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The banking sector is one of the pivotal sectors significantly
impacting the national economy. It is where savings and funds from
individuals and institutions are collected to be employed in various
investment areas. Furthermore, it plays a crucial role in facilitating trade

and financial transactions between institutions and individuals.

Banks have been established with varied forms and specializations
based on their purposes, activities, foundations, and controls. In addition to
conventional banks, which are globally widespread and offer numerous
services, there are also Islamic banks. These banks cater to a broad
customer base seeking banking services aligned with Islamic Sharia law.
Islamic banks have successfully established a presence in the banking
market, competing with conventional banks through the breadth and

diversity of their services.

The emergence of Islamic banks is one of the most significant
developments in the Arab and Islamic banking sector, as well as
internationally, over the last quarter-century, due to the fundamental
differences between Islamic and conventional banking models. By
conducting theoretical and practical studies of banks, financial
performance indicators for Islamic banks can be extracted, analysed, and
applied, culminating in essential findings and recommendations for the

banking sector.

+ Statement of the Problem

— How can the financial performance of Islamic banks be assessed?

To address and analyse this problem comprehensively, the following

sub-questions are posed:
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— Has Al Salam Bank’s performance improved in recent years?

— What are the main findings from assessing Al Salam Bank Algeria’s
financial performance using financial ratios during the period
2018-2022?

+ Study hypotheses

To answer the aforementioned questions and address the study's

problem, the following hypotheses have been formulated:

— In recent years, Al Salam Bank has experienced significant growth in
its activities and outcomes.

— During the period 2018-2022, Al Salam Bank Algeria generates
profits with appropriate profitability, liquidity and, efficiency; with
acceptable risk levels.

+ Importance of the Study

The significance of this study lies in its endeavour to assess the
financial performance of Islamic banks in light of their rapid global
expansion and demonstrated competitiveness with conventional banks.
Given the swift rise of Islamic banking, understanding its ability to
contribute to economic growth becomes imperative. This research
highlights the necessity of assessing Islamic banks' financial performance
by keeping abreast of regulatory developments and market dynamics,

thereby elucidating the primary objective behind such assessments.
+ Objectives of the Study

This study aims explore the evolving relationship between the
assessment of financial performance and Islamic banks. This includes more

specifically:
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Acquiring new knowledge regarding Islamic banks.

Identifying the services and products of Islamic banks that comply
with Islamic Sharia law.

Understanding the concept of financial performance and its
measurement indicators in the context of Islamic banks.
Understanding how financial statement information is utilized in
assessing the financial performance of Al Salam Bank Algeria

through a case study covering the period 2018-2022.

+ Methodology

To address the research problem, the study employs a descriptive-

analytical methodology, the most commonly used approach in economics

and management sciences. Since it is, at least partially, field research, it

incorporates a case study, focusing on Al Salam Bank Algeria during the

period 2018-2022, based on the bank’s financial statements. Notably, Al

Salam Bank Algeria is among the few banks in Algeria that disclose their

annual reports in detail on their website.

+ Study Limitations

Objective limitations: Assessing the Financial Performance of Al
Salam Bank Algeria during the Period 2018-2022
Time frame: 2018-2022 (five consecutive years).

Spatial boundaries: Al Salam Bank Algeria, a branch of the
Bahraini Al Salam Bank.

+ Literature Review
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1. The study of “Abdi Dufera”?.

The study is main objective was to compare and to examine and
compare the financial performance of Awash International Bank (AIB)
against the industry average from the viewpoint of a neutral onlooker with
respect to liquidity and profitability during the period (2003-2009). Some
of the findings of the study include the following:

— The analysis of liquidity measures indicates that AIB is less liquid
than industry average in all liquidity measurements.

— Examination of all profitability measures (ROA, ROE, PER, ROD,
NIM) indicates that AIB is less profitable than industry average
during the period under the study except year 2007 in which AIB
profitability ratios exceeded CBs.

2. The study of “Osman Hassan Ibrahim”?,

The study aimed to assess the financial performance of Islamic Banks
in Kenya and make comparison with the financial performance of

conventional banks in Kenya.

After the analysis of profitability measures, the study concluded that
conventional banks are more profitable and are significantly different from
Islamic bank, which is further strengthened by the analysis of efficiency

measures. As for the examination of the liquidity measures, it shows that

! Abdi Dufera, Financial Performance Evaluation: A Case Study of Awash International
Bank (AIB), A Research project submitted for the partial Fulfilment of the Degree of Master
of Science in Finance and Investment, Mekelle University, Ethiopia, 2010.

2 Osman Hassan Ibrahim, A Comparative Study on the Financial Performance of Islamic
Banks and Conventional Banks in Kenya, A Management Research Project Submitted in
Partial Fulfilment of Degree of Master of Business Administration Degree (MBA), School of
Business, University of Nairobi, Kenya, 2009.

D
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Islamic bank liquidity is significantly higher than that of the conventional

banks.

The study also concluded that conventional banks are more profitable,

more risky but less solvent than Islamic bank.
3. The study of “Latif, Y. et. al”*.

The study was conducted on five Sharia’a compliance and five
conventional banks of Pakistan, aiming to capture and compare the

performance of these selected banks during the period (2006-2010).

Findings of the study suggest that in efficiency, riskiness, and
solvency Sharia’a compliance banks (Islamic Banks) are better than
traditional banks. However, it has observed a little difference in terms of

profitability.
4. The study of “Abuzarqa Rawan”?,
The study aimed:

— To contribute to analysing five financial factors that have an impact
on commercial bank performance in Al-Kuwait to use more
efficiently way the bank’s resources;

— To classify the commercial banks in Al-Kuwait by their financial
characteristics as a guideline for future development and to assess

their financial performance;

! Latif, Y. et. Al, Study of Performance Comparison Between Islamic and Conventional
Banking in Pakistan, European Journal of Educational and Development Psychology, 4(1),
2016.
2 Abuzarga Rawan, Evaluating Banks Financial performance using financial ratios case
study of Kuwait Local Commercial Banks, Journal of Business and Economics, Vol4, N° 2,
20109.
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— Also, the study provides some indications for bank management, on

which are the factors that determine bank performance.

The study showed there is an element, the proportion of retained
earnings, which can significantly increase the bank profitability especially
return on assets. Therefore, the study concludes that there is a significant
relationship between Retained earnings to total assets and financial

performance of Kuwait local commercial banks

The study as well found that there is a strong relationship between
Retained earnings to total assets and financial performance of the

commercial banks listed.
5. The study of “Mustafa Hassan Mohammad Adam”’.

The study aimed to assess the performance of the Erbil Investment
and Finance Bank in the Kurdistan Region of Iraq. Some sub-objectives
were identified, namely, to analyse the financial performance of the banks
under consideration, to examine the financial factors that may be the
determinants of the bank's net financial performance and to verify whether
the proportion of bank capital, size and loans are linked to profitability in

the Kurdistan region.

The study concluded that the position of Erbil Bank and some
variables of financial factors affect the financial position of the Bank's
performance, and then showed the overall financial performance of Erbil
Bank improves in terms of liquidity ratios, asset quality ratios and

profitability ratios (ROA, ROE, and NPM).

! Mustafa Hassan Mohammad Adam, Evaluating the Financial Performance of Banks
Using Financial Ratios, a case study of Erbil Bank for Investment and Finance, European
Journal of Accounting Auditing and Finance Research, Vol 2, No 6, 2014.

F
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6. The study of “Hedaini Samia & Sahnoun Djamal-Eddine”’.
The study aimed to:

— Study and analyse the financial statements of the Jordanian Islamic
Bank and to discover its strengths and weaknesses;

— Study the financial performance indicators of the Jordanian Islamic
Bank for Finance and Investment using financial ratios for financial
analysis, and then analyse these indicators, assess them and compare

their developments during the study period;

This study ended with several results, the most important of which

arc:

— The Jordanian Islamic Bank is committed to consolidating the values
of the Islamic curriculum by dealing with all in accordance with the
provisions and principles of the Islamic sharia in the interest of the
general community;

— The capital paid to the Bank has become increasingly and
continuously growing. The Bank calculates capital adequacy by
relying on the Islamic Central Bank's capital adequacy standard,
which complies with the decisions of the Basel Committee as the

Bank's capital makes it able to cover its obligations.

Y Sl i) Ala Al 3 Apadla) & gill el )aY) Jadadig anl ¢cpall Jlaa () sins dals Jglan !
2017 <16 2321 Ly i) Jlad clbabat) ddaa o jlaliud) g Ju gaill
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7. The study of “Tayeb Boulahia & Omar Boudjema’a”?.
The study aims went as following:

— Knowledge of methods and tools for measuring and assessing banks'
financial performance;

— To assess the performance of a group of Islamic banks through
financial ratios and indicators;

— Arranging Islamic banks (sample of the study) according to the

financial ratios used, and selecting the best performing banks.

The study concluded that Islamic banks in the study achieved
acceptable rates with respect to the adequacy of the equity of deposits,
which gives a level of security to depositors. However, he noted that during
the period of the study, the rate had declined steadily, with the” Alinma
Bank” at the top of the list at the best rate. In addition, equity ratios to total
finance and investment showed that the Islamic banks included in the study
were able to absorb the risk, but also experienced a steady decline, raising
concerns about these banks' ability to deal with finance and investment

risks.

For liquidity ratios, only half of the sample exceeded the overall
average of the sample during the period studied, indicating that the
liquidity risk in these banks is low compared to the rest. Although the
“Alinma Bank” and “Jordan Islamic Bank” had the best performance in

this area, but it doesn't necessarily mean that they are better than the rest of

the banks.

