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ABSTRAK

Industri insurans memainkan peranan penting di dunia terutama di negara &Owdustri
a

ini dianggap penting kerana berfungsi untuk memberi perlindungan k engguna
dan juga operasi perniagaan dari sebarang risiko. Takaful yang semakin popular di
sektor insurans mesti mengekalkan pertumbuhan pasaran yang baik.%u, kajian ini
bertujuan untuk menilai prestasi kewangan pengendali takaful melalui Aisbah tuntutan,
modal berasaskan risiko (RBC) dan modal intelektual terhadap duahisbah keuntungan,
laitu pulangan asset (ROA) dan pulangan ekuiti (ROE). Kaji rdilakukan dengan
menggunakan set data panel dari 15 pengendali takaful terseharai'di Malaysia sepanjang
tempoh tersebut 2015-2019 dan data sekunder yang di diambil dari penyata
kewangan yang diaudit oleh pengendali. Hasilnya di eh de gWra nisbah
tuntutan, tahap modal minimum yang diperlukan dalam modal berasask iko (RBC),
skor modal intelektual tambah nilai (VAIC) dan pera tahap pulangan rss OA)
dan pulangan ekuiti (ROE) setiap pengendali t daa‘p\hnel dan
korelasi Pearson digunakan untuk menentuk an yang nisbah
tuntutan, modal berasaskan risiko (RBC) dan“sko bah nilai
(VAIC) terhadap keuntungan pengendali takaful,Hasi enunjukkan
bahawa dana takaful keluarga mempungi ah tu ang,lebih tinggi yang

menunjukkan keuntungan rendah be a@‘am. Hasil modal
berasaskan risiko (RBC) juga menyolio%k | baik daripada kebanyakan
takaful keluarga dengan memenuhi gahap mod r%ne %an 130% seperti yang
dikehendaki oleh Bank Negara % sia (BN I skormodal intelektual tambah
nilai (VAIC), kebanyakan pen i 'ukl@c}kor VAIC positif yang
bermaksud mereka dapat me an se asu syarikat yang membawa
kepada pengurusan yang cern?e&m. pulangan asset (ROA) dan
pulangan ekuiti (ROE) r mir: positif yang menunjukkan
kebanyakan pengendali ta keluar d@t menjana keuntungan yang baik
dengan menggunakan tahap sumber® ad" Implikasi kajian ini dapat membantu

masyarakat mendapatkan gamkr)r \aq lebih jelas mengenai pasaran takaful Malaysia
dan seterusnya b pengendali takzéy e arah peningkatan yang lebih baik

—
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ABSTRACT

N

The insurance industry plays an important role in the world, espec ﬁf) well-
developed countries. This industry is considered crucial because it funetions to protect
been

people and business operations from any risks. Takaful, which ha rowing in
popularity in the insurance sector, must maintain good market grovvtw&, this study
aims to assess the financial performance of takaful operators thrgugh claim ratio, risk-
based capital (RBC), and intellectual capital towards two profitakﬁu,atios, which are
return on asset (ROA) and return on equity (ROE). This stud onducted using a
panel data set of 15 listed takaful operators in Malaysia ‘Ower period 2015-2019;
meanwhile, the secondary data was taken from the financial
statements. The results were obtained by computin minimum
capital level required in RBC, the value-added intel scorey-and
percentages of ROA and ROE level of each takaful ata r sion
model and Pearson correlation were used to as'weM. as the
relationships that claim ratio, RBC, and VAIC

operators. The result of the claim ratio showe s a higher
claim ratio, which indicated low profit comparedrto gene . The RBC
result also supported general takaful bettér t i fym y fulfilling the
supervisory target capital level of 130 g @l alaysia (BNM).
As for the VAIC score, most of the ;& ive VAIC scores,
which implies they are able to fully utilize the a?

