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UAE: Al-Buhaira Enters into JV with
Austrian Group

ALRLJH.I ira National Insurance and Austria-based
UNIQA Group have teamed up to form a new
AED150 million {US440 million) rakaful company based
in Dubai, said Mr Faisal al-Qasimi, Al-Buhaira’s Board
Chairman.

The company has already obrained the endorsement of
the Department of Economic Development in Dubai and
secured the consent of the Ministry of Economy, Insurance
Commission, and Securities & Commodities Authority
to provide complying with Shariah law, including life,
property and health insurance.

Al-Buhaira will own 20% of the new company, Takaful
Al-Emarar, while UNIQA will control 15%. Another 10%
will be owned by strategic investors while the remaining
55% has been offered to Gulf companies and individuals in
an initial public offering (IPO) that started on 23 March.
Foreign ownership is capped at 25%.

The JV will targer the MENA region as well as the

Islamic countries.®

UAE: Takaful Re Reports Impressive
Growth in 2007

Duhai-hascd Takaful Re Limited (TRLY's net profics
swelled by 792% year-on-year to U5511.6 million
last year, while gross contributions increased by 35% to
£20.3 million.

Total investment earnings also increased in 2007 ro
$11.8 million from $5.4 million in 2006. In addition, the
average rare of return on investments was 9.1% r:l::spi[e the
volatility of the regional markets.

Chairman Khalid Al Bustani said: “The conrinuous
support of our takaful and co-operative partners, and
sharcholders was the main driver in achieving this our
.'1'['.1:1:{i|1g resuls.”®m

{IAR: Abn Dhabi Neslonsl Talcafal so
Cover FGB’s Clients

bu Dhabi National Takaful Co and First Gulf Bank

(FGB) have signed a strategic alliance agreement to
provide rakaful cover to home fnance customers of the
bank.

Under the agreement, FGB customers will be able 1o
buy takaful covers when financing their home purchase
through the bank. The contribution can either be a single
amount paid in full at the start of their tenure or by install-
ments for a durarion specified by the customer.

Mr Javed Afzal, Head of Retail Islamic Banking, FGB,
said: “This agreement is the latest retail offering by First
Gulf Bank as part of our overall strategy and vision to grow
our range of services for our Islamic customers. By partner-
ing with leading companies such as Abu Dhabi Narional
Takaful, we are demonstrating FGB's ongoing commit-
ment to bring to the marker the best available products
and services thar it the needs of our customers.”

Mr Oussama A Kaissi, General Manager of Abu Dhabi
MNational Takaful Co, said: “This collaboration berween
First Gulf Bank and Abu Dhabi Nartional Takaful marks
another milestone for us. We see a grear potential for a
successful ri::]utium.h'[p with First Gulf Bank."®
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Fitch Assigns ‘A-" IFS Rating to 4
Malaysia’s HSBC Amanah Takaful |

itch Ratings has assigned an Insurer Financial

Strengeh (IFS) Raring of "A-" (A minus) to HSBC
Amanah Takaful (Malaysia) Sdn Bhd (HSBCAT).
The Qurlock is Stable.

Fitch considers HSBCAT to be an importane
member of HSBC Holdings Ple (Long-term Issuer
Defaule Raring ‘AA"). HSBCAT'S rating is also un-
derpinned by the group’s ability and willingness to
provide ongoing support. The rating also refleces
the company’s robust risk management systems,
low-risk product profile and adequate internal capi-
tal resources. However, the raring is constrained by
HSBCATs limited track record, the assec-liability
mismatch in the non-linked family takaful business,
and the evolving nature of the takaful operating
environment.

Insuranee and, more recently, takaful have become
an integral capability within the HSBC Group. This
is demonstrated hy the I‘.;l.]_:lil;{ l-_;ruwt}n of the gmup‘s
insurance franchise in Asia. As a greenfield operation,
HSBCAT benefits :remum‘lmnly from the group’s
well-recognised brand name, product and discribu-
tion capabilities and other management resources.