L) i) (e de gana Ao et Al 30 sApadlul) & gill el ¢)aY) anli cAaas 5 jee Al g cudall
2013 ¢14 228l Ly 31 Jlads slail dlas ¢(2013-2009) 3 54
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+ Study Structure

To answer the aforementioned questions and address the study's
problem, we divided this study into two chapters. The first chapter
“Financial Performance in Islamic Banks” includes the theoretical
framework of the study, divided into two sections. The first section
“Islamic Banks” is an introduction to Islamic banks, the second section
“Financial Performance” includes financial performance assessment in

Islamic banks.

As for the second chapter, entitled “A Case Study of Al Salam Bank
Algeria during the period 2018-2022” includes the practical framework of
the study, divided into two sections. The first of which provides a general
introduction to Al Salam Bank Algeria under the title “Al Salam Bank”.
The second section “Assessing the Financial Performance Using Financial
Ratios” using financial ratios. The study concluded by summarizing the
results of the two chapters, testing the validity of the hypotheses, while

providing relevant recommendations.



CHAPTER 1:

PERFORMANCE IN
ISLAMIC BANKS



Chapter1........................... Financial Performance in Islamic Banks

Islamic banks are regarded as a form of contemporary financial
institutions that can be said to have outperformed traditional banks through
their expansive reach in the world, thanks to their characteristics that are
compatible with the Islamic Sharia'a law, and their most important
characteristics are that they do not rely on Interest (Riba) which is
legitimately prohibited in Islam. From this starting point and through this
chapter we’ll be addressing the theoretical aspect of assessing financial

performance in Islamic Bank.

1. Islamic Banking

2. Financial Performance

11
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1 Islamic Banking
1.1  Definition of Islamic Banking

The Islamic banking system refers to a financial system that operates
in accordance with the principles of Islamic law, known as Sharia. Kouser
et al. define Islamic banking system as “a complete system based on

Islamic rules of financing™,

According to Ali & Farrukh Islamic banking system is “a conduct of
banking operation in consonance with Islamic teachings”2. Islamic banking
system 1s the provision and use of financial services and products that

conform to Islamic religious practices and laws?®,

Islamic financial institutions are those that based, in their objectives
and operations, on Qur’anic principles. They are thus set apart from
conventional institutions, which have no such religious preoccupations.
Islamic banks provide commercial services that comply with the religious
injunctions of Islam. Islamic banks provide services to their customers free

from interest (the Arabic term for which is “riba”) 4,

Islamic Bank defined as “a monetary and financial institution that

raises funds to invest in accordance with the Shari'a in order to contribute

T Kouser. R, et al, Camel Analysis for Islamic and Conventional Banks: Comparative Study
from Pakistan, Economics and Finance Review, Vol. 1(10), 2011, P 56.

2 Ali. S, & Farrukh. F, Islamic Banking: Is the Confidence Level of Being an Islamic Banking
Employee Better Than Conventional Banking Employee an Exploratory Study Regarding
Islamic Banking, Journal of Business Studies Quarterly, Vol. 4(3), 2013, P 28.

® Cihak. M, & Hesse. H, Islamic Banks and Financial Stability: An Empirical Analysis, IMF
Working Papers, 2008, P 4.

4 Brian Kettell, Introduction to Islamic Banking and Finance, Wiley Publication, 1% ed, 2011,
P 31-32.

12
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to economic development™. Islamic Bank is a bank that, by its own choice,
opts to comply with two sets of law: the law of the Land (Jurisdiction); and

the Islamic Law (Sharia) 2.

According to All the previously mentioned definitions, we can say that
an” Islamic bank is an institution whose main activity is financial
intermediation, which obeys in all its operations, investment activities and

management the (Sharia) law”.
1.2 Aims and Importance of Islamic Banking
1.2.1  Aims of Islamic Banking
The aims of Islamic bank are:*

— Islamic banks seek to develop and promote the application of Islamic
principles in the financial sector by implementing Islamic principles
in their operations; by offering money its two economic and social
dimensions and by favouring the principle of association with risks;

— Islamic banks seek to contribute to economic and social development
by ensuring solidarity between donors and investors, through the
participatory formula; mobilizing the financial resources hoarded
because of the practice of interest; offering adequate and attractive
financing methods; contributing to the redistribution of income by

mobilizing funds from zakat and financing charities;

181 0= <1990 « s Al cdyjall Hly M"ApadlY) S gl (g suadll deal s |
2 Ebrahim. M. S. and Joo, T.K. Islamic Banking in Brunei Darussalam, International Journal
of Social Economics, 28 (4), 2001, p 321.
® MOKHEFI. A, « les banques islamiques : fondements théoriques », Revu Université
Mostaganem, p : 03. Ebrahim, M. S. and Joo, T.K. Islamic Banking in Brunei Darussalam,
International Journal of Social Economics, 2001, 28 (4).

13
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— The optimal allocation of financial resources, which are by definition
rare, and an equitable distribution of income between the various
stakeholders during a financing operation of a project: bank,
depositors and entrepreneurs;

— Realize the value systems of the Qur'an and the Sunnah (saying and
actions of Prophet Muhammad peace be upon him) in Muslim socio-
economic system;

— Promote the growth of the economy for Muslim nations by aiding
financial markets. A well-developed Islamic financial market will
have a great reflection on Muslim communities;

— Reduce the possibility of being exposed to an economic crisis by
promoting risk-sharing instruments. Financial services with fixed
costs can aggressively consume the resources of borrowers during a
slowdown, which can lead to bankruptcies and consequently
economy impairment. An Islamic financial system is extremely
interested in economic growth; however, Islam financial philosophy
and consequently Islamic banking deal with this as a vital element of
wider problems of total human development. Islamic banking, as one
of the main instruments of the Islamic financial philosophy, aims to
lead human development in the correct direction. Therefore, the
system deals with economic aspects of development in the context of

total human development.
1.2.2 Importance of Islamic Banking

The importance of Islamic banks could be defined in the following:*

' M. Igbal (Author) & P. Molyneux, Thirty years of Islamic banking: History, Performance
and Prospects, Palgrave Macmillan, 1% edition, 2005, p 05.

14
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— It provides financial intermediation services, channelling funds from
ultimate savers to ultimate borrowers (and, in the process, removing
budget constraints);

— The system provides a wide range of other financial services not
immediately related to financial intermediation: payment services,
insurance, fund management, and so on;

— It creates a broad array of assets and liabilities, each of which have
different characteristics with respect to, for instance, liquidity,
maturity, the type of return generated, and risk-sharing;

— The creation of incentives for an efficient allocation of resources
within an economy, and the allocation of scarce financial and real

resources between competing ends.
1.3  Principles of Islamic Banking
1.3.1 Prohibition of Riba’

In the Koran, both payment and receipt of interest (riba) is prohibited
and considered a sin. The absolute prohibition of interest in the Koran is a
command to establish an economic system in which no forms of
exploitation or unjustified enrichment are present. The main injustice with
interest 1s that the financier is assured of a positive return without doing
any work or sharing in the risk, while the entrepreneur, in spite of his

management and hard work, is not assured of such a positive return.

The prohibition of interest is a way to establish justice between the
financier and entrepreneur. Money can be lent lawfully only for either

charitable purposes or for the purposes of doing lawful business. By

" Iréne BjOrklund & Lisbeth LundstOrm, Islamic Banking: an alternative system, the
department of business studies, Kristianstad University, Sweden, 2004, p 27.
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charitable purposes is meant a loan without any expectation of interest and
by lawful business is meant investment that seeks profit while sharing the

risk.
1.3.2  Profit and Loss Sharing’

The principle here is that the lender must share in the profits or losses
arising out of the enterprise for which the money was lent. Islam
encourages Muslims to invest their money and to become partners in order

to share profits and risks in a business instead of becoming creditors.

Islamic finance is based on the belief that the provider of capital and
the user of capital should equally share the risk of business ventures,
whether those are industries, service companies or simple trade deals.
Translated into banking terms, the depositor, the bank and the borrower

should all share the risks and the rewards of financing business ventures.

This i1s unlike the interest-based commercial banking system, where
all the pressure is on the borrower who must pay back the loan, with the

agreed interest, regardless of the success or failure of his venture.

The main principle is that under any Islamic financing arrangement
the financier is only entitled to returns if risk is involved. If a return is
expected there must be risk. If there is no relationship between risk and
return, then this financial arrangement is not permitted Islamically. It is this
lack of risk, which takes place with allowing (Riba), that makes interest so

anathema to Muslims.

' Brian Kettell, Introduction to Islamic Banking and Finance, Wiley Publication, 1% edition,
2011 P: 33.
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1.3.3 Prohibition of Al Gharar

The word Gharar simply refers to lack of knowledge or uncertainty.
Prophet Muhammad (Peace be upon Him) prohibited business and
transactions that involve Gharar. In a Hadith the Prophet Muhammad
(Peace be upon Him) said: “Whoever sells a defective commodity
without disclosing it remains in Allah’s wrath”. There are many
examples of Gharar-based transactions like the sale of the offspring in the
womb of a pregnant animal, sale of fish in water and birds in the sky. The
reason behind the prohibition of these transactions is that the ability of the

seller to deliver these items is uncertain?.

Gharar, in practice, relates to issues such as pricing, delivery, quantity
and quality of assets that are transaction-based and could affect the degree
or quality of consent of the parties to a contract. This lack of knowledge
may rise from misrepresentation, mistake, fraud, duress, or terms beyond

the knowledge and control of one of the parties to the contract?.
1.3.4 Prohibition of Al Maysir

According to the “Shari'a”, activities containing elements of excessive
uncertainty or based on speculation for profit are prohibited. A contract in
accordance with Sharia law is one in which all the fundamental

characteristics are clear®.

“Al Maysir”: this is how gambling is called by the holy Quran. It is

formally prohibited: « O you who have believed, indeed, intoxicants,

" M. I. Ali & LR. Falahi, Islamic Banking & Finance: Principles and Practices, Marifa
Academy Private Limited, 1% edition, 2021, P 27.

