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ABSTRACT 
 

Several Islamic insurance and solidarity companies have been established since 1979; first in Sudan and 
later in Saudi Arabia, and then in various other Islamic countries. There are currently about 200 
companies of Islamic insurance in all parts of the world, spreading over the Islamic world. This number 
indicates that the Islamic insurance industry has begun to prove and improve itself that is a strong 
competitor to traditional insurance industry.This paper evaluates and analyses the challenges on several 
issues related to Islamic insurance in Sudan for the period 1979-2011. This paper also covers semi-
structured interviewed at the preliminary in order to address the research questions, and hypotheses of this 
research. A planned questionnaire to find out the sustainability and challenges facing Islamic insurance in 
Sudan has been set. Smart PLS has been used to evaluate and analyze the result of sustainability in Sudan. 
A brief content analysis of Islamic insurance systems for sustainability was discussed to examine its 
challenges for research in the future. This research found that the link between Sudanese customers 
perception and his satisfaction with using Islamic model as in Sudan. This paper concludes with a 
discussion on the significant light of sustainable development in Islamic insurance industry in Sudan and 
Muslim countriesneeds to propagate the research and publication in the areas of Islamic economics and 
Islamic management. 
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1.  INTRODUCTION 
Islamic insurance industry to sustain facing many challenges globally and even fromregion to region, 
some challenges are: the argumentative issue on the ownership of the Islamic insurancefund that is the 
tabarru’ fund and the surplus distribution accumulated from the risk fund are some of the many issues 
faced by the industry (Tobias, 2010), there is also diversity of the opinions that certain practices are 
Shari'ah compliant, most of the Shari'ah experts do not have enough knowledge about the insurance 
system while many Islamic insurance practitioners themselves are lacking in the knowledge and 
information about Shari'ah principles with respect to Islamic insurance 
 
2.  LITERATURE REVIEW 
For the modern Islamic insurance the practiced started in 1979 with Faisal Islamic Bank in Sudan, for the 
reason to insure the bank’s properties in halal insurance, established the Islamic Insurance Company Ltd, 
as the first cooperative insurance company in the world with pure capital from the bank as base for the 
company. Sudan adopted a system called ‘mudarabah of Islamic solidarity’, the system was composed of 
                                                           
1A PhD student at Arshad Ayub Graduate Business School Faculty of Business Management, University Teknologi MARA, Shah 
Alam, Malaysia. Corresponding author: ommusaab@yahoo.com 
2Dean of Arshad Graduate Business School Faculty of Business Management, University Teknologi MARA, Shah Alam, 
Malaysia. 
3  Deputy Director of International Institute of Advanced Islamic Studies, Malaysia 

282

Paper Proceeding of the 5th Islamic Economics System Conference (iECONS 2013), "Sustainable Development Through The Islamic Economics System",

Organized By Faculty Economics And Muamalat, Universiti Sains Islam Malaysia, Berjaya Times Square Hotel, Kuala Lumpur, 4-5th September 2013.



a combination of mudarabah and solidarity where the contribution paid is divided as follows: 87.5% is 
regarded as capital for mudaraba to be invested for the payer in the form of Al mudarib according to the 
Shari'ah rules, 12.5% is taken as a donation to the solidarity fund and is subject to the rules of Solidarity, 
however, this system did not meet acceptance due to the inflation in Sudan and it was abandoned (Aldarir, 
2006). 
 
When the participant contributes to the fund, he is indirectly applying the golden principle of ‘bear ye one 
another’s burden’. He said, however, not all companies including insurance companies in Sudan itself 
comply with the recommendation to accept ta'awun as a basis for Islamic insurance. The constraint is due 
to poor fund for the initial capital, as nowadays nobody wants to invest something for free. When they 
contribute their money, they are actually expecting something in return, which is the financial reward or 
profit sharing (Billah M. M., 2004). 
 
 
 
2.1 Challenges faced development of Islamic insurance 
 
Many challenges faced development of Islamic insurance in Muslim countries. The ownership to the 
contribution paid by the participant, and the consequence related to this ownership in case of surplus or 
deficit is one of the most prominent problems in Islamic insurance industry (Shibili, 2009). Another 
argumentative challenge issue on the ownership of the Islamic insurance fund that is the tabarru’ fund 
and the surplus distribution accumulated from the risk fund are some of the many issues faced by the 
industry(Tobias, 2010). There is also diversity of opinions that certain practices are Shari'ah compliant or 
not (Jacky, 2010). Some services are accepted as Shari'ah compliant by some Shari'ah scholars in certain 
regions while it is not by other scholars in other regions based on the report done by Islamic Research & 
Training Institute Islamic Development Bank, concluded that this can lead to layers of regulatory 
difficulty(Institute of Islamic Banking and Insurance, 2000).In addition, another problem is that most of 
the Shari'ah experts do not have enough knowledge about the insurance system while many Islamic 
insurance practitioners themselves are lacking in the knowledge and information about Shari'ah principles 
with respect to Islamic insurance. This causes the variation of opinions among scholars, academicians, 
professionals and other key players in the industry. 
 
