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Takaful industry is governed by Malaysian Takaful Act 1984. The proposed
RBC structure for takaful is close to the implementation made for conveVﬂul
insurance in which takaful operators are expected to maintain a superv@\j&pltal
adequacy ratio (CAR) of at least 130%. The minimum CAR levied is &ed so that

takaful operators can face any shortfall in the takaful fund by prOV|d| equate money

in the shareholders' fund. The takaful RBC system tackles insu; iciently the danger that
applies to the operations of takaful operators. Many st ve nvestlgated the
challenges, issues, and growth of takaful operators in

A study by Husin (2019) stated even though

Malaysia has experienced significant growth:

th% ian go\gﬁment is
aSﬂari 'nsuraqgab in South-

East Asia, some issues were being e\ that mi OW@/‘Country-s takaful

focused on enhancing takaful and making Malay.

growth prospects. However, it is po to inco nlques to reduce the
distance. To inform the young tlon Qbout mlmpa.gc;ﬁce of financial security,
additional measures can be e er tentl ents and support the takaful

industry, such as impl% ata a}f I les P‘plabm addition, the promotion of the
takaful market an d develo;f akafégaposure through smartphone ads, or
digital market| he a|5| t depth by providing competitive

compensatl ess ader eed t@l y a larger role in designing and structuring

human % . Hesalso ?ses th&NM governor's comment in 2018 that some of
tho;&mg in takaful whw@e’among the highly qualified workers, receive 15%

f n in traditional. Therefore, this study fills in the gap by acknowledging that it
: portant to evaluate the performance so that in getting further, the survival of the
kaful industry in Malaysia would entail the implementation of best practices and

progressive adjustment to shift in meeting the demands of clients.
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In addition, Antonio (2013) indicated that takaful, on the other side, relative to
several industries, still seems lagging. Even if the takaful contribution is I
relative to other Islamic financial business sectors, the takaful mark nlng
considerable interest. There may still be a platform for further deva%nt in the
takaful market, particularly in Muslim majority nations. Thereforej¢he studied the
efficiency of takaful and conventional insurance companie \MJ aysia and their
variations over a few years. A total of 26 Malaysian insu X:ra ors, of which 7
from takaful and 19 from conventional insurance compa hav bered from

A

2009 until 2011. The input parameters such as mana t and com sbrl@enses

along with output parameters of gross premi in@ i con@ﬁve been
analysed using Data Envelopment Analy3| bya\nba ced p Eta method.

This study found that conventional a compan

utp@%{ned in terms of

efficiency compared to takaful op Th@7 is e,e\ mended that takaful
must put much concern extern ostso c,)

Remli (2018) stated t takaful own s@tandmg growth, with a slight
increase on ascale fror% ZOlO:Jowe er ‘SIH@[hIS spike was much significantly
greater by 2008 to 2010, it's i ent g&perhaps the emergence of additional
players to the in &e |s ould be inferred, in turn, that rise within

the proporti erat SWI| t&a&a ajor effect on the penetration level, and so
|%e

the competi maih ed to-n?best capacity. This condition shows that takaful's

markg&:cess in Malaysia i\t,@-’encouraging. Then he proved by studying how the
f aracteristics such as income, age, size, and agents affect the demand of family

uI in Malaysia, which involved a total of 25 family takaful operators over the
eriod 2008 to 2016. The study used panel regression analysis of pooled OLS, random-

effect, and fixed-effect models with the application of the Hausman test. He found that
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two out of four independent variables, size and agent's performance, impacted the

demand of family takaful. Thus, it is concluded that the takaful operator's s
having excellent agent performance will boost the sustainability of the taka@;s stry.
Given the above, the objective of analysing financial performa ains an
interesting topic to discover. Y'

Moreover, Akhter and Khan (2017) added threats leadingwto unpredictable
circumstances, including the international economic meltd mtrstrial progress.

Both conventional insurance and takaful add tremendots,value inting and
@

Yw
limiting demand for products and growth. Of mor@p% of the Iirt] p@ation

of 18 million citizens, Malaysia is opening u ak\efs t fo,@\-é takaful
industry. Therefore, the unacceptability co entio?al uranc@wmin Muslim
people driven the takaful providers to @d to mee r cu@‘?ers' demands. He
figured out the factors affecting the@sance an WI m@d across ASEAN and

N
Middle East Regions by using %ta from 20 mntil@&ﬁ on 14 Asian countries

that run both conventional hkafu msurance. The:}tudy also applied regression

models such as randoQt; ef;l!;j ;s‘tbdybiroeconomic and demographic

factors' consequen wcom nd t@ demand. At the end of the study,

income, financié, an i 'tion @ﬁfenced the demand for both conventional

and takaful i g@es. ea;w e,‘tvés%e opposite for the dependency ratio. Within
=

this cas%

toi e the growth of the t@dl industry further.

%ﬁ'&lucting four comprehensive interviews with Muslim consumers and takaful
t

N
ncial per Pance&‘the takaful industry will always be a great step

ors in the Klang Valley area of Malaysia, Nor (2014) determined the elements
at impact Malaysians' decision to select takaful over conventional insurance.

According to the results of the interviews that were conducted, it can be concluded that
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takaful consumers have a clear understanding of takaful as well as the demand for
Shariah compliance. Next, for Muslims, takaful is required as a replacemw
traditional insurance. Furthermore, takaful customers are aware of the @&Ship
between takaful and religion in the context of contemporary business: roles of
takaful agents in presenting the concept of takaful and its advanR?can also be

wah. However,

considered acts of worship in their own right. The obligation of*takaful agents in
promoting takaful items to Muslims might be regarded as 'xf dzi

the expansion of takaful company has been rather moderate as comp traditional

Ay
insurance. Thus, from the research that had be@cted, ka 0*6@ and
takaful agents may use the findings of this rese?@ us%' orts.'@a?esigning,
developing, and appropriate promotion aw neﬁint entio ‘?that takaful
products and sales might witness extew elopmen ala k

\ e
&
S P S

2.3 Profitability Ratios \

N

Every other corperation is quite’awar 0 ‘all s competitiveness. Profitability
ratios are among the most)eva éc ing‘ io measuring instruments. They are
often used for ev@he{@ perfo@ce of the business for its managers as

N
well as the g \o ers o ,’ty@%rﬁ company managers and shareholders are

remarkab, &lﬂr, productiyity ntiiéébjrs are necessary. To guide the company in the
el s
i

desire lon, management j{;ﬁ'quired to provide an evaluation of productivity.

