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COMMENT
2006 is seeing a resurgence in the
drive for takafiil (Islamic insurance)
business in the various segments of
the takaflil industry in M u s h m countries, in particular non-general business, which is still in a nascent stage
compared to its more mature Islamic
banking counterpart. Takaful is still
facing some fundamental questions
about its performance and fiiture.
There also remains the perception
among many Muslims on whether
insurance is permissible under
Islam. There are also the key issues
of Shariah compliance and purification. Nonetheless, takaful offers the
only alternative for Muslims reluctant to look at conventional insurance on account of their strong religious belief
The Institute has always believed
that takaful has enormous potential,
largely untapped, among the vast
Muslim population. Its benefits for
savings to the people and the nation
as well as a means to alleviate
poverty in countries with vast
Muslim population are long lasting.
Once people understand about takaful they would support it. That
would apply equally to nonMuslims attracted by takaful's ethical values and considerations.
The immediate challenge for takaful
operators is for better coverage,
shared experiences and collaboration in building the ideal model and
support for the movement. Trained
staff with deep k n o w l e d g e and
understanding with the skills in selling takaful products and schemes
should be the common key objective. Here, there are lessons to be
learnt from conventional insurance.
4
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Takaful business is moving beyond
its formative years and as Muslims
seek to claim back their heritage, it
is likely to have an impact on the
global insurance industry in the
years to come with the potential of
g r o w i n g rapidly from being a
regional business to a global m o v e ment. According to the 2005 Global
Takafiil Review, the takaful industry
is projected to grow at 20 per cent
per annum during the next decade.
Total worldwide takafiil premiums
covering both non-life and life
insurance are expected to reach
$7.4bn by 2015. Global insurance
statistics indicate that the insurance
penetration and per capita premium
density in the Muslim world is comparatively low and this would suggest that there is a huge market for
Islamic products a m o n g M u s l i m
clients provided the industry is prepared to offer consumers a wider
range of products and services that
is more affordable and simple to
understand as an alternative to conventional insurance products.
Conventional insurance operators
have already been quick to see the
potential for takaful business and
the challenge for them is to retain
their clients w h o might wish to
m o v e to Islamic insurance. The conventional insurance market seems to
have adapted well to the takaful
market establishing Islamic insurance windows. The well established
conventional insurance operators
with their professional expertise and
resources as well as investment in
R & D are aiming to take a larger
share of the takaful business from
the indigenous takaful operators. To
compete successfully the indigenous takaful operators will have to
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secure the necessary capital funding
to build the trust of consumers and
also c o m e out with innovative
Islamic insurance schemes and solutions that offer Muslims a genuine
alternative to conventional insurance while at the same time overcoming their concerns and perceptions on the permissibility of insurance in Islam. In this way the takaful operators will be able to penetrate the large Muslim population
w h o has not taken up conventional
insurance on ideological grounds.
O n e of the important developments
in the insurance industry is the
advent of bancassurance that allows
banks and other financial institutions to distribute life insurance,
pension and general insurance products alongside banking products.
Consumer banking is the largest
business growth area and the access
to the banks' captive customer base
has given opportunities for m o r e
players in packaging life insurance.
With the expansion in Islamic retail
banking the takaful operators seeking further growth of their business
will also need to work more closely
with Islamic banks and financial
institutions to sell takaful products
alongside Islamic banking products
and services. To achieve sustained
growth there is a gi'cater need for
collective effort and commitment by
the industry to reach consensus on
key areas such as: the c o m m o n perception of what is a takafiil product,
better educated sales force, public
awareness, consistent rules and
practices, extensively researched
products, limited documentation,
simplicity and affordability, and
professional expertise to manage the
risks.

TAKAFUL

SHIFTING TAKAFUL INTO HIGHER GEAR
World Takaful Conference

- Dubai UAE April

2006

Ajmal Bhatty
Global Head of Takaful,

HSBCAmanah

The need for Islamic banking and takaful arose for one very basic reason .. to satisfy
the need of the customer. In many ways it was a perceived need built on strong
cultural and religious values and beliefs. After so many research studies and positive
growth of the Islamic banking and takaful industry the demand is no longer
perceived, it is real. To achieve a good reach out to customers with these products,
one needs to build efficient distribution and delivery channels. This is much harder
of course than developing products and systems; can be costly affairs and not so
easy to establish and manage.

'Shifting Takafiil into Higher Gear'. This neurs took this path. These people were
is the position we find ourselves in very mainly those who felt more committed
much poised as an industry for shifting to the concept of Islamic banking and
into the higher gear Poised because we whose capital was already exposed to
know what we must 'do' on our journey risks and rewards of Islamic finance
from 'perception' to 'realization' of taka- with some exceptions. Others came into
ful potential; we have been busy laying the fray because they started to see the
down the foundations for building an opportunities for various reasons rangindustry on ethical and fair principles ing from wanting to be part of the rapguided by the laws of the Sharia. But idly growing industry to being defenhave we reached that critical point, the sive in not losing their market share.
tipping point where we can say that
everyone knows about the virtues of The need for Islamic banking and takatakaful system and where the numbers ful arose for one very basic reason to
and underwriting profits are substantial satisfy the need of the customer. In
for providing good durable returns to many ways it was a perceived need built
both the customers and shareholders on strong cultural and religious values
and beliefs. After so many research
alike?
studies and positive growth of the
There was a phase when the emphasis Islamic banking and takaful industry the
was to verify the potential and viability demand is no longer perceived, it is
for Islamic insurance. A lot of consul- real.
tancy firms and consumer research
companies were busy in the Nineties As an industry, we have now an increasverifying to the curious and reluctant ing number of takafiil providers. We
entrepreneurs that it was 'safe' enough have better investment solutions than
to commit their capital in this industry ever before. We can provide takaful
for a viable business. A lot of entrepre- products for virtually all insurance

needs. But, we have not done enough in
my view in reaching out to the customers yet. In most markets, with some
exceptions, customers do not necessarily understand takaful on the one hand
and if they do, many question if what
we offer is genuinely Shariah compliant.
So despite all what we have achieved
since the Eighties and Nineties in building the infrastructure of takaful we have
to ask ourselves have we built our operations, products, funds and services that
are genuinely Shariah complaint? We
may succeed in attracting a lot of business for few years but if our systems are
shortcuts and compromises on aspects
of Shariah principles, this will soon
enough become apparent and the business may wither away with dire consequences for the shareholders and the
industry alike.
If the potential is huge then the critical
questions are how do we effectively
reach out to the customers with genuinely Shariah compliant products and
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TAKAFUL
services that they understand. In other
words, if we have the base, how do we
build on it? Consequently, do we have
the right products for the right customer
segments, can we deliver them efficiently, competitively and professionally. When we talk about huge potential,
what exactly does that mean, potential
for life insurance or family takaful, for
investment linked personal protection
products, education plans, savings
plans, medical takaful, general takaful
or all of that?

