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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 Prof. Mufti Munib-ur-Rehman as a Chairperson Shari'ah Board, Mufti Syed Sabir
Hussain as a Resident Shari'ah Board Member (RSBM) and Mufti Nadeem Igbal as a Member Shari'ah Board. All
Shari'ah Board members remained available year-round, and several meetings were conducted via audio and video
conferencing. Additionally, four formal meetings of the SB were held during the year 2024 on the following dates to
review various matters, which include new products and services, product modifications, transactions, structures,
processes and other Shari'ah issues, referred to them:

= First Shari'ah Board Meeting - March 28, 2024

= Second Shari'ah Board Meeting - June 13,2024

® Third Shari'ah Board Meeting —  September 10, 2024
" Fourth Shari'ah Board Meeting - December 27, 2024

SHARI'AH GOVERNANCE AND COMPLIANCE

The key factor that distinguishes the governance of Islamic banking institutions with conventional system is the SB,
which plays an additional role in the governance of these institutions. Furthermore, Shari'ah Compliance & control
mechanism ensures the implementation of SB's instructions and guidelines not only in products and services but
also in overall environment of the Islamic bank, which could have a positive impact on performance of it. All
decisions, rulings, instructions & guidelines and fatawa of the SB are binding on the Bank.

In order to assist the SB to supervise all these matters throughout the year, the Shari'ah Compliance Department
(SCD), apart from the SB meetings, closely coordinated with it. Shari'ah Compliance is a backbone of any Islamic
Financial Institution. It is an ongoing process carried out throughout the year. Through SCD, SB continuously
involves in the Shari'ah affairs of the Bank and enabling them to approve various matters in a timely manner. It also
helps minimize Shari'ah non-compliance risk and ensures that the bank's income is not directed to the charity
account.

ROLE OF BOARD OF DIRECTORS AND EXECUTIVE MANAGEMENT

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. Board of Directors should also
have a thorough understanding of its fiduciary responsibilities, especially towards Investment Account Holders/
Profit and Loss Sharing Depositors, who assume risks similar to those of shareholders. The Executive Management
of the Bank is also responsible for implementation of the SGF. To keep the BOD informed regarding Shari'ah
compliance, the Shari'ah Board is required to submit a report on the overall Shari'ah compliance environment of the
Bank. During the year 2024, Shari'ah Board — Board of Directors' Meetings held on the following dates:

®  First Shari'ah Board — Board of Directors' Meeting - June 13, 2024
®m  Second Shari'ah Board — Board of Directors' Meeting - October 21, 2024

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 Fatawa and instructions &
guidelines issued by the Shari'ah Board. It is also assumed that the BOD and management will increase their efforts
in the future to ensure Shari'ah compliance.

SHARI'AH COMPLIANCE DEPARTMENT

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 transactions on sample basis, products, process flows/ modus operandi and concepts under
the supervision of RSBM/Head Shari'ah Compliance. SCD kept Shari'ah Board informed regarding Shari'ah
compliance review of branches and back offices of the Bank. In this regard, 142 branches have been reviewed for
Shari'ah compliance and compliance has been observed regarding non-branch entities as per Shari'ah Compliance
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Program approved by SB. To ensure the compliance of IBD Circular No. 02 of 2018, RSBM/Head-SCD and SCD's
staff made surprise visits to 27 branches at South and North regions to ensure regulatory and Shari'ah compliance.
Subsequently, report presented to Board of Directors and Shari'ah Board.

Islamic Banks are fundamentally very different from their traditional counterparts out of a variety of angles. The
basic rule for Islamic bank is adherence to Shari'ah, and in case of divergence from it, raises the probability of
Shari'ah Non-Compliance that is very important besides observance of banking regulations. Therefore, to maintain
and increase the confidence of customers, Shari'ah compliance plays a vital role in this regard. So far, to ensure the
overall environment of the bank in terms of Shari'ah rulings, Seven (7) Instructions & Guidelines and Nine (9) Fatawa
have been issued by the Shari'ah Board of the Bank. These 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. The SCD conducted review of surprise visit of different branches. Additionally,
SCD conducted Shari'ah compliance review of back offices to ensure that the Bank's operations are in line with
Shari'ah principles. SB has reviewed and approved 99 modus operandi pertain to Corporate Commercial and SME
Banking. Main modes of financing are Diminishing Musharakah, Murabahah, ljarah, Istisnah and Musharakah
Running Finance.

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). It has ensured that SNCRM should be an
essential element of Bank's overall Risk Management Framework. Further, it shall report all Shari'ah
Non-Compliance events and transactions to the Risk Management & Portfolio Review Committee of the Board &
Shari'ah Non-Compliance Risk Management Committee as well as to the Shari'ah Board on a quarterly basis.
Shari'ah Non-Compliance Risk Management Committee of the Bank is responsible for close monitoring of Shari'ah
Non-Compliance Risk at the operational/management level. Regular meetings of all committees are being
conducted and SCD reported all Shari'ah Non-Compliance events and transactions to the said committees.

