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Abstract

Establishing a legal and regulatory framework for the takaful industry in Iraq is essential. Thus,
this study concentrates on the takaful industry of Iraqg within the current Iragi conventional
legislation. There are, however, several problems with the Iraqi takaful industry. Firstly, legal
and regulatory issues, such as the lack of a comprehensive takaful act. Therefore, the
enactment of a special takaful law is necessary. Thus, analyzing the takaful laws of some
countries, such as Malaysia and Indonesia, is a proper method for Irag to enact a
comprehensive takaful act. Secondly, Sharia compliance issues, such as a shortage of Sharia
experts with sufficient knowledge in takaful and a lack of qualified Sharia scholars who have
sufficient knowledge, might be a significant challenge to the Iraqi takaful industry. In this
context, the CBI should establish a training center for the current Sharia scholars and staff to
be trained in takaful products. Furthermore, according to the current Takaful regulation
guideline 2019 issued by the CBIl and referenced by the IFSB, each takaful firm is required to
establish a Sharia supervisory committee. In addition, establishing a standardized sharia
supervisory committee is necessary for the takaful industry in Iraq. Thirdly, limited public
awareness poses an additional challenge for the takaful industry in Iraq. Most Iraqi people lack
knowledge about takaful; they do not differentiate between conventional insurance and
takaful. A comparative and analytical approach is the main method for achieving the purpose
of this study. Thus, Malaysia, Indonesia, and the UAE, as three developed countries in respect
of the takaful, are concentrated on establishing a legal framework for the Iraqi takaful industry.
Hence, current takaful firms, with the assistance of the CBI, should provide information about
takaful through the media and mosques., The limited number of institutions in Iraq that provide
takaful products is a challenge to the takaful industry. Additionally, the shortage of skilled staff
in these institutions is regarded as a significant issue for the takaful industry in the country.
Finally, it is worth mentioning that this study contributes by proposing a Sharia-compliant legal
framework, addressing regulatory gaps, enhancing governance, improving scholar expertise,
and fostering Iraq’s takaful industry for inclusive financial development.

Keyword: Takaful Insurance, Takaful Industry of Iraq, Legal Issues, Sharia Issues, Operational
and Institutional Issues.
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1- Introduction
Takaful, or Islamic insurance, is a unique form of insurance that complies with Sharia law,

which forbids activities prevalent in conventional insurance, including riba (interest), gharar
(extreme uncertainty), and maysir (gambling). In the takaful system, participants allocate a
fraction of their resources to a shared pool, which is applied to assist members who incur loss
or harm. Under current takaful legislation and Sharia principles, the takaful operator is
accountable for overseeing contributions and claims. (Obaidullah, 2005). Takaful is based on
the principle of risk sharing, in contrast to conventional insurance, which entails risk transfer
through a business contract between the insurer and the insured. Participants serve as both
providers and beneficiaries of coverage. mudarabah (profit-sharing) and wakalah (agency) are
common types of takaful; however, some takaful operators practice a mixed model, which
consists of different methods, such as wakalah-mudarabah and wakalah-waqf. (Zuki et al.,
2024). Contingent on the operational model, wakala (agency), mudaraba (profit-sharing), or a
hybrid method, the takaful operator may receive a fixed fee or a share of the surplus and
investment returns produced from the pooled funds. (Khan & Bhatti, 2008). This context
ensures that incomes come from permissible investments in the Islamic viewpoint and that risks

are shared mutually, under Sharia law.

Takaful has grown significantly, particularly in Muslim countries like Indonesia and
Malaysia. Furthermore, recently, takaful has also entered non-Muslim markets due to its ethical
principles and focus on fairness and transparency. The global takaful sector is expected to
continue its development as financial institutions and regulators increasingly recognize its
capacity to promote fair financial systems. (Ernst & Young, 2013). Furthermore, initial
observations of takaful suggest it is highly suitable for advancing sustainable growth and social
protection goals. Takaful encourages mutual assistance and avoids exploitative practices,
supporting financial inclusion while respecting religious and principled values. (El-Gamal,

2006).

The purpose of this study is to evaluate and analyze takaful insurance in Iraq. Additionally,
it aims to identify the challenges faced by the Iraqi takaful industry and propose solutions for
these issues. Hence, the research problem in the paper lies in the absence of a comprehensive
legal and regulatory framework for the Takaful industry in Iraq, which creates uncertainty for
regulators, operators, and consumers. Despite a mostly Muslim population, the sector does not
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operate fully under Islamic law and does not fully align with Sharia principles. This creates
legal ambiguities, compliance gaps, and operational inefficiencies. Moreover, the shortage of
qualified Sharia scholars, limited public awareness, and lack of skilled human capital further
hinder the development of the industry. The study seeks to address these issues by proposing a
reform-based framework, drawing from international best practices, to establish a robust and
Sharia-compliant Takaful system in Iraq. Moreover, the study seeks to suggest a legal

framework for regulating the takaful industry in Iraq.

Although the main emphasis of this study is the establishment of a legal and regulatory
framework for the Takaful industry in Iraq, such a framework cannot operate in isolation. Its
efficiency is essentially tied to Sharia compliance mechanisms, institutional strength, and
public awareness. Consequently, this study examines four interrelated categories of issues:
legal, Sharia, institutional, and public awareness. Nevertheless, each issue directly influences

the development and sustainability of a robust Takaful framework in Iraq.

