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AGW608 - CORPORATE STRATEGY

Time: [3 hours]

INSTRUCTION: _
Please make sure that this examination paper consists of 15 printed pages before you
' * ) ) .

er questions 1 and 2, and two 6thérs.
1. Read the accompanying case study and answer the following questions:

a. What are Cosmic’s present strengths and weaknesses as compared to
competition?

(10 marks)

b. What do you think are the opportunities and threats facing Cosmic
Insurance?

(10 marks)

c. If you were Sham, what strategies would you recommend to your Board of
~ Directors to place Cosmic in a position of competitive advantage?

(20 marks)

2. What do you think are the critical success factors for a manufacturing Malaysian
company in the late 1990°s?

(20 marks)
3. Discuss the roles of vision, mission, goals, objectives and policies in strategic
management. Tllustrate your answer with reference to your company or a
company you know best.

| (20 marks)

.2
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4, “It is only when one is pursued that one becomes swift” (Kahlil Gibran).
Comment on the applicability of this statement in the context of strategic
management. |
|
(20 ‘marks) |
5. What strategic and management control measures are necessary for effective : ‘
implementation of strategies? Illustrate the use of these measures in your own -
company.
(20 marks) |
4
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EXHIBIT 3
CORPORATE OBJECTIVES FOR THE PERIOD 1930-1994

Life Insurance Division

1 To achieve 8 10% market share in new life business (excluding mortgage life insurance)
by 1994 from its present markst share of about 2%.

2 To promote investmentlinked insusance.

3 To increase the yleld on investment of life funds to not less than 7% as follows:

Type of Investment Composlition Yield
Govermnment securities 25% 8.5%
‘ Shares 25% 12.5%
Loans 0% 11.0%
Properties 18% 12.0%
Others 2% 9.0%

Average welghted yield = 10.9%
- Net of 35% tax = 7.1%

Nonlife insurance Divislon

1 To achieve a minimum annual growth in uaa_ca of 10% from its present naiz_ rate of
5.4%.

2 To achleve at least 80% of total business under the direct control.of the company from
the present 45%.

3 To achieve the following class-wise premium balance:

Class Present 1994
fire 38% 40%
Marine /Aviation 39% 30%
Accident 16% 20%
Motor 7% 10%

4 To achieve the following net retention ratios:

Class Present 1990 1994
Rre 44% 48% 60%
Marine Ky, 3 35% 35%
Aviation 3% 8% 8%
Accident 61% 64% 75%
Motor 88% 90% 94%

A J : el

The Insurance Product AGW608

The insurance business in Malaysia could be broadly divided into life insurance
and general insurance. The life insurance business was concerned with providing

security and replacing income lost or impaired by death or disability. In a typical life .

insurance policy, Eo%&gé-g.gsﬁwngxﬁ

pesiodically to the insurer (fasurance company) in return for a lump sum paymeat in .

the event of death or maturity of the policy. The premium tobe paid would be computed .

based on factors such as the face value or potential claim of the policy; the sex, -noaa -

Esggggzagggé?og

?uggﬁugnﬁauomﬁavo.sﬁ E».oaoszurwm_- atend _80 were

the whole life, oaotga&gvﬁsﬁ.?tg_nﬁoego«iﬂaggmﬁ ,
price-conscious buyers primarily interested in protection. It had the lowest premium
rate of any permanent type of life insurance. Premiums could be made on a monthly,

quarterly or annual basis. At the death of the policyholder, the insurer would pay the

beneficiary of the policyholder the face value of the policy (the sum assured).

The endowment policy, designed for buyers who were primarily interested in - .

savings, called for a limited number of payments and enabled a policyholder to

accumulate a sum of money which would be paid to him or her at a date specifiedin - -

the policy. However, in the event of death before the maturity date, the sum assured -

would be paid to the beneficiary of the deceased policyholder. Premiums for endow-
ment policies were high in relation to the face value of the policy.

The term (or temporary) poliCy was a pure protection policy and had lower
premiums than other types of life policies. It provided for payment of the sum assured

‘ondeath, provided death occurs within a specified period. Nomoney would be payable

to the policyholder if he or she survived to the end of the term. In addition to the whole
life, endowment and term policies, purchasers of life insurance could also purchase
special-purpose policies made by combining the major forms of policies. Protection
against accident and sickness risks could be purchased through special disability
policies or through a disability rider to a life insurance policy. A rider was an

198

aitachment to a policy that modified its condition by ex v»_x__uwo.._.a.:cgncoaoma .

or excluding certain conditions from coverage.