-

a firm has outside potenhl buyers who have invested shares in the company, the

4

pany's management must illustrate sustainability to such investors. At the end of
ery quarter and year, profitability ratios display the total productivity of an

organisation utilising its resources and output. Profitability is broken down into two,
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which are margin ratios and return ratios. Metrics that indicate margins reflect the

potential of the organisation to convert revenue money into earnings at d?!m
calculation points. (’}

Few studies have proved the usage of financial ratios in evaluam& financial

status of a company. For example, seeing Bahrain's status as being among the leading

Islamic financial institutions globally has enabled the growth of the 'Kingdom's takaful

ml lamic financial

industry extremely important. Takaful is an important p

sector, making it difficult to provide a successful andeprodu ich finance

@

: 'Uhl@z;yat

ancgt’ﬁaking a
| and@x;l insurance

industry without any assistance from the well-develo kaful industr

(2015) studied the applications of financia

comparative analysis between the performw co
companies. The data collected from \%earal Bank ahr@ﬂCBB) Insurance
Decennial Report was based on the@%e conse \mge @'@6 2008, 2010, 2011,

and 2012. Common financia have ' bee plo in this study, such as

profitability, efficiency, underwriting I rmance, @ty, and solvency. He used a
t

regular analysis test, a\t- differ
’ 4 f &
ratios. He found p 'tability[ 1S “si nificﬁ.y influenced conventional insurance
compared to takaful-%Fhe clud Q’(hat the takaful insurance sector needs
¢

!
improveme ﬁ@distr' ution haﬂne{_tcjg%oost its performance from profitability and
\
kc

eﬁicien% tivgs,gguz,this s@y fills in the gap by analysing all relevant ratios
towg&

bdth@ventional and takaful company

kaful operators i I\@?—
arul operators In 1a.

Imajali (2012) also contributed to acknowledging the importance of financial
aties as he studied 25 Jordanian insurance companies listed on Amman Stock
xchange. Their financial performances were mostly affected by factors such as age,

size, liquidity, and management competence index and leverage. He acknowledged that



23

several industries, including the banking sector, have performed well in Jordan, and the
insurance industry has not contributed to the development of the Jordanian ec ;
For certain firms that have achieved the most profits, the entire economi%\ss of
insurance companies in Jordan was quite poor. This data was collect 2002 to
2007 by reading sources like articles, books, relevant literature, arWeports, and
companies' financial statements. ROA was treated as a dependent®ariable that will
evaluate the financial performance, while some financia m ‘he independent
variables under those main factors. At the end of the s he i diWst factors

hose twenty-fivé c&ﬁa?}r:ies,

ise ny's\b¥i<ground.
cial i@;rs in terms

pe@%’nance of takaful

showed significant impact on the financial performan
except company age due to well-established an
In addition, Zain (2017) studied the#elati
of size, leverage, liquidity, and equ cap;'}l towar
operators that was measured by usi@%A ass \bseTve Uz@ﬁnancial performance
N
of the takaful industry in Mala% unstgole. %tud@vers a sum-up of eleven
&/
om

until 2015. She used formal

Malaysian takaful operator%mdl r
multiple regression a% d nor ‘?@eh heck the data distribution and
foun

4 $ &
analysed using SPS&Q@Nare.l \sh &mt both leverage and liquidity did not
show any relatiw wa 'rfor e of takaful operators. Meanwhile, size
¢

and equity wprov ded niﬁc tly” but in positive and negative relationship

NN
respecti% IS study_supports utilisation of ROA to gain efficient results in

\V Y
obs the financial perforrr@cé of takaful operators.

%\aif (2017) also supported the application of ROA and ROE towards the
@ itability assessment used in terms of capital adequacy, asset, and management
uality, earning ability, and liquidity framework. In addition, he addressed that

ultimately, the collapse of one bank influences the owners and holders of the bank and
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those other banks and all companies associated with that bank. This study involved
combinations of 20 listed and unlisted banks under the Saudi Arabian stock exvge
between the year 2000 until 2014. As a result, it found that foreign banks gali wer
revenues compared to domestic banks. In conclusion, this study indica@%wy factors
affect the profitability of companies, especially in terms of finances.Y'
Furthermore, the takaful industry's inefficient Enter riNk Management
(ERM) has become one of the top five company risks base R.E&'Y global takaful
report (Omar, 2019). The study investigated how ER lementa tgrs affect
the financial performance of the global takaful indu easured i OI\ @%‘OE.

He conducted the secondary data study on 30 t pe atofs 0 C%Yfries over

ERQ\E;d financial
S th@h correlation and

i '\elationship of ERM

the period between 2012 until 2015. T ypothes

«

performance parameters were analysed®sing Stata an
regression analyses. The study p there \Wos'

N
implementation towards the ta industr %fina ial pedéanance. Through this, the

&

objective of exploring the f@perr ance of te@ operators using profitability
w

ratios of ROA and ROE wi orth it. ' 0’
4 f &
Tanveer (@dice@ cen im of the financial statement of an
organisation wauld to tderelev.

