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Abstract

The increasing awareness of people to transfersrare risk through takaful has made takaful
to become an important element of Islamic finanmatitution. As we know, insurance is a
conventional financial system that is free to invémir funds in any financial instrument,
without any halal and haram restrictions. In thentext of conventional insurance, the insurance
company normally invests its funds into convenlidnaestment instruments that generate
interest (riba) income.

Takaful serves as an alternative islamically acedptmode of mitigating risk. Takaful has
becoms one of the wealth management instrumemtdionesia and Malaysia that is based on
shariah injunction. To fulfill this concept, Tak&fs required to give priority to the practices and
activities that does not contradict the concepTakaful itself that is based on the injunction of
Al-Quran and Sunnah.

In participant point of view, Takaful operator igpected to be more cooperative (ta’awuniyah)
oriented rather than profit maker. However, Takadpkrator is expected to generate income by
investing some proportion of the fund based on i@hacompliant investment instruments.
Therefore, the purpose of this study is to investighe investment activities of Takaful funds in
Indonesia and Malaysia with critical comparisoninfestment and operational process of two
Family Takaful Companies, namely PT. Asuransi TidkEluarga in Indonesia and Takaful
Ikhlas Sdn. Bhd In Malaysia. The significance a$ gtudy is to know the activities of Takaful
Companies in Indonesia and Malaysia in terms oftrean they use, process of investing the
funds, and distribution of surplus underwriting.



1.0. Background of Study

The increasing awareness and enlightment of thpl@¢o transfer and share risk through takaful
has made takaful to become an important elemeldlarhic financial institutuion. Takaful also
acts as a vital agent in the mobilization of futlgsreby making it an important component for
domestic and international financial system nowatay

Actually insurance is already in existence in ther®mmic system many years ago. As we know,
insurance is a conventional financial system tlsatfree to invest funds in any financial
instrument, regardless of halal and haram resiristi Indonesia is a country with the largest
Muslims population in the world (plus minus 206 Mihs Indonesia citizen’s are Muslim), and
the neighboring Malaysia is also an Islamic countgks a Muslim, we have to follow the
regulation regarding halal and haram in accordamtie Qur'an. As we know Allah Swt has
mentioned in the Al-Qur’an that He conclusively lpitots all forms of riba.

Those who devour usury will not stand except asdstae whom the Evil one by his touch hath
driven to madness. That is because they say: “Tiadée usury,” but Allah hath permitted
trade and forbidden usury ... (QS.275).

And “o you who believe! Observe your duty to Allah, ayiee up what remains riba if you are
true believers. And if you do not, then are waraedar from Allah and his Messenger ...”
(Quran, 2:278-279)

Because Insurance has contains some elements a&f glarar and maysir, thus based on
“Resolution No. 9 on Insurance and reinsurancegftalkemains an alternative contract, which
conforms to the principles of Islamic dealings ba basis of charity and co-operation. Similarly
with re-Takaful based on the principles of co-ofieeainsurance.

Now, we could see there is an alternative formarftact that was proposed and Takaful can be
seen as the Islamic alternative to conventionalrarsce “Takaful not the same as insurance but
rather an alternative to insurance. It operatesamperative principles and incorporates with the
concept of tabarru (donation or gift). Instead afyipg insurance premium, Takaful holders

donate their Takaful contribution to a pool of fuadd use it as mutually assistance to the
members against a defined loss or damage.

When we look at the meaning of donation as a valygift, as it is used in Takaful where there
is a binding contract between the insured and thkaflil operator. More so, in Takaful, all
participants mutually share the risk. As we knowsitso heavy to face the risk alone. The
knowledge to manage, and mitigate the risk is igmarto transfer the risk to another party
insurance company, the uncertainty is transferrech findividual or business enterprise to the
shoulders of others. There is an example in in@gaommpany where the insurance company

! www.islamicfinancetraining.com/tpmo08.php
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will cover the loss of whole family over the entirfe. The problem is that, we do not know
when we will die. As we know, the concept in comi@mal insurance is that participant buys a
policy to cover the loss whereby we do not know mvitewill happen. It is same with buying
something that is uncertainty to happen. And alsargr and gambling that are imposed in the
conventional insurance make it non-compliant tolsihemic principle.

In one hand, we known that Islam prohibit riba, igihand maysir in every economy transaction,
including Takaful. Based on that concept, we dagdhe system used irakaful whether it free
from riba, gharar and maysir or fulfill the congice of shariah instrument or not. Legal and
contractual aspects should become subject shoulzivea more attention. Thus, this research
needs to examine how Takaful Company maintaingnthestment of Takaful funds, with special
focus on legal and contractual aspect in which comm is made between two Takaful
companies, one Takaful company in Indonesia (PTur&ssi Takaful Keluarga), and one
Takaful company in Malaysia (Takaful lkhlas Sdn. dBhThis study also uses critical
comparison of investment and operational systemsh&se two Takaful companies. The
limitation of this study is that, only Family Takéfin each company is investigated.

1.1. The needs for Takaful in Indonesia

The indicator of desirability to use Takaful to m#te risks comes from need of the large
number of Muslim populations in Indonesia. More @ixgize is placed on shariah compliance in
operational activities. The readiness of peoples® Takaful instrument is also an indicator that
necessitate in the using of Takaful, and it is sufgal by education, seminars, and articles and
other form of campaign. The increasing earning ll®fepeople, supported by Micro Takaful
program for small income group, those widening thigect of Takaful in Indonesia also
contribute to the awareness.

When we look at the purpose of developing the Tdkiedelf, which is to indemnify the risk of a
group of people who co-operate amongst themselvesstablish common resources for the
purpose of mutual indemnity. It is added by usirigukan and hadith as a basic principle in
handling its activities. Takaful is operated babkathl, amanah and comfortable point of view,
and still has a purpose to maximize the profit. réfee, Takaful needs to have a good strategy
in maintaining the investment and marketing thedpod. In addition, a strong and pragmatic
regulatory framework would have to exist to ensaremooth and efficient operation for new
entrants into this untapped market in Indonesia.

1.2. The needs for Takaful in Malaysia

The development of the Takaful industry in Malaysiiace the early 1980s was inspired by the
prevailing needs of the Muslim public for a Shar@mpliant alternative to conventional
insurance, as well as to complement the operatiohstamic Bank that was established since
1983.

It was, to a large extent, triggered by the dedsseed by the Malaysian National Fatwa
Committee which ruled that life insurance in itegent form as a void contract due to the
presence of the elements of gharar (uncertainiyga’Rusury) And maisir (gambling). A special
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task force was established by the Government ir2 18&tudy the viability of setting up of an
Islamic insurance company. Following the recommé&nda of the Task Force, the Takaful Act
was enacted in 1984 and the first Takaful operatas incorporated in Malaysia in November
1984.

1.3. Problem Statements

Takaful that becomes one of wealth managementumsint in Indonesia and Malaysia that is
expected to be based on Islamic faith and complighl the principle of Islamic Law in all its
actions and deeds. To fulfill this concept, Takasulequired to give priority to the practices and
activities that do not contradict with the concepilakaful itself in relation with Al-Quran and
Sunnabh.

From participant point of view, Takaful operator expected to be more cooperative

(ta’awuniyah) rather than profit maker. Howeverkdifal operator will still capable to generate

income by investing certain portion of the funddzasn Shariah investment instruments. This is
why in this paper we need to examine the processwasting the fund and the reason why
Takaful invests the funds in those instruments.

1.4. Objective of the study

As we know, in the context of conventional insugnihie insurance company normally invests
their funds in conventional investment instrumeihist generate interest (riba) income. On the
other hand, investment portfolio and operationvéats in Takaful should not involved any riba-

based activities. Thus, the purpose of this stwdjoiinvestigate the investment activities of
Takaful funds in Indonesia and Malaysia in whichtical comparison of investment and

operational process between two Family Takaful Camgs, which are PT. Asuransi Takaful

Keluarga in Indonesia and Takaful Ikhlas Sdn. Bhi¥alaysia.

Significance of this study is to know the acte#iof Takaful Companies in Indonesia and
Malaysia in terms of contract that is used, preadsnvesting the funds, sharing the profits, and
welfare of participants or policy holders.

