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ABOUT MCB ISLAMIC BANK

MCB Islamic Bank Ltd. is the wholly owned subsidiary of MCB Bank Ltd. and commenced
its operations in 2015. MCB Islamic Bank has a nationwide network of branches across
Pakistan.

MCB Islamic Bank is successfully providing Shari'ah compliant products and services to
its customers in all provinces of Pakistan.
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WHAT IS ISLAMIC BANKING?

Islamic banking is defined as a banking system, which is in consonance with the
spirit, ethos and value system of Islam and governed by the principles laid down
by the Shari'ah.

Islamic banking, the more general term, is based not only to avoid interest-based
transactions prohibited in Shari'ah but also to avoid unethical and un-social
practices. In practical sense, Islamic Banking is the transformation of
conventional money lending into transactions based on tangible assets and real
services.

The model of Islamic banking system leads towards the achievement of a system
which helps achieve economic prosperity.
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ISLAMIC BANK

MISSION STATEMENT

® To provide innovative Shari'ah compliant financial solutions and quality
services to our customers.

® To maximize Halal returns for our shareholders.

® To nurture an internal environment of qualified professionals and cutting-edge
technology.
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WE VALUE YOUR FAITH——

OUR VALUES

We are Shari'ah Driven
Following the Shari'ah we will conduct our activity in a fair, ethical and socially
responsible manner

Dedicated and Dependable
We will build strong, enduring relationships, delivering an experience that
delights our customers

Aspirational
We will be professional and fulfil our commitments, delivering high quality
products and services
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CORPORATE STRATEGY

MCB Islamic Bank's corporate strategy has three pillars, which will be pursued
concurrently and focused in chronological order:

A. Build market leadership within Pakistan

Grow network
Financial Inclusion
Product Development
Customer Satisfaction

Technological Innovation

B. Create a Shari'ah compliant integrated financial services group

Create a model that offers customers access to a diversified Shari'ah compliant
financial services.

C. Pursue international growth opportunities

With the growing acceptance of Islamic Banking worldwide, MCBIBL will turn its
attention to replicating its business model through systemic geographic expansion.
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Phase 2, DHA Advocates & Solicitors

Lahore .
External Auditors

Head Office M/s A.F. Fergusons & Co.,
339-Z Chartered Accountants

1st and 2nd Floor i A ) ]
Phase 3, DHA Chief Financial Officer
Lahore Syed Iftikhar Hussain Rizvi
Shari'ah Compliance Company Secretary
Department Maimoona Cheema

339-Z

2nd Floor

Phase 3, DHA

Lahore

Contact Information
UAN: +92-42-111-622-425

Website: www.mcbislamicbank.com
Email: info@mcbislamicbank.com




AN
S | MCB

ISLAMIC BANK

CREDIT RATING

PURITY

IN BUSINES§/

1'_! ‘ B ;
\\ \ "\ l""'!&? ¢

'-._'L ; . d . . v \\
i) 2
VAl _ & i~

Long Term




N N
MCB WE VALUE YOUR FAITH MCB

ISLAMIC BANK

WE VALUE YOUR FAITH——

ISLAMIC BANK

BOARD OF DIRECTORS

Raza Mansha Ali Muhammad Mahoon
Chairman & Non-Executive Director President & Executive Director

M.U.A. Usmani Omair Safdar
Non-Executive Director Non-Executive Director

Khalid Mahmood Bhaimia Ibrahim Shamsi
Independent Director Non-Executive Director

Ahmed Ebrahim Hasham
Independent Director
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Raza Mansha

Chairman

Raza Mansha has more than 21 years of diversified professional experience in various business sectors including
Banking, Textile, Power, Cement, Insurance, Hotels, Properties, Natural Gas, Agriculture, Dairy etc.

He received his Bachelor degree from the University of Pennsylvania, USA. Currently he is on the Board of MCB
Islamic Bank Limited, Nishat Hotels & Properties Limited, Sui Northern Gas Pipeline Limited, Adamjee Life
Assurance Company Limited, MNET Services (Pvt.) Limited & Nishat (Raiwind) Hotels and Properties Ltd.

Ahmed Ebrahim Hasham

Director

Ahmed Ebrahim Hasham is the Managing Director of Mehran Sugar Mills Limited. He is a board member of
Pakistan Molasses Company Limited, Unicol Limited, UniEnergy Limited and Mehran Sugar Mills Limited. In
addition, he is also a member of the Executive Committee of the Pakistan Sugar Mills Association and a Board
member of Young President Organization Pakistan (YPO- Pakistan). He is an active contributor towards social and
academic services, a board member of Hasham Foundation and Usman Memorial Foundation which in turns
manages to the Usman Institute of Technology. He is a graduate in International Relations (IR) and Economics from
Tufts University, USA.

Khalid Mahmood Bhaimia

Director

Khalid Mahmood Bhaimia, has extensive experience in both Islamic and conventional banking in multinationals,
Middle Eastern and Malaysian banks. Having held the position of CEO of Dallah Albaraka (Europe), CEO of
Unicorn Islamic Bank and other senior positions at Gulf Bank, Kuwait and Citibank, Middle East and Hong Kong
over the last 16 years, he had successfully established and professionally managed standalone businesses.
Before joining HLIB, Khalid was the CEO of RHB Islamic Bank, Malaysia where he was responsible for the
transformation of RHB Bank's Islamic window into a full service standalone bank. He graduated from Institute of
Business Administration (IBA) Karachi, Pakistan with a Masters of Business Administrationin 1971.

M.U.A Usmani

Director

MUA Usmani has over 50 years of diverse national and international experience in Corporate, Treasury & FX,
Capital Markets, Compliance, Trade Finance, Loan Administration (CAD), and Financial Institutions. Having
started his career with American Express Bank, Pakistan in 1963, he worked in various capacities before moving to
Dubai as Vice President and Manager Correspondent Banking, Gulf and Pakistan. He also served as Acting
Country Head of American Express Bank, Pakistan. Later, he joined Deutsche Bank, Pakistan in 1993 as Chief
Manager and later was promoted to Director Global Markets & General Manager Treasury. During his career with
these two foreign banks, Mr. Usmani was deputed on special assignments in New York, London and Frankfurt.

He joined MCB Bank in 1999 as Group Head Treasury & FX and Capital Markets. Subsequently, he was assigned
the responsibility of Compliance, Fl and International & Overseas Branches and retired on December 21, 2006. He
rejoined MCB in January 2009 as Group Head, Treasury & FX and was recently appointed as President / CEO of
MCB Bank Limited in June 2010. He also enjoyed the privilege of being a member of SBP's DRAFT Committee on
Foreign Exchange and was also member of Process Improvement Team (LC) at American Express, New York.
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Omair Safdar
Director

Omair Safdar has more than 12 years of experience in the banking industry. He has been associated with MCB Bank
for the past decade, and currently heads the Capital Markets Division of the Bank. Omair holds a Bachelor's Degree
in Economics from LUMS and is also a CFA Charter holder. He has thorough understanding of business, risk and
investment dynamics, having been involved in Retail, Corporate, Investment Banking and Capital Markets
transactions across industrial sectors and national boundaries.

He currently serves on a number of Management Committees in MCB Bank including Credit, Investment and Write-
Off. On behalf of MCB Bank, Omair also serves, as a Director, on the Board of MCB Islamic Bank and MCB Leasing
Azerbaijan.

Ibrahim Shamsi

Director

Ibrahim Shamsi has strong experience of modern management and effective control management. He is Chief
Executive of Aladin Water & Amusement Park, Karachi and Joyland, Lahore and also Chariman of Cotton Web (Pvt)
Limited. He is also serving his responsibilities as the Director of on the Board of Adamjee Insurance Company
Limited the largest insurance company of Pakistan. By qualification Mr. Shamsi is Master of Business
Administration from LUMS Lahore. He Joined Siddiq Sons Tin Plate Limited Board in 1997.

Ali Muhammad Mahoon
Director

Ali Muhammad, President & CEO of MIB, has over 20 years of banking experience with leading international and
local financial institutions. With an MBA from LUMS and Associate Membership of the Chartered Institute of
Management Accountants, England, his career started from Citibank from where he moved on to ABN Amro Bank.

Ali joined MCB Bank Itd in 2005, where he served as SEVP and Group Head of Risk Management for 3 years. He
was then taken on board by a leading bank (SAMBA) in Saudi Arabia in the area of risk management. After
spending six years abroad, he returned to MCB to head the Islamic Banking Group w.e.f. Jan 01, 2015 and
entrusted with the tough task of carving out the Islamic banking window for the purpose of creating a totally
independent and full-fledged Islamic bank.

Ali's work philosophy is to keep things simple and sensible. He has formed the foundation of this bank on a
customer-centric model and is relentlessly engaged in ensuring that the entire organization is infused with the
credo of customer service and fully understands that this is MIBs unique selling proposition. He is committed to
making MIB a success and a force to be reckoned with in the local banking industry.
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NAME DESIGNATION SPECIAL INVITEE(S)
AUDIT COMMITTEE

Omair Safdar Chief Financial Officer
Ibrahim Shamsi Head of Audit Function

RISK MANAGEMENT & PORTFOLIO REVIEW COMMITTEE
Ahmed Ebrahim Hasham Any other board member, Shari'ah
Board member or staff member can
) be invited with the approval of the
M.U.A Usmani Member Chairman of the Committee.

HUMAN RESOURCE & REMUNERATION COMMITTEE

. Group Head of Human Resource
Ahmed Ebrahim Hasham Member Any other board member or staff
member can be invited with the
approval of the Chairman of the
Khalid M. Bhaimia Member Committee.

BUSINESS STRATEGY & SERVICE QUALITY REVIEW COMMITTEE
Raza Mansha Chairman Any other board member, Shari'ah
board member, executive or staff
member can be invited with the
Khalid Mahmood Bhaimia Member approval of the Chairman of the
Committee.
Ahmed Ebrahim Hasham

BOARD EVALUATION COMMITTEE

Ahmed Ebrahim Hasham
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Ali Muhammad Mahoon
President & CEO

Ali Muhammad, President & CEO of MIB, has over 20 years of banking experience with leading international and
local financial institutions. With an MBA from LUMS and Associate Membership of the Chartered Institute of
Management Accountants, England, his career started from Citibank from where he moved on to ABN Amro
Bank.

Mr. Ali joined MCB Bank Itd in 2005, where he served as SEVP and Group Head of Risk Management for 3 years.
He was then taken on board by a leading bank (SAMBA) in Saudi Arabia in the area of risk management. After
spending six years abroad, he returned to MCB to head the Islamic Banking Group w.e.f. Jan 01, 2015 and
entrusted with the tough task of carving out the Islamic banking window for the purpose of creating a totally
independent and full-fledged Islamic bank.

Mr. Ali's work philosophy is to keep things simple and sensible. He has formed the foundation of this bank on a
customer-centric model and is relentlessly engaged in ensuring that the entire organization is infused with the
credo of customer service and fully understands that this is MIBs unique selling proposition. He is committed to
making MIB a success and a force to be reckoned with in the local banking industry.

Abdul Aziz Memon

Country Head Business Distribution

Abdul Aziz Memon is a senior banker, possessing local as well as international Banking experience of over 40
years in middle and senior management positions. Presently, he is Country Head Distribution and Senior
Executive Vice President at MCB Islamic Bank Limited.

Memon started his banking career as Management Trainee Officer in 1973 from Habib Bank Limited Pakistan.
He joined Habib Bank AG Zurich-Zurich in 1979 and was posted at Kuwait in their associate company as
Manager of Main Branch. In 1990, he was posted as Chief Manager at Mombasa Branch, Kenya. He was
transferred to Pakistan Operation of Habib Bank AG Zurich as Head of Credit & Operations of Main Branch
Karachiin 1993. After Merger of Habib Bank AG Zurich Pakistan operation with and into Habib Metropolitan Bank
Ltd (subsidiary of Habib Bank AG Zurich) in 2006, He established and Headed Credit Division at Head Office. He
was then elevated to the position of Chief Risk Officer in August 2013. He separated from Habib Metropolitan
Bank Limited as Group Head of Credit.

Mr. Memon holds Bachelor of Science degree from Karachi University.

Syed Iftikhar Hussain Rizvi

Chief Financial Officer

Syed Iftikhar Hussain Rizvi leads the Financial Management of the Bank and responsible to develop, implement
and control all financial-related activities of the bank in line with its business plans and strategy.

Iftikhar is a Fellow Member of the Institute of Chartered Accountants of Pakistan and has over 25 years of well
diversified experience in the accounts and finance disciplines with added exposure in HR & corporate
governance. Prior to joining the MIB, he worked with MCB Bank for 20 years in various capacities, lastly as Head
— Central Accounts. His professional career began at Khalid Majid Hussain Rahman & Co., Chartered
Accountants.
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Shahid Mahmood

Chief Information Officer

Shahid Mahmood has over 22 years of Management experience. He has cultivated his ability to combine his
broad-based technology, business and financial knowledge to both develop and implement enterprise wide short
and long-term technology solutions. And in the field of entrepreneurship, he has led several cutting edge
technology initiatives from Teradata SaaS Bl/Data Warehouse solutions, GIS Mapping, |0S/Android and Oculus
Rift VR development.

He has worked as a successful COO/Group Director of IT for several major technology organizations. Shahid
started his career with an American Satellite mapping company. The company used GPS devices and dataloggers
to construct digital maps of electrical power distribution for the incumbent utility company. He then joined a bank in
the corporate finance division. Later at a telecommunications organization he led various projects including a web
portal, a scratch card billing system, an in-house developed telecommunications billing system (60 million CDRs
per month), a SMS TV game interactive application, and ran a Satellite Business Channel company (as COO).

Shahid has an MBA from Lahore University of Management Sciences (LUMS) and is a Bachelor in Mechanical
Engineering from UET Lahore. He also completed the Bachelor's degree course in Double Maths and Physics
from Punjab University.

Khawaja Khalil Shah
Chief Risk Officer

Khalil Shah leads the risk management function which encompasses credit appraisal / administration, market risk
and operational risk. He also has responsibility for Business Continuity Planning and Fraud Risk Management as
these are layers of operations risk. His department also performs regulatory reporting including Credit Information
Bureau pertaining to financing.

Khalil has around 25 years of banking experience most of which is in corporate banking and risk management.
Prior to joining MIB, he was serving as Business Head-Portfolio Management, Wholesale Banking Group in MCB
Bank Ltd since 2008. He has also spent considerable time at Al Faysal Investment Bank and Faysal Bank Ltd
before becoming part of MCB clan.

Muhammad Saeed Raja

Group Head - Operations

M. Saeed Raja leads the operations group of MCB Islamic Bank LTD. Core responsibilities of the group includes
centralized branch operations, centralized trade operations, centralized credit operations, treasury operations,
swift operations, digital & remote banking operations, static data management, bank wide reconciliation and
business process development & re-engineering.

Saeed has a diversified experience of over 26 years in the areas of Retail, Corporate and Islamic Banking. He is a
diversified banker with core competencies of branch banking, centralized operations, trade finance, treasury &
credit operations, Internal controls and core banking system implementation.

Prior to joining MIB, he was associated with MCB Bank Ltd. and was serving as country Head - Islamic banking
operations, systems and controls. His 25 years of services and contribution towards achievement of MCB's
strategic goals were recognized by the bank at the highest level and was conferred with the PRESIDENT AWARD
twice.

Academically, he holds an EMBA degree in banking & finance and is a gold medalist. He is also a certified Islamic
banker from National institute of banking & finance (NIBAF).
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Kashif Ahmed

Group Head - Compliance and Controls

Kashif Ahmed is a fellow member of the Institute of chartered accountants of Pakistan with more than twenty-two
years of working experience including over eleven years in the banking sector. At present, he holds the position of
executive Vice President and Group Head Compliance and Controls/ Chief Compliance Officer at MCB Islamic
Bank Limited (MIB).

Prior to joining MIB, Kashif was Executive Vice President at MCB Bank Limited (MCB). During more than eight
years stay at MCB, he has mostly worked in Audit & RAR Group with a brief stint at RBG Operations. He has
previously served at Deloitte Pakistan, Deloitte Bahrain, Deloitte Bermuda, Mashreq Bank Pakistan Limited,
Crescent Commercial Bank Limited and Noman Abid Investment Management Limited.

Salman Qutb

Group Head - Human Resource Management & GSD

Salman Qutb holds a Master's Degree in Business Administration from Lahore University of Management
Sciences (LUMS) and Bachelors of Engineering from University of Engineering and Technology, Lahore, Pakistan.
He possesses an overall professional experience of over twenty two years and is currently working as Group Head,
Human Resource Management, General Services & Security at MCB Islamic Bank Ltd.

Previously, he has worked with MCB Bank Ltd., for ten years within Risk Management at different key positions;
Head of Credit Risk Management Division, Head of Consumer Risk Management Division, Head of Basel — Il &
Special Projects Division and Head of Credit Risk Control. Prior to MCB, he has experience related to Sub-Prime &
wholesale mortgage sector.

He is also a member of MIB Management Committee, Branch Expansion Committee, Purchase Committee, and
Disciplinary Action Committee.

Syed Salman Ali

Group Head - Treasury & Fl

Syed Salman Ali has over 31 years of extensive experience of national and international Treasuries especially of
Islamic Banking. Currently, he is looking after Treasury, Capital Market and Fl as a Group Head since one year at
MCB Islamic Bank Limited. He established the Bank's treasury & FI and allied formations converting Islamic
banking Division to full-fledged Islamic bank. Before this, he had served Al-Baraka Bank (Pakistan) Ltd., which is
one of the pioneers of Islamic banks in Pakistan. He is also the member of different committees of the bank such as
ALCO, Management committee, Investment committee, Management Finance Committee and Trustee of Bank's
Providentfund.
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Muhammad Tariq Gondal

Group Head - Internal Audit & Risk Asset Review

Muhammad Tariq Gondal is a business graduate from Lahore University of Management Sciences (LUMS) along
with Masters in Statistics from GC University Lahore. He is a Certified Internal Auditor (CIA), also hold Banking
Diploma and Post graduate diploma in Islamic Banking and Insurance.

Mr. Gondal has a diversified experience of more than twenty two years in areas audit & inspection, risk, compliance
and operations both in Central and Commercial Banking.

Mohammad Mujeeb Beig

Group Head - Product Management & Shari’ah Structuring

Mohammad Mujeeb Beig leads Product Development & Research Group of MCB Islamic Bank Limited, with his rich
experience of working with different Islamic Banking Institutions (IBls). Besides being a business graduate, Mr. Beig has
also passed intermediate level Chartered Accountants examination and holds Post Graduate Diploma in Islamic Finance
from CIE, Dar-ul-Uloom, Karachi, with silver medal/ second position. He has developed full range of asset & liability side
products along with products for Islamic Treasury operations. The innovative Shari’ah compliant products he has developed
include inter-banks clean and secured funds placements based on Mudarabah, short term Sukuk based on Istisna and
Salam to efficiently manage liquidity of IBls, Musharakah Running Finance, Musharakah for specific goods to finance
exportable consignments and long term liability side products.

As a researcher in the field of Islamic Finance, Mr. Beig has presented his research papers at different international
conferences/forums held in Malaysia, Singapore Hong Kong, UAE, South Africa, Maldives and Pakistan. To deliver his
lectures on Islamic Banking & Finance, he has visited different universities/Business Schools including but not limited to
IBA, SZABIST, Karachi University, Hamdard University, Sheikh Zayed Islamic Centre of Karachi University, Bahria
University, National Institute of Banking & Finance (NIBAF) of SBP and IBP.

Mufti Syed Sabir Hussain

Head of Shari'ah Compliance Department

Mufti Syed Sabir Hussain, working with MCB Islamic Bank since September 2015, is a prominent Shari’ah Scholar
and experienced Islamic Banker with 12 years of teaching, 10 years of Fatawa and Islamic banking experience. He
holds Shahadat-Al-Alimiyah, M.A Islamic Studies, M.Phill is Islamic Banking & Finance and and M.S (I.T)
degrees.

He is ex-member of Shar’iah Advisory Board of SECP, Member of the Committee on Accounting and Auditing
Standards of ICAP and invitee participant of Shari’ah Board of State Bank of Pakistan and Member of several
committees constituted by SBP on AAOIFI Shari’'ah standards. Further, he is member of AAOIFI Shari’ah
Standard’s committee for Urdu translation of Standards. He is author of 13 books on Islamic economics & banking
and other social issues, He is also delivering lectures in different Dar-ul-Ulooms and Universities.

Maimoona Cheema
Company Secretary & Head of Legal

Maimoona Cheema is currently working as Company Secretary & Head of Legal Affairs at MCB Islamic Bank
Limited. Ms. Cheema has a Bachelor’s Degree in Law (LLB) and a Master’s of Science in Finance & Financial Law
from University of London.

Ms. Cheema has extensive experience in the field of law and has worked in highly esteemed organizations
including MCB Bank Limited, Telenor Pakistan (Pvt) Limited and Lahore Stock Exchange (G) Limited.
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Ali Muhammad Mahoon Kashif Ahmed
President & CEO Group Head - Compliance and Controls

. Salman Qutb
Abdul Aziz Memon Group Head - Human Resource Management &

Country Head Business Distribution GSD

Syed Iftikhar Hussain Rizvi Syed Salman Ali

Chief Financial Officer Group Head - Treasury & FI

Shahid Mahmood Muhammad Tariq Gondal

Chief Information Officer Group Head - Internal Audit & Risk Asset Review

Khawaja Khalil Shah Mohammad Mujeeb Beig

Chief Risk Officer Group Head - Product Management & Shari‘ah

i Structuring
Muhammad Saeed Raja

Group Head - Operations Mufti Syed Sabir Hussain
Head of Shari'ah Compliance Department
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Prof. Mufti Munib-Ur-Rehman

Chairman Shari'ah Board

Prof. Mufti Munib-ur-Rehman, working with MCB Islamic Bank since September 2015, is a renowned Shari'ah
scholar with a vast 45 years' teaching and 30 years' Fatawa issuance experience.

He is the member of Shari‘ah Advisory Board of Securities and Exchange Commission of Pakistan (SECP), and the
Chairman, Central Moon Sighting Committee Pakistan, prior to this he was a member of Islamic Ideology Council,
Pakistan and Director of Islamic Studies, Hong Kong

Mufti Syed Sabir Hussain

Resident Shari'ah Board Member

Mufti Syed Sabir Hussain, working with MCB Islamic Bank Ltd. since September 2015, is a prominent Shari'ah
Scholar and experienced Islamic Banker with 16 years of teaching, 12 years of Fatawa and Islamic banking
experience. He holds Shahadat-Al-Alimiyah, M.A Islamic Studies, M.Phill is Islamic Banking & Finance and and
M.S (I.T) degrees.

He is ex-member of Shar'iah Advisory Board of SECP, Member of the Committee on Accounting and Auditing
Standards of ICAP and invitee participant of Shari'ah Board of State Bank of Pakistan and Member of several
committees constituted by SBP on AAOIF| Shari'ah standards. Further, he is member of review committee for Urdu
translation of AAOIFI Shari'ah standards. He is author of 14 books on Islamic economics & banking and other
social issues, He is also delivering lectures in different Dar-ul-Ulooms and Universities.

Mufti Mahmood Ahmad

Shari'ah Board Member

Mufti Mahmood Ahmad is the Shari'ah Board member of MCB Islamic Bank Ltd., and Allied Bank Ltd., (Islamic
Banking). He graduated as a Scholar in Shahadat-ul-Aalamiah (Master in Arabic and Islamic studies) from Wifag-
ul-Madaris Al-Arabia (1996), and Master in Arabic from Punjab University, Lahore. He also has done Master of
Philosophy (M.Phil.) in Islamic banking and finance from University of Management and Technology (UMT),
Takhassus-fi-Al-Funoon from Jamia Khair-ul-madaris, Multan and Takhassus-fi-Al-Ifta (in Islamic Figh and fatwa)
from Jamia Dar-ul-Uloom, Karachi. He is currently enrolled in PhD program of UMT in Islamic Banking and
Finance. He has 18 years' teaching and Fatawa issuance experience, and 7 years' experience as a Shari'ah
consultant with Ghani Global Group and some other Islamic financial institutions.

He is a Lecturer of Tafsir, Hadith, Figh in world-renowned Islamic university Al-damia Al-Ashrafia Lahore since
August 2005 and a Mufti (Trainer/Consultant) in Al-Jamia Al-Ashrafia also since August 2005. Fatawas issued by
him are published in the book of Ashraf-ul-Fataawa (2 volumes) published by the management of Jamia Ashrafia
Lahore. He also serves as a lecturer on different subjects of Shari'ah & Islamic Finance. He is a visiting faculty
member at the College of accountancy and finance, University of Lahore and delivers lectures on subjects of
Islamic commercial laws and Takaful. He also delivers Friday khutbah and leads Friday prayer at a Jamia Mosque
forabout 17 years. His areas of working have been Tafsir Quran, Hadith, religious education, Islamic jurisprudence,
Islamic law, Islamic banking and Takaful.

He presented academic papers at different conferences such as the Muslim World League' conference. He has
also contributed by getting published his 8-volume based edited compilation of Mufti Tagi Usmani's writings on
Islamic economics and finance, titled (Islam aur Jadid Ma'ashi Masail) published by Idara-e-Islamiaat Lahore. He is
also a writer of many articles on different Shari'ah related issues and topics.
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ISLAMIC BANK

Itis encouraging to see that global financial assets of Islamic Banks had multiplied 12 times in a span of 25
years, since 1990, reaching USD 1.88 trillion by 2015. With a CAGR of over 17% the global institutions and
rating agencies (Ernst & Young and PricewaterhouseCoopers) expect Islamic Bank assets to cross USD 3.4
trillion by 2018. Whereas South Asia still contributes the lowest to the growth in Islamic Banking, there is
immense untapped potential that can surface by increase in outreach and range of Islamic Banking
proposition due to its wide appeal on economic grounds and faith.

Increasing share of Islamic finance industry in global financial system speaks about growing popularity and
acceptability of Islamic Banking. Despite this industry being in evolutionary stage in Pakistan as well,
initiatives and interest taken by the SBP lends credence to the future outlook of Islamic Banking. There are
substantial business practices that can be learnt/adapted from market leaders in GCC & ASEAN countries
for which the State Bank of Pakistan is seen to make concerted efforts. Standardization & harmonization of
product suite and services with supportive legal and regulatory framework promise a bright future for this
sector in Pakistan. The country, by virtue of its demographic, political and socio-economic factors is
considered as one of the potential leaders of Islamic finance as per Islamic Financial Services Board (IFSB)
as well as global analytics.

Besides Saudi Arabia & Qatar, Pakistan is the third country recording a double-digit growth in Islamic
Assets. Due to global & local preference towards Islamic Banking, especially post financial crisis era,
Islamic finance industry poses a viable competition to conventional banking. With diversification,
harmonization & digitization of Islamic mode of banking, its contribution to economic uplifting is expected to
increase manifold.

On the economic landscape, as China becomes active on its Belt & Road initiatives, the shape of global
economy is going through an immense change. Notable projects, China-Pakistan Economic Corridor
(CPEC) and Bangladesh-China-India-Myanmar (BCIM) Economic Corridor are expected to reposition trade
& commerce on massive scale with transportation & communication flows observing a rise in multiples.
Whereas it may be a challenge for a nascent sector such as Islamic Banking to fully capitalize on such
economic developments; these developments will open up avenues for Islamic banking industry to exploit
and occupy its share of business from.

In this context, it gives me immense confidence that MCB Islamic Bank has taken its birth with favorable
circumstances - internally with government's pro-growth strategies, relatively stable macroeconomic
environment and conducive global developments. Although the continuous falling of policy rates is a
concern when it comes to cost-effectiveness, with the organization's determination towards attaining
sustainable growth model, MCB Islamic Bank has expanded both its asset base and network considerably
inayear's time. Insha Allah the Bank with the strong commitment of its shareholders, Board of Directors and
employees, will be a force to be reckoned with in the Islamic Banking space in Pakistan within the span of
three years.

Continuing this pace of growth, with appropriate governance, enhanced infrastructural developments and
capacity building initiatives, coupled with the support and guidance of the State Bank of Pakistan & Shari'ah
Advisors, | see MCB Islamic Bank pave its way effectively to market leadership while enabling important
sectors such as retail, transportation, telecommunication, SMEs, alongside addressing consumer financial
needs through innovative Shari‘ah compliant products & services.

""-&‘}r

Raza Mansha
Chairman
MCB Islamic Bank Ltd.
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Alhumdulillah, we have completed our first full year of business operations, subsequent to honorable
Court's approval under the Scheme of Compromise, Arrangement and Reconstruction with MCB Bank
Ltd. being conferred in May 2016. Since then MCB Islamic Bank Ltd. (MIB) has officially taken over
operational control of 34 branches along with expanding its network to 66 by end of year. De-merger
activities have been the focal point of the organization in order to provide seamless service to our
customers and reinforcing their confidence and trust in our ability to be sensitive to their financial needs
and faith.

Whereas market dynamics for Islamic Banking are encouraging and promising, pressure from competition and
regulator isimmense. In the last year, while remaining committed to our strategic interest in alternate and digital
modes of banking, the Bank has strived to form alliances with top-of-the-line institutions that can help us take
leverage of state-of-the-art technology platforms and business models. Developments in ADC & IT domain, on
fast-track basis, have taken place in this regard in the form of significant agreements and sign-ups with
nationally and internationally recognized organizations such as TPS, UnionPay, Inov8 and 1Link. We are
confident that with these arrangements, we have established a secure, stable and synthesized platform to run
the Bank.

