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✔ Sukuk are emerging as a widely accepted Islamic financial instrument, In the last 10 to 
15 years, Sukuk have been established as a viable alternative means to mobilize 
medium to long-term savings and investments from a large investor base.

✔ Sukuk have gained prominence as these are stable, low-risk instruments with Shari’ah 
compliant cash flows and can thus be used as an alternative source of funding. 

✔ At present, there is a diverse range of Sukuk available in the Islamic capital market. 
As Sukuk’s acceptance and demand in the global financial markets have increased, 
they are consistently being over-subscribed. Islamic financial institutions, private 
corporations, public institutions and sovereign governments have all issued Sukuk, 
thus offering Shari’ah compliant options to generate liquidity.

✔ Nine Sukuk structures have been mentioned in AAOIFI Shari’ah standards (no. 17). 
however, the market trend is that only a few structures are popular as evident from 
Sukuk issuances in the recent past.

An Introduction to Sukuk
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Sukuk is plural for Sakk (صك). This is an Arabic word which 
was used mostly in the Middle Ages to refer to 
“certificates” or papers denoting financial obligations from 
commercial activities. However, there have been many 
modifications to the original structure.

1. What is Sukuk 
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AAOIFI Shari’ah Standard No. 17 “Investment Sukuk” defines 
Sukuk in the following manner: 
“Investment Sukuk are certificates of equal value 
representing undivided shares in ownership of tangible 
assets, usufruct and services or (in the ownership of) the 
assets of particular projects or special investment activity.”

1. What is Sukuk (Contd.) 
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It can be argued that the objective of Sukuk issuance is the same 
as that of a conventional bond to expand business or meet working 
capital needs. 
But there are significant fundamental differences between the two 
instruments and hence they should not be confused with one 
another. 
Conventional bonds are essentially contractual debt obligations, 
whereas Sukuk entitle the certificate holders to the (proportional) 
ownership in the specific asset(s) or its usufruct or a project. 
Also, the underlying contract used to structure the Sukuk 
determines the features of that Sukuk which can vary for different 
structures.

2. How does Sukuk differ from 
Conventional Bond?

6



2. How does Sukuk differ from 
Conventional Bond (Contd.)
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3. Features of Sukuk
Investment Sukuk are certificates of equal value issued in the name of the 
owner or bearer in order to establish the claim of the certificate owner 
over the financial rights and obligations represented by the certificate.
Sukuk represent a common share in the ownership of the assets made 
available for investment, whether these are non-monetary assets, 
usufructs, services or a mixture of all these plus intangible rights, debts 
and monetary assets. 
They do not, however, represent a debt owed to the issuer by the 
certificate holder.
Investment Sukuk are issued on the basis of a Shari'ah - nominated 
contract. 
The trading of investment Sukuk is subject to the terms that govern 
trading of the rights they represent. The owners of these certificates share 
the return as stated in the subscription prospectus and bear the losses in 
proportion to the certificates owned (held) by them.
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4. Securitization

Before we understand the mechanics of Sukuk, it is important to 
understand the concept of and need for securitization.
Securitization is the process of packaging a pool of assets into 
tradable securities that can be sold to investors (through Sukuk) in 
the capital market.
AAOIFI defines securitization as:

    “(…) a process of dividing ownership of tangible assets, usufructs 
or both into units of equal value and issue securities as per their 
value.  [AAOIFI Shari’ah standard no. 17: Investment Sukuk – Appendix (C)]

Securitization allows an entity to utilize non-marketable assets on 
its balance sheet by packaging them into a pool of assets and 
transforming them into marketable assets. 
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4. Securitization (Contd.)

Schematic presentation of Securitization

10



4. Securitization (Contd.)

1) Subscribers : Sukuk-holders or investors that invest in Sukuk 
instruments.

2) Originator/Issuer: The issuing entity who identifies the asset(s) it wants 
to pool and transfers the same through contractual sale to a Special 
Purpose Vehicle (SPV). 

3) Special purpose vehicle: An independent entity set up specifically for 
the securitization process. SPV will not be affected in case of financial 
distress of the originator and vice versa.

4) Credit enhancers – The originator arranges for various forms of credit 
enhancement to be provided in order to lower the overall perceived risk 
of the instrument. This can take the form of a third party guarantee – from 
an Islamic financial institution or even a sovereign. 

