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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:

o General framework for Good Corporate Governance

e Rights of Shareholders

e Equitable Treatment of al Shareholders

e TheRole of Stakeholdersin Corporate Governance

e  Transparency

e  Structure, Functioning and Responsibility of the Board of Directors
e Externa Monitoring Role

The survey revealed the following key findings:

e 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.

e 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

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

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

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

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

Corporate Gover nance as per ceived by the Egyptian Banking
L aw 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 Sharesin Banks' Capital

0 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.

0 Every natura 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 Centra 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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No neturd o legd pasonis dloned to onn nore then (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 thisLaw. Any act contrary to the foregoing shall be null and void.

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 maority 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.

The ownership of the natural person shall comprise the percentage (s)he possesses, in addition to the
percentage owned by any of hig/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 rightsin the general assembly or the board of directors of the bank, in a
manner leading to actual control over any of them.

If aperson owns, by inheritance or alegacy, 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 isto adjust higher 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 hig’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.

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 alegacy, or asaresult 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 regjection 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 Guar anteeing 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.

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 financia resources in the form of paid-up capital increase or support fundsto 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.

0 Theinadeguacy of the bank’s assetsto cover its liabilities in awas prejudicing the funds of
depositors

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

0 The pursuance of improper methods in managing the banks' activity, which result in atangible
reduction of the shareholders equities, or affect the rights of depositors and other creditors

0 Theexistence of strong evidences establishing that the bank will not be able to meet the depositors
demands or fulfil its obligation in normal conditions

0 (E) A declinein the value of the equities of the shareholders at the bank  below the provisions
required to be formed

0 Ineach 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.

0 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.

0 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 isissued 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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Introduction

1. INTRODUCTION

"Corporate governance is the system by which business corporations are directed and controlled. The
corporate governance structure specifies the distribution of rights and responsibilities among different
participants in the corporation, such as, the board, managers, shareholders and other stakeholders, and spells
out the rules and procedures for making decisions on corporate affairs. By doing this, it also provides the
structure through which the company objectives are set and the means of attaining those objectives and

monitoring performance”,

There is no single model of good corporate governance. However, work carried out in both OECD and non-
OECD countries and within the Organisation has identified some common elements that underlie good
corporate governance. The Principles build on these common elements and are formulated to embrace the
different models that exist.

From a banking industry perspective, corporate governance involves the manner in which the business and
affairs of individual institutions are governed by the supervisory boards and senior managements, affecting
how banks":

i) Set corporate objectives to generate sustainable banking returns to owners;

i) Run the day-to-day operations of the business;

iii) Consider the interests of recognized stakeholders;

iv) Align corporate activities and behaviours with the expectation that banks will operate in a

sound manner and in compliance with applicable laws and regulations; and

V) Protect the interests of depositors and other stakeholders.

We should have higher expectations for the governance of banks than we have for other firms, because
fundamentally, banks must act in away that promotes “confidence” to the public and the markets in general
and, more specificaly, to their primary stakeholders. Banks play a crucial role in the flow of capital within an
economy and are charged with a specia public trust to safeguard customers’ wealth. A stable and healthy
banking system is critical to the long-term growth of an economy.

This report provides an overview of the perception of key senior bank personnel in a number of Banks in
Egypt pertaining to the banks' level of compliance with international best practice in corporate governance.
Report findings serve as an indication of the status of good corporate governance practices among the

banking sector in Egypt from which general conclusions can be drawn.

Survey Objectives
The main objectives of this survey were to determine and understand:
i) The extent to which internationally recognized and applicable corporate governance best

practices are implemented in the day-to-day activities of banksin Egypt; and

! Basel Committee on Banking Supervision, enhancing Corporate Governance in banking Organizations — February 2006

1
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i) Whether banks have and use evaluation methods for clients corporate governance practices
while providing financia services,
iii) Identify the major areas requiring further enhancement in the banking sector operating in key

Arab countries.
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2. SURVEY SCOPE AND METHODOL OGY

|. Scope & Sample Profile
A total of 25 banks responded to the survey. The following chart shows the sample distribution according to

number of responses received.

Sample Distribution of surveyed Bank

foreign Public
8% 24%

private
68%

m Public m private 0 foreign

The sample distribution of respondent banks, are as follows. the survey covered the following
categories. Private Banks (68%), Public (24%) and foreign branches (8%) as indicated in the chart
above.

1. Methodology

1- A questionnaire was developed by Union of Arab banks with the assistance of the Financial Services
Volunteer Corps (FSVC) and the input of the Egyptian Banking ingtitute, and was based on the key
principals proclaimed by institution active in the field of banks supervision and corporate governance
(specifically as related to the banking sector) mainly Basel Committee on Banking Supervision, Organization
for Economic Cooperation and Development (OECD), the International Finance Corporation (IFC) and
World Banks' ROSC assessment template.
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The questionnaire was sent to the central bank for testing and feedback, after which the final draft was

developed incorporating the comments received.

2- An awareness workshop on Corporate Governance was held on March 7, 2006 in conjunction with the
Union of Arab Banks, the FSVC and the IFC to enhance banker's knowledge on Corporate Governance and
orient them on how to fill the questionnaire and respond promptly to the survey.

3- A glossary of terms for the questionnaire was developed and distributed during the workshop.

4- Some questionnaires were disseminated during the workshop among specific banking professionals, the
rest were sent to banks compliance officers and deputy chairmen and chairmen attached with the glossary
and all presentations and documents that were presented during the workshop.

5- All questionnaires information were mandated and verified by Banks Chairmen.

3. SURVEY FINDINGSAND ANALYSIS

The following section provides a summary of the key findings across the seven key categories covered by the
survey. The results give an indication that:

The survey revealed the following key findings:

e Banks have in place a good general framework for good corporate governance. More emphasis is
needed in communicating the shareholders structure, and conducting structured reporting on
compliance with good governance practices.

e Banks have in place written policies regarding corporate governance and codes of ethics.

e Banks ensure to a large extent equitable treatment of shareholders, and they protect to a considerable
extent the rights of their stakeholders. More policies need to be in place in terms of protecting minority
rights.

e Banks enjoy ahigh level of disclosure of material information and financia transparency in line with
international standards.

e More effort needs to be geared towards designing and implementing special training programs on
corporate governance and internal control practise for employees.

e Banks have specialized committees for supervising and monitoring major business functions. Limited
responses indicated the presence of specialized committees concerned with good governance and risk
management.

e Banks have internal and independent persons in their Board; however independent directors do not

have a mgjority presence in these Boards.

Banks, in general, do not take into consideration the evaluation of clients' corporate governance practicesin

their credit risk assessment systems.
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e It isimportant to note that percentages for yes/no answer where calculated from the total humber
who answered the questions as opposed to the total number of surveys distributed, this was done to

prevent any distortion in the survey findings.
e Percentage of N/A answer was cal culated from the total number of surveys distributed
I. General Framework for Good Cor porate Gover nance

Under the general framework for good governance section, banks were asked to give information on the
existence of an internal corporate governance framework and internal code of ethics as well as corporate

governance policies. Following are the mgjor findings in this regard.

