CHAPTER 4:

FINDINGS (,}
4.1 Introduction Y'

This chapter presents the result of the findings based on re questions of

the study. The research questions guided and facilitated th Rf.stu‘jy and provide

a clear explanation of the study. The research questio% ‘\d

1. What was the impact of the financial crisis o@king industr s’agl\ and
Bank Islam in specific? Were the impacts ditferent c to @Ventional

E‘?- e %\Y'

banks? \, Q\
. Which aspects of assets and Iiab@ected Iamél& most during the

financial crisis on the bankingedustry? \thQTnp }Q\a.assets and liabilities

N
similar between Bank Islar@e cofventi ban@
&
. How did Bank Islam react {ovand f. rahzcia@isis in 1997 and 2008 Were
there changes in ofga mal strlctur and @ systems meet the challenges?
'3
phasis of

:
What was the '

hanges i

expansion, %&Wth?

. How di%w IIaWrﬁge(J assets and liabilities to prepare for
recowver naround after the financial crisis?

t was the management{;’t{a egy that Bank Islam employed during and after the

S

rms of risk management, business

5,

5 W
\@ncial crisis to recover itself in growth and performance? Were there changes in

0 business strategy, financial structure, and ownership?
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The outline of the finding is also provided in the course of the present study,
which was guided by research questions and grouped into four of findings, wh [
1. The first finding answers Research Questions 1 and 2, which aimed to@t the
impact of changes in the performance of Bank Islam and comparawéqformance
with conventional banks. The finding also provides a general viewfof the banking
performance during the AFC and GFC. \,
2. The second finding answers Research Question 3 b X; e]t Bank Islam’s
practices, following Yakola’s (2014) signs of distress. s
3. The third finding presents the turnaround strategi Bank lIsla fﬁll@vg‘the

turnaround strategies model of Schoenberg 0 3),&v ichsanswers, Research

Questions 4 and 5. Q\T
S W

4.2 The Impact of Financial Crisis'on Bank omparison between
gn)(

Tn AC
Bank Islam and Convention S. $

6 “
Over the years, MalayNﬂe onom ne th&*u:gh both the AFC and GFC,
N

which also have an iﬁ%i econom’c gr tlin. 6 ch, the change of comparative
performance of Bank Islameand thgﬁ nﬁ. nal banks (Public Bank, Maybank,
and Affin Bank) v@a uﬁu@nparis&z@ f the charts via several measurements,
N
such as ROA,@?OI and PF.‘J%w'é comparative analysis is shown in Figures
ere

1.2, 1.32&%’!\/\0‘@ er, s&f formula measurement from the ROA, ROE,
4

ROI, NPF can be seen i@ppendix 14.
O

This study begins with the proof of responses showing that Bank Islam

o

”

erienced a decline in performance during the attack by the AFC and GFC. The
N

sentation of data in numbers does not indicate that this research is quantitative, but

instead supports the qualitative research evidence (as explained in subchapter 3.3.1 Data
198



Collection). According to DeHaas & Lelyveld (2011), profitability is a control variable
for business growt, while Muda et al. (2013) believe that profit is very imporer
bank performance. This is because profit is an indicator of the survw@r for
companies. Similarly, Ibrahim (2016) believes that changes in banking ance can
usually be measured through profitability, non-performing Ioanstank loans.
However, the study presents the first analysis that comes_fro e comparative
measurement between Bank Islam and the three of the ¢ sYn'al 'banks based on

profitability measurements, which were ROA, ROE, a 2013 The

finding shows a significant difference in profitability Ol) fortbanking [)e@a

during the crisis. \ \5&”
Table 4.1: Comparative Analysis of Ki er ‘r@e in 02013
&
IndependentSampIes Test
Levene's
Test for
Equality of
Variances t-test for Equality of Means
95% Confidence
Interval of the
Sig. (2- Mean Std. Error Difference
F Sig. t df tailed) Difference Difference Lower Upper
Equal 208 650 -.949 92 .345 -.00892 .00940 -.02759 .00975
variances
< assumed
8 Equal -1.019 42.419 314 -.00892 .00875  -.02658 .00874
variances
not
assumed
Equal .689 .409 1.017 89 312 .04382 .04310 -.04180 .12945
variances
L _assumed
8 Equal 1.065 38.313 294 .04382 .04115  -.03946 12711
variances
not
assumed
Equal 1.320 .254 -3.575 89 .001 -.02130 .00596 -.03314 -.00946
variances
M assumed
\8 Equal -3.145 29.589 .004 -.02130 .00677 -.03514 -.00746
variances
\ not
assumed
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Note:
1. Comparative in ROA = There is no significant difference in banking performance.

2. Comparative in ROE = There is no significant difference in banking performance.
3. Comparative in ROI = There is a significant difference in banking performance (betwee anislam
and Conventional Banks) at 0.05 (5 %) significant level. ’K

While the second analysis of the study came from the comparati easurement
by looking at the impact before and after the AFC and GFC n banking
performance (between Bank Islam and conventional banks)\Vhe profitability
performance (ROA, ROE, and ROI). The division of time erRions between the pre-
AFC from 1994 to 1996, while that of the post- gan frw to 1999,

@
respectively. Also, the pre-GFC from 2005 to 2007 ost-GFC beg ?on@)(‘),ﬁ to
=
s Y

2010.

Table 4.2: Comparative Performance,Pre az Post

)
O\Be%en A}@Y& GFC

Paired Samples Test

Paired Differences

95% Confidence Sig.
Interval of the (2-
Std. Std. Error Difference tailed
Mean Dev. Mean Lower Upper t df )
Pair PreAsianROA —  .00543333 .01468167 .00423823 -.00389496 .01476162 1.282 11 .226
1 PostAsianROA
Pair PreAsianROE -~  .16563333 .18729169 .05406646 .04663387 .28463280 3.064 11 .011
2 PostAsianROE
Pair PreAsianROIl — .00071 .00934 .00270 -.00522 .00664 .263 11 .798
3 PostAsianROI
Pair PreGlobalROA — .00726 .02484 .00717 -.00852 .02304 1.012 11 .333
4 PostGlobalROA
Pair PreGlobalROE — -.32146 1.10061 31772 -1.02076 37784 -1.012 11 .333
5 PostGlobalROE
Pair PreGlobalROI — -.01080 .03052 .00881 -.03019 .00859 -1.226 11 .246
6

PostGlobalROI

Sourc&&

findings reveal the@niﬁcant impact of the ROE’s profitability changes on

6; 1997 to 1999; 2005 to 2007; 2008 to 2010)

Repo# of Bank |:§E,’Public Bank, Maybank and Affin Bank (1994
4 f 99

&

the\ing performance during the AFC and observation on the pre-post of the AFC

0 GFC. The next analysis focuses on the regression analysis of the profitability
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performance of banking, which was based on profit expense ratio, loan deposit ratio,

non-performing loan or financing, financial leverage, and risk management. T
Table 4.3: Quantitative Analysis of Banking Performance q

No Variables Status Scale Formula
1 ROA Ratio Net Income .
ROA =
0 TotalAssQ
-
C o
2 ROE I S Ratio Net In
c ®© ROE = ——
o = Total Assetvl Liabilities
o ©
O > )
3 ROI (@) Ratio [ = Net Pro nterist and Tax

RO otal'As t
4 PER Ratio  Operating Profit &,Allowance for Imp@irment ag joans, Ac

—Wiiteb of‘mp\éi‘r)nent

ratinif?pense

5 LDR Ratio ancin
m'Custom
6 NPF / NPL % Ratio i inamci ces (I\&Yt;ent Impaired F:
g i ng, Adﬁces an Others
7 FL g Ratio
8 RM1 % Likert presence of risk
'8 Yes: 1 ional structure.
[<T) No : nagément, the banks get value 1, if
8 é l@agement, the bank will get
2 M &
9 RM2 - Lik i out the presence of CRO, and it
: tive board to manage the risk
rganizational structure.
O, the banks get value 1, if the bank
sk management, the bank will get value 0
10 GDP
growth ra
11 Inﬂatior\
12 ﬁiﬁe% ; RaEo J L&a‘@into the Financial Statement of BNM for

R \gpcroeconomic Indicators and the report is in Appendix
13 neky ; atio '
%ate ’ b 4 e
X Rati

14 change
te e
;\ N Source: Developed for this Study

Inter;

More so, the present study employed macroeconomic indicators as the mediator
he intervening variable, consists of GDP growth rate, inflation, interest,

unemployment, and exchange rate) and profitability banking performances as the
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dependent variables (ROA, ROE, and ROI). All the data used in the present study can

be referred to in Table 4.3 and Appendix 14.

The data in Table 4.4 show evidence from the mediated regression a

banking performance. Furthermore, the study provides evidence that t

T

is on

ge in the

profitability of banking performance was caused by financial leverage{ profit expense

ratio, risk management, and NPL/NPF as well as macroecono i%Ncators.
Table 4.4: Findings on Mediated Regression Anal)mﬂingrerformance
|

V
No v Intervening DV
1 Financial Leverage GDP growth rate - vl \Y'
2 Nothing Inflation Rate ‘-')
3 Profit Expense Ratio Interest Rate P '\

Financial Leverage
Financial Leverage
Profit Expense Ratio
Financial Leverage

[S21F N

Unemployment R
Exchange Rate

1 Profit Expense Ratio
Financial Leverage
Risk Management

2 Financial Leverage
Risk Management

3 Financial Leverage
Risk Management

4 Financial Leverage
Risk Management

Risk Managem

5 Financial Leverge z xcha

1 Profit Expense Ratio
NPF / NP \ l

2 Profit E Ratio Inf

3 ProfitE% atio

4 it'Ex| Ratio ¢ n

5 i se Ra’ Ei

ROE

R

=

mediator, which are:
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10
YA
% pirical e denge %&Tded shows the profitability performance of Bank
Public Bank, Maybank,}!d Affin Bank from the predictors’ variables, which are
al leverage, profit expense ratio, risk management, and NPL/NPF. There are

er findings discovered through the addition of macroeconomic indicator as a



1. The financial leverage and profit expense ratio has a significant relation with

intervening variables into ROA. T

2. The financial leverage and risk management has a significant @Wlth

intervening variables into ROE. *

3. The profit expense ratio has a significant relation with intefening variables
into RO \,
There are different purpose associated with the function o iKilit}l, which are:

a) ROA, to measure profit from an asset valu (lbrahi , banking

Y'
distress (Sahut & Mili, 2011), and su@lness r ksl (@dn &
Nawaz, 2018). 4 \,‘T

NN

b) ROE, measures the effectivenessf m agen‘en orH Mohamad,

2011) and banking distres m Mili, 2 é
c) ROI, as the cost-benefi@sis in \bugne s{At-Raisi & Al-Khouri,

N
2010), and basic mé%nt of the e ctivenQS's’for the firm (Guta et al.,

&
2011), determin Militl anks in@ of capital and liquidity (De
Haas & V#Iﬂ, 2'9 1), }j'meéures the efficiency of a capital
&
investm ompan)’ \baj.e eta (20'12).

More in% y lt stueg/%fovides the findings of the quantitative
analysis, th &@had een fiﬁbiﬁtgl?hanges in Bank Islam as it hads fluctuated

N
during t% ial crisls. ‘gthis rs%on, this study analysed the changes in assets and

—t

2,1 The Impact of Asset and Liabilities affected by Financial Crisis
Assets and liabilities are important items of banking resources and activities as
part of the strategic management for banks (Jucan, 2009). After the occurrences of the
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AFC and GFC, there was indeed a change in banking performance through the years of

observation (1990 to 2013) as described previously. According to Mar

Norfhadzilahwati (2017), ALM is managed by ALCO for controlling risk@b ong

term of the firm’s growth plans. Based on Table 4.5, the present stuﬁA@vides the

information on ALM and ALCO in Bank Islam.

Table 4.5: Development of ALM and ALCO in

V)

A
2003 2008-2009 2013
Risk 2008 ALCO is résponsible for the
Management Bank Islam established the three board committe auth itw by the
to manage risks to manage internal control RCifor managingshe ket

mechanisms, such as the BRC, AEC, and MR
Under MRCC, there are four sub-committ
which are the ALCO, ORCC, CRCC, and :
ALCO provides a report to MRCC, and

responsible for reporting to the BRC (S e:
Statement of Corporate Governancw ic
ALCO will give the reports tm, an

thereafter MRCC will givethe reports to
urce:
é

Bank 2008, pages 41 to 42).

2009

Managing Director and
Report Bank Islam, page

risk at the strategic | VXQJ
(Source: U?R EcTh
lamic ge 81)

kZOJ%,p
espansible for
\%e ing to t@anaging
irector ( al Report
nk Isl 013, page 127)
nd theBoard Risk

Corr@ee (Bank Islam
Cogp e Book 2013, page

S

\
2N

L.