Along with network expansion and technology investments, human resource & intellectual development have
been other key areas of attention. Quality and experienced resources have been recruited to handle daily
affairs of the Bank and deliver service as per management & customer expectations. Continuous trainings,
awareness & evaluation tools have been introduced to keep our front-end staff informed in line with many of
SBP's initiatives including Consumer Protection & Fair Treatment vis-a-vis putting in place a strategic think-
tank that continuously undertakes research and evaluates the most practical and logical delivery models to run
various functions of the Bank efficiently.

Due to the influx of Telcos in the banking sector, under SBP's agenda of financial inclusion, it is clear that
traditional models for doing banking business in Pakistan are likely to be significantly challenged. During 2016,
the bank embarked on identifying its medium term strategy. The result of this strategy formulation exercise was
to focus on four areas: (a) Engaging with our customers through digital channels, and finding new ways of
doing this, (b) focusing on financial inclusion, with SME and Microfinance platforms, (c) building alliances with
other players; and playing on our strengths, which we perceive to be our nimble organization structure, and our
risk focus, and (d) continue to invest on the network, as it is our belief that MIB will achieve an optimal network
size at around 250 odd branches. While network growth is a key strategic objective, it will be balanced with P &
L considerations.

In2017, we expect to be faced with a plethora of challenges both internal and external, as we strive to achieve a
sizable growth in our balance sheet without compromising controls. Notwithstanding, | am optimistic that with
the continued support of our customers, shareholders, directors, and Shariah Scholars, we shall be able to
overcome these challenges for the long term benefit of all stakeholders.

I would like to thank all our stakeholders, employees and customers for their continued support and trust in our
journey of pure Islamic Banking.

RV Jwall—=

Ali Muhammad Mahoon
President & CEO
MCB Islamic Bank Ltd.

ANNUAL REPORT 2016

- WE ARE PURE, WE ARE RIBA FREE——"
fios s .o . B .



38

WE VALUE YOUR FAITH——

ANNUAL REPORT 2016

AN
MCB

On behalf of the Board of Directors, | am pleased to present the
Annual Report of MCB Islamic Bank Limited (‘the Bank’),
containing the Audited Financial Statements for the year ended
December 31, 2016. The State Bank of Pakistan (SBP) granted
'‘Commencement of Business’ to the Bank effective September
14, 2015 and issued notification declaring the Bank as
Scheduled Islamic Bank on October 15, 2015. Accordingly, the
Bank formally started its commercial operations effective
November 16, 2015 by opening its first branch in Lahore. During
the year, the Bank acquired Domestic Islamic Banking
Operations of MCB Bank Limited (MCB) consisting 34 Islamic
Banking Branches with effect from September 30, 2015 under
the "Scheme of Compromise, Arrangements and
Reconstructions” between the Bank and MCB. Accordingly, the
comparative balances as at December 31, 2015 have been
restated.

As at December 31, 2016, the Bank was operating with 66
branches across Pakistan.

Global & National Economy

A series of major events, that took place in the year 2016,
affected the Global Growth rate which fell to 3.1% in 2016.
However, it is predicted that growth rate will increase to 3.4% in
the year 2017. The June UK vote in favor of leaving the
European Union (Brexit) made major headlines across the
Globe; meanwhile China continued to widen its market access
more aggressively ever after being declared as the largest
manufacturer of the world by the IMF and UN, a position
previously held by the US for over 3 decades. Economies in the
Middle East suffered from the slowdown in Qil prices, as well as
the war in Yemen. Interest in emerging markets declined as
commodity prices fell worldwide. Notwithstanding, towards the
end of 2016, there were signs of a US recovery. This was
accentuated by the victory of Donald Trump in the US elections.

For economy in Pakistan, the year 2016 brought with it some
major improvements as well as varied vulnerable circumstances.
Despite the fact that significant economic, governance and
security challenges were encountered, it still managed to gain a
favorable number when it comes to major economic indicators.
In terms of GDP, growth was marked at 4.5% for the FY16 (an
increase over lastyear's GDP 0f 4.2%).

As projects like CPEC accelerate in activity and progress
towards an advanced stage, it is projected that the economy
would generally see an improvement as services are demanded
especially for construction and power generation (Large Scale
Manufacturing-LSM). Vis-a-vis uptick in demand side, relatively
lower import prices of inputs, low interest rates, and better
energy supplies are expected to boost supply from the
manufacturing sector.

On the negative side, continued falling exports, remittances and
lack of significant FDI pose challenges on the external account
side.

Islamic Banking, continued an upward trend in 2016. It is
forecasted to grow ata CAGR of 20% over the period 2013—2020
worldwide.
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In Pakistan, Islamic Banking showed a similar trend whereby it
gained a 13% market share in just over a decade. With strong
support from State Bank of Pakistan, it is expected to reach 15%
market share by the year 2018. Also, as per the Islamic Finance
Country Index (IFCI), Pakistan gained a 5.51 point increase over
last year, placing it on 9th rank globally. Going forward, Islamic
banking is expected to grow strongly on the back of an economy
where access to the financial sector is only around 17%, and SME
/ Micro-financing are on the rise.

Bank’s Performance

The year 2016 has been marked as the first year of full operations
in our journey of Islamic Banking. The Bank's performance has
built a reasonable pace in FY16. Branch network expansion in
strategically relevant locations was a priority for the Bank. This
year 26 new branches were opened, spanning across all four
provinces. Regional branch composition showed a greater
penetration in Baluchistan & KPK.

Network Growth

Baluchistan Punjab

m2015 m2016

The Bank is at a firm standing with an asset base of Rs.28.6 billion
whichis anincrease of 6.2%, from last year's Rs.26.9 billion.

The Bank had a noticeable increase in total deposits, adding to
Rs.14.3 billion, an increase of 51.1% over last year's figure. This
is primarily because of the introduction of wider base of products,
encompassing a myriad of options that the customer can attain
along with branch expansion. The Bank posted an encouraging
profit after tax of Rs.79.9 million at year end.

The Bank had a shift in financing industry-wise breakup for the
FY16, whereby new industries were tapped into. There were
Rs.2.0 billion finances given out to the automobile, construction,
electronics, shoe & leather garments and sugar industry, whereby
these industries were previously untapped for the FY15.
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Islamic financing and related assets
(Industry Wise)
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Individuals maintained their dominance over other customer
segments in terms of Bank's deposit, with a contribution of nearly
49.6%. Trade volumes more than doubled during 2016.

Deposits
(Industry Wise)
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Financial Highlights

Restated
December 31, December 31, Growth (%)

2016 2015
Rs. in Million
Balances with other banks 2,750.9 6,347.5 -56.7%
Investments — net 5,769.7 59955 -3.8%
Islamic financings and related assets — net 16,172.7 12,473.8 29.7%
Deposits 14,2794 9,450.1 51.1%
Profit before taxation 113.9 57.6 97.8%
Profit after taxation 79.9 52.3 52.8%
Book value per share (Rupees) 10.266 9.983 2.8%
Earnings per share after tax (Rupees) 0.08 0.052 52.8%
Number of Branches (Number) 66 40 65.0%

Statement under Code of Corporate Governance

1. The financial statements prepared by the management of the
Bank present its state of affairs fairly, the result of its
operations, cash flows and changes in equity.

2. Proper books of accounts of the Bank have been maintained.
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3. Appropriate accounting policies have been consistently
applied in preparation of financial statements and
accounting estimates are based on reasonable and
prudentjudgment.

Approved Accounting Standards, as applicable in
Pakistan, have been followed in preparation of financial
statements and any departure there-from has been
adequately disclosed and explained.

5. Nodividend/bonus shares have been declared for the year.

6. There is no doubt upon the Bank's ability to continue as
going concern.

7. Key operating and financial data since incorporation is
presented in the report.

8. The system of internal controls is in place and has been
effectively implemented and monitored.

9. There has been no material departure from best practices
of corporate governance.

10. The value of investments of the Bank's Provident Fund
based on unaudited accounts at December 31, 2016
amounted to Rs.22.2 million.

11. There is no overdue statuary payment on account of taxes,
duties, levies and charges.

Compliance with Corporate Governance

The Bank has complied with the requirements of the Code of
Corporate Governance relevant for the year ended December
31, 2016. A prescribed statement together with the Auditors
Review Reportthereonis included in the Annual Report.

Statement of Internal Control

The Board is pleased to endorse the statement made by the
management. The Management's Statement of Internal
Controlsis included inthe Annual Report.

Credit Rating

The Bank has been assigned long term credit rating “A’ and
short term credit rating “A — 1” with stable outlook by Pakistan
Credit Rating Agency Limited (PACRA).

Risk Management

The Board of Directors of MCB Islamic Bank drive the risk
management framework and have instituted relevant
guidelines keeping in view the size and complexity of the
organization.

Independence and empowerment in risk management is the
pivot that is applied as the fundamental part of BOD’s vision.
We have in place a mechanism which ensures independence
to Risk Management Group in measuring, analyzing,
controlling and monitoring risk from the frontline risk takers i.e.
business soliciting groups. This separation of functions
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between the risk takers and the risk managers provides sufficient
independence and yet joint responsibility to business & risk
approving authorities for all related risks.

The Bank aims to align the Risk Management Framework with
the international best practices and the guidelines of State Bank
of Pakistan through various policy documents approved by the
BOD. Management Finance Committee for risk is an additional
platform to ascertain, discuss and deliberate key risk issues inthe
portfolio at the management level. RMG provides updates to
Risk Management & Portfolio Review Committee, a specialized
sub-committee of Board, through regular meetings and obtains
guidance and direction from it as well.

Capital Assessmentand Adequacy

The Bank remains well-capitalized with capital base above the
regulatory limits and Basel capital requirements. The Bank's Tier-
1 to total risk weighted assets ratio is well within the comfortable
zone and regulatory limits.

Liquidity Management

Asset Liability Committee (ALCO) is responsible for the
formulation of overall liquidity strategy and oversight of the asset-
liability management function. Asset-Liability Management
Framework/ Liquidity Strategy & Contingency Funding Plan is in
place, to ensure that the Bank can meet its liquidity needs on a
timely basis while optimizing contribution towards the profitability
of the Bank. Further, ALCO has approved a framework for
regular assessment and monitoring of contractual / non-
contractual assets and liabilities for better liquidity and yield /
profit rate sensitivity Gap reporting. This is a regulatory
requirement and the Bank is compliant on this front.

Business Continuity Plan

We have in place Board approved Business Continuity Plan
which is implemented through Risk Management Group.
Business Continuity Management Committee, a specialized sub-
committee, is in place to oversee implementation matters. The
committee meets on a regular basis to steer and monitor BCP
imperatives. BCP Office also provides regular updates to
Management Committee from time to time.

Core Banking System

As a part of our strategy to be the leading Shari'ah compliant
financial institution in the country, the Bank has invested in the
best technologies across the world. Oracle Corporation which is
well known as the largest enterprise software company has
provided us their world leading Islamic Banking Solution
FLEXCUBE and the underlying best of class technology
platform. The Oracle FLEXCUBE platform is being used by over
500 leading financial institutions across 150 countries. With this
implementation, the Bank

WE ARE PURE, WE ARE RIBA FREE

will be able to set up a platform which ensures provision of best-in-
class services to its customers. Islamic core banking solution will
facilitate our needs in the areas of corporate and retail financing,
trade finance operations, branch automation, investment
banking, risk management structure with a pool of best talent from
the Bank's cross functional departments and experts from
Techlogix Pakistan Private Limited (Implementation Partner).

In year 2016, with the close and assiduous coordination between
the business and support groups, 25 new branches, across the
country, were successfully opened on FLEXCUBE.

Trading of Shares of the Bank

Bank is currently a non-listed concern; hence no trades in the
shares of the Bank were carried out by the Directors, executives
and their spouses and minor children during the year 2016.
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Number of Board and sub-committee meetings held and attendance by each Director

BOD

Meetings held: 4

Members Attendance

AC HR & RC RMPC

Meetings held: 4  Meetings held:2  Meetingsheld: 3

Members Attendance Members Attendance Members Attendance

Muhtashim Ahmad Ashal Resigned 1 - - - - -
Usman Hassan Resigned 0 Resigned 1 Resigned 0 Resigned 0
Mohammad Nauman Chughtal | Reslgned 1 Resigned 1 - - Resigned 0

All Muhammad Mahoon

Omalr Safdar ¢ 4 ¢ 4 2 ¢ 3

M.U.A Usmanl ¢ 4 . ¢ 0 ] ]

Khalld Mahmood Bhalmia ¢ 4 ¢ 4 - - ) ]

Ahmed Ebrahim Hasham 4 4 - - ¢ 2 ¢ 3
¢

Change in Directors

The outgoing directors resigned on March 15, 2016 and the new directors were brought onto the Board on January 11,2017

Outgoing Directors

Mr. Muhtashim Ahmad Ashai
1. (Nominee)
CNIC: 61101-2561967-9

Proposed Directors

Mr. Raza Mansha
(Nominee)
CNIC: 35202-2539500-5

Mr. Usman Hassan
2. (Nominee)
CNIC: 61101-1420308-1

Mr. Ibrahim Shamsi
(Nominee)
CNIC: 42301-4652147-5

Mr. Mohammad Nauman Chughtai
3. (Nominee)
CNIC: 35202-2397704-3

Mr. Aftab Ahmad Khan
(Nominee)
CNIC: 35202-2938228-3

Transfer not processed till date

Directors Training Program

The following directors have attended the below mentioned
SECP certified training programs:

a. Corporate Governance Leadership Skills training —
Mr. Ahmed Ebrahim Hasham

b. Shari'ah Corporate Governance For BOD of IFIS-
Mr. Khalid Mahmood Bhaimia

€.  Corporate Governance Leadership Skills training —
Mr. Ali Muhammad Mahoon

d.  Shari'ah training by RSBM for entire Board —
one session

Performance Evaluation of Board of Directors

The Board's key purpose is to ensure the company's prosperity by
collectively directing the company's affairs, whilst meeting the
appropriate interests of its shareholders and stakeholders, as well
as devising a roadmap for attaining the strategic plan while
ensuring regulatory compliance. The Board's fiduciary duty is to
provide entrepreneurial leadership within a framework of prudent
and effective controls which enables risk to be assessed and
managed.

An effective Board therefore continually needs to monitor and
improve its performance to proactively gauge the contribution of
individual board members and committees towards achieving the
strategic goals of the financial institution in the long run.
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MCB Islamic Bank Ltd. (MIB) Board of Directors has put in place
a mechanism for an annual evaluation of its own performance
based on the Guidelines on Performance Evaluation of Board of
Directors (the “Guidelines”) issued by the State Bank of Pakistan
through BPRD Circular No. 11 of 2016 dated August 22, 2016.
The Board evaluates its performance by looking at the overall
performance of the Bank as well as whether the Board members
have the requisite skills/expertise, competency, knowledge and
diversified experience considered relevant in the context of the
Bank's operations and to make the Board an effective governing
body. For this purpose, the Board has set up a Board Evaluation
Committee.

The Board Evaluation Committee evaluates the Board's
performance based on the criteria provided by the Guidelines.

Pursuant to requirements of the Guidelines, the Board has set
the following evaluation criteria to judge its performance:

* |s the composition of the Board appropriate, having the right
mix of knowledge, expertise and skills to maximize
performance?

* How well the Board exercises its role ensuring that the
organization supports and upholds the vision and mission,
corevalues etc.?

* Isthe policy framework of the Bank developed appropriately?

What has been the Board's contribution towards developing
strategies?

* Is the Board able to make timely strategic decisions ensuring
operations are in line with strategies?

* Isthe information provided to the Board appropriate, accurate,
timely and unbiased?

What has been the Board's contribution in ensuring robust and
effective risk management?

* Has the Board ensured that internal control and the audit
function are conducted in an effective manner?

* Has the Board ensured timely and accurate disclosure on all
material information?

Isthe Board as awhole, up-to-date with latest developments in
the regulatory environment?

Are the procedures conducive to effective performance and
flexible enough to deal with all eventualities?

* Isthe Board effective in adherence to the code of conduct?

The Guidelines have provided different approaches for Board's
performance evaluation. The MIB Board has adopted an 'In
house Approach’ for its performance evaluation. The formation of
the Board Evaluation Committee in itself endeavors to rule out
conflict of interest in the evaluation process and plays a vital role
in guaranteeing an effective Board. The Company Secretary
assists the Board Evaluation Committee in the performance

43 evaluation.

WE VALUE YOUR FAITH

The assessment exercise performed annually by the Board
Evaluation Committee helps by identifying performance
determinants followed by rating the Board's efforts through a
rating scale, provided for in the Guidelines. The Board Evaluation
Committee adopts a mix of both quantitative and qualitative
techniques centering on the overall performance of the bank, the
developed collective vision and values promoted in conducting
the business of the bank as well as decisions made for the
business by the Board.

The Board Evaluation Committee performs an annual evaluation
of the overall Board, the Chairman, the Board Committees as well
as the individual directors. As required by the Guidelines, an
external independent evaluator shall be appointed to undertake
the evaluation at least every three years.

Pattern of Shareholding

The aggregate shares held by Directors and other shareholders
as of December 31,2016 are as follows:

No. of Shares

Name of Shareholders

1. Mr. Muhtashim Ahmad Ashai 01
2. Mr. Muhammad Nauman Chughtai 01
3. Mr. Usman Hassan 01
4. Mr. Omair Safdar 01
5. Mr. M.U.A. Usmani 01
6. Mr. Khalid Mahmood Bhaimia 01
7. Mr. Ahmed Ebrahim Hasham 01
8. MCB Bank Limited 999,999,993
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Appointment of External Auditors

The retiring auditor M/s A.F Ferguson & Co. Chartered Accountants, being eligible for the next term have offered themselves for
reappointment. Upon recommendation of the Audit Committee, the Board of Directors recommends M/s A.F Ferguson & Co., Chartered
Accountants, as the statutory auditors for the year ending December 31, 2017.

Future Outlook

In line with optimistic economic reviews on Pakistan and particularly future of Islamic Banking whilst keeping alert about the country's
volatile law & order situation, the Bank is constructing itself to deliver on sustainable grounds with a long-term approach. Our immediate
focus is on development of products suite attending to the diverse needs of customers introducing digital innovation to their lifestyle; while
expanding our footprint particularly to financially excluded segments and regions. As we evolve through this process of development and
expansion, we ought to go through infancy challenges yet giving us leverage of our size, eventually helping us impact positively more and
more lives and business concerns.

As we sailed through 2016 with tremendous learning and setting precedence for the industry by virtue of being the first ever Islamic Bank
to spring out of a conventional Bank, our determination to deliver as per the expectations of our customers and stakeholders has further
strengthened. 2017 shall be another year in making our long-term objectives a reality while managing challenges on internal and external
fronts.

Acknowledgment

On behalf of the Board of Directors and management, | wish to express our sincere gratitude to our customers, business partners and
shareholders for their continued patronage and trust. | would also like to thank State Bank of Pakistan, Securities and Exchange
Commission of Pakistan and other regulatory authorities for their continuous guidance and support. The Board of Directors sincerely
appreciates the significant contribution by all its staff members to the growth of this franchise under challenging business conditions.

X

Raza Mansha
Chairman
MCB Islamic Bank Ltd.

February 06, 2017
Lahore.
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December 31, December 31, Growth (%)

2016 2015

Rs. in Million

Balances with other banks 2,750.9 6,347.5
Investments — net 5,769.7 5,995.5
Islamic financings and related assets — net 16,172.7 12,473.8
Deposits 14,2794 9,450.1
Profit before taxation 113.9 57.6
Profit after taxation 79.9 52.3
Book value per share (Rupees) 10.266 9.983
Earnings per share after tax (Rupees) 0.08 0.052
Number of Branches (Number) 66 40
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REPORT OF SHARI'AH BOARD

(For the year ended December 31, 2016)

IN THE NAME OF ALLAH, THE BENEFICENT, THE MERCIFUL

The Shari'ah Board of MCB Islamic Bank Ltd. (MIB) was established in September 2015, which comprises of respected Professor Mufti Munib-ur-
Rehman as Chairman Shari'ah Board, Mufti Syed Sabir Hussain as Resident Shari'ah Board Member (RSBM) and Mufti Mahmood Ahmad as
Member Shari'ah Board. In the year 2016 Shari'ah Board meetings were held on the following dates:

First Shari'ah Board Meeting—January 27,2016
Second Shari'ah Board Meeting—May 16,2016
Third Shari'ah Board Meeting — October 04, 2016

1 While the Board of Directors and Executive Management are solely responsible to ensure that the operations of MIB are conducted in a manner that
comply with Shari'ah principles at all times, we are required to submit a report on the overall Shari'ah compliance environment of MIB.

2 To form our opinion as expressed in this report, the Shari'ah Compliance & Shari'ah Training Department (SC&STD) of MIB carried out reviews, of
each class of transactions, products, process flows/modus operandi and concepts. Inorderto enhance the Islamic banking knowledge and expertise,
Islamic banking trainings, in general as well as product wise, were made mandatory for all staff of the Bank with the coordination of HR department.
The Shari'ah Board of the MIB has issued Four (4) Instructions & Guidelines & Two (2) Fatawas during the period.

3 SC&STD with the coordination of management has reviewed the existing legal documents of financing products namely Diminishing Musharakah,
ljarah, Musharakah Running Finance, Musharakah Export Finance and Staff Financing based on Diminishing Musharakah. Legal documents of
remaining products are in process of review. .

4 SC&STD has also conducted Islamic Banking training sessions for the front and back offices staff of MIB. Further, SC&STD has taken initiative to
establish an effective and comprehensive Islamic Banking training mechanism for all business centers, Branch Managers/ Branch Operation
Managers, Executive Management and Board of Directors.

5 Shari'ah Board has reviewed & advised corrective measures on the report of Internal Shari'ah Audit and Shari‘ah Compliance Inspection reports and
is of the view that:
I MIB has complied with Shari'ah rules and principles in the light of Fatawa, Instructions and Guidelines issued by Shari'ah Board.

i. MIB has complied with directives, regulations, instructions and guidelines related to Shari'ah compliance issued by SBP in accordance with the
rulings of SBP's Shari'ah Board.

iii. MIB has a comprehensive mechanism in place to ensure Shari'ah compliance in their overall operations.

iv. During the course of Shari'ah compliance of the transactions, it was realized that MIB earned Non Shari'ah compliantincome Rs.10.7 million from
different heads which was instructed to transfer to the Charity account. The bank has disbursed the Charity amount to Shari'ah approved
charitable organizations as per MIB's charity policy and SBP's guidelines.

v. MIB has complied with the SBP instructions on profit and loss distribution and pool management.

vi. While the Bank is actively pursuing training of its human resources about various aspects of Islamic Banking & Finance through training
sessions/seminars, however furtherimprovement is required in the level of awareness of Islamic Banking & Finance of the staff, management and
the BOD through enhanced training mechanism for each level. The management and the BOD has made sincere efforts and appreciates the
importance of Shari'ah compliance in overall operations of MIB.

vii.

The Shari'ah Board has been provided adequate resources enabling it to discharge its duties effectively.

Shari'ah Board would like to take this opportunity to offer praise to Almighty ALLAH and seek his guidance and tawfeeq, and to express its wishes for
further progress, development and prosperity of Islamic Banking, Alhamdulillah under the sincere efforts of senior management, and Islamic Banking
industry in Pakistan as a whole.

Professor Mufti Munib-ur-Rehman  Mufti Syé’d Sabir Hussain Mufti Mahmood Ahmad

Chairman Shari'ah Board Resident Shari'ah Board Member Member Shari'ah Board

January 24, 2017
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NOTICE OF 3“ ANNUAL GENERAL MEETING

Notice is hereby given that the 3rd Annual General Meeting of MCB Islamic Bank Limited will be held on Monday, March 27, 2017 at 10:00a.m. at
MCB House, 15-Main Gulberg, Lahore to transact the following businesses:

Ordinary Business:

1 Toconfirmthe minutes of the 2nd Annual General Meeting held on March 14, 2016.

2 Toreceive, consider and adopt the Audited Financial Statements of MCB Islamic Bank Limited for the year ended December 31, 2016 together with
Directors' and Auditors' Reports thereon.

3 Toappoint Auditors for the year ended December 31, 2017 and fix their remuneration. The retiring Auditors, M/s A.F. Ferguson & Company, Chartered
Accountants being eligible, have offered themselves for re-appointment.

Special Business:

4 To approve the remuneration paid/payable to the Non-Executive Directors including the Chairman of the Bank for the year ended December 31,2016
for attending the Board and/or Board Committee Meetings held during the year and to pass the following resolution, as an Ordinary Resolution:

“Resolved that the remuneration paid/payable to the Non-Executive Directors including the Chairman of the Bank during the year 2016,
for attending the Board and/or Board Committee Meetings, as disclosed in note 36 of the Audited Financial Statements of the Bank for
the year ended December 31, 2016, be and is hereby confirmed and approved on post facto basis.”

Other Business:

5 To transact any other ordinary business with the permission of the Chair.

By Order of the Board

Nan woons th.um
March 03, 2017 Ms. Maimoona Cheema
Lahore. Company Secretary

NOTES:

1 Memberwhose name appears in the register of members on March 06, 2017 will be entitled to attend the proceedings of the meeting.

2 A member entitled to attend and vote at the 3rd Annual General Meeting is entitled to appoint another member as his/her proxy to attend, speak and
vote instead of him/her at the meeting. No person shall act as a proxy, who is not a member, except corporate entity which can appoint a person who is
notamember.

3 Theinstrumentappointing a proxy should be signed by the member or his/her attorney duly authorized in writing. If the member is a corporate entity, its
common seal should be affixed on the instrument.

4 The instrument appointing a proxy, together with Power of Attorney, if any, under which it is signed or a notarially certified copy thereof, should be
deposited, with the Company Secretary, MCB Islamic Bank Limited, 339, Z Block, DHA Phase lIl, Lahore not less than 48 hours before the time of
holding the meeting.

If a member appoints more than one proxy, and more than one instrument of proxy is deposited by a member, all such instruments of proxy shall be
rendered invalid.

STATEMENT UNDER SECTION 160 (1) (b) OF THE COMPANIES ORDINANCE, 1984
This statement sets out the material facts concerning the resolution contained in item (4), of the Notice pertaining to the special business to be transacted
atthe Annual General Meeting of the Bank to be held on March 27,2017.

Directors' Remuneration

The remuneration paid/payable to the non-executive Directors including the Chairman of the Bank was approved by the Board of Directors in terms of
Article 75 of the Articles of Association of the Bank. The remuneration requires approval (which is permissible on post facto basis) of the shareholders in
Annual General Meeting in terms of requirements of the Prudential Regulations for Corporate/Commercial Banking issued by the State Bank of Pakistan.

ANNUAL REPORT 2016

WE ARE PURE, WE ARE RIBA FREE—

WE ARE PURE, W

ANNUAL REPORT 2016




62

STATEMENT ON INTERNAL CONTROLS

An Internal control system is a set of processes designed to identify, evaluate and mitigate the risk of failures and to achieve overall business objective of
the Bank. The Board exercises overall responsibility in ensuring that Bank's system of internal controls is adequate and effective to manage the risk
profiles within Bank's risk appetite.

The Bank's management is responsible to establish and maintain an adequate and effective system of internal controls and procedures, under the policies
approved by the Board, with the main objectives of ensuring effectiveness and efficiency of operations, reliability of financial reporting and compliance with
applicable laws and regulations. However, any system of internal control can only be designed to manage, rather than eliminate the risk of failure to
achieve objectives and can only provide reasonable and not absolute assurance against material misstatement or loss.

The scope of Internal Audit includes, review and assessment of the adequacy and effectiveness of the control activities across the Bank as well as
evaluation of implementation of and compliance with all the prescribed policies and procedures. All significant and material findings of the internal audit
activities are reported to the Board Audit Committee on a periodic basis.

Compliance function of the Bank is entrusted with the responsibility to minimize compliance risk by ensuring adherence to laws and regulations, with a
strong emphasis on KYC and AML. Based on observation and weaknesses identified by the Internal and External Auditors and the Compliance & Shariah
Compliance teams, improvements are brought about by the management in internal controls to minimize, prevent and rectify control lapses.

Bank's Risk Management function is entrusted with the responsibility to overview and strengthens the internal controls of the bank, including performance
of risk and control self-assessment. The Bank has established Internal Control units within each Group. As a relatively new Bank, initially top down
approach is being used for Risk Assessment; however the Bank intends to adopt Integrated Framework on Internal Controls issued by the Committee of
Sponsoring Organizations of Treadway Commission in accordance with the Guidelines on Internal Controls issued by State Bank of Pakistan.

The Bank has been granted exemption from submission of Long Form Report for the year 2016 by SBP and has already started implementation as per the
roadmap of Internal Controls over Financial Reporting (ICFR) submitted to SBP.

Based upon the results derived through ongoing testing of financial reporting controls and internal audits carried out during the year, the management
considers that the Bank's existing internal control system is adequate and has been effectively implemented and monitored. The management will
continue enhancing its coverage and compliance with the SBP guidelines on Internal Controls and further strengthen its control environment on an
ongoing basis. Further management is committed to take reasonable steps to ensure that the timeline for completion of all stages of ICFR as per time
bound action planis adhered to.

Based on above, the Board of Directors endorses the management evaluation of Internal Controls.

774

.——-—"'_'_'_
Kashif Ahmed Khawaja Khalil Shah
Group Head — Compliance & Controls Chief Risk Officer
”~
Syed Iftikhar Hussain Rizvi Muhammad Tarig Gondal
Chief Financial Officer Group Head — Audit & Risk Assets Review

January 24, 2017
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REPORT OF THE AUDIT COMMITTEE

The Audit Committee comprises experienced and qualified directors with Independent Director, being Chairman of the Audit Committee. Moreover, the
Chairman of the Audit Committee has four decades of professional experience. Chairman of the Audit Committee has served in various global institutions
including conventional and Islamic banks in various capacities including CEO of various entities.

