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Abstract:
The term covering fund in insurance refers to the amounts allocated within the insurance
portfolio to meet claims for compensation. It consists of net earned premiums, investment
returns, and the optional reserves earmarked for that portfolio. In accordance with Shari’a
Standard No. (26) on Islamic insurance, issued by the Accounting and Auditing
Organization for Islamic Financial Institutions (AAOIFI), this concept is referred to as
the “Policyholders’ Fund” or the “Insurance Account,” while insurance jurisprudence
often designates it as the “Takaful Fund” or “Takaful Portfolio™.
This fund is endowed with an independent legal personality and a separate financial
liability from that of the company, thereby making it responsible for paying
compensation and benefits to participants, managing expenses and commissions, and
representing the participants in all matters related to investment and operations.
The ability of Takaful insurance companies to honor their commitment to pay
compensation or indemnity equivalent to the value of the debt upon the occurrence of
default risk depends primarily on the regular and timely payment of contributions
(premiums) by the participants (policyholders). Compensation, in cases of debtor
insolvency or refusal to repay, is made from the covering fund, which is principally
composed of contributions made by Takaful participants on a donation basis (tabarru‘),
together with the investment proceeds thereof, or through a benevolent loan (gard hasan)
advanced by the Takaful company—represented by its shareholders—in cases where the
insurance portfolio is unable to cover claims, provided that such loan is repaid from
future surpluses. Additional sources include technical reserves as well as reimbursements
and commissions recovered from reinsurers.
The covering fund is governed by two fundamental principles: (1) maintaining
equilibrium between the covering fund and the aggregate claims incurred, and (2)
ensuring balance between the covering fund and the expected loss ratio. These principles
are essential to guarantee the efficiency of the covering fund in distributing risk burdens,
safeguarding the financial sustainability of the Takaful fund, and ensuring its ability to
meet claims upon the occurrence of insured risks while preserving financial balance and
the continuity of the Takaful system.
Keywords: coverage balance, Takaful insurance, credit risk
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