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In the name of Allah,
the Beneficent —
the Merciful




In the name of Allah. the Beneficent — the Merciful

Statement of the Governor of CBY

Allah, Al-Mighty says in His most elaborate of words: «Allah has ordered you
to deliver trusts to their owners, and if you should judge between people, you
should thus render judgment justly. What Allah exhorts you is truly good and
Allah is All-Hearing —Insightful) Women v. 58. Holy Quran.

Banks differ from other shareholding corporations, since they are banking
institutions that receive deposits from the public and primarily depend on the
funds of their depositors to finance their operations. This burdens the Board
of Directors of any bank with a special responsibility and a heavy burden of
trust in the control and supervision of the bank to ensure the bank engages in
its activities securely, properly, honestly and transparently in accordance with
the effective laws and directives issued by the Central Bank of Yemen (CBY),
so as to guarantee safeguarding the rights of the depositors, shareholders
and other stakeholders. In addition, it should be in a way that does not
expose the Yemeni banking sector to any banking crisis.

The recent global financial crisis during the second half of 2008, came to
reveal that one of the most significant reasons for the occurrence of such
crisis was the weakness of the standards of governance and the improper
practices, whether in banking or in the business of other companies. Thus the
significance of the application and reinforcement of sound governance
standards became quite certain in banks, as a primary factor to strengthen
the confidence of those who deal with banks and enhancement of the
economy as a whole for any country.
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Poor governance in banks could be cause for failure of banks, and the
adverse risks, high cost and implications that accompany such failures to the
economy as a whole of any country, in view of the nature of the major role,
which banks play in economic life and the depth of their relationship with
the different groups of the society. This includes depositors, borrowers,
shareholders and employees and other stakeholders.

The Central Bank of Yemen is adamant on ensuring the soundness of the
Yemeni banking sector and thus this Guidelines on Governance of Banks
in the Republic of Yemen was duly prepared with the cooperation of the
International Finance Corporation (IFC). This was undertaken based on the
Guidelines of the Basel Banking Control and Supervision Committee
concerning Governance of banks and in keeping with the Corporate
Governance Principles, issued by the Organization of Economic Cooperation
and Development (OECD), while being guided by the experiences of some of
the Arab countries and consistent with the best international practices in this
field. This was done with the aim of helping the banks operating in the Yemeni
banking sector to develop their governance procedures, to improve the
banking practices, so as to serve the banking sector and the Yemeni economy
in general.

The belief of the Board of Directors and the Executive Management of a bank
in the principles of governance in its scientific and practical conceptualiza-
tions and the application thereof as real practices in the structuring and proce-
dures involved in the decision making required for the management of banks
are considered among the most significant factors for developing and
strengthening their governance procedures.

Allah Al-Mighty says «Say, do work, and Allah will see what you are doing,
and his prophet and the faithful». (The Quran, Altawbah, verse 105)

May Allah grant success.

Mohammed Awadh Bin Hammam
:‘_L‘:«"‘Vif hast
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Preface

In the context of the efforts exerted by the Central Bank of Yemen to
strengthen the standards and practices of governance in the Yemeni
banking sector and similarly its attempts to keep pace with developments
in international control standards in this field, the CBY issues the Guide-
lines for Governance of Banks in the Republic of Yemen. The latter was
prepared with the support of the International Finance Corporation (IFC)
and with the cooperation of the Yemeni Businessmenys Club (YBC). This
was done within the framework of the relevant international standards,
issued by the Basel Banking Control Committee, as well as the Principles
of Corporate Governance, issued by the Organization of Economic Coop-
eration and Development (OECD) and the experiences of some the Arab
countries in the region.

Practicing governance effectively is considered a basic factor for strength-
ening the confidence in the banking sector and one of the significant fac-
tors to improve the performance of the banking sector and the economy
as a whole. Sound practices in the governance of banks are manifested
by the delegation of authorities and responsibilities, so as to ensure the
regulation of banking operations by the Board of Directors (BOD) and
the Executive Management. Similarly, it contributes to the application of
sound governance standards in strengthening th control systems,to be
adequate and effective, so as to ensure the existence of control by the
BOD, control from the Executive Management and direct control of the
activities of the bank, so as to guarantee the independence of the func-
tions of internal control, risk management and monitoring compliance and
strengthening the role of the Sharia>ah Control Boards of Islamic Banks.

The Guidelines consists of seven sections. The first six sections dealt
with the general principles of governance of all types of banks, whether
traditional banks or banks that operate in accordance with Islamic juris-
prudence (Sharia>ah) — Islamic Banks. The seventh section deals with
the other requirements of governance of Islamic, public and private and
mixed sector banks.