CAPACITY ENHANCEMENT AND AWARENESS SESSIONS

SCD has also facilitated Islamic Banking training sessions for the front and back offices staff of the Bank in order to
comply with regulatory instructions. In order to enhance the level of knowledge on Islamic Banking and Finance of
Bank's staff; Shari'ah trainings were made mandatory for entire staff of the Bank with the coordination of Learning
& Development Department (L&D — HRG). L&D not only arranged classroom sessions but also arranged virtual
sessions through different available modes. Online Islamic Banking training modules were also available at
Learning Management Systems (LMS) for the easy access of Islamic Banking knowledge to staff. L&D found
determined to adhere with the regulatory requirement on training of staff on Islamic Banking & Finance. Therefore,
number of session were arranged for the capacity enhancement of staff with the facilitation of SCD. A combination
of both Classroom & Virtual sessions were adopted to fulfill the need of outreach branches for Islamic Banking
trainings.

Moreover, 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's Shari'ah trainings, L&D and SCD have jointly developed Islamic Banking & Finance Module and
AAOQIFI Shari'ah Standards Module for capacity building of Executive Management.

Additionally, SCD facilitated multiple awareness seminars for the public to enhance understanding and remove
misconceptions regarding Islamic banking. This activity is performed with the coordination of L&D and Marketing
Department. A total of 34 sessions were organized across various small and large cities nationwide for scholars,
professors and students from colleges and universities, as well as for the customers. The role of RSBM and SCD is
praised in this regard.

CHARITY

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-Shari'ah compliant income
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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 2024, the addition in the amount of Charity was PKR 24.572 million from different heads which was
instructed to transfer to the Charity Account.

Additions in Charity account during the year Rupees in Thousands

Received from customers against late payment 23,269

Dividend purification amount

Charity against other Non-Shari'ah compliant income

Profit on charity saving account 1,303
Total additions in Charity account during the year 24,572

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 appreciates
the maintenance of a strong Shari'ah compliance environment by SCD. Shari'ah Board would like to praise Shari'ah
Compliance Department/RSBM for efforts made by SCD during the year.

RECOMMENDATIONS

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

i.  Considering the Federal Shariat Court's verdict of 28th of April 2022 on Riba and the 26th Amendment
to the Constitution of Pakistan 1973, it is recommended to actively contribute to the Islamization of the
economy and banking system as a whole.

ii.  Shari'ah Board suggests the offering of Shari'ah advisory services to non-banking financial institutions
and other entities including government institutions to Islamize their operations to contribute in
Islamization of whole economy.

iii. In future, the focus on Shari'ah training should be increased to ensure compliance with regulatory
requirements. Additionally, the Shari'ah Board recommends classroom-based and job oriented Shari'ah
training sessions for all staff members to enhance their understanding of Islamic Banking. The
arrangement of purpose built training locations should be ensured so that participants could get more
benefits.

iv. More focus is needed on the practical aspects and document execution of products in the Treasury,
Corporate, Commercial & SME, and Trade Operations of the Bank. It is also strongly recommended to
ensure mandatory Product & Shari'ah trainings of the back office.

v. Increase 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 Islamic banking.

vi. Shari'ah Board recommends the participation of representatives of all groups of Bank including Shari'ah
Board in national & international conferences which will be beneficial for the Bank's brand image and
capacity enhancement of the Bank's staff.

vii. Continuity of Shari'ah trainings of the Bank's higher management.

viii. Continue with Microfinance activities and the Bank should encourage the Islamic Microfinance due to
its requirement in the country. Through Islamic Microfinance, Islamic Banking Industry can penetrate at
grass-root level to facilitate micro level traders. It will increase the level of awareness about Islamic
banking at micro level.
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ix. 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 ShariXah. It is
recommended to take disciplinary action in case of violation of Dress Code Policy.

X. Itis suggested to consider transitioning the significant customer portfolio to Takaful, which adheres the
Islamic principles.

xi. We encourage for the broader implementation of Green Banking practices across the bank.

xii. It is recommended to have more focus on social and environmental sustainability by supporting
charitable activities and projects that align with Islamic values, and providing financial support for
underprivileged part of society.

xiii. Collect the outstanding charities with different customers or obtain formal Shari'ah Board approval in
case of exemption and deferral as per approved charity policy of the bank.

CONCLUSION

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

i.  The Bank has adhered to Shari'ah rules and principles, in accordance with the fatwas, instructions, and
guidelines provided by the Shari'ah Board.

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

iii. 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.

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

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

vi. The Bank is actively making efforts to organize awareness seminars for students, Ulema, customers,
and the general public to increase awareness about Islamic banking. The role of Learning &
Development and Marketing Departments is appreciated.

vii. Improvement is required to enhance the level of awareness and knowledge regarding Islamic Banking
among the staff, management and the BOD through enhanced training mechanism for each level. Top
management and the BOD have made sincere efforts and appreciated 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 duties effectively.

Shari'ah Board praises and acknowledges 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 Islamic Banking Industry in Pakistan as a whole.
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Mufti Syed Sabir Hussain Mufti Nadeem Igbal
Resident Shari'ah Board Member Member Shari'ah Board

Macd o Moo «

Professor Mufti Munib-ur-Rehman
Chairperson Shari'ah Board

Date of Report: February 12, 2025
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