CHAPTER 5

RESULTS ANALYSIS AND DISCUSSIONS T
5.1 Introduction A

This chapter aims to report the results of the analysis so as to @btain objectives

and hypotheses. Generally, it focuses on the background daNa analysis and

sgn d conclusions.
limi rWs, logistic
X

regression and decision tree). First part of the chapte ents result f ri d;@tptive

defaulted model formulation, results in interpretation,

ts fr gisti{j@gression

analysis and decision tree method from t

These softwares are relevant in prediw@

the indicators that contributed t failures\@

e (SPSS“and WEKA).

ﬁ{ in Malaysia. The
S
contribution of each indicator usseﬂ intogfour p(i/{g () analysis on liquidity

risk, (i) analysis on solven% rati (iiil ySis on @ate governance and analysis

on liquidity, and (iv)% ratio (full ‘gﬂeﬁburthermore, the indicators that
4
\eu ex@kuk defaulted firms, these include;

consist of predictive®variables e'r

quick ratio and gash Tatio f

i

¢

ratio for so!\w ratig, ind enJent:a?ector and audit committee for corporate
N

govern charactegistics dumé? variable for the predictability of sukuk default

X
and m&ma are analysed usingSGS Version 23 and WEKA 3.8.

N
N

y ris@ébt to equity ratio and interest coverage
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5.2  Descriptive Analyses

For this study, the data used are panel logit that were gathered from th?ﬂ’
financial statements for sukuk defaulted firms and via Bloomberg for@non-
defaulted firms that has been discussed in the previous chapters. A | information
can be gathered from hundreds of annual reports of the firms. These dataset were then

processed and transformed into the following analyses. \,

%tivelanalyses on (i)
ii) nw Type of

"X
Sukuk Defaulted and Amount from 2006-2011, (ii alysis on t’e@ukuk
n % uIt@i‘rms (v),

Defaulted Based on Year, (iv) Analysis on i
Analysis on Sukuk Type and Number u T ault @&Analysis on

Average Number of Years Before w nd Befo ter @7-2008 Financial

Crisis, and (vii) Analysis on Types Q%ustries gno IX\ ctors.
o S
N

The next discussions are based on the following

7]
5.2.1 Analysison Sukuk,Q;%ked]J 0 Def@ Firms
The dataset fo uk defaulte fir’ms@’described and discussed in the
4 $ &
following paragraph8s, The datzis \Jﬂs ts of ukuk defaulted firms while another

30 were sukuk mon- ulte in éﬁé 5.1. The rationale of six years is as a

(2]

result of the %men for‘ Si co‘se@i e years of sukuk defaulted years that would
be used &s dependentVari ? Tabé\\E.l shows 60 firms from various sectors such as
propertyy(21.67 per cent), sec@s’ation (1.67 per cent), consumer product (13.33 per
c \onstruction (1.67 per cent), industrial (26.67 per cent), exchange (1.67 per
ent), trading service (6.67 per cent), printing and publication (3.33 per cent), SPV

.67 per cent), investment (13.33 per cent), shipping (1.67 per cent) and port (1.67
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per cent). Most of the firms are in industrial and property sectors. Next analysis is on

type of sukuk defaulted firms and amount from 2006 to 2011.

No. Firms Sectors Year No. Firms Sect? Year
1. Perspektif Property 2006 31. Hong Leong Inds 4Consumer 2008
t
2. Maxisegar Property 2006 32. Straight A's 2009
3. Ahmad Zaki Property 2006 33. Petronas Industrial 2009
Res
4.  Europlus Property 2006 34. MITP Port ' 2009
5. Dutaland Bhd  Property 2006 35. Perdan n ial 2009
Petroleum
6. Damansara Property 2006  36. i
Realty
7.  Century Property 2006  37.

Logistic
8. Ambang Securitisation 2006  38. gress \ PV Y 2009
9. J Niaga Property 2007 9. Iph Tradi rvices 2009
10. Damansara Property 2007 nglot%u Inv ent
Realty %
11. Stenta Consumer ZN Malaysia @J trial 2009
product

12. Degem Consumer 007 42. M —\Industrial 2009
product \&

13. Royal M Consumer 43. Staight " SPV 2009
product e 4

14. Peremba Property \ 2007 SB <</ Shipping 2009

15. Paradym Industri 7 ] Petron@as Bhd Industrial 2009

16. Memory T Industria 7 Oxb%e Property 2009

17.  Lingkaran Constructi 2007 4 |(®: Investment 2009

18. EP In ?) 7 8‘. & ex Investment 2009

Manufacturing \ZBO
19. DRB-Hicom

: wrial ;
Bhd
20. Chemical C i

(.Wlalaysia Marine Industrial 2009

\l
N
V

s@.’ Leader Steel Industrial 2009
Mala \ (_/
21. BursaM i . Vastalux SPV 2010
22. Atlan B Sime Darby Consumer 2010
% product
23. Al ariti i . Nam Fatt Investment 2010
; Y,
24. AdyentaBhd  Industrial " 2007 54. Top Glove Industrial 2010
25 &Dolymers Consumer \C.) 2007 55. MMMB Investment 2010
product
2 .xermaster Industrial 2008 56. Symphony Life  Trading-Services 2010
. SA Investment 2008 57. Tomei Consumer 2010
product
. Hubline Bhd Trading-Services 2008 58. UMW Consumer 2010
product
29. Lafarge Industrial 2008 59. Dawama Printing, 2011
Malaysia Publication



30. Intelbest Property 2008 60. Utusan Melayu  Printing, 2011
Publication

5.2.2 Analysis on Type of Sukuk Defaulted Firms and Amount from eﬁ:

Table 5.2 describes that the types of sukuk defaulted firms ostly from
Bai’Bithaman Ajil 1slamic Debt Securities (BalDS) and Murabahaw the table,
it is shown that most of the types of sukuk issued are the mixturwe type of sukuk
issued or more than one types of sukuk issued. Therefore, EW f(om the mixture

of sukuk types Murabahah were RM110 million. The est am qurom one

]
type of sukuk was sukuk type Bai’Bithaman Ajil ic Debt Sec rit"es {_%ESE)S)
A
uk

which was RM986 million and the lowest was s type Murabahah M}W-Option
%s

% \miui%\‘gukuk type

Bai’Bithaman Ajil 1slamic Debt Securi BalDS ed& highest amount

which was RM2,506 billion. Ref@‘ns to Ta \&g?n T<b1,e 5.4, the total cost
4 -

Notes Issuance Facility (MONIF) which

=
Table 5.2:Typ x efathed mis @mount from 2006-2011

No. Issuer Firms and Activi

ce _&?’of Type of Sukuk and Amount
| t ault  (RMmillion)

1. Europlus Com dn Bhd- ct 20 -Mar-  Bai’Bithaman Ajil Islamic
Property dewglopment an O 2006 DebtSecurities (BalDS)
constructi Emues P | (_,) RM250million

% '
rs 2

2. Maxi Bhd- Propenty 2 égp 10-Mar-  Bai’Bithaman Ajil 1slamic
dev, %and investm @i 2006 DebtSecurities (BalDS)
h% 4 f RM300million

Sp

if Perkasa Sdn Bhd- \‘,22.4 July 10-Mar-  Murabahah Underwritten

3.
erty development and \c') 2003 2006 Noteslssuance Facility (MUNIF)
wvestment holding RM188million
mbang Sentosa Sdn Bhd- 28 July 28-Jul-  Bai’Bithaman Ajil 1slamic
Implementation of asset-backed 2003 2006 DebtSecurities (BalDS)
securitisation services involves RM986million
investment, management and
monitoring of a pool of assets to

ensure collectibility of the assets
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No. Issuer Firms and Activities Issuance  Date of  Type of Sukuk and Amount
Date Default  (RMmillion)

5. Peremba Jaya Holdings Sdn Bhd- 14 Jan 16-Apr-  Islamic Medium Term No
Property development and 2005 2007 Facility (IMTN)/Murab haR
investment holding Underwritten Notes \

6. Memory Tech Sdn Bhd- 28 Oct 07-Jun-

Manufacturing of data storage 2005 2007 Bai’Bithaman A ic
products such as computer DebtSecurities (BalDS)
diskettes, video cassette tapes, RM320million

compact disc recordables (CD-

Rs), digital versatile disc V
recordable (DVD-Rs), plastic

computer parts and turnkey

project consultancy

7. The Royal Mint of Malaysia Sdn 12 Nov 08-Jun- bahah Multi-Optién Notes
Bhd-Business of minting of 2004 2007 nce F c’i\wl F)
monetary coins including RM55million g Y‘
descriptions of commemorative ' D}
coins and other related products. -\

