Nomination in Conventional Insurance and Takaful

Nomination is a procedure where a depositor or investor designates an individual or
group to manage their account upon passing. Generally, nominated property refers to
an asset specifically assigned by the owner to be transferred to a nominee or
nominees in the event of their death.

Nomination in conventional insurance involve the policyholder assigning a beneficiary
to receive the policy benefits in case of the policyholder's demise. Similarly, in takaful,
nominations entail appointing individuals to receive takaful benefits as specified in the
certificate upon the participants passing. It's a crucial process in both conventional
insurance and takaful, ensuring designated recipients receive the intended benefits
after the policyholder and participant’s death.

Nevertheless, there are a few comparisons between nomination in conventional
insurance and takaful. The nomination process in conventional insurance involves the
creation of a trust in the name of nominee if they are the policyholder’s spouse or child.
When the nominee is the spouse or child, a trust will be created in favour of the
nominee who will receive the policy moneys beneficially. If there is no living spouse or
child at the time of nomination and the nominee is the parents, then they will be entitled
to the full amount of the policy money. In such a case, the policy is called a trust policy.
However, in instances where a living spouse or child exists at the time of nomination
and one nominates their spouse and parent or their child and parent, a trust will solely
be established in favour of the spouse or child, excluding the parent. Parents are
regarded as non-trust nominees and will only receive the money as an executor.
Similarly, if there is a living spouse or child during nomination and only the parent is
nominated, no trust will be established in favour of the parent. A non-trust policy is
created when a policyholder nominates a person other than his or her spouse, child
or parent. They will receive the money only as an executor and responsible for
distributing it according to the deceased’s will. If there’s no will, the distribution follows
the applicable law. A trust policy does not apply in the case of a Muslim policy owner.
The nominee of a Muslim policy owner takes the policy moneys only as an executor
and must distribute the moneys in accordance with Islamic laws.

According to the Financial Services Act (FSA) 2013, under Schedule 10, Section 130.
5. (1) states that a nomination by a policy owner, other than a Muslim policy owner,
shall create a trust in favour of the nominee of the policy moneys payable upon the
death of the policy owner, if the nominee is his spouse or child; or where there is no
spouse or child living at the time of nomination, the nominee is his parent.

Subsequently, Section 130. 6. (1) of Schedule 10, FSA 2013 states that a nominee,
other than a nominee under subparagraph 5(1), shall receive the policy moneys
payable on the death of the policy owner as an executor and not solely as a beneficiary
and any payment to the nominee shall form part of the estate of the deceased policy
owner and be subject to his debts and the licensed insurer shall be discharged from
liability in respect of the policy moneys paid.

Comparatively, in takaful; under Schedule 10, Section 142. 3 (1) of Islamic Financial
Services Act (IFSA) 2013 states that a nominee under subparagraph 2(1) shall receive
the takaful benefits payable under a takaful certificate either as an executor or as a
beneficiary under a conditional hibah, as the case may be, as stated in the nomination
form by the takaful participant. Subparagraph 2 (1) of Schedule 10 IFSA 2013 outlines
the power to make nomination by a takaful participant.



In addition, the Shariah Advisory Council (SAC) of Bank Negara Malaysia, in its 34™
meeting dated 21 April 2003, has resolved that the takaful benefit may be made as
hibah, where the status of the hibah will not be transformed into a bequest. Based on
the resolution, the takaful participant is also entitled to revoke his hibah which was
made to certain individual and deliver the benefit to another person, or terminate his
participation in takaful if the nominated recipient passed away before the maturity date
and takaful nomination form shall clearly mention that the status of nominee is as
beneficiary, if it is intended by the participant as hibah.

Based on the above, it indicates that IFSA 2013 and resolution made by the SAC of
BNM doesn'’t strictly prescribe the creation of a trust policy in nomination for takaful
benefit. Instead, it allows for a more flexible approach, and the nominees, even beyond
spouses, parents or children can potentially be nominated as the beneficiaries for the
takaful benefit based on the conditional hibah, and they may also be nominated as
executor who is responsible for executing the deceased’s will, aligning with Islamic
principles.

In the nutshell, the flexibility offered under the takaful nomination for the hibah
beneficiary assists the takaful participant to plan his estate distribution either to his
family member or anybody that he intended to make the gift. In addition, participating
in the takaful contract and make the hibah through the takaful nomination is not limited
to the muslim takaful participant only; thus non-muslim may opt to take up the takaful
and nominate the beneficiary of the takaful benefit without the restriction. This flexibility
potentially provides option that is more adaptable to all people in aligning the
distribution of takaful benefits based on their wishes based on guidance provided by
IFSA 2013 and the SAC resolution.
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