Annexure-111 to BPD Circular No. 01 of 2003

GUIDELINES FOR OPENING OF STAND ALONE BRANCHES
FORISLAMIC BANKING BY EXISTING BANKS

With the objective of promoting Idamic banking in Pekigan, the following
Guiddines for opening of Stand-done branches for Idamic Banking by exising
commercid banks have been prepared by State Bank of Pakistan. The banks desirous of
offering Shariah compliant products and services are required to gpply to the State Bank
for issuance of alicense under these Guidelines.

1. Definitions

The following tems as used in these Guiddines, shdl have the following
meanings-
) “banks’ means commercid banks, including branches of foreign

banks operating in Pakigan, which desre to offer Shariah
compliant products and services,

i) “IBB” or “branch” means the Idamic Banking Branches of
commercid banks, which offer the Shariah compliant products and
servicesonly;

iii) “Sharich compliant products and sarvicess means banking
products and services offered by banks to their clients duly
approved by their Shariah adviser/Shariah Supervisory Committee;

iv) “IBF" means the Idamic Banking Fund set up by the banks to
fund the operations of their Idamic Banking Branches,
V) “IBD” means the Idamic Banking Divison st up a the heed

office of the bankg country offices in Pakigan to adminiger,
supervise and regulate al matters pertaining to IBB.

vi) “depogt” means depodts mobilized under section 26A of the
Banking Companies Ordinance, 1962.

LICENSING REQUIREMENTSFOR ISLAMIC BANKING BRANCH(ES)

2. Eligibility Criteria

The digibility of a bank to open Idamic banking branch(es) shdl be consdered
by the State Bank keeping in view, among others, the financid drength of the bank as
evident from its capitd base(net capitd free of actud and potentid losses), adequacy of
its capital Structure, record of earning capabilities, future earning prospects of the bank,
managerid capabilities, bank’s liquidity pogtion, track record of the bank’s adherence to
prudentid regulations, credit discipline, quality of cusomer sarvices and the convenience
and the needs of the population of the area to be served by the proposed branch. In
addition, the following considerations will dso be taken in the grant of the license-

() Banks having CAMELS rating of 1, 2 and 3 in the last ON-SITE
ingoection shal be digible for opening Idamic Banking Branches.

(i)  There should not be mgjor adverse ingpection findings againg the bank.

(i)  The bank shdl identify experienced and traned key daff to handle the
IBB operations.

3. Working Paper /Pr oposal

The applying bank is required to submit a proposa to the Idamic Banking
Divison, Banking Policy Department of State Bank, outlining the following details-

) Number of branches adongwith name of city where the IBB is to be
offered within the next financid year.
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i) Products and services to be offered by the IBB including deposits,
financing, investment, etc.

iii) Method of segregeting the funds of IBB from the funds of
commercid banking of the applying bank.

iv) Infrastructure and logidtic requirements, including manpower and
training programs.

V) The name, quaification and experience of Shariah Adviser(s).
vi) Accounting aspects, such as accounting policies to be followed,
profit and loss sharing mechanism, etc.

The banks will be required to submit such further information as required by State

Bank while processing the case.

4,

i)

ii)

Vi)

| ssuance of License

State Bank will evauate the proposad of the bank keeping in view merits of the
case and upon its satisfaction, will grant an gpprovd in principle to the bank for
opening of branch(es) upon such terms and conditions as it deems fit. However,
license for individud branch opening shdl be issued on receipt of formd
gpplication on prescribed format under the provisons of Section 28 of the
Banking Companies Ordinance, 1962 (Application Form). This will be issued
when requirements of para 5 hereof are complied with and evidence is provided
that adequate security arrangements have been provided at the proposed place of
business and the Town Planning Regulations are not violated.