More specifically, this study is aimed accomplistiesfollowing objectives:
(i) to study the model used in the companies
(i) to examine the method of investing the fundshiese companies

(iii) to criticize the distribution of profit andgaeement of distribution of profit between Takaful
companies and policy holders.

2.0. Development of PT. Asuransi Takaful Keluargalfidonesia) and Takaful Ikhlas Sdn.
Bhd.



2.1. Company’s profile of PT. Asuransi Takaful Keliarga

PT. Asuransi Takaful Keluarga is a subsidiary of BYarikat Takaful Indonesia. It is a shariah
compliance life insurance that was established Bnadgust 1994. PT. Asuransi Takaful
Keluarga was officiated by the Minister of Finanddr,, Mar’ie Muhammad, and successfully
awarded two certificates of ISO 9001:2000 for tighly professional and quality services. One
of the award is from Det Norske Veritas (DNV), Dutand the second from SGS JAS-ANZ,
New Zealand. 99.94% of PT. Asuransi Takaful Kelaarg owned by PT. Syarikat Takaful
Indonesia share, and 0.06% belong to Koperasi Kagalakaful. This composition brings the
superior shareholder ownership composition, whet#® of the shares of PT. Syarikat Takaful
Indonesia is owned by Syarikat Takaful Malaysian.S8hd. This gives the opportunity to this
company to make the awesome management, and aduter&in appreciation as a result for
company’s best performarice

2.1.a. products offered in PT. Asuransi Takaful Kallarga

To attract the potential customers to use shanmurance services in that company, PT.
Asuransi Takaful Keluarga gives some servicesithaeeded by the people. The main focus in
offering the services is to offer an alternative smme people that need to have insurance
protection that is in line with Muamalah and shiatian addition to that concept, some products
that are offered in PT. Asuransi Takaful Keluargh e elaborated in below:

Individual Services:

There is an individual service that offers optinralestment result. In this investment we can
choose the type of investment based on our prefesen

Individual Services Group Services
Takaful Ordinary Banca Assurande Health Takaful

- Takafulink Takaful Alkhairat - Takaful Defrayal| Full Medical
- Investment Takaful Fund | Takaful Self Accident Takaful Family Care
- Self Accident Takaful Takaful Student Accident
- Fulnadi Travel Takaful
- Takafulink Alia
- Takaful Ukhuwah

Group Services:

In addition to that, there is Group Services offeie PT. Asuransi Takaful Keluarga, in which

the participant comes from a group of people thatkwor do activities in the same group, and
willing to protect the group members through usiiadaful services. So, in the diagram we can
see some of products are available Group Services.

* PT. Syarikat Takaful Indonesia Annual Report 2008
® http://takaful.com/index.php/produk/list/



2.2. Company’s profile of Takaful IKHLAS Sdn. Bhd.

Takaful lkhlas Sdn Bhd was incorporated since Sep&r 2002, and is a wholly-owned
subsidiary of MNRB Holdings Berhad, or Malaysiantidaal Reinsurance Berh&dlt is a
Malaysia National Reinsurance company that wabksted in 1965 in order to curtail the ever
increasing outflow of reinsurance premium over&eas

Takaful IKHLAS has, within the seven years of ifgeaations, established a strong presence in
the provision of Islamic financial protection sem$ based on the Takaful System, which is
stresses on the spirit of cooperation and joinpaasibility among participants. Today, the
Company is widely known in the market as a dyndioieand".

There is an ISO recognition for shariah compliaissee, which describes the shariah checklist
that talks about some requirement for any compd@y heed to get indemnification from
Takaful IKHLAS Company. It is stated that Takafit{HLAS does not willing to accept the
potential participant if there is non permissibdgidties conducted in the potential company. As
we know, the activities that are not shariah coame are:

- Related to riba ie commercial conventional ounasice

- Related to maysir i.e. magnum, 4D

- Related to liquor i.e. Carlsberg, Jack Daniets et

- Related to element of syirik, things related trshipping other than Allah

- Related to production of impermissible thingstloings that can be harmful/perilous to the
society e.g. tobacco, cigars, drugs

- Related to non-permissible activities i.e. didaraoke
-Related to things that can bring bad image ortagmn to Takaful Ikhlas Sdn. Bhd.

If there is still a percentage of non permissilévities, the non shariah compliant portions for
these activities must not exceed 30% of total ineowctually this percentage follows the
shariah screening process that is regulated byrBe@ommission Malaysia.

Takaful IKHLAS Company is very strict in implememgi this concept. For some cases where
the company get potential group participant whaeedwner is Non Muslim, and if the activity
of the group with the Non Shariah Compliant acyivgé more than 30%, the Takaful IKHLAS
Company will not hesitate to reject this potenpatticipant.

We can see how that Takaful IKHLAS is following Al@n and Hadits in all its dealing, and
how Allah Swt gives the best thing to the compaflge fact from this concept is that, the
participant number is increasing from time to times

® http://www.takaful-ikhlas.com.my/corporateProfdebutUs.
" http://www.mnrb.com.my/aboutUs/corp_bg.asp



2.2.a. Product Offers in Family Takaful IKHLAS Sdn. Bhd.

For individual participant, the Family Takaful IKHAS services comprised of Rider and Basic,
where underwriting process is different from onedurct to the other products. Products offer in
Basic and Rider FamilyTakaful in Takaful IKHLAS ear

Family Takaful IKHLAS Sdn. Bhd.

Basic Rider
- IKHLAS Savings Takaful IKHLAS critical illness Takaful Rider
- IKHLAS Education Takaful IKHLAS Accidentaal Death & Dissability
- IKHLAS Education Takaful Classic Takaful Rider
- IKHLAS Lifestyle Takaful IKHLAS Waver of contribution Takaful Rider

- IKHLAS Capital Investment Linked Takaful IKHLAS Payor Savings Takaful Rider

- IKHLAS Premier Investment-Linked takafu| IKHLAS Term Takaful Rider

- IKHLAS Wanita Takaful IKHLAS Hospital Benefit Takaful Rider
IKHLAS Immediate Death Takaful Rider
IKHLAS Family Income Takaful Rider

The Takaful IKHLAS Model allows the Company to opize the investment returns to the
participants. It gives us and our family a safety, in case we are totally and permanently
disabled, or diagnosed with a critical illness witthe plan periot

2.3. Operational System in PT. Asuransi Takaful Kalarga
2.3.a. Contract that is used in PT. Asuransi Takafl Indonesia

It is stated in the policy that there is an agresmbetween participant and PT. Asuransi Takaful
Keluarga as a Takaful Operator to use MudharabaysMtakah and Tabarru’ as a contract. In
this contract, half of the participant money wilitpn the special account or tabarru’ account,
and the remaining will put in saving account. Thad in tabarru’ account will be added to the
tabarru’ account from other participants and latsed to cover indemnification for all
participant. The money in saving account will bedifor investment purposes, and the outcome
from the investment will be shared between Takapérator (PT. Asuransi Takaful Indonesia)
and participant based on percentage that has lgeeadaupfront.

Mudharabah Musytarakah is a contract that givelsaaity of Takaful operator to become a fund
manager and also an entrepreneur of the fund. Idhsiabah Musytarakah contract, besides
being an entrepreneur (mudharib), Takaful operatso serve as a fund provider (Shahibul
Maal). The purpose of this contract is to creatstrang fund for investment, and to make
Takaful Operator to be able to increase their pgage in profit sharing. In addition to that, at
the end of the year, if there is a profit, it wile distributed based on percentage of capital
portion. After distributing the profit, Mudharib TP Asuransi Takaful Keluarga) also takes its

8http://www.takaful-ikhlas.com.my/downloads/produatBhures_family.asp



portion as a fund manager. In addition, there hreet parties involve in the system, namely
participants that become the first sahibul maaldinauib that becomes an entrepreneur, and the
hybrid function of mudharib that also becomes #®oad sahibul maal.

Based on Fatwa Dewan Shariah National (Nationali&h@oard) DSN — MUl No. 50/DSN-
MUI/111/2006 regarding Mudharabah Musytarakah sitdefined as: Mudharabah Musytarakah is
a mudharabah contract whereby Takaful operatoosaslsome capital in infestation.