Source:

ALM and ALCOin

2008 to 2009 and 201%;&300
Amlysislan

Wr,

did not have an

1997; 1998).

inclﬁkquidity risk.
\?ank Islam follows the Bank Negara Malaysia New Liquidity Framework and

N,

43). The development of ALM and ALCO has been observed in other banks, such as

3
S

eport.Bank [8lam (2@3; 2008 to 2009 and 2013)
X
am follo tim ervation, 1983, 1997 to 1998,
[
ed a‘id@ the 1983 and AFC, Bank Islam

O (

e: Annual Report Bank Islam 1984;

&

g%rlgt_g\establish risk management with financial
ieS toregulate .b\s' ess activities from 2003, such as operational
Pg-‘f& a arket risk, in which the analysis of ALM also

internal liquidity risk management policy (Annual Report Bank Islam 2003, page
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Maybank, Public Bank, and Affin Bank. It was found that every bank has also
implemented the ALCO and ALM analysis after the beginning of the AFC. sts
because Bank Islam began to establish risk management from 20@6\007
Furthermore, they established MRCC under ALCO as one of the subun er MRCC
(Source: Annual Report Bank Islam starting 1998 to 2013). ALW ALCO in
Maybank, Public Bank, and Affin Bank have also been establi hMe 2008 (Annual
Report Maybank, Public Bank, and Affin Bank 2008). Yr 'md 4.7 provide

information about the development of risk managementsin ban |n and the

development of the regulation of liquidity risk n@lam and o for.lfg\lonal
banking to manage the assets and liabilities.

ey

Table 4.6: Development Measure

Name of 2008-
Bank 1984 1997-1998 2003 2009 2013

There is no detail ~ Tier %I and ::._S gapljﬂl,a{
Bank Islam  information on ap aplt&) Basel 11 Basel 111
this section %
There is no Capital er 1 C I and
Maybank observation on \ apital ier 2@) al Basel 11 Basel 111
. - N

this section

Public There is no ; Ti Nkap!tal and

Bank observatlor% Nﬁrp Capital Basel Il Basel 111
this section g &s;
There |s ere is no detail

Affin Bank  obsery; |o ion on th,jé information on this Basel 11 Basel I11
this > section

& ua
.
S" ”)@f

d
N
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Table 4.7: ALCO’s Performance and Regulation on Liqi\$y Risk

4

Name of

Bl 1984 1997-1998 2003 2008-2009 2013
Bank Islam  There is Thereisno 1. Established risk management. 1. EstablishedfALCO. 1. Established ALCO.
no detail detail 2. Liquidity risk is controlled through the 2.The B opt the liquidity 2. The management of liquidity and
information  information Bank Negara Malaysia New Liquidity franw introduced by BNM funding is primarily carried out
on this on this Framework and the internal liquidity ich'ascertains liquidity based on following the BNM Liquidity
section. section. risk management policy. contractual and behavioral cash Framework and practices and limits
oflass abilities, and off- and triggers approved by the BRC
\\balancg shegt qo ments. and the ALCO.
Maybank Thereareno Thereareno 1. There is no detail information on this Ystablt ey’ 1. Established ALCO.
observations.  observations. section. Thefo as a Kiguidity Risk 2. The bank has taken BNM Liquidity
2. The primary tool used in monitoring e ork llowing BNM’s Framework and leading practices as
liquidity for Maybank’s domestl L| idity ework. The Bank also  a foundation to manage and measure
operations are based on the liq o ulateq FP. its liquidity risk exposure. The Bank
framework introduced by the also activated the CFP to avert any
This framework ascertaingAiqui |ty \ J\ potential liquidity disasters affecting
based on the contractual hav \'\K its liquidity soundness and financial
cash flow of assets, liahiliti€s and'o QS-? solvency.
balance sheet commlf& ] \j _44/

Public Thereareno Thereareno 1. Established ALC = ] . Establish ALCO 1. Establish ALCO.

Bank observations. observations. 2. Comphancew B s N | L|qU|d|ty risk is primarily managed 2. The liquidity risk management is
Liquidity Fram ork and im .J' through Bank Negara Malaysia’s aligned with the New Liquidity
liquidity ris qunagerp cy (._/ New Liquidity Framework. Framework issued by BNM. The

Liquidity risk management is bank also added the New Liquidity
\ O supplemented by internal liquidity Framework to maintain a liquidity
C,) : ) risk management policy. Besides, compliance buffer to meet any
Q_ / \Q‘/ the Liquidity Contingency Funding unexpected cash outflows.
% /; Q\ Plan to identify a I|_qU|qny_cr|S|s
4 X through early warning indicators.
Affin Bank Thereareno Thereareno 1. n&hbllshed ALCO. \(;)\’ 1. Establish ALCO 1. Established ALCO

observations.

observations.

e Bank adopts BNM’s Liquidity

ramework (NLF) Framework (NLF)

2.The bank adopts BNM’s Liquidity

2. The bank adopts BNM’s New
Liquidity Framework (NLF) and
Contingency Funding Plan.

S

Source: Annual Report Bank (1984, 1997, 1998, 2003, 2008, 2009 and 2013)

206



As presented, banks follow the direction of BNM regulation on the New
Liquidity Framework. It was also discovered that following an initiative
management department in Bank Islam was set up in 2003 (source: Bank@OO&
page 47) and it continued to develop into the specifications of the AL artment.
This was carried out through the BRC delegates to ALCO who areYjHed with the
responsibility to manage the market risk at the strategic level (Sources Corporate Book
Bank Islam 2013, page 188). For this study, it was found th h 1hanges in assets

and liabilities by comparing both the data of Bank Isla d th owe banks as

presented in Figures 4.1 and 4.2, respectively.

Comparative Total Assets
500,000,000,000
400,000,000,000
300,000,000,000

200,000,000,000 __/
100,000,000,000 __—/

0 e ——————

O d AN MILW O~ o O < w0 O N0 OO AN M
DYDY DD D O o O O O O O o o
DO OO OO O o O o O O [cNeoNeololoNoNo]
o A A A A A A — N N NN N AN ANANNN N

2001
2002
w 2003

Bank Islam Maybank  e=Public Bank == Affin Bank

v

) vl
’S} @ ourog&%ual Report of Banks 1990 to 2013.

sets é’ﬁrmance in Banking Performance
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Comparative Total Liabilities

400,000,000,000
350,000,000,000
300,000,000,000
250,000,000,000

200,000,000,000 /
150,000,000,000
100,000,000,000
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DO DHYOHOO OO [ el elolloloNoN ol O O O «f o
OO OO OO OO O o OO0 00O o [cNeoNeolololoNe)
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Bank Islam == Public Bank Maybank == Affin Bank

Annual R;ort Mso <2013

Source:
N
Figure 4.2: Comparative of Liabilities Perf e In Banking‘Performance
' 4

Yv
Maybank and Public Bank reports on aWnd N from@éo to 2013

show a positive growth (which means it I%\N& th

GF& d no influence

from the prevailing crisis). In contrast, figures b

n EQQ’ total assets and

liabilities of Bank Islam had decr;gﬂd igc%yzrm@tly from 2003 to 2006.

(7}
ovickyte & etraﬁ&) 2013), ALM is related to

interest risk and liquidit mWent.I(hey ate g@_M valuation can also be seen
(

According to the findi

in balance assets and | terms W h‘s@s of the balance sheet. Their study

employed the use@&al ba‘ance eet in@tors to assess ALM performance, such

A
as loans, deposits, ‘tetal liabilities; t}thl aés%té cash and money in central banks as well
as tangibl@ngib assets. O:l&i%'bther hand, an analysis is also provided in this

study :g ing Bank | m’S‘ per@'mance on changes in ALM values by total assets,

4
ties, total equity, (gl.ﬁ’ balances from cash flow activities (replacing loan

tot&
%, deposits (an additional amount of value deposits from customers and deposits,

owell as placements of banks and other financial institutions), statutory deposits with

BNM (replacing the report of cash and money in Central Banks) and property, including
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equipment (replacing the report value of tangible and intangible assets. Findings on
ALM are provided in Figure 4.3 based on Bank Islam’s balance sheet, while Taw
and 4.9, show a comparison of the ALM in Bank Islam, and other conventio nks,
such as Public Bank, Maybank, and Affin Bank. Because of the foregﬂkhis study

provides findings related to ALM, which are: Y'

I. The changes in asset (which involves the measure nN as total assets,
statutory deposits with BNM and total property, Wks.ecluipment) shows
that Bank Islam had reported a decrease in assets co pe:?ed\tdh'ree other
banks during the AFC and GFC. { ' @Y‘

ii. The changes in liabilities (which inv easufe fto%ﬁ?abilities,

N\

deposits, total equity, and cash fl al shon\the crease@zgormance of

Bank Islam compared to ot anks during t act@ﬁ* of the AFC and
A

GFC. \Y
N
Table 4.8: Comparati sis@ erf ce on Banking
~ &

Statutory Deposits Total Property and
No Items Total Asset with BNM Equipment

1%
Maks. Rep _
5 onAFC W%) ,@{Aaybank (1997) Affin Bank (1999)

Maks, Report I ¥ _
1 (1990 t0 2013) eYvank (2013) ,Mf@ (2013) Affin Bank (2006)
Mins Report Affi nk TN
2 (1990 to 20 'f(‘l-ggq nk Islam (2010) Bank Islam (1990)
|
)

Min. R \ Affip Bank » \.J
4 on AF% I ¢ €5~ Bank Islam (1999) Bank Islam (1996)

Maybank (2008) Affin Bank (2007)

Bank Islam (2009) Bank Islam (2007)
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Table 4.9: Comparative Analysis of Liabilities Performance on Banking

No Items Total Liabilities Deposits Total Equity Cash Flow
Maks, Report Maybank Maybank

(1990 t0 2013) ~ Maybank (2013) o1 (2013) Pubh%@
Mins Report : Bank Islam  Bank Islam
2 (1990to2013)  AffinBank (2000) jqq,) (2006) Baﬁ Islam/(1991)

Maks. Report Maybank (1999) Maybank Maybank

Maybank (1996)

on AFC (1999) (1999)
4 X';“C Reporton  Atfin Bank (1998) (Blzgke;;s'am (Blzng'z;s'am fin Bank (1999)
5 g";és Reporton y1vhank (2009) '(\ggg)’g;"”k ?gggg;"”k \Abnc Bank (2007)
6 g";“c Reporton  atfin Bank (2008) (BZ%%‘E;S'am ?2"’(‘)”0 S'E’R! Affin Bank (2008)

Source: Banks Re ortWG 102013

Bank Islam was affected by both the AFC afd GFC. It appea ir)th?e c-l;{%ﬁres

1.1 to 1.3. However, Bank Islam only shows a“decline f‘;o 2003 to\-%o 6 in a
Yv Y
comparative report in Figure 4.3, which showing the rep \nte.tal assets\and liabilites.

In banking strategic planning, the b@!use D\n anciakuncertainty and

vulnerability following the effectiv MSS w? gem\gr%by ALM (Mun &
% A

Thaker, 2017). The study, thereforE identified and e Iored@ causal on the declining
“« Q-
performance of Bank Islam usk ola’s mod&? signs of distress, involving
N
working capital/liquidit, fin%cial, profitabi ty‘a@ustry outlook and employees.
edu

Vasi 08-)(31% bank’s management is constantly

S

According to D
concerned with @pe

;
organisation i d. If the

/o

an ent the entire risk profile to which the

SN
?lliq&igﬂ'y risk, interest rate risk, foreign exchange

X9

risk, cre &'and"s on)'had b uncorrelated, they could have been handled

sepw making appro
c mqggences of those decisiogor the other types of risks. There are, however, strong
S, usually the cause-and-effect ones, between all risk categories. The experience and
Ok appetite of management factors are critical when the banking institution determines
the risk approach. Banking assets and liabilities management is aided by sophisticated

210
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rla@&isions for specific situations while ignoring the
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financial instruments, such as futures, options, and swaps, which must be thoroughly
understood in order to be used effectively. For a set period of time, this ?-n
management, such as ALCO aims to keep a balance between sensitiv@ and
liabilities. Pieniazek (2012) stated that ALCO has developed into p the most
important operating committee in a bank; a group that is responsible?? coordinated
oversight of the balance sheet risk management. ALCO’s mainYﬂ.ey)f focus include

l

Research Questions 1 and 2, which goals were to determi tWt on Bank
Ay

ce with co ntio&ﬁ?ﬁanks,

pr vide adeQ/YErview of

tiviﬁis rétated to @tg;bﬂity, asset
liability, risk management, and ALCO\) 6
.~ =

L\

interest rate risk, liquidity risk, and capital.

Islam’s performance and obtain the comparative perf

are already answered by the study. The conclusi

the performance of the AFC and GFC’s bax%

Bank Islam's Main Asset and Liability Indicators

60,000,000,000
50,000,000,000
40,000,000,000
30,000,000,000
20,000,000,000

10,000,000,000 —

0 — e e T e s e e e eeeey

> & b
NERNERN
A

-10,000,000,000 &> & & & ¥ > o oo
FFF IOV

Total Asset

— Total Liabilities
e Total Equity
Cash Balances from Cash Flow Activities
= Deposit
= Statutory deposits with Bank Negara Malaysia

------ Total Property and Equipment

Source: Bank Islam Main Asset and Liability Indicators during 1984-2013

Figure 4.3: ALM Analysis from Balance Sheet
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4.3 Signs of Distress in Bank Islam (Reaction of Bank Islam during the AFC and
GFC)

TheAFC and GFC already impacted banking performance, especiKYt:e
changes value of assets and liabilities. Bank Islam has to detect changes Value.in assets
and liabilities in the banking by following the model of signs of di by Yakola
(2014), during the AFC and GFC.

In this section, the second finding is to answer Rese chwe\,ﬁon 3 by following
Yakola’s (2014) model to find out, which indi is" re tl:d toy working

w7

tlook, and employ I’rtl.c’;kﬁtors

to the declining performances of the Bank of Islamaduring tl‘l'e isis Yako@% model
provides the changing in organizational stru%re, \Il'enq , risE\'Fafnagement,
business expansion and growth faced @(Isl ) 2.238 shows Yakola’s

indicator of the measurement performance ‘of Bank Isl

Table 2.23: Si c&isﬁé&%?:i)la 4)

capital/liquidity, financial, profitability and industry

Working Capital/Liquidity S Financial
1. Declining or negative free cash flow 1 1. Declining stock price
2. Large contingent liabilities G 2. Declining bank or bond price
3. Unresolved near-term debt maturities N 3. Inability to meet debt covenants
4. Revolver draw-down 4. Resignation of key finance staff
5. Contracting vendor terms 0 5. Diminishing liquidity
6. Increase in account receivable agent = 6. Repeated bank amendments
7. Increase in outstanding account 7. Downgrades in debt ratings
payable D 8. Accounting restatement
9. Inability to file a financial statement
Profitability and Industry Outlook ' Employees
1. Shrinking EBITDA margin S 1. Large or unplanned reduction in
2. Reduced capital-investment programs T workforce
3. Going concern opinion R 2. Management turnover
4. Deteriorating industry fundamental E 3. Disruption in unionized workforce
5. Adverse regulatory environment S
6. Regulatory inquiries S

Source: Yakola (2014)
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4.3.1 Changes of Working Capital / Liquidity

1. Declining or negative free cash flow.

Bank Islam has a free cash flow. The measurement to get the nu@} free

cash flow is presented in: | Free Cash Flow = _Net Cash Flow from Operating Activities

A

Cash Flow provided by Investing
Activities in Cash Flow Statement

: \J‘
As seen in the formula, the study provides the findings that relate the AFC and GFC,

such as: '
a) There was a negative free cash flow from 1 1999, whi as in 1996
| ]
o .
and 1998. Meanwhile, during the AFC, B lam only aboiﬁke free
' ? 4
cash flow in 1999. T < \,‘?'
b) Another finding is that Bank ISIW negati e casbg/.in 2004 and
2006. Meanwhile, in 2005,%%ositive ash
c) During the GFC of 200 09, a posi Yre @ﬂow was discovered.
N
This is despite the %in 2308, n Isiaé:ﬂad a smaller number of
free cash flow ¢ % to I revious i e\é
d)

In 2013, B zalso had a d Iiﬁe&ﬁe cash flow, and in the following
g b &)
oa rﬁ.ﬂve free cash flow.