Moreover, there is no evidence to support if any of the existing models can be considered unique and 
preferred from among the others, because all of these depend on the functions and factors which are 
suitable to the respective country where they are being practiced(Mohamed, 2007). 
 
Sudan, as the founder of Islamic insurance in the modern economy since 1979, (Khan, 2011) also has 
Islamic regulatory environments, which naturally accommodates the Islamic insurance markets, at the 
same time it is the only country with a complete Shari'ah finance system (Bekkin, 2007). 

 
 
3.  RESEARCH METHOD 
The data in Sudan have been collected in an easy approach due to the fact that the author is from the same 
country so this added to the ease of distributing and collecting the questionnaire but not in full because 
some companies have been revoked as Red Sea insurance or some companies closed after Sudan became 
two countries such as Juba insurances. In total, twelve companies were covered to fill the questionnaire, 
and where some selected for the interview schedule. To study the sustainability of Islamic insurance in 
Sudan, questions were set up and distributed into four parts: one for operators (insurers) in Islamic 
insurance, one for participants (customers) in Islamic insurance to check the similarities and differences 
of Islamic insurance. The reliability of the instrument that was used in the research to collect the data is 
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important, but in this research and due to the small sample size which affects the normality of the data, it 
was not possible to apply the reliability check. 
 
The data gathered from the questionnaire will be analyzed using Statistical Package for Social Science 
(SPSS) Version 20 programmes(Creswell, John W., 2008). SPSS was used to do manipulation checks and 
to calculate Cronbach’s alpha for the constructs. Since the sample size is relatively small (Islamic 
insurance organizations) and for the interpretation of the research objectives, partial least squares 
structural equation modeling (PLS-SEM) is used. SmartPLS is a program that conducts a Partial Least 
Squares analysis which allows to simultaneously examining theory and measures (Hulland 1999). 
 
The research sample size between 56 respondents from customers 50 respondents from operators 13 
respondents for Shari'ah board members, and 21 respondents expert in the Islamic insurance field 
observations was increased to 200 re-samples to ensure convergence using this bootstrapping method. 
 
4.  RESULTS 
The findings of the study revealed that there is a large sector of the Muslim population in Sudan needs to 
be exposed to Islamic insurance practice, also there is a significant light of sustainable development in 
Islamic insurance industry in this country. 
 
Table 1 points out all the constructs of customer questionnaires and their indicators. The path coefficient 
analysis included all indicators consisted of one indicator to each. 
 

Table 1: Measurement items of the constructs – customer’s indicator 
Construct Items Indicators 
What is your consideration in the choice 
of Islamic insurance company 

Q1a 
Q1b 
Q1c 

Factors of selection Islamic insurance 
principles 

Are information dissemination 
mechanism effective enough to facilitate 
decision making by the customer? 

Q2 Factors of selection Islamic insurance 
principles 

Are the Islamic insurance products 
subscribed to effectively meet your 
satisfactions? 

Q3 Factors of selection Islamic insurance 
principles 

Do you have prerequisites about Islamic 
insurance? 

Q4 Factors of selection Islamic insurance 
principles 

Do you have basic knowledge about 
Islamic insurance? 

Q7 Factors of selection Islamic insurance 
principles 

Do you aware of Islamic insurance 
principles? 

Q8 Factors of selection Islamic insurance 
principles 

Does Islamic insurance more punctual in 
payment of claim than the conventional 
insurance? 

Q9 Principles of Islamic insurance  

Does your Islamic insurance company 
disclose appropriate information to you 
on the management of Policyholders 
fund? 

Q5 Principles of Islamic insurance 

Do you aware of most of Islamic 
insurance transaction? 

Q6 Principles of Islamic insurance 

Are Islamic insurance transactions are 
uncertain? 

Q10 Similarities and Differences of Islamic 
insurance models 

Are Islamic insurance operation Q11 Similarities and Differences of Islamic 
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assurances not certain? insurance models 
 
The path coefficients and significance outcomes of the Smart PLS structural model (or inner model) for 
Sudan, results are presented in Figure 1. The bootstrap samples are used to estimate the statistical 
significance of the PLS path model coefficients. 
 