5) Rating agency – Securities require a rating to be issued by a recognized 
rating agency to increase the confidence of potential investors.
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5. Types of Sukuk

Source: AAOIFI Shari’ah Standard No. 17 “Investment Sukuk” & AAOIFI Financial Accounting 
Standard No. 25 “Investment in Sukuk, shares and similar instruments
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5. Types of Sukuk : Murabaha Sukuk (Contd.)

Murabaha is a sale contract between two parties for the delivery of 
an asset or commodity. The price of Murabaha includes the cost of 
the asset / commodity plus the profit which is agreed between the 
parties to the contract. Both the cost and the profit margin are 
declared in a Murabaha.
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5. Types of Sukuk : Murabaha Sukuk (Contd.)

Murabaha Sukuk: Process Flow
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(1) The Issuer SPV issues Sukuk, which represent an undivided ownership interest in 
an underlying asset or transaction. 

(2) The Investors subscribe for Sukuk and pay the proceeds to the Issuer SPV (the 
“Principal Amount”). who acts as Trustee on behalf of the Investors.

(3) The Originator (as Purchaser) enters into a Murabaha agreement with the Trustee 
(as Seller). The Trustee purchases the Commodities from a third party 
Commodity Supplier for a Cost Price representing the Principal Amount for spot 
payment.

(4) The Commodity Supplier makes spot delivery of the Commodities to the Trustee 
in consideration for the Cost Price.

(5) The Trustee (as Seller) on-sells to the Originator the Commodities upon delivery 
from the Commodity Supplier in accordance with the terms of the Murabaha 
agreement.

(6) The Originator (as Purchaser) makes payments of deferred price at regular 
intervals to the Trustee (as Seller). 

(7) The Issuer SPV pays each deferred price installment to the investors using the 
proceeds it has received from the Originator.

Discription of Processes

5. Types of Sukuk : Murabaha Sukuk (Contd.)
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Murabaha transactions cannot be securitized or traded in the 
secondary market since it is a debt obligation and Shari’ah prohibits 
the buying and selling of debt instruments.

5. Types of Sukuk : Murabaha Sukuk (Contd.)
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Salam is a forward sale of specified goods which are non-existent at the 
time of the contract. The seller undertakes to supply some specific goods 
to the buyer at a future date in return for advanced cash which is fully 
paid at spot. 
Salam is an exception to the general rules of trade which require the 
goods to be in existence at the time of sale contract.
Salam Sukuk certificates are used by IFIs to manage their liquidity 
requirements and for short term investment opportunities. According to 
AAOIFI Shari’ah Standard No. 17 “Investment Sukuk”, in Salam Sukuk:
“The issuer of the certificates is a seller of the goods of Salam; the subscribers 
are the buyers of the goods, while the funds realized from subscription are the 
purchase price (Salam capital) of the goods. The holders of Salam certificates are 
the owners of the Salam goods and are entitled to the sale price of the certificates 
or the sale price of the Salam goods sold through a parallel Salam, if any.”

5. Types of Sukuk : Salam Sukuk

17



Salam Sukuk : P
roce

ss 
Flo

w

4. Types of Sukuk : Salam Sukuk (Contd.)
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The general principles of Salam contracts as explained in AAOIFI 
Standard No.10 “Salam and Parallel Salam” and “Chapter A-02 
Trade-based Contracts” also apply to Salam Sukuk. These include:
clear description about the quantity, quality, date and place of delivery of 
the underlying assets 
full payment in advance by the buyer. 
A specific Shari’ah condition regarding Salam Sukuk is that reselling of 
goods before actual possession would amount to selling debt 
and thus, Salam Sukuk certificates cannot be traded until the asset is in a 
tangible form and delivered at maturity. T
his limitation renders Salam Sukuk illiquid and therefore less attractive to 
investors.