Eogg_ansgﬁsgssgc mortgage life and home

service insurance. Group insurance provided a means of insuring a group of people

(usually employees of an organisation) under one master policy. Such policies were
usually issued without any evidence of individual insurability. The main advantage of
group over individual insurance was its lower cost.

Mortgage life policies were sold as a death payment guarantee on mortgage loans.

The insurer would undertake to repay the lender should the borrower die before -

completing the mortgage payments. ,

Another category of life insurance sales was home service insurance which was
marketed to lower income groups on a door-t0-door basis. The amount assured under
a home service policy was small, usually less than $5,000. Premiums were collected
gEoSSoQ_u_Soomoiv_SasES- weekly, fortmightly or monthly basis.
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The company operated on the concept of takaful; that is, mutual help among a group
of people. Under its takaful family (life) insurance scheme, only term plans were
available. Its general insurance business covered the normal motor, fire and personal
accident insurance schemes.

Keen competition among the insurance companies had led to widespread pre-
mium discounting, payment of higher commissions and more relaxed underwriting
standards. (Underwriting was the process of assessing the terms and conditions to be
imposed on an insurance contract.) Some industry observers believed that the intense
competition on premium was damaging to the long-term interests of the insuring
public, as they felt that insurers would not have any margin left to invest in quality
service. Other than price, factors such as the quality of service, reputation and stability
of the insurer, and policy terms also influenced buyers’ choice of an insurer.

Regulation

Insurance companies in Malaysia were governed by the Insurance Act, 1963. The
purpose of this Act was to protect the public from irresponsible and insolvent
companies as well as maintain existing companies in a healthy financial condition.
Amendments to the Act had been made from time to time to strengthen and consolidate
the operations of the industry.

The Insurance Act required insurers to maintain at least 30% of their total assets
of funds in authorised Malaysian assets and at least 25% in securities of the federal
government issued in Malaysia. Among the permissible classes of investments,
insurers had discretionary powers in determining how their funds would be invested.

The investment portfolio of the industry from 1985 to 1988 is given in Exhibits 4 and
M. . ' .

Insurers were also required to observe laws on the placement of statutory deposits
(aminimum of $300,000 for each class of business) and the computation of minimum
reserve requirements. Insurers in either the life or general business were required to
maintain a solvency margin (surplus of assets over liabilities) of $5 million or 20% of
their net premium income (premium on direct business plus reinsurances accepted less
reinsurances ceded) in the preceding financial year, whichever amount was more. The
solvency margin for composite insurers was the greater amount of $10 million or 20%
of net premium income in the preceding financial year.

Industry Performance, Trends and Prospects
The insurance industry had been under increased pressure to improve perform-

ance after the slowdown in growth caused by the economic recession of the mid- .

1980s’. In line with the improvement in the Malaysian economy, both the life and
general insurance sectors achieved higher profits in 1989.

The life insurance sector reported an excess of income over expenditure of $787.6
million for 1989 against $608.4 million in 1988. About 75% of this sector’s 1988
income of about $1.5 billion came from premium receipts while 21% were from
investment proceeds (see Exhibit 6). Benefit payments accounted for 29 cents of every

T -
EXHIBIT 4 AGW608
ASSETS OF LIFE INSURANCE FUNDS
(in milllons of ringgit)

Type of investment * 198§ 1986 1987 1988
Fixed assets 213.2 228.9 252.6 250.4
Loans: ) ”.

Mortgages 508.1 572.7 503.6 4824

Policy loans 399.1 483.8 543.7 582.0

Others ) © 1152 153.2 129.7 78.2
Govemment securities . :

and guaranteed loans 10189  1,118.4 1,279.7 1,538.3
Corporate securities T 8TNY 608.0 980.0 1,151.5
Cash and deposits 8853  996.8 989.4 1,106.8
Other assets 1460 . 153.0 177.0 1735
Totsl | 38635 43148 48557 . 53631

Source: Annual Report of the Director-General of Insurance, 1989.

