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MCB Islamic Bank Ltd.

Report of Shari’ah Board

(For the Year ended December 31, 2019)

The Shari’ah Board of MCB Islamic Bank Ltd. (MIB) was established in September, 2015.
Currently Shari’ah Board 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 Nadeem Igbal as Member Shari’ah Board. There was availability of all
Shari’ah Board Members throughout the year many meetings were held through conference
calls & video conferencing. In the year 2019 formal Shari’ah Board meetings were held on
the following dates:

+  First Shari’ah Board Meeting March 29, 2019

4+ Second Shari'ah Board Meeting June 18, 2019

+  Third Shari’ah Board Meeting - September 26, 2019
+  Fourth Shari*ah Board Meeting - December 19, 2019

|

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 arc required to submit a report on the overall Shari’ah compliance
environment of MIB. In the year 2019 Shari’ah Board’s meetings with Board of Directors
were held on the following dates:

+  First Shari’ah Board - Board of Directors Meeting — April 23, 2019
+  Second Shari’ah Board — Board of Directors Meeting - December 19, 2019

To form our opinion as expressed in this report, the Shari’ah Compliance Department (SCD)
of MIB carried out reviews of each type of transactions, products, process flows/modus
operandi and concepts under the supervision of RSBM/Head Shari’ah Compliance. In this
regard. all 100 branches have been inspected for Shari’ah compliance, as per Shari’ah
Compliance Program. In the year 2019 the focus was on new 90 branches. Further. as far as
Shari’ah compliance review of Goups/Divisions/Departments is concerned, it has been
ensured to comply with Shari’ah Compliance Program. In order to enhance the Islamic
banking knowledge and expertise regarding functions of  different
Goups/Divisions/Departments: Shari’ah trainings were made mandatory for all staff of the
Bank with the coordination of Learning & Development Departmen (L&D) of HRG to
comply with regularoty instructions.
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3. Four (4) Instructions & Guidelines & Two (2) Fatawas were already issued by the Shari’ah

Board of the MIB are still remained same without any changes. In the year 2019 a new Fatwa
was issued by the Shari’ah Board of the MIB regarding Istisna transaction & an Instruction
& Guideline was issued regarding compliance of the Shari’ah Governance Framework. All
Fatawas and Instructions & Guidelines issued by Shari*ah Board of the MIB are being
implemented in the MIB in true letter and spirit.

SCD with the coordination of management and under the supervision of RSBM/Head
Shari’ah Compliance has reviewed following product documents:

Liability Products & Other Documents

MIB Na'mat Premium Plus Term Deposit, MIB Asaan remittance saving account & MIB
Asaan remittance current account, MIB Deposit Product Manual, Liability Products
Handbook, Profit & Loss to Customers Based on Customer Group Level Deposits
Aggregation, Services & Charges Differentiation for Priority Banking Customers, Interim
Process & Changes in some MIB Liability Products.

Letter of Documentary Credit

LC under Wakalah (Application & Agreements), Note for Approval-LC under Wakalah
(Amendment in 'Trade Finance Manual for Imports’), Musawamah Financing (Purchase)
Document, Application & Agreements for Issuance of Letter of Documentary Credit- Based
on Murabaha/Musawamabh.

Agency & Guarantee

Security Documents (Agreements of Pledge and Personal Guarantee), Agency Agreement
for Physical Delivery.

Consumer Finance

Consumer Car Financing Product Program Amendment-Appraisal value of used car finance
cases "Diminishing Musharakah Housing Finance — Revised Shari’ah Process Flows &
Customer-End Documents, Customer Request for Deferral of Rental & Revised Payment
Schedule Formats for Consumer Car Finance (Ijarah & Diminishing Musharakah) and
Diminishing Musharakah Housing Finance, Consumer Car Finance Product Program
(Renewal 2019), Diminishing Musharakah Housing Finance Product Program (Renewal-
2019).

Murabaha & Murabaha Microfinance

Murabaha Product Manual V-2.0 & 2.01, Finished Goods Murabaha Agreements & Standard
Process Flow, Revised Order Form and Revised Bank's Instructions-Murabaha, Murabaha
Microfinance Facility Agreements, Agency Agreements and Process Flows, Murabaha
Microfinance Product Program (Renewal — 2019). "Murabaha Microfinance End-to-End
Process Manual (Renewal —2019) and its allied formats,

Musawamah
Musawamah Financing (Purchase) Product Structure & Process Flow and Salient F eatures,
Legal Agreements for Musawamah Financing (Purchase) Product. Revised Bank's
Instructions-Musawamabh.
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Sukuk, Takaful & Bai Muajjal

Shari'ah Structure of Pakistan Energy Sukuk, Pakistan Energy Sukuk-All Legal Agreements
& Documents, Shari’ah Structure of Pakistan Energy Sukuk — II, Pakistan Energy Sukuk II
— Legal Agreements & Documents, Amendment in Master Istisna Agreements (Clause
11.01), Takaful Agreement between AICL-WTO and MIRB for Housing Finance, Bai Muajjal
Legal Agreements.