8. Paradym Resources Industries 17 July 13-Ju Mura?\h h Mgdium Notes
Sdn Bhd-Manufacturing of 2004 ZT Facility N)/Mu@ ahah
copper rods, copper wire and MIM Pap. r‘QWCP)
copper strips for the power and é
telecommunication industries. CV <§

9. Sistem-Lingkaran Lebuhraya 23\ 3-Aug- Q
Kajang Sdn Bhd- Under 2001 20 ithgman Ajil 1slamic
privatisation, Company Q\ ities (BalDS)
responsible for the construction N
the Ring Road involves (] (-')
upgrading and widening of % “« Q-
existing roads, designed ana\ A(Q
construction of new alignment, N
and thereafter its operatio %
including deriving reve i Q.
and maintenance fo S

10.  ACE Polymers (M) Sdn ad- \%@iﬂj“ ‘Sep Bai’Bithaman Ajil 1slamic
Manufacturing wingm éﬂ# DebtSecurities (BalDS)
products <Q

S $ |

11. Stenta Fil MSS n Bhd- 18 Se (_/ 20-Sep-  Murabahah Underwritten
Manufa ale of flexi ﬂ 038‘) 2007 Noteslssuance Facility (MUNIF)
packaging materials (_} RM90 million

N
12, ] iagarSdn B‘Hd— e er ﬁbv 15-Nov-  Murabahah Underwritten
n ilities management 04 2007 Noteslssuance Facility (MUNIF)
NV RM100 million
13. est Corporation Sdn Bhd=2 28 Feb 29-Feb-  Bai’Bithaman Ajil 1slamic
wvestment holding and proper 2005 2008 DebtSecurities (BalDS)
velopment
- SA International Bhd- 19 Oct 28-May- Murabahah Medium Term Notes
Investment holding 2004 2008 Facility (MMTN)/Murabahah
Commercial Paper (MCP)
RM150million

15.  Evermaster Group Bhd- 30 Dec 31-Dec- Al Bai’Bithaman Ajil Islamic

Investment holding and 2003 2008 DebtSecurities (BalDS)/Murabahah
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No. Issuer Firms and Activities Issuance  Date of  Type of Sukuk and Amount
Date Default  (RMmillion)
integrated timber activities such Multi-Option Notes Issuan ility
as manufacturing and trading, (MONIF)
timber and timber related RM50million and R M
products %
16. Tracoma Holdings Bhd- 28 Jan 29-Jan-  Bai’Bithaman Aj ic
Investment holding and the 2005 2009 DebtSecurities (BalDS
provision of management RM100million
services
17.  Englotech Holding Bhd- 26 Sep 27-Mar- Murabathm Term Notes
Investment holding and providing 2005 2009 Facilit N)
management services on
18.  Oxbridge Height Sdn Bhd- 29 Apr 06-Apr- diumTerm Notes
Property development 2005 2009 ity (IMTN)/Murabahah
rwritten Wnce Facility
MUNIF) g
M104million/R 5?mi|@§~
19. M-Trex Corporation Sdn Bhd- 8 Mar 21- Murabahah Medium T%_}Notes
Investment holding 2005 Facili N)/ ahah
%gg: al Pap rWP)
illion
20. Ingress Sukuk Bhd- Toactasa 9 July Vul- uki arah
special purpose vehicle (SPV) for 20 % 09 M160millj
the issuance of RM160 million K
sukuk _\
21.  Oilcorp Bhd-Investment holding %004 9 % 1 iC'Medium Term Notes
2009 Facility*(IMTN)/Murabahah
U ritten Noteslssuance Facility
NIF)
N 70million
22. Malaysian Internati @ Bai’Bithaman Ajil Islamic
Port Sdn Bhd-Deve 9 DebtSecurities (BalDS)
and maintain port RM240million
23. Murabahah Underwritten

24,

ust relationship

de N
B Ship Management SdKC.)
\alaysian Merchant Marine
Bhd- Investment holding and the
0 provision of management

services

15 Dec
2004

28 Nov
2003
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15-Dec-
2009

02-Apr-
2010

Noteslssuance Facility (MUNIF)
RM200million

Bai’Bithaman Ajil Islamic
DebtSecurities (BalDS)
RM40million
Bai’Bithaman Ajil Islamic
DebtSecurities (BalDS)
RM120million



No. Issuer Firms and Activities Issuance  Date of  Type of Sukuk and Amount

Date Default  (RMmillion)

26.  Nam Fatt Corporation Bhd- 10 Feb 06-Apr-  Murabahah Medium Term V
Investment holding and 2006 2010 Facility (MMTN)/Murabah
construction of bridges, heavy Commercial Paper ( &
concrete foundation, roads, RM250million %

factory complexes and other
similar construction

special purpose (SPV) entityto 2005 2010

27.  Vastalux Capital Sdn Bhd- A 23Dec  23-Dec- Sukuk Musyav
undertake the financing

requirements of its holding

company
28.  Tomei- Consumer product 12 Nov Mu i-Option Notes
2004
29.  UMW:- Consumer product 17 Apr
1997

30. Dawama Sdn Bhd- Engaged in 27 Apr
pre-press, design,type-setting, 2009
printing, distribution, and
marketing of textbooks and other

publications w
Source: RAM %

5.2.3 Analysis on Number 0 Def&hl

This following descriptiv nal sed bIe 4.1 in Chapter 4 (page

96). The table shows Q%r;wff&fablt ted to increase in 2006 with 8
mor

:
cases (13.33 per celﬂ\hen |tl

cent) in 2007.

condition Was%table due t

cases as est nambeg It increased 3 times compared to cases in 2008. This was

n 2 times to be 17 cases (28.3 per

cas&:’{&écreased to 6 cases (10 per cent). This

!
Jnu %?r of sukuk default recorded in 2009 was 19

L 9
bec& 2008-2009, there W@\)a/market slowdown. However, in the following year
and 2011, sukuk default reduced significantly to 2 cases (3.34 per cent).
efore, results show that sukuk default events occurred in 2009 coincided with the

007-2008 global financial crisis that caused highest number of sukuk default.
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5.2.4 Analysis on Sukuk Ratings of the Sukuk Defaulted Firms

Table 5.3 shows the initial rating and final rating of the 34 sukuk defauw

under study.

S

Table 5.3: Sukuk Ratings of the Sukuk Defaulted Firm

Issuer Firms Initial Rating Final Rating ear of Rating
fault  Agency
Johor Corporation BBB3 D \[ 2002 RAM
Moccis Trading Sdn Bhd BBB3 D 2003 RAM
Hualon Corporation (M) Sdn Bhd A2 D ' 2003 RAM
Perak-Hanjoong Simen Sdn Bhd AA+p(bg) 2004 MARC
ABI Malaysia Sdn Bhd Ap Dio W MARC
Pesaka Astana (M)SdnBh 005 *

Europlus Corporation Sdn Bhd
Maxisegar Sdn Bhd

Perspektif Perkasa Sdn Bhd
Ambang Sentosa Sdn Bhd
Peremba Jaya Holdings Sdn Bhd

Memory Tech Sdn Bhd
The Royal Mint of Malaysia Sdn
Bhd

Paradym Resources Industries Sdn
Bhd

Sistem-Lingkaran Lebuhraya
Kajang Sdn Bhd

ACE Polymers (M) Sdn Bhd
Stenta Films (M) Sdn Bhd

Jana Niaga Sdn Bhd

Intelbest Corporation S%z

BSA International Bhd
Evermaster Group B

Tracoma Holdings Bhd l
Englotech Holding B

Oxbridge Heig MBhd
M-Trex Corparatien Sdn Bhd®
Ingress Sukl d

Oilcorp B

Malaysi 0

In ation’ un

b 4

Sdn B T
Straight A's Portfolio Sdn Bhd NV
PS Management Sdn Bhd&)

