need.

5. Wakalah:

Wakalah is an agency contract where one party (the principal) appoints another party (the agent) to act on
its behalf. In Takaful, the Takaful operator acts as an agent for the participants to manage the fund and
operations.

6. Surplus Distribution:
Surplus distribution refers to the distribution of profits or surplus funds in a Takaful fund. Any surplus
remaining after paying claims and expenses is shared among the participants based on a pre-agreed ratio.

7. Wagf:
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Wagf is an Islamic endowment or trust fund established for charitable purposes. In the context of Takaful,
Wagf funds can be used to support participants in need or to enhance the social welfare aspect of Islamic
insurance.

8. Riba:
Riba refers to interest or usury, which is prohibited in Islam. Conventional insurance often involves elements
of riba, such as interest-based investments, which are not permissible in Islamic finance.

9. Gharar:
Gharar refers to uncertainty or ambiguity in a contract, which is also prohibited in Islamic finance. Takaful
contracts are designed to be transparent and free from gharar to ensure fairness and mutual consent.

10. Takaful Operator:

The Takaful operator is the entity responsible for managing the Takaful fund, collecting contributions,
investing funds, and paying claims. It acts as an intermediary between the participants and the fund,
operating based on Shariah principles.

11. Wakalah Model:

The Wakalah model is a common Takaful operating model where the Takaful operator is compensated with
a fee for managing the fund on behalf of the participants. The fee is agreed upon in advance and is
deducted from the contributions.

12. Wakalah-Wagqf Model:

The Wakalah-Wagf model combines the Wakalah model with the use of Wagf funds to enhance the social
welfare aspect of Takaful. Waqgf funds are used to support participants in need or to promote charitable
activities within the Takaful fund.

13. Mudarabah Model:

The Mudarabah model is another Takaful operating model where the Takaful operator acts as the mudarib
managing the fund on behalf of the participants. The profits generated from the fund are shared between
the participants and the operator based on a pre-agreed ratio.

14. Shariah Supervisory Board:

The Shariah Supervisory Board is a group of Islamic scholars responsible for ensuring that the operations of
a Takaful company comply with Shariah principles. They provide guidance on Shariah compliance, review
products and contracts, and resolve any ethical or religious issues that may arise.

15. Risk Pooling:

Risk pooling is the central concept of Takaful, where participants contribute money into a common fund to
protect themselves against potential losses. By pooling resources together, participants share the risk and
provide mutual support in times of need.

16. Contribution:
Contribution refers to the amount of money that participants pay into a Takaful fund. Contributions are
based on the principles of mutual assistance and shared responsibility, where each participant contributes
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according to their risk profile and financial capacity.

17. Claim:

A claim is a request made by a participant to receive payment from the Takaful fund in the event of a
covered loss. Claims are processed by the Takaful operator, which assesses the validity of the claim and
determines the amount to be paid out.

18. Underwriting:

Underwriting is the process of evaluating and accepting risks in Takaful. The Takaful operator assesses the
risk profile of participants, determines the appropriate contributions, and establishes the terms and
conditions of coverage based on Shariah principles.

19. Re-Takaful:

Re-Takaful is a form of Islamic reinsurance where Takaful operators transfer a portion of their risk to a re-
Takaful company. This helps Takaful operators manage their exposure to large or catastrophic losses and
diversify their risk across multiple parties.

20. Actuary:

An actuary is a professional who uses mathematical and statistical methods to assess and manage risk in
insurance and Takaful. Actuaries play a crucial role in pricing contributions, estimating reserves, and
analyzing the financial stability of Takaful funds.

21. Solvency:

Solvency refers to the financial ability of a Takaful operator to meet its obligations and pay claims when they
arise. Regulators set solvency requirements to ensure that Takaful companies maintain sufficient capital and
reserves to cover potential losses.

22. Moral Hazard:

Moral hazard refers to the increased risk of loss when individuals are less motivated to protect against
losses due to insurance coverage. Takaful operators must be vigilant in managing moral hazard to prevent
fraudulent claims and maintain the financial stability of the fund.

23. Takaful Investment:

Takaful investments refer to the assets held by a Takaful fund, which are managed according to Shariah
principles. Takaful operators invest contributions in Shariah-compliant instruments such as equities, real
estate, and Islamic bonds to generate returns for participants.

24. Shariah Compliance:

Shariah compliance is a fundamental requirement for all Takaful operations, ensuring that products,
contracts, and investments adhere to Islamic principles. Shariah compliance is overseen by the Shariah
Supervisory Board, which provides guidance and oversight to ensure ethical and religious integrity.

25. Waiver of Contribution:
The waiver of contribution is a feature in some Takaful contracts where the Takaful operator waives the
participant's contribution in the event of a covered loss. This provision provides additional financial relief to
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participants during challenging times and enhances the social welfare aspect of Takaful.

