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Shari’ah Board Report
(For the Year ended December 31, 2021)

The Shari’ah Board hereby present its annual report on the affairs of MCB Islamic Bank Ltd.

The Shari’ah Board (SB) of MCB Islamic Bank Ltd. (the Bank) was constituted 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. Despite the tough conditions of
COVID all Shari’ah Board Members remain available throughout the year and many meetings
were held through audio and video conferencing. In addition to that, four formal meetings of
the Shari’ah Board were held during the year 2021 on the following dates to review various
matters which apart from other matters, include new products and services, product
modifications, transactions, structures, processes and Shari’ah issues, referred to them:

= First Shari’ah Board Meeting - March 19, 2021

. Second Shari’ah Board Meeting - June 17,2021

. Third Shari’ah Board Meeting - September 27,2021
. Fourth Shari’ah Board Meeting - December 13, 2021

In order to assist the SB to supervise all these matters throughout the year, the Shari’ah
Compliance Department (SCD) ensured that, apart from the SB meetings, it closely
coordinate with SB. This resulted in the continuous involvement of SB on Shari’ah affairs of
the Bank as well as enabled them to approve, by way of circulation, different matters in a
timely manner.

. While the Board of Directors and Executive Management are solely responsible to ensure
that the operations of the Bank 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 the Bank. During the year 2021 Shari’ah Board’s held meetings with Board
of Directors on the following dates:

» First Shari’ah Board - Board of Directors’ Meeting - February 9, 2021
= Second Shari’ah Board - Board of Directors’ Meeting - October 26, 2021

. To form our opinion as expressed in this report, the Shari’ah Compliance Department (SCD)
of the Bank carried out reviews of each type of transaction, product, process flow/modus
operandi and concepts under the supervision of RSBM/Head Shari’ah Compliance. SCD kept
Shari’ah board informed regarding Shari’ah compliance review activities of front and back
offices of the Bank during tough conditions of COVID in the country. A list of branches for



Shari’ah compliance review was approved by the Shari’ah Board. In this regard, 100
branches have been reviewed for Shari’ah compliance with strict compliance of COVID
related SOPs and as far as Shari’ah compliance review of non-branch is concerned, it has
been ensured to comply with the approved list of the Shari’ah Board. In order to enhance the
Islamic Banking and Finance knowledge and expertise of branch & non-branch entities’ staff
members; Shari’ah trainings were made mandatory for all staff of the Bank with the
coordination of Learning & Development Department (L&D - HRG). Further RSBM /Head-
SCD made surprise visit to 15 branches to ensure compliance of regulatory and Shari’ah
requirements.

. Four (4) Instructions & Guidelines and Four (4) Fatawas by the Shari’ah Board of the Bank
are in vogue without any changes. All Fatawas & Instructions and Guidelines issued by
Shari’ah Board of the Bank are being implemented in the Bank in true letter and spirit.

. SCD with the coordination of management and under the supervision of RSBM/Head
Shari’ah Compliance has reviewed various Product documents and SB reviewed and
approved 63 modus operandi out of which 16 for Corporate Banking, 29 for Commercial
Banking, 10 for SME Banking and there were 8 Standard process flows. As far as Products
are concerned, SB issued 71 Shari’ah Vetting Certificates related to products, 22 for Liability
products which also includes Roshan Digital Accounts, 16 Diminishing Musharakah mode of
financing, 4 each for Takaful, Guarantee & Treasury, 3 each for Musharakah Term Financing
& Murabaha and some other Product related documents in the year 2021.

. SCD has also facilitated Islamic Banking training sessions for the front and back offices staff
of the Bank For compliance with regulatory instructions. L&D not only arranged class room
sessions but also uploaded Online Islamic Banking training modules at Learning
Management Systems (LMS) for the easy access of Islamic Banking & Finance knowledge to
staff. Despite the difficult conditions due to COVID, L&D was determined to adhere to cover
the Islamic Banking & Finance trainings of its staff. Therefore, this year also, L&D had Virtual
classroom session with facilitation of SCD for the safety of staff and it allows learning for all
by overcoming geographical obstacles.

Moreover, in view of COVID conditions L&D-HRG has taken initiatives 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 the Bank’s front and back offices staff at all levels. SCD’s staff
facilitated as internal trainers on the Shari’ah related training initiatives during the year.
Furthermore, alongside regulatory requirements of executive management Shari’ah
trainings, L&D and SCD have jointly developed Islamic Banking & Finance Module and
AAOIFI Shari’ah Standards Module for capacity building of Executive Management, which
was launched during 2021.

. SCD has taken all necessary required actions in order to comply with the SBP-IBD Circular
No. 01 of 2021, Dated: June 14, 2021, Shari'ah Non-Compliance Risk Management (SNCRM).