General Principles

5. Types of Sukuk : Salam Sukuk (Contd.)
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Istisna’a (استصناع), like Salam.
Istisna’a Sukuk are certificates issued for the purpose of mobilizing capital 
required for the production, manufacturing or construction of an asset or a 
project. 
The certificate holders become the owners of the project or product to be 
manufactured. The manufacturer is the issuer of these certificates, 
whereas buyers of the future product are the subscribers (Sukuk holders). 
The amount received from investors is the purchase price (cost price of 
the product). 
An Istisna’a Sukuk holder is entitled to the sale price of the product to be 
delivered in future.
Trading of these debt certificates in the secondary market other than on 
face value is prohibited in Shari’ah. Istisna’a is therefore a less popular 
structure for Sukuk.

5. Types of Sukuk : Istisna’a Sukuk
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5. Types of Sukuk : Istisna’a Sukuk (Contd.)

Exmaple: Beximco Green Sukuk
largest ever Sukuk issuance from 
Bangladesh's private sector under Istisna’a
Total Size: BDT 30 Billion
The face value of this Sukuk is Tk100 per unit.
Purpose: construction of Solar Projects of 
Teesta Solar Limited and Korotoa Solar, the 
two  subsidiaries of  BEXIMCO and and 
financing and refinancing (non-interest 
bearing) of machinery and equipment required 
for the expansion of textile division of 
BEXIMCO Limited .
Tenure : 5 Years
Lowest periodic distribution rate of 9%

21



Istisna’a Sukuk : Process Flow

5. Types of Sukuk : Istisna’a Sukuk (Contd.)
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Ijarah is an Islamic lease contract according to which the usufruct of an 
asset (such as automobile, machinery, real estate etc.) is transferred to 
another party. 
This transfer of usufruct is performed in exchange for a rent claimed from 
that party. 
Ijarah contracts are commonly used for structuring Sukuk certificates due to 
their simplicity and wide acceptability among both conventional and Islamic 
investors.

5. Types of Sukuk : Ijarah Sukuk (Contd.)
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According to AAOIFI, Ijarah Sukuk are: “Certificates of equal 
value issued either by the owner of a leased asset or a tangible 
asset to be leased by promise, or they are issued by a financial 
intermediary acting on behalf of the owner with the aim of 
selling the asset and recovering its value through subscription 
so that the holders of the certificates become owners of the 
assets.”
The entity issuing Ijarah certificates is called the seller and the 
person or entity buying the issued certificates is called the 
buyer. The buyer owns the asset and is therefore entitled to a 
share in the rentals from leasing the asset.

5. Types of Sukuk : Ijarah Sukuk (Contd.)
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Ijarah Sukuk: Process Flow

5. Types of Sukuk : Ijarah Sukuk (Contd.)
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(1) Issuer SPV issues Sukuk, which represent an undivided 
ownership interest in an underlying asset or transaction.

(2) The Investors subscribe for Sukuk and pay the proceeds to 
Issuer SPV (the “Principal Amount”). who acts as Trustee on 
behalf of the Investors.

(3) Originator enters into a sale and purchase arrangement with 
Trustee, pursuant to which Originator agrees to sell, and 
Trustee agrees to purchase, certain assets (the “Assets”) from 
Originator.

(4) Trustee pays the purchase price to Originator as consideration 
for its purchase of the Assets in an amount equal to the 
Principal Amount.

5. Types of Sukuk : Ijarah Sukuk (Contd.)

Ijarah Sukuk: Discription of Process
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(5) Trustee leases the Assets back to Originator under a lease 
arrangement (Ijarah) for a term that reflects the maturity of 
the Sukuk.

(6) Originator (as Lessee) makes Rental payments at regular 
intervals to Trustee (as Lessor). The amount of each Rental 
is equal to the Periodic Distribution Amount payable under 
the Sukuk at that time. 

(7) Issuer SPV pays each Periodic Distribution Amount to the 
Investors using the Rental it has received from Originator

Ijarah Sukuk: Discription of Process

5. Types of Sukuk : Ijarah Sukuk (Contd.)
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5. Types of Sukuk : Ijarah Sukuk (Contd.)

Exmaple: Govt. Ijara Sukuk 

The first Sukuk in the country was 
issued by the Bangladesh Bank on 
December 28, 2020 
Total Size: Tk 4,000 crore for the 
projects through an auction. Investors 
submitted bids worth Tk 15,153 crore 
during the auction.
Purpose: for financing safe water 
supply projects across the nation
Tenure : 5 Years
Lowest periodic distribution rate of 9%
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Musharaka is a partnership contract where the parties involved mutually 
decide on sharing profits and losses in a joint business. 
The partners are entitled to participate in managing the business, but it is 
not mandatory to do so.
The profit sharing ratio from the business venture is pre-agreed between 
the partners, either based on their capital contribution ratio or any other 
ratio as mutually agreed. 
The loss, on the other hand, is borne by every partner in proportion to their 
respective capital contribution. 

