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 The agricultural sector is a role model that can be the basis for policymakers to integrate 

Islamic insurance patterns in agriculture. This research aims to design a model of the Islamic 

agricultural insurance system based on Islamic law in the context of Indonesia. This study is 

expected to contribute for Indonesian government to accommodate the implementation of the 

Islamic agricultural insurance system and pattern in Indonesia. This study used an expert 

system approach through data collection and information as a reference in the formulation of 

model designs, including interviews, questionnaires, direct observation, and data synthesis in 

the field. This research stage used a systems development conceptual model described in the 

research process, including planning, analysis, design, verification, validation, and building 

models. The research hypothesis is confirmed that Islamic agricultural insurance can be 

implemented based on risk and investment with tabarru’ funds (mutual financial aid funds) 

and investment funds. Islamic agricultural insurance is a way out for farmers, especially 

Muslim farmers, in ensuring agriculture management by managing the level of risk due to crop 

failure. Islamic agricultural insurance systems can guarantee risks that arise in agricultural 

businesses to provide inner peace to farmers in getting the good and right protection for 

businesses that run following Islamic principles. This research has resulted in innovative 

features and development models of Islamic agricultural insurance for the Protection and 

Empowerment of Farmers in Indonesia. 
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1. INTRODUCTION 

 

Business in the agricultural sector always faces a very high 

risk of uncertainty, for example, crop failures due to pests and 

diseases or plant-disturbing organisms, changes in 

environmental conditions such as climate change, drought, 

floods and so on [1-4]. Allowing farmers themselves to face 

this risk would be very unfortunate for food security and 

independence for an area. Even regions that often face this risk 

will continue to experience endless food insecurity. 

For this reason, the Ministry of Agriculture of the Republic 

of Indonesia has rolled out an agricultural insurance program 

since 2015 through the Minister of Agriculture Regulation No. 

40/Permentan/SR.230/7/2015 concerning Agricultural 

Insurance Facilities. This regulation of the Minister of 

Agriculture is a form of technical and operational explanation 

of the order of the law of the Republic of Indonesia No. 19 of 

2013 concerning Protection and Empowerment of Farmers, 

which in article 37 paragraph (1) states "the central 

government and regional governments by their authorities are 

obliged to protect farming conducted by farmers in the form 

of agricultural insurance." 

The idea of agricultural insurance programs in Indonesia 

has been carried out since the 80s (1982, 1984, 1985) by 

establishing a working group on harvest insurance 

development. However, according to Sumaryanto and 

Nurmanaf [5], in 1999, the development of agricultural 

insurance had been carried out but was still in the preparation 

stage, which required various instruments for its 

implementation. In 2011 the agricultural insurance working 

group was formed to formulate the Rice Farming Business 

Insurance (Asuransi Usaha Tani Padi (AUTP)) and 

Cattle/Buffalo Business Insurance (Asuransi Usaha Ternak 

Sapi/Kerbau (AUTS/K)). Finally, in 2015, agricultural 

insurance was implemented in Indonesia through two main 

programs, namely AUTP and then AUTS/K in 2016.  

The implementation of AUTP was first pilot project in 16 

provinces in 2015 with a target of 1,000,000 hectares. The 

implementation of pilot project began in October to December 

2015 with the realization of 233,499.55 hectares or 23.35% [6]. 

Based on this insignificant realization target, in 2016 the 

AUTP target was reduced to 500 000 hectares with the 

realization of 499 962 hectares, and claims reached 11 107 ha.  

In 2017 the target will be increased again to 1 million 

hectares, along with various strategies and innovations, so that 

997 961 hectares will be realized with a claim of 25 028 

hectares. In 2018, the target was still maintained at 1 million 

hectares and realized 806 199 hectares with claims of 10 754 

hectares.  

The Agricultural Insurance Program is targeted to be able to 
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reach a land area of 6.5 million hectares during 2015-2019. In 

fact, realization until 2019 has only reached a total land area 

of 2.9 million hectares or 45% of the planned target [7]. The 

need for insurance programs hasn’t become a priority scale for 

farmers in farming activities, so that in its implementation it 

has not been achieved evenly in each region. 