for that relate to the economics and jump for Saudi Arabia (27 times the
demographics affecting people's will- current size). Is this within the realms of
ingness to buy insurance, especially life possibilities? Possibly yes. There are
insurance, such as:
estimates for the Saudi Market that provide double the potential that I have just
1. Income levels and distribution of highlighted. The pattern we see of low
wealth.
spend on life insurance in Saudi Arabia
is true for most Muslim countries with
2. Propensity to save, inflationary out- the obvious deduction - conventional
look and tax incentives.
insurance doesn't relate to the values
and believes of customers in these
3. Population, employment, the State countiies, takafiil does.
social security systems and quality of
life.
For that very reason, insurance is underThe Potential Indeed is Huge
developed in many markets where the
economics and demographics is others an industry, we have
Take Saudi Arabia as an example. Life
wise good. In general, insurance penenow an increasing nun)ber
insurance premiums constituted only
tration in these markets ranges from less
of tal<aful providers. We
0.02% of the country's GDP and generthan 0.5% to 5% compared to 10% to
al insurance only 0.46% in 2004. This
15% in the markets developed in insurhave better
investment
represented total market of US$1.2 bilance. This represents tremendous room
solutions than ever before.
lion of insurance premiums compared
to grow and this is why we see so much
We can provide takaful
with the country's GDP of US$250 bilactivity in the takaful industry in this
products for virtually all
lion. In the UAE, insurance premiums
region, in Malaysia, Indonesia, in Sri
insurance needs. But, we
of US$1.5 billion represent 1.65% of
Lanka, Bangladesh, Pakistan and in
have not done enough in
country's GDP of US$90 billion.
many
other parts of Asia and Africa.
my view in reaching out to
However these insurance figures are
the customers yet In most
small in comparison with markets that
There are many estimates about the size
markets, with some excepare fully developed in insurance, such
of takaful industry. One source quotes
tions, customers do not
as the UK and US. Comparative figures
79 takaful providers made up of direct
necessarily
understand
are US$294.8 billion of insurance precompanies, retakaful companies and
takaful
on
the
one
hand
miums for the UK representing 12.6%
takaful windows in about 23 countries.
and if they do, many quesof its GDP of US$2.1 trillion and
Estimates of business were US$2bn in
tion if what we offer is genUS$1.1 trillion insurance premiums in
2003 including Iran, 60%o of which is
the US representing 9.4% of its GDP of
general takaful. Estimates for the indusuinely Shariah compliant
US$11.7 n-illion.
try is to grow at least to US$12bn to
US$14bn by 2015. Most of this potential
There is a large gap between what peo- 4. Cultural and religious bias towards that still largely remains untapped lies
ple collectively spend on life insurance financial risks related to assets and peo- in long term takaful business such as
and what the country's economic wealth ple
family takaful and related protection
is per person. In 2004, expenditure on
benefits, savings products and retirelife insurance per person was US$2 in The data such as the GDP and insurance ment benefits.
Saudi, US$60 in the UAE and US$167 per capita are pointers; they point us to
in Malaysia. The GDP per person was the possibilities of potential in a market. To achieve a good reach out to cusUS$10,730 in Saudi, US$20,930 in the For example just 0.5% penetration of tomers with these products, one needs
UAE and US$4,762 in Malaysia.
life insurance into the GDP of Saudi to build efficient distribution and delivArabia would generate US$1.3 billion ery channels. This is much harder of
This gap of course does not necessarily of premiums. This takes Saudi Arabia course than developing products and
represent the potential for insurance. from $2 to US$56 of life premium per systems; can be costly affairs and not so
When it comes to measuring the poten- person, still lower than the UAE, no easy to establish and manage.
tial, there are many factors to account way near Malaysia but a considerable
6
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TAKAFUL
The Tipping Point

Takaful Provider Perspective:

With this huge potential there are a
great many potential customers out
there for takaful products. Most of these
customers would be bankable customers. Insurance as we know it, is a
hard sell and what better alternative
platform to approach these customers
from than their own bank.

1. Focussed product manufacturing and
underwriting.

This is where I believe is the tipping
point for takaful industry, moving
towards bancassurance, or as the new
term goes, bancatakaful. Bancassurance
is a win-win proposition for everyone,
the customer, the bank, takaful provider
and the regulator. The comparative perspectives are as follows:
Bank Perspective:
1. Brand name recognition.
2. Relationship of trust with the customer, which is very important in relation to long-term contracts.
3. Better customer profiling driven by
life cycle approach and powerful credit
driven needs.
4. Owners of large proprietary database
covering all types of customer segments
(retail, SMEs, corporates, HNWIs,
Trust services, mutual funds, stock
broking, credit cards, e-banking).
5. Wider customer access through large
branch networks.
6. Helps the bank to sell more of its own
products.
7. Enables access to funds that otherwise remain with life takaful providers.
8. Risk-free income from commissions
and fees that is stable and reduces the
need for risk based capital for the same
level of revenue.

2. Relevant insurance sales culture (different and more aggressive than the
bank).
3. Reduces reliance on traditional
agency channels.
4. Gives access to tap into bank's huge
customer base (HNWIs, etc as above).
If the potential is huge then
the critical questions are
how do we effectively
reach out to the customers
with genuinely
Shariah
compliant products and
services that they understand. In other words, if we
have the base, how do we
build on it? Consequently,
do we have the right products for the right customer
segments, can we deliver
them efficiently, competitively and professionally.

lower and middle-income groups are
usually poorly served by insurance
companies' sales agents. They normally
aim for higher income individuals paying higher premiums to compensate for
low volume productivity. These customer segments are therefore better
served for takaful needs through bancassurance.
2. Customers get products more suited
to their needs.
3. Some of these cost savings are passed
on to the customers, making the products better value for money.

There are a lot of things to think of
when it comes to spending money;
basic amenities of life, housing, education, health before we come to think of
things like insurance. This is when we
'sometimes reluctantly allow' an insurance sales agent coming and talking to
us or when we visit an insurance company which may not be that often. But
whatever the case, we are long exposed
to banking products, loans, mortgages,
credit cards, etc. It is therefore familiar
grounds when a bank provides us with
insurance or takaful solution while we
are at the ATM drawing some cash or
we are on-line. The premium is
iiliMiiii when
deducted from our account and appears
5. Build market presence rapidly. In in our bank statement, which works as it
developed markets (France, Spain etc) is all in one place.
around 60% of new business policies
come through bancassurance.
All in all, both the quantity and quality
of takaful business improves through
6. The cost of distribution is much bancassurance. In 2006, the takaful
lower. If the direct sales cost of distri- scene is painted with;
bution is 70% to 80% then similar cost
through bancassurance could be some 1. Huge potential.
30% to 40%.
2. More and more takaflil providers.
3. Better range of investments.
7. Access to established bank systems 4. Tangible growth of takaful.
for collections, payrolls and delivery.
The time is therefore ripe for takaful
Customer Perspective:
companies to become active in longterm business. On the other hand, those
1. Large segments of population in the of us who are closely associated with
N e w Horizon
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TAKAFUL
long-term insurance / takatul business,
know that it is not easy to develop direct
sales and build quality business within a
short space of time. Distributing takaful
through banks enables us to do that and
this is where the gear needs to be shifted up.
Bancassurance should be particularly
attractive for the takaful industry
because;
1. Most takaful companies are either
new or do not have large agency workforce. It would be better for them to
start from a distribution channel that is
easier to manage and more cost effective (i.e., bancassurance).
2. Customers visit banks generally frequently. Customers are for long,
exposed to banking products, loans,
mortgages, credit cards, etc. Going to a
bank is a familiar territory. It may seem
easy when a bank provides us with an
insurance or takaful solution because it
is convenient. The premium is deducted
from our account, we can pay it at the
ATMs and if the loan is paid off the
takaful premium stops too, all triggered
from one source.
3. Through bancassurance, takaful companies can reach out to customers that
they may not be able to on their own
with same relative ease. Mass marketing is easier provided bancassurance
products are simple, easily available
and inexpensive. For more complex
products such as savings, education and
retirement, the sales process becomes
more involved needing more disclosure
and face to face contact with an insurance / takaful sales person.