Regarding the research methodology approach of this study, a qualitative method is applied.
Hence, the main methods include comparative, as Malaysia, Indonesia, and the UAE are three
developed countries in respect of the takaful; analytical; and critical approaches. Primary
resources, including laws and regulations, as well as secondary resources like textbooks,

academic journals, and websites, are included in the data collection for this study.

Therefore, the rendering of the foundation of this study is that the Iraqi takaful industry
faces several issues, which comprise legal, institutional, and Sharia issues. Therefore, the
Central Bank of Iraq (CBI), in cooperation with financial regulators, could find a solution for
these issues by enacting a specific act and establishing a standardized central Sharia committee

with qualified Sharia scholars.
Aims of the Study

The aim of this study is to recommend a comprehensive legal and regulatory framework for

Takaful in Iraq. The specific aims are listed below:

1. Classify the main legal, regulatory, and operational challenges hindering the growth of
the Takaful industry in Iraq.

[v8, i3, 2025] 201



MEJ ER Soran University | Twejer | Volume:8, Issue:3, Dec 2025 aai

2. Evaluate the current takaful industry and financial regulations in Iraq and assess their

compatibility with Sharia principles.

3. Examine comparative models from takaful regulation of other countries such as

Malaysia, Indonesia, and the UAE to select and indicate viable practices.

4. Assess the role of Sharia regulation and the obtainability of qualified Sharia scholars in

ensuring compliance of the takaful.
5. Evaluate public awareness for implementing takaful transactions in Iraq.

6. Provide policy guidelines for maintainable implementation of takaful to enhance the

financial system and economic development in Iraq.

Significance of the Study

1. Promotes Financial Inclusion
By offering Sharia-compliant solutions, takaful can attract individuals and companies
that do not deal with conventional insurance due to religious concerns.

2. Assurances of Sharia Compliance
Developing a suitable legal framework proves that takaful contracts follow Islamic
rules, which increases investor trust.

3. Supports Legal and Regulatory Structure
providing a basis for integrating takaful into Iraq’s financial laws, contributing to a
diversified financial legal system.

4. Expands Economic Sector
A properly regulated takaful industry can attract investment and contribute to
sustainable economic development in Iraq.

S. Enhances Investor and Market Confidence
Establishing specific instructions and regulatory standards will increase credibility and
transparency, making the Iraqi takaful market more attractive to both local and

international stakeholders.

Research Outline:

1-Introduction

2-concept of takaful (Islamic insurance)

[v8, i3, 2025] 202



MEJ ER Soran University | Twejer | Volume:8, Issue:3, Dec 2025 ol

3-Takaful Industry of Iraq

4- Issues Facing the Takaful System of Iraq

4.1. Legal and Regulatory Issues

4.2. Sharia Compliance Issues

4.3. Limited Public Awareness

4.4. Operational and Institutional Issues

5-Resolving Current Issues of the Takaful System of Iraq
6- Analysis of the Takaful Regulation Guidelines of Iraq
7- Recommendation: New Takaful Law for Iraq

8-Conclusion
2- Concept of Takaful (Islamic Insurance)

Takaful is a form of Islamic insurance based on Shariah principles, where members
contribute to a common fund to protect each other against loss or damage. The Arabic root
word "kafala," which means "mutual guarantee," is where the word "takaful" comes from. It is
an alternative to conventional insurance, which is not allowed by Islamic law because it
includes riba (interest) and gharar (severe uncertainty). Cooperation (ta'awun) and shared
responsibility are the main ideas of takaful. Participants agree to put some of their money into
a risk-sharing pool called the takaful fund. This fund is designated to indentify any member
who experiences a particular loss, including death, accident, or property damage. (Dikko,
2019). The takaful operator, who manages the fund, operates under Sharia rules and receives
either an administration fee (wakala) or a share of the investment profits (mudaraba),

depending on the model used. (Bank Negara Malaysia, 2024).

Takaful avoids elements of conventional insurance through several mechanisms. First, no
interest is involved in the pooling or investment of funds. Investments are made only in Sharia-
compliant segments, excluding industries like alcohol, gambling, and conventional banking.
Second, the uncertainty (gharar) present in traditional insurance contracts is reduced by clearly
defining the coverage terms and emphasizing the mutual nature of contributions. Third, the
element of gambling is avoided because takaful relies on charitable donations and shared risk

rather than profit-driven speculation.

There are different types of takaful, such as the wakalah model, where the operator charges

a fee to manage the fund; the mudaraba model, where the operator shares the profits of the
-
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investment; and hybrid models that use both parts. In some places, a waqf (endowment) model
is used, which sees the fund as an Islamic charitable trust. Surplus management is another key
difference between takaful and traditional insurance. (Zuki et al., 2024). In Takaful, any surplus
remaining after claims and expenses is either returned to participants or retained for future
needs, depending on the contract. It is not kept as profit by the operator, which promotes

fairness and transparency. (Obaidullah, 2005).