5. Types of Sukuk : Musharaka Sukuk
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According to AAOIFI Shari’ah Standard No. 17 “Investment Sukuk”, in 
Musharaka Sukuk:
“The issuer of the certificates is the inviter to a partnership with him in a 
specific project or determined activity. The subscribers are the partners in the 
Musharaka contract. The realized funds are the share contribution of the 
subscribers in the Musharaka capital. The certificate holders own the assets 
of partnership with the accompanying profits and losses and are entitled to 
their share in the profits of the partnership, if any.”

5. Types of Sukuk : Musharaka Sukuk 
(Contd.)
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Musharaka Sukuk represent ownership of the investors in the 
underlying asset to be purchased for a Shari’ah compliant 
activity. 
Sukuk holders (investors) have a right to the periodic 
distribution amount and the dissolution amount. 
Musharaka Sukuk can be traded in the secondary market. 
However, trading these certificates is not allowed if the 
Musharaka venture is still in the shape of cash or receivables.
The general principles of the Musharaka contract  are 
applicable on Musharaka Sukuk.

Musharaka Sukuk : General Principles

5. Types of Sukuk : Musharaka Sukuk 
(Contd.)
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Musharaka Sukuk: Process Flow

4. Types of Sukuk : Musharaka Sukuk 
(Contd.)
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Musharaka Sukuk: Description of Processes
(1) Issuer SPV issues Sukuk, which represent an undivided ownership interest in an 
underlying asset or project.
(2) The Investors subscribe for Sukuk and pay the proceeds to Issuer SPV (the 
“Principal Amount”). 
(3) Trustee enters into a Musharaka arrangement with Originator, pursuant to 
which Trustee contributes the proceeds from the issuance of the Sukuk into the 
Musharaka and is allocated a number of units in the Musharaka in proportion to its 
capital contribution.
(4) Originator enters into a Musharaka arrangement with Trustee, pursuant to 
which Originator makes a contribution in cash or in kind into the Musharaka in 
proportion to its capital contribution to the Musharaka. The contributions by the 
Trustee and the Originator collectively form the Musharaka assets (the “Musharaka 
Assets”). 

5. Types of Sukuk : Musharaka Sukuk 
(Contd.)
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Musharaka Sukuk: Discription of Process
(5) On each periodic distribution date Trustee shall receive a pre-agreed 
percentage share of the expected profits generated by the Musharaka 
Assets and, where the Musharaka Assets generate a loss, Trustee shall 
share that loss in proportion with its capital contribution to the Musharaka. 
(6) On each periodic distribution date Originator shall receive a pre-agreed 
percentage share of profits and, where the Musharaka Assets generate a 
loss, Originator shall share that loss in proportion with its capital 
contribution.
(7) Issuer SPV pays each Periodic Distribution Amount to the Investors 
using the profit it has received from the Musharaka Assets.

5. Types of Sukuk : Musharaka Sukuk 
(Contd.)
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Mudaraba Sukuk is an investment Sukuk which represents ownership of 
units of equal value in Mudaraba capital. They are registered in the names of 
the Sukuk holders, based on undivided ownership of shares and the return or 
profit is based on the percentage of ownership shares. Mudaraba Sukuk are 
usually used for encouraging public participation in large investment projects.
Owners of the Mudaraba Sukuk are known as Rab al-maal.
AAOIFI Shari’ah Standard No. 17 “Investment Sukuk” states the following on 
Mudaraba Sukuk:
“The issuer of these certificates is the Mudarib, the subscribers are the 
owners of capital, and the realized funds are the Mudaraba capital. The 
certificate holders own the assets of Mudaraba and the agreed upon share of 
the profits belongs to the owners of capital and they bear the loss, if any.”