2 |bid, P 27.

% Conseil Déontologique des Valeurs Mobiliéres, La Finance Islamique, 2011, P 10.
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gambling, and stone alters [to other than Allah], and divining arrows
are but defilement from the work of Satan, so avoid it that you may be

successful». The Holy Quran. Chapter: 5. Verse: 90.

The notion of “Maysir” is linked to the notion of gambling which can
generate unjustified enrichment to the detriment of others. In the Muslim
religion, it is forbidden to carry out commercial transactions involving
excessive uncertainty. Thus, not all practices such as the sale of non-

existent products, betting and lotteries are allowed?.
1.3.5 Prohibition of Unlawful goods and services

Apart from being “Riba” and “Gharar” free, Islamic finance business
keeps a distance from trading in unlawful goods and services that are
prohibited and are clearly mentioned in the Quran and Hadith. Some of the
notable prohibited goods and services include non-Halal foods such as
pork, animals that are not slaughtered according to Islamic principles,
intoxicating drinks, pornography, tobacco-related products and weapons.
Non-involvement is not only limited to buying or selling but also includes
all chains of production and distribution, such as packaging, transportation,

warehousing and marketing of these prohibited goods and services?.

' Conseil Déontologique des Valeurs Mobiliéres, Op. Cit, P 11.
2M. I. Ali & I.R. Falahi, Op.Cit, P27.
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1.4  Sources of funds of Islamic Banking
Sources of funds in Islamic Banks are:!
1.4.1 Shareholders fund

An Islamic bank may raise initial equity by following the principle of
Musharakah (equity participation). Under this principle, the capital owner
enters into a partnership with the bank by contributing equity in return for
a share of the bank’s profit or loss on the basis of a predetermined ratio (for
example, 70 percent 30 percent or 60 percent/40 percent), with the larger

fraction due the investor.
1.4.2 Savings account

Islamic banks practice the principle of “Wadiah” in operating
customer savings accounts. The bank may request permission to use
customer funds deposited in these accounts as long as these funds will
remain within the bank’s discretion. The bank does not share with the
customer profits earned from the use of the customer’s funds but does
guarantee the customer’s deposits. The bank may, however, reward
customers with a “Hibah” (gift) as a token of its appreciation for being
allowed to use the funds. “Hibah” could be a portion of the profit generated
from the use of the funds. “Hibah” may be paid at any time, but in practice,
most Islamic banks pay “Hibah™ at a regular periodic interval, such as

quarterly or semi-annually.

" A Premier on Islamic Finance, the Research Foundation of CFA Institute, 2009, P 25-26.

19



Chapter1........................... Financial Performance in Islamic Banks

1.4.3 Current accounts

The current account is a deposit account that can be used for business
or personal purposes and, like a savings account, is based on the Islamic
principle of “Wadiah”. Account holders are not guaranteed any return for
keeping their funds with the bank, but they may be rewarded with “Hibah”.
Customer current account balances are guaranteed. The primary distinction
between savings and current accounts is that minimum balance limits and

withdrawals are more flexible for current accounts.
1.4.4 Investment accounts

Investment accounts operate on the principle of “Mudharabah” (profit
sharing), with banks accepting deposits from investors for either a fixed or
unlimited period of time. Investment accounts are also known as “profit-
and-loss—sharing” deposits. The ratio for sharing profits and losses
identifies the only return guarantee the account holder receives from the

bank.
1.5  Uses of Funds in Islamic Banking
1.5.1 Mudharabah

The “Mudharabah™ contract is a form of “profit and loss sharing” in
which the investor provides the capital required to finance a particular
project and shares the profits and losses with the entrepreneur according to
a pre-established sharing rule. In this form of contract, there is no
guarantee of revenue, which implies that both contracting parties are

subject to the losses and profits arising from said project’.

' SOUMARE. I, La pratique de la finance islamique : Assurances et gestion des risques,
V 77(1-2), 2009, P 66.
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The Mudharabah is a passive partnership because it is concluded
between two partners (at least) an investor (rab-al-mal) and an entrepreneur
(mudharib) who will work to make this capital as profitable as possible?.
The net profits are shared between the two parties according to
predetermined proportions while the loss on the capital is borne by the only
«rab al mal». In this case, the bank plays the role of «Mudharib» and

shows its agreement in principle to share the profits with the account

holders?.
Mudharabah contracts come in two forms, limited or unlimited:®

— Limited (Mudharabah al muqayadah): the contract concerns
a precise and circumscribed project and the financier, «rab-al-
mal» will invest only his money;

— Unlimited (Mudharabah al mutlaqah): the «mudharib» is not
required to inform the investor of the content of the project.
However, the manager must respect the principles of prudence
and act in good faith. It must manage the financial resources of
the investor «rab-al-mal» in order to make an optimal profit. The
«mudharib» can be held responsible for losses in case of

negligence, especially intentional.
1.5.2 Musharakah

Musharakah (active partnership): or association is a contract where

two partners invest together in a project and share the profits according to

" LEVY. A, Finance islamique : opérations financiéres autorisées et prohibées, Vers une
finance humaniste, Paris : Gualino, 2012, p 76.

2 BEN OUHIBA. H, Les banques islamiques : Etude de positionnement, spécificités
réglementaires et particularités d'audit, 2015, P 38.

*LEVY. A, Op.Cit, p 76.
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the invested capital. In the event of a loss, it is borne by both parties in
proportion to the capital invested. The nature of this transaction is akin to a

joint venture®,

The operation therefore consists, for the Islamic bank, in participating
in the realization of a project by providing professionals with the capital
that they lack. The promoters participate by a partial contribution of capital

or only by their work and "know-how"?,

The difference with the Mudharaba is that all partners (Musharik)

participate in both capital and labor, or in management?.
Musharakah’s operations are of two kinds:

— Musharakah Tabita: fixed or permanent participation, in which
case the objective of the bank is to actively and operationally
participate in economic development while investing its
capital?;

— Musharakah Mutanakissah: degressive participation, which
gives rise to the benefit of the partner of the bank, to a gradual
appropriation of the project, after a levy under the conditions

determined by the act of participation, a share of profits that

' JOUINI. E & PASTRE. O, La finance islamique : Une solution a la crise, Paris:
ECONOMICA, 2009, P. 25.

2BOUYACOUB. F, (2003), I'entreprise & le financement bancaire, Alger, p277.

® CAUSSE-BROQUET. G, La Finance islamique, Paris : Revue Banque, 2012, P 54.

* GUERANGER. F, Finance Islamique : une illustration de la finance ethique, Paris : Dunod,
2009, P 96.
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would be intended to reimburse the financing costs advanced by

the bank?.
1.5.3 Murabahah

The Murabahah is a contract by which a customer who wishes to
acquire goods or any other property involves the bank to purchase these
goods. It could materialize by the purchase of the property or equipment by
the bank that resells it to the customer at a premium price. The bank allows
the customer to pay in instalments. The seller informs the buyer of the cost
of acquiring the property and negotiates with him a profit margin. Price,

margin included, usually paid in instalments?.

This is a pure commercial operation; the bank owns the property first
and resells it with facilities to the customer. However, it remains

responsible for the property until the complete payment of the price®.

The Murabahah contract takes place as follows. Rather than taking a
loan directly from the bank, the client charges the bank to find it and buy a
property from a third party. The institution will buy this property at a
certain price and resell it to the customer at the purchase price to which is
added a profit margin, fixed beforehand («al bay'ou bi ribhin ma'loumy).
The repayment period depends on the liquidity generated. The payment by

the buyer-borrower can be staggered (regular payment) or due in arrears®.

" KETTANI. M, Une banque originale : La banque islamique, Casablanca : El Najah ,2002,
P12.

2 MARTENS. A, La finance islamique : fondements, théorie et réalité, L'Actualité
économique, 77 (4), 2001, P 487.

® TIJANL O, Eléments de ’Economie et de la finance islamique (Vers une théorie de la
liberté limitée), Faculté Polydisciplinaire de Larache, Maroc, 2013, P 13.

*RUIMY. M, La finance islamique, Paris : Arnaud Franel, 2008, p 1009.
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1.5.4 Ijarah

The [jarah is the Arabic equivalent of the word “rental”. This term
therefore refers to a lease or leasing contract. From the perspective of
sharia law, all property can be rented, except money and property

immediately destroyed by the act of consumption (such as food and fuel) .

The leasing contract is not the sale of a property but the sale of its

usufruct namely the right to use it, for a fixed period?.

Islam, as evidenced by the following verse authorizes the sale of
usufruct: «And if they nurse [the child born] of you, give them their

wages». The Holy Quran, Chapter: 65. Verse: 06.

The “Ijarah” is therefore a medium-term financing method whereby
the bank purchases machinery and equipment and then transfers the
usufruct to the beneficiary for a period during which it retains title to the

property?®.
1.5.5 Salam

The Shari'a rules prohibit in principle any commercial transaction
whose object is non-existent at the time of its conclusion (bi'a al
ma'adoum). However, some business practices, although not fulfilling this
condition, are tolerated given their necessity in people’s lives®. This is the

case of the sale Salam which was authorized by the Prophet in the Hadith

" GUERMAS-SAYEGH. L, La religion dans les affaires : la finance islamique, Fondapol :
Fondation Pour L’innovation Politique, 2011, P 21.

2 EL-GAMAL. M. A, Overview of Islamic finance, Department om the treasury, Office of
International Affairs: Occasional paper N°4, 2006, p 22.

% |.F.B. Formation des professionnels du marché financier, La finance islamique, p 07.

4 Département Centre de Documentation, La Finance Islamique, Division des études
économiques et financiéeres, 2007, P 14.
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«the one who makes the Salam, let him do it for a known volume, for a
known weight and for a known delay (man aslafa falyouslif fi kayl
ma'aloum, oua waznin ma'loum ila adjalin ma’aloum) ». Reported by

Al-Bukhari (2240) & Muslim (1604).