& Shareholders Structure Chart and Shares Listing
Table 1 - Shareholders Structure and SharesListing

In terms of publishing detailed charts that

Does the bank publish a shareholders structure 68 32 0

illustrate the banks' shareholders structure chart(s)
Isthere an English version of the bank’s 78 22 8

charter and other legal documents?

(including beneficial ownership, relevant Are the bank’ s shares listed on any stock 13 88 4

market other than that of its home country?

holding companies, subsidiaries and affiliates),
amajority of (68%) indicated that such charts are published and disseminated to shareholders, board of
directors board committees, senior management, credit committees, internal and external auditors and

management units.

(78%) of the responding Banks indicated that the banks charter and other legal documents are prepared in

both English and Arabic.

The highest majority of banks seem to either focus on attracting domestic investors, indicated by the low

percent of banks (13%) that list their shares on international stock markets.
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b- Governance Structure, Policies and Compliance

Table 2 — Governance Structure, Policiesand Compliance

A little less than half of the responding banks

Does the bank publish a current chart which 32 68 0
(32%) publish a chart outlining the bank's describes the governance structure
governance structure, principal organs and Does the bank have written policies, codes 72 28 0

or manuals, approved by BOD setting out

relevant reporting relationships. A higher bank's approach to governance

Does the bank have a“ Code of Ethics,” 78 22 8
o ) o approved by BOD
percent (72%) indicated that written policies, Does the bank disclose to shareholders 58 42 4

extent to which it complies with its

codes or manuals are issued by the bank which ~ L.Corporate Governance policies
set out the bank's approach to governance. However, when it relates to reporting on bank's compliance with
its established corporate governance policies, only 58% reported that such reports are prepared and shared

with the shareholders.

c- Corporate Events

Table 3—Annual Corporate Calendar

The executive management of (96%) of the

Does Executive Management approve an 96 4 0

responding banks approve an annual calendar annual calendar of corporate events,
including shareholders' and BOD meetings

of corporate events including both shareholders and boards meetings.

Il Rightsof Shareholders

Surveyed banks were asked to express their attitude towards the rights of shareholders across all levels and
especially as regards to share ownership, voting in general meetings, access to relevant information on a
timely basis, access to corporate decisions, obtain information about new shareholders and others. Following

arethe mgjor findingsin thisregard.
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a Elements of Shareholders Rights

Generally speaking, and across all surveyed
banks, shareholders enjoy considerable rightsin
terms of access to secure methods of ownership
registration (100%), ability to transfer shares
(95%), abtain relevant information on timely

basis (100%), participate and vote in general

Table 4 — Elements of Shareholders Rights

Do shareholders at your bank have the
following rights

Access to secure methods of 100 0 16
ownership registration

Ability to convey or transfer shares 95 5 16
Ability to obtain relevant information 100 0 12
on atimely basis

Right to participate and vote in general 95 5 12
shareholder meetings

Sole authority to elect/dismiss 95 5 12
members of the board

Right to sharein profits of the bank 100 0 16

sharehol ders meetings (95%), sole authority to elect/dismiss BOD members (95%), and profit sharing

(100%).

b- Participation in Corporate Decisions

The magjority of responding banks (around
100%) responses revealed that shareholders
possess high level of authority to participate
and be sufficiently informed of decisions

concerning fundamental changes to the bank

Table5—Participation in Corporate Decisions

Do shareholders have the right to participate
and be informed of decisions and changes

such as:
Amendments to the statutes, articles of 100 0 12
incorporation or similar governing
documents
Authorization of additional shares 100 0 12
Extraordinary transactions that 100 0 12

effectively result in sale of the bank

pertinent to amendments in articles of incorporation, authorization of additional shares and extraordinary

transactions that effectively result in sale of the bank.

c- Publication of Voting Procedures

(95%) of responding banks indicated that the
procedures by which shareholders may vote at

general shareholder meetings are published?

Table 6 — Publication of VVoting Procedures

Are the procedures by which shareholders 95 5 16
may vote at general shareholder meetings
published
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d- Controlling Rights and Disclosure of Changes of Controlling Structures

Table 7 —Controlling Rights & Disclosure of Controlling rights changes

The capital structures of the responding banks
(67%) do not grant differential rights to certain
shareholders. However, aminority of banks
(33%) do have capital structures that allow

differing controlling rights. (77%) of those who

Are there capital structures which give 33 67 16
different controlling rightsto certain

shareholders

If "yes" are such capital structures publicly 71 29 72
disclosed?

If the controlling shareholders of abank 95 5 12

change, is the bank required to disclose who
the new shareholders are

answered yes publicly disclose such capital structures.?

Furthermore, should the controlling shareholders of a bank change, the majority (95%) indicate that they are

required to disclose the new shareholder structure?

e- Additional Shareholders Rights

Shareholders enjoy considerably high level of
authority to participate in appointing auditors
(95%), approve dividends (100%), wind-
up/liquidate the bank (100%). shareholders
flexibility was apparent in terms of approving

charter amendments (100%) and adding to

Table 8 — Additional ShareholdersRights

Do shareholders have the right to:

Force the board to take binding action, 86 14 12
including revocation of previous board

decisions

Appoint auditors 95 5 12
Approve dividends 100 0 8
Approve charter amendments without 100 0 12
restrictions

Wind-up/liquidate the bank 100 0

Add to general meeting agendas, 87 13

submit advance questions

general meeting agendas (87%) (Submitting advance questions). But generally speaking, shareholders have

high leverage in participating in decision related to the aforementioned items.

However, shareholders seem to have adlightly lower leeway in forcing the BOD to take binding actions

(including the revocation of pervious BOD decisions)? indicated by the (86%) response rate.

2 The term capital structure was vague for respondents, needed more details

® Respondents wondered “what kind of decisions’?
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f- Shareholders Mesetings

Table 9 — Shareholders M eetings

The previous section revealed that 87% of Does the law applicable to the bank deal
with/allow:

responding banks allow shareholders to add to Pre-emptive rights/restrictions on pre- 77 23 12

emptive rights
general meeting agendas and submit advance Calling extra-ordinary meetings 96 4

Allow super majority and simple 100 0 8
questions. To elaborate more on the legal majority voting on specific issues

Participation in shareholder meetings 96 4 8
provisions that guide the sharehol ders meetings, by writing or other means

Required quorum rules and procedures 100 0 8
responding banks were asked about the Communi cations about shareholders’ 91 9

meetings, agendas for meetings;
. . . penalties for failure to communicate
shareholders rightsin terms of both decision

Restrictions on cross-shareholding 76 24 16
mekina and procedures. Conflict of interest, related 81 19 16
9 p transactions

In terms of procedures, most of the banks laws allow for participation in shareholders meetings by writing or
other means (96%) require quorum (100%) and communicating to shareholders information about

sharehol ders meetings agenda (91%).

Furthermore, shareholders have fairly high level of authority in terms of calling for extra-ordinary meetings

(96%) and allowing super and simple majority voting* on specific issues (100%).

However, there seemed to be lower level of legal requirements pertaining to shareholders pre-emptive
rights/restrictions on pre-emptive rights (77%), restrictions on cross shareholding (76%) and conflict of

interest (81%).