5. Types of Sukuk : Mudaraba Sukuk
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Mudaraba Sukuk : Process Flow

4. Types of Sukuk : Mudaraba Sukuk 
(Contd.)
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In Mudaraba Sukuk, 
an SPV is created to issue Sukuk and contribute the proceeds raised 
from the investors as Mudaraba capital. 
The SPV declares a trust over the proceeds and thereby acts as 
trustee on behalf of the investors (Rab al-maal). 
The originator of the Sukuk contributes expertise and acts as Mudarib.
Profits that are generated by the Mudaraba are divided between the 
Rab almaal and the Mudarib as per a pre-agreed profit-sharing ratio. 
The SPV uses the profits it receives from the Mudaraba to make 
periodic payments due under Sukuk. 
The general principles of the Mudaraba contract  are applicable on 
Mudaraba Sukuk.

Mudaraba Sukuk : General Principles

5. Types of Sukuk : Mudaraba Sukuk 
(Contd.)
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This is a type of Sukuk in which two or more Islamic finance contracts are 
used. 

5. Types of Sukuk : Hybrid Sukuk
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Example: IDB Hybrid Sukuk

4. Types of Sukuk : Hybrid Sukuk (Contd.)
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IDB Hybrid Sukuk : Discription of Processes

1.  IDB transfers ownership of assets to ICD (Islamic Corporation for the 
Development of the Private Sector, an entity within the IDB Group).

2. ICD transfers the assets to Solidarity Trust Services which is the SPV.
3. The SPV creates a trust in respect of the assets and issues 5 year 

Sukuk to raise US$ 400 million.
4. SPV appoints ICD as agent to collect receivables from the assets.
5. SPV as trustee makes periodic distribution to investors who have 

secured the Sukuk certificates.
6. IDB provides a guarantee in respect of assets to the trustee to ensure 

that the trustee is able to make the required periodic distributions 
of profit shares to the certificate holders. 

5. Types of Sukuk : Hybrid Sukuk (Contd.)
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6. Asset-backed Vs asset-based Sukuk
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7. Prospect of Sukuk in Bangladesh

Now, Many mega projects are developing in Bangladesh. Like Padma 
Bridge, Metro Rail, mass rapid transit (MRT) etc. There is a need for 
more investment. The demand for this investment can be met through 
Sukuk bonds.”
"Long-term finance for the development of the private sector is 
necessary. We are mostly dependent on commercial banks for any 
financing but banks are not supposed to provide funds for the long 
term," Islam said.
There are many opportunities to launch Sukuk in Bangladesh. It is 
possible to get good returns from this Shari`ah compliant instrument. 
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Recapping Sukuk 
This Session gives an overview of the following
Investment Sukuk are certificates of equal value representing undivided shares in 
ownership of tangible assets, usufruct and services or (in the ownership of) the 
assets of particular projects or a special investment activity. However, this is true 
after receipt of the value of the Sukuk, the closing of subscription and the 
employment of funds received for the purpose for which the Sukuk were issued.
Securitization is the process of packaging a pool of assets that are on an entity’s 
balance sheet into tradable securities that can be sold to investors (through Sukuk) 
in the capital market. It enables entities to provide customers with the required 
services without the compulsion of holding illiquid assets on their balance sheet.
The main parties involved in Sukuk arrangements include: investors, special purpose 
vehicles (SPVs) and originators.
Sukuk are typically of two types – asset backed and asset based. The former involves 
true sale of assets while the latter involves securitization of the receivables only. 
Asset based Sukuk are more popular in the market although asset backed Sukuk 
provide more protection to investors in case of issue default. 
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2. 
Takaful
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Risk is inherent in every human act. Individuals and companies 
are invariably exposed to unexpected tragedies such as loss of 
a bread earner, disabilities, accidents and destruction to 
business and wealth. Planning to protect oneself against 
unforeseen events is not only natural but also encouraged in 
Shari’ah. To satisfy this intrinsic need for self-preservation via 
Shari’ah compliant means, Takaful has emerged as an 
alternative to conventional insurance. Takaful, through its base 
model of promoting cooperation and mutual indemnification of 
losses amongst members, avoiding all Shari’ah prohibited 
elements from prevailing practices in conventional insurance.