Below is Mudharabah Musytarakah diagram that isluséT. Asuransi Takaful Keluarga:

Shareholder’'s Fund

Ujrah + Surglus Sharing + S/U

—>

T

| I 4.

Companies Income

Operational Expense

Profit

‘ Investment Investment
................................ Result
Takaful | Ujrah ‘
Prenﬂun,;f """
Saving Participant account  ;; ;
Tabarru’ Tabarru’

Insurance

Expense

Reassurance

Claims

...% to Company

...% to Participant

...% to Profident
Func

From this diagram we can see that after participays the premium, it will be directly divided

by three, and put in the three separate accourichvdre ujrah fee for Takaful Operator (PT.
Asuransi Takaful Keluarga), Saving account, andléisé is Tabarru’ Account. Saving account
will be mixed with other participants account, amdl be invested in shariah compliant

instrument. The result from investment will be disited to participants and Takaful operator
based on percentage that is agreed upfront. Rhafitis going to participant will be retained in
the saving account.

In addition to that, if participant still does nbave any claim, there is underwriting process
whereby at the end of the year, the accumulatiorsansing and tabarru’ accounts will be
deducted for insurance expense, reassurance, and’ha remaining of it is called surplus
underwriting, and will be distributed to Takaful &@ptor, participant, and provident fund based

on the percentage that is stated in the policy.

2.3.b Investment Activities in PT. Asuransi TakafulKeluarga




To know the investment activities in PT. Asuransikaful Keluarga, we have to study the
financial statement of that company, and it willdglained over the period of 2005 until 2009.

Financing 2005 2006 2007 2008 2009

Mandatory Deposit 10,500 11,000 - - -
Voluntary Deposit 94,991 83,817 - - -
Mudharabah Time Deposit and - - 109,832 | 114,715 | 153,447
Certified Deposit
Marketable Securities

25,428 58,189 61,379 - -
Shariah Bond

17,650 21,250 37,926 | 70,300 | 135,610
Mutual Fund

- - - 49,558 77,821

Direct Investment

15,681 24,284 - 27,067 49,558
Land and Building

26,308 28,497 22,932 | 25,216 | 26,162
Murabahah Financing

7,353 8,208 6,716 11,012 -
Mudharabah Financing

5,180 - - - -
Total of Investment 203,091 235,227 239,842 2%,86442,598

* in millions rupiah

On the other hand, there is a regulation guidimgTthkaful Company in Indonesia regarding the
percentage of investment in some financial instmiséhat are available in Indonesia. The
regulation explains the percentage of Governmanit lfor each type of instrument. The

regulation is described below:

No Financial Instrument Government Limit
1 Deposit & Shariah Deposit Certificate 10%
2 Certificate and Certificate of Deposit in BPRS 10%
3 Certificate of Wa'diah in Central Bank 20%
4 Islamic Stock Listed in BEJ (20%) 20%
5 Sukuk listed in BEJ 20%
6 Islamic Stock Listed in Foreign Index 10%
7 Sukuk listed in the foreign trading 10%
98 Direct investment 10%

° SK Dijen No. Kep. 4499/LK/2000 at 11 September®00



Of course when the government made this regulatl@government aim is to make sure that
Takaful Company perform effectively. To know whetliee PT. Asuransi Takaful Indonesia is

following the regulation or not, now we check thergentage of participant funds that is put in
each financial instrument one by one. The methdtlas we divide the value of each financial

instrument with the total of investment each ye&iter that we will get the percentage of

investment in every financial instrument.

No Financing 2005 2006 2007 2008 2009 Gov
Limit
1 Mandatory Deposit | 5.2% 4.7% - - - 10%
2 Voluntary Deposit 46.77% | 35.63% | - - - 10%
3 Mudharabah Time - - 45.91% | 38.51% | 34.67% | 10%
Deposit&Certified - - - - - -
4 Marketable Securities| 12.52% | 24.74% | 25.59% | - - 20%
5 Shariah Bond 8.69% |9.03% |15.81% | 23.60% | 30.64% | 20%
6 Mutual Fund - - - 16.64% | 17.58% | 20%
7 Direct Investment 7.72% 10.32% | - 9.09% 11.20% | 10%
8 Land and Building 12.95% | 12.11% | 9.56% |8.47% |5.91% |10%
9 Murabahah Fin 3.62% |3.49% |2.8% 3.70% |- 10%
10 Mudharabah Fin 255% |- - - - 10%

We can see from the table, in 2005, only voluntsgosit (46.77% over 20%) land and building
investment (12.95% over 10%) follows the regulatidhe company put 5.2% in Mandatory
deposit, 7.72% in direct investment, 3.62% in Matadth Financing and 2.55% in Mudharabah
Financing, wherein the government limit for thesstiuments were 10%. In addition to that, the
company also invests 12.52% in Mandatory Depos&9% in Shariah Bond, whereas the
government limit for these instruments is 20%. Blagreevious explanation, it is understandable
that in 2005, most of the funds were invested ipodd, considering many calamities that
happened at that time. It gave rise to higherthekTakaful Company have to cover at that time.

In 2006, the company still invested 4.7% of thedfim Mandatory Deposit out of 10%. , In spite

of this, the company complied with the regulatidtecause most of the percentage of
investments that were put in each financial insgntrwas above the government limit. For
example, the fund put in voluntary deposit was 3%6and the government limit is 10%. In

addition to that, the fund invested in Marketabkr8ities was 24.74%, and the government
limit for this instrument is 20%.

The next was Direct Investment, were in 2006, thamany invested 10.32% of the fund in it,
and also for land and building where the compangsied 12.11% of fund in these instruments,
with the government limit is 10%. However, thererevstill some instruments, such as Shariah
Bond, where the company only invested 9.03% of fuvith the government limit is 20%. More
so, murabahah Financing where the company onlystede3.49% of funds, with the government
limit is 10%, that still did not follow the regulanh.

If we look at shariah bond, where in 2006 thereenest many bonds were traded in the market.
So it is understandable that the company only p28% in this instrument. In addition to that,
the government limit for Shariah Bond instrumentjiste high, which is 20%. In our opinion

10



that there are some reasons why the governmenteordiee Takaful Company to put at least
20% of their funds in Shariah Bond. However, beeanfsindonesia financial condition in 2006,
so we have to therefore give the reasons for timpeoy performance. When we look at the
development of shariah bond, we can see that teep@ge of funds invested in Shariah Bonds
increased in the year after.

In 2007, the funds that was invested in Mudharaliaie Deposit and Certified Deposit was so
high. It was 45.91%, whereas the government limibnly 10%. The company also put 25.59%
of its funds in Marketable Securities, and the gomesnt limit is only 20%. Actually, at that
time, only these two instruments followed the regoh, and the funds invested in other
financial instruments were under the governmenttli®uch as Shariah Bond, where the fund
put in it was 15. 81% only while government limiasv20%, Land and Building investment was
9.56% out of 10%, and Murabahah Financing was 28%®f 10%. So, at those time, not many
investments were followed the government regulation

In 2008, most of the big investment followed thevgmment limit, to the extent that the

investment in Mudharabah Time Deposit and Certifizgposit was 38.51%. There was an
increasing percentage of investment in Shariah Beritere the percentage was 23.60% that
described the seriousness of the company to maiitsaasset liability matching for long run.

Year 2008 was the first year for the company testthe fund in Mutual Fund. So, at that time,
the company began the investment with 16.64% ofuhd put in those instruments. Whereas,
the government limit for this instrument is 20%.vi&ver, because it was a first experience, so
invest money within the government limit was quitelerstandable.

In addition to that, the percentage of investmentlirect investment was still not good. The
company only put 9.09% of its funds in that insteurn The investment in land and building was
only 9.09%, and Murabahah financing was 3.70%, elmerthe government limit for these
instruments is 10%. As an overall assumption, f@estment in the big scale, the company has
followed the regulation. But, for small scale intreent, the company was still not successful in
following the regulation.