The Head of Internal Audit has direct access to the Board's Audit Committee. The Committee ensures staffing of the internal audit function with personnel
of sufficient internal audit acumen, and that the function is equipped with the necessary resources and authority to execute their responsibilities
independently and objectively. Audit Committee remained actively engaged in the review of the Bank's financial statements as well as audit activities in
accordance with the requirements of Code of Corporate Governance and that of Charter of the Audit Committee, duly approved by the Board of Directors.
Audit Committee held four meetings, during the year 2016. Significant agenda items of the meetings are:

* Review of the Bank's periodic financial statements, including disclosure of related party transactions prior to their approval by the Board of Directors
(BOD).

* Review of status of compliance against observations highlighted by internal and external auditors, including regular updates on the rectification
actions taken by the managementin response to the audit findings.

¢ Review of status of implementation of decisions of BOD and its Sub-Committees.
e Review of significantissues highlighted by internal auditors during audits / reviews of branches and other functions of the Bank.

* Review and recommendation of the Bank's revised Internal Audit Policy and Internal Audit Manual including incorporation of State Bank's Shari‘ah
Governance Framework requirements; and the Whistle Blowing Program for BOD approval.

e Review, approval and oversight of Annual Audit Plan and along with resource requirements of Audit & RAR Group.
e Approval of compensation of Head of Internal Audit & RAR.
¢ Recommendation of scope and appointment of external auditors, including finalization of audit and consultancy fee.

* Review of statement on Internal Control Systems, prior to endorsement by the BOD.

February 03, 2017 Chairman Audit Committee
Karachi MCB Islamic Bank Limited
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STATEMENT OF COMPLIANCE WITH THE
CODE OF CORPORATE GOVERNANCE

For the year ended December 31, 2016
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12 Thefinancial statements of the Bank were duly endorsed by the CEO and CFO before approval of the Board.

13 The Directors, CEO and executives do not hold any interest in the shares of the Bank other than that disclosed in the pattern of shareholding.

This statement is being presented to comply with the Code of Corporate Governance (CCG) contained in Regulation No. G-1 of the Prudential 14 The Bank has complied with all the corporate and financial reporting requirements of the CCG.
Regulations for Corporate / Commercial Banking issued by the State Bank of Pakistan (SBP) for the purpose of establishing a framework of good
governance, whereby the Bank is managed in compliance with the best practices of Corporate Governance. 15 The Board has formed an Audit Committee. As at December 31, 2016 there were two members of Committee who were non-executive Directors

including the Chairman who is an independent non-executive Director. However, as per clause xxiv of the Code of Corporate Governance the Bank
shall establish an Audit Committee, having at least three members comprising of non-executive Directors and at least one independent Director. At
the date of signing of the report there were three members of the Committee who are non-executive Directors including the Chairman who is an
independent non-executive Director.

MCB Islamic Bank Limited (The Bank) has applied the principles contained in the CCG in the following manner:

1 TheBank encourages representation of independent non-executive Directors on its Board of Directors. As at December 31, 2016 Board includes:
16 The meetings of the Audit Committee were held once in every quarter prior to approval of interim and final results of the Bank. The terms of reference
ofthe Committee have been formed and advised to the Committee for compliance.

CATEGORY NAMES 17 The Board has formed Human Resources and Remuneration Committee. It comprises of three members who are non-executive Directors including
Independent Directors Khalid Mahmood Bhaimia & Ahmed Ebrahim Hasham the Chairman who is an independent non-executive Director.
Executive Directors Ali Muhammad Mahoon 18 The Board has set up an effective internal audit function which is staffed by suitably qualified and experienced persons for the purpose and is
conversant with the policies and procedures of the Bank.
Non-executive Directors Omair Safdar & M.U.A Usmani ) ) ) ) ) ) )
19 The statutory auditors of the Bank have confirmed that they have been given a satisfactory rating under the quality control review program of the
) ) o ) ) ) ) ) ) ) Institute of Chartered Accountants of Pakistan (ICAP), that they or any of the partners of the firm, their spouses and minor children do not hold shares
The independent Directors meet the criteria of independence as defined in the Prudential Regulations issued by the SBP and the Board complies of the Bank and that the firm and all its partners are in compliance with International Federation of Accountants (IFAC) guidelines on code of ethics as
with the requirement stipulated in the Code of Corporate Governance.
adopted by the ICAP.
2 The Directors have confirmed that none of them is serving as a Director on more than seven listed companies, including this Bank (excluding the 20 The statutory auditors or the persons associated with them have not been appointed to provide other services except in accordance with the listing
listed subsidiaries of listed holding companies where applicable). regulations and the auditors have confirmed that they have observed IFAC guidelines in this regard.
3 Alltheresident Directors of the Bank are registered as taxpayers and none of them has defaulted in payment of any loan to a banking company, a DFI 21 We confirm that all other material principles enshrined in the CCG have been complied with except for the following which are not applicable as Bank
oran NBFI or, being a member of a stock exchange, has been declared as a defaulter by that stock exchange. is not listed on the stock exchange(s):

4 Three casual vacancies arose on the Board of Directors during the year 2016. A waiver of the requirement for filling of casual vacancy within ninety
(90) days was obtained from State Bank of Pakistan having validity till October 30, 2016. A further waiver has been requested from State Bank of
Pakistan on November 23, 2016. At the date of signing of the report the casual vacancies were filled by the Bank.

5 The Bank has prepared a “Code of Conduct” and has ensured that appropriate steps are taken to disseminate it throughout the Bank along with its * Intimation of the 'closed period' to Directors, employees and stock exchange(s), prior to the announcement of interim/final results, and business
supporting policies and procedures. decisions, which may materially affect the market price of the Bank's securities.
6 The Board has developed a vision /mission statement, overall corporate strategy and significant policies of the Bank. A complete record of particulars ¢ Dissemination of material/price sensitive information among all market participants at once through stock exchange(s).

of significant policies along with the dates on which they were approved or amended has been maintained.
7 All the powers of the Board have been duly exercised and decisions on material transactions, including appointment and determination of For and on behalf of the Board
remuneration and terms & conditions of the employment of the Chief Executive Officer, other executive and non-executive Directors, have been taken

by the Board/shareholders.
8 The meetings of the Board were presided over by the Chairman and, in his absence, by a Director elected by the Board for this purpose and the Board QQQ- M -Z

met at least once in every quarter. Written notices of the Board meetings, along with agenda and working papers, were circulated at least seven days

before the meetings. The minutes of the meetings were appropriately recorded and circulated. Ali Muhammad Mahoon

President & CEO
MCB Islamic Bank Ltd.
February 06, 2017
Lahore.

9 The Board arranged one (01) training program with respect to Shari'ah matters, for its Directors in 2016.

10 The Board has approved appointment of the Chief Financial Officer, Company Secretary and Head of Internal Audit, including their remuneration and
terms & conditions of employment.

11 The Director's report for this year has been prepared in compliance with the requirements of the CCG and fully describes the salient matters required
to be disclosed.
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AUDITORS’ REVIEW REPORT TO THE MEMBERS ON STATEMENT OF
COMPLIANCE WITH THE BEST PRACTICES OF THE CODE OF
CORPORATE GOVERNANCE

We have reviewed the enclosed Statement of Compliance with the best practices contained in the Code
of Corporate Governance (“the Code”) prepared by the Board of Directors of MCB Islamic Bank
Limited (“the Bank”), for the year ended December 31, 2016, to comply with Regulation G-1 of the
Prudential Regulations for Corporate/ Commercial Banking issued by the State Bank of Pakistan.

The responsibility for compliance with the Code is that of the Board of Directors of the Bank. Our
responsibility is to review, to the extent where such compliance can be objectively verified, whether
the Statement of Compliance reflects the status of the Bank’s compliance with the provisions of the
Code and report if it does not. A review is limited primarily to inquiries of the Bank’s personnel and
review of various documents prepared by the Bank to comply with the Code.

As part of our audit of the financial statements, we are required to obtain an understanding of the
accounting and internal control systems sufficient to plan the audit and develop an effective audit
approach. We are not required to consider whether the Board of Director’s statement on internal

control covers all risks and controls, or to form an opinion on the effectiveness of such internal -

controls, the Bank’s corporate governance procedures and risks.

The Code requires the Bank to place before the Audit Committee, and upon recommendation of the
Audit Committee, place before the Board of Director for their review and approval its related party
transactions distinguishing between transactions carried cut on terms equivalent to those that prevail
in arm’s length transactions and transactions which are not executed at arm'’s length price and
recording proper justification for using such alternate pricing mechanism. We are only required and
have ensured compliance of this requirement to the extent of the approval of the related party
transactions by the Board of Directors upon recommendation of the Audit Committee. We have not
carried out any procedures to determine whether the related party transactions were undertaken at
arm’s length price or not.

Based on our review, nothing has come to our attention which causes us to believe that the Statement
of Compliance does not appropriately reflect the Bank’s compliance, in all material respects, with the
best practices contained in the Code as applicable to the Bank for the year ended December 31, 2016.

Further we highlight below instances of non-compliance with the requirements of the Code as
reflected in the note/ paragraph reference where these are stated in the Statement of Compliance:

Note/ Paragraph reference Description
i. Noteg Three casual vacancies arose on the Board of

Directors during the year 2016. A waiver of the
requirement for filling-of casual vacancy within
ninety (90) days was obtained from State Bank
of Pakistan having validity till October 30, 2016.
A further waiver has been requested from State
Bank of Pakistan on November 23, 2016.

At the date of signing of the report the casual
vacancies were filled by the Bank.

A. F. FERGUSON & CO., Chartered Accountants, a member firm of the PwC network
23-C, Aziz Avenue, Canal Bank, Gulberg-V, P.0O.Box 39, Lahore-54660, Pakistan
Tel: +92 (42) 3571 5868-71 / 3577 5747-50 Fax: +92(42) 3577 5754 www.pwe.com/pk
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ii.  Note 15

Chartered Accountants

Engagement Partner: Hammad Ali Ahmad

Dated: February 7, 2017
Lahore

WE ARE PURE, WE ARE RIBA FREE

AF-FERGUSON&CO.

The Board has formed an Audit Committee. As
at December 31, 2016 there were two members
of Committee who were non-executive Directors
including the Chairman who is an independent
non-executive Director. However, as per clause
xxiv of the Code of Corporate Governance the
Bank shall establish an Audit Committee, having
at least three members comprising of non-
executive Directors and at least one independent
Director.

At the date of signing of the report there were
three members of the Committee whao are non-
executive Directors including the Chairman who
is an independent non-executive Director.
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AUDITORS’ REPORT TO THE MEMBERS

We have audited the annexed statement of financial position of MCB Islamic Bank Limited (the
Bank) as at December 31, 2016 and the related profit and loss account, statement of
comprehensive income, cash flow statement and statement of changes in equity together with
notes forming part thereof (herein-after referred to as the ‘financial statements’) for the year then
ended, in which are incorporated the unaudited certified returns from the branches except for
ten branches which have been audited by us, and we state that we have obtained all the
information and explanations which, to the best of our knowledge and belief, were necessary for
the purposes of our audit.

It is the responsibility of the Bank’s management to establish and maintain a system of internal
control, and prepare and present the financial statements in conformity with approved
accounting standards and the requirements of the Banking Companies Ordinance 1962, (LVII of
1962), and the Companies Ordinance, 1984 (XLVII of 1984). Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with the international standards of auditing as applicable
in Pakistan. These standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of any material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting policies and significant
estimates made by management, as well as, evaluating the overall presentation of the financial
statements. We believe that our audit provides a reasonable basis for our opinion and after due
verification, which in the case of Islamic financing and related assets covered more than sixty
percent of the total Islamic financing and related assets of the Bank, we report that:

(a)  in our opinion, proper books of account have been kept by the Bank as required by the
Companies Ordinance, 1984 (XLVII of 1984), and the returns referred to above received
from the branches have been found adequate for the purpose of our audit;

(b) in our opinion:

(i) the statement of financial position and profit and loss account together with the
notes thereon have been drawn up in conformity with the Banking Companies
Ordinance, 1962 (LVII of 1962), and the Companies Ordinance, 1984 (XLVII of
1984), and are in agreement with the books of account and are further in
accordance with accounting policies consistently applied;

(ii)  the expenditure incurred during the year was for the purpose of the Bank’s
business; and

(ili)  the business conducted, investments made and the expenditure incurred during
the year were in accordance with the objects of the Bank and the transactions of
the Bank which have come to our notice have been within the powers of the Bank;

A, F. FERGUSON & CO., Chartered Accountants, a member firm of the PwC network
23-C, Aziz Avenue, Canal Bank, Gulberg-V, P.0.Box 39, Lahore-54660, Pakistan
Tel: +92 (42) 3571 5868-71 / 3577 5747-50 Fax: +92 (42) 3577 5754 www.pwe.com/pk
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(c)

(d)

AFFERGUSON&CO.

in our opinion and to the best of our information and according to the explanations given
to us, the statement of financial position, profit and loss account, statement of
comprehensive income, cash flow statement and statement of changes in equity together
with the notes forming part thereof conform with approved accounting standards as
applicable in Pakistan, and give the information required by the Banking Companies
Ordinance, 1962 (LVII of 1962}, and the Companies Ordinance, 1984 (XLVII of 1984), in
the manner so required and give a true and fair view of the state of Bank’s affairs as at
December 31, 2016 and its true balance of profit, its comprehensive income, its cash flows
and changes in equity for the year then ended; and

in our opinion Zakat deductible at source under the Zakat and Ushr Ordinance, 1980
(XVIII of 1980), was deducted by the Bank and deposited in the Central Zakat Fund
established under Section 7 of that Ordinance.

Emphasis of matter

We draw attention to note 4 of the financial statements which details the effect of restatement of
corresponding figures consequent to Scheme of Compromise, Arrangement and Reconstruction
with MCB Bank Limited. Our opinion is not qualified in respect of this matter.

Chartered Accountants

Engagement Partner: Hammad Ali Ahmad

Dated: February 7,2017

Lahore
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. 3 - ‘ o i _ e S e e | B : 1 At i soe : STATEMENT OF FINANCIAL POSITION
. S 2 s s o e e ' AP Y S i . y ] AS AT DECEMBER 31, 2016
S S b AR SRS R e ViR e ST i, A Restated
R P B e o : y ot dia e 2018 2015
- &3 i S 2 R . SRR s ST ST Rupees in thousands
SAsE ; e 5 g T NS S ASSETS
- S — — - — — : Cash and balances with treasury banks 1,500,804 698,123
- ; 2 : - e B W i m Balances with other banks 2,750,998 6,347,459
: : : . : : 1 ! Due from financial institutions - -
- | BE o : ' N e Investments - net 5,769,675 5,995 470
: : P g : . . ; Sl 1 : Islamic financing and related assets - net 16,172,727 12,473,797
- = Z ’ : ; : i : | : Ve S . - - Operating fixed assets 2,104,250 1,192,382
5 : : Deferred tax assets - net - 9,388
. z Other assets - net 261,048 170,922
. _ 28,568,502 26,887,541
N S ' TR e e S e SR SO T A S LIABILITIES
1 Bills payable 447,776 89,864
. i e rr : 2 L ohih S . : el Due to financial institutions 2,785,650 631,520
. " : . . : L e : A e Deposits and other accounts 14,279,436 9,450,072
] . - . TR . R bl > & * . Sub-ordinated loans -
Liabilities against assets subject to finance lease -
Deferred tax liabilities - net 40,524
Other liabilities 749,243
5 18,302,629 16,904,789
A G IR NET ASSETS 10,265,873 9,962,752
REPRESENTED BY
: Vi s Share capital 10,000,000 10,000,000
3 ° : AR, Reserves 26,444 10,461
i ' Unappropriated profit 68,087 4,153
s 10,094,531 10,014,614
Surplus / (deficit) on revaluation of assets - net of tax 171,342 (31,862)
10,265,873 9,982,752
. CONTINGENCIES AND COMMITMENTS
The annexed notes 1 to 43 and Annexure - 1 form an integral part of these financial statements.
[
RAZA MANSHA AHMED EBRAHIM HASHAM OMAIR SAFDAR ALl MUHAMMAD MAHOON
CHAIRMAN DIRECTOR DIRECTOR PRESIDENT / CEO
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PROFIT AND LOSS ACCOUNT STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2016 FOR THE YEAR ENDED DECEMBER 31, 2016
Restated Restated
Note  January 01, July 01, Note  January 01, July 01,
2016 2015 2016 2015
to December  to December to December  to December
31, 2016 31, 2015 31, 2016 31, 2015
Rupees In thousands Rupees In thousands
Profit / retum eamed 23 1,526,778 376,205 Profit after taxation 79,917 52,307
Profit / retum expensed 24 576,544 101,057
Net spread earned 950,234 275,238 Other comprehensive income - -
Provision against non-performing Islamic financing and related assets - net 106 (94,137) 30,591 Total comprehensive profit for the year / period transferred to equity 79,917 52,307
Provision for diminution in the value of investments - net - 9,310
Bad debts written off directly - - Items that may be reclassified to profit and loss account
(94,137) 39,901
Net spread after provisions 1,044,371 235,337 Components of comprehensive Income not reflected In equity
Other income Deficit on revaluation of available for sale investments 21.2 (3,663) (45,650)
Fee, commission and brokerage income 34,678 9,874 Related deferred tax asset 1,282 13,788
Dividend income 58,802 7,511 (2,381) (31,862)
Income from dealing in foreign currencies 17,322 3,968
Unrealized gain / (loss) on revaluation of investments Total comprehensive income for the year / period 77,536 _ 20,445
classified as held for trading - - - T
Gain on sale of securities - net 25 137,370 2,928
Other income 26 10,992 787
Total other income 259,164 25,068 The annexed notes 1 to 43 and Annexure - 1 form an integral part of these financial statements.
1,303,535 260,405
Other expenses
Administrative expenses 27 1,187,266 200,698
Other provision - net - -
Other charges 28 2,296 2,076
Total other expenses 1,189,562 202,774
Extra ordinary / unusual items - -
Profit before taxation 113,973 57,631
Taxation
- Current (17,859) (924)
- Prior periods (4,866) -
- Deferred (11,331) (4,400)
29 (34,058) (5,324)
Profit after taxation 79,917 52,307
Unappropriated profit / (accumulated loss) brought forward 4,153 (37,693)
Unappropriated profit carried forward 84070 14.614
Rupees
Basic / diluted earnings per share - after tax 32 0.080 0.052

The annexed notes 1 to 43 and Annexure - 1 form an integral part of these financial statements.

R N, LA R ate Ny M, LM RO Yatx

RAZA MANSHA AHMED EBRAHIM HASHAM OMAIR SAFDAR ALl MUHAMMAD MAHOON RAZA MANSHA AHMED EBRAHIM HASHAM OMAIR SAFDAR ALl MUHAMMAD MAHOON
CHAIRMAN DIRECTOR DIRECTOR PRESIDENT / CEO CHAIRMAN DIRECTOR DIRECTOR PRESIDENT / CEO
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ISLAMIC BANK

CASH FLOW STATEMENT

FOR THE YEAR ENDED DECEMBER 31, 2016 STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2016

76

Restated
Note Jan:;lrz o1, J:I::;L Share Statutory Revenue Unappropriated Total
to December  to December Capital Reserve Reserve Profit / (Loss)
31,2016 31, 2016
Ru Inth nds Rupees In thousands
CASH FLOWS FROM OPERATING ACTIVITIES Balancs as at July 01, 2015 10,000,000 - - (37,693) 9,962,307
Profit before taxat
Less: Divic::nd in:m: me 1 ;g’ggg 5;’2?1 Profit after taxation for the period ended
—g—)-ss’ 171 4—)-50' 120 December 31, 2015 - - - 52,307 52,307
AdJustments for non-cash and other Items
Depreciation - Owned assets 112 51 ’95? 1 3'ﬁ Transfer to statutory reserves - 10,461 - (10,461) -
Depreciation - ljarah assets 102.1 468,708 111,281 Oth hensive i
Amortization 13 15,690 7.725 X T; oomp:’ ensive income
Provision against non-performing lslamic financing and related assets - net 106 (94,137) 30,591 rihe peri - ) ) - -
Provigion for diminution in the value of investments - net 98 - 9,310
Provision against other assets . i ialage:s at December 31, 2015 10,000,000 10,461 - 4153 10,014,814
Provision for Workers' Welfare Fund 2,279 1,058 estate
Gain on sale of securities - net 25 (137,370} (2,928) Profit after taxation for the year ended
305,134 170,780
360,305 250,800 December 31, 2016 - - - 79,917 79,917
{Increase) / decrease In operating assets
Islamic financing and related assets net off other adjustment (4,071,501) 1,366,767 Transfer to statutory reserves ) 15,983 ) (15.983) )
Other assets - net (4}%%; - égm) ?to??r: :oyr:::ehensive income ) ] ] ] ]
Increase / {decrease) In operating llabllitles _
Bills payable 357,912 (18,128}
Dus 1o fi ial institutions 2.154.130 (1,961.892) Balance as at December 31, 2016 10,000,000 26444 - 68,087 _ 10,094,531
Deposits and other accounts 4,820,364 (2,550,749}
Other liabilities (84,381) 56,116
7,257,025 (4,494,653) ) . .
3.497 022 (2.910.689) The annexed notes 1 to 43 and Annexure - 1 form an integral part of these financial statements.
Income tax paid (62,078) __(26,181)
Net cash (used In) / generated from operating activitles 3,434,946 (2,936,850}
CASH FLOWS FROM INVESTING ACTIVITIES
Net investment in securities (1,185,531} (812,814}
Dividend incoms recsived 56,834 -
Proceeds from sale of available for sale securities 1,590,684 230,518
Payment against demerger scheme (5,901,988) -
Investment in operating fixed asssts net off other adjustment _(779,725 (197 479)
Net cash generated from / (used In) Investing actlvities (6,219,726) 779,775
Increase / {decrease) In cash and cash equivalents during the year / perlod (2,784,780} (3,716,825}
Cash and cash equivalents at the beginning of the year / period 7,045,582 10,000,000
Cash and cash equivalents acquired under demerger scheme - 762,207

Cash and cash equlvalents at the end of the year / perlod

33 4,260,802 7,045,582

The annexed notes 1 to 43 and Annexure - 1 form an integral part of these financial statements.
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RAZA MANSHA AHMED EBRAHIM HASHAM OMAIR SAFDAR
CHAIRMAN DIRECTOR DIRECTOR
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ALl MUHAMMAD MAHOON
PRESIDENT / CEO
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NOTES TO AND FORMING PART OF THESE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

1

1.1

1.2

1.3

21

22

23

24

3.1

STATUS AND NATURE OF BUSINESS

MCB Islamic Bank Limited (the Bank) was incorporated in Pakistan as an unlisted public limited company on May
15, 2014 under the Companies Ordinance, 1984 to carry out the business of an Islamic commercial Bank in
accordance and in conformity with the principles of Islamic Shari'ah and in accordance with regulations and
guidslines of the State Bank of Pakistan. The Securities and Exchange Commission of Pakistan granted "Certificate
of Commencement of Business" to the Bank on January 30, 2015. The Bank is a wholly owned subsidiary of MCB
Bank Limited (MCB).

The State Bank of Pakistan (SBP) granted a "Certificate of Commencement of Banking Business" to the Bank on
September 14, 2015 under Section 27 of the Banking Companises Ordinance, 1962. The Bank formally commenced
operations as a Scheduled Islamic Commercial Bank with effect from October 15, 2015 upon receiving notification
in this regard from SBP under section 37 of the State Bank of Pakistan Act, 1956. Currently, the Bank is sngaged in
corporate, commercial, consumer, investment and retail banking activities.

The Bank is operating through 66 branches in Pakistan (December 31, 2015: 40 branches). The Registered Office
of the Bank is situated at 59 Block T, Phasse Il, DHA, Lahore Cantt and Principal Office is situated at 339 Block Z,
Phase lll, DHA Lahore Cantt. The Bank acquired Domestic Islamic Banking Operations of MCB under the "Scheme
of Compromise, Arrangements and Reconstructions” effective September 30, 2015.

BASIS OF PRESENTATION

The Bank provides financing through Shari'ah compliant financing products mainly through Murabaha, Istisna,
ljarah, Diminishing Musharaka and Export Refinance under Islamic Export Refinance Schemse.

The purchases and sales arising under these arrangements are not reflected in these financial statements as such
but are restricted to the amount of facility actually utilised and the appropriate portion of profit thereon. The incoms
on such Islamic financing is recognised in accordance with the principles of Islamic Shari'ah and in accordance with
regulations and guidslines of the State Bank of Pakistan. However, incoms, if any, received which does not comply
with the principles of Islamic Shari'ah is recognised as charity payable if so directed by the Shariah Board of the
Bank.

These financial statements have been prepared for the twelve months, covering period from January 01, 2016 to
December 31, 2016 with comparative period from July 01, 2015 to December 31, 2015 as the Bank was operating
with Financial Year ending June 30. Subsequent to the year ended June 30, 2015, the Bank has changed its
Financial Year from June 30 to December 31.

The comparative balances of these financial statements represent merged balances of the Bank as at December
31, 2015 and balances acquired from the MCB's domestic Islamic banking operations under the "Scheme of
Compromise, Arrangements and Reconstructions” effective September 30, 2015. As a result the comparative
balances of the Bank have been restated.

STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the approved accounting standards as
applicable in Pakistan. Approved accounting standards comprise of such International Financial Reporting
Standards (IFRSs) issued by the International Accounting Standards Board and Islamic Financial Accounting
Standards (IFASs) issued by the Institute of Chartered Accountants of Pakistan, as are notified under the
Companies Ordinance, 1984, provisions of and directives issued under the Companies Ordinance, 1984, the
Banking Companies Ordinance, 1962, and the directlives issued by the Securities and Exchange Commission of
Pakistan (SECP) and the State Bank of Pakistan (SBP). Wherever the requirements of provisions and directives
issued under the Companies Ordinance, 1984, the Banking Companies Ordinance, 1962, IFAS notified under the
Companies Ordinance 1984 or the directives issued by the SECP and the SBP differ from the requirements of
IFRSs, the provisions and directives issued under the Companies Ordinance, 1984, the Banking Companiss
Ordinance, 1962, IFASs notified under the Companies Ordinance, 1984 and the directives issued by SECP and
SBP shall prevail.
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The State Bank of Pakistan has deferred the applicability of IFAS 3 'Profit and Loss Sharing on Deposits',
International Accounting Standard (IAS) 39 'Financial Instruments: Recognition and Measurement' and IAS 40,
'Investment Property’ for Banking Companies through BPRD Circular No. 04 of 2015 dated February 25, 2015 and
BSD Circular No. 10 dated August 26, 2002. The Securities and Exchange Commission of Pakistan (SECP) has
deferred applicability of IFRS 7 "Financial Instruments: Disclosures" on banks through S.R.O 411(1) /2008 dated
April 28, 2008. Accordingly, the requirements of these standards have not been considered in the preparation of
these financial statements. However, investments have been classified and valused in accordance with the
requirements prescribed by the State Bank of Pakistan through various circulars.

IFRS 8 'Operating Segments' is effective for the Bank's accounting period beginning on or after January 1, 2009. All
banking companies in Pakistan are required to prepare their annual financial statements in line with the format
prescribed under BSD Circular No. 4 dated February 17, 2006 'Revised Forms of Annual Financial Statements',
effective from the accounting year ended December 31, 2006. The management of the Bank believes that as SBP
has defined the segment categorisation in the above mentioned circular, its requirements will prevail over the
requirements specified in IFRS 8. Accordingly, segment information disclosed in these financial statements is based
on the requirements laid down by the SBP.

Standards, Interpretations and amendments to published approved accounting standards that are effectlve
in the current year

There are certain other new and amended standards, interpretations and amendments that are mandatory for the
Bank's accounting period beginning on or after January 1, 2016 but are considered not to be relevant or do not have
any significant effect on the Bank's operations and are thersfore not detailed in these financial statements.

Standards, Interpretations and amendments to published approved accounting standards that are not yet
effective

The following other standards, amendments and interpretations of approved accounting standards are effective for
accounting period beginning on or after January 1, 2017:
Effectlve date
(accounting
perlods
beginning on
or after)

- |AS 7 Statement of cash flow (amendments) January 1, 2017

- |AS 12 Income taxes (amendments) January 1, 2017

- IFR8 2 Share based payments (amendments) January 1, 2018

- IFRS 9 Financial Instruments: Classification and Measurement January 1, 2018

- IFRS 15 Revenus from contracts January 1, 2018

- IFRS 10 Consolidated Financial Statements, IFRS 12 Disclosure of Interests in Other Entities January 1, 2018
and IAS 28 Investment in Associates and Joint Ventures - Investment Entities: Applying the
Consolidation Exception (Amendment)

- IFRS 16 Leases January 1, 2019
There are other new and amended standards and interpretations that are mandatory for the Bank's accounting
period beginning on or after January 1, 2017 but are considered not to be relevant or do not have any significant
sffect on the Bank's operations and are thersfore not dstailed in these financial statements.

The management anticipates that the adoption of the above standards, amendmenits and interpretations in future
periods, will have no material impact on these financial statements other than in presentation / disclosures.

SCHEME OF COMPROMISE, ARRANGEMENT AND RECONSTRUCTION WITH MCB BANK LIMITED

The Board of Directors in their mesting held on October 19, 2015 approved a Scheme of Compromise, Arrangement
and Reconstruction (the Scheme) with MCB Bank Limited (MCB). Under the Scheme, assets and liabilities related
to MCB's domestic Islamic Banking operations were to be transferred to the Bank subject to approval by the Bank's
shareholders and sanction of the Scheme by the Honorable Lahore High Court. The Scheme was approved by the
Bank's sharsholders in their Extra Ordinary General Mesting dated January 8, 2016.
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Subsequent to the authorization of financial statements for the period ended December 31, 2015, the Honourable
Lahore High Court has granted sanction of, and ordered for implementation of the Scheme through its order
(Certified True Copy received on April 19, 2018) whereby assets and liabilities of MCB's domestic Islamic Banking
Operations were to be fransferred as at the effective date September 30, 2015. The Bank in accordance with the
aforesaid Court order incorporated the balances at their carrying values as appearing in the financial statements of
MCB Islamic Banking Group (MCB IBG) as at September 30, 2015. Accordingly the comparative financial
statements of the Bank have been restated.

