operations, the focus on human resources and talent capabilities is critical to fostering
business success. According to Bontis (1998), the growing influence of human I
is among defining characteristics of the modern economy, which has @g@ined
considerable attention from influential factors such as economic rivalfy.sQne of the
components in intellectual capital, which is capital employed, significantly influenced

the profitability of financial institutions (Bontis et al., 2000). If Misation does not
zlg

understand the importance of its intellectual capital, it e in unfavourable

workforce recruitment activities, creating an outlay Ofivalue w could be

L
recommended that intellectual capital seems in orc@e become s*n&ﬁé‘g)ect
to encourage enterprises to improve their perfor h% jally i@'industry
that acts as a major contributor to the Malaysi rzim\y ( msudi@g[, 2013).

As the insurance industry ac bey contribution f e service sector

towards Malaysia’s economic grow% ﬁnar@\g;r\fg’m n&?\rf insurance operators
in Malaysia must go through %ing inspecti min<0'§5for the insurer to give
constant protection for oth %du ﬂﬁz n?éectors in Malaysia. Hence it
is essential to assess i@:)mpa[es’ ro‘ﬁt‘a@ty. The most effective ratios to

4 "4"\/

measure the profit N'tqindef rn cigéssets (ROA) and Return on Equity

jab)

(ROE). Both ar% st ctitic 'trics (bJ%étermine how successfully a company’s
¢
managemen &@s fulfilling efur*ﬁtj of managing the resources entrusted to it
N

asa 4 allo INVestors 1o calculate now management uses its
Masa’déh et ak, 2015 I tors to calculate h t t

asschapital to create @é revenue, while ROE acknowledges how their

i \hents produce revenue. If ROA is stable and the leverage rates are rational, the
G ger will be able to make great investment returns for shareholders upon strong
OE. The importance of both profitability ratios is that a robust ROE is a significant

predictor that management seems to be doing an excellent work of earning profits



through stakeholders’ capital provided ROA is healthy as well as credit ratios are
appropriate. The ROE implies that management is offering investors higher-goovue
for money. On the other hand, a strong ROE might offer investors a misleadi ture

regarding the business’s prospects if the ROA is inadequate or th isation is

massively in deficit. Q

Many prior pieces of evidence either analysed family or a general takaful line
tzllty

of business. The reason to study the relationships between atios and RBC,

VAIC, and claim ratio is that these factors are the m ontri UW have big
| ]

impacts on insurance and the takaful sector. Whe@n ratio focuses I)n _f;claim
ir ca

paid level, RBC as the main indicator to presYW i @ : a@AIC can
improve both management and knowledge % us thi icates I@&Yt.hree factors

highly influence the profitability of K 5u|>r insuran mp@%. Therefore, this

study fills in the gap by discovering &Stors suc\m&m a,tqQ, BC, and intellectual
":: y N
capital that will significantly in%x rﬂ i

e fi

terms of ROA and ROE in_orderrfor ul”eperat o realise the importance of
t ood pr

considering those fact good profi bil‘ty@ievement.
L7 &

7
v
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1.3 Research Aim

This paper intends to analyse the effect of claim ratio, RBC, ROA, arw

towards takaful financial performance in Malaysia since such factis%.l\d be

considered in order to maintain their performance without experiencing“significant
financial difficulties. In addition, this paper also aims to investigate fgher the impact
of intellectual capital on the performance of takaful operators ve sustainability

in various aspects of the insurance industry. '

.o

| O
1.4 Research Objectives

4
\f \/‘T
1) To compute the financial pe@ ce ope@n Malaysia
through Claim Ratio, R\L% [ iIittg&io approaches.

2) To determine the retionshlp b ai /@u’o, RBC, VAIC, and
takaful operator%ml pfofitability thr \Pearson correlation.
i [

, an

&

0, R@S and VAIC towards takaful

operato ﬁnaZial profitabilj us@nel Data Regression.
LA

3) To analyse the e of
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1.5 Research Questions

1) What are the values of Claim Ratio, RBC, VAIC, ROA, an @f
takaful operators in Malaysia?
2) What is the relationship between Claim Ratio, RBC,.a%AIC and

financial profitability of takaful operators can be determined?
3) How does the Claim Ratio, RBC, and VAIC A@ROA and ROE
of takaful operators in Malaysia? é

Iid.v
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1.6 Scope and limitation of the Study

The coverage of this study is listed companies of takaful operators un ew.
The data from annual reports during the year 2015 until 2019 were collect %S tudy
will evaluate analysis performance using Claim Ratio, RBC, and VAI&h means
it will derive outcomes based on their financial statements. Then, pro&c;o panel data

analysis in order to determine whether claim ratio, RBC, and i al capital have a

significant impact and relationship towards the financial pr ility oI'seIected takaful

operators. Besides, as intellectual capital will also be and it es qn_the

N
company’s internal organisation, it is important@w its imp n‘ coké?anies’

performances other than reports on figures. Yv

However, there are still IimitatioEWs stuay. Thi reseaﬂ% relates to the
f e in@nce sector only.

