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Definition of Corporate Governance

"The system by 
which business 
corporations are 
directed and 
controlled"

Sir A. Cadbury, architect of 
UK Combined Code

Dr. Nasser Saidi, 
Executive Director, 
Hawkamah Institute 

for Corporate Governance

OECD definition

"A good 
corporate 

governance is a 
major contributor 

to economic 
growth and 
prosperity"

"Corporate governance 
specifies distribution of 
rights and 
responsibilities among 
different participants in 
the corporation and 
spells out the rules and 
procedures for making 
decisions on corporate 
affairs"



- Malcolm Knight, general manager of the Bank of International Settlements. Summary from his 
presentation to the Islamic Financial Services Board (IFSB)´s Summit 2005 -

What makes a good corporate
governance

Clear goals and alignments 
of interests amongst 
corporate participants 

Clear goals and alignments 
of interests amongst 
corporate participants

Effective exercise of 
stakeholders’ rights 
Effective exercise of 
stakeholders’ rights

Transparency on managers’ 
actions and company data 
Transparency on managers’ 
actions and company data

Accountability StandardsAccountability Standards

Independent and qualified 
audit committees 
Independent and qualified 
audit committees

Codes of conductCodes of conduct Compliance policiesCompliance policies
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Particularities in Takaful governance 
Takaful distinctive corporate features

Conventional insurance is a 
profit-driven corporate 
Conventional insurance is a 
profit-driven corporate

Takaful operator act as the 
policyholders‘ fund trustee 
Takaful operator act as the 
policyholders‘ fund trustee

Thus, its ultimate goal is to 
create shareholder value 
Thus, its ultimate goal is to 
create shareholder value

Thus, its aim is to build a 
profitable and sustainable 
takaful business with these 
funds in order to receive a 
competitive reward 

Thus, its aim is to build a 
profitable and sustainable 
takaful business with these 
funds in order to receive a 
competitive reward

Policyholders aim to receive 
the maximum added-value via 
the insurance product, defined 
in the insurance contract 

Policyholders aim to receive 
the maximum added-value via 
the insurance product, defined 
in the insurance contract

Policyholders act as donors. 
Takaful benefits depend on 
trustee´s quality management. 
So does the fund´s yearly 
surplus, or the corporate profit 
they receive. 

Policyholders act as donors. 
Takaful benefits depend on 
trustee´s quality management. 
So does the fund´s yearly 
surplus, or the corporate profit 
they receive.

Conventional InsuranceConventional Insurance TakafulTakaful
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Particularities in Takaful 
Governance

Regarding Processes, Customs, Policies, Laws and Institutions

Shari'ah principles

Regarding Relationship amongst Stakeholders

Shareholders do not own the solidarity funds. The Participants do, in 
line with Takaful´s trust character.

Both Participants and Shareholders directly compete for payoff (1). 

Participants´ Takaful benefits are not guaranteed by contractual terms, 
but depend on corporate results (2).

Both Shari'ah Board & Management are final decision makers

Shari'ah Board members are usually external experts and on 
operator‘s payroll.

(1) In the Mudarabah model they both share corporate profits. In the Wakalah model participants‘ fund 
surplus share crowds out Takaful management fees

(2) Partipants´ benefits are share of Takaful profits, in Mudarabah model, or fund surplus, in Wakalah 
model.
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Wakalah Model

Policyholders

Takaful fundTakaful fund

Shari’ah 
compliant 

investments

Investment 
profits

Management fees

Shareholders fund

Q
uard H

asan (Interest 
free loan) 

Q
uard H

asan (Interest 
free loan)

Reinsurance 
(Retakaful) 

Reinsurance 
(Retakaful)

ProvisionProvision

Charitable 
donations 
Charitable 
donations

Payment of 100% of the surplus

ContributionsContributions
Payment of fees (Wakalah)

ClaimsClaims

Source: PWC

Surplus / (deficit)
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Mudarabah Model

Policyholders

Takaful fundTakaful fund

Shari’ah 
compliant 

investments

Investment 
profits

Management fees

Shareholders fund

Quard Hasan (Interest
free loan)

Quard Hasan (Interest
free loan)

Reinsurance 
(Retakaful) 

Reinsurance 
(Retakaful)

ProvisionProvision

Charitable 
donations 
Charitable 
donations

Payment of the remaining surplus after 
deduction of payment to the 

shareholders’ fund

ContributionsContributions

ClaimsClaims

Source: PWC

Surplus / (deficit)
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P
aym

ent to the shareholders’fund



Models features
Wakalah Mudarabah

Surpluses repaid to participants

Fee income for Takaful operator

Takaful fund only covers claims

Takaful operator profitability results
from management fees minus costs

Participants give donation (Tabarru) 

Funds invested for shorter periods as 
surplus repaid after claim payment, 
although some surplus builds claim
reserves. 

More suitable for household, vehicle
and general insurance

Profit-sharing by participants

Profit-sharing by Takaful operator

Takaful fund generates profits

Takaful operator profitability depends
on investment performance of 
participant solidarity fund

Participants give insurance premium

Funds invested for longer term with
performance incentives for the 
Takaful operator

More suitable for long-term savings
plans and family Takaful 

Source: Prof. R. Wilson, „Concerns and Misconceptions in the Provision of Takaful“.In: „Islamic Insurance: 
Trends, Opportunities and the Future of Takaful“, Chapter 7, p. 79. Ed. by Sohail Jaffer, Euromoney Books 
(London, U.K.), 2007
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Wakalah Model

Policyholders

Takaful fundTakaful fund

Shari’ah 
compliant 

investments

Investment 
profits

Management fees

Shareholders fund

Q
uard H

asan (Interest 
free loan) 

Q
uard H

asan (Interest 
free loan)

Reinsurance 
(Retakaful) 

Reinsurance 
(Retakaful)

ProvisionProvision

Charitable 
donations 
Charitable 
donations

Payment of 100% of the surplus = 
participants and shareholders 
interests may compete since 

management fees may crowd out 
surplus to be paid

ContributionsContributions
Payment of fees (Wakalah)

ClaimsClaims

Source: PWC

Surplus / (deficit)
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Conflict: fees may also compete 
with future solvency and claim 

payments while managing reserves 
and retakaful protection.