Figure 1: PLS Structural Model of similarities and differences - Sudan 

 
 

The result of the first hypothesis to show the sustainability in operation of Islamic insurance is shown in 
Table 2, for Sudan is strongly supported (p<0.01) by the empirical outcome of the structural model. 
Sudan shows supported result by the question of Principle of Islamic insurance where the t-value is 
1.932.The sign of both the coefficients is consistent with the expectation, but the effect is not strong 
enough (t-value 2.876) to be significant. The expectation was: 
 
The similarities and the differences in Islamic insurance models affect the operation. 
Another sustainable challenging issue on the ownership of the Islamic insurance fund and the surplus 
distribution accumulated from the risk fund are some of the many issues faced by this questionnaire 
specially when answering item 5 (Does your Islamic insurance company disclose appropriate information 
to you on the management of Policyholders fund?), the result showed low t-value (0.3806). 
 

Table 2:First hypothesis testing result- Sudan 
Hypothesis Relationship t-

value 
p-
value 

conclusion 

Sudan 
H1 Factors of selection Islamic insurance 

principles 
3.116 0.292 Supported 

H1 Principles of Islamic insurance Islamic 
insurance principles 

1.932 0.238 Supported 

 
This part is focused on the Protecting one another that governs Islamic insurance between the models 
inSudan, while considering the models’ operation globally, contract design, policyholder fund, surplus 
distribution, claim handling, disclosure/ transparency, principle /practice, operators, investment, and 
Shari'ah board members activities. It shall analyze the Protecting one another in the models that constitute 
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the modus operandi of the insurance and shall compare between the models in various jurisprudence. The 
questionnaire has been set-up to answer the research question: 
 
 
Do the similarities and differences in Islamic insurance models affect the operation (contribution-
underwriting-claim-surplus) of each model practiced in the selected country? 
Table 3 points out all the constructs of Operators’ questionnaires and their indicators. The path coefficient 
analysis included all indicators consisted of one indicator to each. 
 

Table 3: Measurement items of the constructs – operator’s indicator 
Construct Items Indicators 
The Qard Hassan is permissible to 
mitigate against default in the payment 
of the claims 

Q10 Cooperation with each other 

In your organization the way of 
allocating surplus to whom 

Q8 Cooperation with each other 

In the organization does the Islamic 
insurer share in the underwriting 
surplus? 

Q9 Cooperation with each other 

In case of indemnity the following 
method is recommended 

Q11 Cooperation with each other 

Islamic insurer discloses the following 
information 

Q13 Cooperation with each other 

The organization must  comply with 
supervision provision on disclosure if 
information via 

Q14 Cooperation with each other 

In your organization what is the Islamic 
features 

Q1 Mutual responsibility 

Policyholders knows clearly the amount 
of charges and expenses deducted from  
the contribution 

Q2 Mutual responsibility 

The Policyholders knows how the 
operators manage policyholders fund 

Q3 Mutual responsibility 

What guides your company in deciding 
the amount of Tabarru' paid by 
policyholders? 

Q4 Mutual responsibility 

The contribution from participant is a 
commitment to donate. 

Q5 Mutual responsibility 

In your organization how operator 
obtain revenue from services rendered to 
policyholder 

Q6 Mutual responsibility 

The policyholder recommend to the 
board how the surplus from policyholder 
fund is to be allocated 

Q7 Mutual responsibility 

Methods to mitigate against participant 
default: 

Q20 Mutual responsibility 

Conditions for the validity of the 
contract. 

Q15 Principles and practice of insurance 
with Shari'ah rules 

This  model is practice in this 
organization 

Q16 Principles and practice of insurance 
with Shari'ah rules 

Islamic insurer receive an absolute fixed Q17 Principles and practice of insurance 
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amount of fees  with Shari'ah rules 
From Shari’ah perspective which model 
are Shari’ah compliant 

Q21 Protecting one another 

Do you agree to develop standard 
processes for 

Q22 Protecting one another 

Shari’ah compliance, audit and review 
of the Shari’ah rulings 

Q23 Protecting one another 

Do you agree to have Islamic insurance 
model globally as best practice 

Q24 Protecting one another 

 
In this specific section, the partial least square (PLS) Path Modeling aims to estimate the relationships 
among operator’s respondents in the questionnaire distributed from Q1 to Q24. 
 
The aim of the model as in Figure 2 was to analyze the influence of the latent variables: operation the 
business paradigm, fund and surplus distribution, and Protecting one another on the dependant 
variable,Protecting one another. Whereas Protecting one another only consisted of oneindicator which 
was assumed to be able to explain the latent variable completely,operation the business paradigm, fund 
and surplus distribution, as well as Protecting one another which were assumed to reflect variations in the 
latent variable. 
 