EXHIBIT &
ASSETS OF GENERAL INSURANCE FUNDS
(in millions of ringgit)

Type of Investment 1988 1986 1987 1988
Fixed assets L 1462 166.4 190.7 180.3
Loans 489 444 47.3 39.0
Government secwities

and guaranteed loans™  385.2 398.5. 431.3 478.9
Corporate securities 161.9 153.3 167.2 -209.8°
Cash and deposits - 401.2 4259 4288 4679
Other investments 4.0 81 - 14.2 0.7
Outstanding premiums 150.2 145.0 145.4 158.8
Other assets 109.0 134.4 1335 130.8
Yotal 1,404.6 14760 1,558.4 1,666.2

Source: Annual Report of the Director-General of Insurance, 1989.
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EXHIBIT 9
GENERAL INSURANCE PREMIUM INCOME
(in milions of ringgit)

Yoar Gross Promium  Net Premlum Retention Ratlo*

1930 771 587.0 75.5%
1981 887.7 6452 72.7%
1982 1,006.6 727.2 72.2%
1983 1,074.4 7675 | 71.4%
1984 1,153.7 865.0 75.0%
1985 1,214.5 918.9 75.7%
1986 1,179.1.. 895.0 75.9%
1987 1,203.8 892.8 74.2%
1988 1,323.5 1,000.1 75.6%

1989 1461.1 11218 76.8%

* Retention ratio = net premium/gross premium.
Source: DGI's Annual Report, 1989.

These companies, which insured all or part of the risks of the parent and the parent’s
affiliates, would cause conventional insurance companies to lose some business. The
no<5=.=8.~.u ongoing efforts to privatise some of its public services would also have
a negative impact upon insurers reliant on public sector business.

. Industry observers, however, believed that with more aggressive marketing, the
industry had tremendous potential for further growth since there was a vast market to
be tapped still. Atend 1989 only about 10% of the Malaysian population had a life
policy. In the case of general insurance, there was still a fair degree of underinsurance
of property and income loss as well as under-utilisation of risk management services
that could still be tapped. Other environmental trends, such as the anticipated
8:.55.& growth of the economy, population growth, rising disposable incomes and
the growing awareness of the role of insurance, were also believed to be favourable to
industry growth,

COMPANY BACKGROUND

.O&.Ema was incorporated in 1970 with an initial paid-up capitai of $2 million to
Eo«.ao insurance services of all classes. The company ventured first into the general
insurance field. It then began life operations in 1971 by introducing mortgage life
- insurance. These mortgage insurance schemes offered protection tocivil servants who

had taken housing loans. From this base it had expanded into other life insurance
activities.

Cosmic had shown consistent growth over the years, and in 1989 was one of the

largest insurance companies in the country. One contributing factor 10 the growth of
the company’s business had been support from the government. Its major clients were

the government of Malaysia and other quasi-government bodies. In 1988 only about
20% of its total life prexniums were derived from private-sector business. In the general
insurance division, business from the private sector formed about 25% of gross
premiums.

Cosmic's 1989 corporate structure is depicted in Exhibit 10. As at mid-1989 the
company had 426 employees (excluding sales ageats) comprising 8 senior managers,
20 middle managers, 104 executives and 294 non-managerial employees. From its
head office in Kuala Lumpur, Cosmic operated through 13 branch offices throughout
Malaysia. It marketed its products by direct contact with clients as well as through a
network of insurance agents (don-employees on straight commission). As of June
1989 Cosmic had about 596 life agents and 65 credit agents.

LIFE INSURANCE OPERATION

Products and Distribution

Cosmic’s life business could be broadly divided into mortgage life, ordinary life
and group life activities. As at mid-1989 Cosmic had about 300,000 mortgage life
policies, 45,000 ordinary life policies and 50 group policies (covering over 20,000

lifes) in force. Sales trends of the company’s new life business is given in Exhibit 11, -

and data on the volume of life business Cosmic and other insurers generated in 1988
are provided in Exhibit 12.
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Cosmic's mortgage life business accounted for 81% of its 1988 gross premiums,
and its management believed that the company controlied more than 80% of the

mortgage life market. The company obtained over 90% of its mortgage life business
from the government’s housing loan division. Under its mortgage insurance scheme, -

Cosmic wouldundertake to pay the lending institution the balance of any housing loans .

owed by a deceased borrower in retum for a one-time premium payment (single
premium). The company conducted most of its mortgage business directly with its
clients, It paid brokers bringing in such business a commission not exceeding 15% of
the premium collected. Cosmic also sold most of its group policies directly.