Salam can be defined as a contract of sale with deferred delivery of
the goods. Thus, unlike the Murabahah, the Bank does not intervene as a
seller on credit of the goods acquired on order of its relationship, but as a
purchaser, with cash payment of goods that will be delivered to it at term

by its partner™.

This 1s a complex act consisting first of a preliminary memorandum of
understanding which lays the foundations for a final contract to follow; the
preliminary agreement provides that the Bank gives its client a mandate
under which the client will buy for a fixed price, the products which are the
subject of the Salam contract; having become the legal owner of the goods,
the bank resells them to its customer and orders the original seller to
deliver directly to the customer the goods which had been purchased, on
his behalf, by the latter. For greater security, this double operation is
preceded by a promise to purchase for the customer and a bank guarantee
that the latter has issued to the benefit of the bank party to the Salam
operation. The guaranteed amount covers the amount that the customer will

actually pay to the bank?.

L AFFAKI. G, BOURABIAT. F, BOUREGHDA, M., CHAAR, A. M., CHEBLI, A. S,
COSTE, F., et al. La finance islamique a la francaise : un moteur pour I'‘économie une
alternative éthique, Paris : Secure Finance, 2008, P 184.

2 RIFFAT. H.T, Religion et droit bancaire : La substitution a 1’intérét dans les banques
islamiques, Professeur a la Faculté de droit et de Sciences politiques, Université Saint-Joseph,
Avocat a la Cour, P 5.
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1.5.6 Istisna’a

Istisna’a is a contract by which one party (moustani'a) orders another
(sani'a) to manufacture and supply goods to him by clearly mentioning the
description of these goods, the date of delivery, the price and the date of
payment. According to a decision of the Islamic Figh Academy, this type of
arrangement is a form of irrevocable commitment knowing that payment

can be deferred?.

This is a variant that is similar to the Salam contract except that the
object of the transaction concerns the delivery, not of goods purchased in
the state, but of finished products having undergone a process of
transformation®. This technique allows the bank to serve its client by

subcontracting to a specialized third party?.

The concrete terms of payment are determined by the terms of the
agreement between the buyer and the seller (in this case the bank). This

financing structure is mainly used in real estate®.

This product therefore involves two parties, the buyer and the seller.
However, in the case of financing by an Islamic bank, the operation takes

the form of a double contract Istisna'a and three parties are concerned. The

L ALJARHI. M.A, IQBAL. M, Banques islamiques : réponses a des questions fréquemment
posées, P 16.

2 BENBAYER. H, & TRARI-MEDJAOUI. H, Le développement des sources de financement
des PME en Algérie émergence de la finance islamique, Université d’Oran, 2009, P 222.

* DIAGNE. M. B, Finance islamique : une évolution vers le modele théorique (Les cahiers de
la Finance Islamique), N° 10, 2016, P 37.

4 JOUINL. E, & PASTRE. O, Op.Cit, p 28.
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two contracts relate to the same good but are independent; in particular, the

prices are different, the difference representing the margin of the bank®.
1.5.7 Qardh-Hasan

Qardh-Hasan is a free debt instrument that is closer to financial
assistance than business credit’. Commercial establishments rarely use this
technique. On the other hand, it can be used in specific situations (in case
of difficulties of an individual or a company, or when one wishes to
promote the development of nascent sectors) ®. It may be granted by the
Islamic bank as part of the social role it is invited to play. However, the

bank granted this type of credit after taking sufficient guarantees”.

Qardh-Hassan is the only form of money lending that is allowed in
Islam, since other types of contracts cannot be considered loans in the strict
sense. This loan is generally of a social nature. It is granted, by the banks,
on the resources of zakat (and not on deposits), to help people in a situation
of temporary need (student, death, marriage, circumcision of a child, etc.).
It is also used in addition to one or more contracts. Both parties agree the

repayment terms”.

' CAUSSE-BROQUET. G, Op.Cit, p 69.

2 Conseil Déontologique des Valeurs Mobiliéres, Op.Cit, p 18.
3 JOUINI. E, & PASTRE. O, Op.Cit, p 29.

*TIJANI. O, (2013), Op.Cit, P 13.

s AFFAKI. G, Op, Cit.p130
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2 Financial Performance
2.1  Financial performance

Financial performance is a narrow concept of business performance,
as it focuses on using simple ratios based on financial indicators that
supposedly reflect the achievement of the Bank's economic objectives.
Financial performance refers to the process through which a set of
quantitative and qualitative standards or indicators are derived concerning
the activity of an economic project that contributes to determining the
importance of the operational and financial activities of the project. This is
done through information extracted from financial statements and other
sources so that these indicators can be used to assess enterprises' financial

performance’.

The process of assessing financial performance in banks occupies a
broad space among stakeholders, including owners, depositors and lenders,
as this process is important in highlighting the financial situation of these

banks and thus assisting in the decision-making process?.

It can be said that the financial performance assessment process is

based on the following pillars:®

— The existence of clearly defined objectives (standards): It is
emphasized that the performance assessment process can only exist

if there are clearly defined and specific objectives. These objectives

0302 ¢2006 <) Glee cq sl 5 8l 5l o SEY) 5 el Jalaill 8 Aaall lalai¥) ¢ jlas dess !
Y- ALl 315V B <l yine (b dpadluY) Cajliaall Ll ola¥) T g gusall ALIS uigy jam 2
2009 «2bai@¥) 55 )aY) IS (A K Zaala ) plia o) 6380 Al y- (2007-1990) 58l Agddat Al 2o grdll

42 pa
LY @il (e de sane Ao Al A o Y] Gall L) oY) Al daen s see Al s cukal) 3
030 ¢(14) 12 b A Jled closlal Alase (2013-2009) 5380
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must be in the form of a plan or standard and represent a ruler against
which financial and accounting results are compared. This includes
the system of rules and regulations that define standards, the units of
measurement, and the rules governing them.

— Clear standards and indicators: Assessing performance based on
these standards must be done by comparing them with the set
objectives, with the presence of feedback on the work being done,
and using appropriate tools for presenting and evaluating results and
making decisions based on them.

— Actual performance assessment: It involves comparing the
achieved results with the set standards, whether positive or negative.
Deviations, if any, must be identified to address errors and prevent
their recurrence. The presence of an accurate accounting and
statistical system helps reveal such deviations and measures the
achieved results compared to the set standards.

— Taking appropriate decisions to correct deviations: Corrective
decisions depend on accurate and successful data and information, as
well as analysing the causes of deviations, comparing actual
performance to set standards, and taking appropriate corrective

actions to achieve planned performance.
2.1.1 Importance of Financial Assessment

Banks' performance appraisal process is of prominent importance in

many different aspects and levels that can be highlighted in:*

de gana (o A0 le A o DpadlY) Al il sall ool e dpadluY) dpulaall juleall Gk 51" calug ) il 1
‘2020 ‘-l-k_'q;\k.u u.ul_\c k_\\A)S :\M\A 6&&\.@.\3‘ e‘}l:: UMAS cb\JJESJ aA}).L:i c"o‘.ﬁ}uﬂ} uﬁ‘)‘y\ &_11.“““54” e
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The assessment of the financial performance of banks demonstrates
the Bank's ability to implement the planned objectives, by comparing
the results achieved with their objective, detecting deviations and
proposing solutions to them, thereby enhancing the Bank's
performance by continuing to remain and continue to operate;

To know the extent to which the means of investment meet clients'
needs. If the formula meets those needs, the Bank must expand on its
delivery and vice versa;

To know the risks of this formula, before submitting it to customers.
It is necessary to identify the dangers and whether they are high,
medium or minimal;

To know to what extent it meets the bank's needs. Thus, it is
important to measure the performance of the formula and know to
what extent it meets the bank's needs and whether it yields an
appropriate return in the light of the risks of application;

To know the problems and constraints of their application, as the
Bank wants to know the problems and obstacles encountered when

applying this formula;

2.2 Profitability Ratios

Profitability ratios are generally considered to be the basic bank

financial ratio in order to evaluate how well bank is performing in terms of

profit. For the most part, if a profitability ratio is relatively higher as

compared to the competitor(s), industry averages, guidelines, or previous
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years’ same ratios, then it is taken as indicator of better performance of the

bank®.

The most used rates of return are: return on assets (ROA) and return
on equity (ROE). A high level of the two performance measures indicates

the efficiency of a company in the use of its resources and funds?.
2.2.1 Return on assets (ROA)

ROA is net earnings per unit of a given asset. It shows how a bank can
convert its asset into net earnings. The higher ratio indicates higher ability
and therefore is an indicator of better performance?. It is calculated as
under:

Net Profit after Tax
ROA =
Total Assets

2.2.2  Return on Equity (ROE)

Measure how much the firm is earning after tax for each dollar
invested in the firm by shareholders and it indicates the profitability to
shareholders of the firm after all expenses and taxes have been paid*. The

higher ratio is an indicator of higher managerial performance. However,

' Osman Hassan Ibrahim, A Comparative Study on the Financial Performance of Islamic
Banks and Conventional Banks in Kenya, A Management Research Project Submitted in
Partial Fulfilment of Degree of Master of Business Administration Degree (MBA), School of
Business, University of Nairobi, 2009. P20.

2 M. B. TUDOSE. et. Al, Financial Performance-Determinants and Interdependencies between
Measurement  Indicators, Business Management and Economics Engineering,
V 20(1), 2022, P 123.

® Samad. A, and Hassan. K, The Performance of Malaysian Islamic Bank During 1984-1997:
An Exploratory Study, International Journal of Islamic Financial Services, Vol. 1(3), 1999,
p 03.