HSBCAT follows a modified wakalah (agency)
model whereby the takaful operator receives a wakala
fee for the management services it provides o the
participants, as well as an incentive fee, expressed as
a percentage of surplus from the risk funds. Under
this model. HSBCAT s profitability is determined, to
a large extent, by its wakala fee income and expense
level. In Fitch's opinion, the exccution risks inher-
ent in HSBCAT's business plan are mitigated by the
Efi]ll[_}.‘:n [TIJTI.igt:rTIt‘hE SLJI?IHJFI. F'lrl::j‘l d,l.\,\u t,':-c]_:lt:i.,t"\ ||:'|.|‘:
company to show steady improvement in financial
resules in 2008-2010, and break-even for the share-
holders” account in this period.m@
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: Bancassurance & Bancatakaful

The Way Forward for Bancatakaful

The success of bancassurance in certain countries has been increasing and has become
an essential issue for bankers and insurers. This success has also encouraged Islamic
banks and takaful operators to follow in the same footsteps to provide their customers
with similar if not better products, putting both parties on par with the conventional
industry. Mr Tamer Saher, Assistant Director Family Takaful & Medical, Takaful Re,
gives an overview on bancatakaful, touching on models, key success factors and main

characteristics of such products.

Duc to the fact that rakaful is still a young
industry and, therefore, lacks the experrise,
retakaful providers and Shariah-compliant invest-
ment channels, bancarakaful did not grow as expecred.
However, with new retakaful providers supporting the
Islamic insurance industry by providing the know-how in
product development, and with the boom in the Islamic
banking industry especially in the Middle East, these are
driving the development of Islamic products, including

takaful.

Why go into Bancatakaful in the Middle East?
There is a huge potential for the rakaful products in the
Middle East due to:

* The significant proportion of Muslim population, es-
pecially locals and expatriates coming from Arab and
Indian subcontinent countries;

* Growing preference of Muslims for takaful products;

* The interest of non-Muslims in takaful due to full
disclosure;

* Innovative product design of takaful products;

¢ The boom in the Islamic banking;

* Leading bancassurance operators who are now address-
ing bancarakaful to meet their customers’ demands;

* Sufficient capacity in the market to absorb new and
CUFFENT OPEerators.

Models

Bancatakaful is often defined as the distriburion of rakaful
products by banks. It takes different forms that vary from
one country to the other. However, three primary models
are emerging (see Table 1).

Advantages

For the bancatakaful model to develop successfully, chere
must be advantages to each partner in the model — the
takaful operator, the bank, and the consumer.

The takaful operator can significantly extend its
customer base and enjoy access to customers who were
previously difficult to reach. It has the opportunity to
vary its distribution methods in order to avoid excessive
dependence on a single network. It often benefits from
the trustworthy image and reliability that people are more
likely to atrribute to banks, and can also benefit from the
reduction in costs relative to the costs inherent in tradi-
tional sales representatives. This means that products can
be sold more cheaply. Finally, the operator can establish
itsel[ more quickly in a new market, using a local bank’s
existing nerwork.

Bancatakaful provides the bank with opportunities to
increase its revenue flow and diversify its business activi-
ties. The bank becomes a sort of “supermarket” where all
customers needs — whether financial or protection relared
—can be met. Distribution costs are marginal since it is the
bank’s existing employees who sell the rakaful products.

The consumer enjoys greater access to all financial
services from a bank thar offers both banking and taka-
ful products. The consumer can also get cheaper takaful
products than through traditional channels, as well as
premium payment methods which are simpler since they
are collected directly from bank accounts.

Key Success Factors for any Bancatakaful model
Customer satisfaction is the basic rule in bancarakaful
and both the bank and the takaful operator try 1o achieve

Table |: Bancatakaful - Three Primary Models

Business Model Description Advantages Disadvantages
Distribution Bank act as an Operation starts quickly, Lack of flexibility to
Agreement intermediary for the no capital investment launch new products;
takaful operator. {low cost). Passibility of differences
in corporate culture;
Operations start quickly
Joint Venture Jaint subsidiary with Transfer of expertise and Difficult to manage in
ane or more takaful know-how the long term
operators.
Full Integration Creating a subsidiary Same corporate Culture Substantial invesement
50 www.meinsurancereview.com «  April 2008



this by:

* Providing a full range of financial products and ser
vices [11;L!1king and protection) through a single sales
network;

* Offering high-quality advice through readiness to listen
and accurate informarion;

* Quickly meeting customer needs by a branch-based I'T
system and sometimes, 24/7 service through call centes
or Internet ]J|:1tfurms;

* ]"'rnviding know-how and fniluw-up (especially for
claims) as good as the best takaful provider;

* Establishing, training and motivating the sales ner-
work.