[11 Equitable Treatment of All Shareholders

The surveyed banks were asked several questions regarding the policies and procedures of treating various
shareholders, especially their rights, general meetings, insider trading, voting rights and others. Following are

the major findingsin this regard:

“ Refer to attached glossary for more clarification
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a Rights and Violation

Table 10 — Shar eholder s Rights and Rights Violations

The maority of responding banks (86%) have Does the bank have public documentsor any 86 14 12
other mechanism by which shareholders can

an|

Do al shareholders have the opportunity to 65 35 20
obtain redress for violations of their rights

Do all shareholders

which shareholders can find out their rights vis-

avisthebank. Also, (65%) of responding

Have the same voting rights within 100 0 16
banks allow shareholders to have th coch o
anks alow sharenolders to have the Have access to information about all 90 10 16
. . . . voting rights arrangements prior to
opportunity to obtain redress for violation of purchasing shares

their rights. In addition, shareholdersin all (100%) of responding banks have the same voting rights within

each class.

Moreover, the majority of responding banks (90%) allow shareholders to have access to information about all

voting rights arrangements prior to purchasing shares.

b- Shareholders General Meetings, Attendance and Related Party Transactions Records
Table 11 — General Meetings, Attendance & Related Party Transaction

(95%) of responding banks follow processes Do general shareholder meetings follow 95 5 16
processes and practices that treat all

and practices that treat all shareholdersfairly as | shareholdersfairly

Does the bank keep arecord of attendance at 100 0 16
Shareholder Meetings (annual and

extraordinary) including the number of

shares represented and arecord of the votes

far as general shareholders' meetings are

concerned. Does the bank keep arecord of related party 67 33 28

transactions which require sharehol der
approval

Also, (100%) of responding banks keep a
record of attendance at shareholders meetings, be it annual or extraordinary, including the number of shares
represented and arecord of the votes. Asfor party transactions, (67%) of responding banks stated that they

keep arecord of related party transactions that require shareholder approval.

10
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c- Insider Trading

In terms of unfair share trading, the majority of
responding banks (95%) stated that the country
has laws or regulations that prohibit insider

trading or abusive self-dealing. Also, (86%) of

Table 12 —Insider Trading

Does your country have laws/regulations 95 5 12
prohibiting insider trading/abusive self-

dealing

Are alowable transactions by 86 14 12
insiders/related parties disclosed

If yes, do the bank’s policies define what 74 26 24
such allowable transactions are?

responses stated that banks disclose information on allowabl e transactions by insiders or related parties and

that (74%) of these banks have policies, which define such allowable transactions.

d- Material Interestsin Transactions

Most responding banks (87%) oblige the Board

of Directors and executive management to

Table 13—Material Interestsin Transactions

Are the board/managers required to disclose 87 13 8
material interests in transactions or matters
affecting the bank

disclose material interest® in transactions or matters affecting the bank.

e- Minority & Controlling Shareholders

(100%) of responding banks ensure an
equitable treatment of minority shareholders
when there is a change of control in the bank.
Also, (20%) of banks havein place
mechanisms, such as cumulative or block
voting, which enable these minority

sharehol ders to nominate members of the Board

® Refer to glossary for more clarification

Table 14 —Minority and Controlling Shareholders

Are minority shareholders treated equitably 100 0 16
if there is a change of control
Are there any mechanisms, such as 20 80 20

cumulative or block voting, which enable
minority shareholders to nominate members
of the board

Are there any special provisionsin the 53 a7 24
bank’ s bi-laws which permit minority

shareholders to take action against the bank,

its managers or controllers, to prevent

actions which might be unfairly prejudicial

to the minority

Are there any restrictions on what types of 70 30 20
legal persons or individuals may be
shareholders or controlling shareholders

11
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while (80%) of the responding banks did not specify the existence of such mechanism. However, only (53%)
of responding banks have provisionsin their by-laws which permit minority shareholders to take action

against the bank, its managers or controllers to prevent actions which might be unfairly prejudicial to them.

Asfor restrictions pertaining to legal persons becoming shareholders, (70%) of responding banks stated that

there are restrictions on the types of legal persons who may be shareholders or controlling shareholders.

f- Voting Rights

Table 15 —Voting Rights

All of the responding banks (100%) do not Has the bank issued different classes of 0 100 16
equity, which have different voting rights

issue different classes of equity which have Does the financial sector legisiation or 58 42 24
regulation in your country restrict the

different voti ng ri ghts. amount of ownership of voting shares which
may be held by a single owner or group

Only (58%) indicated that domestic regulations restrict the amount of ownership of voting shares which

maybe held by a single owner or group.

IV The Role of Stakeholdersin Cor porate Gover nance

Surveyed banks were asked about the impact of the banks' corporate governance policies on the different

stakeholders categories. Following are the key findings.

a Protection of Stakeholders Rights

Table 16 — Protection of Stakeholders Rights

From the &Jrve_)/ I’eSU|tS, |t iS C|eal’ tha the Doesthe law exp”ciﬂy refer to and protect
the rights of stakeholders, other than
exiting regulations provide priority protection shareholders, i.e.:
Employees 92 8 4
for the banks customers and employees (92%), Customers 92 8 0
Suppliers 76 24 0
creditors (83%), suppliers (76%), the Competitors 71 29 4
Creditors 83 17 8
environment (73%) Communities 71 29 16
The Environment 73 27 12

Stakeholders enjoying the least level of

protection are the communities (71%) and competitors (71%).

12
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b- Violations of Rights and Remedy

Around (91%) of responding banks indicated

that existing laws and vehicles allow

Table 17 — Violations of Rights and Remedy

Does the law or other vehicles allow
stakehol ders whose rights have been 91 9 8
violated to obtain redress'remedy

stakehol ders whose rights have been violated to obtain redress or remedy.

c- Profit Sharing

A majority of responding banks (88%) indicate

that there are internal mechanismsto allow

Table 18 — Profit Sharing

Are there mechanisms to allow for
employees to participate in profits such as,
share ownership, options, or profit sharing
schemes

employees to participate in profits such as, share ownership, options, or profit sharing schemes.

d- Publishing Regular Reports

(76%) of responding banks publish regular

®Reports specifically for stakeholders.

V Transparency

Table 19 — Publishing Regular Reports

Does the bank publish regular reports

specifically for stakeholders % 24 0

The responding banks were asked several questions regarding the bank’ s disclosures, compliance by

international standards, internal and external audit, financial and non-financial information, training

programs, credit risk assessment and corporate governance environment. Following are the major findingsin

thisregard.

® Respondents wondered about the kinds of reports meant in the question

13
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a- Disclosure of Information and Compliance with International Standards

Table 20 — Disclosure of Information & Compliance with International Standards

Regarding information disclosure, responding
banks (100%) indicated that they disclose
material information pertinent to: financial
and operating results (100%), bank's objective
(84%), major share ownership and voting
rights (88%), remuneration of Board members
and senior key executives (92%), and material
issues regarding employees and other

stakeholders (60%).