Furthermore, takaful is supervised by a Sharia Advisory Committee, which ensures all
operations comply with Islamic principles. This includes reviewing contracts, investment

strategies, and operational practices.

It is worth mentioning that the global takaful market has been growing steadily, particularly
in countries like Malaysia, Indonesia, and the United Arab Emirates (UAE). It is also gaining
interest in non-Muslim countries due to its ethical nature and emphasis on transparency and

mutual support.

3- Takaful Industry of Iraq

In Iraq, takaful progressed following the establishment of a takaful insurance firm by the
CBI, which is seen as a component of takaful regulation for the industry in the nation. The CBI
has promulgated laws for the establishment of takaful firms in Iraq to facilitate Islamic finance.
The takaful industry in Iraq is essential because most of the population is Muslim. Takaful
insurance in Iraq should be developed alongside conventional insurance within the existing
financial framework of the country. (Middle East Insurance Review, 2019). Nonetheless, the
Iraqi government intends to advance the Islamic financial sector, as evidenced by the enactment

of the Islamic Banking Law in 2015.

Consequently, recent years have witnessed a heightened interest in Islamic finance,
particularly takaful. This interest is motivated by multiple factors: a substantial Muslim
demographic, a demand for Shariah-compliant financial services, and economic reforms
intended to rejuvenate the economy post-conflict. The Iraqi government has initiated the
development of a regulatory framework that facilitates Islamic finance, encompassing takaful.
Nevertheless, the sector is still in its beginning compared to other nations in the Middle East,
such as the UAE and Saudi Arabia. In this regard, the CBI has established guiding principles

to promote the development of Islamic financial products. (Mahmoud, 2025). A robust legal
-
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framework expressly for takaful businesses remains under development. This regulatory
advancement is essential for fostering trust among consumers and investors, as well as for

guaranteeing that takaful organizations function transparently under Sharia law.

However, Iraq’s insurance industry remains weak compared to global standards. Takaful
can assist in meeting the needs of individuals and companies looking for risk protection that
follows their values. The Iraqi takaful company has begun exploring takaful options, including
general takaful and family takaful. These products aim to offer ethical alternatives to
conventional insurance, focusing on risk-sharing rather than risk transfer. (Mahmoud, 2025).
The future of takaful in Iraq looks promising, provided that regulatory frameworks continue to

improve and awareness campaigns effectively educate the public.

Investing in professional training, strengthening regulatory oversight, and developing
tailored products for different population segments will be essential to unlocking takaful's full
potential in Iraq. As Iraq’s economy grows and expands, takaful could become a vital part of

the country’s financial system, promoting greater financial inclusion and economic resilience.

Therefore, takaful in Iraq marks a significant step toward integrating Islamic financial
principles into the country’s insurance industry. With ongoing regulatory enhancements,
educational initiatives, and market development, takaful could play a significant role in
addressing the insurance needs of Iraqi people in a socially and ethically responsible manner.

(Abood & Ibrahim, 2019).

4. Issues Facing the Takaful System of Iraq

Takaful in Iraq faces several issues, which are legal, Sharia, and institutional.

4.1. Legal and Regulatory Issues

A lack of a proper and comprehensive legal and regulatory system for takaful in Iraq is
considered one of the essential challenges. A comprehensive legal framework specifically for
takaful does not exist in Iraq. (Ali, 2021). Currently, there is only the CBI Regulation guideline
to manage takaful operations in Iraq. The guideline does not cover all aspects of takaful in Iraq;
therefore, the takaful industry should operate by the Islamic Financial Services Board (IFSB)
and the Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFT).
(Middle East Insurance Review, 2019) Therefore, the conventional insurance regulation covers

takaful's management in the country, as stated in the CBI regulation guidelines 2019. “It is
[ e e e
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noteworthy that this company is subject to the Regulation of Insurance Law No. 10 of 2005.”
In this context, takaful operators must follow conventional insurance regulations, which may

not align with Shariah principles. As stated in the CBI regulation guidelines 2019:

“The central bank confirms that this step would pave the way for its recent
move to Islamic capital markets through the issuance of the Investment
Instrument Law to complement the Islamic economy in Iraq. It is noteworthy
that this company is subject to the Regulation of Insurance Law No. 10 of
2005 and the Islamic Banks Law No. (43) for the year 2015.”

Therefore, the takaful company, established by the CBI, is subject to three national
laws: Iraqi Banking Law 2004, Regulation of Insurance Law No. 10 of 2005, and the Islamic
Banks Law No. (43) for the year 2015. (Mahmoud, 2025). Except for Islamic Banking Law
2015, the other two laws and regulations are conventional rules established by the CBI and are
subject to three national laws. The Iraqi Banking Law of 2004 does not mention takaful in its
provisions, which means this law deals with the takaful industry the same as conventional
insurance. Therefore, to avoid conflict with the sharia principles, the CBI requires takaful
companies to follow sharia standards of the AAOIFI and IFSB. Looking at the Islamic Banking
Law 2015, according to this law, each Islamic bank should have a Sharia supervisory body to
monitor all transactions of the bank. (Article 7). Accordingly, a takaful company needs to have
a sharia supervisory board, as the company operates according to the sharia principles.
However, the Central Bank issued the takaful controls of the company in accordance with the
standards of the IFSB and the AAOIFI, considering that the takaful insurance company
represents the second strategic objective of the comprehensive strategic plan of this bank in
developing Islamic financial services and its dealings for the period between 2016 and 2020.