Man Merchant Marine Bhd

att Corporation Bhd

A+p Dip WIARC
AbMARC-215 o 0 (,}MARC
A ID 2006 —\ MARC
MARC-310 o2 200 MARC
A+ 2006)  MARC
k
7

A|D/MARC-2:*I MARC
A2

W o

A2/P% & 007 RAM

-pMARC- \[T/D. /<\ 2007 MARC

o’ o 0 (_} 2007  MARC
“« Q-

\ o D&/ 2007 MARC
M ID D 2007 MARC
MARC-3 %D 2007 MARC
Ao I 2008 MARC

2 ) 2 & D 2008 RAM
oMARC-26 "/ Dip/Do 2008 MARC
o ~> Do 2009  MARC
o {Q Dio 2009  MARC
1/P19 D 2009 RAM
Aﬁe) iD D.io 2009 MARC

A+ip Dis 2009 MARC
ARC-2p  Dio/Dup 2009 MARC
rt D Dip 2009 MARC
MARC-1p D.ip 2009 MARC
AAp Dip 2009 MARC
AAp Dip 2010 MARC
A+ p/MARC-1p Dip/D.ip 2010 MARC
AA-is Dis 2010 MARC
A+tis Dis 2011 MARC

a
stalux Capital Sdn Bhd
Ga ama Sdn Bhd

Source: RAM and MARC
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Some of the firms’ initial rating was high, AA+ipng) down graded to Dip(ng) the
final rating, some of the firms initial rating was, A+;p down graded to Dip t |
rating, some of the firms initial rating was A+p down graded to Dis theffi ting,
some of the firms initial rating was A+p/MARC-1;p down graded‘l&/D-m the
final rating, some of the firms initial rating was A+s down grademY)T)s the final
rating, and some of the firms initial rating was AAp down_graded’to Dip the final
rating. RAM’s and MARC’s rating symbols and definition kt;ef in Appendix L.

As reported by the Rating Agency Malaysia ad WZOM, the

and beca m‘tli&éd\)%‘the

Malaysian corporate sukuk market continuously exp

year of 2004, proclaiming the fact that Islami

e % pe%‘K/—e role in

as a Vzt;entry of 51

alu(é‘RMlaos billion.

These vast amounts represent 55 p(ﬁt of to 'al\gysia that denominated

N
corporate bonds issued which Qéup t(f‘ RM27.37 b{b@ These phenomenon of

encouraging response in s Mamr UStrated é Shariah compliant financial

mobilizing the capital required by corporat

corporates sukuk issues, which also ¢ WltDan aggre

instruments were in hi%\ d and had gainéd rust as well as confidence from
4 o <<r
the investors. In summary, the Rati encgda aysia Berhad (RAM) (2004) report
showed that sukuk isStiance a po %\‘ choice among private or public sectors
€ { (,2
to gain profit™fon theif orga 'zaﬁorE.J urther to that, Bank Negara Malaysia’s

N
Govem% enti
ady

Isla finance’s role has been widened in mobilising
elling funds to diffe@kinds of investment activities across borders, which

n vital impact to allocate funds not only in Malaysia but assisted in
national trades and investments as well. As of recent, the Islamic finance plays a

&
gnificant role as the sukuk market is becoming an essential component to develop
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the global sukuk market. There have been impressive growth of interest in the sukuk
issuance by corporations, sovereigns and multinational corporations. It is clear?'me
demand for sukuk significantly exceeds the supply of the financial instrum(r%
-\
5.2.5 Analysis on Sukuk Type and Number of Sukuk Type Def&
The study reveals that the highest incidence of s umult murabahah
registered in Malaysia during the period of 2006 to 201 L‘mil Bithaman Ajil

(BBA) recorded the second highest default during the s eri .Ws sukuk is

L

based on sales and assets-based structure. This findin
researchers such as Ahmad and Wahab
Coincidentally, BBA and Sukuk Murab

structures that have been released sin e yar 2006.

Table 5.4 shows that the hi number of sk default were sukuk

5 % i N
type Bai’Bithaman Ajil Islamit%ecurﬁies ( S) Q\?%Eh were 16, followed by
Murabahah Underwritten }! Issuance Facili UNIF) and Murabahah

Medium Term Note i (MMTN)/ ul'ab%ah Commercial Paper (MCP)
4 $ &
which were 4 and k type \Fa ah vgaz The rest were the mixture type of
sukuk which W\l ecti
¢
of Bai’Bith il 1slamic Bebt Securities (BalDS) which were 16, represented
N
59.98 pgr centw Subséque for«& of Murabahah Underwritten Notes Issuance

FacW,A(MUNIF) and rabahah  Medium Term Notes Facility
K

refer i%’to Table 5.2 and Table 5.4, sukuk type

( )/Murabahah Commercial Paper (MCP) which were 8, represented 26.04

3 ent from the total amount. It is shown that Bai’Bithaman Ajil I1slamic Debt
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Securities (BalDS) and Murabahah were the dominant types of sukuk issued with 24

issuances, represented 86.02 per cent. Y~

Table 5.4: Sukuk Type and Number of Sukuk Type Default (‘}

No. Sukuk Type Number of T Percentage
Sukuk Type ount
Default ( (%)
1.  Bai’Bithaman Ajil Islamic Debt Securities (BalDS) 16 2, 59.98
2. Murabahah Underwritten Notes Issuance Facility 4 VS 13.83
(MUNIF)
3. Murabahah Medium Term Notes Facility 510 12.21
(MMTN)/

l

Murabahah Commercial Paper (MCP)
4. Murabahah Islamic Debt Securities (MIDS) N.A

®

5.  Sukuk Musyarakah 2 N. %LW

6. Islamic Medium Term Notes Facility (IMTN)/ ' _{'&.A

Murabahah Underwritten Notes

7. Murabahah Multi-Option Notes Issuance Facilit 1 & 10 T 2.63
(MONIF) \ Y

8. Al-Bai’Bithaman Ajil Islamic Debt Securiti 2.15

900
(BalDS)/ N °'\ {\
Murabahah Multi-Option Notes Issua ce% (,,\
(MONIF) \M O
9.  Murabahah Medium Term Notes Facility TN)\ _\ N.A N.A
10. Islamic Medium Term Notes Fagil TN)/>Y Tl \’\ N.A N.A
Murabahah Underwritten Notes | Fagility D)
(MUNIF) “« Q-
11.  Sukuk ljarah \‘ &/ 160 3.83
12. Islamic Medium Term Notes FacCility ( A 224 5.36

Murabahah Underwritten ssuance Fac?t ,é\
LN

(MUNIF)
TAL i" J 5 M 4,178 100
5.2.6 Analysis@vera Number %Years Before Sukuk Default and
Before/»ﬁq 07-275?' Tncia(yisis

(0 '
T &'dep?t tha

were ﬂ'r (17.1 per cent) re@@ to be default after 2 years followed by 10 firms

(28-6yper cent) after 3 years. Then, 7 firms (20 per cent) were default after 4 years and

er cent) came into default after 1 year. There

%

ears. Another 3 firms (17.1 per cent) were default after 6 years and lastly 1 firm
.8 per cent) was default after 8 years of issuance. Following the analyses, the

statistics indicates that the survival of sukuk issuer firms in Malaysia was in between 1
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to 6 years. Furthermore, the survival rate of sukuk issuer firms was mostly just 3 years

which means that public unlisted sukuk firms were exposed to default after jus

years of issuance.

Table 5.5: Average Number of Years Before Sukuk Defau

Before/After 2007-2008 Financial Crisis

Firms Issuance Default Date Number of umper of Years
Date Years before Be fter 2007-2008
Default “WypeRinancial Crisis
1 25 Jan 1999 27 Jun 2002 3 years 5 years before
2 11 Dec 2000 3 Jun 2002 3 years 5 ztars before
3 17 Apr 1997 21 Nov 2003 6 yea
4 15 Nov 2001 30 Nov 2004 3 years
5 30 May 2003  04-Aug-2005 2 years
6 1 April 2004  30-Sep-2005 ly
7 3 Oct 2000 10-Mar-2006 S
8 22 Feb 2001 10-Mar-2006 5 )
9 24 July 2003  10-Mar-2006 S
10 28 July 2003  28-Jul-2006 ? years
11 14 Jan 2005 16-Apr-2007 ear.