Urdu Translation
Urdu Version of Murabaha Microfinance Application Form, Urdu Versions of Murabaha
Microfinance Facility Advising Letter, Customer U ndertaking on Payment of Installments
for Murabaha Microfinance — Urdu Version. Translation of Product Key Fact Sheets for
Bullet and EMI based Financing under Murabaha Microfinance.

Diminishing Musharakah

Diminishing Musharakah Housing Finance Product Program Amendment Length of
Occupation Criteria, Amendment in Diminishing Musharakah Housing Finance Product
Program-KIBOR Benchmark, Amendment in Diminshing Musharakah Housing Finance
Product Program-Post Dated Cheques, Amendment in Musharakah Running Finance (MRF)
Product Manual V3.0.

Miscellaneous Schemes & Other Documents

Islamic Finance Facility for Storage of Agriculture Produce, Islamic Re-Finance Scheme for
Working Capital Financing of SME & Low and Medium Enterprises. Islamic Re-Finance
Facility for Modernization of SMEs, Islamic Finance Facility for Renewable Energy,
Promotion of SME Finance-Content Material. Sale Agreement with Islamic Banks.

SCD has also facilitated Islamic Banking training sessions for the front and back offices staff
of MIB. Further, L&D-HRG has taken initiative to establish an effective and comprehensive
Islamic Banking training mechanism in compliance with IBD Circular No. 02 of 2018,
Dated: Jun 29, 2018, “Enhanced Training & Capacity Building Measures for Islamic
Banking Institutions (IBIs)” issued by Islamic Banking Department, State Bank of Pakistan,
for MIB front and back offices staff at all levels. Internal trainers were also part of Shari’ah
related training initiatives during the year.

Shari’ah Board praises and encourages the continuous. comprehensive & profound efforts of
MIB Management regarding implementation of all instructions and guidelines issued by
Shari’ah Board.

Recommendations:
Based on the observations made through Shari’ah review reports and Shari’ah Compliance
checks, it is recommended that:

I To encourage small depositors towards Islamic banking, Deposit products should be
designed specifically for small/micro depositors, it will not only boost banks’ deposits
but will also be helpful for increasing percentage of population dealing with Islamic
banking channel which is also one of the objective of IBD-SBP. Therefore, it is

.
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ii.

1.

Vi
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recommended to introduce deposit products for depositors with low savings is
indispensable.

In future, there shall be more Shari’ah Trainings in compliance with regulatory
requirements.

There should be more focus on Shari’ah trainings of Consumer finance &
Microfinance.

[t is emphasized to encourage the Islamic Microfinance due to its requirement in the
country instead of investment in Sukuk etc. Through Islamic Microfinance, Islamic
Banking Industry can penetrate to grass route level to facilitate micro level traders.

To comply the regulatory requirement, it is strongly recommended to avoid the manual
calculation & distribution of profit in Pool Management System.

Usage of Islamic Banking terminologies must be ensured during MIB’s Treasury,
Irade and Operational activities, further compliance of Islamic banking principles must
be ensured in all activities of MIB.

As from November 2019, to comply the instruction of IBD-SBP, SCD is not revieiwing
the transaction at funding and financing stages and the responsibility of the relevant
groups now has increased in this regard, therefore, it is recommended to ensure the
compliance of Shari’ah Board’s approved Modus Operandi/Process Flow in true letter
and spirit to avoid charitization of recognized profit.

Conclusion:
Shari’ah Board has reviewed & advised corrective measures on the External & Internal
Shari’ah Audit and Shari’ah Compliance Inspection reports and is of the view that:

1.

1v,

vi.

MIB has complied with Shari’ah ruls and principles in the light of Fatawa, Instructions
and Guidelines issued by Shari’ah Board.

MIB has complied with SBP Inspection report in true letter and spirit,

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.

MIB has a comprehensive mechanism in place to ensure Shari’ah Compliance in their
overall operations.

During the course of Shari’ah compliance, it was realized that the addition in the
amount of Charity during the year was PKR 54.88 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. Details of Charity account are available in the note # 18.1. During
the year. non-Shari’ah compliant income was reported through an SCD report in the
last Shari’ah Board meeting of 2019, in which Shari’ah Board advised to Charitize the
profit of two transactions of Microfinance.

MIB has complied with the SBP instructions on profit and loss distribution and pool
nmnagcmcnt.
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vii.

viil.

While the Bank is actively pursuing training of its human resources about various
aspects of Islamic Banking & Finance through training sessions/seminars, however
further improvement is required to enhance 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 have made sincere efforts
and appreciate the importance of Shari’ah compliance in overall operations of MIB.
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 Tauwfeeq. and to express its wishes for further progress, development
and prosperity of Islamic Banking, Alhamdulillah under the sincere efforts of senior
management, and [slamic Banking industry in Pakistan as a whole.

Mosad crr, fuSoore

Professor Mufti Munib-ur-Rehman
Chairman Shari’ah Board

L \\4
Mufti Syed Sabir Hussain Mufti Nad€em Igbal
Resident Shari’ah Board Member Member Shari’ah Board
Date of Report: January 24, 2020.
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