The sales network of the bank is important because
banks often enjoy a very strong position in their respective
markets that makes it easier for them to extend their range
of services. In addition, banks generally enjoy a better
customer image than takaful Operators.

Management is key as acrivities in the branch network
are subject to rapid change. Bancatakaful operators need
to organise their structures and create new professional
activities in order to provide each outler with local manag-
ers or supervisors to support them.,

Training is also an essential element in motivating a
sales nerwork whose background is in banking. The di-
versity of profiles, combined with the rise of bancarakaful,
have obvious necessitated a massive training program in
distribution networks to create an awareness of rakaful,
build up expertise and thereby to reinforce the trust that
customers put in their bankers for their additional role,

Advisors may need to have special qualifications to
be able to sell takaful products, but in general, training
15 provided by product specialists and programmes are
cither aimed at a small number of people trained at com-
pany or regional headquarters, who will then train the
branch personnel, or targeted directly at the sales force
in the field. It would not help to restrict training plans
to coincide with the launch of new products. Thar is why
courses are also provided at the request of the sales force
or if regional managers perceive a need on their tours to
the bank branches.

Certain bancarakaful operators have even developed
e-learning systems, which can be accessed at any time by
the local nerwork and sometimes in foreign subsidiaries.

Finally, staff must be appropriately rewarded. Distrib-
uting family rakaful products, whether through a joint
venture or distribution agreements, has a cost for takaful
operators. [t is essential to heighten the awareness of sales
forces of the need o sell rakaful products. Whether in
bancatakaful or rraditional networks, the products that are
the easiest to sell and the most profitable for financial advi-
sors, are the ones that have the most success. It is, therefore,
essential to offer them the appropriate rewards.

Why is Bancatakaful more suited to Family Takaful
Products?

Far fewer general takaful producs, compared to family
takaful products, are distribured through bancarakaful.
This is due to the complementary narure of family rakaful
and banking products. The general takaful market requires
special management and selling skills, which are not neces-
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sarily Fﬁ|'-_"..';1|-_‘n: in bancatakaful. Besides, family rakaful
products are generally long-term products, which require
customers to have complete confidence in the institution
that invests their money. Finu”:.'. bank advisors can use
their knowledge of their customers’ finances to target cheir
advice towards specific needs.

Main Characteristics of Bancatakaful Products

'he products distributed must be completely suited 1o the
banking network. This often means relatively low sums
assured 1o make selling easier, because lower protection
levels means smaller premiums, which customers are more
likely to accept. This process must follow certain rules:
the proposal must always be easy for the customer and the
seller to undersrand.

The products sold by bancatakaful operators also need
to be well-positioned and integrated into the range of
banking products to retain the complementary nature
between protection and saving products.

The Way Forward

Benchmarking the same business models of bancassur-
ance supported by the retakaful providers and the Islamic
banks, takaful operators will be able to develop their own
products that can compete equally with the conventional
products and cover all customers’ need. These include
financial protection plans, saving and investment plans,
education plans and retirement plans.

We are steadily entering into a new era of bancarakaful
in the Middle East, in which takaful prm’inlrrs and the
Islamic banks will be capablc of dcvc]oping their own
products, targeting customer satisfaction and applying
international service standards.®
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Prof D Mohd
Ma'sum Billah

Takaful Comes of Age

With the theme “Takaful Coming of Age — Strategic Co-operation to Raise Standards”, the 3rd Asian
Takaful conference, held in Singapore last month, attracted some |20 international delegates. With

the rapid growth of Islamic insurance in the region, led by Malaysia and driven by stronger distribution
strategies, speakers looked at the relevant infrastructures and strategic initiatives needed to further boost
standards and offer real value to consumers. We present the highlights of the conference.

r Saleh ] Malaikah, Chairman of

the Board, BEST Re, set the tone £

of the conference in his keynote
address giving a global roundup of takaful
trends. Citing figures, he said he is certain
that the phenomenal growth in Islamic
insurance has continued unabated since the
last Asian Takaful conference in 2007, and
it is very likely thart this trend will continue
at the sustainable rate of 15% to 20% per
annum in the near future.