(www.cbi.iq).

4.2. Sharia Compliance Issues

Unclear fatwas or interpretations could be a core issue for takaful in Iraq. Therefore,
differing opinions among scholars create uncertainty. The lack of qualified scholars to issue
fatwas is a challenge for the Islamic finance and takaful industry in Iraq. Additionally, a
shortage of qualified Sharia advisors and scholars affects the system, and limited local expertise
in Islamic finance weakens the credibility and structure of takaful products in Iraq. (Salh &

Hyland, 2021). Many Sharia scholars lack extensive knowledge about the Islamic financial
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system in general and takaful in particular. While they may have a general understanding of
Sharia and related issues, most are not experts in the specific field of takaful and its products.
Furthermore, staff at takaful companies may also lack sufficient knowledge about takaful,
which differs from conventional insurance. (Mahmoud, 2025). Nevertheless, the CBI
regulation guidelines require the established takaful company to follow the standards of the
AAOIFI. (Ali, 2021). However, Sharia scholars in Iraq may not be familiar with these two

institutional rules.
4.3. Limited Public Awareness

Many Iraqis are unfamiliar with the concept of takaful; they do not distinguish between
takaful and conventional insurance. (Ali, 2021). Additionally, a lack of trust in the Iraqi
financial system makes Iraqi people uninformed about both conventional insurance in general
and takaful in particular. The main reason for the limited public awareness of takaful in Iraq is
low financial knowledge and inadequate marketing. (Trade Arabia, 2022). Consequently, the
Iraqi public continues to favor conventional insurance over takaful because they lack
information about this specific type of product. Furthermore, because of the political issues and
financial instability in Iraq, people are reluctant to know about any financial products, including

takaful products. (Mahmoud, 2025).
4.4. Operational and Institutional Issues

The number of companies that offer takaful in Iraq is limited compared to conventional
insurance firms, and most of them are Islamic banks, except the takaful company that was
established by the CBI in 2019. (Alshammari et al., 2022). The takaful firm in Iraq faces
limitations in terms of both customer and staff numbers. In addition, a shortage of skilled
employees trained in Islamic finance and takaful operations is considered an issue in the takaful
industry in Iraq. Most of the staff in Iraq have experience in working with conventional
insurance rather than in the takaful industry. (Salh & Hyland, 2021). Consequently, these staff
are not qualified to run a takaful business, which needs Sharia information besides the

conventional insurance information.
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5. Resolving Current Issues of the Takaful System of Iraq

Legal and regulatory issues are the most significant challenges of the takaful industry
in Iraq. In this context, the lack of a complete and comprehensive legal framework that is in
line with Sharia principles is considered one of the current issues of the takaful industry in Iraq.
(Ali, 2021). Therefore, the enactment of a special takaful law that operates separately from
conventional insurance rules is a viable method for resolving the lack of a comprehensive legal
framework. This new legal framework should operate in accordance with the international
standards, especially the IFSB and the AAOIFI. Furthermore, the new law must comply with
Iraq's legislative framework. (CBI Regulation Guidelines, 2019). Moreover, the capabilities of
regulatory specialists must be improved. Hence, the staff of the CBI and other financial bodies
should improve their knowledge in the regulation of takaful transactions by education on its

compliance with Sharia rules and principles.

Thus, legal management is vital for takaful regulations to follow Iraq's inclusive
financial regulation. This process enables the incorporation of takaful into the national legal
system. In addition, enhancing communication among the public, legislators, and Sharia

scholars promotes understanding of the reform of the takaful products.

Additionally, the existing CBI regulation guideline for regulating takaful enterprises
should be extended to better associate with the current regulatory system of the financial sector
of Iraq. In this regard, the takaful product needs to be included in amendments to Insurance
Law No. 10 of 2005 and Islamic Banks Law No. 43 of 2015. Therefore, licensing takaful
companies should be managed independently from licensing conventional insurance
companies. After addressing the legal and regulatory challenges, the CBI can design supportive
legal surroundings for the takaful industry that benefit the financial sector of the country.
Without the mentioned reforms, takaful operators will face limitations in growth, and their
ability to run the takaful industry as an alternative to conventional insurance, which is based

on riba, will be limited.

Sharia compliance is an additional challenge for the takaful industry in Iraq. It is known
that the Sharia aspect is an important part of takaful products; however, it presents significant

challenges in developing the Islamic finance sector of Iraq. One of the main Sharia compliance
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issues is the lack of a centralized Shariah supervisory committee to supervise and standardize
the practices of takaful operators in Iraq. (Salh & Hyland, 2021). Hence, without such a
standardized committee, individual companies depend on their own Sharia supervisory
committee, and each committee has different fatwas, interpretations, and rulings, which leads
to inconsistency in the market. In that context, establishing a standardized supervisory
committee with qualified Sharia members who can issue fatwas could be the best solution for

resolving this issue.

