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Teil 1: Takaful

» What is Re-/Takaful?
« What is “Shari’a”?

» What is different in Takaful /
Retakaful ?




Problems of Insurance Industries in Muslim

Countries

Problem

Assumed Reason

Low insurance penetration,

especially in Personal Lines

Religious reservations
Fatalism

Widespread poverty/Lack

of middle class

Lack of private Capital
accumulation policies
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Proposed Solution



Countries by Muslim Population in %

Source: CIA, The World Factbook, UN Population Statistics, Fitch Report
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Takaful in the Indian Subcontinent?

One often tends to forget Muslim minorities with huge purchasing power (western

diaspora) or large absolute number of heads (India)

Indian Subcontinent

Pakistan, Bangladesh and India are among

the four largest Muslim countries in the world

Central Asia
(incl. China,
Turkey)
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What is Takaful/Retakaful?

Takaful (meaning ,,mutual guarantee®):

a kind of cooperative insurance following principles of Islamic Law

Retakaful ...
Reinsurance of Takaful Operators and

compliant with Shari’a principles
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What is the Shariah?

Islamic law, called the Shari’a ("the path to a watering hole®), regulates the
way of life for Muslims. It is all-embracing and covers not only the practice of
religious worship but also how Muslims should live their lives and, by
extension, conduct commerce. The authority of the Shariah is drawn primarily
from the divinely revealed Quran and the Sunna (called roots of the Law):

= The Quran is the holy book which Muslims believe contains God's (swt)
word as directly revealed to the Prophet Muhammad (saw).

= The Sunna refers to the spoken advice, acts and tacit approvals of the -Lon
Prophet Muhammad (saw). ‘&

Another “root” is at the same time the method of deriving new laws, wHil€
are then called the “branches” of Law:

= Juristic Reasoning,

e.g. by analogy (qgiyas), i.e. defining laws from a known injunction to a newQu
injunction, or using the intentions (magasid) of more general rulings to
derive special solutions .



What is the Shari’a not? = e

Inflexible day 45 SHARI'A
Unchangeable

Uncontested

Juristic Reasoning

Instead, the story of developing of
Takaful reveals a wide range of
different opinions and approaches,
fluctation, discussions, try and error,
etc.

Qu
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Is Insurance Unislamic by any roots of Shariah?

Takaful theoreticians argue: Social tradition may be against the Insurance
idea, but religious tradition is not.

The Holy Prophet told a Bedouin who asked him whether he should tie his camel
or leave it untied, trusting to the will of God (s.w.t.):

“Tie the camel first and then leave it to God (s.w.t.)....”

(I’qil fa-tawakkal)
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What renders ‘Commercial Insurance’
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unlawful/haram?

Maisir - Maisir is gambling and is deemed to be prohibited. Conventional insurance is

Gambling [evaluated as a kind of gambling as the insured makes a bet on the loss
occurrence.

Gharar - It is related to Maisir and means that it is not acceptable in contract relations to

Risk, make payments conditional upon the outcome of an uncertain event.

ALl Under Sharia conventional insurance contracts are bilateral and contain an
element of ambiguity/uncertainty because of the uncertain occurrence of loss
(timing) and the uncertain indemnification (amount) respectively.

Riba — Paying and/or receiving interest is not permissible. In insurance companies this

Interest refers to the investment side (e.g. investments in fixed interest rate assets like

i . |Deposits, Bonds) as well as to the liability side (e.g. interests on loans).

/unfair gain

Haram — Commodities such as alcohol and pork are forbidden, as are any associated

Forbidden |activities/investments.
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What was the solution to make insurance halal?
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Maisir - Maisir is gambling and is deemed to be prohibited.
el [l Solution: Law of large numbers reduces uncertainty (minor scholarly view)
Gharar - Under Sharia conventional insurance contracts are bilateral and contain an
against element of ambiguity/uncertainty.
Tabarru’ Solution: Participants make a donation to a Fund to carry the losses in solidarity.
(donation) No bilateral contract.

Result: No risk carrying by the Takaful Operator (theoretically)
Riba — Paying and/or receiving interest is not permissible.
erest Solution: Investment is done with the tools developed in Islamic Finance
/lunfair gain

Shariah Boards of Scholars supervise the fairness of agreements (part of
shariah compliance)
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Takaful / Retakaful Models
Mudharaba Model

Islamic

Investments
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Management
Expenses

Shareholders’
Fund

Qard Hasan
(interest
free loan) in
case of a
deficit in the
fund to be
repaid from
surpluses in
future years

y% of Surplus

v
Charity

100% - y% of Surplus
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Takaful / Retakaful Models
Pure Wakala Model
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In short, what would that mean for a Retakaful
Treaty?

We would receive a Wakala Fee and a part of the
Investment surpluses of the business.

Under Malaysian setting, we could also stipulate to receive a
part of the underwriting surplus (after reserves).

We strive to market the pure wakala solution, following
demand of the scholars and being innovative.

All Pricing parameters (risk assessment, expense
evaluation, scope of cover) are done in a
conventional way and then be transferred to a
mathematically equivalent Takaful pricing structure.
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Thank you for your attention

Dr. Tanja Hujber Dr. Ludwig Stiftl

Tel.: +49 89 3891 3188 Tel.: +603 2380 8488
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