' arties engaged in the decision-making
¢
process wit %ble ompofent dtt;jg. Such released financial statements are

%

N
recogni% edible.an propriate tools for predicting the organisation's future
pro and performance e@mion. He provided a study on 22 insurance and 5

t%\hperators listed on the KSE-100 index within the period from 2010 until 2016
e

G asure how fundamental ratios affect the financial performance using ROA and
OE. The secondary data collected through audited financial reports of chosen

operators showed ratios such as retention, loss, efficiency, and liquidity, and capital
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adequacy was significant towards ROA of takaful operators. Meanwhile, for ROE, only
retention, loss, and liquidity ratios were significant. Therefore, the utilisation

and ROE will be useful in analysing the performance of Malaysian takafu@rs.
Although the capital structure typically has a significant impact on p ility ratio,
this one study indicates otherwise. Pointer & Khoi (2019) examined ‘the predictors of
the Vietnamese stock market of banks and insurance compa 'em, and ROE. To
investigate the key hypothesised determinants of ROA and nYa.p[’ied quantitative
approach was used with a simple OLS regression mo he resea isco‘\ésred

@
eturns/but_ngt $s@urns.

that the capital structure is a negative predictor of e

For internal variables such as business size,

Iue{ equj@ryears in

hat@ﬁuey statis@zglsignificant

ity. On t er , causation is not

operation, and earnings per share, the stud

predictors of return on assets and retuw

constant between ROA and ROE. C@sthat inte\lw%ia e;s:%re major predictors of

N
these critical variables, man% shoﬁld strengthemy.its internal structure by

%
S

cultivating stability among %I mr &rs. %
i d

Numerous studies on% rance indus ﬁa@een undertaken, most of them
4

£ &
focusing on mixet;l'gﬂu,&nce 31::?& a reﬁu&here has been a dearth of studies on
fully-shariah cow insu ems @éneral (Guendouz & Ouassaf, 2018). The
‘ ¢
a

result of thi h was that u&wd@(z')dnd Ouassaf carried out a study to discover
the mo@nt intern ‘glemené\affecting the profitability of insurance takaful
co operating in an Isl@-’?r:surance system. For 2010-2016, quarterly reports
f \h six main Saudi takaful insurance companies were collected and analysed using
anel data techniques such as pool ordinary least squares, fixed effects, and rand-based
pproaches to analyse the data. As a result, it was feasible to find the elements that

determine the profitability of Saudi Arabia's cooperative insurance enterprises, also
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known as return on assets, by applying the preliminary data analysis methodologies
previously stated. Furthermore, it was discovered by the study's flndlnw
characteristics such as age, size, written premium growth rate, and loss @g}d an
impact on the profitability of insurance takaful organisations. Consequﬁkhe policy
implications of this study for the stakeholders in the takaful insuranCe industry are
extremely important because they may contribute to a compan)Qflp. ial performance

The findings of another study conducted by Boa: al. (2 1Wed a study

being improved.

sample of sixteen insurance firms in Ghana to investi

he profitahi ybf&ﬁg‘rance
ip% veragdvlqmdlty,

firms in Ghana found that there is a positive r

and the profitability of insurance firms in Ghapa d i ive rela@hshlp between

tangibility and the profitability of m&é}lrms in

method was used in conjunctlon a qual AT¢ od to conduct this

N
research, which included the éoth escriptive m<'§.|71ferential statistics. The

study's findings revealed a positi relall ween profitability and liquidity, but

the relationship is not ly sign . Fbrﬂ@nore, the researchers discovered
F 4 2 &)
that while leverage afd liquid @o itivegatlonship with profitability, tangibility
had a negatlve relationship. &
j (.J

In additlon, con ucted 'F a se et al. (2020) on 17 insurance businesses in

a T@%xploratory study

Ethiopi r ing the ract s that influence the profitability of insurance
|n Ethlopla during th}f/ears 2014-2018. The audited financial accounts of

s? one insurance companies were analysed using multiple regression models
G emented in Stata software version 14 for analysis. According to the study's
ndings, there is a positive and statistically significant association between ROA and

liquidity, capital adequacy, real GDP, and the real effective exchange rate. On the other
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hand, a negative and strong relationship exists between ROA and leverage, underwriting
risk, and premium growth, on the other hand. Furthermore, the return on assew
positive but small relationship with inflation. As a result, it can be cofc that
insurance companies should maintain a sufficient liquidity ratio to rge their
responsibility for time accidents and cover their short-term obligationsybut not too high
or too low, to maintain company profitability and build public COHNCG.

In a recent study by Al Maani et al. (2021), the purpo Yr:cert study was to

investigate the impact of liquidity and profitability ratio the rw of stocks

uy
urance; co n‘es.\f@n the

tio% en @quuidity

ratios and profitability ratios and how t affect the market vaué\o stocks, the

researchers used a method known as ti%crb tive-ana

on five independent variables, nan@ﬁrading r%,\ogen' g:c%pital to total capital,
ﬁ y N

%ﬁ 9 Qac? and their impact on the

in Jordanian insurance companies. A sample of fi

period of 2015-2019 was studied. To examine

ap[@ h, which focuses

operating profit margin, return , and returm on e

dependent variable, which i*;%ck value. '@dy findings reveal that ROE
correlates positively w% ian |‘r‘1 ﬁ ;:bm@\y stocks' statistically significant
&

market value. In cohelusion, if \be stateghat return on assets plays no role in
st &

attracting new inve

: N
e DL S
< BV
L N
g M) \b _ .
24 :S hes Usedfin A‘ssesﬂ'rg Financial Performance of Insurance

N
\ stry \c")
%Many approaches have been introduced in previous studies to measure the

Oancial health of an insurance company. The popular approaches are by using financial

ratios and rating systems such as RBC and Claim Ratio. However, there is also another
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technique to analyse the performance of companies not only from the financial aspect,

but it does cover overall aspects in the company's operation, which is bw

intellectual capital. The following sections will give brief explanations r@g the

approaches that will be used in this study. A
241 Claim Ratio Y’

The claims ratio calculates the number of clai Ver a we\io'dad divides
the number of claims over the same period by the prémium receiyed. | 'slmf)g;)@?t to
remember that insurance is a risk control activity to dc}it orrgctly, té.-}lnsured
requires a detailed view of the number of losses sustaine \ Q\T
For instance, Abdou (2014) stated that th sec aysii{s probably facing

competitive pressure in many main rhm con nal insurance sector. The

absence of an appropriate marketplace for Shari‘ah- mpllf[@standardlsed regulatory
q %

system for investment and M uacy o y a@iﬁfnong the primary issues

N
obstructing the industrt su%ssful pr’nduc r?WS%rst, though, he studied the use
oec

of combination macr micq@ S ﬁ@eross Domestic Product (GDP),

Consumer Price @PI) d Treasury BoExRate (TRB) and financial ratios against

N
the performa c\on entional i !urla%é/ and Malaysian takaful based on twelve

insuranc Quﬂies,“si fro th ~§(§ﬁ“ and conventional insurance. The data from
é&'