Details of assets and liabilities transferred to the Bank and the related adjustment mads in the statement of financial
position as at 31 December 2015 are as follows:

Statement of Financial Position

Net Assets Restated
Note  (Audited) MCB IBG Adjustments / {Audited)
December 31, December 31, Reclasslfication December 31,
2015 2015 2015
Rupees In thousands
ASSETS
Cash and balances with treasury banks 56,880 641,243 - 698,123
Balances with other banks 4.1 8,150,590 70,708 (1,873,839) 6,347,459
Dus from financial institutions 4.2 - 2,264,735 (2,264,735) -
Investments - net 4.2 624,159 3,106,576 2,264,735 5,995,470
Islamic financing and related assets - net 4.3 972,634 10,029,289 1,471,874 12,473,797
Operating fixed assets 4.3 170,119 2,456,473 (1,434,210) 1,192,382
Deferred tax assets - net 9,388 - - 9,388
Other assets - net 124,121 52,343 (5,542) 170,922
10,107,891 18,621,367 (1,841,717) 26,887,541
LIABILITIES
Bills payable - 86,461 3,403 89,864
Due to financial institutions - 631,520 - 631,520
Deposits and other accounts 4.1 37,669 11,286,242 (1,873,839) 9,450,072
Sub-ordinated loan - - - -
Liabilities against assets subject to
finance lease - - - -
Deferred tax liabilities - net - - - -
Other liabilities 4.4 85,939 428,642 6,218,752 6,733,333
123,608 12,432,866 4,348,316 16,904,789
NET ASSETS 9,984,283 6,188,501 (6,190,033) 9,982,752
Add: Deficit on revaluation of investments 6,255
Less: Profit for the period October 01, 2015 fill
December 31, 2015 (4,723)
1,532
NET AMOUNT TO BE SETTLED WITH MCB 6,190,033
REPRESENTED BY
Share capital 10,000,000 10,000,000
Reserves 9,517 10,461
Unappropriated profit 373 4,153
10,009,890 10,014,614
Deficit on revaluation of assets - net of tax (25,607) (31,862)

9,984,283

This represents deposits placed by the Bank with MCB included in deposits of the Islamic Banking group of MCB.

9,982,752

This represents reclassification of Bai-Mua'jjal as per State Bank of Pakistan BPRD circular lstter number 5 of 2016.
This represents ljarah assets reclassified from operating fixed assets to Islamic financings and related assets.

This includes consideration payable to MCB Bank Limited amounting to Rs. 6.190 billion.
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BASIS OF MEASUREMENT

These financial statements have been prepared under the historical cost convention, except that certain
investments, forsign currency balances and commitments in respect of certain foreign exchange contracts have
been marked to market and carried at fair value in accordance with the requirements of the SBP.

Measurement of falr values

The Bank has an established control framework with respect to the measurement of fair values. The management
regularly reviews significant observable and unobservable inputs and valuation adjustments. Fair values are
categorized into different levels in a fair value hierarchy based on the inputs used in the valuation techniques. The
valuation of financial assets and financial liabilities are categorized and disclosed in note 37 keeping in view the
measurement requirements specified in note 3.1.

These financial statements are presented in Pak Rupess, which is the Bank's functional and presentation currency.
The amounts are rounded off to the nearest thousand rupees unless otherwise stated.

Critical accounting estimates and judgments

The preparation of financial statements in conformity with the approved accounting standards requires the use of
certain critical accounting estimates. It also requires the management to exercise its judgment in the process of
applying the Bank's accounting policies. Estimates and judgments are continually evaluated and are based on
historical experiences, including expectations of future events that are believed to be reasonable under the
circumstances. The areas where various assumptions and estimates are significant to the Bank's financial
statements or where judgment was exercised in the application of accounting policies are as follows:

Classification of investments
In classifying investments, the Bank follows the guidance provided in SBP circulars:

- Investments classified as ‘held for trading’, are securities which are acquired with an intention to trade by taking
advantage of short term market / interest rate movements and are to be sold within 90 days of acquisition.

- Investments classified as ‘held to maturity’ are non-derivative financial assets with fixed or dsterminable
payments and fixed maturity. In making this judgment, the Bank evaluates its intention and ability to hold such
investment to maturity.

- The investments which are not classified as ‘held for trading’ or *held to maturity’ are classified as “available for
sale’.

Provislon / Impalrment agalnst Investments

Provision for diminution in the value of Sukuk certificates is made as per the Prudential Regulations issued by the
SBP. The Bank dstermines that ‘available for sale’ equity investments are impaired when there has heen a
significant or prolonged decline in the fair value below its cost. The determination of what is significant or prolonged
requires judgment. In making this judgment, the Bank evaluates among other factors, the normal volatility in share
price. In addition, the impairment may be appropriate when there is an evidence of deterioration in the financial
health of the investes and sector performance, changes in technology and operational / financial cash flows.
Impairment loss in respect of other investments classified as 'available for sale' and investments classified as 'held
to maturity' is recognised based on management's assessment of objective evidence of impairment as a result of
one or more events that may have an impact on the estimated future cash flows of the investments. Provision for
diminution in the value of Sukuk certificates is made as per the Prudential Regulations issued by the SBP.

Provislon agalnst Islamlc flnanclng and related assets

The Bank reviews its Islamic financing and related assets portfolio o assess amount of non-performing Islamic
financing and related assets and determine provision required there against on regular basis. While assessing this
requirement various factors including the delinquency in the account, financial position of the customer and the
requirements of the Prudential Regulations are considersd.

The amount of general provision is determined in accordance with the relevant regulations and management’s
judgment as explained in note 6.4.2.
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Taxatlon

In making the estimates for income taxes currently payable by the Bank, the management considers the current
income tax laws. Judgment is required to determine the amount of deferred tax assets that can be recognized,
based upon the likely timing and the level of future taxable profits, together with future tax planning strategies.

Depreclation, amortization and revaluation ofoperating fixed assets

In making estimates of the depreciation / amortization method, the managesment uses the method which reflects the
pattern in which economic benefits are expected to be consumed by the Bank. The method applied is reviewed at
each financial year end and if there is a change in the expected pattemn of consumption of the future economic
benefits embodied in the assets, the method is changed to reflect the changed pattemn. Such change is accounted
for as change in accounting estimates in accordance with International Accounting Standard (IAS) 8 “Accounting
Policies, Changes in Accounting Estimates and Errors”. Further, the Bank estimates the revalued amount of land
and buildings on a regular basis. The estimates are based on valuations carried out by independent professional
valuers under the market conditions.

SUMMARY OF SIGNIFICANT ACCOUNTINGPOLICIES

Buslness acquilslition

Business acquisition from Group companies are recognized at carrying values.
Cash and cash equivalents

Cash and cash squivalents shall include cash and balances with treasury banks, and balances with other banks in
current and deposit accounts.

Investments

The Bank classifies its investments as follows:

Held for trading

These are securities, which are sither acquired for generating profit from short-term fluctuations in markst prices,

profit rate movements, dealers margin or are securities included in a portfolio in which a pattern of short-term profit
taking exists.

Held to maturlty

These are securities with fixed or determinable payments and fixed maturity in respect of which the Bank has the
positive intent and ability to hold to maturity. Bai-Mualjal receivables from Government of Pakistan are measured at
cost.

Avallable for sale
These are investments, that do not fall under the ‘held for trading’ or ‘held to maturity’ categories.

Investments are initially recognized at cost which in case of investments other than ‘held for trading’ include
transaction costs associated with the investment.

All purchases and sales of investments that require dslivery within the time frame established by regulation or
market convention are recognized at the trade date. Trade date is the date on which the Bank commits to purchase
or sell the investment.

In accordance with the requirements of the State Bank of Pakistan, quoted securities, other than those classified as
‘held to maturity’ are subsequently re-measured to market value. Surplus / (deficit) arising on revaluation of quoted
securities which are classified as ‘available for sale’, is taken to a separate account which is shown in the balance
sheet below equity. Surplus / (deficit) arising on revaluation of quoted securities which are classified as ‘held for
trading’, is taken to the profit and loss account.
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Provislon / Impalrment

Provision for diminution in the valus of Sukuk certificates is made as per the Prudential Regulations issued by the
SBP. In case of impairment of available for sale securities, the cumulative loss that has been recognised directly in
surplus / (deficit) on revaluation of securities on the statement of financial position below equity is transferred to the
profit and loss account. For investments classified as held to maturity, the impairment loss is recognised in the profit
and loss account.

Islamlc flnancing and related assets

These are financial products offered by the Bank and are stated net of specific and general provision against non
performing Islamic financing and related assets, if any. A brief description of the products are given below:

Murabaha

In Murabaha transactions, the Bank purchases the goods through its agent or client and after taking the possession,
sells them to the customer on cost plus profit basis either in a spot or credit transaction.

Under Murabaha financing, funds disbursed for purchase of goods are recorded as 'Advance against Murabaha
finance'. On culmination of Murabaha i.e. sale of goods to customers, Murabaha financing are recorded at the
deferred sale price. Goods purchased but remaining unsold at the statement of financial position date are recorded
as inventories.

lJarah

In ljarah financing, the Bank provides the asset on pre-agreed rentals for specific tenors to the customers. ljarah
assets are stated at cost less depreciation and are disclosed as part of 'Islamic financing and related assets'.

The rental on ljarah under Islamic Financial Accounting Standard - 2 ljarah (IFAS 2) are recorded as incoms /
revenue. The Bank charges depreciation from the date of recognition of ljarah of respective assets to Mustaijir.
ljarah assets are depreciated over the period of ljarah using the straight line method.

The significant ljarah contracts entered into by the Bank are with respect to vehicles, plant and machinery and
equipment and are for periods ranging from 1 to 7 years.

Impairment of ljarah assets is determined in accordance with the Prudential Regulations issued by the SBP. The
provision for impairment of ljarah assets is shown as part of 'Islamic financing and related assets’.

Diminishing Musharaka

In Diminishing Musharaka based financing, the Bank enters into Musharaka based on Shirkat-ul-Milk for financing
and agreed share of fixed assets (example: house, land, plant, machinery or vehicle) with its customers and enters
into period profit payment agreement for the utilization of the Bank's Musharaka share by the customer.

Istlsna

In Istisna financing, the Bank places an order to purchase some specific goods / commodities from its customers to
be delivered to the Bank within an agreed time. The goods are then sold and the amount financed is received back
by the Bank alongwith profit.

Provision

Islamic financing and related assets are stated net of specific and general provisions. Specific provision is
determined on the basis of the Prudential Regulations and other directives issued by the State Bank of Pakistan
(SBP) and charged to the profit and loss account. Provisions are held against identified as well as unidentified
losses. Provisions against unidentified losses include general provision against Consumer and Small Enterprise
(SEs) loans made in accordance with the requirements of the Prudential Regulations issued by SBP and provision
based on historical loss experience on Islamic financing and related assets. Islamic financing and related assets are
written off when thers is no realistic prospect of recovery.
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Operating fixed assets
Capltal work-In-progress

Capital work-in-progress is stated at cost less accumulated impairment losses, if any. These are transferred to
specific assets as and when assets become available for use.

Property and equipment

Property and equipment, other than land carrying value which is not amortized, are stated at cost or revalued
amount less accumulated depreciation and accumulated impairment losses, if any. Land is carried at revalued
amount.

Subsequent costs are included in the asset's carrying amount or are recognized as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the Bank and
the cost of the item can be measured reliably. All other repairs and maintenance are charged to the profit and loss
account.

Depreciation on all opsrating fixed assets is charged using the straight line method in accordance with the rates
specified in note 11.2 fo these financial statements and after taking into account residual value, if any. The residual
valuss, useful lives and depreciation methods are reviewed and adjusted, if appropriate, at sach balance shest
date.

Depreciation on additions is charged from the month the assets are available for use while no depreciation is
charged in the month in which the assets are disposed off.

Surplus on revaluation of land and buildings is credited to the surplus on revaluation account. Revaluation is carried
out with sufficient regularity to ensure that the carrying amount of assets does not differ materially from the fair
valus. To the extent of the incremental depreciation charged on the revalued assets, the related surplus on
revaluation of land and buildings (net of deferred taxation) is transferred directly to unappropriated profit.

Gains / losses on sale of property and equipment are currently credited / charged to the profit and loss account,
except the related surplus on revaluation of land and buildings (net of deferred taxation) which is transferred directly
to unappropriated profit.

Intanglble assets

Intangible assets are stated at cost less accumulated amortization and accumulated impairment losses, if any.
Intangible assets are amortized from the month when these assets are available for use, using the straight line
method, whereby the cost of the intangible assets are amortized over its estimated useful lives over which economic
benefits are expected to flow to the Bank. The useful lives are reviewed and adjusted, if appropriate, at each
balance shest date.

Impalrment

The carrying amount of assets are reviewed at each balance shest date for impairment whenever events or
changes in circumstances indicate that the camrying amounts of the assets may not be recoverable. If such
indication exists and where the carrying value exceeds the estimated recoverable amount, assets are written down
to their recoverable amounts. Recoverable amount is the greater of net selling price and value in use. The resulting
impairment loss is taken to the profit and loss account except for impairment loss on revalued assets, which is
adjusted against the related revaluation surplus to the extent that the impairment loss does not exceed the surplus
on revaluation of that asset.

Taxatlon
Current
Provision for current taxation is based on taxable income at the cumrent rates of taxation after taking into

consideration available tax credits and rebates. The charge for current tax also includes adjustments where
considered necessary, relating to prior years which arise from assessments framed / finalized during the year.
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Deferred

Deferred tax is recognised using the balance sheet liability method on all temporary differences between the
amounts attributed to assets and liabilities for financial reporting purposes and amounts used for taxation purposes.
The Bank records deferred tax assets / liabilities using the tax rates, enacted or substantively enacted by the
balance shest date expected to be applicable at the time of its reversal. Deferred tax asset is recognised only to the
extent that it is probable that future taxable profits will be available against which the asset can be utilised. Deferred
tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realised. The
Bank also recognises deferred tax asset / liability on deficit / surplus on revaluation of securities and deferred tax
liability on surplus on revaluation of fixed assets which is adjusted against the related deficit / surplus in accordance
with the requirements of International Accounting Standard (IAS) 12 ‘Income Taxes'.

Staff retirement beneflts
Defined contribution plan

The Bank operatses a recognised contributory provident fund schems for all its permanent employess. Equal monthly
contributions are made both by the Bank and its permanent employees, to the Fund at the rate of 8.33% of the basic
salaries of employees. However, an employee has an option to increase his/her contribution upto 12.5% but the
Bank will still contribute 8.33% of the employee's basic salary. The Bank has no further payment obligation once the
contributions have been paid. The contributions are recognised as smployee bensfit expense when they are dus.

Provislons and contingent assets and llabllitles
Provisions are recognized when the Bank has a legal or constructive obligation as a result of past events and it is
probable that an outflow of resources will be required to settle the obligation and a reliable sstimate of the amount

can be made. Provisions are reviewed at each balance sheet date and are adjusted to reflect the current best
estimates.

Contingent assets are not recognised, and are also not disclosed unless an inflow of economic benefits is probable.
Contingent liabilities are disclosed unless the probability of an outflow of resources embodying economic benefit is
remots.

Funds due to / from financial institutions
Bal Mua]jal

In Bai Muajjal, the Bank sells sukuk on credit to other financial institutions. The credit price is agreed at the time of
sale and such proceeds are received at the end of the credit period.

Musharaka / Mudaraba

In Musharaka / Mudarabah, the Bank invests in the shariah compliant business pools of the financial institutions at
the agreed profit and loss sharing ratio.

Musharaka with State Bank of Paklstan under IERS
Under IERS, the Bank accepts funds from the SBP under Shirkat-ul-Aqd to constitute a pool for investment in export

refinance portfolio of the Bank under the guidslines issued by the SBP. The profit of the pool is shared as per the
agreed profit sharing ratio between the partners.

Deposlts
Deposits are generated on the basis of two modes i.e. Qard and Mudaraba.

Deposits taken on Qard basis are classified as 'Current accounts’ and Deposits generated on Mudaraba basis are
classified as 'Savings deposits' or 'Fixed deposits'. No profit or loss is passed to current account depositors.

Profits realized in investment pools are distributed in pre-agreed profit sharing ratio. Rab-ul-Maal share is distributed
among depositors according to weightages assigned at the inception of profit calculation period.

Profits are distributed from the pool such that the depositors (remunerative) only bear the risk of assets in the pool
during the profit calculation period. In case of loss in a pool during the profit calculation period, the loss is distributed
among the depositors (remunerative) according to their ratio of Investments.
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Assst pools may be created at the Bank's discretion and the Bank may add, amend, and transfer an asset to any
other pool in the interests of the deposit holders.

Pool Management

The Bank operates general and specific pools for deposits and inter-bank funds accepted / acquired under
Mudaraba and Musharaka modes.

Under the general deposits pool, the Bank accepts funds on Mudaraba basis from depositors (Rabb-ul-Maal) where
the Bank acts as Manager (Mudarib) and invests the funds in the Shari'ah Compliant modes of financings,
investments and placements. When utilising investing funds, the Bank prioritizes the funds recsived from depositors
over the funds generated from own sources.

Specific pools may be operated for funds acquired / accepted from the State Bank of Pakistan and other banks for
Islamic Export Refinance to Bank's customers and liquidity management respectively under the Musharaka /
Mudaraba modes. The Bank also maintain Equity Pool which consists of Bank's equity and funds accepted on Qard
(non-remunerative current deposit account) basis.

The profit of sach deposit pool is calculated on all the remunerative assets booked by utilising the funds from the
pool after deduction of expenses directly incurred in earning the income of such pool, if any. The directly related
costs comprise of depreciation on ljarah assets, takaful premium, documentation charges etc. No general or
administrative nature of expense is charged to pool. No provision against any non-performing asset of the pool is
passed on to the pool except on the actual loss / write-off of such non-performing asset. The profit of the pool is
shared between equity and other members of the pool on the basis of Musharaka at gross level (before charging of
Mudarib fee) as per the investment ratio of the equity. The profit of the pool is shared among the members of the
pool on pre-defined mechanism based on the weightages announced before the profit calculation period after
charging of Mudarib fes.

The deposits and funds accepted under the above mentioned pools are provided to diversified sectors and avenuss
of the economy / business as mentioned in the notes and are also invested in Government of Pakistan backed
ljarah Sukuks. Staff loans is exclusively financed from the squity pool.

The risk characteristic of each pool mainly depends on the assets and liability profile of sach pool.
Revenue recognltion

- Profit on investments in Sukuks is recognised on an accrual basis. Where Sukuks (excluding those classified
as held for trading) are purchased at a premium or discount, such premiums / discounts are amortised through
the profit or loss account using the effective yisld method.

- Profit from Bai-Mualjal is recognised on an accrual basis.

- Profit from Murabaha financing is accounted for on culmination of Murabaha transaction. Profit on Murabaha is
recognised on an accrual basis. Profit on Murabaha transactions for the period from the date of disbursement to
the date of culmination of Murabaha is recognised immediately on the later date.

- Rental income from ljarah financing is recognised on an accrual basis. Depreciation on ljarah asset is charged
to income (net of with rental income) over the period of ljarah using the straight line method.

- Profit on Diminishing Musharaka is recognised on an accrual basis.

- Profit on Istisna financing is recognised on an accrual basis.

- Commission income is recognized on a time proportionate basis.

- Dividend income is recognised when the Bank's right to recsive dividend is established.

- Gain or loss on sale of investments is recognised in the profit and loss account in the year in which it arises.
Acceptances

Acceptances comprise undertakings by the Bank to pay bills of exchange drawn on customers. The Bank expects

most acceptances to be settled simultaneously with the reimbursement from the customers. Acceptances are
accounted for as off-balance shest transactions and are disclosed as contingent liabilitiss and commitments.
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Forelgn currencles
Transactlons and balance

Transactions in forsign currencies (other than the results of operations of foreign operations) shall be translated to
Rupees at the foreign exchange rates ruling on the transaction date. Monetary assets and liabilities in foreign
currenciss shall be expressed in Rupes terms at the rates of exchange prevailing at the balance sheet date and the
currency fluctuation shall be reflected in the exchange tfranslation reserve in equity. Foreign bills purchased and
forward foreign exchange contracts other than those relating to forsign currency deposits shall be valued at the
rates applicable to their respective maturities.

Commitments

Commitments for outstanding forward foreign exchange contracts are disclosed in these financial statements at
committed amounts. Contingent liabilities / commitments for letters of credit and letters of guarantee denominated in
foreign currencies are expressed in Rupese terms at the rates of exchange prevailing at the date of the statement of
financial position.

Assets acquired In satlsfactlon of clalms

The Bank occasionally acquires assets in settlement of certain advances. These are stated at lower of the carrying
value or current fair value of such assets.

Financlal Instruments

Financlal assets and flnanclal llabllitles

Financial instruments carried on the statement of financial position includes cash and balances with treasury banks,
balances with other banks, due from financial institutions, investments, Islamic financings and related assets, other
assets (excluding balances related to tax), bills payables, dus to financial institutions, deposits and other liabilities
(excluding balances related to tax).

Offsetting

Financial assets and financial liabilities are off set and the net amount is reported in the financial statements when
there is a legally enforceable right to set off and the Bank intends either to setle on a net basis, or to realize the
assets and settle the liabilities, simultansously.

Dividend distributlon and approprlation

Dividend declared and other appropriations (other than appropriations required by law) approved subsequent to the
balance sheet date are considered as non-adjusting events and are not to be recorded in the financial statements.
However, a separate disclosurs of the fact should be made in the financial statements.

Earnings / (loss) per share

The Bank presents basic and diluted samings per share (EPS). Basic EPS is calculated by dividing the profit or loss
attributable to ordinary shareholders of the Bank by the weighted average number of ordinary shares outstanding
during the year.

Segment reporting

A segment is a distinguishable component of the Bank that is engaged in providing products or services (business
segment) or in providing products or services within a particular economic environment (geographical segment),
which is subject to risks and rewards that are different from those of other segments. The Bank's primary format of
reporting is based on business segments.

Busliness segments

- Corporate flnance

Corporate finance includes undsrwriting, securitization, investment banking, syndications, IPO related activities
(excluding investments) and secondary private placements.
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- Trading and sales

It includes equity, foreign exchanges, commodities, own securities, placements and dus to / from financial
institutions.

- Retall banking

It includes retail financings and deposits, banking services, private financings and deposits, banking services
and retail offered to its retail customers and small and medium enterprises.

- Commerclal banking

It includes project finance, export finance, trade finance, ljarah, guarantees and bills of exchange relating to its
corporate customers.

6.19.2 Geographlcal segments

71

7.2

7.3

8.1

The Bank operatss only in Pakistan.
Restated
Note 2016 2015
Rupees In thousands
CASH AND BALANCES WITH TREASURY BANKS

In hand
- local currency 526,373 114,209
- foreign currencies 64,502 19,147
590,875 133,356
With the State Bank of Pakistan (SBP) in
- local currency current account 71 609,301 551,151
- foreign currency current account 12,126 -
- foreign currency deposit accounts
cash reserve account 7.2 13,702 || 7,436
special cash reserve account 7.3 16,422 6,180
30,124 13,616
With National Bank of Pakistan in
- local currency current account 267,378 -
1,509,804 698,123

The local currency current account is maintained with the SBP as per the requirements of Section 36 of the State
Bank of Pakistan Act, 1956. This section requires banking companies to maintain a local currency cash reserve in
the current account opened with the SBP at a sum not less than such percentage of its time and demand liabilities
in Pakistan as may be prescribed by the SBP.

As per BSD Circular No. 15 dated June 21, 2008, cash ressrve of 5% is required to be maintained with the SBP on
deposits held under the New Foreign Curmrency Accounts Scheme (FE-25 deposits). This account is non-
remunerative in nature.

Special cash reserve of 6% is required to be maintained with the SBP on FE-25 deposits as specified in BSD
Circular No. 15 dated June 21, 2008. This account is non-remunerative in nature.

Restated
Note 2016 2015
Rupees In thousands
BALANCES WITH OTHER BANKS

In Pakistan

- deposit account 8.1 2,316,562 6,276,751
Qutside Pakistan

- current account 434 436 70,708

2,750,998 6,347,459

This represents savings accounts carrying profit at rates ranging from 0.6% to 5.64% per annum (2015: 3.23% to
6.90% per annum).
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INVESTMENTS - NET

Investments by types Note 2016 2015 - Restated
Heldby Glven as Total Heldby Glven as Total
bank collateral bank collateral

Rupees In thousands
Avallable-for-sale securitles

Sharss in listed companiss 1,096,829 - 1,096,829 663,554 - 663,554

Sukuk certificates 3,526,509 - 3,526,509 || 1,944,211 - 1,944,211
4,623,338 - 4,623,338 2,607,765 - 2,607,765

Held to maturlty

Sukuk certificates 1,150,000 - 1,150,000 || 1,187,241 - 1,187,241

Bai Muajjal with

Government of Pakistan (GOP) - - - 2,264,735 - 2,264,735
1,150,000 - 1,150,000 3,451,976 - 3,451,976
Investments at cost 5,773,338 - 5,773,338 6,059,741 - 6,059,741
Less: Provision for diminution
in the value of investments 9.8 - - - (18,621) - (18,621)
Investments (net of provislons) 5,773,338 - 5,773,338 6,041,120 - 6,041,120
Dsficit on revaluation of
investments classified as
available-for-sale securities 21.2 (3,663) - (3,663) (45,650) - (45,650)
Total Investments at market value _5,769.675 - 5,769,675 5995470 - 5,995,470
Restated
Note 2016 2015
Rupees In thousands
Investments by segment
Federal Government Securitles
GOP ljarah Sukuk 2,517,047 1,872,430
Bai Muajjal with GOP 9.21 2,264,735

2,517,047 4,137,165

Fully pald up ordinary shares

Listed companies 1,096,829 663,554
Sukuk certificates

Sukuk certificates 2,159,462 1,259,022
Investments at cost 5,773,338 6,059,741
Less: Provision for diminution in the value of investments 9.8 - (18,621)
Investments (net of provisions) 5,773,338 6,041,120
Deficit on revaluation of available for sale securities - net 21.2 (3,663) (45,650)
Total investments at market value " 5,769,675 5,995,470

The rate of return is Nil (2015: 5.99%).

Investments include certain approved / government securities which are held by the Bank to comply with the
Statutory Liquidity Reserve requirement determined on the basis of the Bank's demand and time liabilities as set out
under section 29 of the Banking Companiss Ordinance, 1962.
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9.4 Particulars of Federal Government Securities - Unlisted, Secured 9.7

Quallty of avallable for sale securitles
Face value of Rs. 100,000 each unless otherwise stated.