The low target for the implementation of AUTP during 

2015-2016 based on a thematic study with a SWOT analysis 

[8], was due to the weak support for payment of contributions 

with the Regional Government. Budget (locally called APBD) 

and low literacy level of farmers in utilizing agricultural 

insurance programs. 

Meanwhile for AUTS/K, the realization until 2019 tends to 

be more optimal. The realization of the number of cattle from 

2016-2019 was 314,202 cows, or 82% of the target [6]. For 

AUTS/K since the program began in 2016, it is targeted to 

reach 120 thousand heads of cattle, but only 20 thousand heads 

have been realized with 697 claims. In 2017 the target is still 

the same at 120 thousand and the realization has increased to 

reach 92 176, with 3 470 claims. For the year 2018, still, with 

the same target of 120 thousand heads, and 88 673 heads have 

been successfully realized with claims reaching 1 736 heads.  

Agricultural insurance land area (AUTP) on average during 

2016-2021 grew by 96.26%. However, during the Covid-19 

Pandemic, the AUTP Program experienced a decrease in its 

target land area of 600 000 hectares. The following is a report 

on the number of farmers and insurance land area sourced 

from the Director-General of Agriculture Infrastructure and 

Facilities of the Ministry of Agriculture. 

 

 
 

Figure 1. Number of farmers participating in insurance and 

insurance land area 

 

Based on Figure 1 Number of farmers participating in 

insurance and insurance land area from Directorate of 

Agricultural Finance [6], the average area of agricultural land 

insured by farmers is 0.61 hectares. In 2018, the AUTP 

Program experienced a decrease in the realization of 19.18%. 

The decrease in the number of farmers and the area of AUTP 

land will occur significantly in 2021. 

The decrease in the realization of AUTP from the 

observations found that the number of field officers in most 

locations was considered to be still lacking compared to the 

area of rice fields registered with insurance. This causes 

information and assistance to farmers to be less than optimal, 

especially in assessing damage during crop failure. On the 

other hand, the budget for the implementation of agricultural 

insurance is still inadequate, especially for locations with a 

large area of registered rice fields, financing for the 

recruitment of field officers and insurance premium financing 

assistance for farmers 

In addition, there are some weaknesses in the 

implementation of agricultural insurance in Indonesia. First, 

field socialization is felt to be still not very massive, especially 

to understand farmers about the benefits, procedures, and 

benefits of this agricultural insurance program [9-13]. Even 

though the government, in coordination with related 

institutions at the district/city level, has programmed several 

agendas for the socialization of agricultural insurance 

throughout the year, including providing a special budget 

allocation for a separate agricultural insurance socialization 

program. But the involvement of parties outside government 

institutions seems to be programmed in an integrated and 

continuous way. The socialization process can lead to local 

community interaction which can build a social connectivity 

and intense agricultural innovation [14]. 

Second, the issue of halal-haram (lawful-forbidden) 

agricultural insurance systems developed at this time. 

Indonesian society which is religious and sensitive with halal-

haram practices based on Islamic principles causes this 

agricultural insurance program to be a separate question. Some 

people are not willing to take part in the agricultural insurance 

program because it contradicts their beliefs which are not in 

accordance with Islamic law. For this reason, the Islamic 

agricultural insurance system model needs to be formulated 

conceptually. 

Based on the study with soft system methodology [15], 

there is a moral hazard that philosophically occurs in the 

practice of agricultural insurance with concept transfer of risk 

of farming land. The action of change with the Islamic 

agricultural insurance system changes the concept of transfer 

risk to become sharing of risk between farmers and the 

insurance institution in the management of tabarru’ funds. 

The agricultural sector is necessary managed effectively 

because it plays a key role to fulfill the supply of foodstuff and 

raw material [16]. The main contribution of this research is to 

offer a conceptual framework for Islamic agricultural 

insurance governance, with a systems development conceptual 

model. This study aims to design an Islamic agricultural 

insurance system model based on Islamic law in the 

Indonesian context. The expert system approach in the 

formulation of this model is expected to provide some critical 

perspectives to sharpen the results and formulation of the 

initial concept. In the end, of course, the resulting model can 

be more applicable in the practice of agricultural insurance 

development in Indonesia from an Islamic perspective. 