The CBY hopes that the Guidelines will contribute to instill and develop
the standards and procedures of governance of Yemeni banks, as well
as help the members of the BOD and the Executive Management in su-
pervising a bank>s activities and in improving practices in banking, so as
to serve the public good, the banking sector and the national economy.
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Definitions

For the purposes of implementing these guidelines, the following words
or expressions shall have the meanings adjacent to each one of them
unless the context states otherwise or the adjacent implies differently:

Guidelines: Banks’ GovernanceGuidelines for Governance of Banks
in the Republic of Yemen (RoY)

CBY: Central Bank of Yemen (CBY)
Bank: Bank / A bank licensed to operate in the RoY

Governance of Banks: Basel Committee on Banking Control de-
fined governance of banks as «the manner, in which the business and
affairs of a bank are governed by its board and executive manage-
ment, which determine the sound ways in setting the bank’s strategy
and objectives and the day to day operations and which bring about
accountability to the stockholders and takes into consideration the
rights and interests of relevant concerned entities and the rules and
instructions of the control authority and protects the interests of de-
positors and any requirements thereof for the need to develop strong
procedures for risk management»

Risk Management:

A systematic process to determine, measure and assess risks faced
by a bank in accordance with the potential for the occurrence thereof,
the damage that could be caused by such risks, determination of the
elements which the bank could bear or avoid or limit the damages
thereof or the transfer of such risks to third parties (or any combination
of the four), and determine the responsibility for confronting the risks,
ensure the soundness of operations and present periodic and immedi-
ate reports to the relevant entities of any significant problems.
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Stakeholders:

Stakeholders are considered as such if anyone of such parties is able to
have control and is able to effectively influence another party in making
operational or financial decisions, and such stakeholders are as follows:

1. Members of Board of Directors of the bank or in any of the compa-
nies of the bank»>s group (holding — affiliate — sister — fellow company),
or the bank’'s External Auditors, bank>s consultants, bank>s executive
management, or the relatives thereof to second level.

2. Any natural person or legal person who directly or indirectly owns 5%
or more of the share capital of the bank or that of any of the bank
group’s companies (holding — affiliate — sister — fellow company), or
the relatives thereof to second level.

3. Holding companies, affiliates, sister and fellow companies of a bank.
Consideration should be given to International Accounting Standard No.
24 and any amendments thereof.

Board of Directors: Chairman and Members of Board of Directors ;
Board of Directors

Executive Management: A group of designated individuals in the bank
charged with responsibilities of managing operations in the bank; these
are Executive Director (Managing Director) / General Manager of the
bank, Deputies and Assistants thereof and the Executive managers of
the major departments and their deputies and assistants.

ControlAbility: to control financial and operational policies with the aim
of obtaining benefits from the bank»s activities.

Effective Influence: Ability to participate in setting financial and op-
erational policies with the aim of obtaining benefits from bank activities.

Holding/Parent Company: The company that owns a share of a
bank’s capital, which enables it to control the bank.

Subsidiary Company: A company in which the bank has an effective
influence on the subsidiary’s financial and operational policies and can-
not be considered an affiliate.

Sister Company An affiliate or subsidiary company of the bank holding
company.
Affiliate Company A company controlled by the bank.
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Compliance Control Making sure of the bank’s compliance and con-
sistency of bank>s internal policy with all the laws, regulations, instruc-
tions, standards, prudent rules of bank’s conduct and practices issued
by the local and international control authorities, which set, evaluate and
give advice and guidance, control and present reports to the Board of

Directors on the level of bank’s compliance accordingly

Board of Directors Member Board of Directors member (either as
an individual or as a representative of a legal person).

Executive Director/Managing Director Board of Directors Member
who is charged with an executive function in the bank

Non-Executive Board of Directors Member Board of Directors
Member, who is not involved in day to day operations of the bank and who
is not charged with any executive function, nor has the latter provided any
specialized consulting services to the bank during the last two years prior
to being designated as a member of the Board of Directors .
Independent Board of Directors Member Board of Directors Mem-
ber, who is not linked to the bank by any other relationship other than
the membership in the Board of Directors , and who does not have any
current or potential conflicts of interests. A Board of Directors Member is
not deemed to be an independent Board of Directors Member if the latter:
1. is an Executive Director/Managing Director;

2. receives from the bank any financial amount, except what the Member
obtains in return for Board of Directors membership and / or as divi-
dends and as a shareholder.