outstanding management leader ardshi .%e age Is of ROA and ROE
showed positive results, indicaﬁé ya negglkaful operators are able

n i |

rces that lead to an
t
to efficiently generate good prefit g rces ; . The implications of this

study can help the public obtain aselean alaysian takaful market and
further assist the takaful ope tow ment in assessing their future
performance by applyi ellectu

Keyword: Insurancey,Takaful, G
Value Added Intellectu apittll, Return on @ets, Return on Equity
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CHAPTER I: INTRODUCTION T
1.1 Background of Study v

This chapter will discuss the concept of financial perform@:rowde brief

explanations on the structure of the insurance industry bei ed in Malaysia. In
addition, it also reveals the importance of perfor evalua ol1 in Malaysian
insurance operators and the methods that have been generally sMsuw-the
financial strength of insurance companies. ' ‘b

One of the crucial aspects of flna@! or ;Ace is‘to de eﬁ%e the overall
meggcise, this measure

financial condition of a company over a g per jod. T
IS used to observe how effectlvel an'Y s as rom its main business
source and generate revenues rowth helcom @%’hls indicator can be used
generally to compare relate anleiwnh the ndustry or group of industries

l
or sectors. In order to measure financia oﬂh e, the primary instruments that will

be used by flnan I analys @nmal ments such as cash flow statements,
\

income state t , ba nge sheets. lBy ing analysis towards financial statements,

financial I n be De'ryd S&s’ the performance and highlight comparative

judge ards a c Jy Tw'flnanmal ratios are classified into five categories,

ka iquidity, solvency, € \cﬁ?mency, market value, and profitability. A company’s

%al success is critical for gaining analysts’ interest, financial analysts, and other

Oporate management. Therefore, a complete evaluation of a company’s productivity

and financial soundness can be determined to maintain good financial health.



The insurance industry plays an important role in developing countries by
serving as an intermediary and financial services provider. Insurance also acts a?ﬁ%
management tool that provides protection against possible risks such a@cted
financial losses. Generally, insurance can give protection to everAincluding
society, industry, local authorities, and government. The governmenifitself invests a
greater insurance fund in its shares and securities in supporting 'tsMial status. From

e

an economic point of view, insurance makes it possible fo z]nd capitalists to

avoid saving capital when an emergency happens as only hwy a fixed
®

amount called a premium to obtain financial secu

owards coyered [Qg\ The

insurance industry is indeed a crucial mech

at @ p a@ﬁersistent

e safe@gl:]dustrialists
onitéﬂe productivity of

observation, especially by the central bank, % i

and society from unpredicted risks. HMD

the insurance industry in growing s@'sable fin \ak%

N
The origins of insurance%ysiagre fr e meéféval era between the 18th
&/
i erage ho

ct @ country.

se%were working as brokers of

and 19th centuries. Back t@lsh t

insurance providers r% in thf‘ nit ’I{in@m. The nation encountered the
&

formation of a few w insu;‘i::\'?mo iderﬁuearly 1960 but encountered an early

shut down due tQ inadequa 'nd lignited technical basis. The government then
¢
intervened i G@sura e Ac 99'6, (ﬁi%h brought several important improvements
NN
to the regulatoty strugture trengt@ﬁng the industry’s management and supervision

in Qof organisational @inancial control, accountability of policies and

p es, and policyholder security. The insurance industry has been regulated by

G Negara Malaysia (BNM) since 1988. Alias, Hussein, and Mohammad (2012)
at

ed that the insurance business in Malaysia is the main producer to the major

contributor of economic growth. Here, the services sector subsidised about 20.1 percent



of the sector’s output in 2011. Moreover, financial and insurance services seemed to
contribute the third highest in the GDP composition by sector for the year Zowﬁe
top contributions were made by wholesale retail, accommodation and res@, and
manufacturing sectors with both 21% each (Bank Negara Malaysia, 201*
Commonly, there are four categories of insurance undertakings in Malaysia,
including life insurance, general insurance, takaful insu nNd reinsurance.
Conventional or general insurance is a contract agreeme m fwo parties, the
insurer and insured, whereby the insured will pay a negotiated p yw‘mium) to
the insurer in order to get compensation or coverage ms of mon inﬁe@%hen

risky events occur (Ferguson, 2006). This type of. nce inV sk tqﬁﬁers from
Y.