 

 

2. LITERATURE REVIEW 
 

2.1 Agricultural insurance in other countries 

 

The current system of crop insurance in the United States 

was established in 1938. The most often insured crops are 

corn, soybeans, and wheat, about 80% of the total area, is 

insured. In some countries (e.g., the USA and Canada), crop 

insurance and, to a smaller extent, livestock insurance is the 

primary public policy mechanism for reducing. Farmer's 

exposure to yield and/or revenue risk [17]. The total value of 

premiums in 2008/09 was almost $ 10 billion. The insurance 

coverage is 50% of the average yield and 55% of the expected 

crop prices in the basic CAT (Catastrophic) program. This 

basic coverage is fully subsidized by the state [18]. 

One form of agricultural insurance currently being 

developed is weather-index insurance (weather index 

insurance-AIC), developed by the International Finance 

Corporation (IFC). This type of insurance has been applied in 
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several countries such as Thailand, India, Mexico, Kenya, and 

Malawi. It is still under-represented in insurance coverage in 

developing countries, even though the agricultural sector in 

developing countries is relatively large compared to 

manufacturing and services [19]. 

In the European Union, individual states use very different 

systems of agricultural insurance. The diversity of approaches 

and institutional arrangements to agricultural risk management 

is given by the heterogeneity of risks that threaten Europe's 

farmers. In general, the higher risk of crop damage occurs in 

southern European countries, with particularly high risks of 

drought and other significant effects of extreme weather 

events. Hail plays an essential role in the Central European 

countries, and concerning climate change, more frequent 

occurrences of drought and local torrential rains are predicted 

[18]. 

Fact, implementing agricultural insurance led to a variety of 

schemes in any other Countries. The agricultural insurance 

system in France was developed more than forty years ago 

under state supervision [20]. Agricultural insurance in France 

has grown since the 2004 reforms, where more than 60% of 

the agricultural area is insured. In another case in Germany, 

more than 80% of agricultural areas are insured [21]. 

Agricultural insurance in Latin America is relatively 

developed compared to other regions such as Africa and many 

Asian countries. Agricultural insurance in Latin America has 

grown in recent years, but agricultural insurance is not 

distributed evenly between countries in Latin America. The 

supply of agricultural insurance products in this region is 

relatively increasing compared to other regions based on the 

number of insurance companies [22].  

 

2.2 Islamic agricultural insurance 

 

Research on the design of Islamic agricultural insurance 

doesn’t aim to contradict Western or conventional insurance 

concepts running in the world. Accessibility of conventional 

insurance products in Muslim majority countries became 

questionable in the eyes of Islamic due to the prohibited 

elements of Riba (interest), Gharar (uncertainty), and Maisir 

(gambling) in insurance transactions [23]. Islamic insurance is 

an alternative and has different concepts from conventional 

insurance based on the idea of business philosophy, social 

solidarity, cooperation, Surplus underwriting, and joint 

compensation for member losses. 

Farming systems are seen as holistic systems managed by 

farmers by implementing the best management practices to 

maximize the benefits or minimize the risks of farming [24]. 

In order to minimize risk, Agricultural insurance is one form 

of disaster mitigation against crop failure by transferring or 

sharing risks in farming activities concerning farmer 

protection. The function is an effort to stabilize the level of 

income of farmers by reducing the level of loss experienced 

by farmers due to loss of yield so that farmers feel safe in 

farming [25]. So, agricultural insurance is an effort by the 

government to improve the skills and management of 

agriculture/livestock in reducing the dependence of farmers 

from other party financiers (creditors) who are sometimes 

even troublesome, including to help farmers by providing 

support for production costs or business capital after disasters. 

This effort is very important in maintaining the availability of 

food resources for the community in the long run.  

Islamic agricultural insurance was initiated to develop the 

model of Rice Farming Business Insurance (AUTP) and 

Cattle/Buffalo Business Insurance (AUTS/K) in Indonesia. 

