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Islamic Insurance and Takaful

Aaoofi is a concept in Islamic insurance and Takaful that refers to the distribution of surplus funds among
the participants of a Takaful fund. The surplus funds are typically generated from the investment returns of
the Takaful fund and are distributed to the participants in the form of dividends or refunds. The distribution
of surplus funds is usually based on the individual participant's contribution to the Takaful fund and their
level of risk exposure. Related terms include Tabarru and Mudaraba, which are also concepts used in Islamic
insurance and Takaful.

Actuarial science is the discipline that applies mathematical and statistical techniques to assess risk in
insurance and Takaful products. Actuaries use statistical models and data analysis to estimate the likelihood
and potential impact of future events, such as natural disasters or accidents, and to determine the
premiums that should be charged for insurance and Takaful products. In the context of Islamic insurance
and Takaful, actuaries must also consider the principles of Shariah law and ensure that the products they
design are compliant with these principles.

Agency theory is a concept in economics and finance that refers to the relationship between a principal and
an agent. In the context of Islamic insurance and Takaful, the principal is typically the participant or
policyholder, and the agent is the Takaful operator or insurance company. The agent has a fiduciary duty to
act in the best interests of the principal, and agency theory provides a framework for understanding the
incentives and motivations of the agent. Related terms include Mudaraba and Musharaka, which are also
concepts used in Islamic finance and insurance.

Akad is a term used in Islamic finance and insurance to refer to a contract or agreement. In the context of
Takaful, an akad is a contract between the Takaful operator and the participant, which outlines the terms
and conditions of the Takaful arrangement. The akad must be compliant with Shariah law and must include
provisions for the distribution of surplus funds and the settlement of claims.

Annuity is a type of insurance product that provides a guaranteed income stream to the policyholder for a
specified period of time. In the context of Islamic insurance and Takaful, annuities are designed to be
compliant with Shariah law and may involve the use of Mudaraba or Musharaka contracts. The annuity
payments are typically funded from the investment returns of the Takaful fund, and the policyholder has the
option to receive a lump sum payment or a series of regular payments.

Arbitrage is a concept in finance that refers to the practice of taking advantage of price differences between
two or more markets. In the context of Islamic insurance and Takaful, arbitrage may involve the use of
hedging strategies to manage risk and maximize returns. However, arbitrage must be compliant with
Shariah law, which prohibits the exploitation of price differences for personal gain. Related terms include
gharar and maisir, which are also concepts used in Islamic finance and insurance.

Asset allocation is the process of dividing a portfolio of assets among different classes of investments, such
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as stocks, bonds, and real estate. In the context of Islamic insurance and Takaful, asset allocation is used to
manage the investment portfolio of the Takaful fund and to ensure that the investments are compliant with
Shariah law. The asset allocation strategy must take into account the risk tolerance and investment
objectives of the participants, as well as the principles of Shariah law.

Asset-backed security is a type of financial instrument that is backed by a pool of assets, such as mortgages
or credit card debt. In the context of Islamic insurance and Takaful, asset-backed securities may be used to
fund Takaful products, such as Takaful bonds or sukuk. The asset-backed security must be compliant with
Shariah law, which prohibits the use of interest-bearing instruments. Related terms include ijara and istisna,
which are also concepts used in Islamic finance and insurance.

Bai al-inah is a type of Islamic financing arrangement that involves the sale and purchase of an asset. In the
context of Islamic insurance and Takaful, bai al-inah may be used to fund Takaful products, such as Takaful
bonds or sukuk. The bai al-inah arrangement must be compliant with Shariah law, which prohibits the use
of interest-bearing instruments. Related terms include murabaha and ijara, which are also concepts used in
Islamic finance and insurance.

Bai bithaman ajil is a type of Islamic financing arrangement that involves the sale of an asset on a deferred
payment basis. In the context of Islamic insurance and Takaful, bai bithaman ajil may be used to fund Takaful
products, such as Takaful bonds or sukuk. The bai bithaman ajil arrangement must be compliant with
Shariah law, which prohibits the use of interest-bearing instruments.

