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Summary:  

This report provides an overview of the results pertinent to the Corporate Governance Survey of the Egyptian 

Banking Sector conducted during April through May 2006.   

A total of 25 banks participated in the survey. Among the majority of responding banks, the questionnaires 

were completed by representatives of the banks’ top management, (e.g. Assistant General Managers) as well 

as heads of business divisions (e.g. Head of Compliance, Chief of Internal Audit).   

The conclusions drawn from the survey results were grouped into the following areas: 

 

General framework for Good Corporate Governance 

 

Rights of Shareholders 

 

Equitable Treatment of all Shareholders 

 

The Role of Stakeholders in Corporate Governance 

 

Transparency 

 

Structure, Functioning and Responsibility of the Board of Directors 

 

External Monitoring Role  

The survey revealed the following key findings:  

 

Respondent have in place a good general framework for corporate governance more emphasis is needed 
in the area of conducting structured reporting on compliance with good governance practices. 

 

Respondent banks ensure to a large extent equitable treatment of shareholders, and they protect to a 
considerable extent the rights of their stakeholders. More policies are needed to address minority rights  

 

More efforts need to be geared toward designing and implementing special training programs on 
corporate governance and internal control practices for employees  

 

Independent directors do not have a majority presence in the board room 

 

Banks, in general, do not take into consideration the evaluation of client's corporate governance 
practices in their credit risk assessment. 

 

Banks have special committees for supervising and monitoring major business functions.   

Corporate Governance as perceived by the Egyptian Banking 
Law No. 88 of 2003:  

The Egyptian Banking law No 88 of 2003 has indicated some elements to address governance 
issues in banks as follows:   

Rules of Owning Shares in Banks' Capital

  

o Egyptians and others may own the capital of banks, without being restricted by a maximum limit 
prescribed in any other law, and without prejudice to the provisions of the following Articles.  

o Every natural or legal person who owns more than (5%) of the issued capital of any bank, and not 
exceeding (10%) of it, shall notify the Central Bank there of, within fifteen days at most from the 
date of finalizing this ownership, according to the form prepared by the Central Bank for that 
purpose. If this ownership has taken place before enforcing this Law, the period shall be calculated as 
of the date of its enforcement.   
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o No natural or legal person is allowed to own more than (10%) of the issued capital of any bank, or 

any percentage leading to actual control over the bank, except after the approval of the Board of 
Directors of the Central Bank, according to the regulations prescribed in the Executive Regulations 
of this Law. Any act contrary to the foregoing shall be null and void.  

o In applying the provisions of this Article, the term ‘actual control by the natural or legal person’ shall 
mean: the ownership of any percentage that would enable him to appoint the majority of the 
members of the bank’s board of directors or influence, in any manner, the decisions to be issued by 
it, or the resolutions to be issued by the bank’s general assembly.  

o The ownership of the natural person shall comprise the percentage (s)he possesses, in addition to the 
percentage owned by any of his/her relatives up to the fourth degree; that of the legal person shall 
comprise the percentage it owns, in addition to the percentage owned by any members of its board of 
directors, or by any of its shareholders, whether they are natural or legal persons, or by any other 
legal person if it is under actual control by the same natural or legal persons. The ownership shall 
also include the total ownership by more than one natural or legal person, having among them an 
agreement on exercising their rights in the general assembly or the board of directors of the bank, in a 
manner leading to actual control over any of them.  

o If a person owns, by inheritance or a legacy, more than (10%) of the issued capital of any bank, or a 
percentage leading to actual control by him/her over the bank, and (s)he does not ask for continuing 
this ownership, according to the provision of Article (53) of this Law, (s)he is to adjust his/her status 
according to the rules to be determined by the Board of Directors of the Central Bank, within a 
period not exceeding two years from the date this increase has been transferred to him/her. Should 
this person fail to adjust his/her status during that period, (s)he shall have no voting rights in the 
general assembly or the Board of Directors, relevant to the percentage exceeding the said limit.  

o The party concerned shall be notified of the decision, approving or rejecting the application referred 
to in Article (53) of this Law by a registered letter with acknowledgement of receipt, within sixty 
days from the date of its submission. The rejection decision shall be substantiated. In case a decision 
is issued rejecting the applicant’s continued ownership of the percentage transferred to him/her 
through inheritance, or a legacy, or as a result of allocating shares offered for public subscription, the 
Central Bank shall issue a decision demanding him/her to dispose of that percentage within one year 
from the date (s)he is notified of the rejection decision if the ownership was obtained through 
inheritance or a legacy; and within three months if the ownership was obtained through public 
subscription. The Central Bank may extend that period for no more than the same period. Upon 
failure to dispose of that percentage within that period, the owner shall have no voting rights in the 
general assembly, or the board of directors, relative to the percentage exceeding the limits prescribed 
in Article (52) of this Law.   