26. Family Takaful:

Family Takaful is a type of Takaful product designed to provide financial protection to individuals and their
families. It offers coverage for life, health, and savings needs, with benefits payable in the event of death,
disability, or retirement.

27. General Takaful:

General Takaful is another type of Takaful product that covers non-life risks such as property, liability, and
motor insurance. General Takaful provides protection against physical damage, legal liabilities, and financial
losses arising from unforeseen events.

28. Participant Surplus:

Participant surplus refers to the excess funds remaining in a Takaful fund after paying claims, expenses, and
reserves. Participant surplus is shared among the participants based on a pre-agreed ratio, providing them
with additional returns on their contributions.

29. Shariah Non-Compliance Risk:

Shariah non-compliance risk refers to the risk of violating Islamic principles in Takaful operations. Takaful
operators must be vigilant in ensuring Shariah compliance to avoid reputational damage, legal sanctions,
and financial penalties.

30. Micro Takaful:

Micro Takaful is a form of Takaful designed to provide insurance coverage to low-income individuals and
micro-entrepreneurs. It offers affordable and accessible protection against risks such as health emergencies,
natural disasters, and crop failures.

31. Actuarial Valuation:

Actuarial valuation is the process of assessing the financial position and performance of a Takaful fund using
actuarial methods. Actuaries conduct valuations to estimate liabilities, reserves, and surplus levels, ensuring
the long-term sustainability of the fund.

32. Shariah Arbitration:

Shariah arbitration is a mechanism for resolving disputes in Takaful that arise from differences in
interpretation of Islamic principles. Shariah arbitration panels consist of Islamic scholars who provide
guidance and make rulings on Shariah matters to ensure fair and just outcomes.

33. Takaful Certificate:

A Takaful certificate is a document issued to participants as evidence of their membership and coverage in a
Takaful fund. The certificate outlines the terms and conditions of coverage, contributions, benefits, and
claims procedures, providing participants with transparency and clarity.

34. Wadiah:
Wadiah is a trust or safekeeping arrangement where one party (the custodian) holds assets on behalf of
another party (the depositor). In Takaful, the Takaful operator acts as the custodian of the Takaful fund,
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safeguarding the assets and managing them in accordance with Shariah principles.

35. Fatwa:

A fatwa is a legal ruling or opinion issued by a qualified Islamic scholar on matters related to Islamic law and
ethics. Fatwas play a crucial role in guiding Takaful operators, participants, and regulators on Shariah
compliance and ethical conduct in Islamic insurance.

36. Shari‘ah Adviser:

A Shariah adviser is an Islamic scholar or expert appointed by a Takaful company to provide guidance on
Shariah compliance and ethical matters. Shariah advisers review products, contracts, and operations to
ensure they adhere to Islamic principles and values.

37. Wagf Fund:

A Wagf fund is an endowment or trust fund established for charitable purposes in Islamic finance. Takaful
operators may use Wagf funds to support social welfare activities, provide assistance to participants in need,
or promote community development initiatives within the Takaful fund.

38. Actuarial Report:

An actuarial report is a detailed analysis prepared by actuaries that assesses the financial position,
performance, and risks of a Takaful fund. The report includes recommendations on contributions, reserves,
surplus distribution, and overall financial management to ensure the fund's stability and sustainability.

39. Shariah Screening:

Shariah screening is the process of evaluating financial instruments and investments to ensure they comply
with Islamic principles. Takaful operators conduct Shariah screening to avoid investing in haram (prohibited)
activities such as alcohol, gambling, or interest-based transactions.

40. Policyholder:

A policyholder is an individual or entity that holds an insurance policy or certificate in a Takaful fund.
Policyholders pay contributions to the fund in exchange for coverage against specified risks, with benefits
payable in the event of a covered loss.

41. Actuarial Reserves:

Actuarial reserves are funds set aside by a Takaful operator to cover future claims and obligations. Actuaries
calculate reserves based on expected claims, expenses, and investment returns to ensure the fund remains
solvent and can meet its long-term commitments.

42. Shariah Compliant Investments:

Shariah-compliant investments are financial instruments and assets that adhere to Islamic principles, such as
equity, real estate, and Islamic bonds. Takaful operators invest contributions in Shariah-compliant
instruments to generate returns for participants while ensuring compliance with Shariah law.

43. Re-Takaful Treaty:
A re-Takaful treaty is a contractual agreement between a Takaful operator and a re-Takaful company to
transfer a portion of the Takaful operator's risk to the reinsurer. Re-Takaful treaties help Takaful operators
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manage their exposure to large or catastrophic losses and enhance their risk management capabilities.

44. Wagf Properties:

Wagf properties are assets or real estate properties dedicated to Waqf (endowment) purposes in Islamic
finance. Takaful operators may use Waqf properties to generate income, support charitable activities, or
provide social welfare benefits within the Takaful fund.