12 28 Oct 2005
13 12 Nov 2004
14 17 July 2004

07-Jun-2007

08-Jun-2007
13-Jun-20
23-Aug-2007

2007-2008 Financial Crisis

08 Financial Crisis

20
o
7-2008 Financial Crisis

15 23 Aug 2001 ear -2008 Financial Crisis
16 15 Sep 2004 14-Se %
17 19 Sep 2003 20- S 07-2008 Financial Crisis
18 4 Nov 2004 15-No (] rs 007-2008 Financial Crisis
19 28 Feb 2005 3 yegrs (3' 2007-2008 Financial Crisis
20 19 Oct 2004 % year 2007-2008 Financial Crisis
21 30 Dec 2003 -Dec-20 Sye 2007-2008 Financial Crisis
22 28 Jan 2005 -Jan-20 4 eg 1 year after
23 26 Sep 2005 -Mar-2009 ( S 1 year after
24 29 Apr 2 06-Apr-2009 L s4years 1 year after
25 8 Mar, 2005 @ears 1 year after
26 9] 4 % years 1 year after
27 7 00 09 ‘:Q 5 years 1 year after
28 07 009 O 2 years 1 year after
29 1 20 o 11= ec—loog_')(_} 2 years 1 year after
30 %e 20 15*Deg-200 5 years 1 year after
3 284MNov 2003 =02 pr-Z(QQ; 7 years 2 years after
%Feb 2006 /406 p@ﬂ) 4 years 2 years after

3 Deg2 3-Det<2010 5 years 2 years after

27 Apr 20 29-Apr-2011 2 years 3 years after
5 23 Aug 2006  1Map2014 8 years 3 years after

‘%ar =1 firms (2.8%); 2Vears= 6 firms (17.1%); 3 years=10 firms (28.6%); 4 years=7
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5.2.7 Analysis on Type of Industries and Economics Sector
Table 5.6 shows the comparison between the number of sukuk defaultew
and number of sukuk non-defaulted firms in terms of type of industries an@mlcs
sector in this sukuk default study. Leading in business activities Wereﬂ&mdustrial
sector (7 firms or 23.33 per cent), followed by property sector and umer products
sector (5 firms or 16.67 per cent) respectively. Besides that, i ent sector were
ol

4 firms or 13.32 per cent, Special Purpose Vehicles (SPV ing services sector

(2 firms or 6.67 per cent) respectively, and sector In struc ioane, port,
"X
printing and publication, as well as shipping sector irm or/3.3 er'c@Nhile

none involved in securitisation for sukuk defau S. ? 4

&y
es qqnfgjstries and
ustr@‘éctor (20 firms or

Meanwhile, for sukuk non- defauw S,
economics sectors involved in this st &mly fro

33.33 per cent), property sector ( f s or 2 ce t):j’nvestment sector and

consumer product sector (3 fir perQ:ent) Spec tnzé‘.} while Special Purpose
Vehicles (SPV) and tradln es M ms 67 per cent), printing and
publication sector, an%l Isation %J}'ﬁ or 3.33 per cent) and none for
construction sector QQange 'I , por tor and shipping sector, for sukuk

non-defaulted figms. From t ere @&2 industries and economics sectors that

!
had been cl g@fron/G S uk&ie@ d and non-defaulted firms as in Table 5.6

O
D
o
=
Q)
D
O'I
S
L
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Table 5.6: Types of Industries and Economics Sector

% No. of Non- {05;
Defaulted Firm

No. Sectors No.of Defaulted ()
Firms
1. Industrial 7 23.33 10 .33
2. Property 5 16.67 8 26.67
3. Investment 4 13.32 3 10
4, Consumer products 5 16.67 3 i 10
5. Construction 1 3.33 V -
6. Exchange 1 3.33 - -
7. Port 1 3.33 Q - -
8. Printing and publication 1 3.33 1 ' 3.33
9. Securitisation 0 1 3.33
10. Shipping 1 3.33 - s %
11. SPV 2 2 6&.
12.  Trading service 2 7 2 ' _{@67
|
YN
¥
Bar Chart
10— O _nonD
Mo
M ves
8—
a— 5
=
=
[=]
L4 ]
a—
o]
o= —
5 = = = g &
= g g =1 é
=3 =]
Type

Figure 5.1: Default Non Default Sukuk Firms
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Sukuk default by sector that highlighted in Table 5.6 with the industrial
holdings sector recorded the highest number of default firms in the perlow
review, followed by property sectors and consumer products. Next wa@ment
sector. However, the pattern is surprisingly similar for sukuk non- de% firms in
terms of industrial and property sectors that appeared to be the mos&’aient. This is
proof which industrial and economic sectors that offered able operating
environment, and similarly industrial and economic secto Y;re' resilient during

crisis in Malaysia. Eventhough the number of industrial and pr sectors of

default sukuk firms were lower (12 firms) than non- t sukuk fir (lﬁ f_{%) but

in terms of industries and economic sectors, catedfh el dmrles and
economic sectors offered unstable enV|r0n n We Ilent L@:ﬁ]ealthy and
healthy firms. However, it also mdn\ the r hat 4 strlal sector and
property sector were also stable f| ing @c al crisis.
Having said that, based% scerﬁ cauld(Q uggested that the most
unstable and the most re %ndu S andﬁroperty were industrial and
Irys t fs %alaysia.

property sector. Those% re pr|

5.3  Analysis,0n Qdic t&*é
This % isc duct tcfob{j?the first objective of this study, which is to
kl

investi atighshi ?tweemRmdlty risk to the default and non-default sukuk
iSsui ms nder study. In @s&udy, liquidity risk involves two aspects; which are

io (QR) and cash to asset ratio (CR), that investigated its relationship towards
& It and non-default sukuk firm. As such, this section will provide answers to
ypothesis H1 (page 16) in Chapter 1. The finding is shown in Table 5.7.
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Table 5.7: Analysis on Quick Ratio and Cash to Asset Ratio of Liquidity Risk

B S.E. Wald df Sig. (p) Exp(B)
Step1 Quick ratio -1.539 557 7.621 1 .006 215
Cash to asset ratio 1.288 .559 5.316 1 021 3.625
Constant 1.534 .800 3.677 1 .055 4.635

From sig. or p value in the Table 5.7 above, it shows that the qﬁ'cR rao (p=

0.006) and cash to asset ratio (p = 0.021) have p value and less t .05 (p>0.05).

This means the quick ratio influences the sukuk’s default signifi . Thus Hla is

accepted. Cash ratio also influences the sukuk’s default sithly. Thus H1b is

accepted. Liquidity risk influences the sukuk’s def: ign 1caw& HI1 is

accepted. * X
Furthermore, Nagelkerke R square (N@rke ;: 0.

N
(.,)
) !r(ﬂ}r model
Y.'
summary shows that the contribution of quick Rio an M ass t@o are only
27.2 per cent to the default and non-d%ykuk

software also showed path analysisMs tthef & -default sukuk as
presented in Figure 5.2 belownJt Wg %yje au@d non default firms’

o
characteristics. \ Aj 4?7—
-_— . L\
QR

<062 > 062

=

a Iree from WEKA

DEFALLT (10.011.0) CshR

NON DEFAULT (45.016.0) DEFAULT (5.0

0<‘Eigure 5.2: Tree Analysis Sukuk Default and Non-Default Firm Characteristics
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Post pruning node from the tree was conducted in this analysis. As result,
Quick ratio (QR) shows the levels of cash and other current assets that are‘r'eadily
convertible to cash than short-term obligations of an organisation. A Tre_:é_ .Analysis
shown that firm with QR < 0.62 classified as default sukuk firm. Howevéf, q‘ui‘ék ratio
of 0.5 would recommend that a firm is able to settle half of C:L-J‘rreh't liabilities
immediately. Quick ratio is seen as indicator of entity’s ability ah_ds-hould be analyzed
over a period of time. It was also analyzed towards the context of :industrial firms.

Therefore, firms need to maintain a Ieveragé ratio quickiy enough against
liquidity risk given the level of predictability and volatility in certain business sector
among other considerations. The more uncertainty in the business environment, the
more than likely that the firm will maintain a higher quick ratio. However, where cash
flow is stable and predictable, the firm will endeavour to ensure the quick ratio at a
low level. In each case, firms must achieve the right balance between liquidity risk
arising from low quick ratio and risk of loss resulting from the high quick ratio.

In the situation where the quick ratio is greater than industry average, it is
suggested that when firms are investing too much of working capital resources, more
profitable business can be used elsewhere, on one hand. If firms have too much spare
cash, it can consider investing surplus funds in new ventures and in the case of a
firm,investment options may be carefully chosen to return surplus funds to
shareholders in the form of dividend increase.