Restated
Profit 2016 2015 2016 2015 - Restated
Particulars Collateral Profitrate _payment Carrying value Marketvalue  CreditRating  Marketvalue  Credit Rating
Rupees in thousands
GOP IJARAH SUKUK - 15 Govemm_ent of Pakistan 6 |_'non_|hs _ Rupees In thousands
19,050 (2015: 18,660) certificates Sovereign guarantee T-Bill minus Semi-
Maturity date: June 25, 2017 2% annually 1,907,047 1,872,430 Sukuk certiflcates (at market value)
GOP IJARAH SUKUK - 16 Government of Pakistan 6 months
5,500 (2015: Nil) certificates Sovereign guarantee T-Bill minus Semi- GOP ljarah Sukuk - 15 1,006,143 Unrated 1,866,252 Unrated
Maturity date: December 18, 2018 0.5% annually 553,334 - GOP ljarah Sukuk - 16 563,475 Unrated _ Not Applicable
GOP IJARAH SUKUK - 18 Government of Pakistan 6 months GOP ljarah Sukuk - 18 57,126 Unrated - Not Applicable
560 (2015: Nil) certificates Sovereign guarantee T-Bill minus Semi- WAPDA Il Sukuk Certificates 144,332 Unrated 71,704 Unrated
Maturity date: March 29, 2019 0.5% annually 56,666 - Meszan Bank Limited 510,335 AA- _ AA A1+
9.5 Particulars of investments in companies / mutual funds — 217,047 1872430 Fatima Fertilizer Company Limited 375,000 AA- - Not Applicable
3,556,411 1,937,956
Restated Restated
2018 2015 2016 2015 Ordlnary shares - listed (at market value)
Carrying value
Number of shares / units Rupees in thousands Abbot Laboratories Pakistan Limited 95,709 Unrated - Unrated
Listed companies - Fully paid up ordinary shares of Rs.10 each Al Shaheer Corporation Limited 57,400 Unrated - Unrated
100,000 - Abbot Laboratories Pakistan Limited 85,042 - Attock Refinery Limited 42,530 AA A1+ - AA A1+
1,000,000 - Al Shaheer Corporation Limited 56,610 - Dawood Hercules Corporation Limited 72,165 AA-/ A1+ - AA-[ A1+
100,000 - Attock Refinery Limited 37,106 - Engro Corporation Limited - AA A1+ 115,025 AA A1+
500,000 - Dawood Hercules Corporation Limited 76,002 - Engro Fertilizer Limited 257,780 AA-/ A1+ 80,218 AA-/ A1+
- 411,700 Engro Corporation Limited - 124,877 Fauji Cement Company Limited - Unrated 93,946 Unrated
3,792,000 253,900 Engro Fertiizer Limited 280,401 80,610 Fauj Fertilizer Company Limited 187,031 |  AA/A1+ 211,420 [ AA/A1+
- 2,551,500 Fauji Cement Company Limited - 91,618 K Electric Limited _ AA/ A-1 6.309 A A1
1,792,000 1,792,000 Fauji Fertilizer Company Limited 224,635 224,635 . . e !
] 848,000 K Electric Limited i 6,385 Kohinoor Textile Mills |Jn1lle|?| . 72,741 A+ A1 - A+ /A1
626,000 - Kohinoor Textile Mills Limited 49,362 - Kot Addu Power Company Limited 78800 [ AA+/AT+ - AA+ AT+
1,000,000 - Kot Addu Power Company Limited 86,804 - Nestle Paklstar.1 L.|m|ted 44,820 Unrated - Unrated
4,980 _ Nestle Pakistan Limited 43,331 _ Pak Electron Limited - A+ A1 77,519 A+ /A1
- 1,239,500 Pak Electron Limited - 94,214 Pakistan State Oil Company Limited - AA A1+ 28,179 AA AT+
- 86,500 Pakistan State Oil Company Limited - 20,295 Pakistan Telecommunication
700,000 Pakistan Telecommunication Company Limited - 11,920 Company Limited - Unrated 11,543 Unrated
1,000,000 - Sui Northern Gas Pipeline Limited 65,576 - Sui Northern Gas Pipeline Limited 81,570 AA-1 A1 - AA-1 A1
2,000,500 - Sui Southern Gas Corporation Limited 91,870 - Sui Southern Gas Corporation Limited 72,718 A+ A1 - A+ /A1
* Face value of Rs. 10 each 1,096,829 663,554 1,063,264 624,159
9.6 Particulars of Sukuk Certificates - Unlisted, Secured — 2619675 2962115
Face value of Rs. 5,000 each unless otherwise stated.
Restated Restated
Profit 2016 2015 Note 2016 2015
Particulars Collateral Profitrate  payment Carrying value Rupees In thousands
Rupees in thousands 9.8  Partlculars of provision
WAPDA Ill Sukuk Certificates 6 months
38,700 (2015: 16,000) certificates Govemnment of Pakistan ~ KIBOR plus  Semi- Opening balance 18,621 -
Maturity date: October 14, 2021 Sovereign guarantee 1% annually 144,462 71,781
Face value Rs. 3,572 (2015: 4,642) Balance acquired under demerger schemse - 9,311
Meezan Bank 6 months
490 (2015 Nil) certificates KIBOR plus  Semi- Charge for the period - || 9,310
Maturity date: September 22, 2026 Tangible Assets 0.7% annually 490,000 - Reversals during the period - -
Face value Rs. 1,000,000 (2015: Nil) - 9,310
Fatima Fertilizer Company Limited 6 months Write offs / other adjustments 9.8.1 (18,621) -
75,000 (2015: Nil) certificates KIBOR plus  Semi-
Maturity date: November 28, 2021 Tangible Assets 1.1% annually 375,000 - Closing balance - 18,621
K-Electric Limited 3 months
230,000 (2015: 230,000} certificates KIBOR plus 9.8.1 This represents amount transferred to Parent Company.
Maturity date: June 17, 2022 Tangible Assets 1% Quarterly 1,150,000 1,150,000
Quetta Textile Mills Limited 6 months 9.8.2 Partlculars of provislon for diminution In the value of
Nil (2015: 15,000) cerfificates KIBOR plus  Semi- Investments by type and segment
Maturity date: March 26, 2020 Tangible Assets 1.5% annually - 37,241 ) . . .
3 150 462 1059022 Unlisted sukuk certificates - held till maturity - 18,621
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Restated 10.2.2 2016 2015 - Restated

Note 2016 2015
Rupees In thousands Later Later

10 ISLAMIC FINANCING AND RELATED ASSETS Notlater thanone . . sve Notlater than one . .. five
than one and less Total thanone and less Total
years years
In Pakistan year  than flve year than flve
- Murabaha financing 10.1.2 2,719,939 1,352,558 years years
- Inventory held under Murabaha 4,987,296 4,841,213 Rupees in thousands
- Advances against Murabaha 804,071 204,217
- Murabaha under Islamic Export Refinance Schems 87,003 412,366 ljarah rentals receivable 649,951 447,265 - 1,097,216 479,693 817,589 - 1,297,282
- Advances against Murabaha under Islamic Export Refinance Scheme 299,650 34,000
- Diminishing Musharakah 4,392,900 2,572,200 Restated
- Advances against Diminishing Musharakah 1,222,733 1,423,937 Note 2016 2015
- Net book value of assets in ljarah under IFAS 2 102 1,243,897 1,434,211 Rupees In thousands
- Advances against ljarah 42,508 71,872 10.3 Staff finance
- lstisna - -
- Advances against Istisna - 150,000 Staff vehicle finance under diminishing musharakah 324,782 56,381
- Staff finance 10.3 374,004 72,634 Staff housing finance under diminishing musharakah 49,222 16,253
Islamic financing and related assets - gross 16,174,001 12,569,208 T 374,004 72,634

Provision against non performing Islamic
financing and related assets 10.6 1,274 (95,411) 10.4 Partlculars of Islamlc flnancing and related assets - gross
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Islamic financing and related assets - net of provision 16,172,727 12,473,797
In local currency 16,174,001 12,356,496
10.1  Murabaha sale price 6,682,958 1,723,648 In foreign currency R 212,712
Murabaha purchase pnce (6,493,825! (1 ,586,844! 16,174,001 12,569,208
10.1.1 Deferred murabaha Income Short term (upto one year) 8,897,959 6,994,354
. Long term (over one year) 7,276,042 5,574,854
Opening balance 37,665 - 16,174,001 _ 12,569,208
Balance acquired under demerger scheme - 12,250 =
Arising Fiuring the year 189,133 136,804 Corporate ﬁnancing 15,519,924 12,467,423
Recognised during the year (182,983) (111,389) Consumer / SME financing 280,073 29,151
43815 37,665 Staff financing 374,004 72,634
10.1.2 Murabaha recelvable 16,174,001 12,569,208
Opening balance 1,352,558 - 10.5  Islamic financing and related assets include Rs. 1.029 million (2015: Rs. 1.129 million) which have been placed under
Balance acquired under demerger scheme - 1,457,866 non-performing status as detailed below:
Sales during the year 6,682,958 1,723,648
Received during the year (5,315,577) (1,828,956) 2016
2,719,939 1,352,558 - - -
Category of Classified Islamic financing Provislon required Provislon held
classification and related assets
10.2  Net book value of assets In ljarah under IFAS 2 Domestic| Overseas| Total |Domestic| Overseas| Total | Domestic | Overseas | _ Total
Rupees In thousands
10.2.1 Movement In net book value of ljarah assets
OAEM - - - - - - - - -
Assets under ljarah Substandard _ _ _ _ _ _ _ _ _
Opening balance 2,220,003 - Doubtful _ _ _ _ _ _ _ _ _
Balance acquired under demerger scheme - 2,265,131 Loss 1.029 _ 1.029 1029 _ 1029 1029 _ 1.029
Disbursed dunng the year 427,303 64,280 1,029 - 1,029 1I02-9 _ 1I02-9 1I02-9 _ 1,029
Disposals during the year (435,885) (109,408) = = = = = —
Cling balance 2,21 1,421 2,220,003 2015 - Restated
Classified Islamic financin
Accumulated depreclation Category of and related assets 9 Provislon required Provislon held
Opening balance 785,792 - classlification
pening i ' Domestlc| Overseas| Total |Domestlc|Overseas| Total | Domestlc | Overseas |  Total
Balance acquired under demerger scheme - 737,119 Rupees In thousands
Charged during the year 466,708 111,281
Adjustment during the year (284,976) (62,608) OAEM _ _ _ _ _ _ _ _ _
Closing balance 967,524 785,792 Substandard . - . - . - - . .
. - Doubtful - - - - - - - - -
Net investment in ljarah 1,243,897 1,434,211 Loss 1129 _ 1129 1129 . 1129 1129 . 1129
1,129 - 1,129 1,129 - 1,129 1,129 - 1,129
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10.6 Partlculars of provislon agalnst non-performing Islamic financlng and related assets

Note

Opening balance

Balance acquired under demerger scheme
Charge for the year / period

Reversal during the year / period

Write offs / other adjustments 106.2

Closing balance

WE VALUE YOUR FAITH

2016 2015 - Restated
Speclfic General Total Speclfic  General Total
Rupees In thousands
1,129 94,282 95,411 - - -
- 70,690 62,769 133,459
- 38 38 - 31,513 31,513
(100)] (94,075)] (94,175) (922) - (922)
(100) (94,037) (94,137) (922) 31,513 30,591
- - - (68,639) - (68,639)
1,029 245 1,274 1,129 94,282 95411

10.6.1 The Bank has maintained general provision at an amount equal to 1% of the fully secured performing portfolio of
consumer and small enterprise financing as required by the Prudential Regulations issued by the SBP.

10.6.2 This represents amount transferred to Parent Company.

10.7 Partlculars of provislon agalnst Islamlc financing and related assets with respect to currencles

In local currency
In foreign currency

2016 2015 - Restated
Speclfic General Total Speclfic  General Total
Rupees In thousands
1,029 245 1,274 1,129 94,282 95,411
1,029 245 1,274 1,129 94,282 95411

10.8 Partlculars of Islamlc flnancing and related assets to directors, executlves and officers.

10.8.1 Dus from directors, executives or officers of the Bank or any of them sither severally or jointly with any other persons.

Balance at the beginning of the year / period
Balance acquired undsr demerger scheme
Disbursements during the year / period
Repayments during the year / period
Balance at the end of the year / period

Directors Executlves / Offlcers
Restated Restated
2016 2015 2016 2015
Rupees In thousands
22,304 - 50,330 -
- - 107,966 -
- 22,304 226,999 50,330
(8,369) - (25,226) -
13,935 22,304 360,069 50,330

10.8.2 Due from companies or firms in which the directors of the Bank are interested as directors, partners or in the case of

private companies as members.

Balance at the beginning of the year / period
Balance acquired undsr demerger scheme
Disbursements during the year / period
Repayments during the year / period
Balance at the end of the year / period

Restated
2016 2015
Rupees In thousands
519,403 -

- 522,793
452,350 34,000
(311,185) (37,390)
660,568 519,403

10.8.3 The Bank does not have any subsidiary companies, controlled firms and managed modarabas. Further, as at December
31, 2016 and December 31, 2015, the Bank has no Islamic financing and related assets balance outstanding with any

other related parties.
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Restated
Note 2016 2015
Rupees in thousands
OPERATING FIXED ASSETS
Capital work-in-progress 1.1 804,094 226,148
Property and equipment 11.2 1,192,512 890,072
Intangible assets 11.3 107,644 76,162
2,104,250 1,192,382
Capital work-in-progress
Advance for computer software 267,673 116,699
Advance to suppliers and contractors 293,713 85,813
Civil works 115,585 22,886
Others 127,123 750
804,004 276,148
Property and equlpment
2016
Cost Accumulated Depreciation Book value
As at Additions / Surplus arisi As at Asat Charge/ Adjustment Asat As at Rate of
January 1, (other on Fr)evaluaﬁr(;?] December January 1, (other arising on December December31  depreciation
2016 adjustment; 31,2016 2016 adjustment) revaluation 31,2016 2016 %
Rupees in thousand
Land-Freehold 474,704 - 125,301 600,005 - - - - 600,005 0%
Buildings-Freehold 244,176 - 67,577 311,753 1,384 5,535 6,919) - 311,753 Upto 50 years
Leasehold 30,554 50,409 - 80,963 557 10,320 - 10,877 70,086 Upto 50 years
Improvements - -
Fumiture 19,557 9,967 - 29,509 446 3433 - 3,879 25,630 10%
and fixtures (15) -
Electrical, officeand 113,319 92,831 - 201,984 219 29,833 - 31,326 170,658  10%to 25%
computer equipments (4,166) (698)
Vehicles 12,702 5434 - 15,333 362 2,834 - 953 14,380 20%
(2,803) (2,243)
Total 895,012 158,641 102,878 1,239,547 4,940 51,955 6,919) 47,035 1,192,512
6,984) (2,941)
2015 - Restated
Cost Accumulated Depreciation Book value
Asat  Additions / ac i?rlxc:n der Asat Asat Charge / MJ:'::::"“ Asat Asat Rate of
January 1, (other ::Iemer or December January1,  (other demerger December December 31 depreciation
2015 adjustment 9 31,2015 2015 adustment) r9e 31,2015 2015 %
scheme scheme
Rupees in thousand
Land-Freehold - - 474,704 474,704 - - - - 474,704 0%
Buildings-Freehold - 888 243,288 244,176 - 1,384 - 1,384 242,792  Upto 50 years
Leasehold - 10,756 24,941 30,554 - 5,700 - 557 29997  Upto 50 years
Improvements (5,143) (5,143)
Fumiture - 1,380 18,500 19,557 - 766 - 446 19111 10%
and fixtures (323) (320
Electrical, office and - 51,445 65,817 113,319 - 5,531 - 2191 111,128 10%to 25%
computer equipment (3,943) (3,340)
Vehicles - 8,442 4,260 12,702 - 362 - 362 12,340 20%
Total - 7291 831,510 895,012 - 13,743 - 4,940 890,072
(9,409) (8,803)

The land and buildings of the Bank are revalued in December 2016 by independent valuers (Tristar International Consultant (Private) Limited
and Sardar Enterprises), valuation and engineering consultants, on the basis of market value. The information relating to location of revalued
assets is given in Annexure |. The details of revalued amounts are as follows:

Total revalued amount of land
Total revalued amount of buildings

Rupees In thousands

800,005
311,753
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Restated
Note 2016 2015
Rupees In thousands

Had the land and buildings not been revalued, the total carrying amounts of revalued properties as at December 31, 2016

would have been as follows: 15.1 Partlculars of due to financlal Institutions with

Rupees In thousands respect to currencles

Land 474,704 In local currency 2,785,650 419,700
Building 238,641 In foreign currency - 211,820
11.3 Intangible assets 2,785,650 631,520
2016
Cost Accumulated Amotization Book value 15.2 Details of due to financial institutions - Secured / Unsecured
As at As at As at As at As at
January1, Additions December January1, Charge  December December Amortization Secured
2016 31,2016 2016 31, 2016 31, 2016 Musharakah with the State Bank of Pakistan under
Rupees in thousand Islamic Export Refinance Scheme 15.2.1 385,650 419,700
Computer software 83,887 47,181 131,068 7,725 15,699 23,424 107,644 7 years Unsecured
2015 - Restated oo ey S 211,820
Cost Accumulated Amotization Book value > 7EEGE0 :
Additions /
As at ""”_“"; As at As at As at As at 15.2.1 These Musharakah are on a profit and loss sharing basis maturing between March 8, 2017 to June 26, 2017 (2015:
January 1, af;ud':: December January1, Charge December December  Amortization January 16, 2016 to June 10, 2016) and are secured against demand promissory notes executed in favour of the
2015 demerger 31,2015 2015 31, 2015 31, 2016 SBP. A limit of Rs. 600 million has been allocated to the Bank by the SBP under Islamic Export Refinance Scheme.
scheme
Rupees in thousand 15.2.2 This represents Musharakah arrangements with banks carrying profit at rates ranging from 5.05% to 5.30% per
computer software . 2,192 83,887 . 7'725 7'725 76,162 7 years annum (2015 Nll) and ha\ﬂng maturlty till March 03, 2017.
81,695 - 15.2.3 This represents Mudaraba arrangements with the parent company at profit rate Nil (2015: 1.25% per annum) and
have matured during the year.
11.4 The gross carrying amount (cost) of fully depreciated / amortized assets that are in use as at December 31, 2016 are as Restated
follows: ) Note 2016 2015
Rupees in thousands Rupees In thousands
Electrical, office and computer equipments 30,502 16 DEPOSITS AND OTHER ACCOUNTS
Furniture and fixture 3,306
' Customers
Leasehold Improvements 34,447 Fixed deposits 3,051,572 3,715,718
Computer software 54,693 Savings deposits 4,920,369 2,604,058
Restated Current accounts - Non-remunerative 3,124,174 1,925,497
2016 2015 Margin deposits 99,668 53,661
Rupees In thousands 12,095,783 8,388,934
12 OTHER ASSETS Flnanclal Institutions
Remunerative deposits 2,183,638 1,026,396
Profit / return accrued in local currency 82,575 66,133 Non-remunerative deposits 15 34742
Advances, deposits, advance rent and other prepayments 64,877 60,301 5 183.653 1.061.138
Advance taxation 71,467 32,116 14:279:436 9:450:072
Dividend receivable 9,480 7,512
Rental receivable 8,925 - 161 Particulars of deposits
Receivable against ATM transactions 21,725 - In local currency 14,013,771 9,343,334
Stationary and stamps 1,766 519 In foreign currencies 265,685 106,738
Others 233 4,341 279, 450,
261,048 170,922
13 CONTINGENT ASSETS 16.2 Deposits include deposits from related parties amounting to Rs. 171.846 million (2015: Rs. 51.592 million).
There were no contingent assets of the Bank as at December 31, 2016 (2015: Nil). 17 DEFERRED TAX LIABILITY / (ASSETS) - NET
14  BILLS PAYABLE Taxable temporary difference
Surplus on revaluation of fixed assets 26,074 -
In Pakistan 447,776 89,864 Accslerated tax depreciation 39,976 4,400
Outside Pakistan - - 66,050 4,400
447,776 89,864 Deductlble temporary difference
15 DUE TO FINANCIAL INSTITUTIONS Workers welfare fund (798) -
Unused tax losses (5,587) -
In Pakistan 2,785,650 631,520 Minimum tax (17,859) -
Outside Pakistan - - Deficit on revaluation of available for sale investments - net (1,282) (13,788)
2,785,650 631,520 (25,526) (13,788)
—_—— 40524 (9,388)
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Restated
Restated 2016 2015
Note 2016 2015 Rupees In thousands
Rupees In thousands 19.2 Issued, subscribed and pald up capiltal
18 OTHER LIABILITIES
Restated
Profit / return payable in local currency 18.1 67,623 54,404 2::'16 ber of sh 2015
Profit / return payabls in forsign currencies 608 27 umber of shares
Accrued expenses _ _ 238,809 98,085 1,000,000,000 _1,000,000,000 Ordinary shares of Rs. 10/~ sach 10,000,000 10,000,000
Deferred Murabaha income under Islamic financing and related assets  10.1.1 43,815 37,665 _— Fully paid in cash _—
Payable against purchase of investments - 25,178
Advance receipt against Islamic financing and related assets 13,374 1,447 19.3 The Bank's shares are 100 percent held by MCB Bank Limited (MCB) - the parent company and its nominee
Charity collection account 18.2 10,580 2,505 directors.
Income received in advance 38,078 7,762 Restated
Security deposits under ljarah financing 301,901 310,827 Note 2016 2015
Withholding tax, Federal excise duty and other tax payable 7,308 2,364 Rupees in thousands
Payable to Parent Company 4 - 6,190,033 20 RESERVES
Others 27,147 3,036
749 243 6.733.333 Statutory Reserves 20.1 26444 10,461
18.1 Iltincludes Rs. 1.198 million (2015: Rs. 3.3 million) in respsct of profit / return accrued on Musharakah with the SBP 201 Stat_utory reserve represents amount set aside as per the requirements of section 21 of the Banking Companies
under Islamic Export Refinance Scheme. Ordinance, 1962.
Restated
Note 2016 2015 21 SURPLUS / (DEFICIT) ON REVALUATION OF ASSETS - NET OF TAX
Rupees In thousands L . )
182 Reconclllation of charlty collection account Surplu_s [ (deficit) arising on revaluation (net of tax) of:
- Fixed assets 211 173,723 -
Opening balance 2,505 _ - Available for sale securities 21.2 1 ﬁgﬁ; ) (21 gi]
Balance acquired under demsrger scheme - 2,240 211 Surplus / (deficit juati f fixed ts - net of ta L (31,862)
Additions during the year . urplus / (deficit) on revaluation of fixed assets - n X
- R.er..:elved fror'n cu.stomers against late payment 6,002 245 Surplus on revaluation of fixed assets as January 1/ July 1 - -
- Dividend pu.rlﬁcallc.)n amounl. 4.608 B Surplus arises during the year / period 199,797 -
- Income against void transactions - - Related deferred tax liability 17 (26,074 -
- Profit on charity saving account 65 20 173.723 Z
. . . . 10,675 265 21.2  Surplus / (deficlt) on revaluation of avallable for sale
Charity paid during the year / period 18.2.1 (2,600) - securltles - net of tax
Closing balance 10,580 & Available for sale securities
- Listed shares (33,565) (39,395)
18.2.1 Charlty was pald to the following Institutlons: - Sukuks 20 902 (6,255)
. . . (3,663) (45,650)
Qureshi Nazir Education Trust 1,000 - Related deferred tax asset 17 1,282 13,788
Sindh Institute of Urology & Transplant (SIUT) 400 - (2,381) (31,862)
Aziz Jehan Begum Trust for the Blind 400 - 22 CONTINGENCIES AND COMMITMENTS — —
The Rising Sun 400 -
Mind Organization 400 - 221 Transaction-related contingent liabilities
%600 = Guarantess favouring - beneficiary
18.2.2 Charity was not paid to any staff of the Bank or to any individual / organisation in which a director or his spouse had B g::]vemment 1’?2;’2;2 1’067’?32
any interest at any time during the year. - ors 1 163,65_ TSI
2016 Re;;?:"d 222 Trade-related contingent llabliitles
Rupees In thousands Import Letters of Credit 2,039,247 1,620,072
19 SHARE CAPITAL Acceptances 39,505 31,991
2,078,752 1,652,063
19.1  Authorlsed capltal
22,3 Commltments for the acquisition of operating fixed assets
Restated Acquisition of fixed assets 129,690 -
2016 2015 Acquisition of computer software 17,561 48,077
Number of shares 147 251 A8 077
224 C Itments to extend credit
1,500,000,000 _1,500,000,000 Ordinary shares of Rs. 10/ each 15,000,000 __ 15,000,000 ommifmen nd cre

The Bank makes commitment(s) to extend credit in the normal course of business including related parties but
these being revocable commitments do not attract any penalty or expense if the facility is unilaterally withdrawn.
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Restated
January 01, July 01,
2016 2015 271  This includes Rs. 2.986 million (2015: Rs. 0.361 million) in respect of Contribution to Employess' Old Age Bensfit
to December  to December Institution.
31, 2016 31,2015
Rupees In thousands 27.2  This includes payment madse to Eastnets amounting to Rs. 1.789 million (2015: Nil) in respect of Eastnets Gateway
23 PROFIT / RETURN EARNED Connectivity Package with for SWIFT Connectivity.
Restated
On financings to customers 993,577 175,690 January 01, July 01,
On investments in 2016 2015
- available for sale securities 111,442 43,595 to December  to December
- held to maturity securities 201,935 39,029 31, 2016 31,2015
313,377 82,624 Rupees In thousands
On deposits with financial institutions 213,887 117,981 27.3 Audltors' remuneration
On inter bank Modaraba / Musharakah agreements 5,937 -
1.526.778 376,295 Audit fee 1,750 1,300
Fes for interim review 750 -
24 PROFIT / RETURN EXPENSED Taxation services and other certifications 4,040 1,500
Sales tax on services 312 140
On deposits and other accounts 394,723 66,615 Out-of-pocket expenses 500 25
On Musharakah with the State Bank of Pakistan under IERS 9,690 5,804 7,352 2 965
On other short term fund - Musharakah / Modarabas 172,131 28,638
576544 101,057 28 OTHER CHARGES
25 GAIN ON SALE OF SECURITIES - NET Penalties imposed by the State Bank of Pakistan 17 1,018
Worker Welfars Fund 2,279 1,058
Federal Government Securities - Sukuk certificates (1,222) (803) 2,296 2078
Shares / units of open end mutual funds 138,592 3,731
137.370 2928 29 TAXATION
26 OTHER INCOME For the year
- Current 17,859 924
Rental income - - - Deferred 11,331 4,400
Locker rent 1,872 759 29,190 5,324
Fees and charges recovered 9,120 28 Prlor
10,992 787 - Current 4,866 -
- Deferred - -
27 ADMINISTRATIVE EXPENSES 4,866 -
34,056 5,324
Salaries and allowances 271 636,438 69,050 o
Remuneration to Shari'ah Board Members 6,450 1,425 291 Relatlonship between tax charge and accounting profit
Contribution to defined contribution plan 12,630 2,075
Non-executive directors’ fees, allowances and other expenses 180 150 Profit before taxation 113,973 57,631
Rent, rates and taxes 120,030 24,206
Takaful expenses 8,920 872 Tax at the applicable rate 35% 35%
Utilities 27,861 5,231
Legal and professional charges 12,604 8,819 Tax on income 39,891 20,171
Communication 272 49,845 19,382
Repairs and maintenance 44733 10,759 Effect of:
Fee and subscription 2231 1,366 - permanent differences (32,921) -
Travelling and conveyance 34,097 5,339 - prior year tax charge - -
Entertainment 9,536 1,647 - others 27,086 (14.847)
Stationery and printing 14,623 3,840 Tax charge for the year / period 34,056 5324
Advertisement and publicity 10,654 507 o
Brokerage, commission, bank and clearing charges 8,922 4,552 30 CREDIT RATING
Outsourced service utilisation charges 44522 5,502
Auditor's remuneration 27.3 7,352 2,965 PACRA has rated bank's long term credit rating of A and short-term credit rating of A-1.
Depreciation 1.2 51,955 13,743
Amortisation of intangible assets 113 15,699 7,725
Security services including cash handling charges 48,020 8,357
Training expenses 6,154 521
Others 13,810 2,665
1,187 266 200,698

100
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32

33

34

34.1

BASIC AND DILUTED EARNINGS PER SHARE - PRE TAX

Profit before taxation

Weighted average number of ordinary shares

Basic / diluted eamings per share - pre tax

BASIC AND DILUTED EARNINGS PER SHARE - AFTER TAX

Profit after taxation

Weighted average number of ordinary shares

Basic / diluted eamings per share - after tax

CASH AND CASH EQUIVALENTS

Cash and balances with treasury banks
Balances with other banks

STAFF STRENGTH

Permansnt

Temporary / on contractual basis

Bank's own staff strength at the end of the year
Qutsourced

Total staff strength

This excludes outsourced security guards and tea services staff.

WE VALUE YOUR FAITH

Restated
January 01, July 01,
2016 2015
to December to December
31, 2016 31, 2015

Rupees In thousands

113,973 57.631
Number of shares
1,000,000.000  _1.000.000,000
Rupees
0.114 0.058
Restated
January 01, July 01,
2016 2015

to December to December

31, 2016 31, 2015

Rupees in thousands

79,917 52,307

Number of shares

1,000,000,000 _1,000,000,000

Rupees

0.080 0.052

Restated
2016 2015
Rupees in thousands

1,509,804 698,123
2,750,998 6,347,459
4,260,802 7,045,582
Restated
Note 2016 2015
Number

589 324
12 4
601 328
34.1 89 30
690 358
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DEFINED CONTRIBUTION PLAN

The Bank operates a provident fund scheme administered by the Board of Trustess for all of its permanent
employees.

Equal monthly contributions are made both by the Bank and its permanent employess to the Fund at the rate of
8.33% of the basic salaries of employees. However, an employee has an option to increase his/her contribution upto
12.5% but the Bank will still contribute 8.33% of the employee's basic salary.

Restated
January 01, July 01,
2016 2015
to to

December December
31, 2016 31, 2015
Rupees in thousands

Contribution made by the Bank 12,630 2,075
Contribution mads by the smployses 13,525 1,979
2_6,155 4,054

COMPENSATION OF DIRECTORS AND EXECUTIVES

Presldent / Chlef
Executive Officer Directors Executlves
January 01, July01, January01, July01, January01, July 01,
2016 2015 2016 2015 2016 2015
to to to to to to

December December December December December December
31, 2016 31, 2015 31, 2016 31, 2015 31, 2016 31, 2015
Rupees in thousands

Fees - - 180 150 - -
Managerial remuneration

and bonus 35,055 2,541 - - 203,330 21,700
Contribution to defined

contribution plan 1,171 212 - - 8,591 935
Rent and house maintenance 6,324 1,144 - - 61,248 8,024
Utilities 1,405 254 - - 13,611 1,783
Medical - - - - 3,425 448
Conveyance - - - - 46,808 6,957
Others 5 1 - - 19,164 2,436

43,960 4,152 180 150 356,177 42,283

Number of persons 1 1 6 7 171 78

The Bank has no executive director other than President / Chief Executive Officer. The President / Chief Executive
Officer has been provided with fres use of Bank maintained car.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of traded investments is based on quoted market prices, except for tradable securities classified by the
Bank as 'held to maturity'. Fair value of unquoted equity investments is determined on the basis of break up value of
these investments as per the latest available audited financial statements.

Fair value of Islamic financing & related assets, other assets, other liabilities and fixed term deposits cannot be
calculated with sufficient reliability due to absence of current and active market for such assets and liabilities and
reliable data regarding market rates for similar instruments. The provision for impairment of Islamic financing and
related assets has been calculated in accordance with the Bank’s accounting policy as in stated 6.4.

The repricing profile with effective rates and maturity are stated in notes 41.3 and 41.4.1 respectively.
In the opinion of the management, the fair value of the remaining financial assets and liabilities are not significantly

different from their carrying values since assets and liabilities are either short-term in nature or in the case of
customer financing and deposits are frequently re-priced.
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371 The Bank measurss fair values using the following fair value hierarchy that reflects the significance of the inputs
used in making the measurements:

Level 1. Fair value measurements using quoted prices (unadjusted) in active markets for identical assets or
liabilities.
Level 2: Fair value measurements using inputs other than quoted prices included within Level 1 that are cbservable

for the assets or liability, sither directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3: Fair valus measurements using input for the asset or liability that are not based on observable markst data
(i.e. unobservable inputs).