The implementation of agricultural insurance aims to protect, 

mitigate risk, and awareness of risks that threaten agricultural 

or agricultural activities. Islamic agricultural insurance system 

seeks to develop insurance management based on the 

principles of mutual risk sharing and mutual support through 

enhanced society links according to Islamic concept [23]. In 

addition, the developed Islamic agricultural insurance will 

build a farm protection scheme by providing opportunities for 

business expansion with a model investment scheme through 

Islamic financing. 

As the Comparison, we will review the implementation of 

agricultural insurance and a new design of Islamic agricultural 

insurance (Table 1). 

 

Table 1. Review of the implementation of agricultural insurance and Islamic agricultural insurance 

 
Comparative 

Description 
Agricultural Insurance Islamic Agricultural Insurance Source 

Business 

Philosophy 
Transfer of Risk Sharing of Risk [26] 

Farmer Protection 

Protected farmers from harvest failure as the scheme is 

risked shifting that 

guarantee farmers to obtain compensation due to a loss. 

Protect farmer's systems based on mutual 

protection. Farming protection would be 

morally and rationally irrefutable 

[15, 27, 28] 

Concepts 

conventional insurance is based on taking material gain on 

behalf of others. The operational framework of 

conventional insurance is based on risk assumption 

Islamic Insurance operation is based on 

the concepts of taawun (mutual help or 

cooperation), solidarity, trusteeship, and 

brotherhood 

[23, 29] 

Guarantee risk 
The agricultural insurance scheme is based on indemnity 

of the rice production cost. 

Islamic agricultural protection system 

which involves a joint guarantee scheme 

in providing possible indemnity or 

contingency cost 

[29, 30] 

Implementation 

The implementation of AUTP and AUTS/K are intended 

to protect farmers in carrying out the business of rice and 

livestock farmers, providing working capital assistance 

with insurance claim mechanisms 

Islamic Agricultural insurance is 

designed to cushion farmers against loss 

of crops and livestock due to adverse 

weather or financial loss due to price 

volatility. 

[28, 31, 32] 

Surplus 

underwriting 

Surplus underwriting is the right of the insurance company 

as a claim reserve. 

Surplus underwriting becomes the rights 

of participating farmers which will be 

managed through investment in the 

mudharabah and wakalah schemes. 

[26, 33] 
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Islamic insurance is an effort to protect each other and help 

one of several people/parties through investment in assets 

and/or tabarru' (mutual financial aid) that provides a pattern 

of return to face certain risks through a contract (agreement) 

by Islam. So, the basic principle in Islamic insurance is not 

transferring risk as practiced in conventional insurance, but 

instead sharing the risk of fellow insurance participants [22, 

34-36]. Tabarru' (seeking blessing) is an agreement that is a 

transaction that is not intended to obtain profit/non-profit 

transactions (non-profit oriented) [37-39]. This transaction 

aims to help do good (tabarru' comes from the word birr in 

Arabic, which means goodness). 

 

 

3. METHODS 
 

This research used an expert system approach, which 

collects critical data and information in the formulation of 

model design through interviews, questionnaires, direct 

observation, and synthesis of data in the field. Experts who are 

competent to provide ideas and thoughts have expertise based 

on formal education (bachelor) in the field studied, based on 

experience and work history, and practitioners in fields related 

to agricultural insurance and Islamic economics. The experts 

selected in this study were 9 people consisting of the National 

Sharia Board-Indonesian Ulema Council (Dewan Syariah 

Nasional-Majelis Ulama Indonesia (DSN-MUI)), the Ministry 

of Agriculture of the Republic of Indonesia, Indonesian Center 

for Agriculture Social Economic and Policy Studies (Pusat 

Sosial Ekonomi dan Kebijakan Pertanian (PSEKP)), PT. 

JASINDO (Indonesian insurance services), lecturer at 

Universitas Syiah Kuala, lecturer in Universitas Islam Negeri 

Ar-Raniry, Aceh Ulema Consultative Council (Majelis 

Permusyawaratan Ulama Aceh), agricultural insurance 

researcher and insurance practitioner. 

An expert system approach can be developed in the model's 

interactive dialogue process through the process of 

condensation, data presentation, and drawing conclusions or 

verification [40]. Decision-making systems with an expert 

approach are also commonly carried out using the fuzzy multi-

criteria decision analysis (MCDA) methodology on agri-food 

companies [41].  