Figure 2: Structural model 1 results- Sudan 

 
 
Mutual responsibility, Cooperation with each other, and Protecting one another, statistical t-value for 
Sudan respondents showed significant results varied from 1.4197 to 2.8991 
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Table 4: PLS Results- the Protecting one anotherof Islamic insurance models for Sudan 
 Original 

Sample 
(O) 

Sample 
Mean 
(M) 

Standard 
Error 
(STERR) 

T Statistics 
(|O/STERR|) 

Sudan 
Cooperation with each other -
>Protecting one another 

0.2861 0.2785 0.116 2.4669 

Mutual responsibility ->Protecting 
one another 

0.4037 0.4412 0.1392 2.8991 

Protecting one another ->Protecting 
one another 

0.1934 0.1842 0.1362 1.4197 

 
Therefore the second objective of the research which is: To examine the principles of insurance and 
Shari'ah rules that governs Islamic insurance has been achieved, which implies why the Islamic insurance 
is sustained in Sudan. 
 
The third challenge of sustainability is shown in the PLS result in Table 5 points out, that the model 
explained (92.1 percent) of the variance in the frequency to select rationale model with respect to selected 
latent variables. Contract Design and Principles and Practice of insurance were found to be statistically 
significant at the p<0.01 level and Surplus Distribution statistically significant at the p<0.05 level. 
Investment Distribution and Policyholder’s fund Distribution were not found to be statistically significant 
in the model. As Contract Design and Principles and Practice of insurance were found to be statistically 
significant in the model and furthermore had the highest path coefficient there is sufficient evidence to 
support the third hypothesis, that Contract Design and Principles and Practice of insurance are the most 
important reason for Shari’ah board members to select the rationale model. Accordingly hypothesis 3 is 
supported. 

 
Table 5: PLS Results – Rationale selected model 

Item Path Coefficient t-value 
Rationale Model Selection- Sudan 
Investment Distribution ***0.340 1.902 
Policyholder’s fund Distribution ***0.710 7.633 
Contract Design -0.811 0.997 
Surplus Distribution **0.141 1.014 
Principles and Practice of insurance -0.092 2.315 
R2= 0.921 

 
The path analysis using Smart PLS demonstrates the effects of different constructs (Contract Design, 
Principles and Practice of insurance, Distribution, and Claim & Transparency) according to the 
interdependencies stated in the assumption (The Rationale Model) and along with their corresponding 
levels of significance (t-values). Bootstrapping resampling served to test the level of significance of the 
path coefficients (pc) as in Table 6. 
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6: PLS Results – Rationale selected model 
Item Path Coefficient t-value 

Model Harmonization with legal business operation - Sudan 
Contract Design **0.186 1.2741 
Fund distribution ***0.677 6.1022 
Claim & Transparency ***0.543 4.6104 
Principles and Practice of insurance ***0.874 5.9500 
R2= 0.869 

**Significant at the p<0.05 level; ***Significant at the p<0.01 level 
 
5.  CONCLUSION 
 
Since the Sudan government determined to apply the shari'ah rules in the country to all sectors and 
economy insurance as one of the sector affected by that rules, this result match exactly why Sudanese 
customers select Islamic insurance, where there is no conventional insurance for the customers to 
compare or select based on any other factor. Insurance whether it is Islamic or conventional is recognized 
on a number of specific basic principles and upon which its fundamental legal and technical applications 
are based, these principles work for the general insurance. Those principles resolve the way to calculate 
the compensation for the insured in case of maturity protect the insurer from moral hazard from the 
insured and all these minimize expenses for the organization to maximize profit. 
 
This research also has implications for sustainable practice. The important Islamic insurance factors 
affected participants s in models usein Sudan means that attempting to recognize it and measure it may be 
a good management practice in order to ensure use continuance. At the same time, providing a supportive 
environment from the organizations, media and government also improves the customers’ attraction. 
 
The sustainable practice of the principles and practice of Islamic insurance with Shari'ah rules in this 
study would assist operators in two ways. First, the author has provided a range of scales in nine sections 
as: Contribution/Contract design, Policyholder Fund, Surplus Distribution, Claim/ Handling, Disclosure/ 
transparency, Principle/ practice, Operators views, Investment views, and Shari'ah Board members’ 
suggestions. These scales can be fruitfully used by insurers to measure various factors of Islamic 
insurance system models after its implementation. Second, the model which has established relationships 
between these latent variables holds great secure as a diagnostic tool for identifying and isolating the 
principles and practice of insurance with Shari'ah rules problems. 
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