The table below analyses the financial and non-financial assets carried at fair values, by valuation methods. For
financial assets, the Bank essentially carries its investments in debt and equity securities at fair values. Valuation of
investments is carried out as per guidelines specified by the SBP. In case of non-financial assets, the Bank has
adopted revaluation model (as per IAS 16) in respect of land and building.

Falr Value

WE ARE PURE, WE ARE RIBA FREE

Level 1 Level 2 Level 3 Total

Rupees In thousands
On-balance sheet financlal Instruments
Financlal assets measured at falr value

Avallable for sale securltles

Ordinary shares - listed 1,063,264 - - 1,063,264

Sukuk certificates - 3,556,411 3,556,411
1,063,264 3,556,411 - 4,619,675

Non - FInanclal Assets measured at falr value

Operating fixed assets (land and buildings) - - 911,758 911,758

The valuation techniques used for above assets are same as disclosed in note 6.3 & 6.5 of these financial
statements.

The Bank’s policy is to recognise transfers into and out of the different fair value hierarchy levels at the date the
event or change in circumstances that caused the transfer occurred. There were no transfers between levels 1 and 2
during the year.

(a) FInanclal Instruments In level 1

Financial instruments included in level 1 comprise of investments in listed ordinary shares.

(b) Financial instruments in level 2

Financial instruments included in level 2 comprise of Sukuks Bonds and Forward Exchange Contracts.

() FInanclal Instruments In level 3

Currently, no financial instrument is classified in level 3.

Valuation techniques and inputs used in determination of fair values within level 2

ltem Valuatlon techniques and Input used

Fully paid-up ordinary shares Fair values of investments in listed equity securities are valued on the
basis of closing quoted market prices available at the Pakistan Stock
Exchange.

Government of Pakistan (GoP) - ljarah Fair values of GoP ljarah Sukuks are derived using the PKISRV rates
Sukuks announced by the Financial Market Association (FMA) through Reuters.
These rates denote an average of quotes received from sight different
pre-defined / approved dealers / brokers.

Operating fixed assets (land and building) |Land and buildings are revalued every three years using professional
valuers on the panel of Pakistan Banker's Association. The valuation is
based on their assessment of market value of the properties.
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SEGMENT DETAILS WITH RESPECT TO BUSINESS ACTIVITIES

The segment analysis with respect to business activity is as follows:

2016
Corporate Trading & Retall Commerclal Total
flnance sales banking banking

Rupees In thousands

Total income - 746,695 32,400 1,006,847 1,785,942
Total expenses - (621,905) (530,563) (519,501) (1,671,969)
Income tax expense - - - - (34,056)
Net income - 124,790 (498,163) 487,346 79,917
Segment assets - gross - 9,275,808 2,043,276 17,179,225 28,498,309
Advance taxation - net - - - - 71,467
Total assets - 9,275,808 2,043,276 17,179,225 28,569,776
Segment non performing assets - - - 1,029 1,028
Segment provision required and held - - - 1,029 1,028
Segment liabilities - 2,438,544 15,017,440 806,121 18,262,105
Deferred tax liability - - - - 40,524
Total liabilities - 2,438,544 15,017,440 806,121 18,302,629
Segment return on assets (%) - 6.69% 2.27% 6.65% 6.43%
Segment cost of funds (%) - 4.16% 3.34% 3.10% 3.54%
2015 - Restated _
Corporate Trading & Retall Commerclal Total
flnance sales banking banking

Rupees In thousands

Total income - 215,012 3,763 182,588 401,363
Total expenses - (147,829) (66,632) (129,271) (343,732)
Taxation - - - - (5,324)
Net income - 67,183 (62,869) 53,317 52,307
Segment assets - gross - 13,061,286 812,353 13,095,818 26,969,457
Advance taxation - net - - - - 32,116
Total assets - 13,061,286 812,353 13,095,818 27,001,573
Segment non performing assets - - - 1,129 1,128
Segment provision required and held - - - 1,129 1,128
Segment liabilities 4 6,190,033 220,911 10,002,701 491,144 16,904,789
Deferred tax liability - - - - -

Total liabilities 6,190,033 220,911 10,002,701 491,144 16,904,789
Segment return on assets (%) - 6.58% 1.85% 5.58% 5.95%
Segment cost of funds (%) - 3.30% 3.17% 4.60% 3.26%

* This represents consideration payable to Parent Company.
RELATED PARTY TRANSACTIONS

The Bank has related party relationship with its parent company, associates, companies with common dirsctorship,
employee benefit plans and its directors and key management personnel and their close family members.

The Bank enters into transactions with related parties in the normal course of business.

Contributions to staff retirement benefit plan are made in accordance with the terms of the contribution plan.
Remuneration to the executives / officers is determined in accordance with the terms of their appointment.
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39,1 The details of transactions with related parties and balances with them are given below:

WE VALUE YOUR FAITH

Parent v Neanelatad Dlreetors = Key Management Others **
Parsonnel **
Restatad Restated Restated Restatad Restated
December 31, December 31, December 31, December 31, December 31,
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
Rupess In thousand
Balances with other banks
Opening balance - 10,000,000 - - - - - -
Deposits during the period 10,004 4,507,615 - - - - - -
Withdrawal during the period (6,335)  (9.404,231) - - - - - -
Adjustments * - (5.103.384) - - - - - -
Closing balance 3,669 - - - - - - -
Ilslamic financing and
related assats
Opening balance - - 519,403 - 22,304 - 45,402 -
Balance acquired under
demerger . . - 522793 . . ; . .
Disbursed during the perlod - - 452 350 34,000 - 22,304 29,367 45427 -
Repaid during the period - - (311,185) {37.390) (8,368) - (9.523) (25) -
Closing balance - - 660,568 519,403 13,936 22,304 65,246 45,402 -
Othere
Other receivables 8,925 - 4,447 16,220 - 97 1,515 28 -
Other payables 5,613 700 10,808 346 40 1,123 84 764 43 4
Due to Financial Institutions
Opening balance 211,81 - - - - -
Balance acquired under
demerger - 1,963,412 - - - - - -
Recelved during the perlod 1,922,345 - - - - - - -
Repaid during the period (2134,186)  (1,751,501) - - - - - -
Closing balance - 211,821 - - - - - -
Deposits
Opening balance - - 20,238 - 1,163 - 25,455 - 4738 -
Balance acquired under
demerger - - - 6.528 - 523 3,466 13
Received during the period - - 2,884,976 251,084 24772 10,513 186,314 58,955 147 507 4,863
Withdrawal during the period - - _(2,782,097) {238,276) {25,505) (8.873) (172,136} {36,966) (123,577} (238)
Closing balance - - 123,115 20,236 430 1,163 19,633 25455 28,668 4,738
Parsnt A ni . Key Management Others ***
-’ Personnel ***
Restated Restated Restatad Restatad Restated
January 01, July 01, Januvary 01,  July 01, January 01,  July 01, January 01,  July 01, January 01, July 1,
2018 2015 2016 2015 2016 2015 2016 2015 2016 2015
to to to to to to to to to to
D b B . D | o ' n | n, " o | o | B | D |
3, 2018 31, 2015 3, 2018 3, 2015 3, 2018 31,2015 3, 2016 3, 2015 3, 2018 3, 2015
Rupaes in thousand
Transactions during the period
Fee - - - - 180 150 - - -
Profit received - - 50,307 29,420 1,042 - 2,902 257 - -
Profit pald 8,571 14,843 1,082 33 - - 592 2 175 -
Repayment made against
advance salary - - - - - - 200 - -
Payment made against demerger
scheme 5,901,988 - - - - - - -
Payment made against staff
finance 113,434 - - - - - - -
Payment made against purchase
of flxed asset 20,000 - - - - - - -
Payment made for expenses 1,010 - 33,690 - - - - -
Contribution paid to provident
fund - - - - - - - 20,841 1.529
Forelgn cumency purchase 4873774 - - - - - - - -
Foreign currency sale 1,791,724 - - - - - - -

*  This represents balance adjusted with MCE Bank Limited.

**  Directors include the President / Chief Executive Officer.
**  Key management personnel includes certain head of departments who report directly to President / Chief Executive Officer.

**** This represents balances and transactions of staff retirement benefit plan and related parties other than those separately mentioned.
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CAPITAL ASSESSMENT AND ADEQUACY
Scope of Applicatlons

The Bassel-lll Framework as introduced by the State Bank of Pakistan (SBP) is applicable to the Bank on a
standalone basis as the Bank does not have any subsidiary or affiliate for the purpose of consolidation. In this
regards, the SBP has issued disclosure requirements which has formed the basis for preparation of thess notes. The
SBP has specified a transitional period till 2018 for full implementation of Basel lll. Standardized Approach is used for
calculating the Capital Adequacy for Credit and Markst risk, whereas, Basic Indicator Approach (BIA) is used for
Operational Risk Capital Adequacy purposes.

Capltal management
Objectlves and goals of managing capltal
The Bank manages its capital to attain the following objectives and goals:

- an appropriately capitalized status, as defined by banking regulations;
- acquire strong credit ratings that snhable an optimized funding mix and liquidity sources at lesser costs;
- cover all risks underlying business activities;

- retain flexibility to hamess future investment opportunities; build and sxpand even in stressed times.
Statutory minlmum capltal requirement and Capltal Adequacy Ratlo (CAR)

The State Bank of Pakistan through its BPRD Circular No. 10 of 2014 dated October 17, 2014 requires Islamic
Banking Subsidiary fo raise its paid-up capital (net of losses) upto Rs.10 billion within a period of 5 years from the
date of commencement of its operations. During the transitory period of five (5) years, the Islamic banking subsidiary
shall maintain the following variable CAR requirement depending on the MCR level held:

Year MCR Level CAR Requirement
1st Rs. 6 billion 16%
2nd Rs. 7 billion 15%
3rd Rs. 8 billion 14%
4th Rs. 9 billion 13%
5th Rs. 10 billion As per CAR applicable under Bassl-lll rules

The capital adequacy ratio of the Bank was subject to the Basel lll capital adequacy guidelines stipulated by the State
Bank of Pakistan through its BPRD Circular No. 06 of 2013 dated August 15, 2013. Thesse instructions are effective
from December 31, 2013 in a phased manner with full implementation intended by December 31, 2018.

Phase-in arrangement and full implementation of the minimum capital requirements:

Year End December 31, As at Dec 31,

Ratlo 2013 2014 2015 2016 2017 2018 2019
1 CET1 5.00% 5.50% 6.00% 6.00% 6.00% 6.00% 6.00%
2 ADT-1 1.50% 1.50% 1.50% 1.50% 1.50% 1.50% 1.50%
3  Tier1 6.50% 7.00% 7.50% 7.50% 7.50% 7.50% 7.50%
4  Total Capltal 10.00% | 10.00% | 10.00% | 10.00% | 10.00% | 10.00% 10.00%
5 *CCB - - | 0.25% 0.65% 1.275% 1.90% 2.50%
6 Total Capital plus CCB 10.00% | 10.00% | 10.25% | 10.65% | 11.275% | 11.90% 12.50%

* Capital Conservation Buffer (CCB) Consisting of CET1 only
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Under Basel lll framework, Bank's regulatory capital is analysed into three tiers.

- Tier 1 capital (going concemn capital) which is sub divided into:

a) Common Equity Tier 1 capital (CET1), which includes fully paid up capital (including the bonus sharss),
balance in share premium account, general reserves, statutory reserves as per the financial statements and
unappropriated profits (net of losses) after all regulatory adjustments applicable on CET1.

b) Additional Tier 1 Capital (AT1), which includes perpstual non-cumulative preference shares and share
premium resulting from the issuance of preference shares balance in share premium account after all
regulatory adjustments applicable on AT1.

Presently the Bank doss not have any AT1 capital.

The deduction from Tier 1 Capital include mainly:

i) Book value of goodwill / intangibles;

ii) Deficit on revaluation of available for sale investments;

iii)) Defined-benefit pension fund net assets

iv) Reciprocal cross holdings in equity capital instruments of other banks, financial institutions and insurance
companies;

v) Investment in mutual funds above a prescribed ceiling;

vi) Threshold deductions applicable from 2014 on deferred tax assets and certain investments;

vii) 30% of investments in majority owned securities or other financial subsidiaries not consolidated in the
statement of financial position,

- Tier 2 capital, which includes subordinated debt/ instruments, share premium of issuance of subordinated
debt/ instruments, general provisions against financing (up to a maximum of 1.25 % of credit risk weighted
assets), Net of tax reserves on revaluation of fixed assets and investments up to a maximum of 45 % of the
balance and 40% of remaining 55% for 2015 and foreign exchange translation reserves after all regulatory
adjustments applicable on Tier-2.

The deductions from Tier 2 include mainly:

- Reciprocal cross holdings in other capital instruments of other banks, financial institution and insurance
companies;

- 30% of investments in majority owned securities or other financial subsidiaries not consolidated in the
statement of financial position, during transition phase.

The Bank is in compliance with the required capital adequacy ratio including CCB (10.65% of the risk-weighted
assets) through improvement in the asset quality at the existing volume level, ensuring better recovery management
and composition of asset mix with low risk. Banking operations are categorized as seither trading book or banking
book and risk-weighted assets are determined according to specified requirements of the State Bank of Pakistan that
seek to reflect the varying levels of risk attached to assets and off-balance sheet exposures. The total risk-weighted
exposures comprise of the credit risk, market risk and operational risk.

Basel-lll Framework enables a mors risk-sensitive regulatory capital calculation to promote long term viability of the
Bank. As the Bank conducts business on a wide area network basis, it is critical that it is able to continuously monitor
the exposure across entire organization and aggregate the risks so as to take an integrated view. Maximization of the
return on risk-adjusted capital is the principal basis to be used in determining how capital is allocated within the Bank
to particular operations or activities.

The Bank remained compliant with all externally imposed capital requirements throughout the year. Further, there has
been no material change in the Bank's management of capital during the year.
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Capltal Adequacy Ratlo

The capital to risk weighted assets ratio, calculated in accordance with the SBP guidslines on capital adequacy
under Basel lll treatment is presented below:
Restated

2016 2015

Rupees In thousands
Common Equity Tler 1 capltal(CET1): Instruments and reserves
Fully Paid-up Capital / Capital deposited with SBP 10,000,000 10,000,000
Balance in Share Premium Account - -
Reserve for issue of Bonus Shares - -
Discount on Issue of shares - -
General/ Statutory Reserves 26,444 10,461

Gain/(Losses) on derivatives held as Cash Flow Hedge - -
Unappropriated/unremitted profits/ (losses) 68,087 4,153

Minority Interests arising from CET1 capital instruments
issued to third parties by consolidated bank subsidiaries
(amount allowed in CET1 capital of the consolidation group)

CET 1 before Regulatory Adjustments 10,004,531 10,014,614

Total regulatory adjustments applied to CET1 (Note 40.3.1) 377,698 224722
Common Equity Tler 1 9,716,833 9,789,892

Additlonal Tler 1 (AT 1) Capiltal

Qualifying Additional Tier-1 capital instruments plus

any related share premium - -
of which: Classified as equity - -
of which: Classified as liabilities - -
Additional Tier-1 capital instruments issued to third parties by
consolidated subsidiaries (amount allowed in group AT 1) - -
of which: instrument issued by subsidiaries subject to phase out - -

AT1 before regulatory adjustments - -
Total regulatory adjustment applied to AT1 capital (Note 40.3.2) - -
Additional Tier 1 capital after regulatory adjustments - -
Additlonal Tler 1 capltal recognized for capltal adequacy - -

Tler 1 Capltal (CET1 + admlssible AT1) 9,716,833 9,789,892

Tler 2 Capltal

Qualifying Tier 2 capital instruments under Basel Ill plus

any related share premium - -
Tier 2 capital instruments subject to phase-out arangement issued

under pre-Basel 3 rules - -
Tier 2 capital instruments issued to third parties by consclidated subsidiaries

(amount allowed in group tier 2) - -
of which: instruments issued by subsidiaries subject to phase out - -
General provisions or general reserves for loan losses-up to maximum

of 1.25% of Credit Risk Weighted Assets - -
Revaluation Reserves (net of taxes) - -
of which: Revaluation reserves on fixed assets - -
of which: Unrealized gains/losses on AFS - -
Foreign Exchange Translation Reserves - -
Undisclosed/Other Reserves (if any) - -

T2 before regulatory adjustments - -
Total regulatory adjustment applied to T2 capital (Note 40.3.3) - -
Tier 2 capital (T2) after regulatory adjustments - -
Tier 2 capital recognized for capital adequacy - -
Portion of Additional Tier 1 capital recognized in Tier 2 capital - -
Total Tier 2 capital admissible for capital adequacy

TOTAL CAPITAL (T1 + admissible T2) 9,716,833 9,789,892

Total Risk Welghted Assets (RWA) {for detalls refer Note 40.6} 24,452,715 21,055,400

ANNUAL REPORT 2016



110

40
41
42
43

45
46
47

48
49
S0
51

Capital Ratios and buffers (in percentage of risk weighted assets)

CET1 to total RWA
Tier-1 capital to total RWA
Total capital to total RWA

Bank specific buffer requirement {(minimum CET1 requirement plus

capital conservation buffer plus any other buffer requirement)
of which: capital conservation buffer requirement
of which: countercyclical buffer requirement
of which: D-SIB or G-SIB buffer requirement

CET1 available to meet buffers (as a percentage of risk weighted assets)

National minimum capital requirements prescribed by SBP
CET1 minimum ratio

Tier 1 minimum ratio

Total capital minimum ratio

Total capital minimum ratio plus CCB

Leverage Ratio
Tier 1 Capital
Total Exposures
Leverage Ratio

2016

WE VALUE YOUR FAITH

2016

Restated
2016

Rupees in thousands

39.74%
39.74%
39.74%

6.00%

33.74%

6.00%
7.50%
10.00%
10.66%

9,716,833

32,581,429

20.82%

46.50%
46.50%
46.650%

6.00%

40.50%

6.00%
7.50%
10.00%
10.26%

9,789,892
32,605,254
30.03%

Restated
2015

Rupees in thousands

Regulatory Adjustments and Additional Information

Amount

Amounts
subject to
Pre- Basel llI
treatment

Amount

Amounts
subject to
Pre- Basel lll
treatment

40.3.1 Common Equity Tier 1 capital: Regulatory adjustments

w W=

[+>]

10
11

12

13

14

Goodwill (net of related deferred tax liability)
All other intangibles (net of any associated deferred tax liability)
Shortfall in provisions against classified assets
Deferred tax assets that rely on future profitability excluding those
arising from temporary differences (net of related tax liability)
Defined-benefit pension fund net assets
Reciprocal cross holdings in CET1 capital instruments of
banking, financial and insurance entities
Cash flow hedge reserve
Investment in own shares/ CET1 instruments
Securitization gain on sale
Capital shortfall of regulated subsidiaries
Deficit on account of revaluation from bank’s holdings
of fixed assets/ AFS
Investments in the capital instruments of banking, financial
and insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than 10%
of the issued share capital (amount above 10% threshold)
Significant investments in the common stocks of banking, financial
and insurance entities that are outside the scope of regulatory
consolidation (amount above 10% threshold)
Deferred Tax Assets arising from temporary differences
(amount above 10% threshold, net of related tax liability)
Amount exceeding 15% threshold
of which: significant investments in the common stocks
of financial entities
of which: deferred tax assets arising from temporary differences
National specific regulatory adjustments applied to CET1 capital
Investments in TFCs of other banks exceeding
the prescribed limit
Any other deduction specified by SBP {mention details)
Adjustment to CET1 due to insufficient AT1 and Tier 2
to cover deductions
Total regulatory adjustments applied to CET1

375,317

377,698

224,722
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40.3.2 Additional Tier-1 & Tier-1 Capital: regulatory adjustments

23

24
25

26

27

28

29

30

40.3.3 Tier 2 Capital: regulatory adjustments

31

32

33

35

36

2016

WE VALUE YOUR FAITH

Restated

Rupees in thousands

2015

Regulatory Adjustments and Additional Information

Amount

Amounts
subject to
Pre- Basel llI
treatment

Amount

Amounts
subject to
Pre- Basel lll
treatment

Investment in mutual funds exceeding the prescribed limit
[SBP specific adjustment]

Investment in own AT1 capital instruments

Reciprocal cross holdings in Additional Tier 1 capital
instruments of banking, financial and insurance entities

Investments in the capital instruments of banking, financial and
insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than 10%
of the issued share capital (amount above 10% threshold)

Significant investments in the capital instruments of banking,
financial and insurance entities that are outside the scope
of regulatory consolidation

Portion of deduction applied 50:50 to Tier-1 and Tier-2 capital
based on pre-Bassl |ll treatment which, during transitional
period, remain subject to deduction from additional tier-1 capital

Adjustments to Additional Tier 1 due to insufficient Tier 2 to
cover deductions

Total regulatory adjustment applied to AT1 capital

Portion of deduction applied 50:50 to Tier-1 and Tier-2 capital
based on pre-Bassl |ll treatment which, during transitional
period, remain subject to deduction from tier-2 capital

Reciprocal cross holdings in Tier 2 instruments of banking,
financial and insurance entities

Investment in own Tier 2 capital instrument

Investments in the capital instruments of banking, financial and
insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than 10% of
the issued share capital (amount above 10% threshold)

Significant investments in the capital instruments issued by

banking, financial and insurance entities that are outside
the scope of regulatory consolidation

Total regulatory adjustment applied to T2 capital

40.3.4 Risk Weighted Assets subject to pre-Basel lll treatment

37

i}
ii)

i)

iv)

38
39
40

a1

42
43

Risk weighted assets in respect of deduction items (which during the

transitional period will be risk weighted subject to Pre-Basel Il Treatment)

of which: deferred tax assets

of which: Defined-benefit pension fund net assets

of which: Recognized portion of investment in capital of banking,
financial and insurance entities where holding is less than 10%
of the issued common share capital of the entity

of which: Recognized portion of investment in capital of banking,
financial and insurance entities where holding is more than
10% of the issued common share capital of the entity

Amounts below the thresholds for deduction (before risk weighting)

Mon-significant investments in the capital of other financial entities
Significant investments in the commeon stock of financial entities

Deferred tax assets arising from temporary differences (net of related tax liability)

Applicable caps on the inclusion of provisions in Tier 2

Provisions eligible for inclusion in Tier 2 in respect of exposures
subject to standardized approach (prior to application of cap)

Cap on inclusion of provisions in Tier 2 under standardized approach

Provisions eligible for inclusion in Tier 2 in respect of exposures

subject to internal ratings-based approach (prior to application of cap)
Cap for inclusion of provisions in Tier 2 under internal ratings-based approach

2018

Restated
2015

Rupees in thousands
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40.4 Capiltal Structure Reconclllation
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Balance sheet
as per Under
published regulatory
N scope of
financial consolldation
Step 1 statements
As at December 31, 2016
Rupees in thousands
Assets

Cash and balances with treasury banks
Balances with other banks

Due from financial institutions
Investments - net

Islamic financing and related assets - net
Operating fixed assets

Deferred tax assets - net

Other assets - net

Total assets

Liabilities and Equity

Bills payable

Due to financial institutions

Deposits and other accounts

Sub-ordinated loans

Liabilities against assets subject to finance lease
Deferred tax liabilities - net

Other liabilities

Total liabilities

Share capital
Reserves
Unappropriated profit
Minority Interest
Total Equity

Surplus on revaluation of assets
Total liabilities and equity

1,509,804 1,509,804
2,750,998 2,750,998
5,769,675 5,769,675
16,172,727 168,172,727
2,104,250 2,104,250
261,048 261,048

28,568,502 28,568,502

447778 447,776
2,785,650 2,785,650
14,279,436 14,279,436

40,524 40,524
749,243 749,243

18,302,629 18,302,629

10,000,000 10,000,000
26,444 26,444
68,087 68,087

10,094,531 10,094,531

171,342 171,342

28,568,502 28,568,502

Balance sheet
of the Under
published ':g:'mo? Ref
financlal pe -
Step 2 statements consolidation
As at December 31, 2016
Rupees In thousands
Assets
Cash and balances with treasury banks 1,509,804 1,509,804
Balances with other banks 2,750,998 2,750,998
Due to financial institutions - -
Investments
of which: non-significant investments in the capital
instruments of banking, financial and insurance
entities exceeding 10% threshold - - a
of which: significant investments in the capital
instruments issued by banking, financial and
insurance entities exceeding regulatory threshold - - b
of which: Mutual Funds exceeding regulatory threshold - - c
of which: reciprocal crossholding of capital
instrument (separate for CET1, AT1, T2) - - d
of which: others 5,769,675 5,769,675 e
5,769,675 5,769,675
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Balance sheet
Under
of the regulato
published gulatory Ref
N scope of
financial
consolldation
Step 2 statements
As at December 31, 2016
Rupees in thousands
Islamic financing and related assets 16,172,727 16,172,727
shortfall in provisions/ excess of total EL amount
over sligible provisions under IRB - - f
general provisions reflected in Tier 2 capital - - g
Operating fixed assets 2,104,250 2,104,250
of which: Intangibles | 375,317 | | 375,317 | k
Deferred tax assets
of which: DTAs that rely on future profitability
excluding those arising from temporary differences - - h
of which: DTAs arising from temporary differences
exceeding regulatory threshold - - i
Other assets 261,048 261,048
of which: Goodwill - - i
of which: Defined-bensfit pension fund net assets - - |
Total assets 28,568,502 28,568,502
Liabilitiss and Equity
Bills payable 447,776 447,776
Dus to financial institutions 2,785,650 2,785,650
Deposits and other accounts 14,279,436 14,279,436
Sub-ordinated loans - -
of which: sligible for inclusion in AT1 - - m
of which: sligible for inclusion in Tier 2 - - n
Liabilities against assets subject to finance lease - -
Deferred tax liabilities 40,524 40,524
of which: DTLs related to goodwill - - 0
of which: DTLs related to intangible assets - - p
of which: DTLs related to defined pension fund net assets - - q
of which: other deferred tax liabilities 40,524 40,524 r
Other liabilities 749,243 749,243
Total liabilities 18,302,629 18,302,629
Share capital 10,000,000 10,000,000
of which: amount sligible for CET1 10,000,000 10,000,000 s
of which: amount sligible for AT1 - - t
Reserves 26,444 26,444
of which: portion sligible for inclusion in CET1 26,444 26,444 u
of which: portion sligible for inclusion in Tier 2 - - v
Unappropriated profit 68,087 68,087 w
Minority Interest - -
of which: portion sligible for inclusion in CET1 - - X
of which: portion sligible for inclusion in AT1 - - y
of which: portion sligible for inclusion in Tier 2 - - z
Surplus / (deficit) on revaluation of assets 171,342 171,342
of which: revaluation reserves on fixed assets 173,723 173,723 aa
of which: unrealized loss on AFS (2,381) (2,381)
In case of deficit on revaluation (deduction from CET1) ab

Total liabilities and Equity

10,265,873 10,265,873
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1
2
3
4
5
6
7

10
11
12

13
14
15
16
17
18
19
20

21

23
24
25
26
27
28
29

31

HRBY

Step 3

Component of
regulatory
capltal
reported by
bank

WE VALUE YOUR FAITH

Source based

on reference

number from
step 2

Common Equity Tler 1 capltal (CET1): Instruments and reserves
Fully Paid-up Capital
Balance in share premium account
Reserve for issue of bonus shares
General / Statutory Reserves
Gain/(Losses) on derivatives held as Cash Flow Hedge
Unappropriated profit
Minority Interests arising from CET1 capital instruments issued
fo third party by consolidated bank subsidiaries
(amount allowed in CET1 capital of the consolidation group)
CET 1 before Regulatory Adjustments
Common Equity Tler 1 capltal: Regulatory adjustments

Goodwill (net of related deferred tax liability)

All other intangibles (net of any associated deferred tax liability)

Shortfall of provisions against classified assets

Deferred tax assets that rely on future profitability excluding those arising
from temporary differences (net of related tax liability)

Defined-benefit pension fund net assets

Reciprocal cross holdings in CET1 capital instruments

Cash flow hedge reserve

Investment in own shares/ CET1 instruments

Securitization gain on sale

Capital shortfall of regulated subsidiaries

Deficit on account of revaluation from bank's holdings of fixed assets/ AFS

Investments in the capital instruments of banking, financial and
insurance entities that are outside the scope of regulatory consclidation
where the bank does not own more than 10% of the issued share capital
(amount above 10% threshold)

Significant investments in the capital instruments issued by banking,
financial and insurance entities that are outside the scope of regulatory
consolidation (amount above 10% threshold)

Deferred Tax Assets arising from temporary differences
(amount above 10% threshold, net of related tax liability)

Amount exceeding 15% threshold
of which: significant investments in the common stocks of financial entities
of which: deferred tax assets arising from temporary differences

National specific regulatory adjustments applied to CET1 capital
of which: Investment in TFCs of other banks exceeding the prescribed limit
of which: Any other deduction specified by SBP

Regulatory adjustment applied to CET1 due to insufficient AT1
and Tier 2 to cover deductions

Total regulatory adjustments applied to CET1

Common Equity Tler 1

Additlonal Tler 1 (AT 1) Capiltal

Qualifying Additional Tier-1 instruments plus any related share premium
of which: Classified as equity
of which: Classified as liabilities

Additional Tier-1 capital instruments issued by consolidated subsidiaries
and held by third parties (amount allowed in group AT 1)
of which: instrument issued by subsidiaries subject to phase out

