The photograph shows star trails. Using a photography technique which employs long exposure times,
the light trails that are created in the sky because of the rotation of the earth have been captured.
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Stars, the hot luminous celestial bodies that punctuate the landscape of our night sky have
fascinated man since the beginning of time. The 100 billion stars in the Milky Way galaxy have
been intimately woven into the fabric of human artistic, literary and religious beliefs. As man
understood the celestial constellations, stars were used for the accurate determination of time and
direction. Since our planet is essentially a sphere, at every instant, each star in the sky is precisely
overhead some observer on Earth. As the Earth rotates, stars follow imaginary lines drawn on the
Earth's surface, much like the lines of Latitude and Longitude. When given stars have a specified
geometrical relation to the meridian of Greenwich in England, a new sidereal, or stellar, day begins.
The method of navigation using stars, the moon and planets as points of reference is attributed
to Persians and Arabs, amongst others. The Arabs are generally accepted as the last known "star
namers" of note. It is this history of navigation and time keeping using celestial bodies, and the
religious symbolic importance of the star in Islam that forms the basis of the inspiration for our
annual report concept this year.

As the pioneers of Islamic Banking in Pakistan, Meezan Bank is proud to be setting the direction
and standards of Islamic banking in the country and paving the way for all others to follow.



Qur Vision

“Establish Islamic banking
as banking of first-choice...”

Establish Islamic banking as banking
of first choice to facilitate implementation of an
equitable economic system, providing
a strong foundation for establishing a fair and
just society for mankind.

Our-Mission

“To be a premier Islamic bank...”

To be a premier Islamic bank offering
a one-stop shop for innovative value-added
products and services to our customers
within the bounds of Shariah, while
optimizing the stakesholders’ value through
an organizational culture based on
learning, fairness, respect for individual
enterprises and performances.






Key Corporate Values

Core Values
Shariah Compliance, Integrity, Professionalism,
Service Excellence, Social Responsibility.

Brand Personality
A sober and established, strong, empathic, professional person;
who is an extremely loyal and dependable friend and business partner,
and is committed to offering comprehensive value-based
Shariah-compliant financial solutions.

Staff
Committed, motivated, and professionally trained
employees who are empathic to their customer’s needs.

Relationships
Are long term with Meezan Bank. We recognize and value
our customers’ needs above all, and strive to ensure their fulfillment.
All customers are treated with professionalism and in a
friendly manner. It is our endeavor to ensure that they receive
efficient and timely service. The Meezan Bank
experience is a unique one.



Riba-free Banking Objectives

To provide Shariah-compliant products and
services as a feasible and valuable alternative to
conventional interest based finance.

To continue exploring, developing and
delivering new products and services that fulfill all banking
needs of the Pakistani market.

To achieve sustainable growth, maximum
market share, and high profitability in all areas of banking
and other affiliated Islamic financial services.

To maintain absolute world class service
excellence, with a dedicated focus on value and
recognition for our customers.

To build and sustain a high performance culture in accordance
with Islamic values and Shariah principles.

To continuously foster an enabling and positive
corporate environment, where all our employees have shared values,
common goals and are motivated in maximizing their contribution
towards the cause of Riba-free Banking.

To effectively manage and mitigate all kinds of risks
involved in the Islamic Banking business.

To maximize use of state of the art technology to ensure cost
effective operations, efficient management information systems,
enhanced delivery capability and high service quality.

To effectively manage Meezan Bank’s portfolio of businesses
to achieve strong and sustainable return to our
depositors and shareholders.



Quaid’s Concept of
Islamic Banking

| shall watch with keenness the work of your Research
Organization in evolving banking practices compatible with
Islamic.ideas of social and economic life. The economic system of the
west has created almost insoluble problems for humanity and to many
of us it appears that only a miracle can save it from disaster
that is now facing the world. It has failed to do justice between men and
to eradicate friction from the international field. On the contrary,
it was largely responsible for the two world wars in the
last half century. The western world, in spite of its advantages, of
mechanisation and industrial efficiency is today in a
worse mess than ever before in history. The adoption of western
economic theory and practice will-not help us in achieving our goal
of creating a happy and contended people.

We must work our destiny in our own way and present to the world
an economic system based on true Islamic concept of equality of manhood
and social justice. We will thereby be fulfilling our mission as Muslims
and giving to humanity the message of peace
which alone can save it and secure the welfare, happiness
and prosperity of mankind.

(On the occasion of the Opening Ceremony of
The State Bank of Pakistan on July 1st, 1948.)