Capital adequacy is a concept in finance that refers to the amount of capital that a financial institution must
hold in order to cover its risks and ensure its solvency. In the context of Islamic insurance and Takaful,
capital adequacy is an important consideration, as Takaful operators must ensure that they have sufficient
capital to cover their liabilities and meet their obligations to participants. The capital adequacy
requirements for Takaful operators are typically set by regulatory authorities and must be compliant with
Shariah law.

Cash flow is the movement of money into or out of a business or financial institution. In the context of
Islamic insurance and Takaful, cash flow is an important consideration, as Takaful operators must manage
their cash flow in order to meet their obligations to participants and to ensure the solvency of the Takaful
fund. The cash flow of a Takaful operator must be compliant with Shariah law, which prohibits the use of
interest-bearing instruments.

Claim is a request made by a policyholder to an insurance company or Takaful operator for payment of a
loss or damage. In the context of Islamic insurance and Takaful, claims are typically settled in accordance
with the terms and conditions of the Takaful arrangement, which must be compliant with Shariah law. The
claim settlement process must be fair and transparent, and must take into account the principles of tabarru
and mudaraba.

Commodity is a physical substance or product that is traded on a market. In the context of Islamic insurance
and Takaful, commodities may be used as an investment asset, such as gold or oil. However, the use of
commodities as an investment asset must be compliant with Shariah law, which prohibits the use of gharar
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and maisir.

Contract is an agreement between two or more parties that is enforceable by law. In the context of Islamic
insurance and Takaful, contracts must be compliant with Shariah law, which prohibits the use of interest-
bearing instruments and requires that contracts be fair and transparent. The contract must include
provisions for the distribution of surplus funds and the settlement of claims, and must be based on the
principles of tabarru and mudaraba.

Contribution is a payment made by a participant to a Takaful fund. In the context of Islamic insurance and
Takaful, contributions are typically used to fund the Takaful arrangement and to provide protection to
participants. The contribution must be based on the principle of tabarru, which requires that participants
contribute to the Takaful fund on a voluntary basis.

Corporate governance is the system of rules, practices, and processes by which a company is directed and
controlled. In the context of Islamic insurance and Takaful, corporate governance is an important
consideration, as Takaful operators must ensure that they are managed in a transparent and accountable
manner. The corporate governance framework must be compliant with Shariah law, which requires that
companies be managed in a fair and just manner.

Credit risk is the risk that a borrower will default on a loan or debt obligation. In the context of Islamic
insurance and Takaful, credit risk is an important consideration, as Takaful operators must manage their
credit risk in order to ensure the solvency of the Takaful fund. The credit risk must be managed in
accordance with Shariah law, which prohibits the use of interest-bearing instruments.

Derivative is a financial instrument that derives its value from an underlying asset or market. In the context
of Islamic insurance and Takaful, derivatives may be used to manage risk and maximize returns. However,
the use of derivatives must be compliant with Shariah law, which prohibits the use of gharar and maisir.

Diversification is the practice of spreading investments across different asset classes and markets in order to
manage risk and maximize returns. In the context of Islamic insurance and Takaful, diversification is an
important consideration, as Takaful operators must manage their investment portfolios in order to ensure
the solvency of the Takaful fund. The diversification strategy must be compliant with Shariah law, which
prohibits the use of interest-bearing instruments.

Donation is a payment made by a participant to a Takaful fund on a voluntary basis. In the context of Islamic
insurance and Takaful, donations are typically used to fund the Takaful arrangement and to provide
protection to participants. The donation must be based on the principle of tabarru, which requires that
participants contribute to the Takaful fund on a voluntary basis.

Endowment is a type of insurance product that provides a lump sum payment to the policyholder on the
maturity of the policy. In the context of Islamic insurance and Takaful, endowments are designed to be
compliant with Shariah law and may involve the use of Mudaraba or Musharaka contracts. The endowment
payments are typically funded from the investment returns of the Takaful fund, and the policyholder has the
option to receive a lump sum payment or a series of regular payments.
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Equity is the ownership interest in a company or asset. In the context of Islamic insurance and Takaful,
equity is an important consideration, as Takaful operators must manage their equity in order to ensure the
solvency of the Takaful fund. The equity must be managed in accordance with Shariah law, which prohibits
the use of interest-bearing instruments.