2005 were retri ved’thr@ﬁ the annual report of companies involved, BNM

5
an%artment of Statistics I\haysia (DOSM). After testing the multicollinearity, he
uded seven out of thirteen financial ratios, which fall under solvency and
intability ratios. He also used multiple regression in determining the relationships of

three macroeconomic variables towards their dependent factors. At the end of the study,
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he figured out conventional insurance tends to manage and perform better, along with

fully utilised shareholder's capital as compared to takaful. He also indicat t

=

conventional insurance highly experienced losses because of the high claim@}/hic
was probably caused by the financial crisis in 2008. It also can b ded that
conventional insurance is affected by GDP and TBR. Meanwhile\takaful did not
experience any impacts upon macroeconomic variables. \,

Moreover, Das (2017) stated that insurance providers activel chetk to avoid the
accumulation of claims and boost the policyholders' cumulative cl irWstion. But
late on, the unwavering fascination with top-line gro eads insur to’cg@er all
risks to raise market share but instead engagegi Si ninﬁ ims@arse still,

t Iaws;@;rare the firm's
i tra@ﬁ‘claims. Then, he

insurance firms appear always to be Iacking% thesfact
main platform and yet are determined %Iients on

studied the effect of the claim raticise the hl\m&r
insurance companies in India%relatﬂ)nshi on thqiﬁét premium income and

performance of twenty-four_public aJ rivate nc@ insurance companies. He
t

distinguished the clain% of bo‘t‘ yp ‘c‘)li‘ ne@fe insurance companies using a

two-independent jw-test. l as gezted based on a 10-year interval from
2002 to 2003 UK 1 to 'a reéﬁ’a strong correlation exists between Net
3 ‘

Premium In m_R 'o‘ﬂq
in cIairr%% 0 pri life insurers. He also figured out that non-life

_ X

insukers ‘spent very high perc@és of their Net Premium on insurance settlement in

i;a@- loss affects non-life
N

o
O

@ife insurance companies with no difference
"

2

amat et al. (2017) stated it is vital to know the takaful operator is using that profit
ains from the general takaful sector to optimise the value of the takaful contribution.

In contrast, short-term contract terms schemes were often included in general takaful.
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Therefore, the financial health of the takaful operator would be impaired by plenty of
claims events. He further studied how factors highlighted in various articles suc

number of accidents, fraud on takaful claims, and the amount of covera@ction
affect the claims of general insurance over 10 years period. The resul obtained
through descriptive analysis, correlation, and computation of claim ratio, concluding
that all three factors positively impacted the company's takafu@bﬁ his proved the

importance of claim ratio as the tool to evaluate the condit f kaﬂil claim.

Pervan (2012) together supported insurance firms request ake down
aX
significant sums of capital assets, non-paid premium ivables from Ii‘y rs, to

expand technical requirements, and to streng

ir reirs sct@gs, all of

i antsg study then

exp@ atio, and size of

which combined culminated in an undesikable

analysed how insurance-specific factwr] )s claim

the insurer influenced the profitabi@sf insure\hﬂ\%c g@during the period of
':h": y N

2002 until 2011 using ROA ma% {hami

amigpanel were analysed using the

&
two-step General Method o%o}mts I retlano ag%bnd test statistics. The results
were found that the ex[% ims rati fina@l growth, and inflation affect the

&
performance of th'{?nce blll supported the objective of this study
to use claim ra% of 'indit:&’s to assess the financial performance of
¢
takaful operii&) & C.-)
\
Accord% wualy® 32015)-,$study was conducted to evaluate the financial
Y-

perfgﬁce of Ghanaian ins @ée companies listed on the Ghana Stock Exchange

( d the Ghana insurance industry as a whole. The study compared the companies'
erformance using risk ratios, profitability ratios, and asset management ratios over five
ears, spanning 2009 to 2013. Annual audited financial statements and annual reports

of the National Insurance Commission, as well as audited financial statements from 2
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publicly-traded insurance companies in Ghana, were used to gather the data for the
study and were then quantitatively analysed by employing Stata (version 12) to Tt
a detailed analysis of the financial ratio by comparing the financial perfor

companies. Based on the research that was performed on the data thatﬂA@quwed it
can be determined that there is no statistically significant differmtween two
components in risk ratios which are claim ratio and technical emover ratio with
the profitability ratios of the two organisations, as Y-bet'veen the asset
management ratios of both companies. The consisten f th re terms of

statistically insignificant differences can serve as a fo tion for fur ‘es@ into

the significance of the impact of the insurance i S proffa ity'on tb\)?onomy

2.4.2 Risk-Based Capital (RBC)

RBC is a way of calc rqqu ed apltal necessary for a
reporting agency to finance |t g opera t|V|t@§%k|ng into account the scale
and level of risks. T Ass C|at| rance Commissioners (NAIC)
created RBC in 1992, im men E%:Lhe US property-liability insurance
company (NAIC@ 0999 5 ed in order to avoid insolvency and
observe the f st us of :lhsdzag\'ée company, NAIC deployed risk capital

measureE |c ar thefln raﬁéegulatory Information System (IRIS), RBC,

and th ial Analy IS and S\Bﬁlllance Tracking (FAST). RBC formula produces

t nlmum regulatory capl\l’that a firm has to hold to escape regulatory action.
ed on the formula, four degrees of level might trigger a firm: company action,
Oulatory action, authorised control, and mandatory control levels needed to be

controlled by the regulator and company.
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This was supported by Lazam (2012), that studied the impact of insurance
company listed under Kuala Lumpur Composite Index (KLCI) and Ma
Government Securities (MGS) in response of RBC implementation. The d@cted
from 2008 to 2009 is based on the company's financial statement use ulate the
Capital Adequacy Ratio (CAR), which comprised Total Capital Avm (TCA) and
Total Capital Required (TCR). She also conducted stress tests t WMarket and credit
risks as reduction existed in the portfolio's market value du Ri.t;e'(posure and any
shifting on the yield curve, respectively. At the end of th dy, s e‘?oqilded that the

o
insurer could freely alter their solvency rates based eir risk lev abd_ﬁﬁetites

without sacrificing obligatory requirements thr

C imp‘i tion, As a result,
NS

an 1@3. cent of the

the CAR ratio was observed as sound si

minimum requirement, and the stres& Esaant goo acts@%n the assets and
liabilities of the company. This stud@Sin th@?& ;@*CAR upon all takaful