Apart from that, quick ratio lower than industry average recommends that the
firm's risk is too much and do not maintain appropriate buffer liquid resources.
Alternatively, a firm may have lower quick ratio due to better credit conditions with

suppliers compared to competitors. When several periods of quick ratio were
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analyzed, it is needed to consider account seasonal variation in some industries that
may cause the ratio to be higher or lower at specific times of the year. As a seasonal
business full experience with irregular activities that led to the current level of assets
and liabilities that will vary from time to time. Quick ratio must be evaluated in the
context of industry-specific organization. As for retail sector being studied in this
research where the consumer products is a specific business sector, the quick ratio was
very low.

In addition, firms leading the retail sector or consumer products supposedly
capable to negotiate credit terms with suppliers due to their authority in the market
that leads to high current liabilities relatively against their liquid assets. Business
environment is also quite stable in the retail sector or consumer products, and the
expansion of operations is increased which allows the firms to maintain lower quick
ratio without risking too much. Previous literature has revealed that liquidity is stable
in the stock price. However this study indicated that liquidity was in an unstable
market conditions due to the financial crisis.

The 2007-2008 financial crisisfalso Showed that liquidity risk is important in
predicting sukuk default firms (Aziz_;_ 2008 Befﬁéhke, 2009; Mersch, 2009; Mirakhor
& Krichene, 2009; OECD, 2009). _Du‘ring 2‘0‘09', liquidity risk became one of the most
critical risks fhat waé faﬁed-,by‘ finéhcia\l‘:iﬁstitutions and Islamic banks, according to
Igbal (2004-8‘.)-. The impo_rta_nce of“‘liqui'dity risk is because of its role in keeping up firms
and,-sys‘femi(:‘ resilience in the‘__‘fac"‘e of shocks and, on the other hand, because the

wr;o_Ie system of contagion due to liquidity shocks to a firm single (Adel, 2010).
¢ Investors usually seem to have limited concern to the occurrence of costs or

liquidity risk when investing in the equity market, probably because of the 'liquidity’
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that is inconceivable, imperceptible, and difficult to measure, does not denote a
serious problem in this most active market. However, some research papers revealed
that liquidity is considered by investors in the stock market and there are significant
positive returns on premium occurrence in stock. During the extreme market
environment, such as the financial turmoil at the end of year 2008, liquidity generally
became a greater focus. The unpredictable liquidity problem was proven to disperse so
deeply into the financial markets and degenerated for so long with such unpleasant
impacts that some record breaking detriments were renewed several times in just a
few months from September 2008. On the contrary, liquidity has always been a
crucial pricing factor. With increasing interest in liquidity issues and newly accepted
data, it is a convenient time to re-examine liquidity price in the stock market (Xia,

2016).

G g

54  Model of the LiquiditysRi dica?ors “« Q-
\b &
From B value in the_Tab 5.71< ySis on @ity risk indicator proposes a
model of the default ar%kfault sukuk f r‘1‘1§ as.Delow:
’ &

=€ash to Asset Ratio
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5.5  Analysis on Solvency Ratio Indicators

Solvency ratio is formed by Debt To Equity (DtER) and Interest C

Ratio (ICR). The results are presented in Table 5.8. (’}

Table 5.8: Analysis on Solvency Ratio toward the Default and Non- t Sukuk
B S.E. Wald df Sig. (p) Exp(B)
Step1 DtER 1.683 0.528 10.142 1 0.001 5.381
ICR -0.352 0.299 1.390 1 0.238 0.703
Constant  -2.044 0.914 5.002 1 0.025 0.130

hb‘ l

From sig. or p value in the Table 5.8, results of analysi sMDtF;t-has

_ . 1S,

sig. less than 0.05 (p = 0.001). ICR have sig va ore than 0.05%(p= .23%). Thus,
’ b 3

debt to equity ratio influences the sukuk defamanw e | does@o( influence

influences the sukuk’s

the sukuk’s default. Thus, hypothesis H2 Nolven y rati

default is not fully accepted. H2a that ebt_to equi

default is accepted. However, H2 g@R i &e s&@k’s default is denied. It
(]
ificant eff

confirmed a positive and sig\ ectwof debt ?o y ratio on sukuk default-
non-default firm. This fiwq'is i, co @ prior empirical studies of
Abdeljawad et. al., (Zh well @Jl Agboola (2008). However this was
contrary to the & of
insignificant Mon etye e:t; toce_g;uaty ratio and default firm.

So@aﬁo st egre@o which investors use borrowed money.
Theref Wency r‘gltib‘&;per@o be related inverse to bond rating. Klock et al.,
N
(Zé found that strongﬁi-takeover provisions are closely related to a lower

%f debt financing during the anti-takeover provisions weakness has been

OOCiated with a higher cost of debt financing. Previous studies found mixed

evidence on the effects of solvency ratio over the relationship between the financial

2

y of <Abubakar et al., (2015) which found

N
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ratio and yield sukuk as well as rating of sukuk. It has significant negative correlation

with ratings. However, Purwaningsih (2013) showed that solvency ratio ?ﬂo

[

significant impact to the bond rating. That study showed that solvency rati no
affect the relationship between the ratio of financial revenue and sukuHN rating).

Result of logistic regression is also supported by Tree Analysisfusing J48. Post
pruning node from the tree was conducted in this analysis. It_is shown that only debt
to equity ratio has significant effect in path analysis in cl \x;e

iault non default

sukuk firm as presented in Figure 5.3. It shows the It an Wult firms’
B

characteristics. ;‘\ "3 ' C}T

DTER
//\\\—
R 1.47 > 1_47\
DTER DEFAULT (31.05.0)
//\-\‘\
el -1.01 > -1_01\

DEFAULT (2.0) DTER

A
/<‘_ 1.01 2101—
NON DEFAULT (20.0) DTER

/r—/\\\\
<= S

DEFAULT (2.0) NON DEFAULT (5.0)
7 NV
Figure 5.3: AT N&zzlysiise f Deb quity Ratio Toward Default Non
DQ&KS ukEirm racteristics

N
a " rn{:1 (')(J

ows tha @ebt to Equity Ratio above 1.32 to 1.47, then

Fng
the firmw efaufetﬁo)gk. If@rm has Debt to Equity Ratio between -1.01 and
N L
1.3 =DtER=1.32) ans@)ore than 1.47, thus the firm is defaulted sukuk. The
rec Inancial system is primarily debt-driven and interest-based. Debt and interest
& he two principle factors in banking instability and, as such, principle factor of the
recent financial crisis (Mirakhor, 2009). Minsky’s ideas in Smolo (2010) described the
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financial instability that although default cases were increasing in 2006, banks did not
decelerate on loans.

As soon as the beginning of the financial crisis in Malaysia, pani(; 'scattered
national wide. It impacted the uncertainty and insolvency of many firms that made
banks became more conscious to risk, because they were afraid of contagion.
Moreover, the situation were worsen with the severeness and gloom of interbank
market froze, credit instruments, stressing financial firms to debt repayments (Bordo,
2008; Mirakhor & Krichene, 2009; Sarkar, 2009).

Further, Islamic finance refers to financial activities that are guided by Islamic
law (Shariah principle), which rigidly forbits the interest compensation and
acceptance. In addition, not only must the investment be activities in accordance with
the principles of ethics in the Shariah, they should also take into account public
interest considerations (masalih). Islamic finance at present is the sincere excuse to
the IFI insulation of the crisis in the basic prohibition of the Shariah of riba (interest)
and gharar (non-essential ambiguity) on a side and restricted of Islamic finance on
other side. It can be destructive to the future development of IFI. IFI only plays the
role of the ordinary (conventional) financial system and converge towards the
ordinary systems.

These critics show Fuzzy copy of IFI products but ordinary products (Ahmed,
2009; Brant, 2009; Hassan & Kayed, 2009b). Due to its similarities to the ordinary
financial system, IFI includes deficiencies similar to the principal of the recent global
financial crisis and it is therefore exposed to the crisis themselves (Ahmed, 2009).

These deficiencies consist lack of regulatory surveillance systems/products, haze,
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number of risk these products have in banks and financial firms as well as restricted
risk sharing in the products characteristic produced so far.