In the ordinary life segment, Cosmic held about 2% share of the market. About

80% of its ordinary life policyholders were employees in the public sector. According

to company sources Cosmic had experienced a gradual growth in ordinary life sales,
but the rate of growth was much less than that of other insurance companies.

Cosmic sold its ordinary life policies through a network of life agents who
received commissions on the policies they sold. In the year the policy was sold, the
agent received a percentage of the premium (usually between 30-40% depending on
the type of policy sold). Renewal commissions were paid to the agent during Sowwoca
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EXHIBIT 12
LIFE INSURANCE POLICIES ISSUED AND IN FORCE IN 1988

New Policies lseued in 1988 Policles In Force At End 1988

Numbgf of Amount Single Annual Number of Amount Anonual
Company Policles Assured Premiume** Premiums Policles Assured Premiums
AIA* 47,900 $ 1,916,336,537  $ 3,501,781  $ 48,400,665 303,819 § 12,534,487,386  $257,230,469
GREAT EASTERN* 108,976 3,668,142,511 2,769,712  .73,790,844 437,183 12,052,077,800 288,521,522
COoSMIC 44,054 1,514,676,347 81,231,353 9,196,955 310,817 11,717,218,082 23,691,870
uLG 54,051 1,922,565,692 344,811 49,055,276 164,360 5,597,125,228 135,822,245
MCIS 20,387 623,532,518 1,542,188 10,612,474 119,786 3,898,947,166 49,373,604
OAC* 26,043 678,441,872 262,135 17,291,769 - 146,213 2,712,470,126 90,509,660
ASIA LIFE* 13,012 490,700,854 427,218 - 11,819,295 81,631 2,031,991,987 56,559,811
PRUDENTIAL ‘* 6,418 426,085,434 13,250 7,913,644 34,510 1.842,018,945 37,282,922
TALASCO 3,071 369,033,207 10,926,663 942,939 15,027 1,528,785,034 3,212,934
MAA 11,950 610,008,536 . 1,888,742 10,878,777 28,343 1,495,178,320 27,060,700
Others 27,979 1,801,608,873 3,180,463 24,813,816 93,089 4,350,752,327 69,253,979
Home Service: - . . :
BALGI 18,043 98,381,500 - 7.091,557 123,985 395,694,554 28,385,236
ULG 17,846 52,275,330 - 4,212,119 77431 178,946,036 12,098,386
MCIS 9,226 34,431,319 - 1,903,704 18,592 54,984,940 3,665,096
TOTAL 410,756 14,206,220,530 106,088,316 277,923,634 1,954,486 60,390,678,031  1,082,668,434