On 2009, the company put 34.67% of funds in Mudbetnalime Deposit and Certified Deposit,
whereby the government limit for this investmentLd$6. The company also put 30.64% of its
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investment in Shariah Bond with government limit28f%. In addition to that, there was an
increasing performance in the company, whereblgadtttme the company was success to follow
the regulation in Direct Investment financing. Té@npany invested 11.20% of its fund in that
instrument while the government limit was 10%.

In addition, there were some investments that didl not follow the regulation until 2009,
among which were Mutual Fund that constitute inwvestt of 17.58% out of 20%, and also Land
and Building has investment of 5.91% out of 10%.darall, there was a significant success in
the company’s performance in terms of company'sitghin following the government limit.
The increasing percentage of money invested in Mratlah Time Deposit and Certified
Deposit, gave some indicator that the company toesnhance its performance from time to
time. Besides that, the study suggests that thepaonynhave to give attention to the instruments
do not following the regulation.

2.3.c. Sharing the profit and Underwriting Surplusin PT. Asuransi Takaful Indonesia

After the participants fund are invested, base@mmagreement stated in the policy, the profit (if
any) from the investment activities will be sharfeetween Takaful Operator and participant
based on the percentage that is agreed upfrons. i$hisually done at the end of the year for
each year. The percentage of profit sharing inASlransi Takaful Keluarga that is stated in the
policy is 70:30. It means if there is a profit framvestment, participants will get 70%, and
Takaful operator will take 30% of the profit.

Ujrah/ proft sharing+S.U

_______ i Investment Result
100% . Ujrah (33.3%)
Takaful """ Saving Account33.3% | | Total Saving & = TO Participant
. i1 | Tabarru’ Account: : (30%) (70%;
Premium | Tabarru’ Account 33.3%....;
ng
........................................ nt

As we know in underwriting process, the tabarrutamt will be deducted for insurance

expence, retakaful expense, claim and tax. Allhefin are called underwriting process. The
result of underwriting process will be divided o three elements, which are; the Company
shares the participant share while the remainimpgiisn provident funds.

Actually based on Tagi Utsmany and some other ahatholar opinions, surplus underwriting
ought to be distributed to the participants onlgcduse participants are the real owner of the
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fund, and not the compatly However, based on the umum balwa or public é@sterDewan
Syariah Nasional (DSN or National Syariah Councillndonesia) have made fatwa about it.
This fatwa is supported by the Ministry of Finanaad now it has becomes a regulation (PMK
No. 18/PMK.010/2010). It means that, based on tfierést of the people in Indonesia, the
company still needs to get the distribution of umd#ing surplus to cover the expenses. Beside
that, the surplus are also distributed to the $twdders. Until now the ujrah and profit sharing
from mudharabah mustarakah is still not enougdufgport the company’s performance.

In addition to the above explanation, the ulammdonesia exhibited moderation and flexibility

unlike those moderate ulama in UAE in giving tlaéwa. Because of that, most of Takaful

Companies in Indonesia are using third option. Kéedess, the company gives 0% surplus to
Takaful Operator and tabarru’ fund, and a full 10@%jiven to provident fund.

2.4. Operational System in Takaful IKHLAS Sdn. Bhd.
2.4.a. Contract or Akad that is used in Takaful IKHLAS Sdn. Bhd.

In line with the international and local developrigenn the practice of Islamic financial
protection services, Takaful IKHLAS has adopted\tfi&kalah contract as their system and have
modeled their operations accordingly. Wakalah feren of representative relationship between
Takaful IKHLAS and a participant (Principal/CustatneThus the company, employ the
following contracts to govern the business.

When we look at the diagrammatically illustrationoat the model or contract used in the
company that will describe in the diagram in below:

19 \www.takaful.coop/.../Models%20in%20Takaful%200cté202007 . pdf
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We can see from the model, that the contract betwlee participant and Takaful IKHLAS is
Wakalah model. It means participant appoints TdK&HLAS to become a wakil or participant
representative in managing the fund.

There is an Expense Fund (EF) in the form of Upafee that is given to the Takaful IKHLAS
as a Takaful Operator (TO) that is willing to maaabe participant fund. Based on Takaful
operator efforts, participant pays the Expense Higi) according to the mood of payment. It
can be monthly, quarterly, semi annually or yeadgis.

In addition to that, participant also authorizee frakaful IKHLAS to conduct the affairs of
Takaful business in such that provide protectiomestment etc. on his/her behalf. After signing
the contract, the contribution funds will be puttinparticipant contribution pool. In this pool,
the fund will be divided in to three specific acats) which are Personal Investment Account
(PIA), Personal Risk Investment Account (PRIA), a@e@neral Risk Investment Account
(GRIA).

For GRIA, a portion of the contribution in the istment account is set aside for Tabarru’ at the
onset which will be directed to the Risk Fund (RA&y investment income derived from this
amount shall be allocated to the Risk Fund (RF)this instance, Takaful IKHLAS will not
charge a fund management fee (%). Net surplusitmision will be allocated and administered
on an annual basis.

1 http://www.takaful-ikhlas.com.my/
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2.4.b. Investment activities in Takaful IKHLAS Sdn.Bhd.

Knowing the investment activities in Family TakafHLAS Sdn. Bhd, first we have to look at
financial statement in the company. This paper exlplain the financial statement from 2005

until 2009.
2005 2006 2007 2008 2009

Investment 25,255,336 72,418,278 153,296,287 303,227,620 475,161,178
Investment Properties - - - - 69,965,742
Trade Receivable 2,187,173 | 9,036,763 | 17,447,996 | 30,486,229 | 28,829,012
Other Receivable 115,795| 468,419 | 2,286,908 | 4,531,583 | 7,999,697
Cash & Bank balance 1,873,370 1,779,681 | 4,908,670 | 12,170,103 | 8,559,134
Investment Link Busines - - 5,947,406 |6,554,182 | 6,662,967
Asset

29,431,674 83,703,141] 183,887,267 356,969,717 597,177,730

Actually there is an asset allocation limit, in wief the current market conditions, and the
current portfolio holdings, so the tactical liminse financial year 2010/2011 would be as

follow:

Family PRIA Family PIA BNM Limit

Fund Fund

Low Risk Asset 15% 15% 15%
Equities 5% 20% 30%
Unit Trust Funds 5% 5% 10%
Properties 20% - 20%
Fix Income Securities 50% 50% 50%
Money Market Instruments No Limit No Limit No Limit

The fund that is coming to Family Takaful IKHLAS liwbe divided into two specific funds,
which are Family PIA (Profit Investment Account)daRamily PRIA (Profit Risk Investment
Account). Family PRIA is also called tabarru’ fur@ommonly Family PRIA is for short term
investment purposes, and family PIA is for longrtenvestment basis.
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Investment in low risk asset means investment im fesk instrument such as government
securities. Based on Takaful Act in Malaysia, lask rasset that must be included in every fund,
is at least 15% over the total of the fund. The BMNit for investment in low risk assets is
15%. As a result, Family Takaful IKHLAS invests 1586 the participant funds in low risk
instruments, for Family PRIA fund and also for FnitlA.

In addition to that, the company also invests inies, which involve investment in shares that
are listed in the Security Commission. There isason why the company only invests money in
Security Commission listed. It is to ensure thditirevestment activities that are done by the
company are shariah compliance. In spite of tlatestent, actually the company still has some
strategy to invest the funds in equity.

When we look at the composition of equities, thenpany puts 5% of the participants fund in
family PRIA fund, and 20% of funds in family PIArd. Based on BNM limit, the tactical limit
for equities should be 30%. In addition, the suneauities that put in Family PRIA and Family
PIA fund is only 25%. The study believes that trmmpany has a reason for it. We still
remember that, the characteristic for family Pl1Adslong term investment. Maybe because of
the current fluctuation in the market, and alscalose of some specific reason, the company only
puts 20% of participant funds in it. For Family PRWhereby this account is known as tabarru’
account, all indemnification expense is taken fithis fund, so the company have to secure the
liquidity and only capable to invest 5% of PRIA flgto equities investment.

BNM limit for investment in unit trust is 10%. Inddition, the company also puts 10% of
participant’s fund in unit trust. It comprises &oSrom Family PRIA funds and 5% from Family
PIA funds. Even though unit trust is unmanagedfplot of income-producing securities, but it
is consider a low risk investment, whereas it i8 feturn also. Because unit trust is considered
as fix investment trust, it means the unit trudtbos get a fix dividend periodically. In addition
to that, investment in unit trust will give morengdit to participant.