In subsequent years, if the bank wishes to open more branches, the bank shal
submit to State Bank of Pakistan for gpprova, an Annud Idamic Banking Branch
Expanson Plan (the Plan) a least 30 days before the commencement of each
cdendar year (January-December) during which it plans to open branches. The
plan would, inter dia, indicate the number of the new branches proposed to be
opened in urban and rurd aress, location of each of the proposed branch and the
area which it would serve, branches proposed to be closed (if any), the number of
exiding branches incurring losses consecutively for the last three years
arangements for managerid and other daff members and information technology
access and linkage for the proposed branches and arrangements for housing each
of the proposed branch. State Bank will consder the Plan for new branches
keeping in view the need of the system and grant gpprova in principle for number
of new branch(es) that bank will be dlowed to open during the given cdendar
year within 30 days from the date of receipt of the Plan complete in al respect.
The gpprova in principle granted under a particular Plan shdl lgpse in case bank
fails to submit a forma gpplication for issuance of license at least 30 days before
the expiry of that particular year. Smilarly license issued under the respective
Plan shdl expire where a bank fails to open the branch before 31% December of
that year.

Request for a new branch in Azad Kashmir will have to be supported by the
AJK Government.

The branch(es) shall be subject to the prevaent banking and other laws, rules and
directivesissued by SBP from time to time.

Banks will be free to <hift or redlocate their branches within the same
city/town/village without prior approvd of State Bank. Intimation of shifting of a
branch will be sent by the bank concerned to the State Bank within 15 days from
the date of its shifting on prescribed proforma (Annexure‘A’).

The license may be revoked in case it subsequently transpires that the bank had
made materid misrepresentation of facts or conceament of materid information
and the respongble offica(s) shdl persondly be liable for action under the
relevant laws.
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Commencement of Business

Before commencement of busness, the bank will ensure that dl the Documents

and agreements petaning to each type of products and services adongwith Risk
management guidelines, Plans for Internd control and Information Technology systems
ae in place. All rdevant documentsagreements and guiddines should be duly certified
by ther Shariah Adviser/Committee and a cetificate in this regard will be submitted to
the State Bank adongwith the Application Form. All these documents should be made
readily available to the SBP Ingpection Team during inspection of the bank.
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|lamic Banking Division

The bank will be required to set up an Idamic Banking Divison (“IBD”) a the
Head Office/Country Officein Pakistan.

The bank will submit the organizationd dsructure of the IBD dongwith detals of
key persons of the divison (qudification and years and type of experience) to
Banking Policy Department of State Bank alongwith the Application Form.

The respongbilities of the IBD shdl be asfollows-

@ To manage and be responsble for the operations of IBB(s), including
policy and procedura matters,

(b) To liase with other depatments in the bank and Shaiah
Adviser/Committee to ensure smooth operations of IBB(S);

(© To ensure that dl funds pooled into the IBF are channded into Shariah
compliant financing and investment activities,
(d) To arrangetraining of aff on Idamic banking;

(e To arange for compilation and submission of such returns, as may be
required to be submitted to State Bank from time to time;

) To ensure that dl directives and guidelines, particularly those applicable
to Idamic banking, issued by State Bank are strictly complied with;

(9) To mantan the Satutory Cash Resarve and Liquidity Requirement with
State Bank as prescribed by State Bank from time to time.

(h) Other roles and respongbilities as determined by the bank or State Bank
foomtimetotime.

The IBD shdl be headed by a senior and experienced officer directly reporting to
the Chief Executive (in case of foreign banks, the Country Manager) and manned
by qudified saff.

|damic Banking Fund

The bank shdl be required to maintain a minimum fund of Rs 50 million or 8% of
the risk weighted assets of 1BB(S), whichever is higher.

The IBF shdl be funded by way of an dlocation by the head office of the bank or
in case of foreign bank; its country office.

The IBF shdl be placed under the control of IBD to fund the operations of the
IBB(9).

Physical set-up

Every licensed branch of a bank shdl cary a name and shdl invaiably be

required to prominently display the name of the branch as stipulated in the license.

0.

Shariah Compliance
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The bank shdl be required to agppoint a Shariah Adviser/Shariah Supervisory

Committee condgting of Sharigh scholar(s) of repute to advise the IBD on matters
pertaining to Shariah. Sharish Advisr/Committee will be responsble to vet dl
agreements and products and services offered by IBD and/or IBB(S) in order to ensure
Shariah compliance.