year, th ddenly
Jensen (1986 ) menti 'e puméﬁé of free cash flow in funding the projects
¢

metrics

fir

N
cash flow are }essm s of operational and market performance for the

isto increasE &ands. ccor g{o télala (2014), the information on basic financial

is because the firm @Eft run a strategic planning to handle the business with

\riables. Yakola states that the board of the firm will be worried about the

t
Gguacy of free cash flow to drive the capital needs for the business.
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Accordingly, the manager has a big important role to oversee the decision on
the firm’s performance and can control a substantial free cash flow to i?ﬂ!e
dividends. According to Duong et al. (2014), the purposeful firm pays a hﬁ@idend
for maintaining the value of the stock price when the stock market isﬂ&ging. Also,

the change in value of free cash flow can affect the firm’s liquidity. \Rn’he free cash

flow is high, the liquidity is also high, and vice versa. Theret%re,lNan be concluded
that Bank Islam experienced the indicator of signs of dis I cha|1ges in working

capital/liquidity due to the changes in the free cash flow.
| ]

N
%
<

fcon nt liabilities

2. Large contingent liabilities.

A contingent liability is a potential liabili

depends on a future event occurrin@

ncial statement.

whether the liability

However, in the bank, contingent IiaE'Iities refe iSi
IS increasing with some percentg%o, thefnumber of co ent liabilities is reported
i

in the income statement. Contin abilit Iso @arantee provided by the bank
of ¢ont

A

to clients. Bank Islam @sed the,reporti i liabilities from the statement of

s
s

financial position. Hewever; the i

to the AFC and (A,Wh' g
a) D '\e

ot

rom t%e esent study show that which relates
S

I{ri‘Bad contingent liabilities in 1998 that had a

>

S

0, between2003 6, Bank Islam had the highest contingent liabilities

\ in 2005. After that,\in 2006 they possessed a decreased number, while in

‘% 2003 and 2004 reports, the same number of contingent liabilities was
Q recorded.
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c) During the GFC, an increasing number of contingent liabilities was found in
2007 and 2008 but decreased in 2009. The large contingent “TS
continued from 2009 until 2013.
Dauderis & Annand (2014) state that a contingent liability is ﬂ;@ed in the
notes to the financial statements that are possible, but not probable for'a’debt that arises

due to the result of a past occurrence. According to CethW%), contingent
y

liabilities focuses on the awareness of public finan tf impair fiscal

sustainability. Based on this, it could be concluded th nk Isla enced the

indicator of distress as indicatedby the changes in w capital/li dlty &@o the
b 4§

changes in contingent liabilities. N

\/ "\ QT
3. Unresolved near-term debt matu@ 6<

The measurement to get thernumber o rr?tu [ Bank Islam within

market risk and for measuring @ ty fisk fr qmat@ analysis is presented as

Debt Maturities ;= Current Liabilities (> 6 moths to 12 months)
Total Assets
Debt Maturities ; = Long Term Liabilities (over one year)
Total Assets

follows:

"V{, ’ g
atre @J o the AFC and GFC, which are:

The present study p wdes?ge f

) DQV\

‘-T in 1997 : cﬁ@decreased in 1999. On the other hand, the
termrh bili es pe@med the declining number of debt maturities,

A%{lch occurred in 1 ‘g 1998, and increased in 1999.
) Also, from 2003 to 2006 Bank Islam’s current liabilities went up from 2003

Qe to 2005, but the report shows a decrease in 2006. In regard to long term

liabilities, Bank Islam experienced declined numbers from 2003 to 2005 but

mbili@ performed the highest number of debt

the numbers grew in 2006.
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c) While during the GFC, both methods also show similar changes regarding
debt maturities from both current liabilities and long-term I|ab|I|t|es
Also, there was a decline in debt maturities from 2007 to 2008, @W
up in 2009. A
d) In 2013, both current and long-term liabilities method remained constant
According to Aivazian et al. (2005), fundamental iss esNrporate finance
Y/ of debt and the

are the implementation of investment decisions by focusin

maturity structure of the debt. This is because the shorter atu tny the debt,

t. The/co SIbn @h the
md@ gns oLWstress as

shown by the changes of working capital/liquidity,due to\the nges @:ﬁ maturities.
") )
A
18
Revolver draw-dawn |s 0 thd\flnan tha been arranged between
&
a bank and a business. Another thi mbeQ}he bank will consider several

[
important factors to de rm|n e credlwor mﬁs@e company, when the company
’
of

stress on revolver draw-dawn has been

the greater the opportunity for the firm to do inve

explanation above is that Bank Islam experien

4. Revolver draw-down.

allowance, a all fin g loss or provision for bad and doubtful

appllesforarevolve The i |cl s
categorized as: | olleq? ssme(-@owance (if) individual assessment
I

flnanC| an‘st at \glves financing for some business based on the

type an.;“\IIII haria contract. More@_)ep Bank Islam provides some allowance for impaired
N

f , advances and others to get net financing, advances, and others, while, Bank

: still has some financing on the business. The revolver draw-dawn method was

rformed in three ways:
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a) From 2010 to 2016, there is a report on the allowance for impaired financing,

advances and others that are divided into collective and in |
assessment allowance. \

b) From 2003 to 2009, there is a report on the allowance for im&[inancing,
advances and others that are divided into general and specifiC allowance.

c) From 2002 to 1988, there is a report on provisiand and doubtful

The findings show evidence related to the AFC and GFChich are:

X
a) During the AFC of 1999, there was e@vumber on a'o@e for
impaired financing, advances, and o% \4' \/T
b) The allowance for impaired fina‘% dvances othe@&ined less in

financing.

2003 and 2004 but grew In 2005 and 2 O
c) During the GFC, there \ﬁ;ﬂe highe \trmger f@bwances for impaired
N
financing, advance ers tmat occured in@8 but gradually dropped

in 2009, N QA
d) In 2013, B had J
'

financing; vances' rs. %
Therefore, it could be“eoncl 'Bant:}%'ém experienced the indicator of signs of
distress in Ess@ of worki C&Bittl_ljli uidity due to the revolver draw-dawn on
TJ')t

4,

nhm@ on the allowance for impaired

financi

&" S

acting vendor terms.
Bank Islam has a term of contracting vendor during growth and development.

Qere is a difference between measuring the manufacturing company and banking on

contracting vendor terms. Bank Islam uses the growth in Sharia contracts, which means
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an agreement that is committed to the action into the business. They also focus on the
list of contracts made for customers. According to Said (2013), the concep

operational performance of Islamic banks by implementing Sharia requwe@«g no
interest that brings profit. As such, the Islamic banks must adapt to the of profit
and loss by implementing musharaka, mudrabah, and ijara (Source: &aﬁh & Ellouz,
2004; Said, 2013). Therefore, banks can maintain the stability kaing system by
diversifying their investments to minimize risk and in R:ﬁ's (Said, 2013).
Appendices 15 to 16 show the findings of observation thag,invol erg vendor
terms in Bank Islam from 1983 to 2013. Also, Ap ix 15 show, he‘ c&@cting

vendor terms in Bank Islam with several years 83 to 19 91 @00 2001

produ@‘of Bank Islam
according to deposit, financing, and owace S. As s tco@‘be concluded that

Bank Islam experienced the indi of SIgns

capital/liquidity due to changes%actm% ven nteer-
\ So
N

to 2005, 2006 to 2008, and 2009 onwards. W 164i

e
f-F

6. Increase in accoun ec i Ie age l Q

Bank Islam as an c A vabl stich as accounts receivable on bills
payable and ot |vab h fIc&J rom operating activities. Nonetheless,
Bank Islam s ent 06s rﬂ!o&tja)lece of information on account receivable
agent. H th ej?b ft a couéﬁ\secelvable agent is to trigger the billing for goods
or serv owded orin antlc on of the receipt of money. In addition, there is an
a at generates invoices,\statements, or both, to bill customers from account

: jvable. This agent will record the cash receipt of the collected money after the

ceipt of payment. On the contrary, if there is no payment received, the agent finance
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charge may apply (AFIS, na). However, the present study provides the report of account
receivable in the statement.

According to Dauderis & Annand (2014) accounts receivable is par(c%!ets in
balance sheets that are represented on collected amounts of cash in t omers for
the availability of goods sold or services on credit. Even banks also'gave an account
receivable as part of their financial assets (Bank Islamic Financi Iwent, 2013, page
24). For Bank Islam, the report was taken from Corporate %

t tnd Commercial

Sectors (Corporate Book of Islamic Banks Annual Reporta2013, pag

uy
cannot sup t'hg\@cator

Based on this, it can be said that the present

because of the number of accounts receivable s the sfg stress in changes

nt |~e$ei e age&‘ Bank Islam.
\3 &)
7. Increase in outstanding accounE payable. T /<\
0

r@ount payable from the
&
flov@porting of the bank. Account

bilities, which.are debts created by formal legal

of financial is due to the increasing numbe

=

Bank Islam employed of ifiform ion

statement of financial positiom atl

payable is distinct fromfnotes payable li

instrument documer&Me
been categorize@; an ces pz&ble. These represent the Group’s and the
Bank’s bills; %
findings &fe todhe A

’ uj?'

E uring the AFC, thQ'r'(_s):;g~ a report of a drop bill and acceptance payable (in
N

\ the statement of financial position) from 1997 to 1999, meanwhile bill and
0& acceptance payable (in statement cash flow) and other payables provide

dramatic drop from a positive to negative report, which started from 1997 to

!
celS red%%unted and outstanding in the market. The

d @ can be referred to in the present study, are:

1999.
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b) From 2003 to 2006, the bill and acceptance payable (in the statement of

financial position) provided a grew in number, but the bill and accw
the

payable (in statement cash flow) and other payable provide f|®r

report.
c) During the GFC, bill, and acceptance payable (in the statWof financial
position), bill and acceptance payable (in statemegthow), and other

payables shows a sharp zig-zag in the reports f 7 t02008.

d) In 2013, the bill and acceptance payable he s te‘held financial

A
position), bill and acceptance payable (i ment cash_f v{) ‘@other
payable all fell from the previous y 4 \T
As stated by Dauderis & Annand $c-o \bles aé‘pz;t of current
or short-term liabilities obligations toxﬁaeditors 0 ds @'ﬁased or services

rendered. It is categorized as an ex;ﬁ%debt to ig@nust not be more than

N
or within one year of the bala%t da@. Ho uer,&g—h% firm has increased the
outstanding account payabﬁixill I perf; nce of the firm’s business
activities. Therefore, i ncluded th Bén@am experienced the indicators of
£ &
the sign of distres&?own" N nges%ﬁwvorking capital/liquidity due to the
changes in billsand pta le. &
y | O
& r >
. . N
4.3.2 Chan T Fi ia
Y

1. Decliming’stock price.
A SRS

\'he data of Bank Islam’s stock price were taken from the database of Osiris in
U

KM library. Bank Islam registered under the name of BIMB HOLDINGS
ERHAD, and entered into Bursa Malaysia with IPO date 17/01/1992 and BVD ID

number MY423858-X. OSIRIS data only provide the stock price information of Bank
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Islam from 2008 to 2017, which can be seen in Appendices 17 to 20. The overall

performance of the stock price evolution of Bank Islam can be seen in Appendl =it
aims to support the indicator of the signs of distress on the stock price that
Bank Islam bears the performance of the reporting used to obtain it. | iscovered

that the evidence shows that stock prices started the GFC because Wallablllty of
stock information began in 2002 to 2017.

According to Zarnowitz (1999), when stock prices Xl.lt as become one
indicator of vulnerability economy to recession. Furthermere, h st‘alss\tdwhen the
stock market rose to the number, it would help the fi expand. T aﬁ @2008
to 2009 shows that Bank Islam had a decreases sto@ et rom 2010 to

2013, Bank Islam showed a good perforwe, n s(e\ck e. H Bank Islam

experienced the indicator of the mgr@ess inc S o@‘ﬁmmal due to the

decreasing stock price. T
f C—}
‘&
2. Declining bank or bond pr| A
Bank Islam hasfa report,on bonJ pric or sec ‘%es A security for the company

4 —— .
is negotiable and tr ble flrltthal\a et |ns ent that can be identified as: (i) An

ownership posx radedic,orporatlon (via stock), (ii) a creditor
relatlonshlp overnm dbrpo?é'ﬁon (via entity’s bond), and (iii) a right to
ownersh rese;a{e b n pt@l’ here is no information about the bond price of

Bank | ﬁm rom Osiris. The p study used another way to find the bond price of
\

am via securities value, such as:
a) Islamic Debt Securities, which is divided into three assessments: Financial

Q asset held for trading, financial assets available-for-sale, and financial asset
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held to maturity. The report number of 2005 to 2014 was used to represent

Bank Islam for the present study. T
b) Financial risk management on securities portfolio via m@%@ the

maturity analysis by up to 1 month, > 1 month to 3 months, 9&6 Months,
> 6 to 12 months; and over 1 year from 2010 to 2014. Y'

Sukuk information is also provided for Bank Islam in the pres nm, namely:
X

a) Name: Bank Islam Malaysia Berhad (“Islamic suer”

b) Business registration number: 98127-X ‘\d
Ay
c) Date and place of incorporation: 1 M@ / Malaysi I .\0}
d) Date of listing: Not applicable \4' \T
i provj@gr: the present

study, which started from 2005 to Zw ecurities oIi(@m 2010 to 2016,

respectively. The data can be referr@Sin Appe\Q . g@ere changes in stock

N
prices during the GFC, where %06 t
re

nk had a decrease in debt
securities from 2006 to 20 m/evT

S
$ crease in reporting on debt
securities from 2007 tc% erefc')‘r , it cdn be s@'that Bank Islam experienced the

:
indicator of the Signwstreikﬁ;ﬁg S ofﬁal due to the decreasing bond price.
N
o] 3

3. Inability t debt covenants. O
Bank Is@h’a mea re#ln to@he numbers for financial covenants:

Debt to Equity Ratio =_Financing, Advances and Others
Shareholders’ Equity

\The financial covenants in Bank Islam are related to the condition of borrowing
ﬁ

on dedicated covenant reports within a financial model from the company to the

Qﬂk or other financial institutions. Sometimes the numbers of financial covenants
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could be positive or negative. The financial covenants in Bank Islam from 1994 to 2013
related to the AFC and GFC, are: Yv
a) A fluctuated report occurred during the AFC. Firstly, changes @c due
to decreasing number of financial covenants from 1996 o'& then the

numbers went up in 1998 and 1999. Y'
b) There were decreasing numbers of debt covenants_in B slam when the

Labuan crisis happened in 2003.

c) While during the GFC, from 2007 to 2009, Isla wilse in the
number of financial covenants. | .\0}
d) In 2013, Bank Islam increased its n a
the rltten in the

The replacement of the word debt W cial<follo

Bank Islam statement. This is becaus&%e)ebt coven

S us@ﬁ the statement of

manufacturing companies, then the fthe wo %ci £0\ nant is used in Bank
N

Islam’s statement. Paglia & N@ (2&)6) s eutha&Q;h?:n a firm possesses debt

contracts containing standa IS ow venants. On the other hand,

Demerjian (2016) sta% covena #“de reement in terms of financial
r bo

contracting, such loan dcT: ue stating the limits, at which the
borrower can f er to P & Mullineaux (2006), the covenant in a
debt contr | mos m 0 ntfol@ reate the balancing on costs and benefits of

borrOW| e flﬁ\b)? debt&ntractmg will affect agency problem factors,
L 9

mfom&n problems, mcenﬂ@tb monitor, and credit risk as explanatory variables.
r debt covenants re negatively related to growth opportunities (Paglia &
ineaux, 2006). According to Bradley & Robert (2015), many factors influence the

ebt covenant that could have come from macroeconomic factors. As such, it can be
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said that Bank Islam experienced the indicator of the signs of sistress in changes in

A4
QD

The finance department has an important role, especially in nufacturing

financial due to decreasing financial covenants.