3. Had worked as an Executive Director (Managing Director)/ General
Manager in the bank or any of the companies in the bank’s group
(holding — affiliate — sister — subsidiary); in last three years prior nomi-
nation for membership or within being a member .

4. is a Board of Directors Member in any of the companies in the bank’s
group (holding — affiliate — sister — subsidiary);

5. is related to an Executive Director (Managing Director) / General Man-
ager or any member of the Board of Directors in the bank or any com-
pany from the bank group (holding — affiliate — sister — subsidiary) by a
family relationship to the second level.
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. he or any one of the relatives up to the second level to a partner (or
employee) of/with the External Auditors of the bank or any of the affili-
ates thereof during the last three years prior to the nomination of the
Board of Directors Member and during the membership in the Board
of Directors.

. owns or represents a legal person, which owns 5% or more of the
capital of the bank or the capital of any company in the bank group
(holding — affiliate — sister — subsidiary);

. is a relative to the second level of a shareholder who owns 5% or more
of the capital of the banks or of any of the companies in the bank group
and does not directly or indirectly adhere to the instructions thereof.

. is a Board of Directors Member, partner or major shareholder with 5%
of the capital of a company, with which the bank deals, except in the
transactions which arise due to the services and / or normal transac-
tions, which the bank provides to its customers, whereby they are gov-
erned by the same conditions by which similar transactions with any
other party are accorded without any preferential conditions, and the
Board of Directors Member should not be a member of any Board of
Directorsof any company in the bank group (holding — affiliate — sister
— subsidiary); and

10. has been elected to the membership of the Board of Directors for four

consecutive terms.

Conflict of Interests: The case wherein the objectivity and indepen-

dence of the decision of an employee (or Board of Directors Member)
is influenced by the personal tangible or moral interest which concerns
the Board of Directors member or employee or concerns any of the
latter’s relatives, based on the internal information obtained by the au-
thority granted thereto.

Major Matters: These are any strategic decisions, significant develop-

ments and important events, which influence the performance, func-
tion, ownership and the sustainability of the bank and / or those opera-
tions of a non repetitive nature, which could have a material impact
on the profits of the bank and the bank’s financial position, and which
require confidential discussions by the Board of Directors and the
Executive Management of the bank to consider such events before
making them public.

o g 1 (68 /3 (Lt o 1) IS0 s AL Byl sim 18] i 91 9.6
Aoty )Y Baslad) G Ol gt | SIS Anglid | WIS o (S| of Lt
30a 3 yulond, dis gudne LS

(o 581 51 % 5 s Lo (LGS sl deabnid Siee 0355 O 5f illies .7
Aadas — dayli - Adagld ) Al geme (30 38 d §T Jlowl) (s gl et Jlowdy
-(aea) -

Jlowly (pe 5381 o1 % 5 dwd dlliay palud AGLS) Ao jalt i wyldl uai .8
Joallidpilos pud 913 pilie 8)ygum p il Yo dle gomme (o 4S5 51 gl it
il 53t iy

2 558151 % 5 dids Lo lliiay uuthy palus gl by s g1 3)ls] ulome gue .9
Slenst | corun Lais S0 O Melaidf £ Lty Glid | Lgae Jolais 38 18 Jlowly
Lo gyl | pudh LgaSods O (e g A5 Mot Gl Lgondy AT Baliatl Jlee W1 5/ 4
liindt dogri (51 (3939 »3T Byl (6T ae ASLAL) SLeLall ) LgY puiaini I
el Ayl ) Lgie parme (pe 35 61 2 500 ulovas Igue O3S ¥ Ol
(3ee). 2225

A Ol y9a oyl (e IS 551N uloms Ay gunal dslinis) @303 .10

il o 51,8 A0 Makuly de gudge Leud LS AN AT oo 1t luall (oo lal -
anl 0@ 9l dogd Bagiae 5 Wsle Luasnd Ambiasy (Bl (ule guae 5f)
A gl Ol Slaall A Lgude Jguantl @ dlsnls Ologlas e sl ¢ 4,181
.48

CNS P WSV VICTIY N PR WS [JC M TR B A DIPNEY- WPV YR (LINER (8
Oly Oldaal) UG gf/ g Sl Hlpaiulg aslag doladg #1sl e ,5%5 dels
I 038 o g i1 7ol e (gale 5T Lgd (1980 B (il 8,1 ud Aalall
LY Aol 350319 By00¥1 ulome B (o T puw OliBlie Cullals gl
e OMe W B it Ay

- I
Guidelines for Governance of Banks



Minority Shareholders (Small Shareholders): Shareholders, who e Ao pd O gliay (it gaalatls ( (predlull jliw ) AdBYN | et lue -
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First Degree Relatives: Father, mother, husband, wife,offspring.