In formulating expert opinions, this study used a conceptual 

model development system as shown in Figure 2. This system 

is a development of Soft Systems Methodology (SSM) [42-46] 

and System Development Life Cycle (SDLC) [47-50]. 

 

 
 

Figure 2. Systems development conceptual model 

The system development conceptual model is built with 

structured stages with an expert system approach. Based on 

Figure 3, the interpretation procedure for each system is 

carried out which includes Planning, Analysis, Design, 

Verification, and Validation to build the design of the Islamic 

agricultural insurance model framework. The planning stage 

is an important element for the formulation of problems and 

research objectives in Indonesia. It also studies the existing 

issues and challenges that can be resolved in the future.  

The participation rate of farmers in conventional 

agricultural insurance programs is still low and is only 

concentrated in Java Regions [7]. On the other hand, endemic 

areas with a high level of risk need to get mitigation protection 

through insurance products. The design of sharia agricultural 

insurance is considered necessary to provide opportunities for 

the development of Islamic financial product features that are 

developing in Indonesia, especially the dominance of Muslim 

farmers. Another perspective to create the paradigm of 

agricultural development that is free from moral hazard 

behaviour is established through Indonesian farmers’ local 

wisdom, which mostly is a community of Muslim farmers [15]. 

The analysis phase reviews various policies and collects 

references and expert consultations to obtain various studies, 

studies, policies, and views before designing the system to be 

implemented, namely the pattern of Islamic agricultural 

insurance. Islamic agricultural insurance policies with the 

concept of mutual help have the wisdom values of Indonesian 

Muslim farmers can prevent moral hazard behavior.  

Islamic financing policies through the Sharia Farmer 

Business Credit (locally called KUR-TANI) program have 

been implemented in based on regulatory and institutional 

manner. This arrangement refers to the Regulation of the 

Minister of Agriculture Number 12/2020 concerning KUR-

TANI Facilities and the Regulation of the Coordinating 

Ministry for Economic Affairs Number 1/2022 concerning 

Guidelines for the Implementation of KUR. Regulations and 

policies can be strengthened in an integrated manner with the 

development of Islamic Agricultural financing with profit 

sharing schemes, working capital, and financing guarantee 

institutions. 

The Islamic agricultural insurance system is designed based 

on financial features consisting of risk based Islamic 

Agriculture insurance and Risk and investment based Islamic 

agricultural insurance. The results of the draft model refer to 

the Regulation of the Coordinating Ministry for Economic 

Affairs, the Minister of Agriculture, The Financial Services 

Authority (locally called OJK) and the Fatwa of the National 

Sharia Council of the Indonesian Ulema Council. 

The fourth stage is the process of verification and validation 

of various steps that have been formulated through public and 

expert consultation. This activity includes public 

dissemination through policy briefs and public media, then 

using expert Focus Group Discussion (FGD) in the form of 

consultation critics and internal criticisms of researchers. The 

final stage is to formulate a model of the Islamic agricultural 

insurance system as a whole, and these steps are shown in 

Figure 3. 

The concept of managing Islamic agricultural insurance 

funds is one model to provide loss protection to farmers that 

will encourage the growth of national economic income and 

also create jobs for people who need capital in agriculture [51]. 

Islamic agricultural insurance based on gathering expert 

opinion through public dissemination (policy briefs and public 

media) and expert focus group discussions (FGD) 
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(consultation critics and internal research critics) obtained two 

management models, namely Risk insurance and Risk 

insurance with investment. This means that the existence of 

the Islamic agricultural insurance model will open space for 

Islamic financial institutions to provide capital in agriculture 

because its form is risk mitigation in agriculture. 
 

 
 

Figure 3. Research thinking framework 

 

 

4. RESULTS AND DISCUSSION  

 

The Islamic agricultural insurance fund management 

system can be carried out in two forms, namely: risk insurance 

and risk and investment insurance. 