Does the bank’ s disclosure include material
information on:

Financial and operating results 100 0 0
Bank objectives 84 16 0
Major share ownership and voting 88 12 0
rights
Remuneration of board members 92 8 0
Remuneration of senior key executives 40 60 0
Material issues regarding employees 60 40 0
and other stakeholders

Isinformation prepared, audited, and 70 30 8

disclosed in accordance with International
Financial Reporting Standards (IFRS)

If answer to the aboveis"No": Isit 100 0 56
prepared, audited and disclosed by local
Financial Reporting Standards

In terms of compliance with international standards, (70%) of responding banks indicated that the

information is prepared, audited, and disclosed in accordance with International Financial Reporting

Standards (IFRS). Of the (30%) whose reporting do not comply with IFRS, (100%) indicated that such

reports are disclosed in accordance to local Financial Reporting Standards (FRS).

b- External Audit

(100%) of the responding banks have an
annual external audit that is conducted by an
independent auditor who gives an opinion on

the integrity of the bank’ s financia statements

Table 21 — External Audit

Isan annual external audit conducted by an

independent auditor who gives an opinion

on the integrity of the bank’s financial 100 0 0
statements and the adequacy of the bank’s

internal controls

Does the external auditor provide awritten
comment on the adequacy of the bank’s 92 8 0
internal controls

and the adequacy of the bank’sinternal controls. Furthermore, (92%) of responses indicated that the external

auditors reports provide a written comment on the adequacy of the bank’s internal controls.

14
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C- Preparation and Dissemination of Information

A small majority of the responding banks
(54%) have awritten policy with respect to the
preparation and dissemination of financial and
non-financial information, particularly those

that go beyond what the bank is required to

Table 22 — Preparation and Dissemination of Information

Does the bank have awritten policy

regarding the preparation and dissemination

of financia and non-financial information

which goes beyond what the bank is 54 46 4
required to disseminate either by its

regulator or by the terms of any stock

exchange on whichitislisted

Does the bank disseminate information

through awebsite 8 12 0

disseminate either by its regulator or by the terms of any stock exchange on which itislisted

In terms of dissemination of such information, (88%) of responding banks indicated that they do disseminate

such information publicly on their websites.

d- Internal Audit Functions

(100%) of responding banks cited that the

functions of the internal audit process include

Table 23 —Internal Audit Functions

Do the functions of the internal audit 100 O 0
process include testing the bank’ s

compliance with laws, regulations and bank

policy/procedures

testing the bank’ s compliance with laws, regulations and its policies and procedures.

e- Regulation and Rotation of Auditors

Around (75%) of responding banks indicated

that their internal policiesinclude the rotation

Table 24 — Regulation and Rotation of Auditors

Isthe bank’s palicy to rotate its auditors 75 25 4

Is the bank’ s auditor an internationally 88 13 4
recognized firm

of external auditors according to specific terms. Also, most responding banks (88%) indicate that their

external auditors are internationally recognized firms.

f- Board's Accessibility to External Auditors Reports

With regard to board's accessibility to external

auditors reports, (96%) of responding banks

Table 25 — Regulation and Rotation of Auditors

Does the Board of Directors have access to 96 4 8
“deficiency letters’ or “letters of

recommendations’ prepared by external

auditors

15
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Indicated that their Board of Directors do have access to “deficiency letters’” or “letters of

recommendations’ prepared by external auditors.

g- Training Programs

Around (68%) of responding banks have
formal programs for training employees on

issues of governance, compliance and internal

Table 26 — Training Programs

Does the bank have aformal training 68 32 0
program for training employees on issues of
governance and compliance

Do the personnel at the bank receive an 83 17 8
adequate training to understand their rolein
the interna control process

control processes. However, a higher percent of responses (83%) indicated that their bank personnel receive

adequate training to enhance their understanding of the role they have in the internal control process.

h- Shareholders Agreements Concerning Their Rights

Only (47%) of the responding banks show that
their major shareholders have reached an
agreement on how to exercise their rights (for
example, agreements on how they will votein

meetings, or agreements only to sell sharesto

Table 27 — Shareholders Agreements Concer ning their Rights

Have the major shareholders of the bank
come to any agreements on how they will
exercise their rights (for example,
agreements on how they will votein
meetings, or agreements only to sell shares
to each other)

47 53 32

If yes, is the existence of any such
agreements among controlling shareholders 60 40 60
publicly disclosed

each other), while a greater portion (53%) indicated the absence of such agreements. (60%) of those banks

who have such agreements among controlling sharehol ders do disclose them to the public, while (40%) of

responses indicated that said reports are not disclosed to the public.

I-Transactions Disclosure

Approximately (67%) of responding banks has
awritten policy for disclosing major

transactions and other material events.

" Refer to glossary for more clarification (p.14)

Table 28 — Transactions Disclosure

Does your bank have awritten policy for 67 33 4
disclosing major transactions and other
material events

16
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|- M eetings with Analysts

Table 29 — Meetings with Analysts

The majority of the responding banks (71%) Does the bank hold periodic meetings with 71 29 4
ratings analysts or securities analysts

hold periodic meetings with ratings analysts or

securities analysts, while (29%) do not hold such meetings on regular basis.

k- Employees Remuneration Schemes

Table 30 — Employees Remuner ation

An overwhelming minority of the responding Does the bark have an employee stock 27 73 12
ownership scheme or an employee stock
banks (27%) do not have employee stock option scheme

ownership or employee stock option schemes.

|- Credit Risk Assessment System and Implications of Corporate Governance Practices

Table 31— Credit Risk Assessment System and I mplications of Clients Cor por ate Gover nance Practices

Only (52%) of the surveyed banks indicated Does the banks system of credit risk 52 48 8
assessment include an evauation of the
that their systems of credit risk assessment dients Corporate Governance practices

Does adherence to sound CG practices have 76 24 16
; ; ; positive implications on credit decision

include an evaluation of the clients’ corporate meking process (in addition to an adequate

. pledge, cash flows, financial soundness,

governance practices. etc...?)

Also, (76%) of the responding banks pointed out that adherence to sound corporate governance practices
have positive implications on the credit decision making process (in addition to an adequate pledge, cash

flows, financial soundness, €tc..).

VI Structure, Functioning and Responsibilities of the Board of Directors

The surveyed banks were asked several questions regarding the bank’ s structure, functions and

responsibilities of the Board of Directories. Following are the major findingsin this regard:

17
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a Board Mesetings

All responding banks (100%) indicate that
they have aformal board that meets regularly.
Only (24%) conduct formal training of elected
board, (76%) do not and (16%) did not

provide any response.

In terms of meetings organization, (71%)

indicated the presence of a Corporate

Secretary tasked with organizing board meetings. However, (92%) indicated that meeting agendas are

Table 32 —Board of Directors Meetings

Does the bank organize an induction

training for its newly elected Board
members

Does the bank have aformal board that
meets regularly

Does the bank have a Corporate Secretary
whose responsibilities include the
organization of board meetings

Is an agenda prepared and distributed, at
least two weeks in advance of board
meetings.

Are minutes of Board meetings prepared

and approved at Board meetings

Does the board of directors ever meet
without the presence of management

24

100

71

96

76

29

46

16

prepared in advance and (96%) cited that the minute of meetings are documented and circulated and

approved by the BOD.

(54%) of the responding banks indicate that their board of directors can and do meet without the presence of

management, thus enforcing the independency of the work of the board of directors from that of the top

executive management, allowing board members to communicate and discuss freely various issues, including

that of top executive management performance.

b- Board Members Conduct

(71%) of the surveyed banks have written
policies and bi-laws that refer to the conduct of

the Board of Directors.