4. Resignation of key finance staff.

company. However, in banking, every department has a differenWortant role that
gives the impact on the performance of the bank. Appéendix sh(iws evidence of

changes in the department of structural organizational nk Isl mk{hﬁs that they
| ]

developed and managed the corporate framework ev ear since 198 ur'til and
=\
ish

follow the guideline of BNM’s Guidelines to_esta RMC to nage\?ﬂa bank’s

credit, market, liquidity, and operational risks (ACualu?htam @2004, page

8). One of the information relea@BNM h mé«banks have 36
departments/units organized into ei@t divismnﬁ,\rNAQTh a@éssistant Governor is
to

responsible for one (BNM, Zo%ordiﬂg ) ern@OOS), banks have their
&
uniqueness in the firm structumpar inst@ions, which are:
[)et en

1. Banks act a mter;diaries b@ers and lenders by offering a
: ? 4 2
of aSset %

't r tion.%(_}

unique fOK

2. Liqui&&;ni nt rvicetg(ered to customers.

l

3. Th% as :@M‘m C&@ in the macroeconomy, especially when it
&'to central banks

& v)?'

bg@}se the process of lending creates money.

E&h, it could be corgﬁ;d that Bank Islam has an organizational structure
N

ot experience the indicator of the signs of distress in changes of financial, due

0 e resignation of key finance staff.
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5. Diminishing liquidity.

Bank Islam has liquidity and the measurement to get the number of quwn'zs

. - Liquid Asset Ratio = Current Asset \
is as shown in: Current Liabilities %

It provides the findings that relate to the AFC and GFC, which are:
a) During the AFC, which started from 1996 to 1997, there was a decreasing
number of liquidities. Another finding shows the c nm of diminishing
liquidity from 1997 to 1998. %

b) From 2004 to 2006, Bank Islam provided a red li uwort. From

AR
2004 to 2005, they reported a drop in numb liquidity. a*w@from
2005 to 2006, their report went up o y. 4 \T

c) During the GFC, Bank Islam alsg _has"a fluttere
present study provides th@e of the
reporting from 2007 to Zﬁsowever,\ﬂ% pfﬁquidity went up from

N
2008 to 2009. o A Qf?
\ &
d) In 2013, Bank Is?e. Iedl S uidi@orts from the previous year.
Heffernan (20 hat banks haVe dn @wtant role to play in the financial
N g
i

h
market by offering I&Qan (ie pro
O

gw and cater to the changing liquidity
needs of its b an ors. @érding to Dauderis & Annand (2014),

!

¢

liquidity hai i‘!@ion toward atigfa ﬁ)?on demands for cash in the near-term for a
t

N
he qth : Mo%ed Yusuf & Salina (2012) believe that liquidity

iquidi port. As the

p r@ﬁer of liquidities

o

corpora

X
ho speed of the bank t c@ﬁert assets into cash to meet the cash demands of the

wn

siters and borrowers. If a bank has a problem with liquidity, it would interrupt the

6 omic activities between borrowers and depositors. Therefore, it can be said that
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Bank Islam experienced the indicator of the signs of distress in changes of working

To understand the amendments in Bank Islam, the foIIoleanation is

provided: \[

a) The meaning of amendment refers to the altera by,adding, changing, or

capital/liquidity due to diminishing liquidity.

6. Repeated bank amendments.

omitting the legal document executed by pa conc?e nd sétaining the

| ]
legal validity of the original document.%r, if there is a o,msir\qx;] or
supply contract in amendments before the“eontract’is aw, ded,\/&fy change

made afterward, it is called modificatio (soq;‘ce.\si

ness
b) It is related to letter of credi e: Glo iatté&m)

c) Itis related to the changec'n the terge?on %or regulatory filing. It

: N N
is also related to an‘@g orfpropose of IaWQC_FDowever, the changes or
anything in the con%or :1 ust @ow the mutual agreement of

ictionary).

both parties (Sources, Invest

edi om)Q.
$ $ Qﬁ . .
Banks’ ame@t Oei N entioh about the regulation, but it also relates

to the contract. Tﬁ&@/elo %

Iati&@om 1984 to 2013 can be referred to as
\ 3

!
’ (j'?
. N . .
%Eegl ing of th degélﬂpmentofthe regulation on bank reports in Bank
_\_29 4 S
lam was still in p@)g; ss, which means that only certain terms (as zakat,
N .

reserve fund, tax credit, and family takaful fund) had been regulated from

follows:

o% 1984 to 1987.

b) From 1988 to 2003, the continuity progression regulation on the financial

statement was reported following the Bank Report Regulation under the
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historical cost convention and comply with the provisions of the Companies
Act of 1965 and modified to comply with the principles of Sharia anw
Guidelines. 0}

c) From 2004 to 2006, Bank Islam developed a regul&!kreport of
preparation on financial statements for the adoption%of the revised

guidelines on Financial Reporting for Licensed Islgmmks (BNM/GP8-

d) The current information (from 2007 until 3, which u‘ed up to
2017), Bank Islam had reported the s ent of the n:{mi@‘gort
applicable to the MFRS, IFRS, th i panl@z&ct, 1965
in Malaysia and Sharia requirew portir],é\‘z~

The bank amendment in Bank I@elated to gul@of contract. Prior

to the establishment of Bank Islam, @swas not gy -

N
to any word of the contract. By , Baﬁk Isl ad <ics(gl?ained from 1985 to 1987

dir@ did not have any interaction

on any contract benefi% been 'I‘J ert ‘Eﬂ b)g\LD'e bank. From 1988 to 2003, they

added another inw to th‘: \k‘&acco@ all its leasing contracts as operating
i

leases under tw mati asesC}l‘;‘c{rthermore, from 2004 to 2006, they

!
¢
differentiate pe of caont ct,’(ij r‘;R leasing contracts) as operating leases and

NN
(ijarah % ta bittamli ?s fina& leases. In addition, from 2007, they used the

regulated, statement on the co e%tfction contract that is stated under FRS 111. While

1) issued by BNM since June 2005.

formation that was related

about the contract, where t h)n ol
d

a \m 2007 they followed the accounting standards of MASB, which also followed
6 as modified by the BNM Guidelines, accounting principles that are generally
ccepted in Malaysia, the provision of the Companies Act, 1965 and the Sharia
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requirements. After 2013, Bank Islam continued to be more detailed about the
performance of applicable contracts. Therefore, Bank Islam could be said Tve

experienced the indicator of the signs of distress in changes of financia \0 the

Bank Islam had downgrades in debt ratings, as pro dz the measurement of

the following ratio: '\ (,

Debt Ratio = Total Liabilities = Solvency Ratio; Debt to Equity Ratio = Total Liabilities
Total Assets Total Equity

According to Durand (1941), debt rating is rélated tojth bc_gllt raﬂ@'formula

\'n "
ce, ﬁferentiaﬂng
ative). 61other explanation

repeated bank amendments.

7. Downgrades in debt ratings.

to measure commercial bank and mdustn% ng

three categories (good loans, bad Ioa\%)ad loa

about downgrades in debt rating, ai to meas li |Ea3v,alue and is related to
the firms’ ability on debt, as in 10u® menti ed (I'ﬁlula The downgrades in
debt ratings in Bank Islam from 4 tl elatleAto the AFC and GFC, were:

a) During the C nk Islam ha Iuc@ report on debt rating and debt
‘
i0 \aK rom to 1998, but dropped afterward in

199 <tbe reported debt rating and debt to equity
O

\ ic
num M fr '
Ku e f' (JC'D
@'200‘5 2 6, o@om debt ratio and debt to equity ratio provide
A\

wngrades in debt @gg;s of Bank Islam.

to equity,rati

©

) During the GFC, Bank Islam also shows evidence of downgrades in debt

0& ratings from 2007 to 2008.

d) In 2013, the number of debts to equity ratio of Bank Islam gently went up.
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Heffernan (2005) explains that the use of debt (such as debt to equity) for any
external ratings of a firm is if it is worth enough credit to be issued at its se?m.

Based on this, Bank Islam experienced the indicator of the signs of distre@\jmnges

of financial, due to downgrades in debt ratings. A
8. Accounting restatement. \[
Based on the observation of the financial report ag Islam since 1984 to
2016, there was only one time Bank Islam mentio e Wo d‘ﬂ{tayent in its
L
financial reporting of 2007, and the restatement was | nnounced in Its Trl\ port

of 2008. According to Boyer et al. (2017), the discowery of £rrors i the\r‘}@orting of
the previous year’s financial statements is @‘:ﬁg\p ibilities %& tement or a
revision). In terms of restatement, B@I (20

material. This is caused by a weaknesses In i \ma,LTnt Kén,d thereafter required
) N

disclosure. The following raritr%arried\out ihe c@hny via several steps: (i)
), det

Audit committees get notified, [ starterof internal investigation, (iii)

contact the counsel, if ghere |Cny milond t,la@ consider the ramifications on
4
. As.egardo rev

ié)j'(, Boyer et al. (2017) state that it is a

thCthe error must be

%

l
@dt{éj‘\?/ill involve the error to get treated, such as:

materially migﬂji. The néxt
@ corrttlgk;'arror ‘a‘r m }:e cu financial statement, and (b) previous year
S

statem can still be relied up@;jz.
A N

\urthermore, Bank Islam has been analyzed and undergoing a revision in the

the system of interndqtr ,? %
detection on in@l er%@ fina(née} statements and overall errors are not

cial statement. It can be seen that the number in reporting from the previous year
rom financial reporting of 2007) is closer to the revision procedure than the

restatement. This is because Boyer et al. (2017) reveal that it is the best interest for firms
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and auditors to have a revision instead of a restatement on financial statements, as it
will give some advantages, such as: T
1. There would be no specific announcement about the change tha@done
at the same time an earnings announcement is made. A
2. Financial statements from previous years can be relied upog:
3. No change is needed in the auditor’s opinion. V

Therefore, Bank Islam does not support the indicato ;our]ting restatement

since it did not experience the indicator of the sign of ss in[cha financial,
“AS
due to accounting restatement. é J ' .\c}
' 4
<

méﬂ—\ave four type of

v balance sheets, and

reports (income statements, staterEnts of ch We
statements of cash flows) th% as fa co nic@ tool of reporting the

quantitative information to int a I us he financial statement is
1 q

reported at regular inte%z:thly ua erly@‘%t the end of each 12 months) to
GAAP. Every firmw av "o fina;‘ ial*report to attract good investors or
customers. Afte é@ser l offthe fin@l report of Bank Islam from 1984 to
2016, it was (n}yat e\%goodcj’ga} by having the ability to file the financial
stateme%&ﬁy, ?a ersf(from

4
financial, statement from thque;bsite or Bank Negara’s library prior to the
e

e

@researcher, investor or public) can access the

N
ishment until 2017. Considering all this, it seems reasonable to assume that the
|§i

: ility to file a financial statement factor did not give a huge impact on the declining

rformance for Bank Islam during the financial crisis. Therefore, Bank Islam does not
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support the indicator of inability to file its financial statement. As described, it did not

A4
0

experience the indicator of the signs of distress in changes of financial.

4.3.3 Changes of Profitability and Industry Outlook.
1. Shrinking EBITDA margin.

The firm (which focuses on the production of goods or tthes the value of

EBITDA by focusing on reporting the firm’s profits befo ing 'nterest on debts
and tax payable that must be paid to the government. assess the
comparison of the profitability of performance betw: ne firm and or]er rms

of debt assessments and tax liabilities. The BIT assespm r tr@adltlonal

fro@aositors and

commercial banking business model involyes bo owi
other lenders and lending money to bx , such owés businesses, and
credit-card holders. Meanwhile, the*?EBITDA 'gam’s performance by

appraising profit before zakat % hefpresent tudy@ibws the shrinking profit
r

before zakat and tax in Bank Is OT 013 a&d relates this data to the AFC

KN
3'0

luCtuated report and started to rise in

and GFC, such as:

ed in 1998 and went up in 1999 on profit

\
\) During the GFC, Bank Islam got a fluctuated report on profit before zakat
0& and tax. It started in 2007, a drop in the report, after which it went up in

number of profits for the following year before zakat and tax. However, in

2009, Bank Islam sharply dropped on profit before zakat and tax.
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d) In 2013, Bank Islam slightly increased in number of profits before zakat and

tax from the previous year. Y~
Based on Luciano (2003), the analysis of EBITDA was used to asseeys ality
of'a company’s reported earnings, providing the starting point of free ca?%w, and the
potential debt in the business. Rohila & Mohammad (2011) state th%e'payment of
tax has an important contribution made to the state and zakat p Mor those who do
business. Reporting on zakat and tax payments will be mad &;e ent of financial

position of a business and statement of comprehensive ‘iacome any. BNM
L

(2018) describes the obligations of an Islamic ﬁna@imﬁon s obli at’o@tkat.
BNM also mentions that Islamic financial institudti till_have to_di cIos@Gtatement
in the financial statements if they do not mgm \m ha%?ggbligation to
make tax and zakat payments and the @nt of the o@!ed after payment

of zakat and tax which can indeed aﬂybthe valu\'*t-hgp 'Brlity of Bank Islam.