BNM limit for investment in properties is 20%. Irddition, the company invests 20% in
properties investment whereas all of investmemteisved from family PRIA fund. We should
remember that family PRIA fund is fund for shonnteperiod. But, the family PRIA funds that
are used to invest in properties are used to beylo towers. These towers are used as the
Takaful IKHLAS offices today. Because the particitmmare the owners of the tower, so the
shareholders as a representative of the compangidrg rental income to participants every
month for using the towers.

Fix income securities are known as sukuk. BMN lifiat fix income securities is 50%. In
addition, the Takaful IKHLAS Company puts 50% oftly PRIA fund and 50% of Family PIA
fund in it. Fix income securities are excellentafgial instrument for Family Takaful. Since
Family Takaful has long liability, so the comparhoald make an asset liability matching with
investment in long term investment like sukuk. Ehare retails sukuk in the market. However,
the company mostly prefers to invest in long teraturity sukuk (for 15 years) compares to
retail sukuk.

Lastly is money market instrument. The BNM limit fmoney market instrument has no limit. It
means the percentage of money market instrumeheidalancing amount over the percentage
of other financial instrument. When we calculates temaining percentage is 5%. It means the
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participants fund either from Family PRIA Fund aankily PIA Fund that will be invested in
money market instrument is 5% each. Investmentanay market instrument is for the liquidity
purposes only. MGIA and MSIA are an example ofrimaent in money market. MGIA is for
investment in long term period (3 months, 6 monghsonths or 1 year), and MSIA is for short
term period (1 month, less than one month or 1.dBy¢ MSIA look like overnight market for
Takaful investment financing.

2.4.c. Surplus Underwriting in Family Takaful IKHLA S.

When we look at a diagrammatical illustration fbe tmodel that is used in Family Takaful
IKHLAS, it can be described as below:

st Mmagaree Fee [0

Pad e

Takaful IKHLAS Model

We can see from the model that, there is a sugplderwriting process in the system. We have
previously discussed that; the participant’s cdiiion will be divided and put in to Ta’awuni
Account Pool and investment fund. The investmertt@mue from the fund will go back to
Personal Investment Account (PIA). In addition, avalini Account Pool is also divided into
three funds, which are Expense Fund (EF), Risk K%, and Special Fund (SF). Each of the
type of the fund (except Expense Fund) will be sted in shariah compliance instruments and
the outcome from investment will go back to therseiof the fund, whether it is from Risk Fund
(RF) or Special Fund (SF).

In addition to that, especially for Risk Fund (Rwhere Risk Fund contribution will be added by

investment income and after that deducted by cleetakaful contribution and reserve. After the
process is done, the company will get gross Surpiusl next, the gross Surplus will be
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deducted by Surplus Administration Charge (SAC)18% of the Risk Fund contribution.
Surplus Administration Charge is like a rewardite tompany for successfully managed the risk
fund. The remaining of Gross Surplus after deductibSAC is called Net Surplus. At the end,
Net Surplus will be distributed to Risk Fund (RRd&Participant Investment Account on annual
basis.

There is an issue in Surplus Underwriting thatsediin Takaful IKHLAS, which is based on
AAOIFI Standard, the surplus underwriting cannotcharged as revenue to Takaful Operator,
because the participants are the real owner ofuié, and not the Takaful Operator. It means
AAOIFI disallowed the Takaful Operator to take therplus. On the other hand, there is a
different resolution made by Shariah Committee iakdful IKHLAS where the Shariah
committee is allowing the Takaful Operator to takeplus based on the following arguments:

1. Surplus here is not like sharing of surplus inddarabah, but charging of surplus based on
Al-Ju’alah principle.

2. Surplus here is a reward for the company focessfully managing the risk fund.

3. The company mentions in the contract where timepany will obtain Surplus Administration
charge from the Net Surplus (if any)

4. Surplus Administration Charge is taken basedigks that have been successfully managed
by the company.

Based on that explanation, the contract is bindiegause the company disclosed about the
charging of the surplus administration fee in tloatcact agreement. It means, the participant
knows and agrees with this contract. In additiornthtat, from that explanation, actually the
Takaful Operator will get three revenues from fallog this model, which are:

1. Revenue from the expense fund
2. Revenue or profit from investment

3. Revenue from Surplus Administration charge.

However, we should remember that charging for Itmest Performance Fee is only 10%, and
charging for Surplus Administration Charge is al€86. It means that, the company gives more
benefit (the remaining 90%) to participants in tesfrtaking profit or revenue for the company
itself. It is like the company prefers to expendfare to participants compares to the company.

When we compare the Takaful IKHLAS and the Takafaompanies in Middle East, where

surplus underwriting is disallowed for distributitmthe Takaful Operator, we should remember
that the expense funds in Takaful Company in Middbst is between 80% and 90%. It is
different from Takaful Company in Malaysia or Inésm where the Takaful Company only
takes 10% as an expense fund or investment perfmeniee. In addition to that, charging the
Surplus Administration Expense motivates the corgpgimes better performance in managing
the risk in the system.
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3.0. Critical comparison on investment of Takaful kinds in Family Takaful
A case study of PT. Asuransi Takaful Keluarga, andTakaful IKHLAS Sdn. Bhd.

In this chapter, the study will do some criticahgmarison on investment of Takaful Funds in
Family Takaful, between PT. Asuransi Takaful Kegaaflndonesia) and Takaful IKHLAS Sdn.

Bhd. After doing the critical comparison, the studypes that, there will be a feedback from the
study that can be used to develop the Takaful Camapan the future. In addition to that, the

study will also do comparison in several categotiest will be explained one by one;

3.1. Critical Comparison on Operational Systems thiaare used in the two companies.
3.1.a. Model or contract is used in two Family Takiul Companies

As we know, the model or contract used in PT. Agsiralakaful Keluarga is Mudharabah

Musytarakah. Based on previous explanation, Mudizdraviusytarakah is a contract that gives
authority to Takaful Operator to become a fund nganand also an entrepreneur of the fund. In
Mudharabah Musytarakah contract, besides beingiaapgeneur (mudharib), Takaful Operator
also function as a fund provider (Shahibul Maal).

The purpose of this contract is to create a striumgl for investment, and to make Takaful
Operator to be able to increase their percentageoifit sharing. In addition to that, at the erid o
the year, if there is a profit, profit will be diftuted based on capital contribution. In the tiofie
distributing the profit, Mudharib (PT. Asuransi Edll Keluarga or Enterpreneur) also takes its
portion as a Sahibul Mall or Capital Provider.

To be added, there are three parties involve irsyiseem, which are participants that become the
first Sahibul Maal, Mudharib that becomes an em@egur, and the hybrid function of Mudharib
that also becomes the second Sahibul Maal.

The good thing in using Mudharabah Musytarakahreshis that, Mudharib fund or shareholder
fund (capital or equity in Takaful) can be mixededther with participant’s fund. In addition, if
there is a deficit, it will be burned together, vbeén participants and Takaful Operator
(shareholder).

Shareholder’s Fund
Company Revenue
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When we look at the diagrammatical illustration @eragain, where Mudharabah Musytarakah
contract is applied, based on the diagram, theystmahd that the wakalah contract is applied.
We could see that after the participant pays tleenprm, some percentage of this premium will
be put in Ujrah account. As we know, Ujrah is adeen by the participant to Takaful Operator
for the successfully managing the funds. In addjtidjrah is given in Wakalah contract only. It
is like participant gives salary to Takaful OperatOn the other hand, Ujrah is not given in
Mudharabah contract, since in Mudharabah contthetrevenue for the Takaful Operator come
from profit sharing from investment activities. Bdson that explanation, the study does not
agree if PT. Asuransi Takaful Keluarga definesriwglel that the company used is Mudharabah
model. For that reason, the study proposes PT.afsuil akaful Keluarga to change the name of
the model to become hybrid model. In hybrid motet, company is allows to take an Ujrah fee
as a reward in managing the risk.