For bancassurance to take off in markets where takafiil is in demand, certain
pre-requisites are essential. These are:
1. Conducive regulatory environment
allowing banks and takaful companies
to form distribution alliances. The ultimate beneficiary would be the customer.
2. Statutory takaful supervision in
ensuring solvency and long-term durability of takaful businesses.
3. Secure and rated takaful companies,
especially in case of long-term business. This is essential to ensure confidence in meeting long term financial
commitments with good service, ability
to pay claims and meeting customer
expectations. Banks have reputational
risk to protect and their risk-free income
irom commission can turn very risky
and damaging if the takaful company
defaults in the long run.
4. Price and performance of Islamic
solutions ought to be similar to conventional, not more expensive. Takaful
industry has been hitherto inhibited due
to limitations in investment opportunities but this is fast changing with developments in the Islamic capital and
investment markets.
5. The talent and resource that we need
to build credible takaful instiUitions is
scarce and we need to build this through
education and training. Promoting better understanding of takaful principles
amongst practitioners and customers is
key to avoiding the shortcuts that come
from poor understanding of takaful concepts. As an industry, we have a reason-

able number of dedicated practitioners
of takaful from Kuala Lumpur to
Karachi and education institutions
active in takaful in London, Kuala
Lumpur and Bahrain and Riyadh and
DIFC soon to follow, which should
effectively be utilized.
6. There must be Shariah authenticity
on both sides, the bank and takaful
provider, and at all levels, sales, marketing, products, benefits, investments,
retakaful and profit sharing.
Conclusion
Bancassurance is key to shifting takaful
into higher gear, but this is not the only
key. There are other things to think of,
most important of which is takaful education and above all, Shariah authenticity
Takaful is all to do with fulfilling the
perceptions of customers looking for
Islamic solutions. Insurance to them is
interesting when they see it through the
filters of takaful providing ethical and
fair system. This is especially so in case
of personal insurance such as family
takaful.
The perceptions of ethical and fair system goes beyond serving the Muslim
customer These are built around the
idea of what's good for individuals is
good for the community and for society
at large. A universal recognition of this
fact would lead us to credible institutions that would provide consumer confidence and bring benefits to the society
we live in where ever we are in the
world.

This paper was presented by Ajmal Bhatty at THE WORLD TAKAFUL CONFERENCE held on 9-10 April 2006, Dubai, UAE.
He is responsible for developing Takafiil business for the HSBC Group globally. Additionally, he is active in the promotion of
Takaful amongst OIC member countries as member of a special committee of Islamic Development Bank and Bank Negara
Malaysia. He is regional representative of the Institute of Actuaries for the GCC and works closely with the Society of
Actuaries, USA and with the Institute of Islamic Banking & Insurance London.
8

New Horizon

May 2006

Jumada Al-Awal 1427

TAKAFUL

A ROAD MAP FOR RE-TAKAFUL
World Takaful Confererice

- Dubai UAE April

2006

by Khalid Yousaf

Re-takaful, or Islamic re-insurance, follows the same principle as conventional
re-insurance. A takaful company re-insures its risks with a re-takaful company,
which assumes the responsibility of managing and investing the premiums of
takaful operators on the basis of profit or loss sharing.

Takaful is an Islamic insurance model
based on the principles of Shari'ah Law.
It dates back more than 1,400 years and
stems irom the Arabic word 'Kafalah',
which means 'mutual guarantee'. The
takaful system is based on mutual cooperadon between different groups,
where members contribute a certain
sum of money to a common pool, which
can insure against certain or varying
risks. This is unlike the conventional
model, where an insurance provider
protects against a stated risk based on
its commercial considerations only. In
the conventional case, Gharar, or uncertainty about the incidence of risk, is
considered Haram (forbidden) under
Shariah principles.
Just as the global Islamic bonds (sukuk)
market has grown from a mere US$ 100
million in 2000 to US$12.75 billion
early this year, analysts predict heady
annual growth for the takaful market of
around 15 to 20 per cent per annum.
Takaful operators are gearing up to capitalise on opportunities emerging from
one of the fastest growing financial
industries in the world.
State of the Industry
According to the World Bank
Development Report 2000, the world's
population is approaching 6 billion, of

which over 2 5 % are practicing has been at the forefront of takaful
Muslims. Islamic finance, of which development, with market penetration
takafiil/re-takafiil is a part, is a US$300 of 28%) compared to 5%o for most
billion industry growing at 15% and Muslim countries. Singapore, Indonesia
currently serves only a minority of and Brunei are now following suit. In
Muslims. There is tremendous room for the Middle East, takaful operations
growth. According to the Institute of have developed in the Gulf States and
Islamic Banking and Insurance, Iran with new operations opening up in
Malaysia, there are only 50 takaful Egypt, Bangladesh and Sri Lanka.
operators worldwide with combined
assets of US$1 billion and contributions Industry Status in the GCC
of US$500 million. This is only a frac- Due to a lack of regulation and market
tion of the conventional insurance mar- depth, the insurance and re-insurance
markets in the Middle East have not
ket.
been accorded any real priority. They
Development of the re-takaful market are however, rising from a nascent state
depends on the competitiveness of the as the region's economies open up and
primary market. The origins of takaful governments and corporations look to
can be traced back to Islamic practices widen the region's investor base. Low
14 centuries ago, however its contem- levels of market penetration, low insurporary development was initially under- ance densities and high levels of retaken in Sudan in 1979 and Malaysia in insurance in economies with strong
1984. The culmination of this initial GDP growth are signs of the region's
development was encapsulated in the huge potential.
1985 Fiqh Academy ruling, which
declared that conventional commercial The takaful and re-takaful sector constiinsurance was forbidden and only insur- tutes a very small part of the financial
ance based on the application of co- industry in the GCC. The overall insuroperative principles, Shari'ah compli- ance premium pool is approximately
ance and charitable donations, was US$30.5 billion, made up of around 200
acceptable for Muslims.
companies, serving a population of
around 35 million people and collecting
Over the past two decades, takaful has estimated premiums in the range of
grown into a global market. Malaysia US$5 billion. Takaful and re-takaful
N e w Horizon
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currently form less than 5% of this
overall insurance market size. Due to
the absence of tariff controls and relatively unregulated market operations,
the pricing of insurance products in the
region is very competitive. With regional GDP growing at a rate faster than the
rest of the world and with comparatively high premiums, the takaful market in
the GCC will continue to grow. The
construction boom in the region is driving demand for ways of mitigating risk
on high value projects. Construction,
aviation and infrastructure, along with a
rising population and higher incomes,
all point to potentially strong insurance
demand.
Industry consolidation is expected to
intensify as an improving regulatory
environment encourages greater levels
of risk retention. Greater demand for
insurance products is contributing to an
improved regulatory environment in the
GCC, which is approaching international standards with the establishment of
financial centres such as the Dubai
Intemational Financial Centre (DIFC).
However, particular attention to regulation of the takaful market is required for
its potential to be reached.
Challenges Facing the Industry
Due to the low capacity of re-takaful
operators, Shariah advisors have
allowed primary takaful risk to be sold
to conventional re-insurers. Such dispensation is for a temporary period
however, as takaful and re-takaful operators alike work towards establishing
greater capacity in the market for
Islamic insurers to mitigate risk. There
is also a severe shortage of skilled personnel with insurance industry experience and detailed knowledge of Islamic
values. There are only a handful of
trained actuaries, underwriters and fund
managers who are expert in Islamic
finance. Likewise, there is a worldwide
shortage of accountants who are familiar with insurance statutory accounting
10
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as well as takaful accounting. Takaful
operators need to invest in the industry's
intellectual capital. Special programmes
that cover the technical aspect of insurance as well as Shariah law are needed.
All insurance operators need to be adequately capitalised in order meet their
obligations. Capital requirements in the
takaful market vary according to their
jurisdiction. In ASEAN countries, the
figure is between USD 12 million to
USD 15 million The GCC market is
quite fragmented and no specific capital
requirements are mandated. Takaful
companies have thus been formed with
By introducing and maintaining international standards, the takaful and retakaful
industry
will
become more robust and
develop as a recognised
alternative to conventional
insurance. Through international cooperation
and
agreement, the industry
will go from strength to
strength arrd gain a solid
foothold in the international insurance market.

very low capital bases, although regulators like the Bahrain Monetary
Authority and the Dubai Financial
Services Authority have now specified
rules governing capital adequacy for
both takaful and re-takaful operators. A
global standard for all takaful operators,
based on intemational standards, needs
to be legislated in order to boost confidence in the market.

with Shari'ah principles. At present,
these avenues are relatively limited. It is
therefore important for all relevant parties, such as government authorities in
Islamic countries, financiers, bankers,
takaful operators, economists and
Shari'ah scholars to study, develop and
promote the diversity of investment
instruments and products acceptable to
Shariah law. This can be achieved
through the development of Islamic
capital markets, offering long-dated
debt (sukuk) instruments and derivatives as well as liquid markets to permit
choice of asset classes available for
investment by takaful and re-takaful
operators.
The Possibilities are Vast
Efforts ought to be undertaken, in particular by the takaful operators themselves, to establish their own re-takaful
facility. One way would be to establish
a dedicated re-takaful operator. But
without sufficient numbers of players
and market volumes, this may not be
viable. Ideally, re-takaful should solely
depend on the cessions from takaful
operators. Practical commitment from
various Islamic countries is urgently
needed to allow takaful operators to be
incorporated in their respective countries, thus creating the necessary playing field for re-takaful operation.