Moreover, a lack of takaful expertise influences the approval of takaful contracts and
the development of Sharia-compliant investment strategies. Moreover, most of the current
insurance staff in Iraq have a conventional insurance background rather than a takaful
background, which makes it difficult for takaful operators to fully adhere to Sharia principles,
particularly in areas like surplus distribution, risk sharing, and the use of interest-bearing
financial instruments. Therefore, Iraq, through the CBI, must open a training center for
developing human capital in Islamic finance, including training programs for Shariah scholars,
employers, and employees. Establishing a central Sharia committee under CBI supervision
would also help unify fatwas and interpretations for the takaful industry, as can be found in the
UAE, according to Article 71 of the Federal Decree Law No. 48 of 2023 of the UAE.
Additionally, changes in regulations should make it easier to use Sharia-compliant investment
options and ensure that all takaful activities, like managing funds and handling claims, follow

Islamic ethics.

Public awareness is a further challenge to the takaful industry in Iraq, which impacts
the country's economic sector. (Ali, 2021). Therefore, investors in takaful firms should
implement comprehensive awareness programs using social media and public centers in Iraq,
including local organizations. Educational creativities can emphasize the benefits of takaful
products and their permissibility according to the Islamic principles, which helps to build trust
among people. Furthermore, providing information about takaful products that cover common
risks, such as property or health, can encourage better participation of the public, as most of
the people in Iraq do not have sufficient information about how takaful operates. Additionally,
mobile apps and current platforms such as Facebook and Twitter can help expand takaful

information, especially among young people and those living in the countryside. Providing
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information about takaful on social media is important, as most people today follow social

media, especially current mobile apps such as Facebook and TikTok.

Furthermore, takaful companies shall provide funds for any connection method to reach
the public so that they know more about takaful products. In addition, takaful companies should
introduce takaful to the public and provide them with full information about takaful products
via a magazine or special publication. By improving public awareness and understanding, Iraq
can significantly increase the number of takaful customers and strengthen the ethical

fundamentals of its takaful industry in line with Sharia values.

Operational and institutional challenges are considered a major challenge of the takaful
industry in Iraq. Thus, the two noticeable reasons behind the challenge are the limitations of
customers and the shortage of skilled staff. (Alshammari, et. all, 2022). Due to the many years
of wars and unstable political issues in the country, Iraqi people do not trust financial
institutions, including takaful companies. Most people do not deposit their money in banks due
to a lack of trust in the financial sector. (Salh & Hyland, 2021). Additionally, the current staff
of the takaful companies are not knowledgeable in Sharia products, as most of them have a

conventional background.

The Iraqi government must thus fund capacity-building initiatives to educate experts in takaful
products to address the operational and institutional problems. The CBI could establish a
takaful training center, offering university courses and creating certification programs that can
help fill the human resource gap. Furthermore, institutional support through government
incentives, regulatory clarity, and strategic partnerships with international takaful firms can
enhance operational efficiency. Hence, the CBI should play its role in assisting current takaful

companies by helping them to open workshops and training courses for their staff.

6. Analysis of the Takaful Regulation Guidelines of Iraq

A takaful company was established by the CBI in 2019, which was supported by all the
banks in the country. (Alshammari et al., 2022). Thus, based on this company, the CBI issued
guidelines for regulating takaful firms in Iraq. The takaful guideline represents a strategic
regulatory move aimed at promoting Sharia-compliant insurance services in the country. As

Iraq continues to reconstruct its financial sector and expand its Islamic finance industry, the
-
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enactment of a proper legal and regulatory framework for takaful is a crucial step toward
enhancing financial inclusion, ethical finance, and risk protection for individuals and

businesses within the framework of Sharia law. (CBI Regulation Guidelines, 2019).

Thus, the regulation guideline ensures that all takaful operations are conducted by
Islamic principles. It concentrates on the Sharia aspects of the takaful company to align with
Sharia rules. In such a case, the standards of AAOIFI and IFSB are mentioned as two
international financial institutions to be followed. According to the rules of these two
organizations, the takaful companies should follow Sharia rules in detail. Hence, according to
their standards. A risk-sharing approach is compulsory, which is fundamentally different from
conventional insurance. Thus, this cooperative risk-sharing mechanism distinguishes takaful
from conventional insurance, which is based on risk transfer between the policyholder and

insurer. (CBI Regulation Guidelines, 2019).

The regulation guideline requests takaful companies to establish a Sharia Supervisory
Committee in line with the AAOIFI Sharia standards. The committee should be active and
responsible and ensure that all contracts, operations, products, and activities of the company
comply with Sharia law. (Ali, 2021). The CBI requires that all takaful operators submit reports
and receive fatwas from their Sharia supervisory committee, which serves as an active
assurance mechanism for both regulators and policyholders. (CBI Regulation Guidelines,

2019).

Moreover, the CBI regulation guideline’s effective operation depends on the regulatory
capacity of the Central Bank and the willingness of financial institutions, especially Islamic
banks, to invest in takaful products. The full potential of Iraq's takaful industry may remain

unrealized without strong institutional support and strategic public engagement.

In general, the takaful guideline of Iraq is a well-structured, Sharia-compliant
framework that positions the country to grow its takaful market. This guideline shall be

developed to be a special act for the regulation of the Takaful industry in Iraq.