In addition to that, the study also does not agfePT. Asuransi Takaful Keluarga uses

“participant premium” as a term for participant (urAs we know, in Takaful, participants agree

to donate or contribute to a pool of fund, to cotlex indemnification that occurs for every

participant’s in the Takaful Company. Based on thtistement, the study suggests that, the
company to use the world “participant contributiam’place of “participant premium”.
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Participant premium or in conventional system chitesurance premium is the periodic payment
for insurance policy. In addition to that, basigdahe term “participant premium” is a term that is
used in insurance policy. In insurance policy; plodicy holders has to pay periodically to cover
the risk in the future, whereby the ownership & thnd will be transferred from policy holders
to Insurance Company. However, in Takaful, we usecept of mutual indemnification, or
taawuni, whereby all participants donate or comtebsome of the funds with the purpose of
helping one another in the case of peril or hazAfter the fund is collected, participant still
owns the fund and Takaful Operator just becomesmager of the fund only. Because of that,
the term participant contribution is preferred lsedicompares to participant premium.

The next issue is regarding using Mudharabah Musk#d contract in the company. Based on
the study explains in previous chapter, where PJuransi Takaful Keluarga uses Mudharabah
contract with profit sharing 70:30, which meand tipeofit that comes from investment activities
will be distributed based on 70% for participantsl 80% for Takaful Operator. So, the study
does not see the capital contribution as an evittenising Musytarakah contract. The study
argument is based on the illustration that is useéde company.

This is the illustration that must be explainedptuticipants before entering the contract. And
also there are some informations about capitalritariion in Akad Mudharabah Musytarakah
that also has to be clearly explained to partidigmefore entering the contract. It means that it
must be stated clearly in the contract how manygrgage of capital contribution is in the
contract, and also it must state the percentageraft sharing between the participant as a
capital contribution (I Rabbul Mal) and Takaful Operator as a Mudharib also as a second
capital contribution (¥ Rabbul Mal). If it is clear, participant will gétetter picture about the
contract that is used in the company. Participatitkmow how much is the actual company’s
capital contribution in the contract. In additidhe participants will be more aware about the
percentage of profit sharing that will be distrigaito participant and to the company. In addition
to that, the study also does not see how much Ruiraksi Takaful Keluarga charges as ujrah
fees, which actually are supposed to be declarétkicontract.

If we look at the model that is used in Family TakdKHLAS Sdn. Bhd. that is called Wakalah
model, whereby it is clearly stated that, after gaaticipants give contribution, some part of
contribution will be put in the expense fund asugnah for Takaful Operator. This operational
system is in line with the characteristic of Wakaitaodel itself.
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Takaful IKHLAS Model

In addition to the contribution goings to the Tataw Account Pool, some parts of the
contribution also go to investment fund. Regardihg name of the fund, the company uses
Mudharabah contract for investing the fund. It neetirat, participants become a capital provider
(Rabbul Mal) and family Takaful IKHLAS becomes amtrepreneur (mudharib) for this fund. It
is also stated in the contract that Takaful IKHLA@II charge 10% as an Investment
Performance Fee. It is likes Takaful IKHLAS whele entrepreneur gets 10% from the profit of
the investment.

If we go back to the name of the contract thatssduin Takaful IKHLAS, which is Wakalah
contract, actually it is not 100% correct, duelte dbccurrence of investment fund that is invested
by Family Takaful IKHLAS. In addition to that, theompany also charges 10% as investment
performance fee. It means that, in the contrach iform only this concept is contrary to the
meaning of Wakalah contract itself. As we know irak&lah contract, Takaful Operator only
gets revenue or Ujrah, as a result for managingfuhd. In addition to that, because Takaful
Operator also takes ujrah, so the study suggeatsRamily Takaful IKHLAS to use hybrid
model in its operational system.

On the other hand, the study still accepts the aissigWakalah model termed as Takaful
IKHLAS even though Mudharabah contract is also Usedhe investment fund. It happens may
be because of the level of people understandingtabakaful model in Malaysia nowadays. If
Takaful IKHLAS said that they use hybrid model, pkeowill be confused, and ironically it will
make them not interested to give contribution ikdfal IKHLAS, and make them run away to
conventional insurance.
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3.2. Critical Comparison on Investment activities m PT. Asuransi Takaful Keluarga and
Takaful IKHLAS Sdn. Bhd.

If we look at the investment activities in PT. Aansi Takaful Keluarga, where most of the funds
are invested in Deposit. Engage investment of depos kind of proposed instrument that is
used to secure the liquidity of funds in Takafulmpmnies. Mandatory Deposit, Voluntary
Deposit, Mudharabah Time Deposit and Certified Bépare the kind of MGIA, which allows
the participant to enjoy the dividend or profit sBhg every month. MGIA or Mudharabah
General Investment Account is a kind of deposit thanvested in short term period (3, 6, 9 or
12 months).

From time to time, PT. Asuransi Takaful Keluargaests most participant’s fund in shariah
deposit, or later we called money market instruméftien we compare with Takaful IKHLAS,
the percentage the company invests in money margtiment is just the remaining percentage
after the funds that is put in other financial rastent over hundred. When we look at the
regulation by Bank Negara Malaysia (or later onocated BNM Limit), the BNM is also doing
the same thing. Why there is a different thingspeapin Indonesia?

When we look at the concept of Family Takaful itselhere the protection for indemnification
is given for long term period, supposedly the fehduld be invested in long term investment,
such as Sukuk. However, most of the sukuk thatase#lable in Indonesia nowadays is retalil
Sukuk with maturity 3 years until 5 years. Usualhe risk happens after three years of
participant contribution of fund to the companyheTissue remained how to cover the risk after
the next five or three years if Sukuk that is aal# in Indonesia is only retail Sukuk? The point
is that, doing investment in Sukuk in Indonesiarently is still not in line with the concept of
Family Takaful itself. It means, the Family Takafgives protection for long period, and
expected that the Takaful Company in Indonesia ke to invest in Sukuk with long term
maturity.

Of course until today, only retail Sukuk and goweemt sukuk with maturity of short term is

available in the system. However, participants réeklik that can give dividend for long period
and appropriate with the concept of Family Takatfsglf. In addition to that, it is the duty for

Indonesian Government to encourage the local coiepaa disburse long term Sukuk, in order
to help Takaful Company to reduce the problem didatity-mismatch.

Regarding the deposit instrument, there is an isghereby the bank that the Takaful Company
used to invest the participant’s fund is considegavindows banking. In window banking, there
is a financial consolidation report at the endhaf period that indicates that the revenue derives
from activities in conventional and shariah ung amixed in consolidation statement. Although
after consolidation, the revenue is distributedkliacthe shariah unit based on the percentage of
working capital that is injected in shariah unitit,othe issue is that, the revenue derives from
conventional and shariah unit is mixed in shortqzerand made us hesitant to the purely shariah
compliance of the investment. In addition, thera isew regulation in Indonesia, called PSAK
Number 101 regarding the arrangement for Islaminakcial report. After shariah unit
successfully implements PSAK Number 101, now we lmacome confident that money that is
invested in shariah unit (such as shariah uniuislip/conventional) is truly shariah compliance.
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To make conclusion about the phenomena that hagpanedonesia, even though investing in
deposit instrument is just for short period, but 8tudy shows that this is the best thing the
Takaful Company can do now to secure the liquidftshe fund, due to lack of Islamic financial
instruments in Indonesia.

Invest in marketable securities means invest imigzhdinancial instrument other than bank. The
examples for marketable securities are Islamicksexchange, Islamic option, Islamic hedging,
Islamic hearing purchase, Islamic pawn broking, Ukukslamic cooperation (BMT) and so on.
Islamic stock exchange is stock that is tradedhiariah market. In Indonesia we called Jll or
Jakarta Islamic Index. JII has its shariah scregpiocess that becomes a requirement for the
stocks to list in JIl. In Malaysia, there is FT8Hrsa Malaysia KLCI with his its own shariah
screening process.