10.

Systems and Control

The bank shdl ensure that proper sysems and controls are in place in order to

ensure segregation of funds and protect the interest of depostors, including but not
limited to the followings-

11.
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12.

i) The bank shall be required to prepare procedure manuds for the IBD and I1BB
operations duly approved by their Sharish Adviser/Shariah Supervisory
Committee as well as the Board of Directors or in case of branches of
foreign banks operating in Pakistan, by their Head Office.

ii) The bank shdl prepare a full st of documents pertaining to the depost,
investment and financing products pertaining to IBB operations.

iii) The full set of the documents duly vetted by ther Sharigh Adviser/Shariah
Supervisory Committee shdl be maintained by the IBD. Smilaly, dl
documents in respect of new schemes offered by IBB(s) shdl dso be
prepared and maintained by IBD before launching of the scheme.

iv) All documents (incdluding ledgers, registers, pay-in-dips, cheques, receipts,
passhooks, etc.) used in the IBD and IBB(s) shall be appropriately marked,
0 & to essly diginguish them from the documents pertaining to
commercid banking.

V) In order to efficiently utilize the exiging branch network, the bank may
authorize some of its branches to sdl the Idamic banking deposit schemes.
However, in such cases proper systems and control should be in place to
ensure that the fund trandfer takes place on the same day to/from the IBB.
The authorized branches shdl not, in any manner whatsoever, recelve/pay
interest on such sarvices The authorized branches may charge a
reasonable feelcommisson on sde of such deposit schemes under a policy
to be approved by the Board of Directors or in case of branches of foreign
banks, their Head Office. Proper training in Idamic banking should aso
be provided to the daff of authorized branches deding with such deposit
schemes.

vi) The bank dhal be required to undertake comprehensve internd audit
including internd Shariah Review on the operations of the IBB(s) and IBF
at least oncein ayear.

Accounting Records and Disclosure

The banks shall keep separate book of accounts in respect of Idamic banking
operations and ensure proper mantenance of records for al transactions for
segregation of funds.

The banks shdl prepare a separate daly tria baance of the operaions arising
from the IBB(S).

Based on the baances of dl the items (assats liabilities, expenses and income)
relating to the operations of the IBD/IBB(S), the bank shal prepare and submit
sepaae anud as wdl as quaterly financid datements for its IBB operations
adongwith its periodicd financid datements on the forma prescribed by Stae
Bank from timeto time.

Statutory Liquidity and Cash Reserve Requirements
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In order to maintan the Statutory Cash Reserve and Liquidity requirement in
respect of IBB operations, the IBD will open a separate current account with State Bank.
In this account, IBD will maintan the Cash Resarve with State Bank in the manner
prescribed for commercia banks (at present @ 5% of time and demand ligbilities). For
Sautory Liquidity Requirement (SLR), till the devdopment of Shariah compliant
agoproved securities, they will for the present, maintan an additiond cash amount
equivaent to 6% of their TDL in the same current account with State Bank in lieu of SLR
(i.e, 40% of 15% SLR a present). Therefore, in dl, IBD will maintain 11% of time and
demand ligbilities (TDL) of the Idamic banking branches in this current account with
State Bank on weekly average bass and 10% of TDL on daily bass in lieu of CRR and
SLR for IBB operations of the bank.

13. Reporting to State Bank

i) In the Weekly Statement of Podtion submitted to the State Bank, he banks shal
submit separately the pogition of I1BB operations.

ii) The banks shdl dso be required to submit such other statements regarding their
Idamic banking operations as prescribed from time to time.

14. Processing Fee

A processing fee @ Rs. 25,000/- per branch applied in the Proposa/Plan has been
fixed. The banks while submitting the Proposd/Plan shdl invariably enclose a cheque in
the name of State Bank of Pakistan as processng fee. The Proposd/Plan without the
amount of processng fee dhdl not be entertained. The processng fee will be non
refundable.
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