Markets perform more effectively when business is funded by an@ther ¢hoice
of the banking systems, or diverse method to perform banking system.‘l%c finance
system has appropriate inspection and control measure that presen&ﬁe discipline

into economy and credit link to increase into real economic grosz able to reduce

tg does not authorize
ing. | erands the

r i
existence of debts through the sale or real assets le rough sales- s}d .@es of
financing as well as murabahah, ijarah and su £ \,Y—

Take for example the Subprime moﬂq@»&:isi i \US th@vz; a result of
surplus and negligent loans. Securitiz@nitiate to dhi mir@Qmodel of funding

played an important role in this cfisis. Owner ?tg

N
mixing the prime and subpri%ts. selting cgil;@ralized debt obligation
i ult

tgkrajor buyers, therefore, less

(CDOs), they passed the khrlsl
incentive needed to be%&d (Ghafour Oé8)2f}|erefore, some banks have either
’ &
failed or been bail a%tor W by ggovernments in the US, UK, Europe
gunf&s’

and some other\ S. , ribcﬁidﬁterest and usury) and maysir (gambling
¢
and speculaf'! ivities equ g&n ing) are the main factors that led to the said
risiSwPr

ot

mor. d identification of o@f interest in any one economic fate, if adhered to,
N
@ﬁt have brought the world to the current financial crisis. To prevent individuals
& communities that are independent from the financial and economic crisis are
e

arly visible as one of the objectives of the firms.

the frequency and severity of financial crises. The Islami

the establishment of debt through direct loans and bor

gQ\ollateralized debts by

NN
ohibitio }ribaa& maysir in Islam along with Islamic values and
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The disorders that strike world financial markets currently have a significant
questions on the needs for industries to find preferences in financing their busw!!s
and maintaining them. The answer is business financing conducted by Isl% ance
method based on profit and loss sharing mode (PLS) which is not b%&n interest
(interest-based). Islamic finance has penetrated a new stage of deveWnts, appears
bright after the global financial crisis that brought insolvenc tm many firms as
an alternative that is fairer and more efficient compare >X.vzestern approaches
(interest-based). Due to the fact that interest-based transactions re&q@en, Islam

coherent profifs. ‘@%ays

promotes businesses and trade activities to raise fai

has a close link between financial flow and pr

ty in #lamioffinance! It assists
N %S/

oV impact and

to the isolation from the prospect risks 4hat
financial activities. Another main prifgi ie a Islami

sharing feature transactions (mudharabah con

q@m disclosure in high

-

N
level and transparency in the finaﬂ:e system. T@ disclosures permit the

The

for market discipline ha@re requisited by Shariah order
4 f &
(Islamic law), assi uilt-in cr \aq balzﬁeﬂthat oblige to confirm the financial
stability of the@ fi 'em.(éﬁé to the features, Islamic finance has
¢
undergone a S&@ansf rm";?a‘d @/ opment especially since the year 2000, and
t

NN
the amo incregsed t endo@(Ahmed, 2010).

N)

market to provide compati %prel' ste firm *éferefore gaining the prospect
] aturés t
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5.6  Model of the Solvency Ratio Indicators

The proposed model of sukuk default is expected as below: T
From Exp(B) value in the Table 5.9, debt to equity ratio (Exp(B) = 5. 381@
dominant solvency ratio indicator in contributing to the default and n ult sukuk
firms subsequently followed by interest coverage ratio (Exp(B) = O.WW.
Analysis on solvency ratio proposes a model of the defaul@n-default sukuk

firms as below:

Logit () = -2.044 +1.683X1 - 0.35

Logit (ﬁ) = default and non-default sukﬁ

X1 = debt to equity ratio \

X2 = interest coverage ratio EL ,
5.7  Analysison Cor:oonver

Corporate gove charaq% i
Director (ID), an XCom‘nltte AC) sing data from firms’ annual reports

and database. Mult arg pr ntdd |&)€.’.&ble59

Ie 5.9: Resul of sis on Corporate Governance
&)
Wald  df Sig. (p) Exp(B)
0 734 1 158 0,402 1 0,526 2,083
Stepl T Ac 4554 1501 9,206 1 0002 0011
Constant 0,875 0,376 5410 1 0,020 2,400

From sig value (p), result shown that only existence of audit committee (AC)
S

significant relationship towards default or non default sukuk firms. However,
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detail results are presented by using Tree Analysis J48 method WEKA software as

shown in Figure 5.4 below. It also shows firm characteristics. T
AN
AC
/\
= NO =YES
/ \
D NON DEFAULT (20.0/1.0;
/\
= YES =NO
/ \
DEFAULT (30.0/1.0) NON DEFAULT (10.0)
» & \\/( 3
Figure 5.4: A Tree Analysis of Corporate Govgance s Defa Itvzd-an Default

Sukuk Firms Characteristics \, 0\
Post pruning node from the trem co%ﬁ th& lysis. As result, a
and

Trees Analysis result shown thEua cam\%e@ 'u_ﬁ%pendent director have
“« Q-
significant effects towards d n de sukuk fikms. Presence of independent

director affect significantl e firm h lo S&ﬁ committee. An independent
S th;,

director that form les one. thif he’ @yd's membership impact the sukuk

default firms, while_ in per@ctor t@ form at least one third of the board's
N
membership @th sukuk n‘gh-d t firms. H3a that mentions the audit

committee@mces e sukuk’s ﬁﬂlt is accepted while H3b the independent
4
I ku

nces the l!def{"éﬂ'fis denied. Thus, H3 that mentions the corporate

directi
go&mn e influences the sum(;(?s default is accepted. It is supported by Ashbaugh-

et al., (2006) that corporate governance has significant effect to the sukuk

o(ault firm.
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i Malaysian Code on Corporate Governance (MCCG)

This study uses MCCG 2000-2007 and Shariah Committee (SC) ZOW
Shariah Governance Framework 2011, since these years fell within t@d of
2006-20011. Balance of Board uses categorical data to measure corpoﬂkvernance
characteristics based on Logit Model. The SC released the MCCG that assembles the
desired corporate governance view. The aim of the ¢ dmeinforcing the
responsibilities and roles such as the board of directors, me t and auditors.
The revised issuance of the MCCG is designed to stren the mere and
composition. The principles provided in the MCCG be embrac bj i@vt'i'ons

in‘the caﬁit
\

also to be used as an ethical and justifiabletgove ancenxec The t features of

MCCG 2007 Part 11 are as follows: \c' ) é

1. The Board of Directors ‘ .: >\T /<\
N,
It should obviously dis%s responsibilities amining and applying a
D W
u isiI

or corporations to attain not only competitive

rket\iﬁﬁﬁstry but

aniz of the firms, implementing

strategic plan for the firm

relevant investor pro@ﬁ;ﬂg&n@entimng and managing risks,
supervising and Wg rjzﬁ:‘ inclé&i?)vg its appointment and remuneration
and lastly, by ensuri rop 'nd a@/ﬁiable laws for enhancing the integrity of
the firm’s in e&)ontr s;;t?.: (j)

2. position of the Board
9a. X i .
ere should be an ob\ division of responsibilities between the chairman

aned, ther chief executive officer (CEO). This is to confirm a stability of power and
uthority. It is recommended that if there is a consolidation of powers borne by both

e chairman and CEO, it should be notified and defined publicly. It can consist of
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non-executive directors as well, who should be competent and able to give
independent judgement. They need to compose at least one-third of the membewv
3. Appointments to the Board (ﬁ\

A committee of directors should be appointed, compri ainly of
independent non-executive directors. It is liable for proposing nemnees to the
board and occasionally evaluating directors. Its duty needs to_be cléarly delineated as
to whether it has to act on behalf of the board or is m X;neld to examine a

particular issue and revert to the board with its fin . As fthing new

]
directors, training and relevant orientation should@ded byjeve o'p@n.