Islamic option is one of Islamic derivative instremnt that protect users against market price
volatility that can happen in the future. Islamition is like bay as salam without asset backed.
Actually in shares we sell the value of the compaltye issue remained how to measure the
value of the company in the future. To measurevétee, we have to use time value of money to
get estimation value for company’s performancehafuture. Getting the value, we have to use
interest as a benchmark to measure the growthwastiment. As we know using interest is
prohibited in Islam. In addition to that, to Islangption more shariah compliant, we estimate the
growth based on the estimation revenue which cbalteken from the actual goods that we are
invested are today. And also Islamic option carbetraded in secondary market according to
international shariah standadfdin addition to this issues, Dewan Shariah Nagdi¢Baariah
National Council) has to make clear regulation rdijey the using of Islamic option in Indonesia
to make this instrument truly shariah compliancayNbe because of those matters, since 2008
PT. Asuransi Takaful Keluarga did not invest in kesiable securities anymore.

In Malaysia, marketable securities we consideregpgties. There is a BNM limit for equities,
which is 30%. Based on that limit, Takaful IKHLASI® BHd. puts 25% of the fund in equities.
Like the name, marketable securities are securdy @re easily tradable. In addition, put a 25%
in equities can make participant’s more confidéyaud the liquidity of asset in Family Takaful
IKHLAS, and such a guarantee to participant thatctbmpany can pay the indemnification in
whatever condition.

Even though PT. Asuransi Takaful Keluarga is nahgisnarketable securities anymore, but
Indonesia still has a regulation to regulate theeegoment limit to invest in marketable
securities, which is 20%. If we compare the pemgatlimit between Indonesia and Malaysia,
the study discover that Malaysia government is meagly serious to develop Takaful industries.
The 30% BNM limit for equities instrument is quadot to prevent all risk that could be coming
every time in Takaful Company.

And next is comparing how PT. Asuransi Takaful Keba is doing investment in Mutual fund,
and how Takaful IKHLAS is doing investment in Uflitust. Since 2008, PT. Asuransi Takaful
Keluarga invests money in mutual fund, and stapgestment in marketable securities.

12 http://www.bnm.gov.my/microsites/giff2007/pdf/i@ession4_c3.pdf
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If we look at the strategy that is used by PT. Assr Takaful Keluarga, the company prefers to
use shares rather than marketable securities eghapts and sukuk. It seems that the company
needs to generate more profit instead of secuhadiguidity of the fund specifically in shares.
Actually it was a good decision, that made partois become more confidence with the
performance of the company. However, the differebeéwveen the two companies is that,
Takaful IKHLAS is following the BNM Limit of 10% ininvesting in Unit Trust Fund every
time. It is likes the company is trying hard to fed the performance of Takaful Companies.
Since 2008, PT. Asuransi Takaful Keluarga that tmgag to invest in Mutual Fund with a good
performance. It invested 16.64% of fund in 2008 &Ab8% of fund in 2009 out of 10%. We
hope that the performance would become betterariture.

In properties investment, PT. Asuransi Takaful Imeia invests participant fund in house that is
located in Bogor. The house is used as a storagestiised to store the company’s documents or
files. On the other hand, for properties investmdiatkaful IKHLAS invested the fund to buy
two towers in Kerinchi area in Kuala Lumpur thae ttowers become the main office of the
company. If we compare the company’s decision,afrge both of them invested the fund to
buy the offices. But the different is that, TakafiHLAS bought the two towers that would be
used for their daily activities, meanwhile PT. Amusi Takaful Keluarga just invested in it, and
use as a storage. Now the study is comparingffeetigeness of using participant’s fund in the
properties investment. The study discovered thapgties investment that done by Takaful
IKHLAS are more preferable and giving more bendbt profit) compares to properties
investment in PT. Asuransi Takaful Keluarga. Thasom is that, first; BNM has already given
the limit of 20% of fund that has to be investedinwestment properties, and the Takaful
IKHLAS also invest it at 20%. It means every yeartgipant’s get revenue from 20% of the
funds that invested in investment properties. Gndther hand, in 2009, PT. Asuransi Takaful
Keluarga, only put 5.91% of participant contribuation properties. It means that, participants
only get revenue from 5% fund that put in thatrnmstent.

Actually there is a government limit for land andiding which is 10%. But, at 2009, the
company was not following it. When we look at thevgrnment regulation itself, that only
regulate 10% for land and building investment, ¢o@ernment also not look at the land and
building could become a solution in the liquidityplem.

From participant’s point of view, Takaful IKHLASedision in property investment is much
better than PT. Asuransi Takaful Keluarga. Regardinthe price of the building that would be
increase from time to time, so, if there is a ldjtyi problem, participant’s right will be secured
with value of the building in the future. And foritecizing the regulation, BNM has been
regulated well to support the performance of Tak&@ompany in Malaysia, compares to
Indonesian Government in properties investment.

The next is fixed income securities that we caku@u In 2009, PT. Asuransi Takaful Keluarga
invests 23.60% of participant contribution in Sukdk addition to that, the Indonesian
Government Limit for investing in Sukuk is 20%. Hewer, BNM limit for Fixed Income
Securities is 50%. Based on that percentage, Fahaikaful IKHLAS invests 50% of Family
PRIA Fund and 50% of Family PIA Fund in Fixed Ine®®ecurities.

Based on the above explanation and due the chasticteof family takaful, Family Takaful
should prefer to invest more in Sukuk. In partiappoint of view, of course they need to get
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dividend for long term period. 50% investments ukuk are able to protect a half of participant

right if the liquidity problem occurs in the Tak&dfQompany. In addition to that, the study gives

suggestion to PT. Asuransi Takaful Keluarga toease the percentage of investing in Sukuk,
even though in 2009 the company invested 23.60%e Study also suggests that Indonesian
Government should encourage market players to dishine long term sukuk in order to help

Takaful Company to engage in manage liquidity.

After a critical comparison between investment\atiéis in PT. Asuransi Takaful Keluarga and
Family Takaful IKHLAS Sdn. Bhd., this study conctudhat, even PT. Asuransi Takaful
Keluarga was eight years older than Family Tak#iHiLAS Sdn. Bhd., but PT. Asuransi
Takaful Keluarga have to learn more from Family dfak IKHLAS Sdn. Bhd regarding the
operational system in Takaful Company. Even thduaged on Earns and Young, the growth for
Takaful Company in Indonesia is 37% per year orhighest growth in Asia, but in term of
protection for participants welfare, PT. Asuransik&ful Keluarga have to learnt more from
Family Takaful IKHLAS Sdn. Bhd. The highest growdh Takaful Company in Indonesia, the
study suggest that, it is just because of big patmis of Indonesia that already and awareness
for using shariah insurance.

The study suggests to the Indonesia Governmentate mroper regulation, such as increasing
the percentage of Government limit for severalrimal instruments. It is due to management of
the liquidity of the company, and to make sureTakaful Company is able to mitigate all risks
in the system. The study also suggests to the gment to impose more control to the Takaful
Company, to make sure that the Takaful Companiksifdhe regulation, in order to help them
to stay longer in the market.

The study also need to gives opinion to Indonestovernment, to add to the financial
institutions that control the development of Takafu Indonesia. If we do study in Takaful
Company in Malaysia, there are six bodies (insideutside the Takaful Company) that control
the activities of Takaful Company, which are:

1. Shariah Committee

2. Shariah Compliance Department
3. Internal Audit

4. Third Party or External Audit

5. Bank Negara Malaysia

6. Security Commission

Especially with Bank Negara Malaysia and Securigmbission, every Takaful Company has
to give report to those bodies every month. Simeget are six bodies all together control the
activities and the systems in the Takaful Compagayticipants become more confident to use
the Takaful services, even though the Takaful Compeever talk about the types of instrument
they used for investing the funds. If Indonesiarv&oment does the same thing, the study
believes that Takaful Companies in Indonesia wibvgrapidly in the future.
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3.3. Critical Comparison on Surplus Underwriting in PT. Asuransi Takaful Indonesia and
Takaful IKHLAS Sdn. Bhd.

When we look at surplus underwriting in PT. Asurafaskaful Indonesia where the Company
divided surplus underwriting in to three segmemswhich are some percentage goes to the
company itself, some percentage goes to particgaghtanother percentage goes to the provident
fund. The problem is that, when the study wenti®dompany and saw the contract agreement,
which stated that surplus underwriting distribut®@0% to provident fund. It is likes the
company is not strong enough in handling the bgsiné\fter 16 years of the company
establishment, the company still need 100% sumphaterwriting to put in provident fund.