4 Osman Hassan Ibrahim, Op. Cit, P20
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profitability is only part of bank performance story®. It is calculated as

under:

_ Net Profit after Tax
~ Shareholder'sEquity

ROE

2.3  Liquidity ratios

Liquidity ratios help to understand whether banks can repay short-

term debts and meet their obligations to creditors?.

Liquidity risk involves the withdrawal of money deposited in current
and savings accounts at any time. A bank faces a liquidity problem in the
case of excessive withdrawals as compared to new deposits in a short
period. The liquidity of banks determines their ability to manage liquidity

crises. A weak liquidity position can lead to a bank’s failure®.
2.3.1 Loan to Deposit Ratio (LDR)

Loan to Deposit ratio is an indicator of the ability of the bank to
convert deposits into loans. This ratio has a variety of meanings. From a
liquidity point of view a high loan to deposit ratio indicates a bank’s ability

to manage with a low level of cash and marketable investments®.

Loan
LDR = ———
Deposits

T Samad. A, Op.Cit, p 03.

2 Muhammad. T. M, & Abida. Z, a comparative analysis of financial performance of Islamic
banks vis-a-vis conventional banks: evidence from Pakistan, 2008, p 339.

® Rose. P, & Hudgins. S, Bank Management and Financial Services, McGraw- Hill/lrwin,
New York, 2010, p 565.

“Sree Rama Murthy Y, Financial Ratios of Major Commercial Banks, Sultanate of Oman,
2004 p 19.
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Here, loan means the advances for the conventional banks and
financings for the Islamic banks, because Islamic banks are prohibited to
extend loans and earn interest (Riba) and restricted to follow Islamic Sharia
Principles while conducting their banking business operations so the only
way the Islamic banks can utilize their deposits is to provide financings

through different Islamic financial products®.
2.3.2  Cash & Portfolio Investment to Deposit Ratio (CPIDR)

This ratio indicates the percentage of short-term obligations that could
be met with the bank’s liquid assets in the case of sudden withdrawals. The
measure of liquidity of the bank is the cash and portfolio investments to
deposit ratio. The higher the ratio the better is the liquidity position of the
bank, therefore, the more is the confidence and trust of the depositors in

the bank as compared to the bank with lower CPIDR?.

Cash & Portfolio Investments
CPIDR =

Deposits
2.3.3 Loan to Asset Ratio (LAR)

Loan to assets ratio (LAR) is the ratio used to demonstrate the ability
of banks to meet the demand for loans by using the total assets owned by
banks. The higher this ratio the better the credit performance level because
the greater the loan component given in the total structure of the assets.

However, it has a negative effect on liquidity, because the higher this ratio

' Osman Hassan Ibrahim, Op.Cit, p 21-22.
2 AMINUL ISLAM, An Analysis of the Financial Performance of National Bank Limited
Using Financial Ratio, Bangladech, 2014, p 123.
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means that existing funds are widely used for credit allocation and less for
short-term liabilities®.

Loan

LAR =
Total Assets

2.4  Risk and Solvency Ratios

The risk and solvency ratios measure the extent to which a firm relies
on debt financing rather than equity financing. These ratios are also
referred to as gearing, debt, or financial leverage ratios. These ratios
determine the probability that the firm default on its debt contacts. The
more the debt a firm has the higher is the chance that firm will become

unable to fulfil its contractual obligations?.
2.4.1 Debt-Equity Ratio (DER)

It measures the ability of the bank capital to absorb financial shocks.
In case, creditors default in paying back their loans or the asset values
decrease bank capital provides shield against those loan losses. A bank
with lower (DER) is considered better as compared to the bank with higher
(DER)?3. It is calculated as under:

Total Debt

DER =
Shareholder'sEquity

' Dedy Takdir Syaifuddin, Effect of Equity to Assets Ratio (EAR), Size, And Loan to Assets
Ratio (LAR) On Bank Performance, p 04.

2 Abdi Dufera, FINANCIAL PERFORMANCE EVALUATION: A Case Study of Awash
International Bank (AIB), A Research project submitted for the partial Fulfillment of the
Degree of Master of Science in Finance and Investment, Department of Accounting and
Finance, College of Business and Economics, Mekelle University, Ethiopia, 2010, p 69.

® Muhammad Shehzad Moin, Performance of Islamic Banking and Conventional Banking in
Pakistan: A Comparative Study, Master Degree Project in Finance, School of Technology and
Society, university of skdovde, Sweden, 2008, p 23-24.
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2.4.2  Debt to Total Assets Ratio (DTAR)

It measures the amount of total debt firm used to finance its total
assets. It is an indicator of financial strength of the bank. It provides
information about the solvency and the ability of the firm to obtain
additional financing for potentially attractive investment opportunities.
Higher DTAR means bank has financed most of its assets through debt as
compared to the equity financing®. A high DTAR indicates that a bank
involves in more risky business?. It is calculated as under:

D Total Debt
" Total Assets

2.43 Equity Multiplier (EM)

(EM) measures how many times the total assets cover the
shareholders’ equity®. Higher value of EM means that bank has used more
debt to convert into assets with share capital®. The higher value of EM

indicates greater risk for a bank®. It is calculated as under:

_ Total Assets
 Total Shareholders’'Equity

2.5 Efficiency Ratios

The efficiency ratio is calculated by dividing overhead expenses by
the sum of net interest income and non-interest or fee income. It is a

measure of how effective a bank is in using overhead expenses including

' Muhammad Shehzad Moin, Op.Cit, p 24.
2 Samad. A, and Hassan. K, Op.Cit, p 04.

® Osman Hassan Ibrahim, Op.Cit, P 23.

4 Muhammad Shehzad Moin, Op.Cit, p 24.
® Samad. A, and Hassan. K, Op.Cit, p 04.
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salaries and benefit costs and occupancy expenses as well as other
operating expenses in generating revenues. Other things being equal, a
decrease in the efficiency ratio is viewed as a positive while a rising
efficiency ratio is generally undesirable. The efficiency ratio can rise

temporarily when a bank expands facilities?.
2.5.1 Asset Utilization (AU)

Asset utilization assesses the difference between what an asset can
generate and what it actually produces. In contrast, asset underutilization

signifies revenue losses related to the inefficient exploitation of assets?.

B Total Revenue
" Total Assets

2.5.2 Income Expense Ratio (IER):

This is the most commonly and widely used ratio in the banking sector
to assess the managerial efficiency in generating total income vis-a-vis

controlling its operating expenses.

Income to expense is the ratio that measures amount of income earned
per dollar of operating expense. High IER indicates the ability and
efficiency of the bank in generating more total income in comparison to its
total operating expenses. Total income in the study is defined as net spread
earned before provisions plus all other income while the Other Expenses in

the income statement are treated as total operating expense for the study?.

'Fred H. Et Al, Journal of Finance and Accountancy: Efficiency Ratios and Community Bank
Performance, p 4.

2Quadri Adebayo, Et Al, ASSET UTILIZATION AND RETURN ON EQUITY OF
QUOTED MANUFACTURING FIRMS IN NIGERIA Lawal, p 258.

® Osman Hassan Ibrahim, Op.Cit, p 24.
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Total Income

IER =
Total Operating Expenses

2.5.3 Operating Efficiency (OE):

This ratio indicates how efficiently banks uses its assets, revenues and
minimizing the expenses. In other words, it shows how well banks could

reduce the expenses and improves productivity®.

OE, it measures managerial efficiency in generating operating
revenues and controlling it operating expenses. In other words, how
efficient is the bank in its operations. Lower OE is preferred over higher
OE as lower OE indicates that operating expenses are lower than operating

revenues®.

__ Total Operating Expenses

OFE

" Total Operating Revenues

' Siti Rochmah lka, A COMPARATIVE STUDY OF FINANCIAL PERFORMANCE OF
ISLAMIC BANKS AND CONVENTIONAL BANKS IN INDONESIA, Indonesia, 2011, p
203.

2 Muhammad Shehzad Moin, Op. Cit, P 25.
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In this chapter, we addressed the general concepts of Islamic banks,
including their definitions, aims and importance and their principles. We
also delved into general concepts concerning the financial performance
assessment in Islamic banks. It was found that performance evaluation is a
set of processes and studies through which the results achieved by the

bank’s activities are compared as well as the financial ratios used in the

Process.
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Chapter 2............ A Case Study of Al Salam Bank Algeria (2018-2022)

After presenting the first chapter of theoretical aspect of Islamic banks
as well as assessing financial performance and the most important
indicators used in doing that, we chose Al Salam Bank Algeria (a branch of
the Bahraini Al Salam Bank) as a study sample in order to determine the
effectiveness of the indicators in assessing the financial performance of the

bank in question using the bank’s financial statements.
We structured this chapter into two parts:

1. Al Salam Bank Algeria

2. Assessing the Financial Performance Using Financial Ratios
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1 Al Salam Bank Algeria

1.1 Al Salam Bank!

Establishing its headquarters in the Kingdom of Bahrain in 2006, Al
Salam Bank (Al Salam Bank) has since cemented its reputation as the
fastest growing bank in the Kingdom and a highly influential force in the
Islamic banking industry on a regional level. Leveraging on its robust
financial standing as the industry’s strongest in asset capital, the Bank has
a proven track record in risk mitigation and effectively shifting to market

dynamics, through its agile and aggressive growth strategy.

The Bank has adopted a digital-first mind-set to meet the modern-day
needs of its clientele, delivering curated financial solutions and a seamless,
transformative customer experience. Harnessing the power of data-backed
insights and state-of-art technology, Al Salam Bank offers a comprehensive
range of innovative and unique Sharia-compliant financial products and
services through its extended network of branches and ATMs. In addition
to its diverse range of retail banking services, the Bank also provides
corporate banking, private banking, asset management, international

transaction banking as well as treasury services.