7. Recommendation: New Takaful Law for Iraq

The CBI regulation guideline could serve as a beneficial starting point for developing
a specific and complete takaful law in Iraq to regulate takaful companies. In this context, many

countries, particularly in the Middle East, stepped forward and followed Sudan to operate
|
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Islamic insurance, and they developed the regulation system to enhance the Takaful industry.

(Shibu & Kahf, 2022).

In this context, the UAE takaful regulation could be useful since the UAE has advanced its
takaful sector. Therefore, the UAE has a clear regulatory framework for takaful insurance
overseen by the Central Bank of the UAE. According to this regulation, takaful companies
must comply with the Takaful Regulations of 2010 and the Federal Decree-Law No. (48) of
2023 Regulating Insurance Activities, which establishes rules for Sharia compliance, fund
separation, and governance. Chapter Fourteen of the Federal Decree-Law No. (48) of 2023,
Regulating Insurance Activities, from Articles 69 to 73, regulates the Takaful industry in the
UAE. According to the Federal Decree-Law No. (48) of 2023, Regulating Insurance Activities,
each takaful company must establish an independent Sharia supervisory committee to ensure

that its operations comply with Sharia rules as stated in Article 72 (1):

“An independent internal Sharia supervisory committee shall be formed in
every Takaful Insurance Company called 'the Internal Sharia Supervisory
Committee,’ comprising experts and specialists in Islamic financial
transactions jurisprudence. Such a committee shall supervise and approve all
business, activities, products, services, contracts, documents, and charters of
the company's business and shall set the necessary Sharia controls for the
same under rules, principles, and standards set by the Supreme Sharia
Authority in order to ensure their compliance with the provisions of the
Islamic Sharia. Fatwas, or opinions, issued by the committee shall be binding
on the company.”

Besides the internal Sharia supervisory committee of the takaful company, there is a Higher
Sharia Board in the UAE, as stated in Article 71 of the Federal Decree Law No. 48 of 2023,
that:

“l. The Supreme Sharia Board shall set the Sharia rules, standards, and
principles for Takaful Insurance Companies’ business and shall control and
supervise internal Sharia supervisory committees referred to in Article (72).
2. Takaful Insurance Companies shall bear the expenses of the Higher Sharia
Authority, including the allocations, remunerations, and expenses of its
members, pursuant to the articles of association of the Supreme Sharia
Board.

3. Takaful insurance companies and the internal Sharia supervisory
committees shall comply with fatwas and opinions issued by the Higher
Sharia Authority.”
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Furthermore, based on the rules and regulations in the UAE, the takaful businesses must
separate participants’ funds from shareholders’ funds to maintain transparency and
accountability. Takaful firms also need to adhere to capital adequacy, solvency, and investment
regulations like those for conventional insurers but within Sharia-compliant limits. Ensuring

the financial stability and Sharia compliance of takaful companies is essential.

Therefore, as for Iraq, each takaful company shall establish a sharia supervisory board,
and this board should be independent. In addition, there should be an external sharia
supervisory board to monitor all takaful companies and the decisions of the internal sharia
supervisory board. In respect to fatwa, there should be a united fatwa board in Iraq, the same
as the Higher Sharia Authority of the UAE. Otherwise, the establishment of the central sharia
supervisory board could be a good solution, and this board should consist of qualified sharia

scholars who can issue fatwas when Islamic financial institutions need them.

Malaysia is another country that could serve as a practical example for Iraq to follow
when enacting a takaful law. Malaysia has a developed takaful industry to improve the
country’s financial sector. (Riad et al., 2024). Takaful in Malaysia is governed by the Islamic
Financial Services Act (IFSA) 2013, which replaced the Islamic Banking Act 1983 and the
Takaful Act 1984 to improve the oversight and regulation of Islamic financial institutions.
(Jamil & Jamal, 2016). Hence, in Malaysia, the [IFSA 2013 is a regulatory body to regulate both
Islamic banks and the takaful industry. (Daud & Arifin, 2018). Besides, the IFSA 2013 provides
a comprehensive legal framework specifically structured for takaful and Islamic finance in
Malaysia. The Act ensures that all financial institutions, including takaful firms, operate under
Sharia principles. It requires the takaful funds to be separate from shareholders’ funds, as stated
in section 91 of the IFSA 2013, promotes strong governance, and establishes mechanisms for

Sharia compliance.

Takaful operators must establish a Sharia supervisory committee to oversee operational
decisions, contracts, and product development. The Act also emphasizes consumer protection,
risk management, and transparency within the takaful industry. Looking at Malaysia’s IFSA
2013, the law regulates all Islamic financial institutions, including the takaful industry (Jamil
& Jamal, 2016), which could be a viable example for Iraq. Like the UAE, Malaysia has an
enhanced Islamic financial law that regulates all Islamic institutions. Thus, in Iraq, like

Malaysia, it should be required for the takaful companies to follow sharia principles under
]
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supervision of the specific board. In addition, the takaful funds should be separated from

shareholders’ funds for the takaful to be in accordance with the sharia rules.

Therefore, Iraq’s CBI and regulators could replace the Islamic Banking Law 2015 with
a new law that regulates all financial institutions, including takaful, like Malaysia.
Alternatively, some provisions or chapters could be added to the Islamic Banking Law 2015 to
govern the takaful industry. In this context, the Islamic Banking Law 2015 should be amended

to reflect Iraq’s current financial situation.