It is important to encourage an open and
dynamic market that allows for innovation, competition, and the highest standards of transparency and regulatory
discipline. Re-takaful operators need to
work with other members of the international financial community to develop innovative Shari'ah-compliant
investment vehicles. Local regulators
need to have a clear understanding of
Takaful operators must ensure that takaful risk and adopt a risk-based
funds are safely managed. As takaful is approach to the primary and secondary
essentially based on profit sharing, market. They should ensure that all
investment of the funds becomes as firms, both conventional and Islamic,
important as underwriting, as avenues meet the same intemational standards.
of investment must be in accordance By introducing and maintaining intema-
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tional standards, the takaful and re-takaful industry will become more robust
and develop as a recognised alternative
to conventional insurance. Through
intemational cooperation and agreement, the industry will go from strength
to strength and gain a solid foothold in
the intemational insurance market.
The Intemational Takaful Association,
formed under the auspices of the
Institute of Islamic Banking and
Insurance, Malaysia, will help to promote global standards and assist in the
market's development. Regulation
needs to address issues such as highlevel prudential controls; segregation of
shareholder and participant funds; capital adequacy and solvency; valuation of
assets and liabilities; and business conduct. A three pronged approach can take
the Takaful industry to the next stage in
its development. Firstly, establish an
authority to regulate the industry; second, assign ratings similar to those
applied to banks; and third, foster
greater cooperation between the Arabic
and Asian members of the industry.

rather than relying on equity-based
products alone.
The success of the takaful industry is
linked to many initiatives which are of
paramount importance to the Muslim
community. The future of our college
fee planning programme or pension
products is dependent on a successful
takaful and re-takaful industry, as the
creation of long-term savings schemes
are closely linked with the long-term
investment schemes offered by takaful
and re-takaful operators.

lish regional operations from Dubai.
More premiums will be retained locally
and regionally, allowing local insurance
firms to offer a greater level of cover
and service. This will lead to locallyheld premiums being invested in vehicles such as the DIFX, thus contributing
to local liquidity and investment.

The DIFC is an onshore capital market
and financial free zone that provides a
world-class base from which financial
service providers can operate.
Companies establishing themselves at
the DIFC are able to provide a commercial re-insurance business in the region
A three pronged
approadi^ and own their operations outright, with
can take t h e Takaful indusno local partner required. Companies
registered with the DIFC are also guartry to the next stage in its
anteed benefits such as zero tax on
development. Firstly, estabincome and profits, 100% foreign ownlish an authority to reguership, no restrictions on foreign
late the industry; second,
exchange or capital repatriation, and
assign ratings similar to
world-class
operational support and
those applied to banks; and
business continuity facilities. Insurers
third, foster greater cooperand reinsurers operating in DIFC are
ation between the Arabic
exempt irom the civil and commercial
and Asian members of the
laws of the UAE and are instead subject
industry.
to bespoke legislation and a robust riskbased regulatory framework modelled
The success of the takaful and re-takaon the world's leading financial centres.
ful industry is directly linked to the
asset management capabilities of the Takaful is the goldmine of the Islamic
Islamic finance industry. Shareholder finance industry, since its development The DIFC offers the opportunity to set
funds and policyholder funds have to be will trigger further acceleration in the up captive insurance and re-insurance
invested in a Shari'ah compliant and growth of Islamic Capital Markets, companies and offers an attractive alterprofitable manner The more successful thereby completing the triangle of bank- native to Bermuda or Guemsey.
the asset management proposition ing, insurance and capital markets
would be, the more competitive the which are essential for the health of any In June 2004, the Dubai Financial
takaful proposition. In the last decade, financial system.
Services Authority (DFSA) announced
the takaful industry suffered because
that it had been accepted as a full memIslamic portfolios lacked a tradable DIFC Contribution to the Growth of ber of the Intemational Association of
fixed income component. The sukuk Takaful/Re-Takaful
Insurance Supervisors (lAIS), the
market now offers an asset class that Intemational insurance firms are bring- world's leading association of insurance
allows the takaful industry to have ing in new capital and resources and supervisory authorities.
products generating annuity income, encouraging major re-insurers to estabKhalid Yoiisaf is the Director - Islamic Finance at the Dubai International Financial Centre, Dubai, UAE. The DIFC is the
world's newest international financial centre and primarily serx'es the vast region between Western Europe and East Asia. Since
it opened in September 2004, the DIFC has attracted high calibre firms fi-om around the globe as well as its region. Financial
services in the DIFC are regulated to international standards by the Dubai Financial Services Authority (DFSA).
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ONAL LEADING
I N D U S T R Y E X P E R T S AND K E Y
S P E A K E R S INCLUDING:
* Federation of Malaysian Consumers
Associations (FOMCA)
Marimuthu Nadason, President

Updates of growth and market share of general and life Insurance
Industry in Malaysia
Addressing the consumer's perspective - current i s s u e s , expectations
and protection
Enhancing customer service and retention through operational
excellence and professional b u s i n e s s conduct

I

>f National Association of Malaysian Life
Insurance Agents and Financial Advisers
(NAMLIFA), Kenny Chong, President

X- Global Centerfor Applied Islamic Finance
Prof. Dr. Mohd. Ma'sum Bllleih, Founder

^ A C E Synergy Insurance

Mitigating Insurance fraud and l o s s e s

Dwane Feehely, Ch/ef Operations

Leveraging on technolo'gy to achieve efficiency In delivery system and
services

Manullfe Financial, Hong Kong

Reassessing the role, support and future challenges of a life agent
Islamic Insurance - potential operational mechanism forTakaful and
Re-takaful windows and best practices a c r o s s Globally Competitive
Companies ( G C C )
Evaluating risk and capital management In achieving business benefits
and meeting the needs of shareholders, stakeholders and supervisory
authorities

Officer

John R. Spence, Senior Vice President.
Development - Asia

Regional

X- McLaren S a k s a m a (Malaysia)
Leong Yea Fook, Director

X- PanGlobal Insurance
Edwin Wong, Cljief Executive

Officer

>f Prudential A s s u r a n c e Malaysia
Tan Kar Hor, Chief Executive

Officer

x^ Prudential Corporation Asia

The dynamics of alternative distribution channel and b u s i n e s s
innovation and how to manage them effectively

Ng Keng Hooi, Managing Director, Insurance,
East Asia

Measuring and improving the key financial drivers within an agency
sales force

Soutfi

>f Takaful Malaysia
Md. Azmi Abu Bakar, Chief Executive

Officer

X- Unicorn Investment Bank B . S . C . (c)
Bahrain

C A S E S T U D I E S ON:
/

Strengthening the organisational culture towards a world c l a s s
organisation - the Takaful Malaysia way

/

Manullfe Japan; A c a s e study of product Innovation

/

How to manage a highly effective sales force

Dr. Omar Clark Fisher, PhD. Takaful, Sr. Director
Takaful Business
Development

X- DLM Advisory S e r v i c e s
Datuk L. Meyyappan, Executive Director
& Former CEO. MClS Zurich Insurance

X^ IBEXI Solutions, India, Surajit Basu, Director
9384MC\IIBI
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THE P O S T G R A D U A T E DIPLOIVIA C O U R S E