Takaful
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Allah SWT says
ْقَوٰى ۖ َوَال َتَعاَوُنوا َعَلى اْإلِْثِم َواْلُعْدَواِن َوَتَعاَوُنوا َعَلى اْلِبرِّ َوالتَّ

Islamic insurance is commonly referred to as 'Takaful' (التكافل), 
an Arabic word derived from the word 'Kafalah' (الكفالة) which 
means ‘guaranteeing each other’. At times, it is referred to as 
cooperative insurance, although not all forms of cooperative 
and mutual insurance are Shari’ah compliant.
Islamic insurance is essentially based on the concept of mutual 
help, brotherhood, solidarity and mutual assistance with respect 
to any calamity that a beneficiary may experience, e.g. loss of 
property, life, etc. 

What is Takaful
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Islamic insurance or Takaful is a form of risk management and can be 
defined as a system whereby members pool their money to mutually 
guarantee each other against loss or damage. The Takaful fund is 
managed by a specialized Takaful company.
AAOIFI defines Islamic insurance as:
… a kind of cooperative insurance, which covers all types of risks, 
under the management of a specialized company that adheres to the 
rules and principles of Islamic Shari'ah. The contract of Islamic 
insurance is based on mutual assistance and donations, whereas the 
compensation received in case of loss or damage associated with risk 
faced, is shared voluntarily among the participants.        
(AAOIFI Shari’ah Standard No. 26 “Islamic Insurance”) 

What is Takaful  (Contd.)
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Why is Conventional insurance not acceptable by Shari’ah

Shari’ah has no objections as to the concept or objectives of insurance; the 
issue is with the way it is practiced. Shari’ah prohibits conventional insurance 
because one party pays a premium for the purchase of a right of indemnification 
for an uncertain event. For a sale contract to be valid in Shari’ah the transfer of 
ownership of counter-value is a must, which does not take place in conventional 
insurance.
An insurance agreement is based on the basic idea of one party protecting the 
other party from unexpected future losses in return for adequate compensation. 
The conventional approach to insurance aims to sell risk for a price. On the 
other hand, the Islamic approach to insurance emphasizes social solidarity, 
cooperation and joint indemnification of losses of the participants (insured 
parties).
Both Islamic and conventional insurance have similar objectives: provide 
protection to individuals or corporates by safeguarding them from financial 
losses and hazards. However, there are certain key issues within conventional 
insurance that deem it impermissible under Shari’ah.
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i. Riba
Both direct and indirect Riba can be found in insurance 
transactions. 

❑ Direct Riba 
Direct Riba is evidenced in the sale of a right for a premium 
paid. Essentially it is sale of some money (premium) by the 
insurer for more money (payment by insurance company in 
case of a loss event). This exchange of money for money of 
unequal amounts is direct Riba. 

❑ Indirect Riba 
Indirect Riba exists when premiums are invested by 
insurance companies in interest-bearing securities such as 
fixed-term interest deposits, bonds and derivatives. Interest 
from these investments is often used in claim payouts to the 
policyholders.

Why is Conventional insurance 
not acceptable by Shari’ah (Contd.)
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Prohibited elements in 
conventional insurance (Contd.)

ii. Gharar
In conventional insurance, neither the insured nor the insurer knows when 
the loss will occur, what the amount of loss will be or whether it will ever 
occur at all. The level of uncertainty is therefore significantly high.
The prohibition of Gharar in Shari’ah implies that any commutative or sale 
contract involving significant uncertainty and/or lacking transparency would 
be invalid
 
iii) Qimar
Qimar is defined as an arrangement in which the acquisition of property is 
contingent upon the occurrence of an uncertain event, as is the case in 
gambling. In conventional insurance, the policyholder stands to lose all the 
premiums paid if the risk does not materialize. On the other hand, he/she 
stands to receive more should a misfortune occur whilst paying a small 
premium. 
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Takaful as an alternative to 
conventional insurance