N
operators operated in Malaysi the performance @@e takaful industry in the
N RN
future. ] S

A few variabl |§ifican inp dicting)the financial distress of non-life
j o‘u}f &)
insurance firms i:{@esia@ to DQ&D& Mahfudz (2017), and they are as
follows. The first of these is the i ed Ioei&&‘tio, which has a positive and statistically
g Mg g
ition; nsfra@(gzompanies with a higher incurred loss ratio
N

significant@ln a
will be mor, ly to'e 'Pce fin&ial difficulties in the future. Following that, the

a e and significant impact. Higher liquidity ratios (greater than 100 per cent)

& ate a greater likelihood of financial distress for insurance companies, and firm size
S

a negative and statistically significant impact on predicting financial distress in the

non-life insurance industry in Indonesia. Finally, insurance companies with large assets
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will be more likely to survive and have a lower chance of financial distress. Using the
logistic regression method, it is conducted on 63 samples of insurance compa

of which are experiencing non-financial distress and 10 of which are @cmg
financial distress.

According to Akpan et al. (2017), there is a scarcity of resear Wpltal -based
regulation and the performance of insurers in developing ma eNerefore a study
was conducted to determine the impact of capital struc %t:e 'performance of
insurers in Nigeria, both before and after implementing i e and the

results were published. The descriptive statistics used studyjwer eti t&@crlbe

the characteristics of the data, and the hyp eK |ng a two- -stage

estimation procedure for fixed and rando fe modﬂls, ectlv%\ ccording to

BC@Qfme than they did

the study's findings, insurers perform durlng th

during the RBC regime, with tech I‘OVISIO gt '\ferred funding option.
\
However, it is possible that th| d as% result of th ative influence of some
firm-specific and macroeco. ctols e, sIo owth inflation, and taxation
l

on the firm's operating%

Through nge f ma|I <Y (2019) investigated the need to
t

understand bet& capltCJ anagement for the takaful business,
particularly !gq@ of the soI nc{ and RBC requirements for takaful companies in
\

Malaysia. eorefical pracﬁ% aspects of capital management in takaful were
|scug|n the research, whl®és based on a review of the literature and published

S Accordmg to the study's findings, capital management is an integral part of the
ﬁ Il enterprise risk management of the takaful business. To improve the standing of
e takaful operator in a competitive market environment, it is necessary to improve the

prudence, cost-effectiveness, and efficiency of the takaful operation's management.
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Furthermore, because the takaful industry is a young industry that bases its operations

on Islamic principles, the takaful industry cannot afford to fail because doing s?ﬂd

result in a significant loss of public confidence in the industry. Therefor@tudy

may provide more insight into how the takaful industry should me erations'

solvency and RBC requirements. Y'

In addition to that, Tarsono et al. (2020) studied seventeen life inSarance companies
Yt.P mium Growth,

listed under the Indonesia Stock Exchange market affect

Claim Ratio, and RBC on their financial performances."§he dat vwcted from
@
. N
ompanies ﬁg@éd on
ce% e cod&'nies was
[ NPG,@;Z;] Ratio, and

RBC. Due to the nonexistence of a ndan or com eff@% the fixed effect

regression model has been selected %Cho@%m
did"not i

N
Net Premium Growth and Clai not i Iuenc&{@ financial performance.

2014 to 2018 through Insurance Statistics, of which t

the Financial Services Authority (OJK). The p

measured using ROA against the three inde
. He found that both

\ \\%
Instead, RBC was the only th aﬂT : N
zie mp

Apart from that, Lee (2% dth‘g agts of h@ve family takaful operator (FTO)

F &
performances tovw imp.e \tau n of§c Takaful (RBCT) based on several
the i tal 1

main sources tion(:\jéﬁich were productivity, efficiency, and

competitive %thm elati x(i;?s between these sources. He used DEA,
\
Malmq%&u
GLh:

ctivity. Index, (MP#H; and Panzar-Rosse (PR) to observe the impacts of
RB efficiency, producti\@dnd competitiveness, respectively. The data collected

\011 to 2016 is based on the annual report of listed companies with

G oeconomics data retrieved from the World Bank. At the end of this study, FTO has
r

oven to be inefficient in pre and post-effect of RBCT and lacks technological

—

productivity changes even though they can cooperate with its implementation.
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Meanwhile, competitiveness in pre situations seemed to be slow but had a jump in the

post-effect RBCT implementation. T
nies

Furthermore, Nasution (2019) studied the performance of fifteen insuranc@a

through financial ratios analysis while comparing minimum RBC achie y Islamic
insurance companies in Indonesia and takaful operators in MalaySia against the
minimum regulatory RBC requirement. The data was collected™through financial
statements from listed companies registered on OJK and mq year 2017. The
RBC was being tested using Mann-Whitney Test Differ Test rwgal ratios
d RBC vari Ie’is&ﬁ%%?eak
ies' insu comQ,X;ies were
\'ity and%ﬁ‘, which fell
qut@‘?, the balance of

q@etitiveness of Islamic
N

were analysed by regression technique. The study co

since the standard deviations observed in bot

quite high. Both are also indicated as less i d

under the required limit. For Malay %ul opera

assets, and return on investment ha@juge imp ‘he

insurance companies whereby pequit Qatio, fun@ance ratio have a major

effect on the competitivene }Mone[‘i

Because RBC (T) fr 25 are the
g ((,

conventional and ’@insm Iaysiéﬁand because they have an impact on

insurers in a vw wa i 't al. 623521) conducted a study to determine the

¢

efficiency, ivity, and mﬁet'&ii\;é)ness of life and general insurers and to

N

determi% iciegC ?Jctivi@nd competitiveness of life and general insurers.