In a short period of some 20 years, Islamic banking and insurance has made an impressive progress.Today, a large
number of Islamic financial institutions are functioning in many countries around the world, managing huge funds
and employing thousands of people.
Indications are that the coming years will see a big increase in the number, size and sophistication of Islamic
financial institutions all over the world. Two factors support this view. First, after a great deal of research and
development the groundwork for the establishment of Islamic financial institutions has been laid and their viability
in the modern world firmly established. Second, the demand for interest-free ethical banking and insurance is
growing strongly.
The rapid growth of Islamic financial institutions during the last 20 years has created good job opportunities for
people well-versed in the philosophy and concepts of Islamic banking and Insurance.The demand is expected to
receive a big boost in the coming years. Unless met in time, the increasing shortage of qualified personnel would
retard the growth of Islamic financial institutions, frustrating the aspirations of the IVluslim people.
Responding to this important need, the Institute of Islamic Banking and Insurance, London developed a post graduate
diploma course in Islamic banking and insurance with the help of a team of experts, based on the "distance learning"
method.The Institute believes that job opportunities for suitably qualified people in Islamic financial institutions are
quite bright and will be even better in the coming years with the establishment of more and more institutions.
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written by an international team of
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businessmen andstudents.
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Islamic political economy and MBA
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by distance learning. Informing the
show their interest in our post iradaate
Institute of the recognition. Prof.
diploma tosirse. The post ffadaate
Rodney Wilson, Head of t h e
diploma course, which has a separate
University's centre for Middle East
lesson on the subject of b@w to convert a
and Islamic Studies, c o m m e n d e d
conveDtionai bank into ati Islamic bank is
t h e Institute's post graduate
invaluable for conyentionaf banfcm wlo
diploma course and described it as
-aat to understaitd the toiitept asd
"well prepared, clearly set up and
-fjcedares of Sslamk banking.
invaluable to students."

The Institute of Islamic Banking and insurance, London is
an independent, non-profit organisation. Its aims and
objectives include:
Promotion of knowledge and understanding of Islamic
banking and insurance.
Education of personnel in Islamic banking and insurance
and conducting research and development to develop
new Islamic financial instruments and to tackle issues and
problems relating to Islamic banking and insurance.
The Institute publishes a monthly magazine - The New
Horizon - devoted to Islamic banking and insurance.
The Institute's standing programes include holding of
meetings of professionals using Islamic financial
instruments, organising International Conference,
Seminars and workshops to address various issues
concerning Islamic banking and insurance.
The Institute offers its membership to organisations and
individuals who satisfy prescribed conditions.

Mr Ch. Tariq Waseem.
Assistant Vice President,
Faysal Bank Ltd. Pakistan
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ISLAMIC CO-OPERATIVE INSURANCE
World Takaful Cor)ference - Dubai UAE April

2006

By Ahmed M. Sabbagh
General Manager,The Islamic Insurance Co.Amman,Jordan

1^

Generally speaking, cooperative insurance is based on the idea that the
harmful results of a given incident will be distributed among a group of
individuals instead of letting the person who incurred the catastrophe
bore the results alone.

The way to achieve this is to create a
common fund to which every one of
those confronted with a danger contributes. The person who incurs the danger will receive compensation from this
fund. The insured member, in this kind
of insurance, requests the guarantee
from a group of members who contribute to the insurance like him. At the
same time, he guarantees with them the
rest of the group members against the
dangers they may face. The contributing
individuals, in this insurance, exchange
insurance against the dangers they
incur.
The cooperative insurance has two
forms: the first one, which is the oldest
and the simplest, is a mutual association
constituted of a given group of individuals to avoid the damages caused by a
definite danger. Everyone pays an
amount of money to compensate each
one of those who incur the insured danger from the sum of the aforesaid premiums. If an amount is left over, they
will get it back. However, if the premiums were insufficient they shall pay
morel. The terminology for this kind of
cooperative insurance is: Simple
Cooperative Insurance.

The second form of cooperative insur- when one of its organs suffers, the rest
ance is: a simple mutual insurance man- of the body follows it by care and
aged by a specialized company through fever"4
a proxy called Islamic insurance company. The accepted appellation for this "He who relieves a believer from one of
kind of insurance is Complex the world's grieves, God relieves him
from one of the doomsday's grieves; he
Cooperative Insurance.
who facilitates the life of someone in
Legitimacy of Islamic Cooperative trouble, God facilitates his life in the
world and in the after world; he who
Insurance
protects a Muslim God protects him in
The legitimacy of Islamic cooperative the world and in the after world and
insurance is justified by the following God helps the man as long as the man
helps his brother".5 And his saying,
religious proofs:
blessing and peace be on Him, about the
1. Religious proofs come together Ashaarites: "Ashaarites when they
expressing the permissibility of the loose one among them (i.e. their numcooperative insurance, such as the say- ber decreases) in time of conquest or
when there is a shortage in the food of
ing of God, be He exalted:
"And help one another in goodness and their children in the Medina, they used
piety, and do not help one another in sin to gather what they possessed in one
and aggression".! And the saying of dish and then share that among them in
God, to Whom be ascribed all perfec- a container equally, for they belong to
me and I belong to them".6
tion and majesty:
"And do good that you may succeed"3
And prophet Mohammed saying, blessing and peace be on Him:
"The believers in their mutual affection,
mercy and sympathy are like the body.

The point of the argumentation is: those
texts and other similar ones invite all
Muslims to help one another in goodness and to help each other in relieving
their pains and the damages they sustain. All this is achieved in cooperative
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insurance, since in this insurance the
insured who undergoes a catastrophe in
his person or money or in the person or
money of someone else is helped when
his fellow contributor to the insurance
gives this to him as a donation.
The fixed regime for the reasonable in
the Sunnah of the Prophet and its summary: If one commits a non-premeditated murder, where it requires blood
money and not vengeance, the blood
money of the murdered soul is normally shared between the members of his
tribe and it is paid in installments during
three years.7

contract, in which the company signs
contracts with insured persons on behalf
of all the contributors in the mutual
insurance on the base of fixed remuneration proxy.

It is considered as the body that ensures
the rights and interests of policyholders,
since it acts on behalf of those who are
not represented.

3. The Insured Risk: It is the potential
event in the future; potential means that
it may it may or may not happen, without that its happening or non-happening
depends on the will of one of the contractors (the Insured person and the
Company). AH this depending on fate,
such as the sinking of the insured goods
or the burning of the insured house.

The object of Islamic insurance company is to provide a cooperative insurance
according to the following legal basis
and conditions:

4. The Insurance premium: it's the
The point of the argumentation is that amount donated in full or in part by the
the members of the tribe help each other Insured according to the contracted
and that Islamic law binds them to rem- rates and prices of insurance hazards
edy the impact of the harm caused by which are fixed by the company managthe murder by mistake in equal install- ing the Mutual insurance fund which
ments. The idea on which the regime of constitutes in its totality the sum of conthe reasonable is based is the distribu- tributions which constitute the income
tion of the financial obligation in the of the mutual insurance fund which
catastrophe of murder by mistake allows it to compensate any one of the
through the obligatory donation. And it contributors for the prejudice.
is the same idea as that of the mutual
insurance that is based on the Takafiil The insurance amount: it's the highest
help to remedy the effects of the catas- limit of the obligation object of the
trophes and dangers by way of obligato- insured towards themselves whereby
ry donations.
the Islamic insurance company represents them in its execution the company
The purpose of Islamic law is to achieve being the manager of the mutual
the benefit for the people and it is obvi- Insurance fund in case the Insured hazous that there is a benefit; the interest in ard happens.
the cooperative insurance for all the
contributors is the financial coverage 5. The Cooperative Insurance Fund: it is
for catastrophes and incidents that they the sum of the insurance operations preundergo as mentioned before.
miums and the technical and contractual conventions managed by the compaElements of Islamic Cooperative ny for a fixed remuneration.
Insurance
6. The Religious Control Body: It is the
1. The insured: the insured party (the body responsible for the conformity and
contributor) be it a natural person or a correspondence of the documents, conlegal entity.
ventions and operations of the company
and the whole operations related to the
2. The Insurance Company: the party in mutual insurance fiind with the stipulacharge of managing the operations of tions of Islamic law.
insurance through a remunerated proxy
18
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Duties of The Shari'a Supervisory
Committee

1. Performance of all insurance operations on a cooperative insurance basis
as an alternative to commercial insurance. The majority of scholars considered the latter as illegitimate. This
includes all known varieties of insurance.
2. Adherence to the legal terms in all the
company's operations according to the
directives of the Shari'a Supervisory
Committee whose role is to audit the
company's registers and contracts, the
reinsurance agreement and its investments. It also controls that all these
operations were performed according to
Islamic rules.
The Shari'a Supervisory Committee
makes amendments or brings necessary
additions to the company's transactions
in order to be in conformity with
Islamic rules.
3. Refiise to insure any property managed in an illegitimate way or which
aim contradicts Islamic rules such as
commercial banks.
4. The management of insurance operations and insurance money on behalf of
the Islamic insurance company as an
independent party and based on an
agreed managerial fee is determined at
the beginning of every financial year
and is paid fi-om the membership of the
insured (policyholders).