i suran@!)rm in which

IKGXShariah. The pool of
N

Kms s@itted by participants are

compensated out of the t Mnd. ingé@consideraﬁon future claims
estimation, the remair% us willi be z}réd@ether among the participants. A

4
takaful operator i;{&ged to e fugwho runs the operation commercially
as a business venturefer profit. akaf@{dustry in Malaysia is regulated through
: L R
the Takaful 4. There a tvfo [{IJ ry products available in Islamic insurance,
enera

N
| and fami } takakhnsurance, while conventional insurance offers

the insured to the insurer. Meanwhile, takws, n Istami

participants contribute money to a pod\%. This is
liability or injury with regards to @5

donations received creates the

ge d life insurance pro mESs’(Omar etal., 2012).

n
%\i\s financial performance is the key indicator to maintain strong financial
& lopment in a country, there is much relevant importance towards many sectors in
ssessing the financial health of the insurance industry. Besides securing an

organisation or society from any losses, insurance also serves as one instrument in



investment. Investors must allocate their investment funds in a worthy market to
guarantee profitable returns on their investments. Within a healthy f?ﬂl
performance of that insurance company has, investors will be confident en@nake
higher and risky investments. Other than that, society is more likely to ir trust in
an insurance company that provides affordable and adequate Y'ge for their
wellbeing and financial needs against those unforeseen risks. regard to this
convincing matter, the society will first survey the fin kz;f(]rmance of that
particular company to avoid any complications in the fu as th in a company
is responsible for risks insured. The performance of urance co art/ @oost
up when many people are insured under it, so | nti I p staQ/mmanual

performance. o\ é\‘r
In order to assess the fmanualw of insura om@fes many popular

methods have been widely mtrod @) eﬁ?f @ethods that analysts,

investors, and Central banks co use e by pdem g various kinds of rating

techniques, financial ratio }B N t m Gé h Claim Reserve Ratio, or

Risk-Based Capital (R% ewor lef ent m@'lods exposed different outcomes

:
and interpretations Q{he fin \Ppe form of that particular insurer. Altman
(1984) also conducted a s

distressed ¢ h alanc

betwee ial rafi the p&ablllty of a company loss through regression

% Besides, the msur@company must also consider net premiums written

ratlo Net premium is written to reflect how many of the company’s premiums

gV téﬁé financial ratios derived from certain

J‘

shgetsc and accounts. He examined the association

ts to retain for liability presumption; meanwhile, the claim expense ratio justifies

ow much total the total collected insurance premiums can cover incurred losses.



RBC is a method of determining the required amount of capital necessary for a
reporting agency to finance its overall business activities, considering the scale awwl
of risks. RBC restricts the level of risk a business can face since it applie@jmcept
greater amount of risks comes with a greater amount of capital that iness entity
must hold. RBC formula has been developed as an analytical rrmto support
insurance authorities in analysing its financial status. The level fMd capital varies
in different countries as set up by the insurance associatio m ral bank in that
particular country. In Malaysia, BNM imposed framew for b tw‘ional and
takaful operators to assess the amount of capital the t reserye i d}r @r‘z\:ive
during any financial crisis. The level of capi

T

Whichever insurance operators do not fulfi‘w el oﬁcap requl@X;/ BNM will

is s@?&t 130%.

undergo stricter supervisory actions or‘estructuring mea . é
Other than that, intellectual @sl is ar@;cwni 9@‘&[ has been a hot topic
[ i

N
nowadays as it can help improv%any’s fina a}pez;@ance. Intellectual capital

is the ownership of employee 0\] rtiseébusiness training, or other

>

proprietary informatio% provide a ?be@ advantage for a corporation or
4

organisation. In co ison, a

human resourc‘g\ Id
[

!
concentrated expertise and recr m‘gnt

ent t illing to optimise the utilisation of
systﬁdc roadmap for the development of
@“s?aff, yet simultaneously turning it into unique
NN

potenti%' s. The.va J,of de@ping intellectual capital is extracted through a
remarkahle recruitment proce@d also a profound commitment to employee training.