AT1 before regulatory adjustments

As at December 31, 2016
Rupees In thousands

10,000,000

26,444

68,087

10,094,531

375,317

377,698
9,716,833

(s)

(W

(w)

(x)

(i) - (o)
(k) - (p)
)

(h) - (r}* 40%
(1) - (a) * 40%
@

(ab)

(a) - (ac) - (ae)

(b) - (ad) -(af)
@)

()
(m)

y)
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39

41

42

S

A& &

61
62

Step 3

Component of
regulatory
capltal
reported by
bank

WE VALUE YOUR FAITH

Source based

on reference

number from
step 2

Additlonal Tler 1 Capltal: regulatory adjustments

Investment in mutual funds exceeding the prescribed limit
(SBP specific adjustment)

Investment in own AT1 capital instruments

Reciprocal cross holdings in Additional Tier 1 capital instruments

Investments in the capital instruments of banking, financial
and insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than 10% of the
issued share capital (amount above 10% threshold)

Significant investments in the capital instruments issued by banking,
financial and insurance entities that are outside the scope of
regulatory consolidation

Portion of deduction applied 50:50 to core capital and supplementary
capital based on pre-Basel lll treatment which, during transitional period,
remain subject to deduction from tier-1 capital

Regulatory adjustments applied to Additional Tier 1 due to
insufficient Tier 2 to cover deductions

Total of Regulatory Adjustment applied to AT1 capital

Additional Tier 1 capital

Additlonal Tler 1 capltal recognized for capltal adequacy

Tler 1 Capltal (CET1 + admisslble AT1)

Tler 2 Capltal
Qualifying Tier 2 capital instruments under Basel lll plus any
related share premium
Capital instruments subject fo phase out arrangement from
tier 2 (Pre-Basel Ill instruments)
Tier 2 capital instruments issued to third party by consoclidated
subsidiaries (amount allowed in group tier 2)
of which: instruments issued by subsidiaries subject to phase out
General Provisions or general reserves for loan losses-up to
maximum of 1.25% of Credit Risk Weighted Assets
Revaluation Reserves
of which: Revaluation reserves on fixed assets
of which: Unrealized Gains/Losses on AFS
Foreign Exchange Translation Reserves
Undisclosed/Other Reserves (if any)
T2 before regulatory adjustments

Tler 2 Capltal: regulatory adjustments

Portion of deduction applied 50:50 to core capital and supplementary
capital based on pre-Basel lll treatment which, during transitional
period, remain subject to deduction from tier-2 capital

Reciprocal cross holdings in Tier 2 instruments

Investment in own Tier 2 capital instrument

Investments in the capital instruments of banking, financial and
insurance entities that are outside the scope of regulatory consoclidation,
where the bank does not own more than 10% of the issued
share capital (amount above 10% threshold)

Significant investments in the capital instruments issued by
banking, financial and insurance entities that are outside the
scope of regulatory consolidation

Amount of Regulatory Adjustment applied to T2 capital

As at December 31, 2016
Rupees In thousands

9,716,833

(ac)

(ad)

(n)
(@)

(9)

portion of (aa)
v)

(ae)

(af)
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Component of Source based 40.6 Risk Welghted Assets
regulatory on reference
capltal The risk weighted assets to capital ratio, calculated in accordance with the State Bank of Pakistan’s guidelines on
reported by numl::r gom capital adequacy was as follows:
Step 3 bank Step
As at December 31, 2016 2016 2015 - Restated
- Risk Capiltal Risk Capiltal
66 Tier 2 capital (T2) - weighted requirement weighted requirement
67 Tier 2 capital recognized for capital adequacy - Risk-welghted exposures assets assets
68 Excess Additional Tier 1 capital recognized in Tier 2 capital - Rupees In thousands
69 Total Tier 2 capital admissible for capital adequacy - Credit risk
70 TOTAL CAPITAL (T1 + admissible T2) 9,716,833 Portfolios subject to standardised approach
- (Simple Approach)
40.5 Maln Features Template of Regulatory Capiltal Instruments
On-Balance sheet
1 lIssuer MCB Islamic Bank Limited Corporate portfolio 15,657,263 1,555,726 13,720,610 1,372,081
2 |Unique identfier (e.9. PSX Symbol) MCBIBL Banlfs / DFls N 589,783 58,978 1,276,505 127,651
3 1Go — of the msTument Rol T Canital Market L Public sector entities 196,599 19,660 - -
veming law(s) 8 Instrumen sevan Pl arket _aws Soversigns / cash & cash squivalents - - - -
Regulatory treatment Loans secured against residential property 113,674 11,367 19,733 1,973
4 Transitional Basel |ll rules Common equity Tier 1 Retail 39,650 3,965 1,559 156
5 Post-transitional Basel lll rules Common squity Tier 1 Past duse loans 514 51 565 57
6 Eligible at solo/ group/ group & solo Standalone Operating fixed assets 1,721,962 172,196 999,523 99,952
7 Instrument type Common Sharses Other assets 179.739 17.979 105,714 10,571
8 |Amount recognized in regulatory capital (Currency in PKR thousands, as of 10,000,000 18,399,234 1,839,922 16,124,209 1,612,421
reporting date) Off-Balance sheet
9 |Par value of instrument PKR 10 per share Non-market related 1,675,561 167,556 2,066,325 206,633
10| Accounting classfficati Shareholder equit Market related - . : :
ccolnhing cassmoeafon arenorcer squiy 1,675,561 167,556 2,066,325 206,633
11 |Original date of issuance 2015 Equlty Exposure Risk In the Banking Book
12 |Perpetual or dated Perpetual Listed - - - -
13 Original maturity date No maturity Unlisted - - - -
14 |lIssuer call subject to prior supervisory approval Not applicable - - - -
15 Optional call date, contingent call dates and redemption amount Not applicable Total Credit Risk 20,074,795 2,007,478 18,190,534 1,819,054
16 Subs t call dates, if applicabl Not applicabl
— unse;q;.::ir; ;: A ates, if applicable ot applicable Market Risk
P_O - — - Capltal Requirement for portfollos subject to
17 Fixed or floating dividend/ coupon Not applicable Standardized Approach
18 coupon rate and any related index/ benchmark Not applicable Profit rate risk 369,572 36,957 111,288 11,129
19 Existence of a dividend stopper No Equity position risk 2,126,525 212,653 1,248,318 124,832
20 Fully discretionary, partially discretionary or mandatory Fully discretionary Foreign Exchange risk 387,688 38,769 11,125 1,113
21 Existence of step up or other incentive to redeem No Total Market Risk 2,883,785 288,379 1,370,731 137,074
22 Noncumulative or cumulative Not applicable
23 |Convertible or non-convertible Not applicable Operatlonal Risk
- - - - Capital Requirement for operational risks 1,494,135 149,414 1,494,135 149,414
24 If convertible, conversion trigger (s) Not applicable
25 If converlible, fully or partially Not applicable TOTAL 24 452 715 2 445 271 21.055.400 2 105.542
26 If convertible, conversion rate Not applicable -
27 If convertible, mandatory or optional conversion Not applicable 2016 2015 - Restated
28 If convertible, specify instrument type convertible into Not applicable Required Actual Required Actual
29 If convertible, specify issuer of instrument it converts into Not applicable % % % %
30 [Write-down feature Not applicable
31 If write-down, write-down trigger(s) Not applicable Capltal Adequacy Ratlos
32 | Ifwrite-down, full or partial Not applicable CET1 to total RWA 6.00% 39.74% 6.00% 46.50%
33 If write-down, permanent or temporary Not applicable Tier-1 capital to total RWA 7.50% 39.74% 7.50% 46.50%
34 If temporary write-down, description of write-up mechanism Not applicable Total capital to total RWA 10.00% 39.74% 10.00% 46.50%
35 |Position in subordination hierarchy in liquidation (specify instrument type Common equity ranks after all Total capital plus CCB to total RWA 10.85% 39.74% 10.25% 46.50%
immediately senior to instrument creditors and depositors
36 |Non-compliant transitioned features No * As SBP capital requirement of 10.65% (2015: 10.25%) is calculated on overall basis therefors, capital charge for
37 |If yes, specify non-compliant features Not applicable credit risk is calculated after excluding capital requirements against market and operational risk from the total capital
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4.1

WE VALUE YOUR FAITH

RISK MANAGEMENT

Risk is an inherent part of banking business activities. The risk management framework and govemnance structure at
MCB Islamic Bank helps to mitigate and counter any foreseeable risk in its various lines of business. Risk
awareness forms an integral part of strategic and operational activities of risk management. Through its risk
management policy the Bank sets the best course of action to counter uncertainty by identifying, prioritizing,
mitigating and monitoring risk issues, with the goal of enhancing shareholders’ valus. Bank's risk management
structure is based on the following five guiding principles while conforming to the prescribed Shari'ah guidelines:

= Optimizing risk/return in a controlled manner

- Establishing clear responsibility and accountability

- Establishing independent and properly resourced risk management function.
- Promoting open risk culture

- Adopting international best practices in risk management

Keseping in view dynamics of internal and external environment, the bank regularly reviews and updates policy
manuals / frameworks and procedures in accordance with domestic regulatory environment and intemational
standards.

The Bank executes its risk strategy and undertakes controlled risk-taking activities within its risk management
framework. The Board of Directors and its relevant committee, i.e. the Risk Management & Portfolioc Review
Committes (RM & PRC), the senior management and its relevant committess, i.e. the Risk Management Committes
(RMC), Asset Liability Committee (ALCO), etc., are responsible to ensure formulation and implementation of a
comprehensive Risk Management Framework. This framework is based on prudent risk identification, measurement,
management and monitoring processes which are closely aligned with the activities of the Bank. The framework
combines core policies, procedures and process designs with broad oversight and is supported by an sefficient
monitoring mechanism across the Bank to ensure that risks are kept within an acceptable level.

The Bank ensures that not only the relevant risks are identified but their implications are also considered and the
basis provided for managing and measuring the risks. Through Intemal Control units, the Bank ensures that effective
controls are in place to mitigate sach of the identified risks.

Independent from business groups, Head of Risk Management reports functionally to the Risk Management &
Portfolio Review Committee (RM & PRC) and administratively to the President; the RM & PRC convenes regular
mestings to evaluate the Bank's risk and portfolioc concentrations. The Risk Management Group performs the
following critical functions:

- Credit Risk Management

- Credit Review

- Credit Risk Control

- Markst Risk Management

= Liquidity Risk Management

- Operational Risk Management

Credlt Risk

Credit risk arises from our dealings with individuals, corporate clients, financial institutions, soversigns stc. The Bank
is exposed to credit risk through its financing and investment activities. It stems from the Bank’s both, on and off-
balance shest aclivities. Credit risk makes up the largest part of the Bank's exposure. Purpose of Credit Risk
Management function is to identify, measure, manage, monitor and mitigate credit risk. Organizational structure of
this function ensures pre and post-facto management of credit risk. While, Credit Review function provides pre-fact
evaluation of counterparties, the Credit Risk Control (CRC) performs post-fact evaluation of financing facilities and
reviews clients’ performance on an ongoing basis.

The Bank has adopted Standardized Approach to measurs Credit risk regulatory capital chargs in compliance with
Basel-1ll requirements. The approach mainly takes into account the assessment of external credit rating agencies. In
line with SBP guidslines on Internal Credit Risk Rating Systems, the Bank has devsloped rating systems and all its
corporate and commercial financing customers are internally rated. The Bank is in the process of continuously
improving the system and bringing it inline with the Basel framework requirements.
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In order to manage the Bank’s credit risk, following policies and procedures are in place:
= Individuals who take or manage risks clearly understand them in order to protect the Bank from avoidable risks;

- The approval of credit limits to counter parties are subject to pre-fact review;
- Extension in credit facility or material change to the credit facility is subject to credit review;

- Approval and review process is reviewed by RM&PRC and intemal audit;

As a part of credit assessment the Bank uses an internal rating framework as well as the ratings assigned by the
external credit rating agencies, wherever available.

Ongoing administration of the credit portfolio is an essential part of the credit process that supports and controls
extension and maintenance of credit. The Bank's Credit Risk Control, being an independent function from the
business and operations group, is responsible for performing the following activities:

- Credit disbursement authorization;
- Collateral coverage and monitoring;
- Compliance of loan covenants/ terms of approval;

- Maintenance/ custody of collateral and security documsentation.

Credit Risk Monitoring is based on a comprehensive reporting framework. Continuous monitoring of the credit
portfolio and the risks attached thereto are carried out at different levels including businesses, Audit & Risk Assets
Review, Credit Risk Control, Credit Risk Management Division, stc.

To ensure a prudent distribution of asset portfolio, the Bank manages its lending and investment activities within an
appropriate limits framework. Per party exposure limit is maintained in accordance with SBP Prudential Regulation
R-1.

The Bank creates specific provision against Non- Performing Financings (NPFs) in accordance with the Prudential
Regulations and other directives issued by the State Bank of Pakistan (SBP) and charged to the profit and loss
account. Provisions are held against identified as well as unidentified losses. Provisions against unidentified losses
include general provision against consumer loans made in accordance with the requirements of the Prudential
Regulations issued by SBP and provision based on historical loss experience on advances. Please refer note No.
10.6 for reconciliation of changes in specific and general provisions.

Management of Non Performing Flnancing
Non performing financings will be handled by Special Asset Management Department. It will be responsible for

restructuring / rescheduling of problem financings, as well as litigation of both civil and criminal cases for collection
of debt.

Stress Testing

Credit Risk stress testing is a regular exercise. Bank's all credit exposures including funded and non-funded
facilities are subject to stress test. This exercise is conducted on a quarterly basis through assigning shocks to all
assets of the Bank and assessing its resulting affect on capital adequacy inline with SBP requirements.

Segmental Information

Segmental Information is presented in respect of the class of business and geographical distribution of Islamic
financing and related assets (gross), deposits, contingencies and commitments.
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ISLAMIC BANK

41.1.1.1 Segments by class of business

Agriculture, forestry and fishing
Automobile and transportation equipment
Cemeant

Chemical and phammaceuticals
Commerce / Trade

Construction

Electronics and electrical appliances
Exports / Imports

Financial institutions (NBFI, DFI, Banks})
Food, Beverages & Tobacco

Fuel, oil and gas exploration

Insurance

Minning & Quarrying

Non-Government Organizations (NGOs)
Paper Products

Plastic products

Production and transmission of energy
Services

Shoe & lsather garments

Ship-breaking

Sugar

Transport, Storage and Communication
Textile

Wholesale and retail trade

Individuals

Others

Agriculture, forestry and fishing
Automobile and transportation equipment
Cement

Chemical and pharmaceuticals
Commerce / Trade

Construction

Electronics and electrical appliances
Exports / Imports

Financial institutions (NBFI, DFI, Banks}
Food, Beverages & Tobacco

Fuel, oil and gas exploration

Insurancs

Mining & Quarrying

Non-Government Organizations (NGOs)
Plastic products

Production and transmission of energy
Services

Shoe & leather garments

Sugar

Textile

Transport, Storage and Communication
Wholesale and retail trade

Individuals

Others

41.1.1.2 Segment by sector

Public / Govemment
Private

Public / Govemment
Private

WE ARE PURE, WE ARE RIBA FREE

2016
Islamlic financing and related Deposits Contingencies and
assets (Gross) commitments
Rupees in Rupees in Rupees in
thousands Percent thousands Percent thousands Percent
1,958,358 12.11% 38,428 0.27% 109,770 3.39%
210,032 1.30% 176 0.00% 35,745 1.10%
- 0.00% 3,209 0.02% 26,584 0.82%
2,461,820 15.22% 103,734 0.73% 106,528 3.29%
- 0.00% - 0.00% - 0.00%
393,198 243% - 0.00% 682,559 21.05%
73,743 0.46% 54,047 0.38% 212,192 8.54%
- 0.00% 236,116 1.65% - 0.00%
- 0.00% 2,183,853 15.29% - 0.00%
5,774,755 35.70% 1,005,700 7.04% 1,321,193 40.75%
- 0.00% 4,157 0.03% - 0.00%
- 0.00% - 0.00% - 0.00%
- 0.00% 20,822 0.15% - 0.00%
- 0.00% 335,409 2.35% - 0.00%
- 0.00% 5,309 0.04% 54,182 1.67%
- 0.00% 32,467 0.23% - 0.00%
- 0.00% 2,428 0.02% - 0.00%
24,490 0.15% - 0.00% 38,516 1.19%
12,628 0.08% 3,092 0.02% 3,404 0.10%
1,670,507 10.33% 19 0.00% 30,969 0.96%
1,299,083 8.03% 45,154 0.32% - 0.00%
- 0.00% 57,927 0.41% 4,400 0.14%
1,006,869 6.23% 453,505 3.18% 216,695 8.68%
725,000 4.48% 317,754 223% 94,303 291%
383,496 2.37T% 7,083,295 49.60% - 0.00%
180,042 1.11% 2,292,945 16.06% 305,350 9.42%
16,174,001 100.00% 14,279,436 100.00% 3,242,390 100.00%

2015 - Restated

Islamlc financing and related

Contingencies and

assets (Gross) Deposits commitments
Rupees In Rupees In Rupees In
thousands Percent thousands Percent thousands Percent
471545 375% 18,936 0.20% 2,400 0.09%
- 0.00% 9,085 0.10% - 0.00%
. 0.00% - 0.00% . 0.00%
2,305,532 18.34% 18,303 0.19% 57,227 2.10%
9,263 0.07% 229,585 2.43% 0.00%
- 0.00% 347,624 3.68% 771,034 28.35%
. 0.00% 30,142 0.32% 120,127 4.42%
- 0.00% - 0.00% - 0.00%
. 0.00% 1,061,138 11.23% . 0.00%
7,415,957 59.00% 275,867 2.92% 779,763 28.67%
- 0.00% - 0.00% - 0.00%
- 0.00% 805 0.01% - 0.00%
. 0.00% 8,129 0.09% 0.00%
- 0.00% - 0.00% - 0.00%
. 0.00% . 0.00% . 0.00%
- 0.00% - 0.00% - 0.00%
130,355 1.04% 434,897 460% 161,840 5.95%
- 0.00% 4,909 0.05% - 0.00%
. 0.00% 11,210 0.12% . 0.00%
715,233 569% 90,798 0.96% 485,600 17.12%
B 0.00% 131,532 1.39% 0.00%
23,741 0.19% 21,052 0.22% 68,109 2.50%
72,634 0.58% 4770,319 50.48% . 0.00%
1,424,948 11.34% 1,985,741 21.01% 293,895 10.80%
12,569,208 100.00% 9,450,072 100.00% 2,719,995 100.00%
2016
Islamic financing and related . Contingencles and
assets (Gross) Deposits commitments
Ru s in Ru s in Rupees in
thonsands Percent thonrsands Percent thousands Percent
393,198 243% 1,171,650 8.21% - 0.00%
15,780,803 97.57% 13,107.786 91.79% 3,242,390 100.00%
16,174,001 100.00% 14.279.436 100.00% 3.042.390 100.00%

2015 - Restated

Islamlc financing and related

Contingencies and

assets (Gross) Deposits commitments
Rupees In Rupees In Rupees In
thousands Percent thousands Percent thousands Percent
- 0.00% 1,027,510 10.87% - 0.00%
12,569,208 100.00% 8,422 562 89.13% 2719.995 100.00%
12569208 100.00% 9.450.072 __100.00% 3.719.995 100.00%
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41.1.1.3 Detalls of non-performing Islamlc flnancing and related assets and speclific provislons by class of

business segment

2016 2015 - Restated
Classlfled Speclfic Classlifled Speclfic
Islamic provision Islamic provision
financing and held financing and held
related assets related assets
Rupees in thousands
1,029 1,029 1,129 1,129

41.1.1.4 Details of non-performing Islamic financing and related assets and specific provisions by sector

41.1.1.5

41.1.2

Public / Government
Private

Geographlcal segment analysls

Pakistan

Pakistan

Credit RiIsk - General Disclosures

2016 2015 - Restated
Classlfled Speclfic Classlifled Speclfic
Islamic provision Islamic provision
financing and held financing and held
related assets related assets
Rupees in thousands
1,029 1,029 1,129 1,129
1,029 1,029 1,129 1,129
2016
Profit before  Total assets Net assets  Contingencles
taxation employed employed and
commltments
Rupees In thousands
113,973 28,568,502 10,265,873 3,242,390
2015 - Restated
Profit before  Total assets Net assets Contingencies
taxation employed employed and
commitments
Rupees in thousands
57,631 26,887,541 9,982,752 2,719,995

The Bank has adopted Standardized approach of Basel Il for calculation of capital charge against credit risk in

line with SBP's requirements.

Credlit Risk: Disclosures for portfollo subject to the Standardized Approach

Under standardized approach, the capital requirement is based on the credit rating assigned to the counter
parties by the External Credit Assessment Institutions (ECAIs) duly recognized by SBP for capital adequacy
purposes. The Bank utilizes, wherever available, the credit ratings assigned by the SBP recognized ECAls, viz.
PACRA (Pakistan Credit Rating Agency), JCR-VIS (Japan Credit Rating Company- Vital Information Systems),
Fitch, Moody's and Standard & Poors . Credit rating data for financing is obtained from recognized External Credit
Assessment Institutions and then mapped to State Bank of Pakistan’s Rating Grades.

Type of Exposures for which the ratings from the External Credit Rating Agencies are used by the Bank.

Other (S&P /
Exposures JCR-VIS PACRA Moody's /
Fltch)
Corporate Yes Yes -
Banks Yes Yes Yes
Sovereigns - - Yes
SME's Yes Yes -
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The criteria for transfer of public issue ratings onto comparable assets in the banking book and the alignment of
the alphanumerical scale of each agency used with risk buckets is the same as specified by the banking regulator

SBP in BSD Circular No.8 table 2.3 dated June 27, 2006.

Long - Term Ratings Grades Mapping

WE VALUE YOUR FAITH

SBP PACRA JCR-VIS Fltch Moody's S&P ECA Scores
Rating
Grade
1 AAA AAA AAA Aaa AAA 1
AA+ AA+ AA+ Aa1l AA+
AA AA AA Aa2 AA
AA- AA- AA- Aa3 AA-
2 A+ A+ A+ Al A+ 2
A A A A2 A
A- A- A- A3 A-
3 BBB+ BBB+ BBB+ Baa1 BBB+ 3
BBB BBB BBB Baa2 BBB
BBB- BBB- BBB- Baa3 BBB-
4 BB+ BB+ BB+ Ba1 BB+ 4
BB BB BB Ba2 BB
BB- BB- BB- Ba3 BB-
5 B+ B+ B+ B1 B+ 5,6
B B B B2 B
B- B- B- B3 B-
6 CCC+ and CCC+ and CCC+ and Caal and CCC+and 7
below below below Below below
Short - Term Ratings Grades Mapping
SBP PACRA JCR-VIS Fltch Moody's S&P
Rating
Grade
S1 A-1 A-1 F1 P-1 A-1+, A1
S2 A-2 A2 F2 P-2 A-2
S3 A-3 A-3 F3 P-3 A-3
S4 Others Others Others Others Others
Credit Exposures subject to Standardized approach
2016
- Amount Deduction
Exposures Rating Outstanding | CRM Net amount
Rupees In thousands
Corporate 1 2,053,360 2,053,360
2 1,096,611 1,096,611
34 - -
56 - -
Unrated 13,447,997 13,447,997
Bank 1 2,627,233 2,627,233
2 145,571 145,571
34
56
Unrated
Public Sector Entities in Pakistan 1
2
34
56
Unrated 393,198 393,198
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2016 (continue ...)

Amount Deduction
Exposures Rating Outstanding | CRM Net amount
Rupees in thousands
Sovereigns and on Government of Pakistan 1 1,497,678 1,497,678
or provincial governments or SBP or Cash 2
3.4
5,6
Unrated
|Mortgage [ || 324,783 | | [ 324,783 |
|Retail [ || 52,866 | | [ 52,866 |
2015 - Restated
- Amount Deduction
Exposures Rating Outstanding | CRM Net amount
Rupees In thousands
Corporate 1 1,153,544 1,153,544
2 675,859 675,859
34 - -
56 - -
Unrated 11,873,481 11,873,481
Bank 1 5,011,822 5,011,822
2,3 1,300,000 1,300,000
4.5 - -
6 - -
Unrated 70,708 70,708
Public Sector Entities in Pakistan 1 - -
2,3 - -
4.5 - -
6 - -
Unrated - -
Sovereigns and on Government of Pakistan 1 2,962,859 2,962,859
or provincial governments or SBP or Cash 2 - -
3 - -
4.5 - -
6 - -
Unrated - -
[Morigage [ I | I —]
Retail 56,381 56,381
2,078 2,078

411.3 Credit Risk: Disclosures with respect to Credit Risk Mitigation for Standardized Approach

The Bank does not make use of on and off-balance sheet netting in capital charge calculations under Basel-lI's

Standardized Approach for Credit Risk.
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41.1.3.1 Credlt RiIsk: Disclosures for portfollo subject to the Standardized Approach

The Bank has strong policies and processes for collateral valuation and collateral management thus snsuring that
collateral valuation happens at regular defined intervals. Collaterals are normally held for the life of exposure.
Regular monitoring of coverage of exposure by the collateral and lien / charge registered over the collaterals is
carried out besides ensuring that collateral matches the purpose, nature and structure of the transaction and also
reflect the form and capacity of the obligor, its operations, nature of business and economic snvironment. The
Bank mitigates its risk by taking collaterals that may include assets acquired through the funding provided, as well
as cash, government securities, marketable securities, current assets, fixed assets, and specific equipment,
commercial and personal real estate.

The Standardized Approach of Basel-ll guidslines allows the Bank to take benefit of credit risk mitigation of
financial collaterals against total exposures in the related financing facilities.

MCB Islamic Bank manages limits and controls concentrations of credit risk as identified, in particular, to
individual counterparties and groups, and also reviews exposure to industry sectors and geographical regions on
a regular basis. Limits are applied in a variety of forms to portfolios or sectors where MCB Islamic Bank considers
it appropriate to restrict credit risk concentrations or areas of higher risk, or to control the rate of portfolio growth.

Concentratlon of risk

Credit concentration risk arises mainly due to concentration of exposures under various categories viz., industry,
gsography, and single / group borrower obligor. Within credit portfolio, as a prudential measure aimed at better
risk management and avoidance of concentration of risks, the SBP has prescribed regulatory limits on banks’
maximum exposure to single and group obligors. Within the SBP limits, the Bank has further defined limits to
avoid excessive concentration of portfolio.

Equity position risk in the banking book

The Bank takes proprietary equity positions for both frading and strategic purposes. As of December 31, 2016 the
composition of equity investments is as follows:

Composition of equity investments exposures
Held for Avallable for
trading Sale
Rupees In thousands

Equity investments — publicly traded - 1,096,829
Equity investments - others - -
Total value - 1,096,829

Classlflcatlon of equlty Investments
Bank classifies its equity investment portfolio in accordance with the directives of SBP as follows:

- Investments - Held for trading

- Investments - Available for sale
- Investments in subsidiaries

- Investments in Associates

Policles, valuation and accounting of equity Investments

The accounting policies for equity investments are designed and their valuation is carried out under the provisions
and directives of State Bank of Pakistan, Securities and Exchange Commission of Pakistan and the requirements
of approved International Accounting Standards as applicable in Pakistan.

In accordance with the requirements of the State Bank of Pakistan, quoted securities, other than investments in
subsidiaries and investments in associates are subsequently re-measured to markst valus. Surplus / (deficit)
arising on revaluation of quoted securities which are classified as 'available for sale', is taken to a separate
account which is shown in the statement of financial position below equity. Surplus / (deficit) arising on revaluation
of quoted securities which are classified as 'held for trading’, is taken to the profit and loss account directly.
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Unquoted equity securities are valued at the lower of cost and break-up valus. Break-up value of squity securities
is calculated with reference to the net assets of the investee company as per the latest available audited financial
statements.

Unrealized loss (net of deferred tax) of Rs. 21.817 million was recognized in the balance shest in respect of “AFS”
equity securities.

Market RIsk Management

Market Risk arises from changes in market rates such as Profit / Yield Rates, Foreign Exchange Rates, Equity
Prices, and/or commodity prices as well as their correlations and volatilities resulting in a loss to earnings and
capital. MCB Islamic Bank is exposed to market risk primarily through its trading activities, which are centered in
the Treasury and Capital Market Group.

The Bank's Markset Risk Management structure consists of Risk Management & Portfolio Review Committes
(RM&PRC) of the Board, Management Finance Committee of management, ALCO, Investment Committee and
indepsndent Market Risk Management Division reporting directly to Group Head Risk Management. Market Risk
is an independent risk management function that works in close partnership with the business segments to
identify and monitor markst risks throughout the Bank and to define market risk policies and procedures. Market
Risk seeks to facilitate efficient risk/return decisions, reduce volatility in operating performance and provide
transparency into the Bank's market risk profile for senior management, the Board of Directors and regulators.
Market risk authority, including both approval of market risk limits and approval of market risks is vested in the
ALCO.

In line with regulatory requirements, MCB Islamic Bank has clearly defined, in its Risk Managsment policy, the
positions which shall be subject to market risk. The definition covers the accounting classifications as well as
positions booked by different business groups under "Available for Sale" category. The assets subject to trading
book treatment are frequently, mostly on daily basis, valued and actively managed. The positions which does not
fulfill the criteria of Trading book falls under the Banking Book and are treated as per SBP requirements.

The Bank measures and manages Market Risk by using conventional methods i.e. notional amounts, sensitivity
and combinations of various limits. Bank has established a specific Market Risk Limit Policy providing guidsline
for assuming controlled market risk, its monitoring and management. These limits are compared with the numbers
generated by the markset risk management systems based on the frading activity and the outstanding positions.