Al Salam Bank’s competitive edge lies in its unrivalled approach to
nurturing client relationships, fuelled by a deeply rooted ethos in
humanizing the customer journey through personalization, convenience,
and efficiency, creating a refined and rewarding client experience. The

Bank prides itself on its solution-oriented philosophy, curating tailored

L https://www.alsalambank.com/en/AboutUs/profile, checked the 06™ of June 2024, at 11:05
am.
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solutions with its clients’ financial needs at the epicentre of everything they

do.
1.1.1 Al Salam Bank’s Promise’
Al Salam Bank nurtures relationships by enriching experiences.
1.1.2 Al Salam Bank’s Values®

— They are empowered by their human desire to make a
difference;

— They are passionate by nature in all that they do;

— They have an innovative and solution-driven mind-set;

— They are dedicated to the pursuit of excellence across all fronts.
1.1.3 Al Salam Bank’s Guiding Principals?
— Enchant clients

They go over and above to deliver an enriching experience by
simplifying and humanizing the customer journey through personalization,

convenience and rewards.

They are driven by a shared passion to form deep relationships with
their clients and curate tailored solutions to help them meet their financial

goals efficiently and seamlessly.

They stand by their promise to continuously deliver a refined service

offering that places their clients at the core.

1 https://www.alsalambank.com/en/AboutUs/brand-promise-principles-values, checked the
06™ of June 2024, at 11:25 am.
2 https://www.alsalambank.com/en/AboutUs/brand-promise-principles-values, checked the
06th of June 2024, at 11:25 am.
3 https://www.alsalambank.com/en/AboutUs/brand-promise-principles-values, checked the
06th of June 2024, at 11:25 am.
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— Inspire People

They prioritize the wellbeing of their people and empower them to
promote Al Salam Bank’s distinct culture of collaboration, dedication to

the pursuit of excellence, and passion for execution.

They celebrate a highly energetic and supportive work environment

founded on the principles of teamwork, transparency and mutual respect.

They enable their people with tools, resources and opportunities to
play an integral role in Al Salam Bank’s mission and to feel engaged,

connected, and proud of what they collectively achieve.
— Digitally Native

At Al Salam Bank, they believe in smart, efficient banking. They
adopt a digital-first mind-set to meet the banking needs of their clients for
convenience, simplicity and efficiency. Digital is never an afterthought
with them - it lies at the core of their identity. By nature, they are
technologically proficient, harnessing the insights derived from data to

deliver curated financial solutions and seamless banking to their customers.
— Do the Right Thing

They live by their values of integrity, fairness, transparency and

ethical conduct.

They have made a commitment to stay attentive to customers’ needs
throughout their journey, whilst providing confidential, secure and ethical

banking services.
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— Act with Empathy

They are committed to support the social and financial wellbeing of

their community.

They encourage a socially responsible culture from within to drive

positive change externally.
1.2 Al Salam Bank Algeria’

Al Salam Bank Algeria is a multi-functional and multi-service bank
operating in accordance with Algerian law and the provisions of Islamic
law (Sharia law) in all its operations; The bank was accredited by the Bank
of Algeria in September 2008, to start its activity with the aim of providing

innovative banking services.

Al Salam Bank Algeria operates on a clear strategy consistent with the
requirements of economic development in all vital facilities in Algeria by
providing modern banking services that derive from the principles and
values inherent in the Algerian people, in order to meet the needs of the
market, dealers and investors. A legitimate body composed of leading

scholars in sharia law and economy regulates its transactions.

The Bank's network of branches currently consists of 25 branches
spread across the country, pending the opening of other branches; In line
with the Bank's vision and strategy, which seeks to provide and bring its

banking services closer to its clients with the best quality.

1 https://www.alsalamalgeria.com/fr/page/list-51-0-277.html, checked the 10" of June 2024,
at 9:45 pm.
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1.2.1 Al Salam Bank Algeria’s Mission

Excellence and supremacy in providing innovative and high-quality
banking services that keep pace with modern financial developments and
solutions and in accordance with Islamic Sharia law to achieve the best

value and sustainable benefit for all parties.
1.2.2 Al Salam Bank Algeria’s Vision

Leading in the field of comprehensive banking, by matching the
concepts of Islamic sharia, and by providing innovative services and

products, approved by the bank's legitimate body.
1.2.3 Al Salam Bank Algeria’s Values

The Bank is keen to reflect its values in its decisions and the conduct
and effectiveness of its employees in their various dealings, so that the
various organizational units of the Bank and at all levels adhere to these

values. Those values are as following:
— Excellence

Renovation, innovation and creativity in the introduction of advanced
and innovative products and services that align with Islamic values and
within the latest technologies in order to achieve the aspirations of all

parties.
— Commitment

The standards of total quality and the preservation of the rights of
customers and work in accordance with the principles and provisions
compatible with Islamic sharia law and by applying the principles of

institutional governance.
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— Communication

They have made internal/external communication their top priority,
realising that it is the best way to provide the best service to their

customers.
1.3 Al Salam Bank Algeria’s Financing Formulas'
1.3.1 Murabahah

Murabaha is a contract of sale at cost price plus a profit margin known
and agreed between the buyer and the seller (AL Bay'ou bi ribhin

ma'loum).
Murabaha can have two aspects:

— Direct transaction between a seller and a buyer;
— Three-way transaction between an end buyer (or buyer), a first
seller (the supplier) and an intermediate seller (executing the

purchase order).

This last formula was retained in Islamic banking practices. The bank
acts as the first purchaser with regard to the supplier and the reseller with
regard to the ordering buyer (the customer). The bank buys the goods in
cash or on credit and resells them in cash or on credit to its client with a

profit margin agreed between the two parties.
1.3.2 TJjara’a

Al “[jara’a” (leasing) 1s a lease agreement for property with a promise

of sale to the tenant.

L https://www.alsalamalgeria.com/fr/blog/list-58-25.html, checked the 10™ of June 2024, at
11:15 pm.
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This is a relatively recent funding technique involving three main

players:

— The supplier (manufacturer or seller) of the goods;

— The lessor (in this case the bank buying the property to rent it to its
client);

— The tenant who rents the property by reserving the option to acquire

it definitively at the end of the rental contract;

From the previous definition, it follows that the right of ownership of
the property belongs to the bank during the entire period of the contract,

while the right of enjoyment belongs to the tenant.
At the end of the contract, three scenarios may arise:

— The client is obligated to acquire the property (rental agreement);
— The client has the choice to acquire or return the property (leasing
contract);

— The client opts for a second lease of the property (lease renewal);
1.3.3 Salam

Salam can be defined as a contract of sale with deferred delivery of
the goods. Thus, unlike the Murabaha, the bank does not intervene as a
seller on credit of the goods acquired on order of its relationship, but as a
buyer, with cash payment of goods that will be delivered to him at term by

his partner.
— Foundation

The Shari'a rules prohibit in principle any commercial transaction

whose purpose is non-existent at the time of its conclusion (bi'a al
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ma'adoum). However, some business practices, although not fulfilling this
condition, are tolerated given their necessity in people’s lives. This is the
case of the sale Salam which was authorized by the prophet in the Hadith
«the one who makes the Salam, let him do it for a known volume, for a
known weight and for a known delay (man aslafa falyouslif fi kayl

ma'aloum, oua waznin ma'loum ila adjalin ma'aloum).
1.3.4 Istisna’a

The “Istisna’a” is a contract of enterprise under which one party
“Moustasni’a” asks another “Sani’a” to manufacture or build a work for a
remuneration payable in advance, in a split way or in the future. This is a
variant that is similar to the “Salam‘ contract except that the object of the
transaction concerns the delivery, not of goods purchased in the state, but

of finished products having undergone a process of transformation.

Compared to the commercial practices of our time, “Istisna’a”
identifies itself with the contract of enterprise defined by article 549 of the
Algerian civil code as follows: “A contract of employment is the contract
by which one of the parties undertakes to perform a work or to perform a

work for remuneration that the other party undertakes to pay to it.”

The “Istisna’a” formula, put into practice by an Islamic bank, may
take the form of a triangular operation involving the bank, the client and

the contractor in the context of a double “Istisna’a”.

Applications for “Istisna’a” funding may be made in one of two

forms:
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A. Financing of the realisation of movable or immovable property at the

request of the bank’s own client (ex: Construction of premises or
manufacture of equipment);

B. Financing of the construction of a building within the framework of a

public contract;
Bank intervention may take one of two forms:

— The client is in the position of “Moustasni’a” (Client);

— The bank acts as “Sani’a” (Entrepreneur) and vice versa.
1.3.5 Mudharabah

The Mudharabah is a particular form of the Musharakah in which one
of the parties (the bank) contributes capital and the other (the partner
Mudhareb) through work and know-how. The profits generated by the
combination of these two factors are shared between the bank and its
partner in mutually agreed proportions. On the other hand, the provider of

capital (the bank) will assume any losses up to the advanced funds.

— The Mudharabah can be absolute or restricted;

— The Mudharabah is absolute when the Mudhareb partner is free to
dispose of the capital of the Mudharabah in operations of his choice
and/or for an indefinite period;

— The Mudharabah is restricted when it concerns operations, goods

and/or fixed duration (s).
1.3.6 Musharakah

The Musharakah is an association between two parties (or more) in
the capital of an enterprise, project or operation through a distribution of

results (losses or profits) in agreed proportions. It is based on the morality
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of the client, the relationship of trust and the profitability of the project or

operation.

The Musharakah, practiced by new Islamic banks such as ours, is
most often in the form of a contribution to the financing of projects or one-
off operations proposed by customers. As in the Murabaha, this financing

can be done with or without disbursement.