He said that, bearing in mind the vigorous growth of
existing operations and newly launched ventures and in
the absence of Iruly reliable and |.|}J-l:t:a-d:u|: |'H.L]‘J|i.1;|‘.|t‘.d
higures, it would not be unreasonable to assume that the
gh’:h.ﬂ takaful contributions in 2007 amounted to more
than US$3 billion, and global retakatul contributions
more than doubled in 2006 w $370 million from $280
million in 2004.

Dr Saleh | Malaikah

Religious Considerations
In his Special Address, Prof Dr Mohd Ma'sum Bil-
lah, Group Executive Chairman, Middle Eastern
Business World (MBW) Group, explained that
takaful is neither a compromise nor a combina-
tion, but a segregation from the conventional.
“You can't say conventional products are haram,
but it may have certain elements that are not in
line with Shariah principles. If companies can
modify or screen the products to make them
Shariah-compliant, they can still offer takaful
services even if, for some reason, they cannot
obtain the rakaful licences.”

Appealing to religious considerations, he emphasised

64

thart (rejtakaful is not a produce but a system with integra-
tion by Shariah and divine spirit, and can be adapted and
benefitted by both Muslims and non-Muslims. “There
should be healthy competition in the spirit of co-opera-
tion, otherwise the growth of takaful will be hampered,”
he urged.

Speaking on the leading takaful and recakaful instru-
ments, he said il'lil.*;}':n':ﬂt.'l.h ﬁr'lanr;lng should be promoted.
This is a joint participation where the two partners
participate in the capital of the venture, and profits are
allocated according to an agreed proportion, allowing for
managerial skills to be remunerared, while losses are borne
by the partners in proportion to their contribution to the
capital. However, the method of inancing should depend
on the project scale.

Managing Risks

With the risk-based capital (RBC) regime
expected to be implemented in Malaysia
next January for conventional insurers and
in 2010 or 2011 for takaful operators, Mr
Yahya Adnan Ahmad, Appointed Actuary
with CIMB Aviva Takaful Co, gave an
insight into what the industry can expect.
With regards to the pricing policy, he said
it has to be fair to the operator, participant
and takaful fund as a whole. He felt thar
the participant’s reasonable expectations
should be considered in setting solvency requirements.
There also needs to be transparency, clarity and integricy
in contract documents, marketing litcrature and face-to-
face interaction.

D+t Ludwig Stiftl, CEQ of Munich Re
Retakaful, highlighted the importance
of pooling different takaful portfolios to
diversify the risk amongst participants.
However, there are some limitations to
such pooling, One is the small size of the
takaful market which prevents a critical
mass to be formed. Such difficulties can
be overcome, but the process should seare
immediately in order to build up mass, ex-
perience and confidence.

Mr lan Rickard, Assistant Director — Life B
for Arab Insurance Group (ARIG), told del- |
egares thart a critical mass for retakaful can
be achieved in three to five years’ time. He
added that tradirional reinsurance can fit into |
a retakaful solution as such partnerships can
provide the retakaful industry with several
benefits such as a strong financial partner and

i

Mr Yahya Adnan
Ahariad

Dr Ludwig Stifel

Mr lan Rickard
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a Hexible and creative approach in meering
the needs of the clients.

Sharing his opinion from the Aoor was
Mr Chakib Abouzaid, CEO of Takaful
Re, who said that the advantage of do-
mestic players lay in their obligation to
stay in the marker, unlike international
players such as Swiss Re who recently had
to withdraw from the Iranian marker due
to economic sanctions, as they had raken
on some US shareholders following their
acquisition of GE.