Risk-Based Islamic Agricultural Insurance. The risk-based 

insurance pattern is a form of insurance management in 

agriculture that purely uses a tabarru' contract (a contract of 

mutual assistance), where premium contributions are only 

devoted to the social interests of farmer/livestock groups 

affected by disasters or land and livestock losses. Tabarru' 

contract is a contract or transaction that contains an agreement 

with the aim of helping each other without any conditions of 

reward from the other party. All premiums are earmarked for 

a collection of grants for fellow farmers, which will be used if 

farmers experience losses or crop failures. Risk-based sharia 

agricultural insurance is limited to risk mitigation activities 

from the collection of farmer and rancher contributions 

collected in the tabarru' fund investment account. 

Risk and investment based Islamic agricultural insurance. 

Risk and Investment-based agricultural insurance is a form of 

agricultural insurance management which consists of tabarru' 

funds (mutual financial aid funds) and investment funds. In the 

Risk and Investment insurance management pattern, premium 

contributions will be entered into a tabarru' account and an 

investment account. Investment accounts are carried out 

separately for later use in agricultural investment activities 

with contracts and profit-sharing schemes between farmers 

and insurance companies. The existence of investment profits 

through underwriting surplus can provide added value for 

farmers and insurance companies. 

 

4.1 Risk-based Islamic agriculture insurance  

 

A risk-based insurance pattern is one form of insurance 

management in agriculture that purely uses a tabarru’ contract 

(contract for mutual financial aid). Tabarru’ contract is a 

contract or transaction that contains an agreement to help 

without any conditions for compensation from other parties 

[52, 53]. Premium contributions are only devoted to the social 

interests of members affected by disaster or loss. All premiums 

are intended to collect grants for fellow farmers, which will be 

used if among the farmers' experience loss or crop failure. The 

risk insurance management scheme can be seen in Figure 4. 

 

 
 

Figure 4. Risk-based Islamic agriculture insurance pattern 

 

The contribution of premiums to agricultural insurance not 

only comes from farmers, but the government also contributes 

to the gift of premiums insurance. This is an implementation 

of the Law of the Republic of Indonesia No. 19 of 2013 

concerning the Protection and Empowerment of Farmers and 

in more detail explained through Regulation of the Minister of 

Agriculture of the Republic of Indonesia No. 40 of 2015 

related to agricultural insurance facilities, one of which 

regulates premiums paid with the State Budget (APBN/central 

government) and/or Regional Budget (APBD/local 

government). 

The premium sources are divided into two models. First, the 

basis of premiums comes from the 80% central government; 

20% of local governments and farmers are exempted from the 

obligation to pay premiums. This model is the ideal model that 

shows the alignments of the government (central and regional) 

to develop agriculture in Indonesia. Second, the source of 

premiums is sharing between the government and farmers, 

80% of the tabarru’ premium (mutual financial aid) from the 

government and 20% of the tabarru’ premium from farmers. 

Tabarru’ premiums from the government can be obtained 

from the central government and/or local governments. All 

insurance premiums will be collected in a tabarru’ account, 

which the insurance company will then invest by Islamic 

principles. Insurance companies can take wages (ujrah) based 

on the management of tabarru’ fund's insurance customers 

with the provision of tabarru’ fund's bookkeeping must be 

separate from other funds. The investment proceeds from 

tabarru’ funds must be the collective right of participants by 

recording on tabarru' accounts (joint financial assistance). 

Regarding investment returns, insurance companies can 

obtain profit sharing based on mudharabah or mudharabah 

musytarakah contract, or obtain ujrah (fees) based on wakalah 

bil ujrah contracts (contract with agency fees). The 

arrangement of wakalah bil ujrah transfers power by one 

person as the first party to another person as the second party 

in the matters represented. The second party (the 

representative of the first party) only carries out something 

limited to the power or authority is given by the first party by 

getting the reward from what has been done. But if the power 

has been carried out as required, then all risks and 

responsibilities for implementing the order are fully charged 

to the first party or the grantor [53-56]. In the management of 

tabarru’ funds with profit-sharing agreements 

(mudharabah/musytarakah) that give power to the company 

as mudharib (a trusted party) to manage the investment of 

tabarru’ fund's participants according to their authority or 
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authority. In return, the company will be given a profit-sharing 

(ratio) the amount agreed upon previously; for example, 80% 

returned to the investment account and 20% to the company's 

profit (Figure 5). 
 

