=~

THE EFFECT OF FINANCIAL RATIO TOWARD THE PERFORMANCE OF
FINANCIAL SERVICE COMPANY OPERATED IN MALAYSIA

WELDHA MATTHEW
2016326655

BACHELOR OF BUSINESS ADMINISTRATION WITH HONOURS (FINANCE)
FACULTY OF BUSINESS ADMINISTRATION
UNIVERSITI TEKNOLOGI MARA KOTA KINABALU
SABAH

JUNE 2019



ACKNOWLEDGEMENT

In the beginning, | found many difficulties to start my final year project. | could not even
find a suitable title or topic to be researched. While conducting the research, | faced a problem to
understand some of the terms, analysis and fluently to interpret the final result. Without
guidance, it almost impossible for me to complete this final year project’s writes up. For these
reasons, | would like to record my appreciation to some people who make of possible to
complete my project paper.

First, I would like to express my deepest gratitude to God, because the blessing that been
given along my practical with health, patience and strength to complete this project paper.
Follow by my parents who finance and always believe in me and give a space for me to do my
assignment. | also like to giving a big thank to my sister and brother in-law Datin Yasmine Jane
Binti Abdullah and Datuk Haji Khan Bin Haji Mohd Akram Khan because give me an
motivation and financing me all my expenses along my study and during my practical for this
degree without her | couldn’t be done as far here.

Next, 1 would like to give my deepest appreciation to Dr. Jasmine David as my
supervisor for my project paper. Thank you so much for your guidance to complete this final
project paper and the SPSS software apps and also give an advice how to conduct this project
paper in a proper way. Include the staff in UMS Kota Kinabalu branch. Thank you for giving me
a chance to use the DataStream to find the data of my research.

Lastly, big thanks to Mdm. Aimie Dinsin, Mdm. Norliza Bt Dzulkifli, Miss Syazana
Mohd Azmi and Mr. Geordie Sinti as my boss during practical in Jabatan Audit Negara (Sabah).
They give me permission to meet my UiTM supervisor or thing that involved with my project
paper and also my friends especially Adriano George who like to share knowledge and support.

| am grate to be able to complete this final year project.



TABLE OF CONTENTS

TITLE PAGE ... oottt bbbt n e abeene e [
DECLARATIONS OF ORIGINAL WORK ......ooiiiiiiiiiiciii s i
LETTER OF SUBMISSION ..ottt ii
ACKNOWLEDGEMENT ..ottt 0\
TABLE OF CONTENTS ..o s V-Vii
ABSTRACT bbb viii
LIST OF FIGURES ... s X
LIST OF TABLES ..ot X
LIST OF ABBREVIATIONS ..o s Xi

CHAPTER 1: INTRODUCTION

1.0 INEFOUUCTION ...ttt et b bbb ettt 1
1.1 BACKGroUNd OF STUAY .....cueiuiiiiiiieieieiere ettt 1-2
1.2 ProbIem SEAIEMENT......c..oiiiiiiiie bbbt 2-3
1.3 RESEAICN ODJECLIVE ...t 3
1.4 RESEAICN QUESTIONS ....eviiiieieciec ettt ettt e e e e s be et e s reenbeesteenaenreeeeenes 3-4
1.5 SCOPE OF STUAY ....eeiieece et e st e e e st e e s be e teeaeesreenneenes 4
1.6 LIMIation OF STUAY .....cvoiuiiiiiiiiiieie bbbt 4

1.6.1 The INformation Of data ............cooeeueieiiricee e 4

1.6.2 Data collection and @NalIYSIS .........cccceveeuereueieeieieceeeeeee et 4-5

1.6.3 TIME MANAGEIMENT ......oovieiiieiceiietetette ettt sa et ae s s b se e s sens 5
1.7 SIgNITICANT OF STUAY ....ooiiiice e e e e 5-6



SO TV (T T 0] T YR 6

CHAPTER 2: LITERATURE REVIEW

2.0 INEFOUUCTION ...ttt b e bbbttt b e bt et et e b et et s b et e eneeneeneas 7
2.1 Trade-off theory and pecking order thEOIY ... 7-8
2.2 The relationship between risk and financial services performance...............cccoceeeveveeeeeccenenen. 8
2.2.1 Relationship between current ratio and firm performance (ROA) .......cccccceevvvvvnnnee. 8-9
2.2.2 Relationship between total debt ratio and firm performance (ROA) ........ccccceuuee. 9-10
2.2.3 Relationship between dividend payout ratio and firm performance (ROA)......... 10-11
2.2.4 Relationship between debt to equity ratio and firm performance (ROA).................. 11
2.3 TheoretiCal fFrAMEBWOIK ........ccciiiiiiiieies ettt sennns 11-12
2.4 HypOothesis AeVEIOPMENT......cc.i i 12-13
2.5 Chapter SUMMAIY ........oiiiiiie ettt te et et e et e s s e ste et e e seesteesteaseesteeseeneesreeaeaneennes 13

CHAPTER 3 DATA AND METHODOLOGY

K30 111 0o 1 od 1 o] PSSR 14
TN A B L 7 o (1Yot 0 o o [PPSR 14
3. 1.1 RETUIN ON ASSBL.....iiiisree ettt 14
3. L2 CUITENE TALIO ..ottt ettt s s nnnns 14
3. 1.3 TOtAl DL FALIO ... 14-15
3.1.4 Dividend PAYOUL FALIO .......c.eveveveveieieieieieieeeeeeeeee ettt s ettt sesesenens 15
3.1.5 DEDL t0 EQUILY FALIO......c.ceeieieeeieieieieieiete ettt 15
3.2 Data sources and data collection Method............ooeiieiiiiinn i 15-17
3.3 MeasUre OF VariabIES .........ccoiiiiiiieee et 17-19
3.4 RESEAICH TESIGN ...ttt et e et e b e et e e be e e aeeanre s 19-20
3.5 SAMPIING UESIGN ...t bbbttt bbb bbb e 20

Vi



ABSTRACT

Every company aim to gain profit. The purpose of this study was to examine the effect of
liquidity ratio, capital structure and dividend payout ratio on the performance of financial
services companies operated in Malaysia. The total of sample used is 61 companies such as
banking, insurance and other financial services in Malaysia during 2013 to 2017. SPSS software
was used to run the regression analysis and test the Pearson Correlation to examine the
significant result between financial ratio and firm performance. Result showed that current ratio,
total debt ratio and debt to equity ratio has significant effect to return on asset. Meanwhile,
dividend payout ratio has negative relation with return on asset. In conclusion, liquidity ratio and
capital structure has significantly effect on the performance of financial service companies

operated in Malaysia.
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