Indonesia may serve as a relevant model for Iraq to consider concerning takaful
regulation. The takaful industry in Indonesia is regulated by Law Number 40 of 2014 on
insurance, which establishes a legal framework for both conventional insurance and takaful.
(Daud & Arifin, 2018). The law formally acknowledges takaful and differentiates it from
conventional insurance regarding its operation and structure. It requires takaful companies to
function on the principles of risk sharing, mutual aid, and adherence to Sharia law. The takaful
industry requires a Sharia supervisory committee to ensure that all contracts and investments

follow Sharia rules. (Mohd. et. all, 2021).

Moreover, Indonesia has a specific body that issues fatwas about matters related to the
takaful contract. In this context, the Indonesian Ulema Council (MUI) provides fatwas that
direct the interpretation and implementation of Islamic rules in Takaful. (Zein, 2018). In
addition, Indonesia takaful is ruled by Insurance Law No. 40 of 2014, which covers both
conventional insurance and takaful, with provisions addressing the takaful industry in the

country.

The Indonesian takaful industry is as developed as Malaysia's and the UAE's. The
development of the takaful in these countries depends on the relevant laws and regulations that
each country enacted for the regulation of the takaful industry. (Daud & Arifin, 2018) (Jadalhaq
& Russi, 2020). In addition, compared to Iraq, these three countries have more experience in
regulating Islamic finance and enacting laws for the financial sector. Furthermore, the political
situation of Iraq may not be suitable for the lawmakers and regulators to enact a proper legal

framework for the takaful industry.

Generally, the recommended takaful law for regulating takaful firms in Iraq should

follow Sharia principles, as in the laws of the other mentioned countries. Therefore, as stated
]
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in the regulation guideline of the CBI regarding takaful, establishing an independent Sharia
supervisory committee responsible for ensuring all takaful operations comply with Sharia law
is necessary. Members of this committee should be experts in the Islamic financial system and
qualified to issue fatwas. Alternatively, the Council of Fatwa, which exists in Iraq, can issue
fatwas like the Indonesian model. However, Iraqi Fatwa Council members should be qualified

to interpret and issue fatwas related to financial issues.

It is important to mention here that the political situation of Iraq is different from the
mentioned countries, as the situation is unstable. Therefore, for establishing a fatwa council,
there should be some rules and guidelines, as there are different religious views in Iraq. In this
context, the fatwa council should consist of several qualified members from all religion
branches. In addition, there should be a general guideline for the fatwa council to follow. (Salh
& Hyland, 2021). Thus, the CBI is responsible for issuing a special guideline for the fatwa
council to be followed. However, in case of disputes and conflict among members of the fatwa
council about any transactions, there should be a higher council to settle these disputes.
Therefore, the central Sharia board, which is necessary to be part of the CBI, can be this higher

council.

On the other hand, the economic situation of Iraq should also be considered in
regulating the takaful industry. The economic and financial situation of Iraq is unstable because
Iraqi income depends on oil. In case the oil price is decreased, the economic situation will be
unstable. Therefore, the CBI should be a last resort in case of usability of the economic and
financial situation between the takaful issuers and the investors. In this context, the CBI shall
issue a specific guideline for the takaful companies to control the economic and financial

situation.

In addition, the law that has been advocated ought to mandate the separation of money
belonging to shareholders and that belonging to participants to guarantee fairness and
transparency. Specifically, transparency is an essential component that must be articulated in a
way that is unambiguous in the legal system. It is important for individuals who participate in

takaful schemes to understand how the organizations function.
Lastly, it is worth mentioning that the Islamic Banking Law No. (43) 2015 could assist
regulators in enacting a specific takaful law. This law could include sections dedicated to
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regulating the takaful industry, like the Malaysian model. According to the current regulation
of the CBI, takaful companies are licensed according to this regulation as it is stated: “The
Central Bank of Iraq announced the start of the establishment of the Takaful insurance company
for Islamic banks in cooperation with the Board of Insurance with a capital of (15) billion dinars

with the participation of all Islamic banks.”

In addition, the CBI mandates the takaful companies to follow the guidelines of the
AAOIFI and IFSB as stated in the regulation:
“The Central Bank issued the company's Takaful regulations according to
the standards of the Islamic Financial Services Board (IFSB) and the
Accounting and Auditing Organization for Islamic Financial Institutions
(AAOIFI), considering that the Takaful Insurance Company represents
the second strategic objective of the comprehensive strategic plan of this

bank in the development of the Islamic banking industry and transactions
(2016-2020).”

Furthermore, the CBI regulations mentioned that a takaful company should operate under the
Regulation of Insurance Law No. (10) 2005 and the Islamic Banks Law No. (43) 2015 as stated:
“The central bank confirms that this step would pave the way for its recent
move to Islamic capital markets through the issuance of the Investment
Instrument Law to complement the Islamic economy in Iraq. It is
noteworthy that this company is subject to the Regulation of Insurance

Law No. 10 of 2005 and the Islamic Banks Law No. (43) for the year
2015

Therefore, the CBI regulations can be fundamental for a new takaful law that licenses

takaful companies according to the Insurance Law 2005 and operates according to the AAOIFI

and IFSB Sharia standards.

