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OBJECTIVES OF THE 

PRESENTATION
To explain the differences in the 

treatment of surplus between 

conventional insurance and Takaful

To highlight several issues 

surrounding the management of 

takaful surplus and come out with 

some possible solutions to solve 

the issues
This presentation is the summary of a study prepared using 

library/literatures based method.
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Underwriting Takaful Surplus

 Underwriting surplus is the excess of the

total contributions paid by policyholders

during a financial period over the total

indemnities paid in respect of claims

incurred during the period, net of

reinsurance and after deducting

expenses and charges in technical

provisions (AAOIFI, 2010).

 Effective Management of Takaful surplus

is very important to ensure long term

viability of Takaful fund.



Differences in The Treatment of Surplus 

between Conventional Insurance and 

Takaful

 In conventional insurance, the underwriting 

surplus is treated as a part of the company’s 

operating profit, thus it is reported in income 

statement of the company.

 In Takaful, since the contributions are wholly or 

partially donated (tabarru’) by the policyholders, 

the underwriting surplus is distributed among the 

policyholders (AAOIFI, 2010) . It should be 

reported in a separate statement called 

“Statement of the Policyholders’ surplus” 

(AAOIFI, 2010).

 In Takaful, underwriting surplus is not a part of 

the company’s operating profit.
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ISSUES 
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OF
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Divergence Methods of

Surplus Distribution

(Wan Ismail and Birch, 2012)

Lack of Shariah 

Compliant 

Investment Vehicles 

with Sufficient 

Liquidity

(Jaffer et al, 2010; 

Zanolini, 2012)

Relatively less developed

Retakaful Market

(Jaffer et al, 2010)

Inconsistency in Tabarru’ 

Pricing 

(Wan Ismail and Birch, 2012)
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Shari’ah Rulings on Distribution of 

Surplus

 It is widely accepted that underwriting

surplus cannot be described as a profit

for the takaful company since the

surplus is derived from the

contributions .

Therefore, policyholders have the

exclusive rights to the surplus (AAOIFI,

2010)



Shari’ah Rulings on 

Distribution of Surplus (Cont)
 However, there are some fatwas issued by

shariah boards that permit shareholders

(Takaful Operators) to share in underwriting

surplus with the policyholders.

 In order to give incentive for prudential

underwriting practice, on top of the fee, a part

of the underwriting surplus can also be given

to the operator, depending on the level of the

performance.

 However, the underwriting loss, if any, has to

be borne only by the participants.



Takaful Surplus Distribution 

Methods (AAOIFI)
1. Allocation of surplus to all participants,

regardless of whether or not they have made
claims during the financial period.

2. Allocation of surplus only among participants
who have not made any claims during the
financial period.

3. Allocation of surplus among those who have
not made any claims and among those who
have made claims of amounts less than their
contributions, provided that the latter category
of participants should receive only the
difference between their contributions and
their claims.
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Takaful Surplus Distribution 

Methods (AAOIFI)
4. Allocation of surplus between policyholders 

and shareholders.

5. Allocation of surplus by using other methods:

- The operator partially distributes the surpluses 

to participants and holds the remainder as 

“contingency reserves.

- The operator doesn’t distribute any surpluses to 

the participants on the basis that a donation is 

unconditional as under waqf model and hence 

the surplus is donated to charity. 
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Possible Impacts from Lack of 

Uniform Surplus Distribution Practice

 Unaware customers will loose 

confidence in Takaful products simply 

due to confusion and or feel that they 

are inequitably treated.

 It also presents challenges in 

accounting for and monitoring takaful 

business.

 Therefore, regulators need to require 

takaful operators to put a transparent 

surplus management policy in place.
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Inconsistency in Tabarru’ Pricing:

Conservative Vs Competitive Methods

 How the amount of tabarru’ is priced?

 If it is priced using conservative method 

with the tabarru’ amount should be able 

to cover the expected claims as well as 

capital, all surplus should be returned to 

participants.

 However, competition or the need to 

keep the cost affordable for target 

customers may prevent a takaful 

operator from conservative tabarru’ 

pricing.
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Inconsistency in Tabarru’ Pricing 

(Cont)

 As a result, Takaful operators have to retain 

a certain portion of the surplus to cushion 

future adverse experience

 A Takaful operator is justified to get an 

incentive from Takaful surplus only when 

good underwriting and other management 

of risk in place (actual experience 

outperforming expected results)

 Otherwise, it might be viewed as unfair 

practice by policyholders (participants)
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Lack of Shariah Compliant Investment 

Vehicles with Sufficient Liquidity

 The are relatively limited ranges of 

Shariah-compliant asset (Sukuk, Equity 

and Real Estate

 Competitions with Islamic banks in 

purchasing short term sukuk in the 

primary market

 Relatively Illiquid and expensive 

secondary market for sukuk 

 As a result, it exposes takaful operators 

to higher investment risks when they 

invest the takaful surplus. 
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Relatively less developed

Retakaful Market
 Retakaful plays a big role in influencing the 

surplus positively or negatively.

 Choosing the best retakaful agreement is one of 

the key factors for long term viability of takaful 

fund.

 However, retakaful market is still relatively less 

developed hence it forces some takaful operators 

to use the service of conventional reinsurance 

companies. This practice rises shariah issues.

 Although the emergency reason might be used to 

legitimate the practice, there should be more 

efforts to develop retakaful markets, thus at the 

end no more takaful funds are ceded to 

conventional reinsurance companies.
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POSSIBLE SOLUTIONS
 Regulators need to issue “guidelines on takaful 

operational framework” in order to tackle the 

issues of lack of uniform in surplus distribution 

as well as inconsistency in pricing tabarru’.

 Islamic finance stakeholders need to develop 

more Islamic capital and money market 

instruments that are easily tradable in 

secondary market in order to address the 

issues of lack Shariah Compliant Investment 

Vehicles with Sufficient Liquidity.

 Development of Retakaful market should be the 

focus of all industry stakeholders in order to 

avoid Takaful companies using the service of 

conventional reinsurance companies 
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Conclusion
 Effective Management of Takaful surplus is

very important to ensure long term viability of

Takaful fund.

 However, there are several issues that should

be addressed in order to promote an effective

management of takaful surplus.

 All industry stakeholders need to find out

solutions to the above issues, thus sound

takaful industry can be put in place.
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