Financial reporting is the process of preparing and presenting financial statements and reports to
stakeholders. In the context of Islamic insurance and Takaful, financial reporting is an important
consideration, as Takaful operators must ensure that their financial reports are transparent and compliant
with Shariah law. The financial reports must include information on the Takaful fund's investments, claims,
and surplus funds, and must be based on the principles of tabarru and mudaraba.

Fund management is the process of managing a portfolio of investments on behalf of a client or investor. In
the context of Islamic insurance and Takaful, fund management is an important consideration, as Takaful
operators must manage their investment portfolios in order to ensure the solvency of the Takaful fund. The
fund management strategy must be compliant with Shariah law, which prohibits the use of interest-bearing
instruments.

Gharar is a concept in Islamic finance that refers to the sale of something that is not in existence or is not
deliverable. In the context of Islamic insurance and Takaful, gharar is prohibited, as it is considered to be a
form of speculation or gambling. Related terms include maisir and riba, which are also concepts used in
Islamic finance and insurance.

Hedging is a risk management strategy that involves taking a position in a security or market to offset the
risk of another position. In the context of Islamic insurance and Takaful, hedging may be used to manage
risk and maximize returns. However, the use of hedging strategies must be compliant with Shariah law,
which prohibits the use of gharar and maisir.

ljara is a type of Islamic financing arrangement that involves the leasing of an asset. In the context of Islamic
insurance and Takaful, ijara may be used to fund Takaful products, such as Takaful bonds or sukuk. The ijara
arrangement must be compliant with Shariah law, which prohibits the use of interest-bearing instruments.
Related terms include murabaha and istisna, which are also concepts used in Islamic finance and insurance.

Insurable interest is the financial interest that a policyholder has in a risk or asset. In the context of Islamic
insurance and Takaful, insurable interest is an important consideration, as policyholders must have a
legitimate financial interest in the risk or asset that they are insuring. The insurable interest must be based
on the principle of tabarru, which requires that policyholders contribute to the Takaful fund on a voluntary
basis.

Insurance is a contract between an insurer and a policyholder that provides protection against a specific risk
or loss. In the context of Islamic insurance and Takaful, insurance is designed to be compliant with Shariah
law and may involve the use of Mudaraba or Musharaka contracts. The insurance contract must include
provisions for the distribution of surplus funds and the settlement of claims, and must be based on the
principles of tabarru and mudaraba.

Read online: https://certificates.Isba.org.uk/glossaries/3926685/ London School of Business and Administration - 22 Jun 2026
islamic-insurance-and-takaful



LSBA GLOSSARY

LONDON SCHOOL OF BUSINESS
AND ADMINISTRATION

Investment is the act of putting money into a financial asset or market with the expectation of earning a
return. In the context of Islamic insurance and Takaful, investment is an important consideration, as Takaful
operators must manage their investment portfolios in order to ensure the solvency of the Takaful fund. The
investment strategy must be compliant with Shariah law, which prohibits the use of interest-bearing
instruments.

Islamic banking is a type of banking that is compliant with Shariah law and prohibits the use of interest-
bearing instruments. In the context of Islamic insurance and Takaful, Islamic banking is an important
consideration, as Takaful operators must manage their financial transactions in accordance with Shariah law.

Islamic finance is a type of finance that is compliant with Shariah law and prohibits the use of interest-
bearing instruments. In the context of Islamic insurance and Takaful, Islamic finance is an important
consideration, as Takaful operators must manage their financial transactions in accordance with Shariah law.

Istisna is a type of Islamic financing arrangement that involves the purchase of goods or services on a
deferred payment basis. In the context of Islamic insurance and Takaful, istisna may be used to fund Takaful
products, such as Takaful bonds or sukuk. The istisna arrangement must be compliant with Shariah law,
which prohibits the use of interest-bearing instruments.

Liability is a debt or obligation that a company or individual owes to another party. In the context of Islamic
insurance and Takaful, liability is an important consideration, as Takaful operators must manage their
liabilities in order to ensure the solvency of the Takaful fund. The liability must be managed in accordance
with Shariah law, which prohibits the use of interest-bearing instruments.