“We must work
our destiny in our
own way and
present to the
world an
economic system
based on true
Islamic concept
of equality of
manhood and
social justice.”
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Key Figures at a Glance

2006 2005 2004
Profit and Loss Account
Total return on financings, investments and placements 2,704 1,459 534
Total return to depositors 1,464 690 250
Net Spread 1,240 769 284
Fee, Commission, Brokerage and Exchange Income 418 253 128
Core Banking Income 1,658 1,022 412
Provisions (123) (39) (19)
Other income 273 369 238
Operating expenditure (1,028) (719) (409)
Profit before tax 780 633 221
Taxation (176) (214) 3
Profit after tax 604 419 224
Balance Sheet
Total Financings Portfolio 27,031 19,741 12,340
Total Assets 46,439 30,676 19,697
Total Deposits 34,449 22,769 13,770
Share Capital 3,780 2,037 1,346
Total Shareholders Fund 4,763 3,025 2,098
Market Capitalization 7,465 4,736 2,247
Number of staff 1,389 786 511
Number of branches 62 28 16
Ratio
Break up Value (Rs.) 12.60 14.85 15.59
Market Value per Share (Rs.) 19.75 23.25 16.70
Cash dividend (%) - - -
Stock dividend (%) 10.00 16.00 15.00
Right shares at par (%) 50.00 20.00 30.00
Price earning ratio 10.51 15.92 10.02
Earning per Share (Rs.) 1.88 *1.46 1.67
Net Spread 45.86 52.69 53.15
Net profit before tax (%) 22.98 30.42 24.56
Net Profit after tax (%) 17.80 20.15 24.94
Operating Expense to income (%) 73.40 67.71 73.36
Financing to deposit ratio-ADR (%) 65.68 73.86 69.97
Capital Adequacy ratio 12.80 10.67 10.00
Return on average assets (%) 1.57 1.67 1.46
Return on average equity (%) 15.64 16.70 12.16

* Profitability for 18 months ended December 31, 2001
**Restated
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Meezan Team

Meezan Bank is managed by a team of professional bankers committed to the cause of Islamic Banking. This single
unifying factor unleashes the tremendous power of a dedicated and motivated team committed to fulfilling the Vision
and Mission of this Bank.

The business segments of the Bank are:

Corporate and Investment Banking

Commercial and SME

Consumer Finance

Treasury & Financial Institutions

Asset Management

The Asset Management business is managed through a subsidiary Al Meezan Investment Management Limited.

The Retail Bank is organized in three Regions across Pakistan, namely South Region which has 25 branches,
Central Region with 25 branches and North Region with 12 branches.

An overview of the organization structure is shown on the next page.
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History of Riba-Free Banking in Pakistan

1947

The inception of Pakistan as the first Islamic Republic created in the name of Islam.

1980
Council of Islamic Ideology (CII) presents report on the elimination of Interest, genuinely considered to be the first
major comprehensive work in the world undertaken on Islamic banking and finance.

1985
Commercial banks transformed their nomenclature stating all Rupee saving accounts as interest-free. However,
foreign currency deposits in Pakistan and foreign loans continued as before.

1991
Procedure adopted by banks in 1985 was declared unlslamic by the Federal Shariat Court (FSC). The Government
and some banks/DFls made appeals to the Shariat Appellate Bench (SAB) of the Supreme Court of Pakistan.

1997
Al-Meezan Investment Bank is established with a mandate to pursue Islamic Banking. Mr.Irfan Siddiqui appointed
as first and founding Chief Executive Officer.

1999

The Shariat Appellate Bench of the Supreme Court of Pakistan rejects the appeals and directs all laws on interest
banking to cease. The government sets up a high level commission, task forces and committees to institute and
promote Islamic banking on parallel basis with conventional system.

2001

The Shariah Supervisory Board is established at Al-Meezan Investment Bank led by Justice (Retd.) Muhammad
Tagi Usmani as Chairman. State Bank of Pakistan sets criteria for establishment of Islamic commercial banks in
private sector and subsidiaries and stand-alone branches by existing commercial banks to conduct Islamic banking
in the country.

2002

The first Islamic banking license is issued to Meezan Bank by the State bank of Pakistan. Societe Generale’, a
French commercial bank, operations in Pakistan are acquired by Meezan Bank and concurrently Al Meezan
Investment Bank converts itself into a full fledged Islamic commercial bank. The new bank is renamed Meezan
Bank and President General Pervez Musharraf inaugurates the Bank at a formal ceremony in Karachi.

2003

A Musharaka-based Export Refinance Scheme is designed by the State Bank in coordination with Meezan Bank
Limited, in order to provide export finance to eligible exporters on the basis of Islamic modes of financing. Efforts
are underway to develop Islamic money market instruments like ljarah Sukuk to facilitate the banks in respect of
liquidity and SLR management.



Pakistan’s first Shariah compliant house mortgage facility is launched by Meezan Bank. The product enables home
purchase, home construction, renovation, as well as replacement of any existing mortgage.

Al Meezan Investment Management Limited (AMIM), a group company of Meezan Bank, introduces Meezan Islamic
Fund (MIF), the country’s first open-end Islamic Fund.

2004

The State Bank establishes a dedicated Islamic Banking Department (IBD) by merging the Islamic Economics
Division of the Research Department with the Islamic Banking Division of the Banking Policy Department. A Shariah
Board has been appointed to regulate and approve guidelines for the emerging Islamic Banking industry.

The Government of Pakistan awards the mandate for debut of international Sukuk (Bond) offering for USD 500
million. The offering is a success and establishes a benchmark for Pakistan. Meezan Bank acts as the Shariah
Structuring Advisor for this historic transaction.

Al Baraka Islamic Bank was issued the second Islamic Banking license by the State Bank of Pakistan.