In any event, this contribution is made in accordance with one of the

following two formulas:
— The Fixed Musharakah

The bank participates in the financing of the project in a sustainable
way and regularly receives its share of the profits in its capacity as co-
owner. This is in this case for the bank a long- or medium-term use of these
stable resources (own funds, participatory deposits allocated and
unallocated...). The contribution of the bank may take the form of a
participation in existing companies, a contribution to the increase of their
share capital or a contribution to the formation of the capital of new
companies (purchase or subscription of shares). This type of Musharakah
corresponds in traditional banking practices to the stable displacements
that the banks carry out either to help the formation of companies or

simply to ensure the control of existing companies.
— The Degressive Musharakah

The bank participates in the financing of a project or operation with
the intention of gradually withdrawing from the project or operation after
its total disinterest by the promoter. The latter shall, at regular intervals,

pay to the bank the part of the profits owed to him as he may reserve part
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or all of his own share to repay the capital contribution of the bank. After
the recovery of all of its capital and the resulting profits, the bank
withdraws from the project or operation. This formula is similar to

temporary participations in traditional banking.
1.3.7 Alljara el Moussoufa fi Edhima

Al “Ijara el Moussoufa fi Edhima” is a contract by which the bank
undertakes to provide a customer with a service or the enjoyment of a
determinable property, whether the object of the contract is the enjoyment
of property such as the rental of a type of car or the performance of a
service such as taking charge of studies, without the bank being required to
be the owner at the time of signing the contract, provided however that it is

able to dispose of it at the end of the performance of the service.
— Foundation

In accordance with the rules of Islamic Shari'a, it is in principle
forbidden for the bank to conclude a commercial transaction or a lease if at
that time, the object of the contract is non-existent or the bank is not
certain of being able to satisfy the object of its commitment. This applies in
particular where the object of the transaction or lease is not part of its

assets at the end of the sale or lease;
However, this principle has two exceptions:

— The first exception is that it is tolerated to sell according to the rules
of the sale Salam in accordance with the saying of the Prophet «the
one who practices the Salam, that he does it for a known volume, for

a known weight and for a known delayy;
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— The second exception is that it is permissible to undertake to perform
a service or to give in enjoyment a property even if one is not yet the
owner. This type of rental is referred to as the “Ijara moussoufa fi
edhima”, which means the rental of a service or the enjoyment of a

property identifiable by its qualities;

Thus, the “Ijara moussoufa fi edhima” is assimilated to the sale Salam
with only one difference, namely that unlike the Salam in which the bank
advances the capital to its partner, in the “Ijara moussoufa fi edhima”, it is
not required to advance payment to the service provider before concluding

with the final beneficiary of the service.
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2 Assessing Financial Performance Using Financial Ratios
2.1  Profitability Ratios

In order to see how Al Salam Bank Algeria is performing in terms of
Profitability during (2018-2022), the study use the profitability ratios:

Return on Assets (ROA) & Return on Equity (ROE).
2.1.1 Return on Assets (ROA) & Return on Equity (ROE)

The table below represents the change in profitability ratios (ROA) &
(ROE) of Al Salam Bank Algeria during the period (2018-2022):

Table N°1: Return on Assets (ROA) & Return on Equity (ROE)

2018 2019 2020 2021 2022
ROA 2.20% 3.06% 1.89% 1.43% 1.67%
ROE 13.97% 21.10% 16.23% 12.43% 16.08%

The figure below represents the change in profitability ratios (ROA) &
(ROE) of Al Salam Bank Algeria during the period (2018-2022) extracted

Source: researcher’s own computation from financial statements

from (Table N°1):
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Figure N°1: Return on Assets (ROA) & Return on Equity (ROE)

ROA & ROE of Al Salam Bank Algeria
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Source: researcher’s own preparation from (Table N°1)

First, ROA measures the effectiveness of management in using its
assets to generate earnings. From (Table N°1 & Figure N°1) show that
ROA started in 2018 at (2.20%) then it hit its peak in 2019 (3.06%)
suggests that this was a year of high operational efficiency. The significant
drop in 2020 (1.89%) and continued its decline in 2021 to (1.43%) which
reflects reduced operational efficiency. Then followed by a slight recovery
in 2022 (1.67%) suggests a gradual improvement, yet the company was

still far from its peak in 2019.

As for the ROE, it indicates how effectively a company uses equity to
generate profits. In 2018, the ROE was (13.97%) then it rose exceptionally
high in 2019 (21.10%) points to strong performance and high profitability.
The subsequent maintained a decline in 2020 and 2021 at (16.23%),
(12.43%) respectively, which reflects reduced profitability. The rebound in
2022 (16.08%) shows recovery but it’s still below the 2019 peak.

54



Chapter 2............ A Case Study of Al Salam Bank Algeria (2018-2022)
2.2  Liquidity

In order to see how Al Salam Bank Algeria is performing in terms of
Liquidity during (2018-2022), the study use the liquidity ratios: Loan to
Deposit Ratio (LDR), Cash & Portfolio Investment to Deposit Ratio
(CPIDR) & Loan to Asset Ratio (LAR).

2.2.1 Loan to Deposit Ratio (LDR)

The table below represents the change in liquidity ratio (LDR) of Al
Salam Bank Algeria during the period (2018-2022):

Table N°2: Loan to Deposit Ratio (LDR)

2018 2019 2020 2021 2022

LDR 88.19% 92.09% 76.75% 77.05% 79.39%

Source: researcher’s own computation from financial statements

The following figure represents the change in liquidity ratio (LDR) of
Al Salam Bank Algeria during the period (2018-2022), extracted from

(Table N°2):
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Figure N°2: Loan to Deposit Ratio (LDR)
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Source: researcher’s own preparation from (Table N°2)

LDR measures the proportion of deposits lent out by a bank, thus a
higher ratio indicates less liquidity but more income from loans. In 2018,
and as shown in (Table N°2 & Figure N°2) LDR was at a high rate of
(88.19%) before the ratio peaked in 2019 (92.09%), suggesting aggressive
lending. Followed by a sharp drop in 2020 and 2021 at (76.75%), (77.05%)
reflecting a more conservative approach. The slight increase in 2022

(79.39%) suggests a gradual return to more typical lending practices.

2.2.2 Cash & Portfolio Investment to Deposit Ratio (CPIDR)

The table below represents the change in liquidity ratio (CPIDR) of Al
Salam Bank Algeria during the period (2018-2022):
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Table N°3: Cash & Portfolio Investment to Deposit Ratio (CPIDR)

2018

2019

2020

2021

2022

CPIDR

27.07%

33.08%

41.65%

36.52%

39.25§

Source: researcher’s own computation from financial statements

The figure represents the change in liquidity ratio (CPIDR) of Al
Salam Bank Algeria during the period (2018-2022), extracted from (Table
N°3):

Figure N°3: Cash & Portfolio Investment to Deposit Ratio (CPIDR)
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Source: researcher’s own preparation from (Table N°3)

CPIDR indicates the proportion of deposits held in liquid. The (Table
N°3 & Figure N°3) show an increasing trend from 2018 to 2020 (27.07%),
(33.08%) and (41.65%) respectively which indicates that the bank shifts to
maintain higher liquidity. The slight decrease in 2021 (39.25%) and 2022

(36.52%) indicates a decrease in maintaining liquidity.
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2.2.3 Loan to Asset Ratio (LAR)

The following table shows the change in liquidity ratio (LAR) of Al
Salam Bank Algeria during the period (2018-2022):

Table N°4: Loan to Asset Ratio (LAR)

2018 2019 2020 2021 2022

LAR 68.42% 72.95% 61.03% 63.19% 65.25%

Source: researcher’s own computation from financial statements

The figure represents the change in liquidity ratio (LAR) of Al Salam
Bank Algeria during the period (2018-2022), extracted from (Table N°4):

Figure N°4: Loan to Asset Ratio (LAR)
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Source: researcher’s own preparation from (Table N°4)

LAR shows the extent to which a company's assets are financed by
loans. LAR for Al Salam Bank Algeria in 2018 was at (68.42%) as shown
in (Table N°4 & Figure N°4), followed by a peak in 2019 (72.95%) which
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indicates high loan financing; while the sharp decline in 2020 (61.03%)

suggests a cautious approach. The gradual increase in 2021 and 2022 at
(63.19%), (65.25%) respectively shows a return to the usual lending

practices.
2.3  Risk & Solvency Ratios

The following addresses Al Salam Bank Algeria’s performance in
terms of Risk & Solvency during (2018-2022), as the study uses: Debt-
Equity Ratio (DER), Debt to Total Asset Ratio (DTAR) & Equity
Multiplier (EM) in the process.

2.3.1 Debt-Equity Ratio (DER)

The coming table represents the change in risk & solvency ratio

(DER) of Al Salam Bank Algeria during the period (2018-2022):

Table N°5: Debt-Equity Ratio (DER)

2018 2019 2020 2021 2022

DER 4.94times 5 .47times 7.05times 728'[111168 7.94times

Source: researcher’s own computation from financial statements

The figure represents the change in risk & solvency ratio (DER) of Al
Salam Bank Algeria during the period (2018-2022), extracted from (Table
N°S)
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Figure N°5: Debt-Equity Ratio (DER)
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Source: researcher’s own preparation from (Table N°5)

DER measures the ability of the bank capital to absorb financial
shocks. The (Table N°5 & Figure N°5) show steady increase in DER over
the years 2018, 2019 at (4.94 times) and (5.47 times) respectively indicates
a growing reliance on debt financing. The sharp increase in 2020 (7.05
times) and 2021 (7.28 times), highlights the company’s increased leverage,
potentially heightening financial risk. The further rise in 2022 (7.94 times)
suggests continued high reliance on debt, which could be risky if not

managed well.
2.3.2  Debt to Total Assets Ratio (DTAR)

The table below represents the change in risk & solvency ratio

(DTAR) of Al Salam Bank Algeria during the period (2018-2022):
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Table N°6: Debt to Total Asset Ratio (DTAR)