@egistered as licensed

mance of

Sy

Basically, there are a total of 15 t kﬁd’perato t have
0 e,
financial institutions under %ﬁw er, inJthis s@y, they will be analysed
X
r

analysis techniques for the financia

according to each type of fl?u he natureof itheir gsiness so that the performance

evaluation can be obse%a cleare‘;u.‘;lj Izigre, for takaful operators who run

families, takaful b Mconsifts\r opera@’meanwhile general business consists
S

ihe d@o compute RBC in 2019 are insufficient,

/Y

we shortengeythe RBC computa 'on’ f@eneral takaful funds from the year 2015 until
2018 or& fr&nﬁw&? e L@alues based on the shareholder’s fund of each
tak; rators’ financial sts@wnt. This is to standardise the computation of their
rofitability using ROA and ROE as some values are not available if it is based on the
of funds. This also applies to the computation of intellectual capital, as it involves
some management expenses such as employee cost, depreciation, and amortisation,

which are only available based on shareholder’s funds. Moreover, to avoid any
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insignificant result in regression analysis, only 3 out of 6 general takaful operators have
been selected along with all 15 family takaful operators due to containing suffici?ara

on all three factors, which are claim ratio, RBC, and VAIC for the five ye% d.

'
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1.7  Significance of the Study

This study is worth conducting as it can help insurance companies, inw,
bankers, and analysts to get a clearer picture of the Malaysian takaful m %;urrent
status by running a proper and thorough analysis of their financial sta‘te%ts. It also
helps researchers or rating firms to discover whether the VAIC is usevm evaluating
the performance of insurance companies so they can apply andi e this method in

the future. This research also helps students and business hat 'are interested in

N
common fi n(‘aj_ﬁfaicator

\" N

research on this topic whereby financial perform

finance or insurance to get better knowledge and to gui mi M(‘Jal v%Jlure
é’s?

that has been widely used.
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1.8 Research Flowchart

N

Objective 1: To compute the financial performance of takaful

operators.

Methods: Claim Ratio, RBC, VAIC and Profitability ratios

N,

Objective 2: To determine the relationship between Claim Ratio, RBC,

VAIC and takaful operators’ financial profitability

Method: Pearson correlation

ST X
NOLS.L

rd

Objective 3: To analyse the effect of Claim Ratio, RBC and VAIC on takaful operators’
financial profitability
Methods: Panel Data Regression, Chow Test, Hausman Test, Pooled Ordinary Least Squares
Breusch-Pagan Lagrange Multiplier (LM) Test, Classical Assumption Test, Panel Corrected

Standard Error model and Feasible Generalized Least Squares model

l F glf'l:@vs)earch Flowchart
N
xv);u >
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1.9 Conclusion

In conclusion, basically, this chapter explains the background of thWy

related to the insurance sector. We also provide some information abouf| @ncial

performance of takaful operators and the challenges that have been facedwcurrently.

m gtio, RBC, and

performance of

Next, the study of our research relates to the application of Clai

intellectual capital methods. Thus, the problem statement desci

takaful operators and how we are going to assess it using eth(ids. Besides, the

research questions and objectives are related in order to

lete the acc%ging
to the main objectives. Even so, this study still e ters some limitations ﬂ{ o the

4 b 3§

availability of data in each company’s financial ent ~N

V4
s
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CHAPTERIII: LITERATURE REVIEW T

2.1 Introduction Vv

In the previous chapter, we have briefly introduced theQKdy, the readers.

Therefore, information on the insurance industry, the str ctuvmaviour of takaful

insurance, and the factors that affect their perform be@?d in this

chapter. In addition, this chapter also consists of the ieators ‘andytheir
S

impacts on the takaful industry, respectively. Next; eﬁbrmance

q?hat will be

used in this study will be explained in thi@'.

2.2 Overview of Takaful O% in Malaysi
The nature of the i X business I div@nto two types, conventional
[ z

insurance, and Islami Ies-bz:§ d, t ?‘hl, ich is led by the conventional
insurer and takafu'@)rs, er y. B(ﬁgﬁ!ms are under Bank Negara Malaysia
(BNM) supervid{ M lrisk- h%'d supervisory strategy for insurers and
takaful to ensure the int gri‘ d f'inanal soundness of the insurance industry. Risk
analysis@and riSk man@a )evalﬂ&n perform the essence and level of the insurer's

supm&/ operation. BNI\/\Cu}e's different approaches to ensure the insurance

co\ay‘s financial flexibility and better secure the policyholders, including issues
Qwu elines, imposed regulations and set frameworks on assets and liabilities valuation,
olvency regulations, and risk management practice to observe conventional

performance insurance and takaful companies.