Meezan Bank’s asset management arm, Al Meezan Investment Management Limited (AMIM), launches the Meezan
Balance Fund (MBF). The offering is over subscribed 1.25 times.

2005

Meezan Bank launches the Meezan Islamic Institution Deposit Account (MIIDA), a unigue product tailored exclusively
for Islamic Financial Institutions (IFIs). The facility is the first of its kind in Pakistan, whereby Islamic Banks (including
dedicated, as well as conventional Islamic windows) now have the opportunity to manage excess liquidity by
maintaining a checking account with Meezan Bank specifically designed for this purpose.

Meezan Bank becomes the first customer of Islamic Insurance (Takaful) by signing the first Memorandum of
Understanding MoU with Pak-Kuwait Takaful Company Limited (PKTCL). The signing of this MoU has ushered
Pakistan into a new era of Islamic Insurance (Takaful).

2006

A number of new dedicated Islamic Banks, namely Bank Islami and Dubai Islamic Bank, commence operations
in Pakistan. Meezan continues its leadership position in the industry by more than doubling it branch network to
a total of 62 branches in 21 cities, clearly establishing itself as the largest Islamic Bank of the country.

Meezan Bank, becomes the first Islamic bank to introduce 8 am to 8 pm banking at select branches in Karachi.







Our Foundations

The five pointed star, our theme for this year’s
annual report, hints not only at the importance and significance
of the five pillars of Islam, but also at our five key strengths
that make Meezan Bank the Premier Islamic Bank.
These five key strengths form the
foundations of our Riba- free banking
cause. They are:

Shariah Strength
Financial Backing
Comprehensive Business Solutions
Largest Branch Network

Service Quality



Shariah Strength




The members of the Shariah Board of Meezan Bank are internationally renowned scholars serving on the
Boards of many Islamic banks operating in different countries.

The members of the Shariah Board are:

1. Justice (Retd.) Muhammad Tagi Usmani (Chairman)
2. Dr. Abdul Sattar Abu Ghuddah

3. Sheikh Essam M. Ishaq

4. Dr. Muhammad Imran Usmani

Justice (Retd.) Muhammad Taqi Usmani is a renowned figure in the field of Shariah, particularly Islamic
Finance. He holds the position of Deputy Chairman at the Islamic Figh Academy, Jeddah and Chairman of
the Accounting and Auditing Organization for Islamic Financial Institutions. He is also a member of Shariah
advisory boards of a number of financial institutions practicing Islamic Banking and Finance including Abu
Dhabi Islamic Bank, Dubai Bank, European Islamic Investment Bank, Capitas Group, and Dow Jones Islamic
Shariah. He has been teaching various subjects on Islam for 39 years. He is also serving as the Vice President
of Darul-Uloom, Karachi. He also served as a Judge in the Shariat Appellate Bench, Supreme Court of
Pakistan.

Born in Pakistan, Justice (Retd.) Muhammad Taqi Usmani holds an LLB from Karachi University. He graduated
from Punjab University in 1970. Prior to that, he completed Takhassus course i.e. the specialization course
of Islamic Figh and Fatwa (Islamic Jurisprudence) from Jamia Darul-Uloom, Karachi.

Dr. Abdul Sattar Abu Ghuddah holds positions of Shariah Advisor and Director, Department of Financial
Instruments at Al-Baraka Investment Co. of Saudi Arabia. He holds a Ph. D in Islamic Law from Al Azhar
University Cairo, Egypt. He is an active member of Islamic Financial Institutions.

Dr. Abdul Sattar teaches Figh, Islamic Studies and Arabic in Riyadh and has done a valuable task of researching
and compiling information for the Figh Encyclopedia in the Ministry of Awgaf and Islamic Affairs
in Kuwait. He was member of the Fatwa Board in the Ministry from 1982 to 1990.

Sheikh Essam M. Ishaq graduated in Political Science from McGill University, Montreal, Canada. Currently
he is teaching Figh and Ageeda courses in UAE and Bahrain at Umm Al-DarDa’ Islamic Centre. He holds
the position of Shariah Advisor at Discover Islam, Bahrain.

Dr. Muhammad Imran Usmani is a LLB, M. Phil, and Ph. D. in Islamic Finance and graduated as a scholar
from Jamia Darul-Uloom, Karachi. He has done a specialization course in Islamic Jurisprudence as well. He
is the Shariah Advisor for Meezan Bank, where he is also involved in training sessions for the Bank staff on
Islamic Finance and Shariah issues. Dr. Usmani has been teaching several branches of Islamic learning since
1990 at Jamia Darul-Uloom, Karachi.

Dr. Usmani serves as an advisor/ Member of Shariah Boards of the State Bank of Pakistan, HSBC Amana
Finance, Guidance Financial Group in the USA, Lloyds TSB Bank in the UK, Japan Bank for International
Cooperation (JABIC), Credit Suisse in Switzerland, Future Growth Equity in South Africa and Capitas Group
in the USA.