* Foreignincorporated companies -

*#+ One-time premium payments.
Source: Extracted from the Annual Report of the Director-General of insurance, 1989.
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EXHIBIT 14 e SEnER BUSINESS IN TERMS OF GROSS -
W GENERAL INSURANCE UNDERWRITING ACCOUNT OF SELECTED COMPANIES IN 1988 PERFORMANCE TRENDS OF now.d_mﬁwﬂm.zzﬁm
(excludes overseas business and shareholders’ funds) (in millions of Haggit)
Eamed Net Claims Management Underwriting S Type of Service 1984 3985 1986 1987 1988
Company Premlum income incummed  Commissions Expenses Galn/(lLoss) — —
. : " A 3412 ~ 3725 3163 4138 4056
Ane 5 $10,628,390  $3069,356  $4,167,815  $1,736,180 $1,655,039 r Motor : 737 593 6.57 539 659 "
M'SIAN 10,374,011 3636527 2,851,723 3,510,146 375,615 Marine 33.24 31.93 3370  35.24 unww
ARAB-MALAYSWAN Aviation 9.30 12.05 12.28 1031 --.8.78.
EAGLE 14,008,837 9575369 2928886  5280,284 (3,685,702) Misceltaneous accident  13.98 13.06 13.46 1386  11.30
ASA* 10,519,460 6,781,328 1,501,492 - 3,878,936 (1,642,296) Engineering 5.83 535 ~ 649 542 559 -
BALG! 11,881,060 13,170,074 3113598 3431981 (7,834,593}
CAPITAL 12,196,996 5,381,753 2,142,600 5,247,730  (575,087) Total 103.84 105.57 109.93 11160 105.59
COSMIC 31,429,140 16,882,700 3,457,293 8,816,132 2,273,015 ,
cu 20,970,260 9,127,507 8,856,817 8451277 3,534,659
EAST WEST-UMI 42,516,967 27,910,379 9,832,705 9,400,517 (4,626,634) EXHIBIT 16 ,
GRE 20,138,065 9,416,585 3,721,064 5986687 1,013,729
GREAT EASTERN® 1,328,772 732,823 322280 175,692 97,917 COSMIC'S UNDERWRITING PROFIT/(LOSS) BEFORE MANAGEMENT EXPENSES
HONG LEONG 17,943,642  8.764,358 3,676,503 4,747,683 753,097 (in millions of ringgit) o
MAA 19,794,310 12270232  5,126966 4,932,292 (2,535,180) _ , 4987 1988 . O
MAYBAN 26,145,832 7235211 9,198,577 5,769,054 3,942,990 _ Type of Service 1984 1985 1986 i —
MBA 36,338,502 20,125,397 7,892,749 9191777  (871,421) 375 527  6.86 <
MBF 10409462 5817112 1,489,203 3,542,243  (439,186) Fire 4.44 2.89 . - .
MCIS 7420871 4553274 1155371 1,846,334 . (125.108) Motor 0.26 0.86 1.06 148 22
MERCANTILE 50,800,384 38,376,344 18,185,825 6,147,719 (2,900,504) Marine 0.95 1.41 1.64 081 210
NANYANG 2710960 1,200,239 1,252,891 892,370  (634,540) Aviation (0.32) (0.69) 0.70 008 069
OAC* 14,605,633 3584441  4,228454 4,147,113 2,635,625 Misceliansous accident  1.90 2.09 0.88 113 (0.73)
oul . 3,084,093 1.003,557 694,017 1,009,823 376,696 Engineering 0.69 0.31 (0.20) 0.08 0.06
_P&O 42,172,074 69,810,039 6,046,440 3,808,961 (37,493,366) :
PANGLOBAL 44,880,846 33,226,120 5.549,274 9,348,502 (3,243,140) ‘ Total 7.92 6.87 7.83 885 1126
PEOPLE'S 23,301,340 14,668,225 4,106,508 3,473,773 1,052,834 :
PROGRESSIVE 32,088,186 31,266,169 3,210,575 6,044,308 (8,432,866) _
PRUDENTIAL 5,759,877 3,714,067 1,640,187 1,830,273  (1,424,650) . EXHIBIT 17
PUBUC = 3,084,413 1,855,356 192,259 444,988 601,810 .
ROYAL 16,773,326 7,934,136 3,733,796 3,641,784 1,463,610 RETENTION RATIO OF COSMIC'S GENERAL BUSINESS
SAFETY 11,063,203 16610257 2815826 2985191 (11,348,071) ‘ (In percentages)
SEA 52,563,497  34,130427 8,830,178 11,308,054 (1,705,162) :
STRAITS & ISLAND 24,869,532 8,526,837 7.667,093 8,098,484 577,118 Type of Service 1984 1985 1986 - 1987 1988
TALASCO 10,937,068 11,706,707  3,1780868 4,227,417 (8,175,142) :
uLe 4,837,793 3,314,545 1,817,970  1,435889 (1,730,611) fite 53.26 50.37 47,96 4116 43.40
uMBc 10,829,110 5,002,888 1,907,850 4,407,121  (488,749) Motor 84.27 84.73 88.08 8767 8691
UNION 10,274,436 6,430,897 2,617,093 2,105,317  (878,871) Marine 19.76 33.88 21.52 20.13 2837
UOA 36,424,606 29034476 9,155,777 7,963,148 (9,728,705) Aviation 4.29 9.46 (3.28) 405 545
Miscellaneous accident  56.02 53.87 47.76 4453 5718
* Foreign-incorporated companies. Engineering 21.52 13.39 7.20 9.88 9.71
Source: Extracted from the Annual Report of the Director-General of Insurance, 1989, .
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EXHIBIT 19