Supervision over Banks and Guaranteeing Deposits

  

o Each bank shall maintain a register of the in-kind collateral submitted by customers for the finance 
and credit facilities offered to them, and shall as certain the validity of this collateral, its title deeds, 
and its value upon providing the credit. The audit committee prescribed in Article (82) of this Law 
shall ensure that the executive management at the bank verifies the values of this collateral 
periodically, and shall determine the measures to be taken for facing any drop in these values. These 
registers shall be subject to inspection by the Central Bank that may ask for a confirmation of this 
collateral whenever necessary.  

o Whenever one of the banks is exposed to financial problems affecting its financial position, the 
Board of Directors of the Central Bank may ask the management of the problem bank to provide the 
necessary additional financial resources in the form of paid-up capital increase or support funds to be 
placed with the bank according to the conditions and rules set by the Board of Directors of the 
Central Bank and within the period to be determined thereby. Otherwise, the Board of Directors of 
the Central Bank may either specify the increase it considers necessary in the capital and offer it for 
subscription, with the procedures and conditions to be determined thereby, or issue a decision for 
merging the bank with another, conditional upon the approval of the bank with which it is merging, 
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or delist the registration of the problem bank, according to the rules prescribed in this respect. The 
bank shall be considered exposed to financial problems upon occurrence of any of the following 
cases:  

o The inadequacy of the bank’s assets to cover its liabilities in a was prejudicing the funds of 
depositors  

o A tangible drop in the bank’s assets or revenues, due to a violation of the laws or the rules enforcing 
them, or as a result of engaging in any risky practices not in accordance with the bases of banking 
business  

o The pursuance of improper methods in managing the banks’ activity, which result in a tangible 
reduction of the shareholders equities, or affect the rights of depositors and other creditors  

o The existence of strong evidences establishing that the bank will not be able to meet the depositors’ 
demands or fulfil its obligation in normal conditions  

o (E)  A decline in the value of the equities of the shareholders at the bank     below the provisions 
required to be formed   

o In each bank, an internal committee for auditing shall be formed of three non-executive members of 
the board of directors. This committee is to be selected by the board. An executive committee shall 
be established, formed by the bank’s board of directors from among its executive members and the 
bank’s staff. The Executive Regulations of this Law shall specify the powers and the system of work 
in the said two committees. The audit committee shall hold a meeting every three months at most, to 
be attended by the two auditors of the bank. The committee, in performing its activity, may seek the 
assistance of whomever it chooses, and shall submit its recommendations to the bank’s board of 
directors. Each one of the two auditors may ask for a meeting of the committee if necessary.  

o Without prejudice to the provisions of the Central Audit Agency Law, the bank’s accounts shall be 
audited by two auditors to be chosen by the bank from among those recorded in a register provided 
for that purpose, and upon consultation between the Central Bank and the Central Audit Agency. 
Each auditor shall not have the right to audit the accounts of more than two banks at the same time. 
The Central bank, following consultation with the Central Audit Agency, may delist the name of the 
auditor from the register. The bank shall notify the Central Bank of the appointment of its two 
auditors, within thirty days from the date of their appointment. The Governor of the Central Bank 
may, for reasons (s)he considers appropriate, assign to a third auditor the performance of a defined 
task, in return for remuneration payable by the Central Bank.  

o The two auditors shall prepare their report on auditing the bank’s financial statements, according to 
the Law and the Egyptian Auditing Standards, provided that their report shall elucidate whether the 
transactions audited thereby violate any of the provisions of this Law, its Executive Regulations, or 
the decrees issued for its enforcement. At least twenty one days before the convening of the general 
assembly, they shall send to the Central Bank a copy of their report, coupled with a copy of the 
financial statements, and a detailed report comprising the following:  

(A)  The method of evaluating the bank’s assets and estimating its commitments and obligations  

(B)  The extent of adequacy of the internal control system in the bank  

(C)  The extent of adequacy of the provisions formed against any decrease in the value of assets, and also any 
obligations incurred by the bank, along with determining the amount of shortfall in the provisions, if any.  

(D) Any regulatory or supervisory standards that the Board of Directors of the Central Bank requires the 
auditors to verify bank’s compliance with the general assembly of the bank shall not be called to convene   
before receiving the Central Bank’s comments on the financial statements report submitted thereto. The 
Governor of the Central Bank may issue a decision disapproving the distribution of profits to the shareholders   
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and to those entitled to a share in the profits, within fifteen days from the date of receiving the report and the 
said attachments. This decision is issued if it is found that there is a decrease in the provisions, or a reduction 
in the ratio of capital adequacy below the established minimum requirement, or any reservation mentioned in 
the auditor’s report, that has a significant effect on the distributable profits.   
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