Table 33 —Board Members Conduct

Does the bank have any written policies or
bi-laws specifically referring to the conduct
of the Board of Directors

71

29

18
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c- Board Structure, Appointment, Committees and Membership

Table 34 —Board Structure, Appointment, Committees and M ember ship

On average, (96%) of the surveyed banks Does the Board of Directors contain both 9 4 4
internal and independent persons

indicated that their Board of Directorsis Are some of the seats of the Board reserved 63 37 24
for “Independent” Directors (independent of

comprised of both internal and independent both the sharehol ders and management)
If answer to the aboveis“Yes’ isthe Board 0 100 48
comprised of (50%+1) - majority - of

persons. independent persons
Are there any formal provisionsin the 52 48 16
bank’s charter or bi-laws which specify that

However, when banks were asked whether certain sharehol ders may appoint certain
directors

certain seats are actually "reserved” for Does the Board of Directors have 96 4 4
specialized committees

independent directors, (63%) responded that Does the Board have an audit committee 96 4 0
with a charter defined by international best

. . practices

certain seats are in fact reserved for .
Does the Board have an appointment and 54 46 4

. . remuneration committee

0,
independent directors. Of the (63%), around Doss the Board have a committee 56 0
O i . . responsible for CG practices
(0%) indicated that their Boards are comprised Does the Board have a credit committee 9 8 0
L . Does the Board have arisk management 68 32 0
of (50%+1) - majority - of independent committee ' ag

persons.

This indicates that while banks do focus on attracting independent directors to their boards, the vast majority
of these banks do not do it in a structured and formal manner (i.e. by reserving certain seats for independent
members). Further, of the few banks who do reserve seats for independent members, they usually constitute

the minority of the board membership.

Only (52%) of the responding banks have formal provisionsin their charters and bi-laws which allow certain

shareholders to appoint certain directors.

Thisimplies that shareholders, in general, do not have internal powers and authorities to appoint certain
directors, something which further enhances independence and lack of influence that may impact the

performance of the bank.

In terms of the board committees, most of the responding banks form specialized committees (96%) to ook
into the different aspects pertaining to the banks operations. The most common committees that the majority

of banks have are the credit and audit committees (92% and 96% respectively). The less common form of
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committees was found to be the remuneration (54%), risk management (68%) and good governance practice

committees (44%).

d- Board Functions and Responsibilities

Table 35— Board Functions and Responsibilities

Asindicated in table 35, the board functions Do the functions of the board include
oversight approval of:
seem to focus on approving the following Business strategy 96 4 4
Budgets and business plans 96 4 4
(items that scored above a high percentage): Performance/Performance Objectives 100 0 4
Capital expenditures, acquisitions, 100 0 4
budgets and business plans, performance divestitures
Salaries and benefits 96 4 4
objectives, capital expenditure, acquisitions Key executive and board 88 13 4
nomination/remuneration
and divestitures, salaries and benefits, , quality Succession planning 74 26 8
Conflict of interest 96 4
of accounting framework/financial reporting Quality of accounting framework, ) 8 4
financial reporting systems
systems, internal and external audits, and Internal and external audit 96 4 8
Control systems 92 8 4
control systems, conflict of interest. Governance practices 86 14 12
Disclosureand communications 86 14 12
To alesser extent, functions related to key Doesthe board accept responsibility for
Being fully informed of conducting due 95 5 12
. L . diligence where needed
executive and board nomination/remuneration Compliance with laws  regulations 2l g
(88%) good governance practices and Relations with stakeholders 87 13

disclosure and Relation with stakeholders (87%)

Items that scored lower in terms of board functions were found to be in the following areas: communications

scored around (86%). Succession planning (74%).

In terms of responsihility acceptance by the board, the majority of responding banks expressed their boards
accepts the responsibility for: being fully informed of conducting due diligence where needed (95%),

compliance with laws and regulations (91%), and relations with stakehol ders (87%).
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e Board's Approval on Financial Functions

Findings revealed that Board members play a
key role in supervising and approving special
financial functions. Specifically, the findings
revealed that boards oversee and approve
special financial functions related to: Credit
policy, operations (92%); credit, market,

operational risk management (88%); large

Table 36 —Board's Approval on Financial Functions

Does the board oversee/approve special
financial functions related to:

Credit policy, operations 92 8 0
Credit, market, operational risk 88 12 0
management

Large exposures 100 0 0
Loan/credit classifications 88 12 0
Loss reserves/provisions 100 0 0
Code of ethics/stakeholder relations 75 25 4
Legal/regulatory compliance 100 0 8
Money laundering/terrorism finance 91 8
Internal controls, external audit 100 0 8
preparation

exposures (100%); loan and credit classifications (88%); loss reserves and provisions (100%); code of

ethics/stakehol der relations (75%); legal and regulatory compliance (100%); money laundering and terrorism

finance (91%); and finally internal controls aswell as external audit financial statements (100%).

f- Conflict of Interest

The sample showed that (61%) responding

banks have written policies and rules on how to

Table 37 — Conflict of Interest

Does the board have written policies or rules
on how to review transactions which involve 61 39 8
conflicts of interest and related parties

review transactions which involve conflicts of interest and related parties existed. The conclusions drawn do

not elude that unethical behavior or conflict of interest instances are handled with the highest level of

integrity.

g- Board Self Evaluation

Another area where the sample was found to

have amagjority relate to board self evaluation,

Table 38 —Board Self Evaluation

Does the board conduct self-evaluations or
reviews of its effectiveness

(62%) of the responding banks indicated that their boards do conduct self-evaluations and reviews for their

effectiveness.

21




ERTHIEL, HEHE D EEYRT
FGYPTIAN RANKING INSTITUTFE

Survey Results: Corporate Governance Survey of the Egyptian Banking Sector

h- External Assistance

Table 39 — External Assistance

(96%) of the responding banks indicated that Does the board have the ability —and the

funding — to commission independent

their boards have the ability —and the funding analysts or hire external consultantsif it 96 4 8
believes such outside help is necessary to

enableit to perform its oversight function

— to commission independent analysts or hire
external consultantsif they believe such outside help is necessary to enable them to perform their oversight

function. Accordingly, board members can have access to such advisors on needs basis.

|- Board Accessibility to Information and K nowledge about Communication between

Banks and Requlators

Table 40 — Board Accessibility to I nformation and Communications between Banks and Regulators

All of the responding banks (100%) indicate Does the board have access to accurate, 100 0 4
relevant, timely information

that their boards have access to accurate and Does the Board receive copies of

communications between the bank and

relevant information in atimely on all issues regulators, including periodic reports, g 18 8
requests from regulators for information and

investigation

related to the bank's activities, thus supporting
the BOD and in ensuring a successful and effective decision-making process by the board of directors. Board
members appear to always be aware of the communications between their banks and the regulatory as well as
supervisory authorities as (87%) of responding banks indicated that their boards receive copies of
communications between the bank and its regulators, including periodic reports, requests from regulators for

information and investigation and enforcement actions.

j- Board Independence and Separation between Executive Management and Board

Table 41 — Board | ndependence and Separ ation between Executive Management and the Board

The majority of responding banks (75%) Is the board independent of management 75 25 4
. . ) Is there separation between:
designate that their boards are independent of Executive management and board 88 12 0
. . CEO and chairmanship position 71 29 16
management. This helps reduce the existence i

of mutual material benefits between board members and members of the top executive management.