45. Risk Management Framework:

A risk management framework is a structured approach used by Takaful operators to identify, assess, and
manage risks in their operations. The framework includes policies, procedures, and controls to mitigate
risks, protect the fund's financial stability, and ensure compliance with Shariah principles.

46. Shariah Audit:

A Shariah audit is an independent review conducted by Shariah scholars or auditors to assess the
compliance of Takaful operations with Islamic principles. Shariah audits evaluate products, contracts,
investments, and operations to ensure they adhere to Shariah law and ethical standards.

47. Takaful Operator's Surplus:

The Takaful operator's surplus refers to the excess funds retained by the Takaful operator after paying
claims, expenses, and management fees. The operator's surplus is a measure of the Takaful operator's
profitability and financial performance, which may be shared with participants based on the profit-sharing
ratio.

48. Shariah Governance:

Shariah governance refers to the system of oversight and controls implemented by Takaful operators to
ensure compliance with Islamic principles. Shariah governance includes the Shariah Supervisory Board,
Shariah policies, training programs, and internal controls to promote ethical conduct and Shariah
compliance.

49. Takaful Fund Management:

Takaful fund management is the process of overseeing and investing the contributions collected from
participants in a Takaful fund. The Takaful operator manages the fund according to Shariah principles,
diversifies investments, and monitors performance to maximize returns and protect participants' interests.

50. Shariah Risk:

Shariah risk refers to the risk of non-compliance with Islamic principles in Takaful operations. Takaful
operators must identify, assess, and mitigate Shariah risk to ensure that products, contracts, investments,
and operations adhere to Shariah law and ethical standards.

51. Takaful Distribution Channels:

Takaful distribution channels are the various channels used by Takaful operators to sell Takaful products and
services to participants. Distribution channels may include direct sales, bancassurance, agents, brokers,
online platforms, and partnerships with financial institutions to reach a wider audience and promote Takaful
awareness.
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52. Waqf Development Fund:

A Waqf development fund is a dedicated fund established by Takaful operators to support Waqf activities,
social welfare projects, and community development initiatives. The fund may be used to finance Waqf
properties, charitable programs, education, healthcare, and other social welfare projects within the Takaful
fund.

53. Shariah Compliance Certificate:

A Shariah compliance certificate is a formal document issued by the Shariah Supervisory Board to certify
that Takaful products, contracts, investments, and operations comply with Islamic principles. The certificate
provides assurance to participants, regulators, and stakeholders that the Takaful operation is Shariah-
compliant and ethical.

54. Takaful Marketing Strategies:

Takaful marketing strategies are the tactics and approaches used by Takaful operators to promote Takaful
products, attract participants, and increase market share. Marketing strategies may include advertising,
social media, events, partnerships, and educational campaigns to raise awareness of Takaful and its benefits.

55. Wagqf Financing:

Wagf financing is a form of Islamic finance that uses Waqf funds to provide financial support for projects,
businesses, and individuals in need. Takaful operators may use Waqf financing to offer micro Takaful, social
welfare programs, or community development initiatives within the Takaful fund.

56. Shariah Compliance Monitoring:

Shariah compliance monitoring is the process of overseeing and evaluating Takaful operations to ensure
adherence to Islamic principles. Shariah compliance monitoring involves regular audits, reviews, and
assessments by the Shariah Supervisory Board, internal auditors, and external consultants to maintain
Shariah integrity and ethical standards.

57. Takaful Technology Solutions:

Takaful technology solutions are digital tools and systems used by Takaful operators to enhance operations,
improve customer service, and streamline processes. Technology solutions may include online portals,
mobile apps, data analytics, and artificial intelligence to automate underwriting, claims processing, and
policy administration in Takaful.

58. Waqf Investment Fund:

A Waqf investment fund is a dedicated fund established by Takaful operators to invest Wagf funds in
Shariah-compliant assets and projects. The fund may generate returns to support social welfare activities,
sustainable development projects, education, healthcare, and charitable initiatives within the Takaful fund.

59. Shariah Compliance Training:

Shariah compliance training is education and development programs provided to Takaful operators,
employees, agents, and stakeholders to enhance their understanding of Islamic principles and ethical
conduct. Shariah compliance training ensures that individuals involved in Takaful operations adhere to
Shariah law, values, and best practices.
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60. Takaful Governance Framework:

Takaful governance framework is the structure of policies, procedures, and controls established by Takaful
operators to govern their operations and ensure compliance with Shariah principles. Takaful governance
framework includes risk management, internal controls, compliance functions, and oversight mechanisms to
promote transparency, accountability, and ethical conduct.

61. Waqgf Microfinance:

Wagf microfinance is a form of Islamic finance that uses Waqf funds to provide microloans, financial
services, and support to low-income individuals, small businesses, and entrepreneurs. Takaful operators may
use Wagf microfinance to offer micro Takaful, business development programs
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