A f urces, including the\d@érnational Statistics Yearbook, the BNM's official

%x and annual reports from respective insurance companies, provided the data for
h

Q ampling. The data was used to compute efficiency and productivity scores and a
ITA score, which was calculated using DEA, MPI, and P-R methodologies. According

to the study's findings, the efficiency and productivity of conventional insurers have
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deteriorated as a result of the implementation of risk-based capital requirements. The

risk-based capital for the takaful framework, on the other hand, has the opposit

of increasing the efficiency and productivity of takaful insurers. 0}

2.4.3 Intellectual Capital \;

Intellectual capital is called an asset, which can be efmthe accumulation

of all the intellectual resources available to an organisati at can e'use increase
revenues, attract new clients, develop new goods orfetherwise enhanée the ?&? The

number of employee skills, organisational processeSpand oth?r intangibles @ributes

NV
to a company's bottom line. q \ E X~

The early research discovered th @tua ital (1C) iﬁ@n important link

at C
in explaining that successful firms arg those‘tha re w che new dynamics
of firm competition by being % strike an ptlmekbalance between their

q %
employment of tangible and iM e resou roug@g(ploiting the firm's dynamic
N
capabilities in respondi dyRmism inithe e ilion (Wan Yusoff & Jantan, 2005).
The impact of IC on erforance n"e erﬁ(ﬁ}on the nature of the environment in

which the organi&gnNo era ! and.the sortQ/ usiness strategy followed by the firm.

N
A total of 180}% anki i;&*ittﬁ%’é, licenced insurance companies, takaful,
develop %ﬂhce institutions, agé[{)ck brokerage companies participated in this
ORI
™ j

ing to obtain resp@}gé from the respondents on the extent of IC in the

5
b &Q environment. The aa for this study was gathered through personally
—~

Istered questionnaires from a list of 183 licenced banking institutions, licenced
Ourance companies, and takaful, development finance institutions, and stock

brokerage companies, which was obtained from Bank Negara Malaysia.
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Alipour (2012) studied the profitability of insurance companies in Iran by
implementing intellectual capital. He determined the IC of those companies bw
VAIC and its relationship towards the profitability of those companies usir@@artial
least squares method. The financial statements data of active insurancef%nies have
been collected from 2005 until 2007. He used the gross profit of insuk@nce companies

to measure the profitability of Return on Assets as the depen anle. As a result,

he concluded a positive relationship between one of VAI ents, human capital
efficiency (VAHU), and Iran insurance companies' pro ility. H‘e\ﬁbdressed the
L

importance of IC and its components as a favo

procedur hjt.kﬁg;nce
0% i .Th'Q/‘%-t'udyfills
e

peru* nt iable@&gt the VAIC

score of takaful operators. \ é

Rehman (2013) als@gsied trﬂcgof CQ\nd its components of
N
Value-Added (VA) creation, %Ca ﬁal E 'c&encﬁCE), Structural Capital
iciency

Efficiency (SCE), and Capital E oyT % towards the performance of

the insurance sector in % by usi“n VAIC. He@d profitability measures of ROE,

‘&
Return on Investn@)l), @ gs Pﬁhare (EPS) as dependent variables to
cia

measure the fin rfor ' e da@v/as collected from Insurance Association

¢
Pakistan froig@to 2010, w h€ombined 21 life and non-life insurance companies.

companies must look upon to increase the profi

the gap by including Return on Equity as anether

NN
is stud ated VAIC had a significant impact on ROE while

CE positively correl with ROE and the ROI of those companies. He also
Loy

Xas an important indicator for optimising the efficacy of the insurance sector and

6 ating VAIC.
Joshi (2013) studied 33 companies listed under the Australian Stock

Exchange (ASX) market of their intellectual capital performance in different sub-

wn
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sectors in the Australian Financial Sector. The data was collected from 2006 to 2008
based on financial databases. He used the VAIC model to evaluate HCE, SCT,
and VAIC itself. The financial performance was measured using RO@e its
relationship between the IC components was determined using multip ssion. He
found that different sub-sectors have different VAIC scores. For example, due to the
higher rates of HCE, financial firms have a high valuation VAIC relative to banking
institutions, insurance firms, diversified financials, an %s.

I-lowever, VAIC

contribution is lower since insurance firms rely more o sic cWan human

L
and institutional capital. | _\C—}T
Stahle (2011) used data of 125 i innish’c ies J;Q)Ygstify the
validity of the VAIC model as the intellectm@ al in?ica and Ye~r the VAIC
da@as collected from
2006 to 2008 using financial staterr@%f thoﬁm‘ie 4 AE& result, he concluded
that labour and capital investm% notﬂave wrel% \with intellectual capital
based on the VAIC valu %ali 'tﬁfbe Qa‘ified with the existence of
X i 3

overlapping variables value €alcu tidns@ also figured out a meaningless
4 ¢ &
correlation betwee&snarke‘ \wexo the @panies with VAIC. Previous VAIC

results were comsidered in i due the isorganised cash flow entities and

!