Liquidity is the ability of a company or financial institution to meet its short-term obligations. In the context
of Islamic insurance and Takaful, liquidity is an important consideration, as Takaful operators must manage
their liquidity in order to ensure the solvency of the Takaful fund. The liquidity must be managed in
accordance with Shariah law, which prohibits the use of interest-bearing instruments.

Maisir is a concept in Islamic finance that refers to the sale of something that is not in existence or is not
deliverable. In the context of Islamic insurance and Takaful, maisir is prohibited, as it is considered to be a
form of speculation or gambling. Related terms include gharar and riba, which are also concepts used in

Islamic finance and insurance.

Mudaraba is a type of Islamic financing arrangement that involves the investment of funds by a financier in
a business or project. In the context of Islamic insurance and Takaful, Mudaraba may be used to fund Takaful
products, such as Takaful bonds or sukuk. The Mudaraba arrangement must be compliant with Shariah law,
which prohibits the use of interest-bearing instruments. Related terms include Musharaka and ijara, which
are also concepts used in Islamic finance and insurance.

Mudarib is a party in a Mudaraba arrangement who manages the investment of funds. In the context of
Islamic insurance and Takaful, the mudarib is typically the Takaful operator, who manages the investment of
funds on behalf of the participants. The mudarib must act in accordance with Shariah law, which requires
that they act with fairness and transparency.
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Musharaka is a type of Islamic financing arrangement that involves the investment of funds by multiple
parties in a business or project. In the context of Islamic insurance and Takaful, Musharaka may be used to
fund Takaful products, such as Takaful bonds or sukuk. The Musharaka arrangement must be compliant with
Shariah law, which prohibits the use of interest-bearing instruments. Related terms include Mudaraba and
ijara, which are also concepts used in Islamic finance and insurance.

Mutual insurance is a type of insurance that is owned and controlled by its policyholders. In the context of
Islamic insurance and Takaful, mutual insurance is an important consideration, as Takaful operators must
manage their relationships with policyholders in accordance with Shariah law. The mutual insurance
arrangement must be based on the principles of tabarru and mudaraba, which require that policyholders
contribute to the Takaful fund on a voluntary basis.

Participant is a party who contributes to a Takaful fund and receives protection against a specific risk or loss.
In the context of Islamic insurance and Takaful, participants must have a legitimate financial interest in the
risk or asset that they are insuring. The participant must act in accordance with Shariah law, which requires
that they act with fairness and transparency.

Policy is a contract between an insurer and a policyholder that provides protection against a specific risk or
loss. In the context of Islamic insurance and Takaful, policies must be compliant with Shariah law and may
involve the use of Mudaraba or Musharaka contracts. The policy must include provisions for the distribution
of surplus funds and the settlement of claims, and must be based on the principles of tabarru and
mudaraba.

Premium is a payment made by a policyholder to an insurer in exchange for protection against a specific
risk or loss. In the context of Islamic insurance and Takaful, premiums are typically used to fund the Takaful
arrangement and to provide protection to participants. The premium must be based on the principle of
tabarru, which requires that policyholders contribute to the Takaful fund on a voluntary basis.

Profit sharing is a concept in Islamic finance that refers to the distribution of profits between parties in a
financing arrangement. In the context of Islamic insurance and Takaful, profit sharing is an important
consideration, as Takaful operators must manage their profit sharing arrangements in accordance with
Shariah law. The profit sharing arrangement must be based on the principles of tabarru and mudaraba,
which require that parties act with fairness and transparency.

Reinsurance is a type of insurance that provides protection to an insurer against a specific risk or loss. In the
context of Islamic insurance and Takaful, reinsurance is an important consideration, as Takaful operators
must manage their reinsurance arrangements in accordance with Shariah law. The reinsurance arrangement
must be based on the principles of tabarru and mudaraba, which require that parties act with fairness and
transparency.

Reserve is a fund of money that is set aside by a company or financial institution to meet its future
obligations. In the context of Islamic insurance and Takaful, reserves are an important consideration, as
Takaful operators must manage their reserves in order to ensure the solvency of the Takaful fund. The
reserve must be managed in accordance with Shariah law, which prohibits the use of interest-bearing
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instruments.