COSMIC’'S GENERAL BUSINESS INVESTMENT INCOME
(in millions of ringgit)

Type of Investment 1984 1985 1986 1987 1988
Quoted shares o7 132

. ) 1.18 1.31 .
Unquoted shares 0.07 0.10 0.06 0.06 w%
Loans 3.31 6.38 6.44 5.48 3.36
Govemment securities 0.31 0.40 041 1.04 »”m.\. :
Fixed deposits 8.10 458 5.11 5.26 3st
Shorttemm deposits/bills  0.36 055  0.23 " 0.13 0.4
Caplital Galn/(Loss) 0.06 0.16 0.06 115 m.»w
Others 0.20 0.60 0.41 0.44 o..na
Total 13.18 14.09 13.90 14.87 17.74

N_oaono: aonEo.E were made attopmanagement level; that is, by the individual
general managers. This had led some employees to’ comment that it was more
lmportant to have technical “know who” than technical know-how.

- In the area of employee develo, i .
[ ¢lopment, it was the company’s policy to send all i
managers and executives for 5.55« abroad. This was usually .ﬂonw. form of BWM

g%-noiig.gsggﬁgaaﬁsgaﬁug&,

Some company executives felt that employees at Cosmic lacked motivation, A

senior executive characteri ’ .
as follows: terised the company's employees as he saw them in early 1989

“Employees here are generall
y complacent and not performance oriented.
They Muox a uguo of Eno.:ow in their work. Perhaps, it’s because some of
oEoS:E. eel they're Em_.v»a. If we can solve the staff problem, then a lot of
problems will disappear. But how do we change attitudes?”

THE TASKS AHEAD :
As Sham walked back to his office he look i
; . ed at his watch. It was 6.15
almost time for him to leave. But first, he wanted to make a few notes on the mmw__”““

thought had to be addressed before the n :
ext meeting. U ivi .
took a pen and wrote the following: £ “pon arriving at his office, he

1  What is Cosmic's present position in relation to competition?

2 Whatorganisational deficiencies have to be resolved before the company’s goals
: can be achieved? Is it necessary to modify the present management structure,
" policies and methods of opération (e.g. agency structure)? _ B

©'3 Isthecompanydoingenoughintermsof product and market developmentinlight

of the present industry developments?

4 What product, pricing, promotion, distribution and human resources strategies
should the company implement to enable it to compete more effectively in the

1990s™?

As he re-read the list of issues he had just jotted down, Sham realised there was
still a lot to be done to attain the company's growth objectives and to improve its long-

term competitive position in the market. He also knew that the company’s growthhad

1o be planned carefully: : .
“In the insurance business we cannot simply grow. We must know the -
capacity of the company before expanding. We cannot grow too fastbecause
new business acquisition cost is always greater than the revenue generated
in the first year. For instance, we may spend $1.60 to bring in $1.00 worth
of new business in the first year.” R B S

Sham had accepted the position at Cosmic 8 months »no.aa was committed 1o

improving the company's market share and profitability. Prior to joining Cosmic, he

- was the chief executive of another locally-incorporated insurance company. He had

spent the first few months at Cosmic familiarising himself with the company's

operations and introducing some changes within the company including instituting -

formal strategic planning, In his fourth month at Cosmic, Sham had commissioned an
outside consultant to examine and evaluate the company’s organisational and struc-
tural situation. After reviewing the situation and’interviewing various groups of
employees, the consultant had recommended that the organisation be changed from
functional to divisional basis. Under the recommended plan, certain departments
would be consolidated into product groups with a client focus; that is, each executiv
would handle every transaction related to a particular client. .

Sham knew that any change in the present structure would involve management
reassignments and cause some old-timers to be upset and unhappy. While a reorgani-
sation would offer expanded opportunities for some employees, it would also result in
aloss of status of job functions for others. Moving away from a functional basis would
alsomean losing the benefit of specialised effort. Sham felt that his task was made more

108

difficult by the shortage of qualified personne! with insurance qualifications and .

~ background.
Despite his misgivings, Sham felt strongly that changes were needed and that

these changes had to be made very soon if the company’s performance position was

to be improved. Although Cosmic's past performance had been satisfactory, he -
believed that it had the potential to do even better in the future with proper planning

and management. Cosmic’s financial statements are presented in Exhibits 20 eva 21
see ;— m - K
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