Beside conventional methods, the Bank also uses VaR (Value at Risk) technique for market risk assessment of
positions assumed by its treasury and capital market groups. In-house based solutions are used for calculating
mark to market value of positions and generating VaR (value at risk) and sensitivity numbers. Thresholds for
different positions are established to compare the expected losses at a given confidence level and over a
specified time horizon.

A framework of stress testing, scenario analysis and reverse stress tests of both banking and trading books as
per SBP guidslines is also in place. The results of the stress tests are reviewed by senior management and also
reported to the SBP.

Foreign Exchange Risk Management

Foreign exchange risk exposes the bank to changes in the values of current holdings and future cash flows
denominated in currencies other than home currency due to the exchange rate fluctuation and volatility. The types
of instruments exposed to this risk include foreign currency-denominated financing, foreign currency-denominated
deposits, future cash flows in foreign currencies arising from foreign exchange transactions, stc.

The core objective of foreign exchange risk management is to ensurs the foreign exchange exposure of the Bank
remain within defined risk appetite and insulate the Bank against undue losses that may arise due to volatile
movements in foreign exchange rates or profit rates.
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Pakistan Rupse

United States Dollar

Great Britain Pound

Euro

U.A_E Dirham

Swiss Franc

Japanese Yen

Total forsign currency exposure

Total currency exposure

Pakistan Rupse

United States Dollar

Great Britain Pound

Euro

U.A_E Dirham

Swiss Franc

Japanese Yen

Total forsign currency exposure

Total currency exposure

Equity Price Risk

December 31, 2016

WE VALUE YOUR FAITH

Assets Liabllitles Off-balance  Net forelgn
sheet Items currency
exposure
Rupees In thousands
28,057,376 18,035,970 - 10,021,406
350,903 218,822 - 132,081
59,155 21,156 - 37,999
81,288 26,618 - 54,670
1,682 - - 1,682
7,108 - - 7,108
10,990 63 - 10,927
511,126 266,659 - 244 467
28,568,502 18,302,629 - 10,265,873
December 31, 2015 - Restated
Assets Llabllitles Off-balance Net forelgn
sheet Items currency
exposure
Rupees In thousands
26,655,682 16,586,202 - 10,069,480
223,438 284,720 - (61,282)
4,053 10,070 - (6,017)
4,368 23,797 - (19,429)
231,859 318,587 - (86,728)
26,887,541 16,904,789 - 9,982,752

Bank's propristary positions in the equity instruments expose it to the equity price risk in its trading and banking
books. Equity price risk is managed by applying trading limit, scrip-wise and portfolioc wise nominal limits. VaR
analysis and stress testing of the equity portfolio are also performed and reported to senior management on daily
basis. The stress test for equity price risk assesses the impact of the fall in the stock market index using internal
hased assumptions. In addition to this Stress Testing and historical scenario analysis on Equities are also
performed periodically as advised by the State Bank of Pakistan through Guideline on Stress Testing.

Country Risk

The world is changing rapidly and interdependencies and inter linkages of banks operating in different countries
are ever increasing. Thus banks having cross border exposures whether on-balance shest or off-balance shest
are susceptible to the changing conditions in various countries of the world. Therefore, it becomes very important

for institutions to effectively manage its cross border exposures to avoid any unfavorable situation.

MCB Islamic Bank understands the risks involved in taking cross border exposure and to cater it; Country Risk
Policy, in line with SBP guidslines, is already in place.

Country Exposure Limits are in place, which broadly capture direct exposure on sovereigns.

ANNUAL REPORT 2016

127

ISLAMIC BANK

41.3 Mismatch of Yleld Rate Sensltlve Assets and Llabllitles

WE VALUE YOUR FAITH

Yield rate senslthity posttion for on-balance sheet Instruments Is based on the earller of contractual re-pricing or maturity date and for off-balance sheet Instruments |s based on settlement date.

2016

Exposed to yield / profit risk Non-profit
Effectiveyield ! o 1 Upton1 Overito3 Over3to6 O ™ °  Overito? Over2to3 Over3to§ Ovar§to10 Ahovedio  °°™n9
profit rate manths to 1 financlal
moith menths menths year years years years years years .
% Rupees in thousands
On-balance sheet financlal Instruments
Financlal assets
Cash and balances with treasury banks 1,509,804 - - - - - - 1,509,804
Balances with ather banks 0.6% to 5.64% 2,750,098| 2,316,562 - - - - - - - 434,436
Investments - net 3.98% to 7.2% 5,769,675 - - 1,920,576 14434 592,341 85992| 432,733 1,660,335 1,063,264}
lamic financing and related assets -net  2.5% 1o 1445% 16172,727] 2360,272] 2641104 8407181 2.390,166 - - - - - 374,004
Other assets 189,581 41,287 41,287 - - - - - - - 107,007
26,392,785 4,718,121 2,682,391 10,327,757 2404600 592,341 85992 432,733 1,660,335 3,488,515
Financlal liabllitles
Bills payable 447,778| B - B B B B - 447,776)
Due to financial institudions  2.08% 10 5.30% | 2,785,650 188565 900,000 - - - - -
Deposits and ather accounts 14,279,436 11,155,224 - - - - - - 3,124,189
Other liabilities 746,243 - - - - - - - 749,2£|
18,262,105 13,040,897 900,000 - - - - - 4,321,208
On-balance sheet gap 8,130,680 (8,322,776) 1782391 10,327,757 2404600 592,341 85,992 432,733 1,660,335 (B32,693)
Off-balance sheet financlal Instruments
Forward exchange contracts - purchase - - - - - - - -
Forward exchange contracts - sale - - - - - -
Off-balance sheet gap - - - - - - -
Total yleld / profit risk sensltivity gap (8,322,776} 1,782,391 10,327,757 2404600 592,341 85,992 432,733 1,660,335
Cumulative yleld / profit fisk sensitivity gap (8,322,776) (6,540,385) 3,787,372 6,191,972 6,784,313 6870305 7,303,038 8963373 8,963,373
2015 - R d
Exposad ta yleld / proflt risk Nan-profit
Effectiva yleld I el Upton1 Over1to3 Over3te6 ' °  Over1to2 Over2to3 Over3to5 Over5to1d Above1o  *onnd
profit rate month month months menths to 1 years years financial
Y ¥ instruments
kY Rupaas In thousands
On-bal sheet financial Inst
Financlal assets
Cash and balances with treasury banks 698,123 - - - - - - - 698,123|
Balances with other banks 2.60% to 6.90% 6,347,450) 3,976,751 2,300,000 - - - - - - - 70,708
Investments - net 4.36% 10 8.34% | 5995470 - 18,621 5996 2270731 2050493 241,993 483,985 290,493 - 624,159
kslamie financing and related assets -net 3.0% 1o 14063 | 12,473,797| 3,290950( 1,946,983 5019991 2,051,151 - 83,088 - - - 72,634
Other assets 138,806 - - - - - - 72,673
25,653,655 4,321,882 2,050,493 325,081 483,985 290492 1,538,207
Financlal liabilities
Bills payable 89,864 - - - - - - 89,864
Due to financial institutions ~ 1.25% to 3.80% 631,520 631,520 - - - - - -
Depasits and other accounts 9450,072| 7489833 - - - - - 1,960,239
Other liabilities 6,733,333 - - - - - - 6,733,333
16,904,789 8,121,353 - - - - - 8,783,436
On-balance sheet gap 8,748,866 (811,585 4298670 5025987 4321882 2050493 325,081 483,985 200,402 (7,245,139}
Off-balance sheet financlal Instruments
Forward exchange contracts - purchase - - - - - - - -
Forward exchange contracts - sale - - - - - - -
Off-balance shest gap - - - - - - -
Total yleld / profit risk sensktivity gap (811,585) 4298670 5025987 4321882 2050493 325,081 483,985 200,492
Cumulative yleld / profit risk sensitivity gap (811,585) 3487085 8,513,072 12834954 14885447 15,210,528 15604513 15,994,005 15994005
Restated
2016 2016
Rupees In thousands

41.3.1Reconclllation of assets and llablilties exposed to yleld / profit

rate risk with total assets and llabliitles

Total financlal assets as per note 41.3
Add: Non financial assets

Operating fixed asssts

Deferred tax assets

Other assets

Total assets as per Statement of Financial Position

Total financlal lablifes as per note 41.3
Add: Non financial liabilities
Deferred tax liability
Total labliles as per Statement of Financlal Position

26392785 25,653,655

2,104,250 1,192,382

- 0,388
71,467 32,116

28,568,502 26,887,541
18,262,105 16,904,789
40,524 -
18,302,629 16,904,789
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Liquidity Risk

Liquidity risk is the potenfial for loss to the Bank arising from either its inability to meet its obligations or to fund increases in assets as they fall due without incurring an
unacceptable cost. The Bank's Board of Directors sets Bank's policy for managing liquidity risk and entrusts accountability for supervision of the implementation of this
strategy to senior g t. Senior g t i its responsibilities for ging market & liquidity risk through various committees including the Asset &
Liability Management Committee (ALCO). Treasury department manages the Bank's liquidity position on a daily basis. The Bank’s main approach of managing the liquidity
risk is to make certain that it will always have adequate liquidity to meet its liabilities when they are due in normal and stressed scenarios without incurring any untoward
expenditure or risking reputational harm. ALCO monitors the maintenance of liquidity ratios, depositor's concentration both in terms of the overall funding mix and
avoidance of undue reliance on large individual deposits. Regular liquidity stress testing is conducted under a variety of scenarios covering both normal and more severe
market conditions.

Maturities of assets and liabilities

Maturities of assets and liabilities based on expected maturities

2016
Overito3 Owver3tof Over B Overito2 Over2to3 Over3to5 Owver5todd Above 10
Total Upto 1 month manths to 1
manths months year years years yaars Vears Vears
Rupees in thousands

Assets
Cash and balances with treasury banks 1.500.804] 1,509,804 - - - - - - - -
Balances with other banks 2,750,998 2,750,998 - - - - - - - -
Due from financial institutions - - - - - - - - - -
Investments - net 5,769,675 148,857 85,061 2,005,637 78,229 689,554 183,205 627,158 1,854,761 97,213
Islamic financing and related assets - net 16172727 1,143,200 2238250 4402986 3458470 1836273 1442976| 1,053,849 301,573 295,150
Operating fixed assets 2,104,250 7349 14,858 23,925 59615 207,140 201,483 355,955 261,439 972486
Deferred tax assets - net - - - - - - - - - -
Other assets 261,048 31,375 36,295 41,989 50,958 23,131 19,325 19,325 19,325 19,325

28568502 5591,583 2374464 6474537 3647272 1756098 1846982 2056287 2437098 1,384,174
Liabllitles
Bills payable 447,776 447,776 - - - - - - - -
Due to financial institutions 2,785,650 1,500,000 964,800 320,850
Deposits and other accounts 14,279436] 4872750 1,043,874 516964 21248521 1,162623| 1,139388] 2279593 569,695 569,69
Sub-ordinated loans - - - - - - - - - -
Liabilities against assets subject to finance lease - - - - - - - - - -
Deferred tax liability 40,524 40,524
Other liabilities 749,243 83,249 83,249 53,249 63,249 83,249 83,250 83,250 83,249 83,249

18302629 6903775 2091922 921,063 2,208,101 1,286,396 1,222639 2362843 652,944 652,945
Net assets 10,265,873 {13121 92! 282541 3,553474 1439171 1,469,702 524,350 (306556) 1,784,154 731,229
Share capital 10,000,000
Reserves 26,444
Unappropriated profit 68,087
Surplus on revaluation of assets - net of tax 171,342

10,265,873

2015 - Restated
Over

Over1to3d Over3tof Overito2 Owerdto3 Over3tod OverSte1Dd Above 10

Total Upto 1 month menths menths mor;:l:rw 1 years years years years years
Rupsas In thousands

Assets
Cash and balances with treasury banks 698,123] 698,123| - - - - - N . -
Balances with other banks 6,347,459 4047459 2,300,000 - - - - - - -
Due from financial institutions - - - - - - - - - -
Investments - net 5,995,470 106,004 49,933 55930| 2,308,181 2130385 321,885 563,877 379,385 79,890
Islamic financing and related assets - net 12,473,797 63,592 397,385| 3439027 4606809 977,018 630,467 2,296,692 23,896 38911
Operating fixed assets 1,192,382 5215 10,426 15633 32,851 82631 87,488 116,819 95,501 745818
Deferred tax assets - net 9,388 - - - 9,388 - - - - -
Other assets 170,922] 44823 42,381 33,073 50,645 - - - - -

26887541 4965216 2,800,125 3543663 7007874 3190034 1039840 2977388 498,782 864,619
Liabilities
Bills payable 89,864 89,864 - - - - - - - -
Due to financial institutions 631,520 15,000 371,970 244,550 - - - - - -
Deposits and other accounts 9450,072) 2214663| 1,294,394 698,089 1,317,053 806,386 779,872] 1,559,744 389,936 389,935
Sub-ordinated loans - - - - - - - - - -
Liabilities against assets subject to finance lease - - - - - - - - - -
Deferred tax liability - net - - - - - - - - - -
Other liabilities 6,733,333 52,262 113,954 6,308,833 15,710 59,015 501 969

16,904,789 2371789 1,780,318 7251472 795582 1,618,759 390,437 390,904
Net assets 9982752 25093427 1019807 (3707,800 244358  1,358629 108,345 473,715
Share capital 10,000,000
Reserves 10461
Accumulated loss 4,153
Deficit on revaluation of assets - net of tax (31,862)

9,982 752

Liquidity Gap Reporting

Regarding behaviour of non-maturity deposits (non-contractual deposits), the Bank conducted a behavourial study using volatility methodology. On the basis of its findings
32% of current accounts and saving accounts are bucketed into Upto 1- year maturity while 8% of current accounts saving accounts are bucketed in over 1 year maturity.
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41.4.1.2 Maturitles of assets and llabllities based on contractual maturities

41.5

41.5.1

2016
Over1to3 Over3to6 Over & Overito2 Over2te3 Over3to5 Over5to1d Above 10
Total Upta 1 month months to 1
months months year years years years YBars YBars
Rupees In thousands

Assets
Cash and balances with treasury banks 1.500.804] 1,509,804 - - - - - - - -
Balances with other banks 2,750,998 2,750,998 - - - - - - - -
Due from financial institutions - - - - - - - - - -
Investments - net 5769675 1,063,265 - 1,220,576 14,433 592,341 85,992 432,733 1,660,335 -
Islamic financing and related assets - net 16172727 1,143,200 2238250 4402986 3458470 1836273 1442976] 1,052,849 301,573 295,150
Operating fixed assets 2,104,250 7349 14,858 23,925 59615 207,140 201,483 355,955 261,439 972486
Deferred tax assets - - - - - - - - - -
Other assets 261,048 31,375 36,295 41,989 50,958 23,131 19,325 19,325 19,325 19,325

28568502 6505991 2289403 6389476 3583476 1658885 1749776 1,861,862 2,242,672 1,286,961
Liabllities
Bills payable 447,776 447,776 - - - - - - - -
Due to financial institutions 2,785,650 1,500,000 964,800 320,850 - - - - - -
Deposits and other accounts 142794360 10569698 1,043,874 516964 2,124,852 23,234 814 - - -
Sub-ordinated loans - - - - - - - - - -
Liabilities against assets subject to finance lease - - - - - - - - - -
Deferred tax liability - net 40,524 - - - - 40,524 - - - -
Other liabilities 749,243 83,249 83,249 53,249 63,249 83,249 83,250 83,250 83,249 83,249

18302629 12,600,723 2,091,923 921,063 2,208,101 147,007 84,064 83,250 83,249 83,249
Net assets 10265873 (6,094 732 197480 5 13 1375375 2511878 1665712 1778612 2159423 1203712
Share capital 10,000,000
Reserves 26,444
Unappropriated profit 68,087
Surplus on revaluation of assets - net of tax 171,342

10,265,873

2015 - Restated
Over1to3 Over3tos Ovar § Qverito2 Over2to3 Over3to5 Over5to10 Above 10
Total Upto 1 month months to 1
months months vear years years years years years
Rupees In thousands

Assets
Cash and balances with treasury banks 698,123] 698,123| - - - - - N . .
Balances with other banks 6,347459] 4047459 2,300,000 - - - - - - -
Due from financial institutions - - - - - - - - - -
Investments - net 5,995470] 642,780 - 5,995 2,270,731 2050493 241,993 483,985 299,493 -
Islamic financing and related assets - net 12,473,797 63,592 397,385| 3439027 4606809 977,018 630467 2,296,692 23,896 38911
Operating fixed assets 1,192,382 5215 10426 15,633 32,851 82631 87488 116819 95,501 745,818
Deferred tax assets 9,388 - - - 9,388 - - - - -
Other assets 170,922] 44833 42,381 33,073 50,645 - - - - -

26887541 5501992 2750192 3493728 6970424 3,110,142 959,948 2897496 418,890 784,729
Liabilities
Bills payable #9864 89,864 - - - - - - - -
Due to financial institutions 631,520 15,000 37,970 244,550 - - - - - -
Deposits and other accounts 94500721 6,114,025 1,294,393 698,089 1,317,053 26,512 - - - -
Sub-ordinated loans - - - - - - - - - -
Liabilities against assets subject o finance lease - - - - - - - - - -
Deferred tax liability - net - - - - - - - - - -
Other liabilities 6,733,333 52,262 113,954 6,308,833 156,646 25443 15710 59,015 501 969

16,904,789 6,271,151 1,780,317 7251472 1473699 51,955 15,710 59,015 501 969
Net assets 9,982.752 769,159] 969,875 (3757,744) 5496725 3058187 944,238 838481 418,389 783,760
Share capital 10,000,000
Reserves 10461
Accumulated loss 4,153
Deficit on revaluation of assets - net of tax (31,862)

9,982.752

Operational Risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, and systems or from external events. This definition includes legal risks
but excludes strategic and reputational risks.

The Bank's operational risk management framework, as laid down in the operational risk policy, duly approved by BOD, is fl gh to ir it in stages and
permits the overall risk management approach to evolve in the light of organizational learning and the future needs of the Bank. Operational loss events are reviewsd and
appropriate corrective actions taken on an ongoing basis, including measures to improve conirol procedures with respect to design and operative effectiveness.

Operational Risk Management helps the Bank understand risks and improve mitigating controls so as to minimize operational rigks that are inherent in almost all areas of
the Bank. Going forward, the Bank will further strengthen its risk function, policies and procedures to facilitate its operations and improve quality of assets to safeguard
interest of depositors.

Operational Risk-Disclosures Basel Il Specific

Currently, the bank is reporiing operational risk capital charge under Basic Indicator Approach (BIA).

Operational loss data pertaining to key risk events is also collected on bank-wide basis. Periodic review and analysis will be prepared for senior management and Risk
Management and Portfolio Review Committee (RM&PRC) of the Board. Such reports will cover the significant risk events with root cause analysis and recommendations

for further improvements.
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42.2 Followi the detail of profit distributi different pool maintained by the Bank:
42 PROFIT / (LOSS) DISTRIBUTION TO DEPOSITORS' AND SPECIFIC POOLS ofiowing are fhe detall of prolit disiribution among difierent poot mainiained by fne Ban
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2016
42.1 The Bank is maintaining the following types of pools for profit declaration and distribution:
Profit Rate & Profit
welghtage Profit Sharln Profit Rate General | Amount of
1)  General Pool General Pool gnhtag Rate 9 | Mudarlb Fee | return " ‘
2) IERS Musharaka Pool announceme | . Ratio of distributed Hiba | General Hiba
3) Treasury Musharaka / Mudaraba Pools nt perlod Mudarlb
4)  Equity Pool % % Rs. in thousands % Rs. in thousands
Features, risks and rewards of each pool are glven below: General Pool Monthly 6.69% 50% 382,862 3.89% 14% 54,230
1)  General Pool Profit Rate & Profit
General Pool weightage l:;ﬁt Sharing Mudarlb F Pr::t:lRate General | Amount of
The Bank manages one general pool for its depositors' (Rabbul Mal) maintaining deposits in both local and forsign anhounceme e Ratlo of uda ee . m Hiba General Hiba
currencies and also commingled its equity in this pool. The income (gross income less direct expenses) generated nt period Eamed | o iarib distributed
from the pool is distributed between Bank's equity and depositors' fund in proportion to their respective share in the 5 5 - o -
pool. Under the Mudaraba mechanism, the income so distributed to depositors’ fund is shared between the Bank % % Rs.in thousands % Rs. in thousands
(Mudarib) and depositors' (Rabbul Mal) according to the pre-agreed profit sharing ratios and assigned weightages. Islamic Export Monthly 5.58% 3.04%
- . . Refinance (IERS)
The deposits and funds accepted under the General Pool are deployed to diversified sectors and avenues of the
economy / business mainly to 'Agriculture, forestry & fishing', 'Textile & Allied’, 'Food & Allied’, 'Distribution & Trade', Treasury
'Investment in Government of Pakistan ljarah Sukuk’, stc. Musharaka/ As required 6.85% 5.79%
Mudaraba Pool
Parameters assoclated with risk and rewards
Equity Pool Monthl 17.91%
Following are the consideration attached with risk and reward of general pool: auity v
- Period, retum, safety, security and liquidity of investment. 2015 - Restated
- Financing proposals under process at various stages and likely to be extended in the near future.
- Expected amount of procurement of deposit during coming days as a result of concerted marketing efforts Prof_l'l ::;te & Profit s:ro'_l'lt Profit Rate G il Amount of
of the Bank. General Pool welghtage Rate arNg | yiudarib Fee return enera ou
- Element of risk attached to various types of investments. announf:eme Earned Ratlo 0" distributed Hiba General Hiba
- SBP rules and Shari‘ah clearance. nt period Mudarib
% % Rs. in thousands % Rs. in thousands
2) Islamlic Export Reflnance Scheme (IERS) Musharaka Pool
General Pool Monthly 6.27% 50% 71,176 3.68% 48% 34,298
The Bank manages IERS Musharaka Pool for funds accepted from SBP under IERS. Under the PLS mechanism, the
Bank generates revenues from the pool funds which are shared with the SBP according to the pre-agreed profit Profit Rate & Profit Profit Profit Rate
sharing ratios. Musharaka investments from the SBP under IERS are channeled towards the export sector of the General Pool welghtage r Sharing Mudarib F r tu General | Amount of
economy and other financings as per SBP guidelines. announceme Eal laml:d Ratio of udarib Fee dlsrterlb:::ed Hiba General Hiba
nt perlod Mudarlb
3) Treasury Musharaka / Mudaraba Pools % % Rs. in thousands % Rs. in thousands
The Bank accepts funds from other banks to manags its liquidity under Musharaka / Mudaraba mods. The funds Islamic Export Monthl 6.86% 4.40%
accepted are tagged to remunerative assets having maturity on or after the the period for which funds are accepted. Refinance (IERS) v ' ’
The revenus generated from the pool asset is shared betwesen the bank and other member of the pool according to
pre-agreed profit sharing ratios or assigned weightages accordingly. Treasury
Musharaka/ As required 6.49%  45.28% 27,389 3.55% 1% 345
4) Equity Pool Mudaraba Pool
The Equity Pool consists of Bank's equity and funds accepted on Qard (non-remunerative current deposit account) Equity Pool Monthly 7.68%

basis. The funds of this pool are invested in various assets or ventures which are higher in risk or having longer
funding period. In addition to that all staff financings are financed by this pool. The risk of assets in the pool is borne
by the Bank.

Charglng of expenses

43 DATE OF AUTHORISATION FOR ISSUE

These financial statements were authorised for issus on February 068, 2017 by the Board of Directors of the Bank.

L/ R Dmalle

W

Direct expenses are being charged to respesctive pools, while indirect expenses such as general and administrative h |

expenses are being borme by the Bank as Mudarib. No provision expense is charged to the pool unless it is written Pt ot E‘-IL-

off. The direct expsnses charged to the pool may include depreciation of ljarah assets, premium amortization on

Sukuk, impairment losses due to physical damages to specific assets in pools etc. However, this is not an exhaustive RAZA MANSHA AHMED EBRAHIM HASHAM OMAIR SAFDAR ALI MUHAMMAD MAHOON
list; the Bank's pool management framework and the respective pool creation memo may identify and specify thess CHAIRMAN DIRECTOR DIRECTOR PRESIDENT / CEO

and any other similar expenses to be charged to the pool.
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Annexure - |
Summarized detail of the valuation of owned properties (refer note 11.2.1)

City Land Building Total
Rupees in thousands

Faisalabad 156,263 21,556 177,809
Hyderabad 29,700 15,750 45,450
Karachi 74,997 178,000 252,997
Lahore 252,010 90,462 342472
Rawalpindi 87,045 5,985 93,030

Grand Total 600,005 311,753 911,758

ANNUAL REPORT 2016

133

A S [ i T o
2 ',:'v'ﬂ-f-".éheﬂm'_ o

ANNUAL REPORT 2016






WE ARE PURE, WE ARE RIBA FREE MCB WE ARE PURE, WE ARE RIBA FREE——

Peoples Colony Faisalabad
Kotwali Road Faisalabad
Sharif Pura Chowk, GT Road Gujranwala
Bhimber Road Gujrat
Jinnah Avenue, Blue Area Islamabad
F-10 Markaz Islamabad
G-11 Markaz Islamabad
Quaidabad Khushab
Liberty Market Lahore
Zblock DHA Lahore
Shah Alam Market Lahore
Allamalgbal Town Lahore
Maulana Shaukat Ali Road, Johar Town Lahore

58 Main Gulberg Lahore
Shan Arcade, New Garden Town Lahore
Cavalry Ground Lahore

Off Rawind Road, Dream Gardens Lahore
Opposite Expo Centre, Johar Town Lahore

PIA Housing Society Lahore
Shah Rukh-e-Alam Colony Multan
Nawan Shehar Multan
Shahi Road Rahim Yar Khan
Bank Road Rawalpindi
Satellite Town Rawalpindi
Chaklala Schemelll Rawalpindi
Farid Town Sahiwal
Club Road Sargodha
Lahore-Sheikhupura Road Sheikhupura
Mall Godam Road Toba Tek Sing

1
r-ﬂ \
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Thandi Sarak

Main Saddar Bazar
Latifabad
Shahrah-e-Faisal
Rashid Minhas Road
Khayaban-e-Shamsheer
M.A. Jinnah Road
S.I.T.E.
Khalid-Bin-Waleed Road
Korangi Industrial Area
North Nazimabad
Dhooraiji

F.B Industrial Area
Gulshan-e-Igbal
Abdullah Haroon Road, Saddar
Anaj Mandi Road

Masjid Road

Station Road
Hyderabad Road
Hyderabad Road

Hyderabad
Hyderabad
Hyderabad
Karachi
Karachi
Karachi
Karachi
Karachi
Karachi
Karachi
Karachi
Karachi
Karachi
Karachi
Karachi
Larkana
Nawabshah
Sukkur
Tando Adam
Tando Allahyar
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Taj Road
Airport Road
Tehsil Road
Band Road

M.A Jinnah Road
Hazara Town
Sirki Road
Main Road
Tehsil Road

Chaman
Gawadar
Loralai
Pishin
Quetta
Quetta
Quetta
Turbat
Zhob
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Pak Haider Market, GT Road
Shamsi Road

Main Bazar

Tasneem Plaza

Karkhano Market

Matta

Kabal

Zeb Plaza Balambat Road

Batkhela
Mardan
Mingora
Peshawar
Peshawar
Sawat

Sawat

Timergara
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FORM OF PROXY

MCB Islamic Bank Limited
1/We of

being member(s)

I (o (o ) (g §

P LG S
&AL s Al

of MCB Islamic Bank Limited (“the Company”), holding

Ordinary shares, do hereby appoint

of or .
failing him/her of Jla ("d:{j)")f}fdu@u(ﬂ/l’
, who is

L LA e b
Slalee 2 S5 Ut Z_///}‘/ f;w//;/ J!
S ing Bt G S FE G SV TL sy P85 el sl o Sl S22 5o
St SEB-DU A e P DL 10:005 5 2017 Gl 275t
e I s 5T

—e 42017 Sl Tl S el b e

L L 15 3PS A

also Member of the Company, as my / our proxy to vote for me / us, and on my / our behalf at the Annual General Meeting of the Company to be

held on Monday, March 27, 2017 at 10:00 AM at MCB House, 15-D, Main Gulberg, Lahore and at any adjournment thereof.

As witness my/our hand this day of 2017.

Member's signature on
Rs. 5/- Revenue Stamp

Witness No. 1: Witness No. 2:
Name : Name :
C.N.I.C. No./Passport No: C.N.I.C. No./Passport No:
Address: Address:
7
q/’bk"zﬁf{dtgé)Jék
NOTES
A General:

Zﬂ}o‘f 1 /,‘;a'f
J&%Lo‘f %Lo'}f

(L' ,'L‘

.
*
.

1 A member entitled to attend and vote at the meeting is entitled to appoint a proxy to attend and vote for him/her. No person shall act as a proxy, who is
nota member of the Company, except corporate entity which can may appoint a person who is nota member.

2 Theinstrument appointing a proxy should be signed by the member or his/her attorney duly authorized in writing. If the member is a corporate entity, its
common seal should be affixed on the instrument.

3 The instrument appointing a proxy, together with Power of Attorney, if any, under which it is signed or a notarially certified copy thereof, should be
deposited, with the Company Secretary, MCB Islamic Bank Limited, 339, Z Block, DHA Phase lll, Lahore not less than 48 hours before the time of
holding the meeting.

o}\:

If a member appoints more than one proxy, and more than one instrument of proxy is deposited by a member, all such instruments of proxy shall be
rendered invalid.

The Company Secretary
MCB Islamic Bank Limited
339- Z Block, DHA Phase llI,
Lahore

Ak Ak Ee
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