\sts are perceived to be the expenses of recruiting and training, and hence the

@ et is regarded as incurred.



1.2 Problem Statement

Takaful is now becoming a popular interest in the insurance sector \Q I

It has already been accepted and yet is promoted for both Islamic angcﬂj

countries as a substitute for common conventional insurance coverage. t takaful

slamic

businesses are corporate institutions, extremely similar to insurance prZiders, and they

sell identical products. Therefore, they ought to keep competi ith well-established
insurance providers, and even though working within the i struqture, they ought
to be profit-oriented corporations. However, the tak 0 rN aysia

N
confronted fundamentally different constraints a@ to the/se i(’n _thhkaful

line business, either family or general, as man?ﬁyt ISlarmi inarrsi;-'Services

T
evalut?[heir financial
N

requ that the financial
A

alysed. According to

Act 2013 in 2018 (Mohamad et al., 2017). Si dat

performance is in a composite form OM s. It is hi

information reported in the takafu %or’s @\brego
o v,
e

their area of business, in orw mpr: the aﬁaﬁ@dustry’s performance by

acknowledging which facto?ay mfl’enc h fa and general takaful business
[
in a positive and negat%. # 2 4?

Data pem@ insu‘anc s’ finaficial stability has become a collective
asset that uItimM)e efits a fds&ssing financial performance takes a level
¢

of skill WhQ few/insurance=fir s’ha‘g@JThis study chooses claim ratio as one of the
b

approac%

na ancial performances&'ue claim ratio is another ratio that is among the most

@ate for the insurance industry to keep an update since the claim is one of the
parts which can significantly impact the insurance industry’s financial circumstance
Feinman, 2015). Therefore, it is important for takaful operators to carefully consider

how takaful claims will be affected specifically since the regulation separation of

sed
g

ause h st cor@?n method used was financial ratio analysis to

o))



business lines has been authorised. It is an urge to discover the factors that contributed
to the level of claim ratio in terms of family and general takaful to avoid an

regarding fraud in claims or illogical coverage protection, which may caus(%\cit in
their takaful funds. With regards to consequences, if takaful operators ill unable to

resolve this issue, it could have a long-term impact on the firms’ promty owing to

large claims, unappealing coverage as a consequence of incregsMing, and loss of

RBC is a well-known factor that needs major ¢ mb twerators to

consumer trust (Muhamat et al., 2017).

X
allow them to operate according to the minimum so y regulatio m‘dg@Bank

Negara Malaysia (BNM). This study selects ano% : etl@-since the
RBC formula has been developed as an%anal |caITet to 5@3;[ insurance

authorities in analysing its financial tus!)l his fact 0 @ﬁes them to gain
consumers’ confidence in their abi% give co\ge%r @ %ﬂ against unexpected
ﬁ Y N

losses. A higher RBC ratio conl%s bet@r marke shwﬁlce takaful operators can
easily spread the advantag %(afu’ msurance p@on, which then will lead to
good profitability achi%wz (Nasution al'., 2@9). However, failure to maintain

4 n‘&,

the minimum RBC feyvel impo‘; M, h is 130%, will lead to supervisory
action taken tov% operati ' takadﬁbéperators. Thus, they will be considered
[

incompeten S@ecas the t(ﬁtiﬁjgsses emerging through asset or liability
X >
Y-

alising the relevancK intellectual capital to a company as well to a country
‘@!fit generator, there are certain problems that seem to be questionable. The
reation of calculation frameworks that better describe the intangible preferences of

nancial institutions which represent values overlooked by existing accounting

management. g

A\

practices is among the major concerns. Although physical capital is vital to successful