~+

ts
$
Therefore, Bank Islam d fﬁe indi ég&e distress in changes in
profitability and industry ouQ; i @its before zakat and tax.
2. Reduced capital-in%
According;{hh/@ton (f tment is the availability of money
from companies, to i
companies ?)(@g-te ‘?s real estate, manufacturing plants, and
machin% ordigg.1o ‘ayes @19), the link between bank capitals is in the
Y.

diffi s between assets at@ilities that will show the report of the bank’s net
@nd it shows equity value to investors. Accordingly, Fama (1980, 1985) also
tates

that capital investment can provide opportunities for banks to have a profit by

héédpital investment is aimed at acquiring

iversifying the risk of deposit (Heffernan, 2005). As such, capital investment programs
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are bound to develop projects in the future that can increase profits for the firm’s profit
value. The study provides findings that relates to the AFC and GFC, which are
1. Starting from the AFC, Bank Islam launched the website and fa (@QMIS
program started in 1997.

2. In 2003, Bank Islam launched its internet banking, zakWe) payment

facilities via ATM and credit card and offer S anking service
(bankislam.sms) using any mobile operators.
3. Even during the GFC, Bank Islam still divers seve aI vestment
programs. I
4. In 2013, Bank Islam started to do t nd re nt pla and other
capital investment programs o\ é\v
According to the finding, the& ital inve nt |O§laﬁk Islam did not
give a huge impact on the declini for man %g c is. Therefore, Bank
Islam does not experience the i | fth igns dlst2@'§3| changes of profitability
and industry outlook. ’ \A

! \}
's ¢ &
3. Going concern own l \ (_,
Accordln t ude and 4), the going concern is an assumption
on the contln usi es:ﬁq‘fut Fé)AIso Heffernan (2005) believes that going
on'th

concern is p drT‘un bsy

business,and being I|qU|datedc_1;luNyoman et al. (2017) state that a going concern

vents the situation of the firm from failing from

a |s related to the report of audit opinion and aims to show the feasibility of the
as well as the quality of financial statements as indicators of business continuity in
e long period and not to be liquidated in the short period. More so, a going concern

opinion is focused on the sustainability observation of the business growth without the
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liquidation threat so that the firm can survive until the subsequent year. This finding
relates to the AFC and GFC in the following ways: T
a) There is no clear information about the change of interest e%\)f an
internal audit in the financial report of Bank Islam from 19 993.
b) Bank Islam began to focus on the internal auditor reporti¥y providing an
audit committee from 1994 to 2004. \,

c) Bank Islam did the renewal position of inter Zor ir organizational

structure by developing the position of au d ex mwommittee
‘X
chairman from 2005 to 2016. | _\C—}
Bank Islam conducted the Sharia a ow{ aria\‘}-’é'gulation.

iting re@ rom 1984 to
ce @%’tarted from 2008

However, they did not attach any details abeut th hau? a

2007. They carried out the audit repo\ hghaia’s perfo

to 2016. The independent audit rep@s/as con \[’edgnc I@beginning of the year
ESY N

of establishment. The study pr e m&epen ntauditorreport as disclosed from
the Chartered Firm Accouﬁ%omﬁl afiah Raslan™& Mohamad (from 1984 to
2002) and KPMG Me% Villag
4
to 45 show the aud'&onrt f'
and Independer&éﬁr R ;
£ erce e

on finding data-). Hence,the pr er{stl@iﬂelates to the AFC and GFC, in the following
\
ways as%%’n Tab! 5 é

Table 4.10: &@rfg Concern Opinion in Bank Islam
N

(AF ;59)~®m 2003 to 2016. Appendices 43

&
terngaﬂditor report, Sharia Auditor Report,

19963'?013 (the second portofolio that focuses

AFC (1997 — 1998)
“Internal Audit Report Sharia Audit Independent Auditor Report
Report
e audit and examination Similar to the previous Based on the opinion of Chartered Firm
committee was established by explanation, there is no Accountants of Hanafiah Raslan &
the board of Islamic Bank to detailed report on Sharia  Mohamad, the auditors gave a true and
focus on internal controls, audit ~ Audit during the AFC. fair view of the state of affairs of the
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programs, and the finding and
to recommend the action to be
taken by the Management.

Bank as of 1997, 1998 and 1999 and of
the results of the Bank as well as the

Group and cash flows of the G
the year ended.

.

Bank Islam (2005 to 2006)

Internal Audit Report Sharia

Audit Independent Auditor Report

Report

Under the work of Chairman
Audit and Examination
Committee, Zahari @ Mohd
Zin ldris, Bank Islam
established the Internal Audit
Department to conduct
independent operational, risk
management and management
audits. The audit plan also
reviewed the adequacy of risk
management, operational
controls, compliance with laws
and regulations quality of assets
management efficacy,
highlighting weaknesses and
making appropriate
recommendations for the
improvement of the
Management.

Audit during

Similar to the previous
explanation, there is no
detailed report on Sharia

S
Ny
@ ﬁéwont.ir.mgf}%oss.

The report of KPMG DesawMegat & Co.

and Abdullah Ab?ﬁ stated true and

fair view of the B on 30 June 2005

together with_ the Vaccounting, other
ew

records and th ters required by the

erG
0 PM;i] Desa Megat & Co
Raslan bin Abdul Rahman
te true and fair
une and

i f th
cfion%ﬁlga of the

Bank's

am had a
illion for the
, Whereas the
ceeded its total

capital ratio was a negative
tlonal capital injection
,014.59"million received by the
r its recorded assets and

the AFC.

)]

Compani

ted
. The

he Bank was unable to

GFC (2008 to 2009)

Internal Audit
Report

Sharia Audit Report

Independent Auditor Report

With the Chairman of
the Audit and

Examination

Committee, Zahari @ aria Depar

Mohd Zin Idris theVerganization a

describes a s delib i
eeting cil ¢

committee wor f\
adopting a risk
approach to audit, taken torec
complianc s br

and reg% Jimplemeénted se

T Ban%arried ou!a Sha
c review perfor
the Internal A% i

n

ugho

the re
he Co@
o@;j ed
20 ts ﬂad)
e Shal

m 'fns (s revent
similar Shari aches from

| ased on the opinion of Chartered Firm

:,by countants, KPMG Desa Megat & Co
and 4(/(AF 0759), with Chartered Accountant,
Q/ Adrian Lee Lye Wang, stated that the
financial statements have been properly
drawn up following Financial Reporting
Standards, as modified by BNM
Guidelines, and the Companies Act,
1965 in Malaysia to give a true and fair
view of the financial position of the
Group and the Bank 2008 and 2009, as
well as their financial performance and
cash flows for the year then ended.

een
ia
also

quality,of*asse ’, and
management
effi

recurring.a.”
N

Source: Annual Report of Bank Islam

Therefore, Bank Islam experienced the indicator of the signs of distress in

Oanges of profitability and industry outlook due to going concern opinion.
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4. Deteriorating industry fundamental.

Bentes & Navas (2013), state that a fundamental analysis is to analwlue
economic and financial reports of a firm. It includes an analysis of t?ﬁ)sbes of
quantitative and qualitative analyses. Their study also provides the diVersification on
financial reports of firms (profit, loss accounts, and balance sheets) an@ral financial

indicators (revenue, earnings, liabilities, expenses, and assw According to

vides the financial

h‘e\wﬂshows the

1984 to 2 ljas&d—y\?: the
r loss®a rc rehensive
g o

resent study provjég:arket share,
industry growth, and regulation from x 5to>013 inB sla@is finding relates

to the AFC and GFC as shown in T@gj.ll: \Y ,<\

Shaharudin et al (2018), it is the fundamental analysis

information to investors about the financial status of

deteriorating industry fundamental in Bank Islam
statement of financial position, the statement f

income, as well as statement of cash flow. T

N
Table 4.11: Quantitai ormgtion ndazg?ntal Analysis
2005-
AV .t , 9 AFC 2003 ) o GFC 2013

Statement of Financial Position:

¥ =

1. Total Asset Y el l 7 D
2. Total Liabilities Ny a Y l l 1 T
4. Total Equity 4 e N 1 l 1 T
4. Commitment and/@entingéncies *  _J > 1 1 1 1 T
The Statement For Profit Or Loss and Other Comprehensive Income:
1. Total Net Ingome s S .1 NV 1 l 1 1 T
2. Profit for the Xeée , l l l l 1
Statement of Cash Flow
rom Qperating ActivitieS™" 1 1 l 1 l
from ing Activiti T T T l T
w from Financing Activifies 1 l 1 1 l
O Source: Annual Report of Bank Islam

\rom Table 4.11, the indicator’s performance as compared between the AFC

GFC suffered a decreasing number. It is the same situation when the observation
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was done in 2003, 2005 and 2006. The study provides the qualitative analysis on the

industry fundamental of Bank Islam as in Table 4.12.

Table 4.12: Information on Industry Growth and Regulation (’}

Industry Growth

Regulation

1. Bank facilities and services:

o Deposits: Divided into a current asset, saving
account, and investment account,

¢ Financing and investment: Divided into

Principal Activities following the IBA, 1983.
Accounting record nancial
management wing the provisions of the

ollowi
Statutory Declarations Act, 1960.

<
3 financing, trade financing, and investment.
e Other services.
2. Started with 4 branches, which are Kuala '
Lumpur, Kuala Trengganu, Kota Baharu, Alor
Setar '\ J
Industry Growth Regulation
1. Bank Expand commendable growth in its \‘
lending portfolio by 23.2 % in 1997 and 27.4 owing tlcl B’(cml and 66
% in 1998 there was ion o?b.e structural
2. The report of banking facilities and services org niz ank IsJ\a/ i
has been recorded, such as in the foIIowmg = T ﬁ t of Bank Islam
ways. ch as:palance sheet, profit and loss
e Deposits and Assets: Bank’s depos1t N accou nd statément of changes in
customer were RM 3716.5 million; 3 position) by following the virtue
number of depositors was 55752 of thE provisions of the Statutory
e Financing: The Bank’s total amount 0 drations Act, 1960
financing, less provision for b doubtfu & comply with the principles of
ggrznbc;pgfﬁ:;griﬂ;:zsoints gs;(ott\an Shari oIIowmg the accordance with the
1997 q pro s of the Companies Act, 1965.
, mily Takaful Fund followed the
e Investment: Bank’s 1nVM n securitie ful Act, 1984 (amended) and included
\I/\r/]?/se S:\nﬂe?]f%;m;ilég \ : Mala Sif; oF i L @e profit attributable to participants.
1997 | 6. nvestment securities followed Section 16
' : , " of IBA 1983 and were usually held to
O ¢ Profit to Depositors: Bank’s credited " 4 4(/ maturit
I?(L acc prefits (_} urity. . . .
ositors 6. Statutory Deposits with BNM compliance

144.3 million into t
attributabl ﬁﬂ

3. Marketg%h 0Si
iable | i

!ged b ffering?

'lficateCL\
afayzi?rhad

ofibanks performance,
rance (t 1)
| busihess and

The wholly-owned subsidiary, Syarikat Al-
jarah Sendirian Berhad;*ap‘in-house leasing
company recorded RM O 5 million (profit after
zakat and taxation) in 1997.

6. The wholly-owned Al-Wakalah Nominees
(Tempatan) Sendirian Berhad by RM 54.227
(profit after zakat and taxation in 1997).

The wholly-owned, BIMB Unit Trust
Management Berhad, which managed
Amanah Saham Bank Islam (ASBI)- Tabung

with Section 37 (1) (c) of the Central Bank
of Malaysia Ordinance 1958.

The reserve fund complied with the IBA,
1983 and was not distributable as cash
dividends

. The Bank had sufficient tax credit under

Section 108 of the Income Tax Act, 167.

1998 (Addition requlation after 1997)

1.

Provision for bad and doubtful financing
and diminution in accounts under
accounting and auditing organization for
Islamic Institutions Financial Accounting
Standards No 2, 3, 5, and 6.

A member’s scheme of arrangement under
Section 176 of the Companies Act, 1965.
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Pertama, a Unit Trust fund established by the
Bank with a size of RM 150 million with
1997, RM 1.2 million profit of the financial
year.

3.

Zakat complied with the principles of
Sharia and as approved by the Sharia
Supervisory Council.

The credit equivalent per@elines.

provisions of the Companies Act 1965 and

8. The wholly-owned subsidiary, BIMB
Securities (Holdings) Sendirian Berhad, which
holds 70 % equity in BIMB Securities
Sendirian Berhad, the first stockbroking
company to operate on the principle of Sharia
recorded, such as with several RM 788.765 in
1997.
9. New Product and Services by introducing V
products, such as Personal Financing Package,
Wadi Savings Account, ljraa Savings
Account, Ar-Rahnu Scheme and few others to
customers. l
10. Bank increased the branches, such as 51 \d
branches in 1997 and 78 in 1998 N
Industry Growth ~__Regulation
1. The Bank had embarked on a major 1. ision for bad an d?}bt @;rﬁancing and
restructuring of its organization in 2003. The iminution in valug of in ent had been
first phase of the transformation involving ated inpthe financial st&?ments following
divisions at the head office was completed in Y-BN L N
July 2003, identifying the following six 2. Th ial state e'n'&and its cash flows
strategic objectives that will continue to drive f he pro%bns of the Companies
the Bank’s expansion and growth near w in Sectionv169).
i.e. to aggressively grow consumerdbanking 3. 'Qééwision of Section 3 (5)(b)
business, strengthen commercial b&
develop debt market capabilitiespdevelop'risk \%I gmlicies are adopted by the Bank:
management capabilities, IT in ure and Y 3,§meairment of Assets
staff competencies. . SB inancial Instruments: Disclosure
2. In 2003, the Bank’s core busi cus v&ﬂl «and tation
remain on the consumer pan busine e M 5, Income Taxes, and
3. Focus on strengthening 'M marke . Aadoption of MASBI-1, Presentation of
capabilities. ; ifancial Statements of Islamic Financial
4. To improve assefgqualitys the Bank pas i stitutions.
established risk nt. _ \bBasic accounting compliance with the
5. The Bank recorded a 1019 % growft ald” &
financing to RM 7.6 billion-i  Capturing_

2003

t
16.43% m &re of t‘e Islamic bankin%
industry 64 % ma f the <<J
banking%u;t . Tota i
to

11.3 bilkion.

(2]

©w

principles of Sharia and BNM Guidelines.
Income recognition following principles of
Sharia and Bank Negara Malaysia’s
Guidelines.
Investment securities comply with Section
16 of the Islamic Banking Act, 1983,
Investments in Malaysian Government
Investment Certificates and Islamic Debt
Securities.
Allowance for financing loss following the
revised BNM/GP3 (September 1998) and
the relevant accounting standards issued by
the Accounting and Auditing Organisation
for Islamic Financial Institution.
Statutory Deposits with BNM following
BNM in compliance with Section 37 (1) (c).