From participant point of view, this sound not $ficeent. As we know, in Takaful or in Islamic
insurance, surplus underwriting is the particip@gitt, because the participant itself has becomes
the owner of the fund. It is good if some of thera put in provident fund, but it cannot for
100%.

In addition to that, the study thinks that, the pamy decision to put 100% surplus underwriting
in provident fund is impose the participant itsédfis not logic for company that after existing
for 16 years, they still needs to put 100% of suspinderwriting in provident fund.

Now we can see that, for a whole operational pdasPT. Asuransi Takaful Keluarga,
participants only take profit resulted from investrhactivities only, and no surplus is shared to
participant. From investment point of view, actygarticipants need to take more benefit from
Takaful activities instead of getting indemnifieatiwhen hazard comes. It is participant right to
get surplus sharing from underwriting process asi@owner of the fund. The study thinks that
this issue must be resolved to improve the welddgublic interest. If it is not resolved, there is
no different between Insurance and Takaful in Iredie

The study also found that, Takaful Participant$nitlonesia still does not recognize this issue.
The percentage of surplus sharing is stated irptiiey. Of course before signing the contract,
participant’s at least read the document. Howetver study thinks participants have no enough
knowledge regarding surplus underwriting yet. Etreyugh stated in the policy, participants still

cannot defend their right regarding the percentdgeirplus underwriting itself.

In addition to that, the study needs to encouragel@mia in Indonesia to do more study, more
writing and seminars about Takaful and operati@yatem in Takaful, to increase the people
awareness about Takaful Company. We can start\bggginformation regarding participant’s
right and benefit from Takaful, because actually lasic principle of Takaful itself is so good.
At the end, lets people confident to use the Tdksduvices. If another study found another
weaknesses in operational system in Takaful, legivs time to Takaful Company in Indonesia
to make spick and span in the Company’s performance

When we look at the diagrammatical illustration aneting the operational system in Family
Takaful IKHLAS, whereby 10% of surplus underwritingvould become a Surplus
Administration Charge (SAC) to the company, and teenaining will be distributed to
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Participant Investment Account (PIA) and Risk FuRig). In this matter, from the remaining
surplus underwriting after deducted by SAC, 50% wiflll go to PIA and another 50% will go to
RF. For example if Net Surplus is RM 100, RM 10 Wowe charged as a Surplus
Administration Charged (SAC), and the remainind o distributed RM 45 to PIA, and RM 45
to RF.

There is an issue where some scholars said thatTakaful fund and any profit or surplus
sharing arising there from it do not, in principtelong to the Takaful Operator. They belong to
the Takaful Participants collectively. The Takafdperator cannot take any portion of the
contribution monies from the fund. And this concsgtves as a fundamental difference between
commercial insurance operational model and takefirational modéf. When the study do
research in Family Takaful IKHLAS, company saidtttfee reason why Takaful Operator take
some portion of underwriting surplus is supportgdsbariah committee in that company. Why
Shariah committee supports it? Because in Arabtcpuhakaful Operator charges expense fund
until 80% or 90% from contribution fund. But the KBful Companies in south East Asia only
gets around 10% until 20%of revenue. The problemares how the company can survive in
handling the big claims or risks, at the same tithey only get small return. In addition to that,
the company considers that surplus is not likeisgathe profit, but as a charging for surplus
itself, and achievement in handling the risk fuBesides that, the company mentions in the
contract that the company will charge a Surplus Adstration Charge as 10%. And then, profit
is derived based on the risks taken by the compahéhunmu Bil Ghunmi).

When we analyze the operational system in Famikaitd IKHLAS more deeply, risk fund is
owned by participant. When there is a deficit imguhssupposedly participant has to bear the
risk. However, the company cannot do that. It ispassible for the company to go to the market
and meets participants one by one to get the tof itps practiced in the Takaful, participants
may run away and go to conventional insurancedtht®n to that, in the practice, the company
or the shareholders themselves bears the defittitgiring Qardhul Hasan to participants. So, in
the case of deficit, shareholders will top up.Ha tase of surplus, why not shareholder gets 10%
of it as a Surplus Administration Charge.

On the other hand, there is no deficit occurremc&akaful IKHLAS yet. So, to be in line with
AAOIFI standard that generally disallowed to shsueplus sharing with Takaful Operator, why
not a whole surplus is given back to participant, the percentage of expense fund could be
higher than today. In addition to that, regardihg teficit that has to be borne by the Takaful
Operator when it occurred, actually the study thittiat, it becomes a motivation for the Takaful
Company to perform well, so the deficit problemlwiéver occur. However, because Takaful
IKHLAS is still an average Takaful Company, so utdday the company is not ready to use this
concept.

4.0. Conclusion and Recommendation

The study was doing critical comparison in operalosystems that comprise of contract or
model that is used in the companies, investmenvites, and also distribution of surplus

13 Ali, Engku Rabiah Adawiah (2008). Essential GuldeTakaful (Islamic Insurance). CERT. Page 42.
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underwriting in the two Takaful Companies, whicle &@T. Asuransi Takaful Keluarga and
Takaful IKHLAS Sdn. Bhd.

The study began with giving introduction about Takathe difference between conventional

insurance and Takaful, the reason why as a Muslienhave to prefer to choose shariah
insurance (Takaful) compares to conventional instea The study also explained the reason
why needed to conduct this research. At the enpohtodduction, the study explains the three

variables that would be discuss in this paper.

The next chapter, the study was explained and sssabout the companies profile, comprises of
product offered and operational systems, that @ilded in to three part, which are the contract
is used, investment activities, and mechanism aoiis) the profit and surplus underwriting.

In Chapter three, the study was doing critical cangon on operational system in the two
companies. And at chapter four, the study is d@ogcussion and Recommendation.

To conclude, the study thinks that there are maimgs that need to be done to increase the
performance in the two Takaful Companies. Especialt PT. Asuransi Takaful Keluarga, the
study recommends the company learns how to have goe@stment strategy from Takaful
IKHLAS Sdn. Bhd.

In addition to that, the study suggests to Indaresbovernment to do significant controlling
development to Takaful Company. Based on Regulationber 21 at 2008, The Central Bank
does not have authorization to control the InsugamrcTakaful systems in Indonesia. However,
Insurance and Takaful are controlled by BAPEPAM (&p Market Superintended Body).
There is a new regulation that officially used sir&010, that the new body called “Otoritas Jasa
Keuangan” or Financial Services Authority that wgillpervised the financial services (including
Insurance and Takaful) and money market instrumenteans that there will be new financial
regulation that more tighten to supervise the perémce of Takaful Company. After it is
implemented, there will be three body that supertiee development of Takaful Company in
Indonesia, which are Dewan Shariah Nasional (DSIStariah National Council), BAPEPAM
(Money Market Superintended Body, and Otoritas Jasaangan (OJK or Financial Service
Authority).

We hope that, the three bodies will apply its fiored accordingly. Especially for OJK, we

advise to this body to make good superintendecesysb control the operational activities in

Takaful instruments, and doing reinforcement in toghng risk management systems. In

addition to that, the regulation describes aboeatpércentage of Government limit for each type
of instrument based on SK Dijen No. Kep. 4499/LKIQ(at 11 September 2000. Actually it

likes Capital Adequacy Ratio for Takaful Compangtthave to fulfill by the Takaful Company

itself to secure the risks in the system. Accordiogthis explanation, the strengthened
supervision needs to apply.

For Takaful IKHLAS Sdn. Bhd. the study hopes thae tcompany will improve their

performance to be more effective and efficientiitake them able to compete with the best
player in the market today. The study also hopasttie company will do intensify research and
development efforts to create the range of Takafodiucts that meets the customer requirement.
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At the end, the study suggests to further studyotaluct research in General Takaful, and makes
critical comparison between General Takaful Comgmnn South East Asia and Uni Emirat
Arab. The study estimates that there will be mer@wedge acquired from further study, which
can be used to develop Takaful industry in worldawid
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