 
 

Figure 5. Investment account of Islamic agricultural 

insurance 

 

Mudharabah's contract is a form of cooperation between 

two or more parties. The owner of capital (shahibul amal) 

entrusts a certain amount of money to the manager/company 

(mudharib) with an agreement initially. This form confirms 

cooperation with the contribution of one hundred percent 

capital from the owner of capital and expertise from the 

manager. While mudharabah musytarakah contracts where 

the fund owners consist of many people who provide funds to 

be developed by second parties (companies/banks) in sectors 

considered profitable, sometimes specific sectors [57, 58]. The 

fund owners permit the manager to combine their funds into 

one, including the manager's funds. Furthermore, the manager 

gives permission to the fund owners to withdraw all their funds 

or part of them based on certain conditions. 

As for the management of tabarru’ funds using a wakalah 

bil ujrah contract (wakalah fees or agency fees), namely by 

giving power of attorney to the company as a participant 

representative to manage tabarru' (mutual financial aid) 

and/or participant investment funds, according to the power or 

authority given with rewards in the form of ujrah (fees). 

According to the fatwa (religious decree) of the National 

Sharia Board-Indonesian Ulema Council No.52/DSN-

MUI/III/2006 concerning wakalah bil ujrah contract on 

Islamic insurance, wakalah contract (agency contract) is 

trustful (yad amanah) and not dependent (yad dhaman), so that 

the representative does not bear the risk of investment losses 

by reducing the fee has been received, except due to 

carelessness or default. Insurance companies as 

representatives do not have the right to share the investment 

return because the contract used is a wakalah contract. The 

pattern of implementation can be seen in Figure 6. 

Suppose there is a surplus underwriting of tabarru’ funds, 

according to the religious decree of the National Sharia Board-

Indonesian Ulema Council No.53/DSN-MUI/III/2006. In that 

case, some alternatives may be made as follows: 

(1). Treated entirely as a reserve fund in a tabarru’ account 

(mutual financial aid account). 

(2). Stored in part as a reserve fund and distributed in part to 

participants who fulfill actuarial/risk management 

requirements. 

(3). Stored in part as a reserve fund and can be shared in part 

by other insurance companies and participants as long as 

the participants agree.  

The choice of one of the alternatives above must be 

approved in advance by the participant and set forth in the 

contract. The underwriting surplus is the difference between 

the total contributions of participants in tabarru’ funds plus 

the increase in reinsurance assets after deducting payment of 

compensation/claims, reinsurance contributions, and increase 

in technical reserves in a certain period [59]. Related to the 

Islamic insurance pattern (risk), the management of surplus 

underwriting uses a third alternative, in which the surplus 

funds can be saved in part as a reserve fund of as much as 20% 

and can be shared in other parts by insurance companies as 

much as 50% and participants 30%, as long as agreed by the 

participants. Conversely, if there is an underwriting deficit or 

a difference in tabarru’ funds, then the insurance company is 

obliged to overcome the shortage in the form of qardh (loan). 

Qardh refunds to insurance companies are set aside from 

tabarru’ funds. 

 

 
 

Figure 6. The Management of Islamic agricultural insurance 

with Risk and Investment insurance 

 

4.2 Risk and investment based Islamic agricultural 

insurance 

 

Risk and investment-based Islamic agricultural insurance is 

one form of agricultural insurance management consisting of 

tabarru’ funds (mutual financial aid funds) and investment 

funds (Figure 6). Suppose the agricultural insurance with a risk 

pattern is only intended for tabarru’ funds, then in the risk and 

investment insurance management pattern. In that case, 

premium contributions will be entered into two accounts: the 

tabarru’ and investment accounts (saving accounts). The 

contribution of Risk and Investment insurance premiums 

consisting of tabarru’ funds and investment funds, the pattern 

of funding sources can also be divided into two models.  
First, the source of premium tabarru’ from the government 

and investment from farmers. Tabarru’ funds 80% from the 

Central Government / Regional Government and 20% 

investment funds from farmers. Second, the source of the 

premium tabarru’ is sharing between the government and 

farmers in the form of a premium tabbaru’ source (mutual 

financial aid premium) from the government of 80% and 

Farmers 20%, plus farmers provide another 20% additional 

cost as an investment fund for themselves in the future will 

come in the form of a savings account. Therefore the total 

percentage of funds collected is 120%. 
Tabarru’ funds (mutual financial aid funds) are managed 

and invested by companies to be used when disasters occur. 