Financial Backing




Shareholding Structure as at February 28, 2007 % Rs. in millions

Pakistan Kuwait Investment Company (Pvt.) Limited 30 1,134
Shamil Bank of Bahrain B.S.C 26 979
Islamic Development Bank 9 352
Noor Financial Investment Company 16 588
Others 19 727
Paid up Capital 100 3,780

Pakistan Kuwait Investment Company (Private) Limited (PKIC), a joint venture between the
Governments of Pakistan and Kuwait, is one of the most profitable and respected financial institutions in Pakistan.
It is commonly referred to as a leading example of a successful sovereign joint venture. PKIC has nurtured a
diversified experience in foreign currency transactions, project finance and syndications in over 25 years of its
operations in Pakistan. It is the first financial institution in Pakistan that has been rated AAA (Triple A) for medium
to long term by JCR-VIS Credit Rating Company Limited, an affiliate of Japan Credit Rating Company.

Shamil Bank is a leading Islamic commercial and investment bank incorporated in the Kingdom of Bahrain.
The Bank has grown steadily since 1982 to become a leading Islamic financial Institution with a shareholding
equity of USD 342 million as at 30 September 2006. The bank provides a diverse range of products and services
that cater to the financing and investment needs of individuals and institutions.

Shamil Bank operates a network of local branches and maintains a presence in overseas market through its
subsidiary, associated and affiliated companies. The Bank is listed on the Bahrain Stock Exchange.

Islamic Development Bank (IDB) is located in Jeddah and is an international financial institution established
in 1975 in pursuance of a declaration of the conference of Finance Ministers of Muslim countries to foster
economic development and social progress in member (Islamic) countries. IDB has a capital base of approximately
USD 5 billion and enjoys a presence in 53 member countries. The Bank participates in equity capital and grants
loans for productive projects and enterprises besides providing financial assistances in other forms for
economic and social development.

Noor Financial Investment Company is a Kuwaiti investment company, engaged in investment and
financial activities primarily in Kuwait, the Middle East, Asia and other emerging markets. The company was
established as the financing arm of the National Industries Group (NIG), which is one of the largest private
sector industrial groups in Kuwait.

Noor provides a broad range of financial services, which include advisory services, underwriting, guarantee or
counter guarantee services, term financing and syndications. The company actively invests in local capital
markets and also diversifies its investments through international capital markets.



Comprehensive Business Solutions




Meezan Bank has one of the largest offering of Shariah driven products and services under one roof. The Bank
has developed an extraordinary research and development capability by combining investment bankers,
commercial bankers, Shariah scholars, legal experts and product users that has led to the introduction of many
products which satisfy business needs and meets world-class service standards. Some of the products and

services are:

Corporate and Commercial Banking

Modes of Financing Facilities
Murabaha

Musharakah

Diminishing Musharakah
ljarah

Mudarabah

Istijrar

Istisna

Investment Banking & Shariah Advisory Services

Investment Banking Services
Syndication Structuring
Privatization Mandates
Mergers & Acquisitions

Retail Banking

Current & Savings Account

Rupee Saving Account

Current Account

Dollar Saving Account

Karobari Munafa Account

Meezan Islamic Institution Deposit Account

Consumer Financing
Car ljarah — Islamic Auto Finance

24/7 Banking

ATM/Debit Card
ATM Outlets

Other Shariah Driven Services

Import & Export Facilities

Guarantees

Bill Discounting by using Dollar Salam or Murabaha
Islamic Export Refinance

Shariah Advisory Services

Sukuk Bond Structuring

Conventional Bank Conversion Advisory Service
Islamic Banking Training

Term Certificates

Certificate of Islamic Investment
Monthly Mudarabah Certificate
Dollar Mudarabah Certificate
Meezan Aamdan Certificate
Meezan Providence Certificate

EasyHome — Islamic Housing Finance

Internet Banking
Call Center

Meezan Bank continues to educate the market by offering various business value propositions in a transparent
and open manner, in addition to addressing commonly asked questions about Islamic Banking and how it differs

from the conventional system.
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Alhamdolillah, Meezan Bank has established 62 branches in 21 cities across Pakistan. This is a milestone
that is not only the success story of Meezan Bank but also the continuing success story of Islamic Banking
in Pakistan. With this extensive network our existing and potential customers are now closer than ever in
attaining Islamic Banking at their doorstep. All branches provide real time online banking facilities to customers.

Having the recognition of being the first and largest dedicated Islamic Bank in Pakistan, Meezan Bank team
continues to build on its Vision of making “Islamic Banking the Banking of First Choice”. One of the key
objectives of the Bank is to have its footprint strategically placed in all major cities of the country enabling
the public to avail the benefits of Shariah Compliant Banking in their neighborhood.

The Bank is currently segmented into three Regions of Pakistan. The cities in which the Bank presently
operates are as follows:

Southern Region Central Region Northern Region
Karachi Lahore Islamabad
Sukkur Gujranwala Rawalpindi
Hyderabad Kasur Gujar Khan
Quetta Sargodha Peshawar
RELINRETEGE Swat
Faisalabad Abbottabad
Multan
Sialkot
Sadigabad
Dera Ghazi Khan
Sahiwal

The goal is to increase the branch network to over 100 branches during 2007, subject to the approval from
State Bank of Pakistan. Meezan Bank’s mission is to provide its customers dedicated and pure Islamic Banking
facilities with the greatest of convenience and personalized service. It remains the Bank’s endeavor to establish
solid foundations of Islamic Banking in Pakistan.






