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Professional Certificate in Islamic Funds and Asset Management

Takaful and Islamic Insurance.

Takaful and Islamic Insurance: Key Terms and Vocabulary

Takaful and Islamic insurance are risk management solutions that comply with the principles of Shariah law.
These concepts are essential in the Professional Certificate in Islamic Funds and Asset Management. This
explanation provides key terms and vocabulary to help learners understand the concepts and practical
applications of Takaful and Islamic insurance.

Takaful

Takaful is an Islamic cooperative insurance system based on mutual assistance and solidarity, where
participants contribute to a common fund to protect each other against specified risks. Takaful is derived
from the Arabic word "kafalah," which means "guaranteeing" or "mutual guarantee."

Participants (Takaful Operators)

In a Takaful scheme, participants contribute to a common fund to protect each other against specified risks.
The participants are the Takaful operators, who are also the insured.

Contributions (Tabarru')

Contributions made by Takaful participants are called Tabarru', which means "donation” or "gift." These
contributions are not considered premiums, as they are not used for commercial purposes. Instead, they are
used to pay for the losses of other participants.

Policyholders (Takaful Clients)

Takaful clients are the policyholders who participate in the Takaful scheme. They are the beneficiaries of the
Takaful fund and are entitled to compensation for their losses, subject to the terms and conditions of the
Takaful contract.

Takaful Contract (Aqd Takaful)

A Takaful contract is an agreement between the Takaful operator and the Takaful client, which outlines the
terms and conditions of the Takaful scheme. It specifies the type of risk covered, the contribution amount,
the duration of the contract, and the compensation payable in the event of a loss.

Islamic Insurance

Islamic insurance is a risk management solution that complies with the principles of Shariah law. It operates
similarly to conventional insurance, but it differs in its underlying principles and contractual arrangements.

Underwriting
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Underwriting is the process of assessing and pricing the risk associated with a policy. In Islamic insurance,
underwriting is based on the principles of fairness, transparency, and mutual benefit. The risk is shared
among the participants, and the contribution amount is determined based on the level of risk.

Reinsurance

Reinsurance is the transfer of a portion of the risk from the primary insurer to a secondary insurer. In Islamic
insurance, reinsurance is allowed, provided that it complies with the principles of Shariah law. The
reinsurance contract must be based on the principles of risk-sharing, mutual benefit, and fairness.

Wakalah

Wakalah is a Shariah-compliant agency agreement where one party (the agent) acts on behalf of another
party (the principal) for a fee. In Islamic insurance, Wakalah is used as a contractual arrangement between
the Takaful operator and the Takaful clients. The Takaful operator acts as an agent on behalf of the Takaful
clients, managing the Takaful fund and providing risk management solutions.

Mudarabah

Mudarabah is a Shariah-compliant partnership agreement where one party (the rab-ul-mal) provides the
capital, and the other party (the mudarib) provides the labor and expertise to manage the investment. In
Islamic insurance, Mudarabah is used as a contractual arrangement between the Takaful operator and the
Takaful clients. The Takaful operator acts as the mudarib, managing the Takaful fund and investing it in
Shariah-compliant assets.

Shariah Supervisory Board (SSB)

The SSB is a committee of Islamic scholars who oversee the Shariah compliance of the Takaful and Islamic
insurance operations. The SSB ensures that the Takaful and Islamic insurance products and services comply
with the principles of Shariah law.

Zakat

Zakat is an obligatory charity payment made by Muslims who meet the necessary criteria. In Islamic
insurance, Zakat is paid on the Takaful fund's investment income and is distributed to eligible recipients.

Challenges

The main challenges facing Takaful and Islamic insurance are standardization, transparency, and regulatory
compliance. Standardization is essential to ensure consistency and comparability of Takaful and Islamic
insurance products and services. Transparency is necessary to build trust and confidence among Takaful
participants and stakeholders. Regulatory compliance is critical to ensure that Takaful and Islamic insurance
operations comply with the relevant laws and regulations.

Conclusion

Takaful and Islamic insurance are essential concepts in the Professional Certificate in Islamic Funds and
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Asset Management. Understanding the key terms and vocabulary is crucial for learners to grasp the
underlying principles and practical applications of Takaful and Islamic insurance. Despite the challenges,
Takaful and Islamic insurance offer a viable alternative to conventional insurance, providing risk
management solutions that comply with the principles of Shariah law.
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