¢

capitalised i evaluation of ru&urelcjapital and misinterpretation of 1C concepts.
bh

% N

en (201 ?udied&w intellectual capital affects general insurers'
productivity changes in Malq@r’using the VAIC model. He first highlighted that

value can be used to estimate a company.s Eaket value:

c xes facing obstacles that include spending extensively in IC are likely to be more
ritical in knowledge-intensive sectors, including the insurance industry, to sustain or
oost competitive benefit. The data were collected from 2008 to 2011 and retrieved

using annual reports of 16 licensed general insurer firms listed under Malaysian Central
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Bank (BNM) and statistical reports from BNM and Datastream. He first detected
changes in productivity by using the Malmquist Productivity Index (MPI)

Envelopment Analysis (DEA) and MPI with bootstrapping approach. T@used
ordinary least squares (OLS) and Tobit regression to determine IC' %ct on the
changes. At the end of this paper, he found intellectual capital (IC) sithly impacts
productivity changes. Meaning said implementation of IC for. ime companies in

the future would provide them with better productivity. z '

A study conducted by Syah Aji & Kuarniasih ( on e‘)wqd)f Islamic
L

was also Ii#@@gﬁ.
In%’ Iarm'é?i*nsurance

companies between the years of 2019 and 2 t Squ@‘(gLS) method

is applied in this study when it coN@ta analysisyThe @?‘ngs indicate that

intellectual capital had an |mpact comp E an ia(berformance with the

relationship between mtellectu an Qman erfa@cﬁ%nce allowing parameter

coefficient estimation of 0 5 and si @mflcance table 0.05=1.697)
Itrat tHat

with t-statistics of 46. demo

’ 4 $ &
capital a compa esses \be er tg_ﬁnancial success of the company.
Furthermore, a &tot

re tlé*'is evidence that only VACA and SVTA
are statistic esta

finance on financial performance at Islamic insurance fi

The data for this study were collected fro

more the amount of intellectual

'srfng& AIC construct for five years of observation

to Isla i nce.J é
7

revealed by the flr]\ of a study conducted by Nasir (2019), the VAIC

c nt has a significant impact upon return on assets, with changes in the VAIC
0

Q nent having a significant impact on financial performance, particularly the return
n assets of Islamic financial institutions in Malaysia. In addition, the other components

of VAIC showed a statistically significant link with both ROA and CEE when compared
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to the other components of VAIC. Yet, despite this, it was discovered that HCE had no
statistically significant effect on ROA. In terms of the influence of IC on ROE, th
discovered that VAIC did not have a statistically significant effecu}%OE.
Furthermore, HCE and SCE both contributed significantly to ROE, nly SCE
having a statistically significant effect on ATO (opposed to the otherYo)’ As a result,
this demonstrates that the relationship between IC efficiency and fir rformance does
not have a distinct direction. Furthermore, the IC factor rk.to

fhe analysts are

important in making investment decisions; nonethelesSithe tr itWasures of

L
ROA and earnings growth are more important th IC wvariabl lT @y‘s
findings also indicated a statistically signifi ociation een\h/Wnan and
structural capitals and bank performance b&ha} er statig@; significant
relationship between relational capital ing perfo ce. &

relationship between intellectu ance and the differences

Apart from that, Kweh et a@sLQ) also\ﬂmgt rese rch to determine the
g (cfor e
&
in the influence of I1C on firm per i
ownership. Approxim%; [ anies in Malaysia were studied

between 2010 and &{ It i a quantitative technique to verify

intellectual cap@othe ancial performance in this study. The
VAIC appr ISicoun d,.a tré p&r}i least square method is used to verify the
results. té%ﬂ;s offintel )ual c .t\l research are documented and assessed as data
thatﬂ&een discovered an (%;g:ded as the genuine state. Meanwhile, financial

r%\f'ng annually, such as balance sheets and income statements of funds businesses
n

Q he financial health of the most recent funds from insurance companies, has been
e research subject and is utilised as secondary data. The study found that firm

performance is positively affected by IC. It is critical in increasing firm performance,
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with HCE and CEE being more significant than SCE in terms of firm performance.
Government ownership, on the other hand, is averse to company success. HC
better in enterprises that were not government-owned than in firms that @}iven
Malaysia's strong political history, the report recommends that the gov t shift its
political attention away from corporate corporations and enhance its to increase
its performance. \,

A study conducted by Mohammad & Bujang (2019 melthe influence of
intellectual capital on Malaysian financial firms from ers ecwmely, the

oy

performance of intellectual capital and the impact o llectual capi Ibr&@ncial
performance, was also published in the sam he@ r thjs\gﬂm was
compiled from the audited annual reports 1 financiat fir Iistedé*x.e Malaysian

stock exchange, Bursa Malaysia, span@ears 201 Olﬁ‘mch served as the

basis for the study. The IC is me@% usingﬁ\MA @\odel, while the ROA
h es

N
model's financial performance.%/ere tﬂ/ zs:/é?amined in this study: the

first was that a higher valueﬁ;MAljr Sin a hi return on investment (ROI).
The second was that % E, a

organisation's fin@erfm e st ound there is a strong association
between MVAIE andfeturn'en i 'men&)%'(h a higher value of MVAIC leading to a
¢
greater retur &@/est ntj:?d&ioc,:ﬁ?e firms with higher levels of CEE, HCE, and
% NN
SCE m% rablg"conti tionsw&inancial success.
A\ >
S i

inancial Performance of Takaful operators

0 Financial performance is a statistical indicator that shows how effectively an

organisation can extract funds from its primary operating style to produce sales. Often,

o

>
(%2}

C ‘Bfo ide" beneficial contributions to the

s
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the term is used as a general indicator of the overall financial health of a company over
a given timeframe. In evaluating financial performance, it requires the WI
statement of a company. The financial record of a business comes in ter the
balance sheet, income statement, and cash flow statements. The terms aﬂ%res listed
in the financial statement are known as financial ratios. Financialgratios assist in
assessing the relative success of different financial metrics chanc,%r.' g the company's

financial stability. Financial ratio analysis includes cons in ratiws incorporating

different components from the financial statements in S to e‘t‘eﬂqi.dt’he firm's
assets and weaknesses. There are five key finz@ios which pr@vi?ity,
liquidity, efficiency, market value, and leverag 4 \,‘T

i aI.,u\Zhhat j,@h(yl;ied factors
influencing the financial performanu\haful ope : T@‘%tudy covers the

involvement of composite takaful O@Srs Iiste%\d&r%

2016 by using their financial st%.