Meezan Bank is committed to delivering its products and services within the highest service quality
parameters. The Bank prides itself for the relentless pursuit of excellence in all spheres of its
activities.

The defining values that Islam itself inculcates, are in essence the source of what service quality
itself means. Honesty, complete transparency, effective delivery, fair pricing, respect and recognition
for the consumer are all clear aspects of our faith and belief. As an Islamic institution, Meezan Bank
considers it a prime duty to adhere to these Shariah guidelines.

The aim is to be recognized for consistently providing superior service quality to the customers.
The service mission of the Bank itself clearly defines the parameters of this goal:

“To develop committed service culture which ensures the consistent delivery of our
products and services, within the highest quality service parameters, promoting
Islamic values and ensuring recognition and a quality banking experience to our
customers.”

Service excellence requires a special way of thinking, feeling and behaving towards customers. It
is a state of mind, an attitude and a way of seeing the world that motivates our team members to
give their best. It is in essence a service mindset, exemplified in every member of the Meezan Bank
family.

To achieve and maintain this mindset, the Bank has a dedicated Service Quality department that
is responsible to promote and implement our service mission at all levels. A Service Quality structure
has been implemented throughout the Bank with dedicated staff assigned to each branch. Special
attention is also being given to the training of staff and regular ‘service huddles’ are organized on
a monthly basis to discuss service issues. Mystery Shopping is being carried out nationwide to
analyze employee performance, transaction turn around time and overall perception of the Meezan
Bank experience.

A centralized complaint resolution department (Customer Care Unit) has also been set-up to deal
with all customer complaints and queries.



Chairman’s Review

“Inshallah, Meezan Bank will continue to
lead the way, and | am confident that the committed
management team coupled with the Bank’s other salient strengths
will ensure this progress and bring the benefit of its
value proposition to the market as a whole.”



Alhamdolillah,

It gives me great pleasure to present the Annual Report of Meezan Bank for the year ended December 31st 2006.
Throughout 2006 Meezan Bank achieved a number of milestones which will Inshallah pave the way for its progress
in the years to come.

Foremost of these milestones is the record addition of 34 new branches to the Bank’s country-wide network, taking
the total to 62 branches in 21 cities.

Secondly, the deposit base of the Bank crossed Rs. 34 billion, ranking it 22nd in commercial banks operating in
Pakistan and securing its place as a medium sized Bank with a critical mass of assets
and liabilities. Its market share of Islamic Banks operating in Pakistan now stands at 48%,
by far the largest in the country.

Thirdly, the total staff strength of the Bank crossed 1300. An extensive training program
is initiated for new employees inducted into the Bank. The program will ensure that Meezan
has a steady supply of adequately trained manpower.

These milestones clearly establish Meezan Bank as one of the leading financial institutions
in Pakistan, and | am confident that the management is well committed to take the bank
to the next level over the coming years.

In its fifth year as a full fledged Islamic commercial bank, Meezan Bank continues to
offer a wide range of Shariah-compliant financial products, and has once again been
given the “Best Provider of Islamic Financial Services” award for Pakistan in 2006 by the
Islamic Finance News.

The Vision of the Bank is to establish Islamic banking as banking of first choice in Pakistan
and to be the ‘Premier Islamic Bank’ of the country. As a torchbearer of Riba-free Banking,
Meezan Bank remains relentless in carrying forward its mission. As an institution dedicated from the outset to solely
offering Shariah-compliant banking, it continues to lead the market with innovative and technologically advanced
financial solutions supported by continuous research and development, culminating in the largest variety of products
and services under one roof.

Thanks to its aggressive market presence, solid financial backing and phenomenal growth, Meezan Bank is well
positioned to fulfill its goals in the future guided shared core values and heightened sensitivity to service excellence.

It is also gratifying that the Islamic Banking industry continues to grow at an exponential rate both in Pakistan and
worldwide. There are now six dedicated Islamic Banks in the country, four of which have already commenced
operations and 12 “Islamic windows” of conventional banks. The proliferation of Islamic banks/windows clearly
reflects the strong market demand for this sector.

Given the magnitude of innovation injected in Pakistan’s financial sector by new Islamic Banks and the considerable
investment in training and infrastructure, a vibrant and strong Islamic Banking Industry is rapidly emerging in
Pakistan and Inshallah poised to capture 10% of the total market share in the next five years.

Inshallah, Meezan Bank will continue to lead the way, and | am confident that the committed management team
coupled with the Bank’s other salient strengths will ensure this progress and bring the benefit of its value proposition
to the market as a whole.

Finally, | would like to express our gratitude to the State Bank of Pakistan, Ministry of Finance and the Government
of Pakistan for their continuous commitment to establish a viable Islamic financial system in the country. | also
thank our shareholders, fellow Board Members, members of the Shariah Supervisory Board and the Bank’s staff
for their unrelenting mission in making Meezan Bank the premier and dedicated Islamic Bank of Pakistan.

May Allah grant us success in our endeavors.