. Following BNM’s directive on 24 June

2003.

Source: Annual Report Bank Islam (from 1984 to 1985; 1997 to 1999; 2003)
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Table 4.12: Information on Industry Growth and Reguji:‘ajt'ién

Industry Growth

Regulation

2005-2006

2005

1.

2.

The Bank recorded 22.5 % growth in total assets to RM 15.8 billion in
2005.

From Labuan offshore subsidiary [Bank Islam (L) Ltd. (BILL)] into a
branch [(BIMB Labuan Offshore Branch (BILOB)] on 10 December 2004
contributed RM 1.8 billion, capturing 16.3% market share of the Islamic
banking industry and 1.8 % market share of the total banking industry in
2005.

Total deposits also increased by 19.5 % to RM13.5 billion that represent
18.5 % of the Islamic banking industry or 2.1 % of the total banking
industry in 2005.

In 2005, The Bank recorded a loss before tax and zakat of RM 479.8 “ \
million compared to a profit of RM 98.3 million previously. The Ioss was
due to higher provisioning on NPF of RM 648 million following thew
increase in NPF level mainly attributed to BILOB. The Bank fixed it by

introducing and adopting appropriate measures to improve its flnancralﬁ

1.

2.

3.

The re—a{_rangement of structural organization in Bank Islam by the
compositi@n of the Board complies with BNM's Guidelines (BNM/GP1-i).
The SS(;__‘Was established under the provision of Section 3(5)(b) of the IBA
1983y

A robust risk management framework would further strengthen its risks and

credit cgntrols compliance with Basel 11 Accord and the IFSB Standards.

" “Lhe reportrng of financial statements following the provisions of the

Companles 'Act, 2965 determined by BNM under subsection 19 of Section

Y 169 of the’ Said-Act and applicable approved accounting standards in

standing, including cost control measures, enhancement of feg=hased
activities, and controlling of NPF as well improving staff productrvrty to
enhance its revenue/ ost ratio.

In 2005, BIMB has outlined a strategic plan which concentrated on four
main areas; franchise or business strategies, for the consumer cogporate, and
commercial banking, people/manpower, risk and controls ane frnancrals
The Bank’s products and services were such as: v:,_ ‘

Consumer banking, bank focus on credit card busrness hOme and veh|c1e
financing to increase market share. ‘

Commercial banking, bank focus on the orrgrnatIOn team Wlth emphaS|s

on improving sales, distribution, treasury! antheash management activities.
The division also focused on selective top™tigr listed cémpanies; government-
linked companies, and multlnatlonal companles in its bid to_eontribute toward
the overall performance of BIMB.

Malaysid.

« The audit on‘the financial statements following Section 174 of the

Companres Act, 1965 and following approved standards on auditing in

.| Malaysia. *
Jrhe Bank is a licensed Islamic Bank under the IBA 1983.
! ‘The ‘hasis of preparation of the financial statements. The accounting policies
‘ a_dOpted by the Bank are consistent with those adopted in the previous years
except for the adoption of the revised guidelines on financial reporting for

| “icensed Islamic Banks (BNM/GP8-i) issued by BNM in June 2005, which
<~ became effective for the current financial year. The adoption of the revised

N

GP8-i has resulted in the adoption of the following accounting policies:
the recognition and measurement of the holdings of the investment and
dealing securities portfolio of the Bank as securities held-for-trading,
securities held-to-maturity, and securities available-for-sale, which has been
adopted prospectively as it is impracticable to apply retrospectively due to
factors explained in Note 47,

Where a financing account becomes non-performing, profit accrued and
recognized as income before the date of the account is classified as non-
performing and is not reversed out of income, but an allowance is made
against that income in conformity with BNM guidelines. Thereafter, profit
on the non-performing financing shall only be recognized as income on a
cash basis instead of being accrued and suspended at the same time as
practiced previously. The policy has been adopted retrospectively.
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Table 4.12: Information on Industry Growth and Regglgion

4
Industry Growth Regulation
7. The financial report of Bank Islam was such as: e Thesfinancial management of BIMB follows the provisions of the
e FY 2005, RM885.00 million (total income from investment of depositors’ and StatUtory Declarations Act, 1960.
shareholders’ funds), RM 479.78 million (loss before tax and zakat), RM 15.85 8. Wasis of accounting follows the BNM Guidelines and complies
billion (total asset), RM 14.39 billion (total customers’ deposits) Yu the provisions of the Companies Act, 1965 and Sharia
e FY 2006 RM 960.63 million (total income from investment of depositors’ and eqtg’rements.
shareholders’ funds),RM 1.48 million non-performing financing; of RM 1.28 . 7 Specific allowance for bad and doubtful financing has been made
billion (loss before tax and zakat), RM 1.30 billion (net loss), RM 14.61 billion n pliance with the revised BNM GP3 (September 1998)
(total asset), RM 13.48 billion (total customers’ deposits) g 10. jfi ing account becomes non-performing, profit
8. In 20086, the bank focused on the online with a customer-centric strategy, ed and tecognized as income before the date the account is
establishing the Sales and Marketing Division. 4 ifiedi@s non-performing and is not reversed out of income but
9. In 20086, the bank had 22 % of the market share. It a marginal drop from t \ allewance is made against that income in conformity with the
previous year’s of 23 %. Bank fixed it by improved cash manageme lutions? BNE%*!;uidelines.
© The Bank’s presence in the government sector remained strong, wi % 0 . Zakat. Itis an obligatory amount payable by the Bank to comply
8 the market share. \ @h the principles of Sharia. Zakat provision is calculated based
& 10. The Cash Management division’s current account such as RM 2.87 billio \h\? ‘(i}on 2.5775 % of the net asset method.
g 2005 and RM 3.61 billion in 2006. - Cl%g PER, it is provided based on the framework of the rate of return or
& 11 Trade finance and cash management continued to be core a%s and generate , =" BNM/GP2-i issued by BNM.
more fee-based income in non-traditional segments such M apita et. _§»’13. Statutory Deposits with BNM. The non-interest bearing statutory
12. The bank strengthened the balance sheet by a capital injeetien of N deposits are maintained with BNM in compliance with Section
billion which raised its risk-weighted capital ratio way bze the§ imu@ 37(1)(c) of the Central Bank of Malaysia Act, 1958 (revised 1994).
regulatory requirement in 2006. The Bank had recg%capitar ione, , 14. Reserve Fund. Reserve fund is statutory reserves maintained in
amounting to RM 1,014.59 million from Dubai Financial LéL Ler%‘gé compliance with Section 15 of the IBA 1983 and is not
Tabung Haji after the balance sheet date on 16,62% r 2006 rdir\% its distributable as cash dividends.
restricted issue, as detailed in Note 46. With H%ga ital ihjecti n, t@ank had  15. Section 108 Tax Credit and Tax-Exempt Income Account. Subject
improved its financial position to positive shaseholdefs’ fu ) to agreement by the Inland Revenue Board, the Bank has sufficient
13. The turnaround plan for recapitalization afthbafance shegt r stru&uring were Section 108 tax credit and tax-exempt income to frank up to
such as: IT Infrastructure Revamp; TrapsformatiogrPro meEost approximately RM 562,610,000 in 2005 and RM 537,565,000 in
Rationalisation Exercise, and Human €apital Development.. ™ 2006 as dividend subject to availability of sufficient profits.
14. The increasing number of branchesn&so branches in 2QQ5 and 95 branches in  16. The credit equivalent amount was arrived at using the credit
2006 N conversion factors as per BNM guidelines.

Source: Annual Report Bank Islam 2005 to 2006

§-
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Table 4.12: Information on Industry Growth and Reguji:‘ajt'ién

Industry Growth

Regulation

2008-2009

e o o |

!\'). o o

. Following the successful completion of Bank Islam’s

Focus on banking activities in 2008:

Consumer Banking— Customers Come First

Commercial Banking — More Innovative Financing Solutions
Corporate Banking — Value-adding Services

Treasury — Helping Customers Manage Forex Needs
Corporate Investment Banking — Making History

Recovery Division — Pre-empting Delinquent Financing

On the fee-based income, Bank Islam created new “hero”
products using electronic banking, wealth management, and
BDC platforms.

. In line with the Growth Plan in 2009, the Bank offered

innovative products, such as the recently launched Al-Awfar
deposit product with the Bank’s objective of garnering more
low-cost deposits.

Turnaround Plan as reflected by healthy profits that they

looking to embark on a three-year SGP. Then came the
strengthening of their enabling infrastructure, capability o
capacity building, franchise development, and last but,not_least
inorganic growth and corporate expansion. The Bank’s SGP,

comprising six pillars, namely, Business Innovatloh Robust""'

Risk Management, Strengthening of Enabling Infrastructure

Building Capacity and Capability, Franchise Development and ‘

Inorganic Growth and Corporate Expansion if 2009
Bank’s product and services in 2009:

Commercial banking, bank launch new ftnancmg programs for '

Enterprise Banking customers.

Treasury, the bank endeavor fee- based inéome and strengthen |ts
market share
Bank Islam did a reorganrzauon of the DCM Department.

2008

1.

2.

Bank Islam follows the Sharra governance framework, organizational structure, and
establishment of the,Council in line with the requirement of Section (5)(b) of IBA 1983.
The reporting offinancial statements following with the provisions of the Companies Act,
1965 and Frnancral Reporting Standards issued by the Malaysian Accounting Standards
Board as, modifiad by BNM Guidelines.

The financial, managemeht of BIMB and by the provisions of the Statutory Declarations
Act, 1960, Y

. Statutery réserve. | The statutory reserve is maintained in compliance with Section 15 of the

IBA, 1983 andsis not/ distribiutable as cash dividends.
Thei:‘ﬁsk-we_i'ghtgd* compusted following Bank Negara Malaysia’s Capital Adequacy
4Standard for Istamic Banks: Standardised Approach for Credit and Market Risk, and Basic

wndicator. Approach for ‘Operational Risk (BASEL Il), which was effective from 1 January

2
|37

,_2009

achieved over three consecutive financial years, the Bank i;j’no_w

2008

Allowances for bad and doubtful financing were computed in conformity with BNM GP3
: (September 1998)

“PE.confornis’with ‘The Framework of the Rate of Return’ or BNM/GP2-i issued by BNM.
Statutory: deposits were maintained with BNM in compliance with Section 37(1) (c) of the
CentrakBank of Malaysia Act, 1958 (revised 1994)

_/StatutOry reserve was maintained in compliance with Section 15 of the IBA, 1983 and was

notdistributable as cash dividends

. Faif value information for non-financial assets and liabilities were excluded as they do not
¢ fall within the scope of FRS 132,
5 Effective January 2008, all Islamic banks licensed under IBA1983 are required to compute

the RWCR following the CAFIB.

BNM’s Concept Paper — Risk-Weighted Capital Adequacy Framework (BASEL I1) and
Capital Adequacy Framework for Islamic Banks (CAFIB) — Disclosure Requirements
(Pillar 3).

. There is a relevant framework of laws including but not limited to the Islamic Banking

Act 1983, Anti Money Laundering & Anti-Terrorist Financing Act 2001 and Companies
Act 1965 and any regulations and guidelines under the relevant laws.

Source: Annual Report Bank Islam 2008 to 2009
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Table 4.12: Information on Industry Growth and Reguji:‘a:t'ian

Industry Growth

Regulation

2013

N e o W

. The Bank, entered a new phase, inaugurated the H2E Plan — the

third phase of the Bank’s three-year corporate blueprint

. Bank Islam expanded its Islamic finance products for the

younger market segments by launching the Visa Debit Card-i, a
co-branded initiative with the Football Association of Malaysia
that is designed with Harimau Malaya and Harimau Muda

. Bank Islam services and product were such as:

Commercial banking focusing on sales and marketing strategy
Treasury provides a comprehensive and innovative treasury

. The bank was interested in implementing the ZIRP after the

impact of the impending withdrawal of monetary stimulus was
the destabilization of Asia’s financial markets.

. BIMB Invest currently manages 6 retail unit trust funds,

namely, BIMB i-Growth, BIMB Dana Al-Fakhim, BIMB Dana
Al-Munsif, BIMB Dana Al-Falah, BIMB | Dividend Fund and
BIMB i-Flexi Fund and 2 wholesale funds, namely BIMB
Invest Money Market Fund and BIMB i Cash Management

Fund with total funds under management exceeding RM 1 “&*

billion.

. Bank Islam focuses on Market place following in Phase’3 _

(Structured Products, Derivatives and Risk Management
Products).

. Following Bank Islam’s strategic H2E plan that Was

implemented during early 2013, the bank led to the. bank’
further growth by increasing PBZT such as RM683 filliorf
(PBZT), 14.4 % (total assets grew); 21.7 % (i€t flnancmg)
RM 23.7 billion (financing portfolio), and RM 37 3 brlllon
(customer deposit)

. The Bank contributed to the |mplementat|on of the mPOS

electronic payment facility at Pasar Sitit Khaduah in Kota
Bharu, Kelantan, and collaboration withaV/ISA.

1.
2.

3.
4.

In 2013, Islamic financeshifted into a new era with the introduction of the IFSA 2013.

The regulation on corporate governance of Bank Islam following guidelines by the
Malaysian Code of Gerporate Governance and BNM Sharia Governance Framework.
Bank Islam adopted sand implemented the integrated framework of COSO.

Bank Islam |mplemented some relevant framework of laws including but not limited to the
IFA 2013, AatitMBhey Laundering & Anti Terrorist Financing Act 2001 and Companies
Act 1965 and" any regulatlons 7

Bank Islam, rmplemented‘f'for Islamm banking and Takaful -

Transitign*PIin /

Risk, management Bank Islam |mp|emented The Basel 111 framework and The Risk
Appetite framéwark. The Basel 111 framework was introduced by the Basel Committee on
Banklng Supervrsron inDecember 2010.

the IFSA 2013 such as Deposits

(Lhe,dldited findHcial statements of BIMB used Malaysian Financial Reporting Standards,
"“-’.Internatlonal Frnancral Reporting Standards and the requirements of the Companies Act,

» 19654 Malaysra

,,Q, 10

12.

) The altithate holdlng board is LTH, a hajj pilgrims’ funds board established under the

r Tabung Haji Act1995 (Act 535).