TAKAFUL

5. Management of the money of the
reinsured held by the company as a
technical reserve to face any risk and to
promote financial skill of the supported
company in accordance with the legal
principles of Islamic banks in the management and investment of money.
Rights
and
Policyholders

Duties

of

the

The relationship between policyholders
and insured is based on the following:
1. Separation between the contributors'
account in the company acting as manager of insurance operations and the
insured' account (policyholders) so that
the capital of the company belonging to
the contributors is totally distinct from
the money of the insured.
2. Achieve the principle of cooperation
and solidarity between the insured. This
occurs when the company holds all
insurance premiums gathered from the
insured in a single account and in case
of damage or prejudice borne by any of
the insured, he will receive compensation from this account.
3. Achieve the principle of justice
between the insured on one hand and
the shareholders on the other hand; and
among the insured themselves according to the following principles:
a. The shareholders provide the capital
for the company to proclaim it and to
establish its legal status in order to
implement its obligations. The policyholders provide memberships (insurance premiums).
b. The shareholders pay all public
expenses such as salaries, rents and
complementary administrative expenses
as well as capital expenses related to
fixed assets.
c. The policyholders receive their due
compensation in proportion to their

membership according to the policy
conditions (relevant applicable terms of
a private company)
d. The shareholders are entitled to
receive the total capital investment benefits as they are its proprietors.
e. Compensations (request), reinsurance expenses and all relevant expenses
are paid from the
policyholders
account.
f. The legal financial reserve is taken
from the money owed to the shareholders in proportion to the rates specified
in the articles of associations by which
the company was created, and which
will be given back to them when the
company will cease to exist.
g. Dividends to shareholders shall be
paid in proportion to their contribution
in the total shares of the company.
h. The surplus of the insurance premiums shall be paid to the policyholders
since they are entitled to receive it.
Among the important criteria used to
distribute insurance surplus by Islamic
insurance companies are:
a. Distribution of the insurance surplus
includes all policyholders without differentiating those who received compensations and those who did not. This
method brings to the front the principle
of solidarity that the subscriber feels
even if he receives
compensation
amounts equal or lower than his fees.
b. Distribution of insurance surplus
includes policyholders who did not
receive compensations at all. This
method takes into account the benefits
of those who received solidarity privileges however small and thus they are
exempt from insurance surplus distribution.
c. Differentiation between those who
received compensations equal to their
fees and those who received compensation lower than their fees. The latter are
included in the distribution on the basis
of the difference. I.e. the part that they
received will be included in the distri-

bution account and added to the total
amount of distribution. This method
combines solidarity with fairness (settlement).
The Criteria Uused by the Islamic
Insurance Company (Jordan)
The Islamic insurance company opted
for the application of the first criterion,
which relies on generalizing distribution of insurance surplus among policyholders without differentiating between
those who received compensation and
those who did not for two reasons:
First: because the inclusion of all policyholders
without
differentiating
between those who received compensation and those who did not takes into
consideration the solidarity (cooperative) aspect the subscriber feels even i f
he receives compensation amounts
equal or lower than his fees.
Second: because redistributing the
insurance surplus among all policy
holders (regardless of their business
results) will lead all insured to maintain
the principle of cooperative insurance
and call for others to operate with the
Islamic understanding of insurance.
How to Compute Insurance Surplus
a. Distribution of insurance surplus
adjustment
1. The Insurance fields of the company
are considered one unit.
2. Inscriptions made on all policies of
each insured are considered a unit.
3. Insurance surplus of policyholders
account is computed according to
accounting principles of the company at
the end of the financial year.
4. Policy holders who are 'participants'
are considered donators to each other in
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compensating damages that are incurred
by one of them regardless ot'the amount
of compensation paid for him, in fulfillment of the principles of Islamic cooperative insurance where risk is undermined in donation contracts.

b. Distribution of Insurance Surplus Equation
Net insurance surplus x participant's net fees
= share of the participant
Total realized fees

1 See : Islamic Insurance in Theory and Practice, Ahdelsamiaa Almasri/50
Islam and Insurance, Mohamed Shawki Fanjari /34
Insurance between Permissibility and Prohibition, Issa Abdah / 8
Contemporary' Financial dealings in Islamic Fiqh , Mohamed Othman Shbir/ 95-96
Insurance in the Shariaa and Law, Gharib Aljamal/188
2 The Dinner Table, verse 2
3 The pilgrimage , verse 77
4 Reported by Muslim in his Sahih , chapter : The believers are like one man in their mutual mercy and sympathy, see the
abridged Sahih of Muslim n° 17774
5 Reported by Muslim in his Sahih , see the abridged Sahih of Muslim n° 1888
6 Agreed upon, reported by Boukhari in the Book of Associations, chapter: association in food, bust and honour, and reported by Muslim in the Book of the Virtues of Ahaba, chapter: among the virtues of Ashaarites may God be pleased with them
7 See : Islamic Insurance in Theory and Practice, Abdelsamiaa Almasri/81
8 See : Islamic Insurance in Theory and Practice, Abdelsamiaa Almasri/81
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EQUITY FUNDS

PRIVATE EQUITY
ISLAMIC FINANCE

FUNDS

IN

By Hamid Yunis
Partner and Head of the Islamic Finance Group

The use of private equity and venture
capital within a properly constructed
partnership is arguably a true manifestation of Islamic business principles,
since Islamic law encourages trade,
investment and entrepreneurial activity.
Fundamental requirements of private
equity and venture capital funds
include:
->
the underlying or ultimate asset
which is the subject of the investment
being acceptable to Islamic law (for
example, not involving pork, interest,
gambling, arms dealing, etc);
-> the proposed structure itself being
acceptable from a Shariah view point
(as signed off by reputable scholars);
and
-»the transaction being structured so as
to minimise risk and not equate to gambling.
For example, in the context of a real
estate investment fund the occupiers of
the real estate must conduct their business in a manner that is not offensive to
Islamic law: an off-licence would not be
a suitable business. It will also be necessary to ensure that the funds are
invested in a vehicle structured to be
Shariah compliant. The activities of the
vehicle must be based on tangible assets
and not be unduly speculative in nature.
The constitution of the vehicle must
prohibit activities impermissible under
Islamic law and the activities of the
directors and officers must also be
acceptable.

In general, private equity and venture
capital fiinds are structured as limited
partnerships. A limited partnership
would have general and limited partners, with the latter likely to be the
Islamic investors. The general partner is
responsible for the raising o f funds,
selecting the investments, monitoring
transactions and existing investments.
In return, they are paid a management
fee plus a share of the profits (structured
in a variety of different ways).

terms, investment criteria (including
reference to currency, the type of interest being sold to investors, the term of
the fund, the size of the fund and details
of minimum commitments and subscription arrangements and reference to
choice and role of a Shariah compliance
committee or scholar), there will also be
an analysis in this section of other
aspects such as fees and expenses to be
payable, when distributions can be
made etc.