Several questions were asked to determine the extent of separation between executive management and board

membership. Survey findings revealed that the majority of banks (88%) indicated that there is a separation
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between executive management and the Board. Furthermore, (71%) stated the existence of separation
between the CEO and chairmanship position.
VI External Monitoring Role

The responding banks were asked several questions regarding their information and constraints about the CG
practices of their corporate clients; the channels that they use to monitor borrowers, and requirements

imposed by banks on their corporate clients.

a- Banks Access to Clients Corporate Governance |nformation

Table 42 — Banks Accessto Clients Cor por ate Gover nance | nformation

Only (61%) of the responding banksindicated [T|sthe bank well informed about CG
- . . 61 39 8
practices of its corporate clients
that they are well informed about the CG If answer to the aboveis“Yes':
For information about corporate clients,
practices of their corporate clients (It is does the bank use documentation 81 19 16
provided by clients
worthy to note that the percent of non In generdl, isit important to your bank
that corporate clients apply principles of 76 24 16
hi . 89 good CG
responses to this question was (8%). Does the bank monitor the CG practices 50 50 20
of corporate clients
Are there constraints to monitoring CG
0
Furthermore, (81%) of those banks that have practices of corporate clients, such as
. . . The cost of an active bank involvement 43 57 16
accessto clients' CG information, get these :
Lack of competencies 33 67 16

information from documentation provided by clients. (76%) of these banks consider that it isimportant for
them that their corporate clients apply the principles of good Corporate Governance, while (50%) of those
banks monitor the CG practices of corporate clients. In addition, the majority of the responding banks (43%)
indicate that there are constraints to monitoring CG practices of corporate clients, such as. the extent of
involvement of in the company’s actual activities, and (33) % render these constraints to lack of

competencies within their organizations.

b- Channels of Monitoring Borrowers

Table 43 — Channels of Monitoring Borrowers

Question Yes No NA

What are the main channels your bank use
to monitor borrowers:

The minority of the responding banks (43%) To act asadirector in the Board 43 57 8
- . To advise on Board' s independent
indicated that the main channels they use to Directors 23 7 12
monitor borrowers is through acting as a To useloan loss provision s 2

To use other covenants 91 9 8
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director in the Board or by giving advice on Board' s independent Directors (23%).

Further, (75%) of the responding banks indicated that they use loan loss provision as a channel for

monitoring borrowers, while (91%) use other covenants (legal agreements)

c- Financial Transparency by Corporate Clients

Table 44 — Financial Transparency by Corporate Clients

(96%) of the responding banks indicated that Does the bank require corporate clients to
submit audited financial statements 96 4 4

they require corporate clients to submit audited | periodically

financial statements on periodic basis

d- Clients External Auditors

Table 45 — Clients External Auditors

(929%) of responding banks stated that they Does the bank require corporate clients to
sub_mit_ audited financial statements 92 8 0
require their corporate clients to periodically periodically
If yes, isthere a specific type of auditor
: : : : required by the bank 9 5 16
submit audited financia statements. Of the
Local 52 48 8
(92%), (52%) require clients to deal with local International 60 40 60
Local- International associate 75 25 52
auditors, (60%) require that their clients Individual 80 20 60
Any of the above 93 7 44
auditors be an international audit firm, while Has the bank instructed corporate clients to
Lo 71 29 16
change an auditor in the past four years

(75%) require that the clients' auditor be a

local company with international affiliation.

Only (71%) of the responding banks have instructed their corporate clients to change their auditorsin the past
four years. Thisindicates that little emphasisis placed on rotation of external auditors by their corporate

clientsfor a specific term.

4. CONCLUSION

A- General Framework for Good Cor porate Governance

A need to further enhance this aspect of good corporate governance practice (an aspect crucial to maintaining

high confidence level by shareholders and a mechanism that helps curtail abusive dealings).
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In terms of governance structure, palicies and compliance, the survey results show the presence of a good
levd of understanding among the surveyed banks about the key principles of good corporate governance.
However, in terms of inditutiondization, more emphads is neaded in documenting and publishing such

policies and issuing regular reporting on compliance level with set policies

B. Rights of Shareholders
Generally speaking, and across all surveyed Banks, shareholders enjoy considerable rights in terms of access

to secure methods of ownership registration, ability to transfer shares, obtain relevant information on timely
basis, participate and vote in general shareholders meetings, sole authority to elect/dismiss BOD members

and profit sharing.

They also seem to have high level of rightsin actively participating in shareholders meetings and corporate
decisions, appointing auditors, approving dividends and winding-up/liquidating the bank, and to high extent
approving charter amendments. Also, the capital structures of the surveyed banks do not grant differential
rights to sharehol ders.

C. Equitable Treatment of All Shareholders

Shareholders were found to have equitable rights in terms of voting, access to information and participation
in general meetings. There was found to be adequate level of transparency in terms of communicating
shareholders rights, including rights of redress should their rights be violated. However, while banks
generally indicated that they do treat their shareholders equitably.

D. The Role of Shareholdersin Cor porate Gover nance

Surveyed banks were found to abide by the banking regulations regarding the social and corporate
responsibility towards their stakeholders by protecting the rights of their various stakeholders groups (though
communities and competitors to alesser extent). In addition banks communicate and disclose information on

their activities and performance to their different stakeholders categories

E. Transparency

Surveyed banks exhibited high disclosure level in terms of material information and financia transparency.
Such financia transparency is supported by annua independent and rotated external audit, besides strong
internal audit. Said level of transparency is expected given that the banking sector is highly regulated in the
Arab region.

An area requiring further enhancement relate to training employees on issues relevant to corporate

governance, compliance and internal control processes
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Also, to enhance the banks compliance with BIS and OECD's Good Corporate Governance principles among
others, more effort need to be dedicated toward full disclosure of information pertaining remuneration of

senior key executives, structure of board and material issues regarding stakehol ders.

F. Structure, Functioning and Responsibilities of the Board of Directors

The mgjority of banks were found to enjoy high level of independence between their Boards and senior

management, complying with BIS and OECD good corporate governance principles.

To further compliance of banks with OECD & BI S principles, more banks need to conduct formal training of
board members to educate them in their role and responsibilities, and have boards with mixed membership of

both internal and independent persons.

One other area that requires furthering to ensure more compliance with BIS principles pertain to board self

evaluation.

G. External Monitoring Role

In general terms, survey findings revealed that the role banks play in external monitoring of clients is quite
limited. Little monitoring and emphasis is placed on clients adherence to good corporate governance

practices, specifically as related to monitoring borrowers.