. ACegunting. Rollues in Bank Islam Malaysia Berhad MFRS, IFRS, the Companies Act, 1965
I 'and MASB;-such as:

MFRSs Interpretations, and amendments effective for annual periods beginning on or
after T January 2014.

-..""‘- MERSs, Interpretations, and amendments effective for annual periods beginning on or

after 1 July 2014.
SMFRSsS, Interpretations, and amendments effective for a date yet to be confirmed

'Statutory deposits with BNM compliance with Section 26(2)(c) of the Central Bank of
) ~>’Malaysia Act, 2009.
--1’;1.

According to the Finance Act, 2007, the single-tier system was introduced and took effect
from the year of assessment 2008. As at 31 December 2013, the Bank had fully utilized the
Section 108 credit balance.

The fair value of financial assets and liabilities; fair value hierarchy: MFRS 7 specifies a
hierarchy of valuation techniques based on whether the inputs to those valuation techniques
are observable or unobservable
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Table 4.12: Information on Industry Growth and Regklgion

2013

4
Industry Growth Regulation
9. The implementation of SPLN by the Ministry of Foreign Affairs o Levell- Quo%g(ivce (unadjusted) in active markets for identical assets
saw Bank Islam being selected as the Strategic Partner for the or liabilities. This level includes listed equity securities and debt
project. instruments?

10. The growth for Islamic Banking as underlined under the ETP in
2013:
e Bank Islam’s asset growth at 14 % per annum, in line with the

ts other than quoted prices included within Level 1 that are
orTe asset or liability, either directly (i.e. as prices) or
i.ey derived from prices). This level includes profit rates swap

government’s aspiration of 15 % growth for Islamic Banking. ctured The_sources of input parameters include BNM

e Gross financing growth was robust at 22 % driven by the icative |eld or counterparty credit risk.
increase in its financing portfolio by 29 % and 26 % in house Jr asset or liability that are not based on observable
financing. ohsefvable inputs). This level includes equity instruments

e The Bank continued to uphold a strong CASA composition of
39 % as at the end of 2013 against the Islamic banking industry )
average of 25.9 %.

instruments with significant unobservable components.
isclosgire for financial reporting was introduced under the
F&ch is equivalent to Basel II issued by the Basel Committee

11.Bank Islam introduced the MPO contract for its vehicle flnancmg on Bank' Su ision and the Islamic Financial Services Board. CAFIB
and ‘Parallel Istisna’ for project financing and refined Of &uars
Commodity Murabahah contract. o illar X*sets a minimum regulatory capital to cover credit, market and
12.Bank Islam’s refined PMD system is a robust self-sustainln% operatienal risk.
strategy that provides the Bank with a larger resource of Iea s A}i aims to ensure that Islamic banking institutions have adequate

13.The Sharia-led innovation in Bank Islam can be divided ree’ ital to support their operations at all times.

phases d) lar 3 aims to enhance transparency by setting the minimum
e Phase 1 — “Plain Vanilla” Alternatives Products. b 4 requirements for market disclosures of information on the risk

&
e Phase 2 — Hybrid and Value-Added Products. } | \ %(J management practices and capital adequacy of Islamic banks.
e Phase 3 — Structured Products, Derivatives and RﬁK an

&
Products. \ : 1 L O
14.Total branches of Bank Islam in 2013 was 136’) l ’ ,"?

L 1)) N Source: Annual Report Bank Islam 2013
& v
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Based on this, the findings of the study relate to the AFC and GFC in the
following ways:

1. Starting from 1984, Bank Islam provides services, such @05“3,

financing, investment, and other services to the customer ed with 4

branches. ? "

2. In 2003, they carried out organization restructurlns establlshed risk

management to improve asset quality.

3. As of in 2005 and 2006, they suffered lossestdue to the Iue of the
NPF and adopted appropriate measures rove its fi c[al_@dmg,
including cost control measureme ceme -ba (}GCIIVIIIGS
controlling of NPF as well as t p e soﬁff UCtIV@ enhance its
revenue/cost ratio. In 2 bank rec a@ltal injection of
amounting to RM 101 i{é‘nancial LLC and the

e on October 16, 2006,

and thus improw. ?\1 ive shareholders’ funds.
4. During th e i
NUSe

implem %SGW %

5 In2 3, y fo 'lnau ing the H2E Plan by capturing market

s 4
Q;. \0
% e, Bank | ‘m experienced the indicator of the signs of distress in

Y—v

cham&c profitability and i@y outlook due to changes in fundamental industry

N

tion.
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5. Adverse regulatory environment.
The meaning of the word adverse could be translated in several ways, s

(1) It is having a negative or harmful effect on something (Source: @ndge
Dictionary) and, (ii) it is preventing success or development, harmful, aﬂ&avourable
(Source: Oxford Dictionaries). According to Nogal-Meger (2018), thWonment isa
division or has influenced the dependence and relationship betweenentities related to
internal factors (divided into factors of financial conditions Xhiard development,
employees, or organizational culture) as well as externaly(factor, w the firm
environment). On the othe hand, regulations (both | nd administ tl‘/e @ctu
behavior within and outside the government) wi p lied i firn@ﬂsmns to

Yu
provide good performance for businesses. \, 0\ {\

Bank Islam has an experience W ng perfo ce d@‘o business cycles.
Therefore, there could be a declin erf %* Fé‘mal conditions in the
banking, or environment. Beca IS, th@ findings of resent study relate to the
AFC and GFC in the foIIo W s

a. Recognltlo% . The 1 f became the adverse regulatory

environment in Ba af r of its implementation of the TP of

Banlglsla aI ye ne 2009 Also, Bank Islam adopted the

F accounting arﬁarej\%lch started from January 2011 to revise the

% based NP )assmsa?on to three months past due, from the previous

AG month base. The c%ﬁge in the provisions of NPF gave changes to Bank
E\ Islam from July 2009 to December 2010 (Source: Bank Islam Malaysia
0 Berhad: Financial Institution Rating 2010).
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b. Restructuring for Recovery: Bank Islam implemented the greening loan
from the guidelines of BNM. The prospect of greening loan is the mo?mt
towards greener activities and sustainable project finances thr ings
in loan interest costs. BNM and the Ministry of Financeﬂkgell as the
Ministry of Energy, Green Technology and Water, estatme GTFS. It

provides avenues that help bridge information gaps between financiers and

businesses, as well as introduce credit e ents and financial
incentives to address any market shortco in e‘e‘o'qg.dl‘egitimate
economic need (Muhammad lbrahim, 20 | .\0}

The conclusion from the explanation a S notéﬁ)port the

indicator of the adverse regulatory environment, and itd"d n xperi@:(t.he indicator

of the signs of sistress in changes of itability and i y o@%k due to adverse
A

regulatory environment. \T
Sy
(7}
6. Regulatory inquiries. \ l¥
;s

According to & Pacce (2b1$b‘the regulation in banking and

s ¢ &
financial markets&becomel \hm ry igest to the public authorities due to
increased compw etw i 'ial irédtions. They also state that the objectives

| ol
ic lif in"ge@a, and traditionally protect the uninformed
N

of regulatio egono

consum%- st ajvarie

assuming, unacceptably high risks“into the interests of creditors (deposit holders and
&

‘pf man@ imperfections, as well as prevent banks from

S Nﬂhe meaning of the word adverse could be translated as:

QE a. The inquiry is the act of asking for information and an official attempt to

discover the facts about something (Source: Cambridge Dictionary).
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b. The inquiry is seeking or requesting for truth, information, or knowledge, an
investigation, an incident, and the act of inquiring or seeking informw'by
questioning or interrogating (Source: English Dictionary). (’}

The regulatory inquiries in Bank Islam from 1984 to 2013 COHN with the

regulations from the BNM and they relates to the AFC and GFC in t ays as shown

in Table 4.13. V
Table 4.13: Development Regulation&‘aml

i V.
No. Year Regulation
1 1984 o Principal Activities following t IBA,ESB. o Y‘
¢ Accounting records and financi gement follow; g'he.@sions of
the Statutory Declarations 0.

2 AFC 1997 to o There were some regulations o structdiral ‘'orgamization ank Islam.
1998 e Any activity in Bank Isla ded the Accolifiting and“Atditing on the
(Iength period of financial statement) followsithe regufation on Companies Act, 1965 and
banking Islamic Institutions W Acc ndardé
operationsis13 o There were other &ctivitie$ on B uch ag{:? Family Takaful
to 14 years) Fund based o aful Act, 1984 (a d); i ent securities based

on Section 16 of 983, statutor osits were maintained with
BNM in compliance with M (r:)S.AZQhe Central Bank of
Malaysi C%ce 1958 i ction 108 of the Income Tax
Act, 167, ision fqg bad and dou tfui’.%mncing that had been made in
full ¢ with the revised“BNMGP3.

blished e pro@éﬂvof Section 3(5)(b) of the Islamic

(length period of o s another actiyit abo@k Islam such as OPR based on
banking BNM’s regulation; st ctqrak(ﬁa ization in Bank Islam follows BNM’s

3 Labuan Crisis e SS S
2005 to 2006 Bankin t ;I
I

operations is 21 lines (BNM/G ! robust risk management framework based on
to 22 years) el 11 Acc th IEQQ/Standards.

4 GFC 2008 to o Bank|ls gulated rting activity of financial statements in 2010.
2009 There'i ant fr ork of laws including but not limited to the IBA
(Iength period o 0 Mon ndering & Anti-Terrorist Financing Act 2001
banking X and cz_’wGS and any regulations and guidelines under the
operationsd I relev as e‘)

-

was@n integrated framework of COSO.

to 25 years) £
5 201% w Islam é@ﬂ‘éd to implement a new era with the introduction of the
period oftbanking” 2013
Q,ﬁ - & A
e

ions is
ars) e Bank Jslam implemented on The Basel 111 framework and the risk appetite

p
Y/
A raniewerk.
\ f

Source: Annual Report Bank Islam (1984 to 2013)

Therefore, Bank Islam experienced the indicator of the signs of distress in

anges of profitability and industry outlook due to changes in regulatory inquiries.
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4.3.4 Changes of Employees

1. Large or unplanned reduction in workforce. T
According to Reynaud (2012), the downsizing of firm performance(sj\j&o the

increasing global economic competition impacted undergoing major uring and

downsizing corporate strategy. He further states that there is a reduetion in workers

responding to the decline in performance experienced by the ¢ mwut the decisions

made vary behind the reasons for the decline in firm perf . Ta?le 4.14 consists
of number of employees that had been working in Bank fro 1M16. Every
‘AX

year, Bank Islam has an increasing number of empl except for n*‘s years such
as 1998, 2007, and 2008. It did not report any s of tota oye@o\lthough

N\

Bank Islam has an unreported number, buw ot give amggativ: act on Bank

Islam’s performance because the ban id all pay thesalary t@gemployees.

Table 4.14:®r of Staﬁh;B%k c@

i)
Year Total Staff Year Total Staff Year Total Staff

1984 272 \199W1280~&V 2006 2812
1985 19 1434 2007 -
1986 1997 2008

1%8

1987 2009 3312
1988 P g 573 2010 3762
1989 66 (_, 611 2011 3885
1990 \y 1777 2012 4082
1991 N 1930 2013 4200
1992 \ p O&_)(J 2022 2014 4242
1993(,) 2381 2015 4361

2906 2016 4559

'
1
4% e
% ' f ‘? Source: Annual Report Bank Islam
b g

Aerefore, Bank Islam \S'not support the indicators on the factors of the large
orE\gnned reduction in workforce and Bank Islam did not experience the indicator
f the signs of distress in changes of employees due to factors of the large or unplanned

quctions in workforce.
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2. Management turnover.

Dauderis & Annand (2014) reveal that the management of a firm is resp
for managing the firm’s affairs with established financial standards and ap@aws,
as well as maintaining proper standards of conduct for its activities. S , Silaban

& Syah (2018) state that the function of turnover is the movement of employees to leave

41

the firm due to resignation, leaving the organization, dischar th of a member
z t

in an organization. The management turnover is then a h organizational

structure of the firm and it impacts the specific form of t m, b sWe changes

of the top manager of a firm (such as CEO). Accor , Maaitah 121) a@tates

that the management turnover will focus on th jate Ie@ﬁ~ ship and
Y.

managerial styles that can improve employw manﬁe {\
The study shows the flndlnwatmg of 1 au@f)n organizational

restructuring management WhICh st rom 1 13 suchras:
\
a. During the AFC m d a aganl nal structure, that was

Chairman of the,éi fD ors, halr of the Executive Committee,

Managing % Semo;j al ger (Retail Banking), General
Manage counts‘) r (Legal and Secretarial), General

Ma er orp km i@eneral Manager (Human Resources),
a a er 'I‘Feaaj;? and International Banking), Syariah
rvis il an udlt Committee. It also shows that Bank Islam

Awa led by three m@tﬁnt positions, which were Chairman of the Board of
%\ Directors and Chairman of the Executive Committee by Y. Bhg Tan Tan
0 Dato’ Shamsudin Abdul Kadir PSM, DPMJ, DPCM, JMN as well as the
Managing Director by Y.Bhg. Dato’ Ahmad Tajudin Abdul Rahman DSDK.
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b. Starting from 2004 to 2006, Bank Islam did organizational restructuring
management. In 2004, Bank Islam had 8 positions in its organi |
structure, while in 2005, it grew up to 18 positions, but in @}ﬂy 6
positions of the organizational structure were available. he banks
changed the Chairman of the Board of Directors and Managing Director for
the year. From 2003 to 2004, the Chairman of DirectorsdBoard was Dato’
Mohd Yusoff Hj Nasir and changed to 2005 by Y\Toh'i Bakke Salleh.

Meanwhile, the Managing Directors were ent people,, sfich as Dato’

Noorazman A Aziz. P 4

'zatiq@fgr.nanagement

itfon @he organizational

‘X
Ahmad Tajudin Abdul Rahman, NazlahwOzizi lbrahi ,[@Jato’
5

c. During the GFC, Bank Islam#also ,had

restructuring. In 2008, Ba& |aa has 1 S
structure. However, in Z@Bnly 8 pO\‘mSWV V%Iable in the structural
3"%7 N

organization. There% a diﬁeren erson in.charge of the Chairman of

v@ Tan Sri Dato’ Dr. Abdullah

the Board of Di }h 2(10 n 0081%
Bin Mohd %Z in 200 it s hanged to Datuk Mohd Bakke Salleh.

o

S
F &
g@.ﬂ)irector was occupied by the same

Director Dato’ Sri Samat.