SCD has ensured that SNCRM should be an essential element of Bank’s overall Risk
Management Framework. SCD shall report all Shari’ah Non-Compliance events and
transactions to the Risk Management & Portfolio Review Committee of the Board as well as
to the Board of Directors on a quarterly basis. As far as monitoring of SNCRM is concerned,
a Management Committee with the title of Shari’ah Non-Compliance Risk Management
Committee has been formed under Chair of President/CEO and representation form all
Groups (Group Heads). TORs of the said committee has been approved by President/CEO
and regular meetings are being conducted. This committee is responsible for close
monitoring of Shari’ah Non-Compliance Risk at the operational/management level. SCD
reports all Shari’ah Non-Compliance events and transactions to the said committee.

Shari’ah Board praises and encourages the continuous, comprehensive & profound efforts
and commitment of the Bank’s Board of Directors and the Management regarding
implementation of all instructions and guidelines issued by the Shari’ah Board especially
under the tough conditions of COVID.

Recommendations:

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

i. In future, there shall be more Shari’ah Trainings in compliance with regulatory
requirements. There should be a continuity of comprehensive mechanism to cater
situations like COVID to ensure continuity and compliance of Shari’ah Trainings.

ii.  More focus is needed on Product & Shari’ah trainings of Corporate, Commercial &
SME banking and it is strongly recommended to ensure mandatory Product &
Shari’ah trainings of the staff of Trade Operations, as some issues were found in its
transactions during the Shari’ah Compliance review.

iii.  Arrange general public awareness programs like, Seminars, Workshops and Question
& Answer Sessions from the Bank’s platform for building up the true image of Islamic
Banking & Finance as well as creating awareness/removing misconception about
I[slamic banking.

iv.  Continuity of Shari’ah trainings of the Bank’s higher management.

v.  Continue with Microfinance activities and the Bank should encourage the Islamic
Microfinance due to its requirement in the country. Through Islamic Microfinance,
[slamic Banking Industry can penetrate at grass-root level to facilitate micro level
traders.

vi.  Usage of Islamic Banking terminologies must be ensured during the Bank’s activities.
As far as internal environment of the Bank is concerned, all staff members of front
and back offices are strongly recommended to follow the proper dress code strictly,
which should be in line with the Bank Dress code policy, cultural norms, and reflect
due modesty as required by the dictates of Shari’ah.



Conclusion:

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

L.

ii.

iil.

iv.

Vi.

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

The Bank has complied with SBP Inspection report in true letter and spirit.

The Bank 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
Advisory Committee.

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

As far as Charity fund is concerned, separate liability account (non-chequing) is
opened in separate General Ledgers for each type of Charity Fund Collection

a. Charity due to late payment,
b. Charity against other Non-Shariah compliant income and
c. Dividend purification amount.

Funds cumulated in above mentioned each type of “Charity Collection Fund Account” is
maintained in Shari’ah Compliant remunerative account at the discretion of Shari’ah
Board/Resident Shari’ah Board Member.

Charity Fund is utilized for charitable, social welfare, religious, educational or any
other purposes approved by Charity Committee / Shari’ah Board.

In the year 2021 the addition in the amount of Charity was PKR 9.347 million from
different heads which was instructed to transfer to the Charity account.

Additions in Charity account during the year Rupees in 000s
- Received from customers against late payment 7,316
- Dividend purification amount 1,093
- Charity against other Non-Shari’ah compliant income 265
- Profit on charity saving account 673

Total additions in Charity account during the year 9,347

The Bank has disbursed the Charity amount to Shari’ah approved charitable
organizations as per Bank’s charity policy and SBP’s guidelines. Details of Charity
account are available in the note # 19.2.1. Shari’ah Board would like to praise Shari’ah
Compliance Department/RSBM for efforts made by SCD during tough times of COVID.

The Bank has complied with the SBP instructions on profit and loss distribution and
pool management.



vii. 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 high level management and the BOD have made sincere efforts and
appreciate the importance of Shari’ah compliance in overall operations of the Bank.

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

Shari’ah Board praises and acknowledged the efforts of Shari'ah Compliance
Department/RSBM of the Bank that besides Shari’ah Compliance environment of the bank in
regulatory inspection there was no instance regarding Non-compliance of regulatory
requirements as far as Shari’ah Governance Framework is concerned.

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, under the sincere efforts of senior management, and
I[slamic Banking industry in Pakistan as a whole.

ale | Mady adlaii 4

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

Mufti Syed Sabir Hussain Mufti Nadeem Igbal
Resident Shari’ah Board Member Member Shari’ah Board

Date of Report: January 21, 2022
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