There are a number of other legal considerations, which will also need to be
focused on;

There should also be a section dealing
with the legal and tax considerations of
the contractual structure of the proposed
vehicle and underlying investments;

-»
at the outset, consideration should
be given as to whether the vehicle
should be set up as a regulated investment scheme or through subscription by
way of equity in a discrete vehicle;
-» a prospectus/information memorandum would then normally be prepared
and which would contain details such as
a fund summary, market opportunity
(analysis of the macro - and micro market in which the investment is to take
place and the opportunities available),
investment approach (outlining the
approach to be taken and underline the
Islamic law aspect of the flmd as well as
looking at investment policy and strategy and method to be used in management, possibly in different locations and
how financing will be obtained to leverage the assets), management (CV
details of managers, etc), summary of
principle terms including fund objectives, fund contract structure in general

-• all warnings and guidelines will be
given in respect of tax considerations in
different types of investor jurisdiction.
There will also be a section dealing with
risk factors such as general business
considerations, Shariah requirements,
management risks, currency exposure
and local/country and market considerations including legal and regulatory
factors; and
the prospectus will then be issued to
the general market or to targeted sophisticated investors known to the fund
developers, in compliance with local
selling restrictions as appropriate.
Equity investments are usually then
attracted through multiple closings and
the fiind can invest in a Shariah compliant manner using a variety o f financing,
land ownership, development and
investment techniques. Typically these
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based on Islamic partnership
("Mudaraba/Musharaka), lease and cost
plus ("Murabaha") contracts. As Islamic

institutions and major investors realise
the potential of this industry and take a
lead role in private equity and venture

capital deals, the Islamic market growth
continues and the funds market itself
also benefits from significant growth.

THE WORLD'S BIGGEST SUKUK
By tAuslafa Hussain
Solicitor specialising in Middle Eastern and Islamic finance

The world's largest Sukuk (Islamic
bond) listed on the Dubai International
Financial Exchange on 26 January 2006
amidst great publicity. The issue was in
connection with the £3.9 billion recommended takeover by DP World of P&O.
One of the reasons this deal has
received so much press coverage (aside
from the issue of control of US ports) is
because of its innovative features such
as convertible trust certificates.
The issuer of the Sukuk was DP World's
parent (PCFC Development) - a special
purpose vehicle formed by the Ports,
Customs and Freezone Corporation.
The issuer entered into a profit-sharing
partnership ("Musharaka") with PCFC
and declared a trust under English law
over certain of its assets, such as its
rights to share in the profits of the partnership, in favour of the holders of trust
certificates issued.

A fundamental requirement of a valid
Islamic bond is that income from securities must be related to the purpose for
which funding is used and cannot simply comprise of interest. Securities must
be backed by real underlying assets.
Assets must also be identifiable or
specifically earmarked. Hence Islamic
investment certificates such as Sukuk
represent the ownership of a proportionate part of the asset and the bondholders
assume a proportional part o f the
responsibilities/risk, which accompany
it. This entitles them to receive the
income from Sukuk.
The trust certificate holders in the DP
Sukuk have a proportionate share in the
underlying trust assets and hence are
able to invest in a manner compliant
with Islamic law. On this particular
deal the trust certificates also carry the
right to participate in a possible ftiture

public offer of shares by PCFC or its
subsidiaries. PCFC is the managing
agent of the profit sharing partnership
and retains the excess profit from it
after the coupon has been paid on trust
certificates as management incentive
fees. One of the key aspects o f this deal
is convertibility. Holders have the
option to redeem all or part o f their certificates in return for shares in the offering entity. There are complex issues
that arise in Sukuk issues, particularly
since the concept of a trust does not
exist in civil law jurisdictions in the
same way understood under English
law. At the same time careful structuring is required to ensure uncertainty is
minimised and other relevant requirements are complied with. Although convertible bonds have not been seen a
great deal in the past they are likely to
become quite a common feature in the
future.

Abstract from April 2006 edition of Taylor Wessing Quarterly Newsletter
This publication is intended for general guidance only and no responsibility is accepted by Taylor Wessing for any errors or
omissions, and should not be relied upon to replace professional advice on specific matters.
Taylor Wessing is a full service law firm in U.K. offering a powerfid source of legal support for commercial organisations doing
business in Europe. Taylor Wessing's Islamic Finance Group includes lawyers from a number of different disciplines including
finance, projects and commercial property. The Group iticludes both Muslims and non-Muslims and the healthy exchange of
ideas within the Group allows them to propose and structure practical "Shari'ah" compliant solutions for use in the modern
world. Web address: http://www.taylonvessing.com.
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STATE BANK OF PAKISTAN COMMITTED TO DEVELOP
ISLAMIC BANKING IN THE COUNTRY
The Governor, State Bank of Pakistan,
Dr. Shamshad Akhtar presided over a
meeting of the Chief Executives of
present and up-coming full fledged
Islamic Banks at SBP in Karachi,
Pakistan. Speaking on the occasion, she
said that Islamic banking was growing
rapidly not only in Pakistan but also
throughout the world. The Islamic
banking has great potential to grow in
future in Pakistan and the State Bank
was committed to the development of
this industry. She impressed upon the
heads of Islamic banks to meet the
growing challenges in the development
of Islamic banking.
'Pakistan has provided a supportive policy and regulatory framework for
Islamic banking due to which investors
of international repute are coming to
establish new Islamic banks in the
country'. She further said that the State
Bank has set up a dedicated Islamic
Banking Department for the promotion
and regulation of this industry.
The Chief Executives of Islamic Banks
highlighted the issues facing the industry in its early stages of development.
These include, for example, liquidity
management, which would require an
effective development of Islamic interbank market and trained human
resources. They were of the view that
the rapid growth of Islamic banking in
the country would be dependent on providing level playing field to both the
conventional and Islamic Banks. The
SBP has clarified to the industry that
there is a level playing field for Islamic
Banks and has agreed to look at
approaches to develop Islamic interbank market.
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The meeting was attended, among others, by the Country Manager of
Albaraka Islamic Bank BSC EC, Chief
Executives of Banklslami Pakistan
Limited, Dubai Islamic Bank Pakistan
Limited, Emirates Global Islamic Bank
Limited, First Dawood Islamic Bank
Limited (Proposed) and the Directors of
Islamic Banking, Banking Supervision
and Banking Inspection Departments of
the State Bank of Pakistan.
The Governor State Bank of Pakistan,
setup Taskforce on research & development in Islamic Banking & Finance and
issuances
of
Islamic
Liquidity

Pakistan has provided a
supportive policy and regulatory
framework
for
Islamic banking due to
which investors of international repute are coming to
establish
new
Islamic
banks in the country.
Management Instruments. The first
meeting of the Task Force on Research
& Development in Islamic Banking &
Finance for research and development
in Islamic Banking and Finance was
held at State Bank of Pakistan, Karachi
on 31st March 2006. The Task Force is
comprised of the following Shariah
Scholars and representatives of banks:
Mufti Munib ur Rehman, Dr. M . Tahir
Mansuri, Dr. Zubair Usmani, Mufti
Muhammad Najeeb, Dr. Muhammad
Qaseem, Mr. Muhammad Imran and
Mr. Mahmood Shafqat (Coordinator
from the State Bank).
The main objective of the task force
was identified in the meeting to pro-
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mote research & development and
capacity building in Islamic Banking &
Finance. The Task Force will study the
available knowledge infrastructure base
and provide recommendations for
broadening and enhancing the same and
devise the standardized curriculum to
be used by educational institutions in
Pakistan. It was also decided that banks
will be encouraged to develop a separate unit which would carry out research
and development in Islamic Banking. It
was also suggested that a report should
be prepared on the current status of
courses, diplomas and graduate/under
graduate level programs being offered
by the various educational institutions
of Pakistan and globally.
The first meeting of the Task Force on
Issuance
of
Islamic
Liquidity
Management Instruments set up by the
Governor, State Bank of Pakistan, to
map out a plan for introducing short
term and medium term liquidity management products based on innovative
Islamic structures that would enable
Islamic banking institutions in Pakistan
to manage liquidity matters was held at
SBP, Karachi on 10th April 2006.
The meeting presided over by Mr.
Pervez Said, Director, Islamic Banking
Department, State Bank of Pakistan,
was attended by members of the Task
Force, which include bankers from various leading banks involved in Islamic
banking operations. The meeting decided that in the first phase, focus will be
on strucmring short-term instruments to
meet the liquidity requirements of
banks. It was also decided that the
process of development and structuring
of these instruments should be done at a
rapid pace.
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ABU DHABI COMMERCIAL BANK LAUNCHES
NEW PROGRAMME
Abu Dhabi Commercial Bank has
launched a Sharia compliant Takaful
and savings scheme in a tie-up with
Dubai
Islamic
Insurance
and
Reinsurance Company (AMAN) and
FWU AG of Germany. Claiming it is
the first to launch such a programme,
the bank said some more Islamic offerings will be made soon.
"This customer-conscious programme,
which is available at ADCB main
branches in the UAE, is our first Islamic
offering under the umbrella of ADCB
Meethaq Islamic Financial Solutions,"
said Eirvin Knox, Chief Executive of
the bank.
"Fulfilling its social responsibilities,
and the public expectations from a leading financial institution in the region,
ADCB aims to introduce more innova-