2018 2019 2020 2021 2022

DTAR 77.64% 79.31% 81.98% 83.46% 82.84%

Source: researcher’s own computation from financial statements

The figure represents the change in risk & solvency ratio (DTAR) of
Al Salam Bank Algeria during the period (2018-2022), extracted from
(Table N°6):

Figure N°6: Debt to Total Asset Ratio (DTAR)
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Source: researcher’s own preparation from (Table N°6)

DTAR measures the proportion of a company's assets financed by
debt. From (Table N°6 & Figure N°6), the increasing trend 2018 (77.64%)
to 2021 (83.46) indicates a growing use of debt to finance assets, resulting
in higher financial risk. Followed by a slight decrease in 2022 (82.84%)
suggests a minor reduction in debt financing, which could be a start to a

better risk management.
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2.3.3 Equity Multiplier (EM)

The table that follows represents the change in risk & solvency ratio

(EM) of Al Salam Bank Algeria during the period (2018-2022):

Table N°7: Equity Multiplier (EM)

2018 2019 2020 2021 2022

EM 6 . 3 6times 6 . 89times 8 . 6times 8 . 72times 9 S 8times

Source: researcher’s own computation from financial statements

The figure represents the change in risk & solvency ratio (EM) of Al
Salam Bank Algeria during the period (2018-2022), extracted from (Table
N°7):

Figure N°7: Equity Multiplier (EM)
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Source: researcher’s own preparation from (Table N°7)

EM reflects the amount of a company's assets financed by

shareholders' equity. The (Table N°7 & Figure N°7) a continuous increase
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in EM from (6.36 times) in 2018 to (8.72 times) indicating that the

company has been progressively using more debt relative to equity to
finance its assets. The high multiplier in 2022 (9.58 times) indicates
significant reliance on debt, which could amplify returns but also increase

financial vulnerability.
2.4  Efficiency

In order to see efficient Al Salam Bank Algeria is performing during
(2018-2022), the study use the efficiency ratios: Asset Utilization (AU),
Income Expense Ratio (IER) & Operating Efficiency (OE).

2.4.1  Asset Utilization (AU)

The following table represents the change in efficiency ratio (AU) of
Al Salam Bank Algeria during the period (2018-2022):

Table N°8: Asset Utilization (AU)

2018 2019 2020 2021 2022

AU 6.37% 7.04% 4.74% 3.90% 4.25%

Source: researcher’s own computation from financial statements

The figure represents the change in efficiency ratio (AU) of Al Salam
Bank Algeria during the period (2018-2022), extracted from (Table N°8):
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Figure N°8: Asset Utilization (AU)
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Source: researcher’s own preparation from (Table N°8)

AU measures how effectively a company uses its assets to generate
revenue. As shown in (Table N°8 & Figure N°8), from a (6.37%) in 2018
to a peak in 2019 at (7.04%) which indicates high efficiency. Then a sharp
decline in 2020 (4.74%) and further drop in 2021 (3.90%) reflect
operational challenges. Followed by a slight improvement in 2022 (4.25%)

which suggest a recovery in asset utilization efficiency.
2.4.2 Income Expense Ratio (IER)

The table below represents the change in efficiency ratio (IER) of Al
Salam Bank Algeria during the period (2018-2022):

Table N°9: Income Expense Ratio (IER)

2018 2019 2020 2021 2022

IER 1 . 3times 1 . 8 Stimes 1 . 54times 1 . 3 7times 1 ) Stimes

Source: researcher’s own computation from financial statements
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The figure below represents the change in efficiency ratio (IER) of Al
Salam Bank Algeria during the period (2018-2022), extracted from (Table
N°9):

Figure N°9: Income Expense Ratio (IER)

IER of Al Salam Bank Algeria
2018-2022

1,8
1,6
1,4
1,2

0,8
0,6
0,4
0,2

2018 2019 2020 2021 2022

IER

Source: researcher’s own preparation from (Table N°9)

IER measures the ability to generate income relative to expenses. The
(Table N°9 & Figure N°9) show a high ratio in 2019 (1.85 times) which
indicates strong income generation. The decline in 2020 and 2021 (1.54
times), (1.37 times) respectively shows challenges in maintaining income
levels relative to expenses. The improvement in 2022 (1.55 times) suggests

a positive trend towards better income management.
2.4.3  Operating Efficiency (OE)

The table below represents the change in efficiency ratio (OE) of Al
Salam Bank Algeria during the period (2018-2022):
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Table N°10: Operating Efficiency (OE)

2018

2019

2020

2021

2022

OE

57.02%

46.71%

54.47%

72.48%

52.04%

Source: researcher’s own computation from financial statements

The following figure represents the change in efficiency ratio (OE) of
Al Salam Bank Algeria during the period (2018-2022), extracted from
(Table N°10):

Figure N°10: Operating Efficiency (OE)
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Source: researcher’s own preparation from (Table N°10)

OE measures the proportion of revenue consumed by operating costs,
with lower values indicating higher efficiency. From a (57.02%) in 2018 as
shown in (Table N°10 & Figure N°10) to a decline in 2019 (46.71%)
which is an improvement that indicates optimal operational efficiency.

Then the spike in 2021 (72.48%) following the 2020 (54.47%) which both
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indicates significant operational challenges. Then the recovery in 2022

(52.04%) that shows an improved operational efficiency.
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Chapter 2............ A Case Study of Al Salam Bank Algeria (2018-2022)

This chapter included a case study of Al Salam Bank Algeria,
presenting the most basic concepts related to it. Addressing the
establishment and foundation of Al Salam Bank Algeria and its financing

formulas.

Moving on to the second part, which focused on assessing the bank's
financial performance. This section addressed the development of the
bank’s financial ratios such as profitability and efficiency during the period

2018-2022.
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COMCIUSI O . ..o e e e e

Islamic banks are financial institutions that follow Islamic Sharia’a
law and provide banking and investment services with a unique economic
and social role in the Islamic community. Islamic banks differ from
conventional banks in their patterns, characteristics, objectives, and
working methods, leading to unique sources of funds, uses of funds, and
operational mechanisms. This has left Islamic banks facing a range of
challenges and risks that they must overcome under the global banking
system. This highlights the need for a proficient department to manage
their activities effectively; ensuring returns and investments are balanced to

secure their survival and continuity.

Therefore, our study at Al Salam Bank Algeria aimed to assess the
financial performance of Islamic banks due to their crucial role in the
bank's development and financial growth, leading to specific conclusions

and recommendations.

1. Results

— Islamic banks are financial institutions whose work 1s in terms the
Islamic Sharia'a law, by pooling funds and directing them towards
optimal investments that all are interest-free;

— The most important element that distinguishes Islamic banks from
conventional banks is their reliance in their transactions on the
principle of profit and loss sharing, while also avoiding dealing with
bank interest, reflecting conventional banks that rely in their work on
interest;

— Islamic banks aim to contribute to social justice by improving
income distribution through initiatives such as granting interest-free

loans and supporting social projects that benefit the community;
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Islamic banks offer various financing formats, including Murabaha
(cost-plus financing), Al Salam (advance payment), Istisna’a
(manufacturing contracts). Each format serves different purposes in
Islamic banking;

Assessing the financial performance of Islamic banks is crucial for
achieving planned objectives, identifying deviations, and
implementing corrective measures to enhance operational efficiency
and sustainability;

Al Salam Bank Algeria is a multi-functional and multi-service bank
operating in accordance with Algerian law and the provisions of
Islamic law in all its dealings; The bank was accredited by the Bank
of Algeria in September 2008 to start its activity with the aim of
providing innovative banking services;

Financial performance encompasses various metrics that reflect a
company's financial health and operational efficiency;

The analysis indicates that Al Salam Bank Algeria experienced peak
performance in 2019 but faced significant challenges in 2020 and
2021. There were signs of recovery in 2022, but the bank has not yet
returned to its peak performance levels of 2019, which corrects
“Hypothesis 17;

The financial performance assessment shows fluctuations in
profitability, liquidity, and risk. While the bank was able to generate
profits, there was a decline in profitability after 2019 with gradual
recovery in 2022. Liquidity ratios indicated a cautious approach post
2019, and risk ratios showed increasing reliance on debt, which

raises concerns about financial risk, that corrects “Hypothesis 2.

. Recommendations
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— Since the major goal of any firm is to maximize profits, the banks’
management should come up with ways to increase deposits in the
bank portfolio;

— To maximize performance, they should ensure an acceptable high
ratio of retained earnings which are the undistributed profits
accumulated over the years that could be used for increasing the
capital resource;

— A scarcity of finance literature related to Islamic banking sector in
foreign languages. Therefore, more researches should be done in this

field and with other factors.
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Annex No4: Al Salam Bank Algeria’s Financial Statements of 2019
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Annex No5: Al Salam Bank Algeria’s Key Indicators of 2020
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Annex No7: Al Salam Bank Algeria’s Key Indicators of 2021
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Annex No8: Al Salam Bank Algeria’s Financial Statements of 2021
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Annex N09: Al Salam Bank Algeria’s Key Indicators of 2022
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Annex No010: Al Salam Bank Algeria’s Financial Statements of 2022
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A DS AT . .. o
Abstract:

This study aimed to assess the financial performance of Islamic banks
in Algeria, and for that, the analytical descriptive approach was relied
upon, with the use of a case study tool through the use of financial ratio
analysis of the financial statements of the Al Salam Bank Algeria during
the period 2018-2022.

The study reached several results, as assessing the financial
performance of the bank during the period (2018-2022) using financial
ratios indicate that the bank experienced peak performance in 2019,
followed by challenges in 2020 and 2021. There are signs of recovery and
improved efficiency in 2022, although the bank is yet to reach its
performance levels of 2019. The increasing reliance on debt financing
raises concerns about financial risk, emphasizing the need for careful
management of debt and operational efficiency to ensure sustainable
growth.

Key Words: Islamic Banks, Al Salam Bank Algeria, Financial
Performance, Financial Ratios.
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