Ebrahim Bin Khalifa Al-Khalifa
Chairman




Business and Operations Review

Business Review

Alhamdollilah, the Bank has once again demonstrated excellent performance in each one of its business segments.
This review focuses on performance of the Bank’s main business segments namely, Corporate and Investment
Banking, Commercial Banking and SME, Consumer Banking, Treasury & Financial Institutions and Asset Management.

Corporate and Investment Banking (CIB)

The CIB department has a mission to build rewarding and sustainable 360-degree relationships with a broad range
of corporate customers by offering the full spectrum of Shariah compliant financial solutions. The focus is on
nurturing and developing such relationships with clients by understanding their diverse financing needs and working
to develop innovative products to meet these needs. Of particular note is the initiative taken by the department to
work with a number of customers and help them to convert their entire financial arrangements from interest-based
banks to Islamic banking.

CIB achieved new milestones in the growth of their asset base, net spreads and fee income. Total corporate
advances portfolio increased by 24% to Rs. 18.5 billion while income from the financing portfolio has also shown
excellent growth of over 20% in 2006.

Due to the increasingly diverse needs of the corporate clients for advisory and structured finance transactions, a
specialized unit focusing on Investment Banking has been established, so as meet this market need and establish
a strong presence in this area. Islamic investment banking is emerging as a market with huge potential and
Meezan Bank has successfully concluded the following deals during the year:

December 2006 December 2006

Sitara Chemical Industries Wateen Telcom (Pvi.) Limited

Limited

O AN

% q IWATEEN
TELECOM

N\ 4 Privately Placed Sukuk Issue

Privately Placed Sukuk Issue PKR 1,200 million
PKR 625 million

Participant
Lead Advisor & Arrange

2 2

* Lead managed a Rs. 625 million privately placed Sukuk issue for Sitara Chemical Industries Limited to finance
its power project.

e Participated with Rs. 280 million in Rs. 1,250 million Syndicate finance for plant expansion of Maple Leaf
Cement Factory.

* Participated with Rs. 250 million and played an active role in structuring Rs. 1,200 million privately placed
project financing Sukuk of Wateen Telecom (Pvt.) Limited.

* Participated with Rs. 280 million in Rs. 5,500 million Syndicate finance for plant expansion of Bestway Cement
Limited.

e Structured an innovative transaction guaranteeing equity participation by sponsors in Fatima Fertilizer Ltd.

The unit’s focus for the next year would be to enhance its profile in the industry by leading and participating in
Syndications and providing financial advisory.



Commercial Banking and SME (CBSME)

The CBSME department, which was set-up in 2005, consolidated its position during the year and focused on building
a high quality portfolio. Meezan Bank recognizes the importance of this important segment of the economy and
has accordingly added significant new resources in the area of its operation. The CBSME department has been
organized into two distinct segments during the year. The Commercial Banking segment targets the ‘middle-market’
and handles all customers with a sales turnover of less than Rs. 600 million but more than Rs. 300 million and total
exposure of up to Rs. 100 million. The SME segment targets all customers with sales turnover of up to Rs. 300
million and total financing exposure not exceeding Rs. 75 million. The total SME portfolio grew by 1,772 million
during the year from Rs. 864 million to Rs. 2,636 million.

Consumer Finance (CF)

The CF department is responsible for managing all consumer asset products and currently offers two products,
Car ljarah (Islamic Auto Leasing) and EasyHome (Islamic Housing Finance). In the short span of a few years,
Meezan Bank’s consumer business has achieved significant market share in Auto and Housing Finance with high
quality portfolios evidencing excellent risk parameters and negligible non-performing cases.

Car ljarah

The Car ljarah business was launched four years ago and now stands at Rs. 3,150 million. The Bank has financed
over 6,000 vehicles till December 31, 2006. Growth has been steady during this period.

Healthy portfolio management and risk diversification is evident across the portfolio, with 54% of the car ijarah
cases resting in the 3 year tenor, 18% in 4 years, and 28% in 5 years. Furthermore, over 50% of financing is done
in the 800 — 1,000cc category, the most stable middle market consumer financing, with light commercial vehicles
and imported units at 6% and 4% respectively.

The non-performing portfolio presents another Meezan Bank milestone at 0.5% of the total principal outstanding.

Car ljarah
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EasyHome

As the nation’s first Islamic Housing Finance facility, Meezan Bank’s EasyHome completed its third year in December
2006. Meezan currently offers a number of variations of the product to suit different customer needs with options
for buying, building or renovating a home, as well as replacing an existing mortgage. The total portfolio currently
stands at Rs. 2,604 million. The Bank has financed over 1,200 home units across Pakistan till December 31, 2006.

The product variations are extremely well diversified between the key targeted segments of salaried, business and
self-employed professionals, while also evidencing critical risk parameter health through a strong bank investment
versus client investment ratio (BIR) as well as a very desirable debt burden ratio (DBR).

Key Portfolio Statistics

Segment Portfolio BIR DBR Average Average Size
Ratio Tenor (years) (Rs. in Millions)

Salaried 41% 58% 35% 18 15

Business 52% 57% 41% 12 3.5

SEP 7% 65% 40% 18 4.0

Portfolio (Weighted Average) 59% 38% 17 2.4

Portfolio credit quality highlights very strong risk management foundations evidenced by the fact that there are no
installments overdue by more than 90 days.