26



Appendices

APPENDICES

Appendix A: Glossary

Glossary of Terms BANKS
General Definitions dde Gldy s
Adequate Pledge Collatera given or held as security to guarantee payment of a debt or

fulfillment of an obligation.
uealiall o] sily/ s sall olas o) IV Sl cpall s ey g3 Cpdill e g 55 58

Anti-take over measures

Measures taken by firms when faced by big corporations that try to
control over it by buying large number of its shares. In some
instances, take-over defenses can simply be devices to shield the
management or the board from shareholder monitoring. In
implementing any anti-takeover devices and in dealing with take-
over proposals, the fiduciary duty of the board to shareholders and
the company must remain paramount.
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Bank, Banking Organization or Group

The terms “bank” and “banking organization” as used in this
document generally refer to banks, holding companies or other
companies considered by banking supervisors to be the parent of a
banking group according to accredited national law. This paper
makes no distinction in the application to the terms "banks" or
"banking organizations'.
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Block Trading

A large number of shares of stocks or other securities. Usually
10,000 shares or more of stock is considered a block.
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Convertible Bonds

A bond that can be converted into a pre-determined amount of the
company's equity. Issuing convertible bonds is one way for a
company to minimize negative investor interpretation of its corporate
actions. For example, if an already public company chooses to issue
stock, the market usually interprets this as a sign that the company's
share price is somewhat overvalued. To avoid this negative
impression, the company may choose to issue convertible bonds,
which shareholders will likely convert to equity anyway should the
company continue to do well.
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Charter of the Corporation/Articles of incorporation A document incorporating an institution and specifying its rights.

Articles of incorporation are documents filed with a state by the
founders of the corporation describing the purpose, place of business
and other details of the corporation.
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Charts

Governance structure (chart) of the institution, indicating the

principle organs of the institution’s governance and to whom reports
are presented (including the Shareholders Meeting, the Board of

Directors, any Board committees, senior management, credit

committees, interna audit, external audit and principal management
units).

M/M
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Code of Ethics

Define acceptable behaviors, promote high standards of practice,
provide a benchmark for members to use for self-evaluation and
establish aframework for professional behaviors and responsibilities.
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Conflict of interest

Refers to a situation where an officer in the bank has a clash between
his/her related parties and his/her professional duty to act in the best
interest of the bank.
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Cross-shareholding Cross-shareholdings are said to exist when 2 companies mutually

hold each others shares.
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Pre-emptive rights

Rights given to sharehol ders who entitle them to buy additional
sharesin anew issue before it are offered to the general public.
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Proxies A formal document signed by a shareholder to authorize another
shareholder, or commonly the company's management, to vote the

holder's shares at the annual mesting.
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Institutional | nvestor

A non-bank person or organization that trades securitiesin large
enough share quantities or dollar amounts that they qualify for
preferential treatment and lower commissions. Institutional investors
face less protective regulations because it is assumed that they are
more knowledgeable and better able to protect themselves.
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Insider trading

The buying or selling of a security by someone who has access to
material, non-public information about the security.
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Stakeholders

People who are affected by any action taken by the corporation. An
individual or group with an interest in the success of acompany in
delivering intended results and maintaining the viability of the
company’ s product and/or service.
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Merger

The combining of two or more companies, generally by offering the
stockholders of one company securities in the acquiring company in
exchange for the surrender of their stock.
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Sharesheld in custody

A system in which shares must be registered to the holder by name
and can only betraded in physical form.
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Stock Options A privilege, sold by one party to another, that gives the buyer the
right, but not the obligation, to buy (call) or sell (put) astock at an

agreed-upon price during a certain period of time or on a specific

date.
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Subpoena Power The power to command an individual to appear at a particular time
and place to testify on a specific matter.
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Voting Caps Limit the votes a single shareholder can cast no matter how many
shares he owns.
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|- General Frame Work of Good Gover nance
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Policies clarifying approach to governance

The board should establish the strategic objectives and ethical
standards that will direct the ongoing activities of the bank, taking
into account the interests of stakeholders. Asimportant as, if not
more important than, any written set of values and high ethical
standards is a corporate culture that mandates and provides
incentives for ethical behavior. In this regard, the board should take
the lead in establishing the “tone at the top” and approving ethical
standards and corporate values for itself, senior management and
other employees. The consistent practice of high ethical standardsis
in the bank’ s best interests and will enhance its credibility and
trustworthinessin its day-to-day and long-term operations. It is
especially important that the standards address corruption (including
bribery), self-dealing and other unethical or illegal behavior in
banks' internal and external activities.
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Governance Structure

Corporate Governance structure specifies the distribution of rights
and responsibilities among different participantsin the corporation,
such as, the board, managers, shareholders and other stakeholders,
and spells out the rules and procedures for making decisions on
corporate affairs. By doing this, it aso provides the structure through
which the company objectives are set, and the means of attaining
those objectives and monitoring performance.
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Corporate Secretary

He/she isabank's official, who is responsible for ensuring
compliance with the corporate governance code and policies of the
bank he/she also coordinates the interaction between the bank's
shareholders, Board of Directors and senior management.
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I1- Rights of Shareholders’

Secure methods of ownership registration

secure methods to obtain and register sharesin stock markets.
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Extraordinary transactions that effectively result in the
sale of the bank

the rules and procedures governing the acquisition of corporate
control in capital markets, and extraordinary transactions such as
mergers, and sale of substantial portions of corporate assists, should
be clearly articulated and disclosed so that investors understand their
rights and recourse. transactions should occur at transparent prices
and under fair conditions that protect the rights of all shareholders
according to their class.
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Participation in shareholder meetings by writing or other
means

sharehol ders should be able to vote in person or in absentia, and
equal effort should be given to votes whether cast in person or in

absentia
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Ability to obtain relevant information on a timely basis

shareholders should be furnished with sufficient and timely
information concerning the date, location and agenda of general
meetings, as well as full and timely information regarding the issues
to decide at the general meeting.
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Super majority A proposal requiring more than a simple mgjority of the votes
eligibleto be cast at an annual or special meeting. A super mgjority
is often a2/3 (66.66%) vote, but it can be as high as 3/4 (75%) or 4/5
(80%).
FEN LY Lle V) S AleY) e ST sae U8 (e Lo A8 sal) kAl s i) o

§75% 1 413 LY Jusi 38 566.66% s 3/2 cakanll ApleY) G 1l 5 alanl)
80%.415/4

[11- Equitable Treatment of All Shareholders
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Violation of rights of shareholders

within any series of class, al shares should carry the same rights. All
investors should be able to obtain information about the rights
attached to and classes of shares before they purchase. Any changes
in voting rights should be subject to approval by those classes of
shares could be negatively affected.
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Violation of stakeholders rights

rights & interests of shareholders that are established by law should
be respected
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Material interests (issues)

major transactions and material events over the past five years (in
particular, corporate acquisitions, mergers, restructurings and sales
or purchases of major assets, etc.). What material events disclosures
were made to the markets in each case?
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Abusive self-dealing

Abusive self-dealing occurs when persons having close rel ationships
to the company, including controlling sharehol ders, exploit those
relationships to the detriment of the company and investors.
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Cumulative or block voting is asystem of shareholder voting which multiples one's voting shares
by the number of candidates and votes them all for one person
(director). This system was designed to provide minority
shareholders with the opportunity to elect on director whom they
favor.
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Minority Shareholders own a stake in the bank's shares, but odes not affect decisions of
general shareholders meeting and is not affiliated with the bank's
large shareholders and management.
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Redress on violations A legal system that provides for legal remedies at a reasonable cost
and without excessive delay for violations of the rights of non-
controlling shareholdersis key in enhancing overall investor
confidence. Its perceived effectivenessis much more important than
the actual amount of litigation that is being processed through it, as
it builds confidence into the corporate governance system.
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Risk management committee providing oversight of senior management’s activitiesin managing
credit, market, liquidity, operational, legal, compliance, reputation
and other risks of the bank. (Thisrole should include receiving from
senior management periodic information on risk exposures and risk
management activities).
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Party isrelated to an entity if: (@) directly, or indirectly through one or more intermediaries,
the party:

(i) controls, is controlled by, or isunder common control with,
the entity (thisincludes parents, subsidiaries and fellow
subsidiaries);

(ii) has an interest in the entity that givesit significant influence
over the entity; or

(i) hasjoint control over the entity;

(b) the party is an associate of the entity;

(c) the party is ajoint venture in which the entity is a venture ;

(d) the party is a member of the key management personnel of
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the entity or its parent;

(e) the party is a close member of the family of any individual
referred toin (@) or (d);

() the party is an entity that is controlled, jointly controlled or
significantly influenced by or for which significant voting power in
such entity resides with, directly or indirectly, any individual
referred toin (d) or (e); or

(g) the party is a post-employment benefit plan for the benefit of
employees of the entity, or of any entity that is arelated party of the

entity.
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Nominations/cor porate governance committee

providing assessment of board effectiveness and directing the
process of renewing and replacing board members.
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I s management prevented from using proxies?

The corporate governance framework should ensure that proxies are
voted in accordance with the direction of the proxy holder and that
disclosure is provided in relation to how undirected proxies will be

voted. In those jurisdictions where companies are allowed to obtain
proxies, it isimportant to disclose how the Chairperson of the
meeting (as the usual recipient of shareholder proxies obtained by
the company) will exercise the voting rights attaching to undirected
proxies. Where proxies are held by the board or management for
company pension funds and for employee stock ownership plans, the
directions for voting should be disclosed.
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Are institutional investorsrequired to disclose their
voting policy?

Institutional investors acting in afiduciary capacity should disclose
how they manage material conflicts of interest that may affect the
exercise of key ownership rights regarding their investments.
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Isthere a provision to allow shareholdersto vote on
compensation packages for executives?

Disclosure should include, but not be limited to, material information
on: Remuneration policy for members of the board and key
executives, and information about board members, including their
qualifications, the selection process, other company directorships
and whether they are regarded as independent by the board.
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Deficiency letters

L etters indicating the deficiencies to either violations of laws or
rules, or internal control weaknesses
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Internal Control

consists of the policies, procedures, practices and organizational
structures, designed to provide reasonabl e assurance that business
objectives will be achieved and the undesired event will be prevented
or detected or corrected.
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International Financial Reporting Standards

A set of international accounting standards stating how particular
types of transactions and other events should be reported in financial
statements. |FRS are issued by the International Accounting

Standards Board.
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VI- Structure, functioning and Responsibilities of
Board of Directors
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I ndependent Director

A person whose directorship constitutes his or her only connection to

the corporation. The purpose of identifying and appointing

independent directorsisto ensure that the board includes directors

who can effectively exercise their best judgment for the exclusive

benefit of the Company, judgment that is not clouded by real or
perceived conflicts of interest.
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Conduct of the board of directors

Board members should act on afully informed basis, in good faith,
with due diligence and care, and in the best interest of the company
and the shareholders
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Ability of the board to obtain fundsto commission
independent analysts

The corporate governance framework should be complemented by an
effective approach that addresses and promotes the provision of
analysis or advice by analysts, brokers, rating agencies and others,
that is relevant to decisions by investors, free from material conflicts
of interest that might compromise the integrity of their analysis or
advice.
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Members of the board and managers should be required
to disclose any material interestsin transactions or
matters affecting the corporation.

Thisisobviously akey obligation if any of the self- dealing abuses
are to be effectively addressed. Directors and managers should have
aresponsibility to make periodic disclosures on their business
interests, their stakes in the company or their positionsin other
companies as directors or managers. The key element for making
such requirements effective is a clear civil and crimina liability
regime for a company’ s directors and managers.
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Credit classifications

A published ranking, based on detailed financial analysis by a credit
bureau, of a corporation's financia history, specificaly asit relates
to one's ahility to meet debt obligations. The highest rating is usually
AAA and the lowest is D. Lenders use this information to decide
whether to approve aloan or not.
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Compensation committee

Monitoring of remuneration of senior management and other key
personnel and ensuring that compensation is consistent with the
bank’s culture, objectives, strategy and control environment, as

reflected in the formulation of compensation policy.
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Aretherelaws or regulationsthat call for non-automatic
re-appointment of board members?

Laws or regulations should be in effect to enhance the effective
shareholder participation in key corporate governance decisions,
such as the nomination and election of board members. Shareholders
should be able to make their views known on the remuneration
policy for board members and key executives. The Fairness
component of compensation schemes for board members and
employees should be subject to shareholder approval.
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Aretherelaws or regulationsthat call for the board to
ensurethat an ethical culture pervades the bank?

There should be acall for the Board membersto act on afully
informed basis, in good faith, with due diligence and care, and in the
best interest of the company and the sharehol ders. The effectiveness
of internal controls cannot rise above the integrity and ethical values

of the people who create, administer and monitor them. Senior
management should communicate the entity's values and behaviora

standards to empl oyees.
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V Transparency
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Deficiency letters

L etters indicating the deficiencies to either violations of laws or
rules, or internal control weaknesses
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Internal Control

consists of the policies, procedures, practices and organizational
structures, designed to provide reasonabl e assurance that business
objectives will be achieved and the undesired event will be prevented
or detected or corrected.
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International Financial Reporting Standards

A set of international accounting standards stating how particular
types of transactions and other events should be reported in financial
statements. |FRS are issued by the International Accounting

Standards Board.
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VI1- External Monitoring Role
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Constraints to monitoring CG practices of corporate
clients:

Relates to the monitoring of the performance of the entire CG
process of corporate clients in the bank, and advising modifications
as warranted by changing conditions.
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Arethere laws or regulationsthat call for providers of
corporate information to disclose any material conflict of
interest?

Members of the board and key executives have an obligation to
inform the board whether they have a business, family or other
special relationship outside of the company that could affect their
judgment with respect to a particular transaction or matter affecting
the company. Such special relationships include situations where
executives and board members have a relationship with the company
viatheir association with a shareholder who isin a position to
exercise control. Where amaterial interest has been declared, it is
good practice for that person not to be involved in any decision
involving the transaction or matter.
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Appendix B

List of Responding Banks

Public Sector Banks:

Bangue Misr

Bank of Alexandria

Banque Du Caire

National Bank of Egypt

Egyptian Arab Land Bank

Industrial Development Bank of Egypt

Sk whE

Private Banks:

7. Commercia International Bank
8. Bloom Bank

9. Suez Cana Bank

10. Piraeus Bank

11. DdtaBank

12. Export Development Bank

13. Calyon Bank

14. Arab African International Bank
15. Arab Banking Corporation

16. El-Watany Bank

17. United Bank of Egypt

18. Misr Iran Development Bank
19. Mibank

20. Egyptian American Bank

21. Barclay's Bank

22. HSBC

23. Faisal Islamic Bank

Foreign Banks:

24. Arab Bank PLC
25. National Bank of Abu Dhabi
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