Retakaful is a type of reinsurance that is compliant with Shariah law and provides protection to a Takaful
operator against a specific risk or loss. In the context of Islamic insurance and Takaful, retakaful is an
important consideration, as Takaful operators must manage their retakaful arrangements in accordance with
Shariah law. The retakaful arrangement must be based on the principles of tabarru and mudaraba, which
require that parties act with fairness and transparency.

Riba is a concept in Islamic finance that refers to the payment or receipt of interest on a loan or debt
obligation. In the context of Islamic insurance and Takaful, riba is prohibited, as it is considered to be a form
of exploitation or oppression.

Risk management is the process of identifying, assessing, and mitigating risks that may affect a company or
financial institution. In the context of Islamic insurance and Takaful, risk management is an important
consideration, as Takaful operators must manage their risks in order to ensure the solvency of the Takaful
fund. The risk management strategy must be compliant with Shariah law, which prohibits the use of
interest-bearing instruments.

Shariah is the body of Islamic law that governs the behavior of Muslims and provides guidance on ethical
and moral issues. In the context of Islamic insurance and Takaful, Shariah is an important consideration, as
Takaful operators must manage their financial transactions in accordance with Shariah law.

Shariah board is a committee of scholars who provide guidance and advice on Shariah law to a company or
financial institution. In the context of Islamic insurance and Takaful, the Shariah board plays an important
role in ensuring that Takaful operators comply with Shariah law and manage their financial transactions in
accordance with Islamic principles.

Sukuk is a type of Islamic bond that is compliant with Shariah law and provides a return to investors based
on the performance of an underlying asset or business. In the context of Islamic insurance and Takaful,
sukuk may be used to fund Takaful products, such as Takaful bonds or sukuk. The sukuk arrangement must
be compliant with Shariah law, which prohibits the use of interest-bearing instruments.

Surplus is the excess of assets over liabilities in a company or financial institution. In the context of Islamic
insurance and Takaful, surplus is an important consideration, as Takaful operators must manage their surplus
in order to ensure the solvency of the Takaful fund. The surplus must be managed in accordance with
Shariah law, which prohibits the use of interest-bearing instruments.

Tabarru is a concept in Islamic finance that refers to the act of giving or donating something without
expecting anything in return. In the context of Islamic insurance and Takaful, tabarru is an important
consideration, as participants must contribute to the Takaful fund on a voluntary basis. The tabarru
arrangement must be based on the principles of fairness and transparency, and must be compliant with
Shariah law.

Takaful is a type of Islamic insurance that is compliant with Shariah law and provides protection to
participants against a specific risk or loss. In the context of Islamic insurance and Takaful, Takaful is an
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important consideration, as Takaful operators must manage their relationships with participants in
accordance with Shariah law. The Takaful arrangement must be based on the principles of tabarru and
mudaraba, which require that participants contribute to the Takaful fund on a voluntary basis.

Takaful operator is a company or financial institution that manages a Takaful fund and provides protection
to participants against a specific risk or loss. In the context of Islamic insurance and Takaful, the Takaful
operator plays an important role in ensuring that the Takaful arrangement is compliant with Shariah law and
that participants are treated fairly and transparently.

Underwriting is the process of assessing the risk of a potential policyholder and determining the premium
that should be charged. In the context of Islamic insurance and Takaful, underwriting is an important
consideration, as Takaful operators must manage their underwriting arrangements in accordance with
Shariah law. The underwriting arrangement must be based on the principles of fairness and transparency,
and must be compliant with Shariah law.

Wadiah is a type of Islamic financing arrangement that involves the safekeeping of assets or funds on behalf
of a client or investor. In the context of Islamic insurance and Takaful, wadiah may be used to manage the
assets or funds of a Takaful fund. The wadiah arrangement must be compliant with Shariah law, which
prohibits the use of interest-bearing instruments.

Wakalah is a type of Islamic financing arrangement that involves the appointment of an agent to manage
the affairs of a client or investor. In the context of Islamic insurance and Takaful, wakalah may be used to
manage the affairs of a Takaful fund. The wakalah arrangement must be compliant with Shariah law, which
prohibits the use of interest-bearing instruments.
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