Treasury & Financial Institutions (TFI)

The TFI department is responsible for managing the treasury and financial institutions business of the Bank. Treasury
manages treasury marketing, foreign exchange and money market and Shariah compliance income securities while
Financial Institutions (FI) is responsible for building and managing the Bank’s correspondent banking network i.e.
relationships with other banks both local and foreign for trade and money transfers.

The TFI department faces special challenges in managing
the liquidity of an Islamic Bank given the limited avenues
available for the deployment of funds. At the start of the
year, the much-awaited local currency WAPDA Sukuk
(Islamic bond) was finally launched which partially
addressed the Statutory Liquidity Reserve (SLR) needs
of the Bank. However, the lack of other SLR instruments
is seriously hampering the growth of Islamic Banks and
it is hoped that the State Bank of Pakistan and Ministry
of Finance will be able to address this matter soon.

Fl & Correspondent Network

FI focused on improving the efficiency of trade business
conducted with our numerous counterparts worldwide.
The number of correspondent banks increased by 18%
and several banks increased the confirmation lines
available to the Bank. This extensive coverage of 203 B risanks [l Country Converage
correspondents in 93 countries allows Meezan to provide

a comprehensive network to customers to conduct trade

finance business.
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In June, 2006, the Bank signed a Memorandum of
Understanding (MOU) with International Islamic
Financial Markets (IIFM), whereby MBL has been
appointed as IIFM’s representative in Pakistan for the
purpose of facilitating IIFM’s activities locally. IIFM is
a leading Bahrain based institution established with
the objective of developing a global Islamic money and
capital market. A first step in this regard in Pakistan
was the hosting of a specialized conference-cum-
workshop in January 2007 on the subject of Sukuk and
REITS. The Governor SBP inaugurated the event,
which was a great success attracting an unprecedented
number of foreign delegates.

Asset Man agement SBP Governor Dr. Shamshad Akhtar receiving memento from

The asset management business of Meezan Bank is Meezan Bank CEO Mr. Trankoiddiat

managed by its subsidiary, Al Meezan Investment
Management (AMIM). The company has been
operational since 1995 and has one of the longest track
records of managing mutual funds in the private sector
in Pakistan. It is also the only asset management firm
with a sole mandate of providing Shariah compliant
investment solutions in the country. It is professionally
managed by a team headed by Mr. Mohammad Shoaib, 7
who is also the President of CFA Association of Pakistan, s
a member society of CFA Institute, USA and was
nominated as one of the three “Most Influential CFA
Charter holders” by the CFA Institute for the year 2006.

Funds Under M of Al

Rs in Billions

As part of the Bank’s endeavour to maintain the highest
standards of ethical and professional conduct, AMIM
is the only asset management firm in Pakistan that has
voluntarily adopted the CFA Institute’s Asset Manager 0
Code of Professional Conduct, which outlines the ethical Jundz  Jun03 = Jun.OdouuniOS R u OCREDecilS
and professional responsibilities of firms that manage

client funds.

AMIM currently offers four mutual funds namely; Al Meezan Mutual Fund, Meezan Balanced Fund, Meezan Islamic
Fund and Meezan Islamic Income Fund. In addition, the company also manages segregated private portfolios for
some corporate clients. Meezan Bank acts as Shariah Advisor to AMIM and the strict Shariah standards, as
practiced by Meezan Bank, are applicable to all activities of the Funds. The growth of total funds under management
and the contribution of each Fund to the total are shown.

Composition of Asset under Management December 2006

(Others) 12%

(AMMF) 21% (MIF) 42%

(MIIF) 9%

(MBF) 16%




Meezan Islamic Fund (MIF) is the flagship open end equity fund of Al Meezan Investments. It primarily invests in
Shariah compliant listed equity instruments. The fund was launched in August 2003 and since then has grown to
a size of over Rs. 3.5 hillion. MIF is not only the largest Shariah compliant fund in Pakistan but as at December
31, 2006, it was also the largest open-end equity fund in the private sector.

MIF-Total return since inception 128% AMMF-Total return since inception 581%
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Al Meezan Mutual Fund (AMMF) was the first fund launched by Al Meezan Investments (in 1996) and is one of
the oldest mutual funds in the private sector. It is a closed end equity fund investing in Shariah compliant listed
equity instruments. It has an impressive dividend payment track record and has paid over Rs. 800 million in dividends
to its investors since inception. The fund’s average annual return since inception has been 20%.

MBF-Total return since inception 44%
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Meezan Balanced Fund (MBF) is Pakistan’s only Shariah complaint balanced fund that invests 50-60% of its net
assets in Shariah compliant listed equities while the remaining assets are deployed in Shariah compliant income
instruments. MBF is a closed end fund that was launched in December 2004 and since then it has distributed
Rs. 360 million cash as dividend amongst its investors.