Takaful is not a new concept. Islamic society has been practicing similar methods of risk 
protection for centuries. However, in its modern form the introduction of Takaful is a 
recent phenomenon.
Contrary to common perceptions Islamic insurance or Takaful is not a new phenomenon. 
In fact, it was practiced by the Arabs of pre-Islamic Arabia and continued after the advent 
of Islam. Islamic scholars point to many different examples that range from pre-Islamic 
bedouin practice to the time of Prophet Mohammad’s (PBUH) life. The formal practice of 
Takaful can be traced to the second century of the Islamic era when Muslim Arabs, while 
expanding their trade into Asia, mutually agreed to contribute to a fund to protect 
themselves in the event of a mishap or piracy along their numerous sea voyages (marine 
insurance).
The modern Takaful industry is only a few decades old. The first Takaful company was 
established in 1979 in Sudan and the second in 1984 in Malaysia. The Grand Council of 
Islamic Scholars in Makkah and the Majma Al Fiqh al Islami played a major role in the 
development of Takaful when, in 1985, they declared that conventional commercial 
insurance was Haram (forbidden) and only insurance based on the application of Shari’ah 
compliant cooperative principles and charitable donations was Halal (permissible).
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Contemporary practice of Takaful

The practice of Takaful differs from one jurisdiction to another in terms of which 
business model is deployed. However, the fundamental operational nuances remain 
the same. The following basic practices form the foundation of Takaful:
 1. Takaful fund: Contributions (donations or Tabarru) from members who wish to 
participate in the Takaful protection (policy holders) are used to create a fund which 
will be used to provide financial help at the occurrence of specified losses. All 
participants contributing funds are partners in indemnifying each other under 
specified risks.
 2. Takaful operator: The Takaful fund requires management. Contributions need to 
be collected and accounted for, whilst claims made by participants need to be 
verified and subsequently paid out. The management of the Takaful enterprise is 
handed over to a Takaful operator.
 3. Management contract: The Takaful operator has no claim over the profit or loss 
incurred by the fund and is in fact a separate entity to the Takaful fund. The Takaful 
operator is mandated by the participants of the Takaful fund to manage the fund 
through a management contract. The Takaful operator is remunerated for its efforts 
through fees against services.
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Types of Takaful business models: 
Mudaraba

Under the Mudaraba model, the operator and policyholders enter into a contract of 
Mudaraba. The policyholders are considered Rab al-maal or owners of the fund, and 
the operator is considered the Mudarib or manager of the fund. The basic features of 
the Mudaraba model are as follows:
The Takaful operator manages the Takaful fund and makes investments in Shari’ah 
compliant avenues;
Profit from the investments is divided according to a mutually agreed ratio between 
the fund and the Takaful operator;
Losses are borne by the fund. In case of deficit, the Takaful operator provides funds 
to the policyholder fund on the basis of Qard al-Hasan. Providing such funds is not 
required by Shari’ah; however, this practice was introduced for practical reasons only 
to tackle temporary deficits that can be covered out of future surplus; and
Note that the Takaful operator’s remuneration does not directly depend on the 
underwriting surplus or shortfall of the fund.
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1. Mudaraba model: Process Flow

The Mudaraba model is the most popular model in different countries.

Types of Takaful business models: Mudaraba (contd.)
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Under the Wakala model, participants are the actual owner of 
the Takaful fund and the Takaful operator acts as an agent (of 
the participants) who manages the fund for a fixed fee. As an 
agent, the operator is entitled to an agency fee (remuneration) 
and a performance fee (as commission). The surplus of the 
participants' investment funds goes to the participants. The 
agency fee rate is fixed annually in advance in consultation with 
the Shari’ah board of the Takaful operator. The performance 
fee, which is related to the level of performance, is given as an 
incentive for good administration and governance of the 
participants' fund.

Types of Takaful business models: Wakalah 

55



2. Wakalah model: Process Flow

Types of Takaful business models: Wakalah  (Contd.)
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Types of Takaful business models: 
Hybrid Wakala-Mudaraba

Under the Hybrid Wakala-Mudaraba model, 
The Wakala principle is applied in the underwriting activities 
while a Mudaraba contract is used in the investment of the 
Takaful funds. 
The Takaful operator is entitled to both an agency fee for 
managing the fund as the Wakeel (agent) and a share of the 
profit for managing the investment of the fund as Mudarib. 
This approach is widely adopted in United Arab Emirates.
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3. Hybrid Wakala-Mudaraba model: Process Flow

Types of Takaful business models: 
Hybrid Wakala-Mudaraba (Contd.)
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Differences between Islamic and conventional insurance
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Differences between Islamic and 
conventional insurance (contd.)
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Differences between Islamic and 
conventional insurance (contd.)
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THE END
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