Mudarabah Model

Policyholders

Takaful fundTakaful fund

Shari’ah 
compliant 

investments

Investment 
profits

Management fees

Shareholders fund

Quard Hasan (Interest
free loan)

Quard Hasan (Interest
free loan)

Reinsurance 
(Retakaful) 

Reinsurance 
(Retakaful)

ProvisionProvision

Charitable 
donations 
Charitable 
donations

Payment of the remaining surplus after 
deduction of payment to the 

shareholders’ fund - Participants´ and 
shareholders´ interests may 

compete for share of surplus and 
deficit

ContributionsContributions

ClaimsClaims

Source: PWC

Surplus / (deficit)
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P
aym

ent to the shareholders’fund

Sharia principles and profitability 
goals may compete while going to 
capital markets or choosing 
reinsurance protection

Profit goals may compete with future 
solvency and Takaful benefits 
prospects while managing reserves, 
retakaful protection and profit.



Conflicts of interest – Looking at Takaful 
operators’ corporate roles

Shari’ah board 
interests

Shareholders’ 
interests

Policyholders’ 
interests

Top 
management’s 

interest

Shari’ah-compliant operatorProfit-driven operator
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The three corporate roles of the Takaful operator should be institutionally 
balanced so that the interests of the four stakeholders operate in efficient and 

fair mutual conditions

Custodian of public funds

Takaful 
operator
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Corporate regulation and institutions 
tailored to Takaful

Safeguard 
Participants´ 
interests versus 
Shareholders´ and 
Management´s. 

Safeguard 
Participants´ 
interests versus 
Shareholders´ and 
Management´s.

Facilitate monitoring of 
performance and profits

17

Distribute surplus to 
participants before taking 

reserves and after 
charging incentive fees 

(Wakalah Model)
AssignAssign profitprofit to to 

participantsparticipants beforebefore 
incentiveincentive feesfees, which in , which in 
turn turn shouldshould bebe defineddefined 
beforebefore takingtaking reservesreserves 

(Mudarabah Model)(Mudarabah Model)

Avoid management 
negligence, that may 

lead to loss of 
participants´ savings and 

Takaful benefits

Guarantee minimum 
Takaful benefit, or loss 

cap - even in case of 
solidarity fund deficit

Regulate participants‘ 
representation in 

corporate governance
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Corporate regulation and institutions 
tailored to Takaful

Safeguard 
participants´ and 
shareholders´ 
interests versus 
Management´s 

Safeguard 
participants´ and 
shareholders´ 
interests versus 
Management´s

18

Maintain confidence of 
takaful operators as 

custodians of public funds

Facilitate the 
intermediation role of 

financial system 
(Mudarabah model)

Choose reinsurer based 
on technical risk criteria 

and not commission

2



Corporate regulation and institutions 
tailored to Takaful

Safeguard balance 
between Shari'ah 
compliance and 
economic interests 

Safeguard balance 
between Shari'ah 
compliance and 
economic interests

19

Regulate Shari'ah Board 
members´ shareholding or 
senior management roles 

within company

Define and allocate 
reponsibilities between 

Shari'ah Board and 
Management

Regulate Shari'ah Board 
members´ shareholding or 
senior management roles 
in Takaful operator´s 
competitors 

Regulate Shari'ah Board 
members´ shareholding or 
senior management roles 
in Takaful operator´s 
competitors

4

3
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Application of internationally 
recognised corporate standards on 
transparency, supervisory, risk 
assessment or accountability 
standards (*).

Management monitoring and 
shareholder protection issues

Conflicts of interest in corporate 
practices and regulation.

Custodian of public funds and 
safeguard participants’ interests 
consistent with Shari’ah board 
principles.

*   AAOIFI principles have lately completed international standards as IFSB and IAIS core principles, to 
capture the islamic insurance particularities. For an overview, see 
http://www.bnm.gov.my/microsites/giff2007/pdf/frf/07_02.pdf.

Conclusion 
Critical issues to consider



Implement two-tier corporate 
board, management board and 
supervisory board

Establish and regulate audit 
committee to monitor accounting 
standards, internal control 
processes and hiring of external 
auditors

Improve legal restrictions to avoid 
Shari'ah Board´s potential conflict 
of interests.

Sound risk management 
procedures, to ensure long-term 
viability and high standards of risk 
control.

Conclusion 
Recommendations

* These activities should be in line with Hawkamah institute´s guidelines.

Promote corporate core values on 
accountability, disclosure, 
fairness and transparency via 
active industrial policy (*).



Contact

The information in this presentation does not constitute a sales offer, investment advice or an offer for the acquisition of 
financial products or instruments, and shall not in this regard imply legal obligations for the FWU Group or anybody else 
towards the readers of this presentation. 

This presentation is solely intended to provide information on matters of interest for the readers and such information is not 
meant to replace the knowledge and the judgment of the readers who should make all appropriate inquiries.

Mr. Sohail JafferMr. Sohail Jaffer
Partner, FWU Group

FWU International Branch
4a, rue Albet Borschette

L-1246 Luxembourg
Tel: +352 – 26 197 701
Fax: +352 – 26 197 801

Email: S.jaffer@fwugroup.com
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