Meezan Islamic Income Fund (MIIF) is yet another first by Al Meezan Investments as it is the only Shariah
compliant income fund in the country. MIIF was launched in December 2006 and has received tremendous response
from the investors. The fund’s net assets have already crossed Rs 1.0 billion. MIIF is an open-end fund that invests
in Shariah compliant income instruments including Sukuks, Musharakah Certificates and other Shariah compliant
income instruments/contracts.



Fund Ratings

Performance of funds under management of Al Meezan Investments has been exceptional over the years and
these have been regularly ranked amongst the best funds within their respective categories. Currently, two of our
mutual funds, Meezan Islamic Fund and Meezan Balanced are ranked 5-Star by PACRA, which is the best rating
for a mutual fund and reflects the superior performance of these funds. Al Meezan Mutual Fund is currently rated
4-Star. Since Meezan Islamic Income Fund was recently launched, it has not been rated at the moment. Exceptional
management quality of Al Meezan Investments has also been recognized by the rating companies and Al Meezan
Investments has been awarded management quality rating of AM-2 by JCR-VIS which is again one of the highest
in the asset management industry in Pakistan.

Operations Review

We wish to reiterate the commitment of the Board to the shareholders that Meezan Bank is committed to the cause
of Islamic Banking and all transactions undertaken by the Bank are in accordance with the directives of its Shariah
Advisor and Shariah Board. It is the job of all support units to ensure this. These units comprise of:

Product Development & Shariah Compliance (PDSC)

The PDSC department is a very important department and reflects the strong commitment of the Bank towards
Islamic banking. PDSC works directly under the supervision of the Bank’s Shariah Advisor — Dr. Muhammad Imran
Usmani. The function is vital in ensuring strict Shariah compliance in all area of the Bank’s operations. PDSC's
role is manifold and comprises of facilitating new Product Development activities, refining existing products and
procedures, providing Islamic Banking Training to new recruits and existing staff members, conducting regular
Shariah Audit and reviews of branches and departments, coordinating with Bank’s Shariah Board and providing
Islamic Banking Advisory Services to both local and foreign financial institutions.

In the area of Product Development, the Bank has initiated several new structured Islamic Sukuk transactions and
developed a new investment avenue of local Commodity Murabaha product to manage excess liquidity of the bank
in a Shariah compliant manner. The Bank is also conducting research on several new Islamic products in the areas
of consumer, corporate and retail banking level.

PDSC has played a vital role during the year in imparting Islamic banking training to bank employees, customers,
Ulemas and Scholars throughout Pakistan. The department has carried out a number of training sessions ranging
from basic to in-depth specialized workshops. A comprehensive Islamic Banker Certification (IBC) program was
successfully introduced in Pakistan. The Bank has also conducted successful training programs in UK specially
designed for Shariah scholars and bankers with 1st Ethical Charitable Trust, UK.

PDSC has conducted several Shariah compliance
reviews with special focus on the development of
Shariah compliance controls in all the activities of the
Bank. In this regard, a Shariah Audit and Compliance
Review Manual was also developed.

The PDSC department has also taken the lead in
providing Product Development Advisory Services to
different financial institutions interested in offering
Islamic Banking products and services around the
world. The main objective of Meezan Bank’s Advisory
function is to help financial institutions develop Islamic
Banking Products by sharing the experience, research
and success stories. During the year, PDSC has
successfully entered into advisory arrangements with

Capitas Group of USA and other Islamic banks. Signing ceremony between INCEIF and Meezan Bank
witnessed by Dr Zeti Akhtar Aziz, Governor Bank Negara Malaysia

and Dr. Shamshad Akhtar, Governor State Bank of Pakistan.




The Bank has also executed MOUs with INCEIF, Malaysia and Utruj Foundation, UK to collaborate in the areas
of training, research and product development. PDSC also provided Shariah Advisory Services to the funds managed
by Al Meezan Investment Management (AMIM). Several advisory projects are in the pipeline and negotiations with
interested institutions are already underway.

Operations and Trade Finance

The Operations department is responsible for complete back office processing of transactions of the Bank. The
total transaction volume of the Bank increased substantially during the year to more than 35,000 transactions per
day. The primary objective of the Operations department is to ensure that all transactions are accurately processed
in line with the SLA's agreed with the respective departments.

Extensive work was undertaken during the year to ensure that policies and procedures are put into place to ensure
that the above objectives can be met. In addition, the department is continually mapping all processes with a view
to evaluating ways of increasing efficiency and reducing weaknesses.

One of the initiatives taken was to introduce for the first time in Pakistan the concept of [~ ~~
‘EIGHT to EIGHT banking’ that offers a limited range of banking services between 5 pm
and 8 pm.

TO
The Trade Finance unit, which is part of Operations, also had a busy year, handling a record
volume of Rs.53 billion in trade finance (import and export) business. The department also 8
manages the unique Islamic Export Refinance facility offered by the SBP, which is
financing to exporters for certain stipulated types of export goods.

BANKING

Information Technology (IT)

The IT department is the nucleus of all the transaction processing and service delivery channels of the Bank. The
importance of IT, in this fast-paced environment, has never been more critical given the rapid changes in technology,
the dynamism of the financial sector and the new paradigms that now define the manner in which people work and
transact their busines