Mr Chakib
Abouzaid

Lessons from Malaysia

When rakaful was introduced in Malaysia
24 years ago, nobody, including those
involved in its initial planning, had imag-
ined that Malaysia would emerge as the
largest takaful market in the world, said
Hj Syed Moheeb, President and CEO of
Takaful lkhlas. However, the government
has played an active role in promoting and
nurturing the industry in such a way not
scen anywhere else. It has already spent
almost RM1 billion (US$315 million) to
enhance the knowledge of the industry, put regulations in
place, and set up several institutions to support the growth
of the industry. These institutions include the Malaysian
Takaful Association, Islamic Financial Services Board,
Financial Mediation Bureau and the International Centre
for Leadership in Finance.

He said thar takaful in Malaysia is now in the third
stage of development — liberalisation — and thar all bar-
tiers to entry into the induscry will be removed in 2009,
According to the Financial Sector Master Plan, takaful
is expected to account for 20% of the entire Malaysian
insurance market by 2010. The direct business continues
to be dominant, but bancatakaful is rapidly catching up
as a distribution channel, accounting for abour 33%-35%
of all products sold in 2007, a huge jump over 2004 where
the channel only made up 6.5% of the total number of
products sold.

Hj Syed Moheeb

Becoming a Global Hub

In order to be become a global rakaful
hub, a centre must, among other fac-
tors, be able to provide knowledge in the
form of sales statistics, experience and
case studies, Shariah decisions and also
provide guidelines on issues such as cor-
porate governance, said Mr Hassan Scotc
Odierno, Consultant/ Actuary of Mercer
Zainal Consulting. Figures should also be
constantly updared. In short, the takaful
hub or resource centre must be able to
assist in designing takaful via rt:gulutlcrns as well as share
knowledge in order to reduce the learning curve.

He also touched on what needs to be considered when
determining if a product is suitable for takaful. For in-
stance, one must ask whether the desired benefits break
any basic rules of takaful, such as maturity guarantees or
double accident benefits. Other questions that need to

Mr Hassan Scoet
Odierna
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be considered include the operator’s technical ability to
develop and manage the product and also the availability
of rerakaful support.

He said that the products best suited for takaful are
those where significant risks exist thar limir the share-
holders of a conventional insurers’ ability to sell, but one
which is in the public’s interest to have. Examples of such
products are long-term care and annuities. There are sig-
nificant risks involved with both products bur demand for
them remains high.

Due w the many technical issues involved, Mr Has-
san also emphasised the need for management to enlist
more qualified actuarial input to ensure proper corporare
governance. On top of that, participants should also have
their fair say since rakaful companies operate similar o
cooperatives. However, unlike co-operatives where annual
meetings of the members are generally held annually and
management and sharcholders are held accountable, noth-
ing equivalent is done in takaful.

Global Opportunities for Takaful
Mr Shridharan MNair, a Parcner with PricewarerhouseCoo-
pers, : said rhat there is a huge potential for further growth
I in the global rakaful marker and thar
western markets are beginning to see the
potential in the industry. However, there
are several challenges that may impede
the growth momentum. They include the
under developed regulatory and account-
ing framework, lack of operating and 1T
infrastructure, modese level of capitalisa-
tion and lack of consumer awareness and

Mr Shridharan
Mair rran Sp:}l FE.'I'nC}"_

Leveraging on Direct Distribution
Ms Ma Jia, Regional General Manager for
ReMark Asia, said that takaful operators
should consider using direct diseribution
as one of their main marke{ing channels.
Direct distribution would enable taka-
ful operators to distribute their produces
directly to their target market and may
result in several benefits such as increased
customer loyalty, new business and
stronger brand recognition, resulting in
stronger customer affinity. Quality leads
may also be generated by direct distriburion, helping to
improve the pl‘uduLtl\’IE}’ of company's agency force and
provide customers with full channel options.

Ms Ma Jia

Focus on Claims Management Audits

Bringing the Conference to a close with his anchor ad-
dress, Hj Syed Moheeb urged CEOs of takaful companies
to focus on claims management audit and to embark on
system-driven monitoring. Among the informarion thas
could be monitored include claims summary reports, claim
portfolio sector analyses, actuarial justification of reserves
and updarte on audir issues. Although Bank Negara Malay-
sia 1s monitoring such audits, he urged takaful operators
to try and package the audit process into some of cheir
internal training curriculum so that employees can learn
from any warning signs and hazards should they arise.
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