%\‘\s stated by Akumu & Nzulwa (2018), the purpose of organizational
estruc

turing is to regulate strategies concerning the active business environment and

low organizations to generate and maintain competitive advantages. They also state
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that the restructuring strategy was implemented by managers who focused on boosting

productivity and revenues, advancing workers’ wellbeing, enhancing shareh

wealth, improving competence and advancing performance. The stu@bﬂdes

information of staffing in Bank Islam as follows: A

1. During the AFC, Bank Islam focused on the development of corporate

mission and continuously improved professionalis Mductivity based
i ,znd

on relevant technical knowledge, professional at)propriate work

ethics.

NY.
2. From 2003 to 2006, Bank Islam did @&aﬁon nd hi s'eé@‘lse in
¢ b

rategi in reas.
strategic business areas \ NV
3. During theGFC, Bank Islam setthe agenda i n Cap@evelopment

with several strategies, W |y':>lnvestin Oud‘éople, Employee
Engagement Score on aeqsvith G o\l\H% e,@mance, Rewards and
Lbsv N
Benefits Philosophy% ¢ d Q(?
\“ &
4. In 2013, Bank Iﬁm I dt e 'ning@ram for the staff. However,
Bank Islam% rategi/‘ éy i.nﬁplc@es with a mind-set of excellence,
&
passion &@jersh'f), rforgnze, and knowledge-based workplace,
peop@]em ' | as a-h)%é values and work-life balance.
¢
BanE &aconti ued t hérpecgﬁg ability of staff by adjusting to the corporate
i

=

N
ion. Accor to Zareen (2013), organizational change is part of the

mamg&nt literature, in whi h@:fnmunication is very important. Also, employees are

\ces in organizational changes where changes focus on changing the work

Gb;:phere so that staff are more responsible for the scope of work and avoid worry.
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Therefore, Bank Islam experienced the indicator of the signs of distress in changes of

A4
D

There is the same link with point one in this indicator (Iawu unplanned

employees due to organizational restructuring management.

3. Disruption in unionised workforce.

reduction in workforce). The meaning of disruption in uniorwvorkforce is as

follows: 2 '
1. Unionization is the number of majority vo ee pW authorize
| ]

ioF
2. As stated by Joseph (2019), labor upionshegan ig'the 1800s Q’?Te United
d aZmp

g‘v\/\/orke y increasing

a union. (Source: Business Dictionary) I

States whose formation was aime

their compensation and g@n mor as kers. He further

explains that the advac%s of \ONJTO d& providing a stable

workplace, offering@ pro@uctivi uens@ workplace safety and

stipulating proceer disciph eme&%’s.

Pulignano % tes tha[trad nio ‘%Iated to teamwork in the firm.
ale tea

.

:

used (as”a managerial tool in managing

The rati

comméw'on t (_;
Based(%i, the uni rce can be said to relate to employment in

the firm. o%er, ifJi.t vas)}ci te®1 disruption, it is the process of interrupting the

normaixur e or continuation Q_fﬁggwe activity. To understand the union workforce in

\
Nam, they only stated about the union from Corporate Book Annual Report in

that, Human Resources division had been proactive in maintaining a healthy
OI

ationship with various unions that represent workforce in Bank Islam, such as the

in ca@uct on the shop-floor.

o
<
=
=)

Sarawak Bank Employees Union ("SBEU-Sarawak™) and Sabah Bank Employee Union
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("SBEU-Sabah") (Source: Corporate Book 2013 Bank Islam, page 144). On the other
hand, Bank Islam did not share any statement on the annual reports from otheer
observations, such as 1984, the AFC (1997 to 1998), 2005 and GFC (2008@). On
the other hand, there is no information on Bank Islam other than the'!;grate book
2013. However, Bank Islam changed management performa rom credit
management into marketing management. This change was m% 00 to 2004 after

the AFC. The purpose of marketing management was to br utythe siaff to find more

clients to invest the money in Bank Islam. At the same ti ank sIWded many
@
courses to the staff about the knowledge of marketin I _\C}
Therefore, Bank Islam does not sup indicat isruption in the

unionised workforce and it did not experie&hf ndimitor the sjé;gf distress in
changes of employees due to disruptioni un'Dnised wo ce. é

AN
ey >\,Y &
4.4 Conclusion ‘% @ 4 QC_‘)
| N Vo & _
The next figure explain 011: e pr@t chapter, which shows the

direction or summary a8 outlifed in Figure 4. | 0.
s ¢ &
N O
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CHAPTER 4: FINDINGS

4.1 Introduction \z

A4 -
4.2. 1 The Impact of Asset and
Liabilities affected by Financial

Crisis
\J

4.3.1 Changes of Working Capital/
Liquidity of Bank Islam.

4.2 The Impact of Financial Crisis on
Bank Performance: A Comparison
between Bank Islam and
Conventional Banks. o

A4

4

4.3 Signs of Distress in Bank Islam

. ] 4.3.2 Changes of Financial of Bank
(Reaction of Bank Islam during Islam.

q

4.3.3 Changes of Profitability and
Industry Outlook of Bank

4.4 Conclusion

4.3.4 Changes of Employees of Bank
| Islam

for this Study
Figure 4.4: A Diagram,Outline of

After doing the analysis,é sadyfpv%ye ide@e that Banks Islam had
h

7]
indeed being an impacted aft inancialserisi (suc&ésﬁhe AFC and GFC). Also,

N
the study provides a qu nti%naly’is to ‘asgg‘}?ofitability performance during
; it ;

the crisis and compare three & o«fvdz{tjonal banks. The changes in bank

profitability Wer(@ma@nic in@ors, such as financial leverage, profit
A
expense ratio Mk anage Ptl Dqéa{; the financial crisis that occurred, Bank

Islam sho creased performa
NG e _
consiste Wlﬂq the‘ﬂT’St research goals to answer Research Questions 1

.\. NV
an%) sess bank performzﬁ't;e? profitability by comparing the performance between

banks and three conventional banks during the AFC and GFC. This study
ployed measurable profits, which were ROA, ROE, and ROI. ROA is used to

calculate profit from asset valuation, banking distress, and bank success. ROE is used
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to measure the efficiency and banking distress. ROI, as a cost-benefit analysis in the
enterprise, determines the capital capacity and liquidity of banks and measd?&e
efficiencies of a corporation of investment. (’}

The study then analysed the performance in bank changes Aon ALM.

Choudhry (2017) states that ALM risk in the balance sheet can be managed using Basel

III. This allows for the creation and “optimization” o m and liabilities
independently of each other. The study concludes that A 'szn irr'portant tool for
firm financial reporting, controlling risk and asset-liability farrWdecisions,

A3
especially related to research. Based on the study earch fque n';, .gc)\tudy

determined the changes in banking performanc he @ ] isis\T/Wpurpose

of the ALM analysis is to begin to analyze t ia
rate adjustments on the balance she %ome st t. I@% discovered that

during the financial crisis there we@%&mges m\et%a

N
Based on the comparison, May theﬂighe nwmba{a an asset than the lowest

&
reported by Bank Islam d@ cr[iL. n terms @bilities, Maybank still had a
higher number, while % was from Bank Is nd Affin Bank.

4 2
The studwed trle ﬁ'rsa or og;mning performance at Bank Islam,

an e12’5<é'on bank Islam performance during the

@i’lities of Bank Islam.

!
pﬁril@;?nd interpreting the practises of Bank Islam

N
he ass?ssment method indicating the signs of distress by

that app% aligre
Ya 014), which was d@br the detection of more causes that generated the

Xd performance in Bank Islam during the financial crisis. Table 4.15 highlights

3& dicators that were involved in the declining Bank Islam performance, which are:
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Table 4. 15: Findings of Signs of Distress in Bank Islam

Bank Islam Note

Working Capital/Liquidity

Declining or negative free cash flow

Large contingent liabilities

Unresolved near-term debt maturities

Revolver draw-down

Contracting vendor terms

Increase in account receivable agent

~N| OO B WIN -

Increase in outstanding accounts payable

Financial

Declining stock price

Declining bank or bond price

Inability to meet debt covenants Financial Covenants

Resignation of key finance staff

Diminishing liquidity

Repeated bank amendments

Downgrades in debt ratings

Accounting restatement

OO N OB W[N| -

Inability to file a financial statement

Profitability and Industry Outlook

Shrinking EBITDA margin Profit Before Zakat and Tax

Reduced capital-investment programs

Going concern opinion

Deteriorating industry fundamental

Adverse regulatory environment

X[ XXX X)X~

OO | WIN| -

Regulatory inquiries

Employees

1 Large or unplanned reduction in
workforce

<

2 Management turnover Management Organisational

Restructuring

3 Disruption in unionized workforce
i / Source: Developed for this Study

The flrst assessment is on Worklng capltallllqmdlty Only the indicators for the

increase in accounts recelvable agents cannot be shown after testing 7 indicators of

workmg cap1ta1/hqu1d1ty The account recelvable agent’s job, on the other hand, is to

|n|t|ate b|II|ng for goods or serVICes rendered or in anticipation of money being received.
Meanwhlle Bank Islam’s performance was being evaluated across all management

_'s"ectors. Accounts receivable agents are more concerned with the performance of firms

N ..engaged in manufacturing, and this assessment is not appropriate for evaluating the

performance of Bank Islam that is engaged in services. Accounts receivable, according
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to Dauderis & Annand (2014), is a component of assets in balance sheets that is
represented by cash collected from customers in exchange for the availability o?ﬂ!s
sold or services provided on credit. However, on the annual report of Bank{lslamythere
is no information on account receivable agent. Since transaction depdA@wd saving
accounts can be withdrawn at any time, Samad & Hassan (1996) discoyered that banks

and other depository institutions share liquidity risk. Banks run intohquidity problems

when withdrawals significantly outnumber new deposits short pleriod. The cash

o, a Wsset ratio

L
(CAR) are all measures of liquidity. Jan & Mari u (2016) dlq@aﬁve

deposit ratio (CDR), loan deposit ratio (LDR), curren

measurements to assess liquidity, including t(d\e'p i atio@ﬁworking

rfofmance k Islam was

ass@%ent of working

@ftingent liabilities, and
N

capital, cash ratio, and current ratio. In thiststudy, the

measured using a combined quanti%ad quali

capital/liquidity. A declining or negﬁ;sfree cas Tar

unresolved near-term debt matu% all iﬂdicat sof q% tative measurement. The
performance of Bank Islan@wleﬁmj: cﬁé@blver drawdown, contracting
vendor terms, and th% e in outsta iné a@unts payable in the qualitative
4

assessment. \ l \ gﬁv

The se(:\d’%ess \“D}lancéﬁﬁank Islam’s financial performance is
assessed qu G@ely d‘ u itaﬁv%‘.‘}he study investigates reports on declining
stock pr'{eé}%ining’ n ‘5 bond&r\ce, diminishing liquidity, and inability to meet
deb[.&nants for the info@ﬁon on quantitative analysis. For the qualitative

a%%hent, indicators such as key finance staff resignations, repeated bank
d

ments, debt rating downgrades, accounting restatement, and inability to file a

Qancial statement were used. In fact, Bank Islam’s practises seem to be in line with
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Yakola’s (2014) assessment method to demonstrate a declining financial performance

during the financial crisis. In the qualitative assessment, however, Bank S

financial situation during the crisis was only interpreted by repeated bank @wnts

and downgrade in debt rating. The practise of Bank Islam does not app e aligned

with the evaluation procedure of Schoenberg et al for the resignatio ey financial

staff, accounting restatement and inability to file a financial s tWDuring a crisis,
X

the staff’s particular position was not to resign and during
difficulty in publishing the bank and public reports. ‘\d

L
ity and Ind Qu&

iv% i .In.Kh‘Fanalysis,
ractie‘es Bankérx; appear to

BT'k Islam had no

Yw
. The

The third evaluation of distress signs is profi
model continues to evaluate the quantitative an

only the shrinking EBITDA margin sho%

correspond to evaluation profitabilityy,and jindustry ok @the quantitative

assessment. EBITDA is used to eva@sthe com \Q%be ger ebt assessments and
E’v N

tax liabilities of the profitabili the ﬁerfor ance firm with another. The

&
EBITDA analysis is used ?\e'a th ityvof rag\éd revenue, to provide a free
le fi

cash flow base, and t% irm deb }L‘u tano, 2003). Rohila & Mohammad

& -
aﬁ.major contribution to the payment of

4
(2011) state that m&ﬁ@ent @ m
government and.a\ka y busi ple. C‘J%?inancial position of an organisation and

!

¢

the declarati company’s néretg;l?ive income shall be used to report zakat and
NN

tax pay% he eyaluati ? of E@DA was, therefore, an exchange for the profit
Y.

beant and tax evaluatio\ accordance with Bank Islam’s business status. For
t%\g ining indicators of profitability and industry outlook, a qualitative assessment
used. Only reduced capital-investment programs and adverse regulatory

nvironment show that the practices of Bank Islam seems to not be aligned with the
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signs of distress. In order to learn the quality of bank assets, Bashir (1999) has laid out
a detailed profitability and a risk analysis that are generally needed for a comprew
evaluation of bank results. That is because the risk and profitability measure 0 be
investigated in order to indicate how funds are used for depositors amAweholders.

The profitability measures, for example, determine the valuation cme. bank.s own

market and its capacity to receive finance on deposit and capitgl markets.
caron

It is a different analysis of profitability and financi Xjakola’s signs of
distress (2014). Bashir (1999) describes that for an Islamic Ban theneSS of

aX
the bank can be analysed using its financial and rea stments to n}rzi@ofits.

Profitability is centred on the internal firm, but@ | % on t@/aluation

of the financial market’s performance. N é\‘r
Employee evaluation appears%&e of Ban am@‘hal practices that
st :55.'\\Gnly the evaluation of

aligns with Yakola’s (2014) assessr@?n the si
N

management turnover can shoxn%angesﬂin th arfoEQ ce of Bank Islam during
the crisis, according to the i%atio] m oyees%ﬁéicators. According to Silaban
C is the

& Syah (2018), the tu% j;

’ &)
due to resignation, hav\ing th\i‘ﬁﬁ tion&aharge, or death of a member in an

- 5/ R

tion o(/er@rt of employees to leave the firm

organisation. The managem er isd%ﬁ a change in the organisational structure

!
¢
of the firm :w impacted eép@i form of the team, by beginning with the

changes%
by Amu & Nzulwa (20]@% to regulate strategies relating to the business

%m'nent and enable the firm to produce and retain competitive benefits.

e
r

NN
s tgp ma ?er. T‘lc&)urpose of organisational restructuring, as stated

In the next chapter, this study presents Bank Islam’s recovery plan in the post-

Qsis period, which is the third finding of the study.
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