tive Islamic Financial Soludons, fully
manufactured by the bank, or in partnership with other financial institufions."
ADCB's Meethaq Takaful and Savings
Programme allows UAE Nationals and
Expatriates to have access to Sharia
compliant international mutual funds,
start a savings plan whether for them or
their family members with as little as
Dh 500 per month and protect their
financial future.
"The product's advanced underwriting
procedure has been designed to offer
the maximum level of convenience for
our clients where the product is underwritten, and the programme certificate
is issued and handed to the client on the
spot, within 15 minutes," said Ala'a

Eraiqat, Head o f U A E Banking at
ADCB. Dr. Manfred Dirrheimer, Chief
Executive and President of FWU AG
said: "The ADCB Meethaq Takafiil and
Savings Programme is proof that this
unique Takaful product is fully competitive with leading traditional savings
and life products. In fact the Meethaq
Product sets new con-sumer standards
in the field of transparency, asset management, administrative efficiency and
consumer convenience."
Hussain Mohammad A l Meeza o f
A M A N said: "In its continued efforts to
provide new and innovative Sharia
compliant Takaful products to its customers, A M A N , has expanded its existing cooperation agreement with Munich
based FWU Group."

A M A N A N D FWU SIGN AGREEMENT
Dubai
Islamic
Insurance
and
Reinsurance
Company,
Aman,
announced that they have expanded
their existing cooperation agreement
with Munich based FWU Group to offer
investment oriented Life Takaful
Products in the United Arab Emirates,
primarily through bank distribution
partners.
The product and the supporting system
are flexible and are designed to allow
the partner banks to offer tailor made
private label Takaful policies. The bank

distribution partners together with
FWU and Aman shall define their own
specific investment platform.
Hussein Mohammad A l Meeza, managing director o f Aman, said: "As a
National Islamic Takaful Insurance
company, Aman is devoted to providing
its clients with innovative and comprehensive Islamic insurance services, that
enhance the stability and well being of
local and regional communities. We are
very happy to have signed the extension
of the agreement with FWU, because of

their product knowledge as well as their
sophisticated systems offering enormous potential for our Takaful
approach."
According to the terms o f the extended
cooperation agreement, the FWU
Group will provide specific product
ingredients and offer an advanced technological system, which will enable the
bank distributors to deliver policy documents, and attend to policy serving on
line.

Meet the Challenges and Streamline Performance in

Full Details
on Page 16

the Institute o f Islamic Banking and Insurance - L o n d o n

The London based Institute o f Islannic Banl<ing and Insurance was set up
jllJl^e early 1990s as an i n d e p e n d e n t organisation t o c a t e r f o r t h e needs
of t h e e m e r g i n g Islamic financial sector. It was u n d e r s t o o d v e r y early by
its founding C h a i r m a n , M r M u a z z a m A l i , t h a t t h e success o f Islamic
SHiiking and insurance w o u l d depend heavily o n t r a i n i n g , education and
research, and also t o develop new financial products w h i c h w e r e efficient
and Sharia c o m p l i a n t was o f p a r a m o u n t i m p o r t a n c e .
DISTANCE LEARNING POST GRADUATE

DIPLOMA

COURSE IN ISLAMIC B A N K I N G A N D INSURANCE

Developed by the Institute the course Is the first of its kind. It is
recognised by the University of Durham UK as an entry
qualification to their MA in Islamic Political Economy.To-date
there has been 915 enrolments, with 250 students from 52
countries having already completed the course and have been
made Associate Fellows of the Institute. Registration is via the
Institute's website.

WEBSITE

The Institute's website projects its activities and decimates
information that aims to enlighten the public about the
concepts of the Islamic financial system. Financial institutions
are able to also promote their organisation via the
Institute's website.
PUBLICATION OF BOOKS, ENCYCLOPEDIAS,
COMPENDIUMS OF LEGAL OPINIONS,
ANTHOLOGIES

Y O U N G PROFESSIONAL CERTIFICATE
COURSE IN ISLAMIC B A N K I N G A N D
INSURANCE, DISTANCE A N D ONSITE

This is a new course developed by the Institute.The Certificate
course is intended to act as a thorough overview and
comprehensive introduction to Islamic Finance. It is aimed at
new entrants in the field, as well as those already involved, as a
refresher and update course, and anyone else not able to undertake
the longer and more detailed Postgraduate Diploma course.
INTERNATIONAL CONFERENCES A N D
WORKSHOPS, SEMINARS, GROUP DISCUSSIONS,
EXECUTIVE DEVELOPMENT PROGRAMMES A N D
M O N T H L Y LECTURES AT T H E INSTITUTE

In addition to holding its own conferences and training
programmes, the Institute is regularly invited by other
organisations to endorse their conferences and to present
papers at such conferences.
CORPORATE

MEMBERSHIP

In addition to discounts across all of the Institute's regular
activities, the corporate members will be offered exclusive
access to the Institute's vast archives, reports and research
projects via the Institute's website and will not be available
to others.

The Institute is the largest publisher of such books in English on
Islamic banking, finance and insurance.
PUBLICATION OF A MONTHLY

MAGAZINE,

NEW HORIZON
The New Horizon magazine is unique in having contributions
from bankers, lawyers, scholars, jurists and academics as well as
other professionals engaged in Islamic finance that gives it its
global and practical appeal.The magazine also offers corporate
members and other institutions the opportunity to advertise
their activities and services.
I N F O R M A T I O N A N D ADVISORY SERVICE

The Institute regularly provides information and solicits advice
in response to requests about the various aspects of Islamic
banking and finance.

FOR UP-TO-DATE INFORMATION
PLEASE VISIT
www.islamic-banking.com
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Shariah compliant financial services

alburaq - Shariah compliant property finance
• Looking to buy or refinance your home?
We offer amongst the most competitive and flexible
terms in the UK Islamic mortgage market.

Difficulty proving income?
alburaq self-certification products allow you
to certify your own income.

Want to buy-to-let?
alburaq buy-to-let allows you to purchase
a residential property as an investment.
You may purchase up to 10 properties
9
in addition to your own home, ^ ^ ^ ^ f l l l

Highly competitive terms offered.
Call the alburaq hotline now on

0800 587 88 66 or ennail

on info@alburaq.co.uk

ABC International Bank pic • www.alburaq.co.uk

ABC International Bank pic is authorised and regulated by the Financial Services Authority
A member of the Arab Banking Corporation group headquartered in Bahrain alburaq is the brand name under which Shariah compliant products are provided
Your home is at risk if you do not keep up monthly payments due under your Lease and Diminishing Ownership Agreement | All terms subject to change
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Islamic finance,
from Riyadh
to London.
Shariah compliant financial solutions
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Finance industry.

With offices around the world,
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HSBC Shariah Supervisory Committee,

such as the Islamic Development Bank
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finance.
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To find out more,visit our website today
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