4.  Board Structures and Procedures \f \Y
The board should meet regularly withsdue ;ticeoﬁft 'ssues@;’ deliberated.
It should record details and findingwating held™~Fhe fr@@ncy of meetings

should be disclosed including the a@%nce oﬁ?%b ,<\
ch%w e S

5. Relationship of the Boar nt 9 6

The Board, in conjun 'Mh (T ; should p@e decriptions of position for
;v gid

itself and for the (% ering { defi iti&n\b’ the limits to management’s
’

:
responsibilities. F H%nore, ' Ieg@ or promote, with the CEO, the
corporate objecé whi 'O isdiéﬁfe to be responsible to satisfy.
¢
6. Rights o(ﬂ)ctor 4 (j)

. . N . .
Directorsr are given pm&ge to access all information related to the
corperation’s matters in furt e(%:ée of their duties. Besides that, they also have the

h %ﬁccess the advice and services of the firm secretary.
: The Audit Committee is one of the crucial elements and organs of leadership.
must be established by the board and comprise leastwise three members. Majority of
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members are independent and should be non-executive directors. They must have
knowledge of finance and leastwise one member must be a member of an accw
association body. (;

The MCCG has specifically laid out inter alia the functions ames of the
audit committee, which are:

I.  To analyse the financial statements of the board (quarterly, owy);

ii. To examine problems and requirement emerging fr tem?orary and final
audits; \d
]
iii. To consider the primary findings of internal i igations a m}n@ent’s
response. Investigations are to be conduc n% matteriand have

{\T
ies ar@%ponsibilities.

complete access to information; and \,

iv. To meet regularly and record any‘di Earang of its

There are two kinds of aud%externa f‘ter q}\'&uditors. Both of them
are necessary to work and%.mica?e cl Q;'\the committee. It is
recommended that the co k&sh a& §§ings with external auditors
without the presence%rtecaiuﬁd <Z;@nbers. It should be conducted

@

leastwise every six menths. l \ %
Internalﬂdl nee rt r@drly to the committee and should be
I i

i
gﬂineﬁi‘é decisions and findings. A transparent

independent %mpa ia

correlation ,between

X
infogp&n obtained by the\ it committee must be disclosed to the board. The

@bsequently will disclose such information to shareholders. This is due to the
3 that the interest of shareholders should be of paramount consideration and thus,



the board as well as management must ensure and maintain an effective

communication with shareholders. Yv

ii. Committee Governance Guidelines to Financial Instltut Islamic
Shariah (GPSI) in 2004 and Shariah Governance Fram%ZOl (SGF
2011)

It is important for a spacious regulatory and supe visWrastructure of the

Islamic banking and finance system. Corporate gove de%generany
S Wi

's (zgqcnve

management. Introduction of Committee G ance Guidelines to_ Financial

Institutions of Islamic Shariah (GPSI) in m as

responsibilities of the Committee's jUI‘ISd the 'n us

more focused on the functions of the Board asya whole

}e&sg on thQ- uties and

eve #\objectives of

the framework are (i) To prowde a utlqux ec&@s (i) To form
comprehensive; and (iii) To ou@sps‘c ti nsq

Seven (7) principles \N& lined G 2011Aﬁ¢%0-rder to ensure institutions

to be able to establish IWmew rk o larl h%overnance Requiring a strong

and efficient administrat f the Shasi sygtath,as a fundamental part of corporate

governance in Is@mn@utlon&m however it was found that a lot
N

have been Wcm the sub txln of the lack of literature, this study is

conmdered@as allne:@t i$ ntributing to the development of the Shariah

systx ent gove ané pra Gtices and jurisdiction throughout the country. This

Qe

J‘

st survey questlonnz?T‘e methods in obtaining input State facts of Shariah

%/ork and practices.
0 This study aims to form the Shariah governance practices by identifying

current regulatory framework (composition, functions, role, independence, efficiency,
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disclosure, and transparency of Shariah Board structure) to provide awareness on
some of the important issues relating to the administration of the Shariah |F|S¢w
promote a better acceptance of the Shariah governance practices. Thus, €n the
IFIs to protect the interests of stakeholders better. The result #&the IFIs'
perception on the roles of the Board's jurisdiction and significant infR(zover them.
The survey results defined that some IFIs had different perspectives on the role
~kf.l Is consider the

and responsibilities of the Shariah board. Around 85 p

Shariah board as supervisory and advisory while a minerity o tw per cent)
B

consider the Shariah board to have executive

of @?consider

their Shariah board to have advisory and in they have a

responsibility to undertake ex-ante anwa responsibii

to the responses relating to Shar@ﬁview. %Mile ;@]‘ority of the Shariah

N
boards have a role of condud% Sh&'iah ajysm(i)@ly 23 per cent of IFIs

indicate that their Shariah %umlr ariah%Qé/ieW responsibilities. In the

event that the Shariah not undertake ﬂhes%riah review task, 58 per cent of
'3 $ &
‘1 \hxb ard t

IFIs granted authoriQche S (hand over its function of the Shariah
analysis to an igternab Shari 'lllme Qt/nit. This position performs that many
¢
Shariah bo y fogus o xént&? Shariah governance and did not conduct
NN
Shariahgnalysis. 4\
.
édies on the roles of t{%ﬁoard's jurisdiction over countries showed a number
ofsi sting surveillance. Majority of the IFIs in Malaysia (45 per cent), GCC
ountries (32 per cent) and the UK (3 per cent) insisted that the Shariah Board has

nly advisory authority while 3 per cent of IFIs in GCC considered to have executive
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authority. It indicates that the Shariah Board is an independent body that has only
advisory and supervisory authorities on the IFIs. Executive authority is still ow
of directors. Overall, the whole findings show that most of IFIs’ Sh@)ards
perform ex-ante tasks. Meanwhile, only 12 per cent of IFIs in Malaysié; er cent of
IFIs in GCC countries and 3 per cent in the UK conduct Shariah analysis ex-post tasks
of Shariah governance process. V

From the percentages above, verifies a poor Shari Yr;nre custom in the

kind of the Shariah analysis process especially in GC d the Uk\&dming this,

@

Y'
even IFIs’ Shariah boards in Malaysia and the Ul@execut Shar, h’ar@s but
ulfi

that role had been handed over to an internal Shaki % (SE\@ cent). In
GCC countries that have different situation®from alayiia the ‘gper cent of

IFIs’ Shariah board denoted that the Ead)een han er @‘r internal Shariah

fulfillment unit. % \Y I
f S
Qs
5.8  Model of the Corparate vel ce hara@stics
?t ode

Based on Ta% he })?op@d for Corporate Governance
’

Characteristics is& @ 40%
!

WD&\A
%) = default and non-default sukuk firms

= Independent Director

X2 = Audit Committee
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5.9  Analysis on Sukuk Default and Non-Default Firm Characteristics

Logistic regression proposed a model for sukuk default and non-defaYMﬁ

characteristics as described in Table 5.10. ('}

Table 5.10: Analysis on Sukuk Default and Non-Default Firm CRz;c’eristics
a .

B S.E. Wald df Sig. Exp(B)
Step 12 IDI 1,337 1,558 0,737 1 0,391 3,808
AC 7,086 2,888 6,021 1 0,014 0,001
QR 1,867 0,852 4,800 1 0,028 0,155
CshR 3,202 1,818 3,103 1 0,078 24,573
DtER 1,008 0,541 3,472 1 0,062 2,741
ICR -,377 0,389 0,938 1 0,333 0,686
Constant 1,599 1,354 1,396 1 0,237 4,949

a. Variable(s) entered on step 1: IDI, AC, QR, CshR, DtER, ICR.
From sig value (p), result shown that azit cg{n iftee and éugl'( ratio have
significant relationship toward default@ult sukulefi csg

Based on Table 5.10, the prodel prop \d@?uk k default and non-default

firm characteristics is: (] “ QL
\% i"
N
Logit () = 1.599 + £337X1+7.086X2+1. 7»(;@. 02X4+1.008X5 -0.377Xe..... (iv)
v’ &

Where:

> g
-]
s =
& 1l
1

o
3y
o

- >
V‘Lﬁ
“_r"
C‘Js‘é
&
>

X3 = Ratio \C.}’
%\ash to Asset Ratio
= Debt to Equity Ratio
Xe = Interest Coverage Ratio
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However, detail results are presented by using Tree Analysis J48 method

WEKA software as shown in Figure 5.5 below. It also shows firm characteristiY'

)

AC
/\
=NO =YES
/ \_
DTER NON DEFAULT (20.0/1.0
/\
<=1.36 > 136
‘\
QR DEFAULT (26.0/1.0)
/\_
<=1.09 > 1.09
\_

DEFAULT (5.0/1.0) NON DEFAULT (9.0)

Sukuk Default Firm Char

Figure 5.5: A Tree Anaysis Result o* ende W a IesSgPredictability of
acteristiCs

—+

“« Q-
Analysis result show detail pN Lw aultnh%"

N
Committee, Debt to Etity gtio, andQuic Rlat@ct to the sukuk defaulted firm

default sukuk firms. Audit

\ /(\
Post pruning node from Ege was conyuc edq}this analysis. A Tree
t

based on certain va%as es tec& |gu?‘ 5. If the firm does not have Audit
Committee and@ qui@ abo\ .36, thus the firm will be sukuk default.