In addition, each takaful company should establish a Sharia supervisory body in
accordance with the Iraqi Islamic Bank Law 2015, as stated in article 7. In Malaysia each
takaful company shall have a Sharia supervisory committee with Sharia experts that is to ensure
the transactions operate under Sharia principles. (BNM Licensing and Regulatory Framework
for Digital Insurers and Takaful Operators, 2024). However, in the UAE, Takaful operators in
the UAE must obtain a license from the central bank of the UAE. In addition, the company
must comply with Federal Decree Law No. (48) of 2024 Regulating Insurance Activities.
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According to Federal Decree Law No. (48) of 2024 of the UAE, each takaful company
should have an internal Sharia supervisory board, and this board is monitored by the supreme

Sharia board, which is the higher Sharia board in the UAE. (Article 71-72).

The surplus distribution should be part of a new takaful law of Iraq. Surplus
distribution, which is one of the takaful benefits that can be collectively agreed upon by the
participants. Hence, regardless of the contributions charged, any surplus typically flows back
to the participants in proportion to their individual contributions. This aligns with the principle
of fairness and equity in Takaful operations (Usmani, 2002). Agreement on how surplus is to
be distributed is explicitly included in the Takaful contract. In Malaysia, the surplus distribution
to both the takaful operator and the participants would be in accordance with an agreed sharing
ratio (Mokhtar et al., 2015). Therefore, it must be clearly stated in the law about surplus

destitutions in tankful.

As for dispute resolution mechanisms, there are three mechanisms for resolving takaful
disputes: litigation through the courts and alternative dispute resolution, which includes
arbitration and mediation. (Nazri et al., 2025). The new Iraqi takaful law should explicitly state
the takaful mechanisms. However, it is necessary for the court to have judges that are experts
in Sharia rules to settle the disputes in takaful cases. Otherwise, the court can request advice
from the Sharia supervisory committees of the Islamic financial institutions when there is an
issue in a takaful case, as can be seen in Malaysia. (Rafdi et al., 2024). It is important here to
mention that the Iraqi society is complicated due to the political situation; therefore, the
mediation could be the first step for dispute resolution when there is a conflict between parties
in any financial matter. (Salh, 2021) However, the new law shall clearly mention the step of

dispute resolution when there is a conflict between parties.

As an alternative to the new takaful law, some provisions or articles on takaful
regulation could be added to the Iraqi Insurance Law No. 10 of 2005. Licensing requirements,
Sharia regulations, surplus distributions, and dispute resolution mechanisms could be part of

the Iraqi Insurance Law of 2005.

In conclusion, Iraqi regulators can either enact a dedicated takaful law or incorporate
relevant sections into the existing Insurance Law No. 10 of 2005. The UAE model is also a
viable model for the takaful industry of Iraq. According to the Federal Decree-Law No. (48) of
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2023, Regulating Insurance Activities, there is a Higher Sharia Board in the UAE to monitor
the internal Sharia supervisory committee. Thus, establishing a higher Sharia supervisory
council in the CBI could help Iraqi takaful companies and assist Sharia supervisory

committees.

8. Conclusions

Since the takaful industry is new in Iraq, it faces several challenges. While some
challenges are legal, others stem from Sharia or institutional issues. The first problem is an
incomplete legal framework for takaful. Although Iraq has laws governing conventional
insurance, as well as the Insurance Law No. 10 of 2005, there is no takaful act. Therefore, not
having a dedicated takaful law is a legal issue. To address this, Iraqi financial regulators should
pass a specific takaful law based on the current CBI regulations guidelines. The new takaful
law shall clearly consist of all aspects of the takaful contract. In this context, the law should
require each takaful firm to establish a sharia supervisory board. In addition, the qualifications
of the Sharia scholars should be determined by the law. Furthermore, the license requirements
should be explicitly mentioned in the law in accordance with the Sharia principles. In addition,
the types and categories of the takaful shall be stated in the law. Moreover, the law should select

the method of resolving the case of dispute resolution.

Sharia compliance is another challenge for the takaful industry in Iraq. A shortage of
qualified Sharia scholars contributes to this problem, as each takaful company has its Sharia
supervisory committee, leading to differing fatwas and interpretations. Standardizing a Sharia
supervisory committee is therefore essential. Additionally, the CBI should organize training

courses for Sharia scholars to improve their knowledge of takaful.

Another issue is the shortage of human capital; the CBI, in cooperation with takaful
companies and Sharia supervisory committees, could provide training for existing staff.
Operational and institutional challenges also hinder the industry, as the number of takaful
providers in Iraq is very small compared to conventional insurance companies. Most takaful
products are offered by Islamic banks, which limits customer options. The main reasons for
this are the limited customer base and the shortage of skilled staff. Many Iraqis do not trust the
financial system, including both takaful and conventional insurance. To improve this, the CBI

should work to increase the number of takaful firms and educate the public about takaful to
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expand customer awareness. Ultimately, it is the responsibility of the CBI, takaful companies,

and Islamic banks in Iraq to work together to develop the industry.
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