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Currently, the governance standards for 
Takaful operators vary by jurisdiction, 
as in the absence of a uniform 
framework, countries have developed 
their own frameworks based on their 
own needs and experiences. Global 
regulation and industry self-regulatory 
organizations, such as the IFSB and 
AAOIFI, have made signifi cant progress 
in developing standards for governance, 
fi nancial reporting and compliance. 
These organizations fought consistently 
to gain broad support from regulators 
to implement these standards and best 
practices.

At the same time, Islamic fi nancial 
institutions have encouraged product 
innovation away from fi xed-rate lending 
transactions to promote profi t-sharing 
contracts. Practitioners and regulators 
must work together to ensure that these 
standards can be implemented and be 
operational in real-life situations. It is 
not enough for these challenges to be 
addressed or implemented without the 
commitment and support of Takaful 
boards and executives.

Thus, Takaful operators need to improve 
their governance and risk management 
control processes. The importance of 
a Takaful operator-wide risk strategy 
should not be overlooked, and the 
support, as well as supervision, of boards 
of directors is a key factor in sett ing up 
a company based on the risk culture in 
the Takaful sector. The reputation of a 
Takaful operator depends essentially 
on the perception of customers in terms 
of its conformity with Islamic law and 
the guarantees of fi nancial soundness 
off ered to participants. It is clear that 
national and international regulatory 
initiatives will impact how Takaful 
operators interact with their customers 
and environment.

Takaful business strategies and models 
will need to be re-engineered, taking 
into account the expansion of regulation, 
growing competition from conventional 
insurers, pricing strategies and cost 
models. The General and Family Takaful 
solutions may need to be redesigned 
to accommodate a broader clientele, 

including non-Muslims, and will need 
to provide generic insurance coverage 
in all types of Takaful products. Product 
governance and processes need to be 
improved to ensure regulatory and 
Shariah compliance.

As stated in IFSB-8, a Takaful operator 
must refl ect its prudential policies in its 
business processes through the design 
and implementation of controls, risk 
reporting and systematic compliance 
assessment.

The supervisory authority must take into 
account the implementation of formal 
requirements so that Takaful operators 
can report to it on risk management. The 
frequency and scope of these reporting 
requirements must be consistent with the 
nature, scale and complexity of a Takaful 
business.

The supervisory authority will consider 
whether the reports require independent 
external evaluation. In its risk 
management policy, Takaful covers the 
following aspects of underwriting and 
provisioning risks:

• the type and characteristics of the 
operator’s business, such as the type 
of insurance risk that the operator 
accepts

• the manner in which contributions 
cover claims and expected expenses

• the identifi cation of risks arising 
from operator obligations and the 
guaranteed redemption values of its 
products, and

• how the operator considers 
investment constraints, reinsurance 
and other risk mitigation techniques 
in the process of designing a new 
insurance product and the calculation 
of contributions. 

Ezzedine Ghlamallah is the executive director 
of SAAFI which specializes in Islamic fi nance 
and Takaful solutions. He can be contacted at 
ezzedine.ghlamallah@saafi .fr.
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