. 1.§6)and less than 1.36, the firm will be sukuk

default if&ﬂatioi 1.09'a Ieé%an 1.09.
&)

T
(@]
3
s
3
Gl
.
T
*»
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5.10 Model of the Predictability of Sukuk Defaulted Firms

The proposed model of sukuk default firm is expected from WEKA ana?us

below: \
A0

Sukuk Default Firm, Y
= 0.16 - 0.58 Quick Ratio + 0.47 Cash to Asset Ratio + 0. ebt to Equity

Ratio - 1.35 Yes Audit Committee \,

The proposed model shows that: \d
@
. . . _ N
1. Co-efficient shows the strength of variable. It sho dit committge 'afﬂag most
influence toward sukuk default non-defaultsfi ick
equity ratio and cash to asset ratio. Fro

thus sukuk default for firm. \: ,

2. Sign minus (-) in quick ratio sh%igh

defaulted. ‘%
3. Cash to asset ratio has iti eﬁTM

cash to asset ratio, i as hig

potential defaults of sukuk was not caused by the fact that they are Islamic financial
products, but driven by the market and credit risks. Another way to assess the credit
risk of sukuk is through the use of financial ratios. Some widely used metrics are

liquidity and leverage ratios. Another parameter of probability of default is firm size.

A
\The firm size can be represented by total assets, total sales, total revenue, net profit,

\natural logarithm of total assets, etc.
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Table 5.11: Comparison Result of Analysis

Logistic Regression

Decision Tree

Additional Ana

Quick ratio has significant
effect, meanwhile cash to asset
ratio has no significant effect
on default non default sukuk
issuing form under study

Debt to Equity (DtER) and has
significant effect, meanwhile
Interest Coverage Ratio (ICR)
has no significant effect on
default non default sukuk
issuing form under study

Decision tree result is more
detailed on firm characteristics.
Either quick ratio and cash to
assest ratio have significant
effect on default non default
sukuk issuing form under study
with in its characteristics.
Firm with Quick ratio <
tend to be defaulted su
firm. Meanwhile fir
cash to asset ratio is

firm.
Decision tree r

DtER has W

default ﬁ)

issuing fo nde

in its %c};terlstl

Fir it e“t

-1.01 and .32 (-1%

é% =1.3 morg\than
Yﬂ. tend to faulted,sukuk

irm. anwhilé fi with

Audit committee@ has Q

significant effec°3 while
Independent ctor’(1D)

¢

ision treé‘r/esult IS more

iled oﬁ-‘f)rm characteristics.
Either (AC and ID have
Si

0 beéﬁtaulted sukuk

im

as &
no significant t tow rd; nificant effect on default
default o Mefault sUkuk ¢ non'default sukuk issuing form

firms

u@h’r study with in its

characteristics.
Firm with ID and no AC to be
defaulted sukuk firm.

The additi nalysis is
convinci that
indepeg% variable
such as uidity risk,
ratio  and

orate governance are
variable under

<=
>
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5.11 Summary

The main objectives of this study are; (i) To determine the profile of de?mu
sukuk; (i) To investigate impact of liquidity risk, solvency ratio arﬂj\jporate
governance to the defaulted sukuk; and (iii) To suggest appropriate 0 prevent
sukuk default. Results show that Quick Ratio of Liquidity Risk aspeWebt to Equity
Ratio as indicator of Solvency Ratio, Audit Committee of Corparate Governance
Characteristics influence the sukuk’s default firms simultal T l

The hypothesized relationships depicts in the re h madel*wer rI]piricaIIy
ree Analysi (V'E‘@?tl'he
is. Th surtegﬁs of the
e Whnt vé}gl.es (IV) are
cha@‘eristics; and the

nancial crisis, corporate

tested using Logistic Regression (SPSS) and Decisi

w

model from previous literature is best fit in thi
study are based on research framework Wwhere

liquidity risk, solvency ratio and 1\

dependent variable (DV) is predicta@%

The study used four vari

variables in this study are

some of the financial ¥ati d by ious Fe@hers, especially Ohlson (1980),
’ 4 $ &

Beaver (1966), Am968 |a antgasaribu, Tobing & Manurung (2009).
0

This study use\ f the fi 'lal racij%’from the literature for liquidity ratios
¢
(quick ratio a(lf)sh t0 asse ratfo)(.ajn solvency ratio (debt to equity ratio and

governance (IV) and predictin kull

"
interest €OV, rati@)..F Pe pr ability of sukuk default is being used a dummy
X

variagble’yThe financial ratios @Jshown that the variables affected the predictability

0 default. It summarises descriptive statistics of the non-categorical variables.

G data background has been discussed in Chapter 2. Thus, this chapter presented the

etails of their profiles and descriptions. Ultimately, predictive variables were
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identified to explain predictability of sukuk default firms based on the research
framework that was addressed in Chapter 3. The variables that were found statw
significant are regarded as major influences on the subsequent sukuk defa@.

As discussed in the Chapter 4, financial statements are co used to
measure the performance of the firm and its management. It inWe'% cash flow
statements, balance sheets and profit and loss statements. Basedwon the financial
statements, many ratios can be determined to assign the Y;r rmance and/of
future prospectus firm. Some of the ratios used including'quick ratio, teta Pt to total
assets, current ratio, profit margin to sales, working | to total debt, ahd_@m on
total assets (Ahn, 2000). However, this study sed qu 0 t%ﬁﬁsure the
impact of liquidity risk to sukuk defaulted fw 0\ %\T

Sukuk is one of the most rapi %ment seg S in@‘lslamic financial

market. Currently, Malaysia holds @Sreputatl\tyigei @*prime contributor to
N

the global sukuk. Past events ha%vn hdW thesdslamicdfinnce industry worldwide
_— &
[ i std

efa& (Elmalki & Ryan, 2010).

testify a number of sukuk di'::ult |s-aL %
In Malaysia, SM ault firm oc uréd@ooz by the Johor Corporation
(Johor Corp.) forlng"6 lez three|

trea

(2002-2004) and{

had increas a%w 20 l:nt' Zflldv' h the total amount of USD2,495 million
(losses @
sukm

ers in Malaysian fi are about 0.03 per cent, coupled with the wide
oy

N
m) &s.Sh P in F@e 2.4. Eventhough the percentage of defaulted

in ratings, yet the default rate for Malaysian sukuk was low as in 2009,

ecerding about 0.46 per cent (SC, 2010).



Meanwhile, Table 2.3 shows that the amount of sukuk issues (in USD million)
for global and Malaysia increased tremendously from 2002 to 2007. Then Vﬂr
2008 the market slumped to more than 50 per cent. However, the mark@d an
upward trend back in 2009 before increasing substantially in 2010 011. The
table further depicts a similar trend between Malaysia and global swk.market as it
portrayed significant decrease in the issuance in 2008-2009. ThiSsrend indicated a
market slowdown in 2008-2009, perhaps the occurren 9Y;te':i to the world
financial crisis. .\d

'YX

There are many forms of business failure study f fou t'akﬁ%}'ority

1.,.2000 of agement

business default is due to lack of management

is inexperienced managements, then impaeted nologi Yc.hanges and

fraud amongst others. Indeed, no resew}rfect (GI Joh@ 1997; Shipman,

1997; Litwin, 1995; Hakim 1987), h maki \fh&gre q@udy not an exception.
N
t

The following paragraphs hlghh%stgj

as follows: l §

1. Making use of the%CStmg ;rel} hs etween concepts/theory and the

research vari were ' gove nt documents that may possess

is studly: The Strengths of Study

authenticitygIn h ugh dary in nature, but the secondary data

1
[
had bee &)sed the sfor an mg the worthiness of a business.

2. Em oyingrthe aodve mc&)ds may possibly produce a reliable and hard
Y.

g that may be gener at@d

multivariate model employed in this study elaborated various factors (3

QEarlables of this study) that could explain the default of sukuk firms. It showed



better results than univariate method whereby only one variable was predicted to

explain the dependent variable. Yv

4. Sampling for default and non-default sukuk firms were all equal. T@oach

might possibly reduce the chances of creating Type Il error, on t is that the

composition of the sample reflected the population. Q
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