The funds are used as grants with fellow farmers to be used 

(paid to farmers) when the harvest fails. Investment returns 

from Tabarru’ funds can be shared between the company and 

the farmers following the initial agreement if surplus 

underwriting occurs. Companies can benefit from 
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mudharabah or mudharabah musytarakah patterns. 

The investment returns from investors' funds in investment 

accounts between companies and farmers use the wakalah bil 

ujrah (agency fees) pattern where companies can get service 

fees from investment management of investor funds, which are 

taken from profits handed over to investors in accordance with 

the agreement. As a product to provide support for sustainable 

farming and at the same time as an alternative funding scheme 

relating to transferring or sharing risk (transfer or distribution 

of risk) in farming activities. Agricultural insurance has 

several benefits for farmers, among others. First, they provide 

awareness to farmers of the risk of crop failure or failure of 

livestock business [3, 60, 61]. Second, encouraging farmers to 

improve their skills and improve management of 

farming/livestock businesses [62, 63]. Third, reducing the 

dependence of farmers on other parties' financiers which 

sometimes makes it difficult and helps farmers to be able to 

provide production costs or livestock business capital after a 

disaster [64, 65]; and Fourth, increasing farmers' income from 

the success of farming and livestock businesses on an ongoing 

basis [66]. 

 

 

5. CONCLUSIONS 

 

Islamic-based agricultural insurance is a way out for 

Muslim farming communities in ensuring agricultural 

management by managing the level of risk that can occur due 

to crop failure. There are two models of Islamic agricultural 

insurance management, namely risk-based insurance and risk-

based insurance with investment. The pattern of Islamic 

insurance based on the risk of insurance is one form of 

insurance management in agriculture that purely uses a 

tabarru' contract (mutual financial aid contract), where the 

source of funds can be obtained from two models. First, the 

premium tabarru' comes from the government, in the form of 

tabarru' funds (mutual financial aid funds) 80% (central 

government) and 20% (local governments). This means that 

the tabarru' funds (mutual financial aid funds) are 100% 

government grants. Second, the premium tabarru’ is obtained 

from sharing between the government (80%) and farmers 

(20%). 

Furthermore, for the Islamic-based insurance model for 

risk-based investment, the contribution of each party's 

premium (government and farmers) will be entered into two 

accounts, namely tabarru' (social) and investment (saving) 

accounts. Insurance companies (mudharib) can take advantage 

of the management of tabarru’ funds in return for their 

services if they use a wakalah bil ujrah contract (wakalah fees 

or agency fees) but are not entitled to obtain investment returns. 

There are two models of risk-based and investment-based 

Islamic insurance funds. First, the source of premium tabarru' 

(mutual financial aid premiums) from the government and 

investment from farmers. Tabarru’ funds 80% from 

central/local government) and 20% investment funds from 

farmers. Second, the source of premium tabarru' (mutual 

financial aid premium) sharing between the government and 

farmers in the form of premium tabarru’ sources (mutual 

financial aid premium) from the government 80% and farmers 

20%, plus farmers provide another 20% additional cost as 

investment funds for himself in the future in the form of a 

savings account. 

The existence of Islamic-based agricultural insurance is a 

must for achieving one of the government's goals to defend 

and encourage farmers to be more confident in the 

government's alignments for farmers. The pattern of Islamic 

agriculture insurance guarantees risks that can arise in 

agriculture within the sharia frame to provide inner peace to 

farmers who want their agricultural land to get good and 

correct protection based on Islamic principles. 

This research is limited to the concept and model 

framework offered for the development of Islamic agricultural 

insurance policies in Indonesia. The next analysis that must be 

deepened is the actuarial calculation of the features of Islamic 

agricultural insurance financial products that accommodate 

aspects of risk management, company profits, and willingness 

of farmers to pay Islamic agricultural insurance premiums. 
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