statistical analyses such asmean ter1

and six independent v%s f prc:Ii or i t‘s.les{@(e level, equity return, company
iquicity an

size, underwriting pwre, T::} i gr.akaful dependence towards dependent
variables, whicha(stI. Then it 'icate@!t both interest or profit rate and retakaful
¢
did not sho ﬁ@t meanwhil al!rotlér?actors prove significant impact on financial
% NN
perforn‘% f é

sta (2016) studied se\ African banks listed as 2015 best banks on Global

This was proved by (lbr

\Lb Magazine using CAMEL ratings towards the banks' performances. The
@ lete financial statements were collected from 2012 to 2014 on listed banks. The
AMEL composite ratings that have been deployed in this study were based on fifteen

financial ratios under AlA's CAMEL for banking analysis which ranged from 1 to 5.
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This study used composite CAMEL components instead of ROA, ROE, and Net Interest

Income Margin (NIM) to evaluate the banks' performances since some previous

proved they produced inaccurate results. In the study, he proved the CA@thod

can be used to describe better financial performance since the compo in CAMEL
itself also consist of ROA, ROE, and NIM as the financial ratios. Hemund that all

banks show supervisory concern as measured in terms of asset quality, management

l

Muhaizam (2013) investigated the characteristi at de erw financial

L
Yw
ce business ]ﬂ_@hysia,

rew in 2%? and the

04 4o 2007. The@g:mation was
acquired through the use of investmen% |dI )/hich was to @ ure the financial

success of the various companies s@%. Profi \n(e?es a@tevels, equity returns,
N
company size, reliance on ret%r reiﬁ%ura ,qsol<'Q margin, liquidity, and

contribution or premium g \h&e sz ew of t etéharacteristics that have been

measured. All of whic% toava
well as a variety of omic andfi
performance of{% ta i ' i

statistical a &aoun th;t ar{et@('ajch as company size, reliance on retakaful,
and sol@%ginﬂreog\%ticallp@niﬁcam predictors of financial performance. In

additionjaccording to the findi\n@éll of the criteria included in this study, except equity

r%\b\/\/? ere statistically significant predictors of investment performance. Despite the
b

efficiency, and liquidity ratio.

performance of general Islamic and conventional i

using panel data from 2004 to 2007. The findi

research was conducted using panel data kom

& ce of takaful data because the business is still in its infancy compared to insurance
rms at the time of the research, the study's findings may provide significant insight

into the factors that influence the success of takaful companies in Malaysia. In this way,
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the elements indicated can be utilised to improve further the financial performance of
In an earlier study conducted by Kader (2010) to analyﬁ\h?zost efficiency

Malaysian general takaful and insurance companies in the long run.

2.6 Capital of Takaful Operators

across a balanced panel of 26 takaful insurers operating i ten?liamic countries over
the three years 2004-2006. For this study, Data Envelo An IysQ‘Ea was used

. . . : @ 3
to construct cost eff|C|ency scores. A second-stag oglit transform O? re Sion
m .\

model was estimated to investigate the influence pan*f tors on trﬁse SCores.
NV

\'eutlve direetors and the

According to the study's findings, the additi(Mf-no
separation of the Chief Executive Offic hai
efficiency. However, the size of th &f i torT
specialisation of products have a &mnledn uence on the%w)st efficiency of takaful

7]

N
insurers. This is due to the facw rger co |onsgf§i’n a better position to make
N

operational gains than allgcorpora ons cziusz@/ may draw on the expertise of

a larger pool of experienced‘and ﬂn@ cﬁ@.le executive directors. Furthermore,

cost efficiencies @ com@peci@ product lines rather than more varied

outputs, indic@at t ka%&r&rs @%‘ﬁot taking advantage of the economies of
scale to@les}p tential.“In Ition, it is discovered that the effect of the
y

regula ironment nof'st

€s do(QOt increase cost-

sL&of the firm, and the

2

tistically significant. As the researchers claim that this

o

()

IS Mst study of its kind to be conducted specifically on the takaful insurance business
S, the findings of this study are significant because they have the potential to
influence commercial and policy decisions and can serve as a groundwork for future

research on the takaful insurance sector.
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In the same study done by Lee (2019) about determinants that affect the
efficiency level of takaful industry in terms of cost efficiency and technical e
with how takaful operators' specific factors also impact the efficiency le data
comprised of 11 family takaful operators and 8 general takaful operatoésgw the year
2011 until 2015. Two-stage Data Envelopment Analysis (DEA) am%n‘el regression
have been used to gain the score on each operator. The dependent variable used was the
Nl

DEA scores. Meanwhile, the takaful operators' specific fac he independent

>

variables. The study concluded that general takaful opekators bt‘ﬁ'k\kgcost tha
L

family takaful operators. However, the specific fact

relationship to takaful operators' cost and techni

While Muhamat et al. (2020) used4guesti

>

aiu?s to~elicit f@b ck from the
fund managers of 11 takaful operatwaalaysia a the@‘mence of takaful

products on the takaful operators' ir@S\ent stra\tsgﬂd ,Kda\railability of financial

N
market instruments to support L%tegi&, the pespon ere recorded on a Likert

&
scale ranging from 1 (str@sag[ 0 (stro%nﬁ agree), with a score of 3
e

indicating that particip uncertain agout th@'opinion of the topic discussed A
’ 4 ¢ &
descriptive analy,s% perf‘) \!\o thgeedback, followed by the use of a
nonparametrict% an [
¢
between res oq@(rom ener
enterpri$

scalg&ﬂng from 1 to 5 ar@"ected. The Delphi method is used to develop the
r S& question for the questionnaire by sending the draft of the questionnaire to the
xEr

ts for review. Based on the survey findings, the policymakers are satisfied with

Ut Stsft{) see whether there were any differences
tafaf{lit;asinesses and responses from family takaful
NN

art gf the guestionmaire development process, responses on a Likert

eir current products and the return on their investment. However, it is necessary to
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make continuous improvements to ensure that the products offered remain relevant and

2.7 Conclusion
Based on the previous studies, this study will use claim J intellectual

capital, ROA, and ROE to evaluate the performance of ta uIWors. Many studies

that the revenues generated are long-term in nature.

have proven the effectiveness of using ROA and RO aluate @ability of
takaful operators and the company of other big in$ Due to'the sfa I qﬁgn)&;'/ of
t

takaful operators in Malaysia, it is important to a:

heir }in nci perf@ance in

order to improve their operations better than conventio

N
M ey dg not have many
competitors yet. \%V

&