Second Degree Relatives: Brother, sister, grandfather, grandmother,
grandson and granddaughter of son and daughter, brother in law and : :
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Section I:
l. Responsibilities of Board of Directors

In addition to the responsibilities which are provided for in the relevant effec-
tive laws which regulate banking and the instructions issued by the CBY, the
Board of Directorsis charged with the following responsibilities:

1. Making sure that the management of the bank is being undertaken in a
prudent manner and within the framework of the effective relevant laws
and the instructions of the CBY and the internal policies of the bank and in
such a way as to insure that the management of the bank is conducted in
a safe and proper manner and to protect the rights of the depositors and
the interests of the shareholders, creditors, employees and other relative
concerned entities.

2. Make sure that the approved bank governance procedures are complied
with in the bank.

3. Approve and supervise the internal control procedures, while reviewing
their effectiveness annually or whenever so needed.

4. Make sure that there is an internal control department, which enjoys in-
dependence, and make sure to avoid any influence on it by the executive
management, by making this department report directly to the Board of
Directors, whereby the latter is responsible for determining the salaries,
incentives and bonuses of the staff of the audit department; the Board of
Directors is responsible for evaluating the performance of the audit depart-
ment and should also make sure that the department has the adequate
number of personnel; the Board of Directors should ascertain the adequa-
cy of the qualifications, experience and skills of the latter, which should be
continuously upgraded; and the Board of Directors should provide all the
needs required accordingly.

5. Form committees and delegate the executive management or any other
entity to undertake some of the duties of the Board of Directors , while
ensuring that does not waive the latter’s responsibilities in accordance with
the provisions of the relevant effective laws.

6. Implant the principle that each Board of Directors member is responsible
to the bank and that he/she represents all the shareholders, and that she/
he is committed to undertake what will achieve the interest of the bank and
the interest of the depositors and other stakeholders and not just the inter-
est of a limited group.
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7. Protect the bank from all illegal or inappropriate acts by the large major Crealud | HLST ZaSMU 2 ol 20 93LAY ;e Jlee¥ (yo it Blos .7
shareholders which have adverse impacts on the interests of the bank or
the rest of the shareholders.

8. Draw up policies that regulate and set out the transactions with the relevant
concerned parties and the relevant interests associated with these parties, Olideally OOalallf 28IS iy dio )y A8 a0 Co (1o gy dladi
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9. Draw up a written policy concerning conflicts of interest and the Board of Aidangdage o ptlall (g lalt Aot Slileatl CaLE B olud 31

Directors should ensure that policies, which help disclose transactions
with potential conflicts of interests, are in place and duly applied.

10. Ensure that Board of Directors members are not involved in decision ISy i el Zolos 2.0 593 20315 (40 pgaian pllal 12 (10 5la 51
making when conflicts of interests exist that prevent such members from m

protecting the interests of the bank properly. o DAL T a5y 53! puloma eline® (a8 119 21,531 59t agd 11
11. Understand the supervisory and control roles of the members of the Board : - ; : &
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Board of Directors to carry out their duties and shoulder their responsibili-

ties effectively.
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1. Board of Directors Members should be aware of the laws regulating bank- gty y s galpes aLalE matns los Aulioat RIS

ing and should be fully familiar with the duties and responsibilities of the
Board of Directors .

2. Board of Directors Members should be appropriately qualified academical-
ly and professionally, and with practical experience that qualify the mem-
bers to carry out their duties and responsibilities.
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3. Board of Directors Members should be qualified to undertake the tasks slac ¥ e g pead | AS ot Jloa WL ALEL (nlage sliae 31 (y9Ss O o .3
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4.1. Good health, without any health defect that hinder the Board of Directors i M 635 Ly OleSlall e e 55018 wnld duass 2.4
Member’s ability to carry out the Member’s responsibilities. ity AMadh 34131 Jlowe 2 Slslel) Jundl Gddad le Cpath gt

4.2. Leadership characteristic and able to delegate authority, so as to moti- . e
Al GBS Y g @atly

vate staff to engage in the best and most effective management practices

and to adhere to professional values and ethics. Oy pati s&sg‘%L«cpy, L\f\a.» .34
4.3. Neutral and objective in decision making. o hw ) A gl dalasd ) alue ) e 1508 .4.4
4.4. Capable to prepare plans and strategic orientations. RV WL S PIES PR M;wsj Lgagdy I LY Be1,8 e 15318 .5.4
4.5. Capable of reading and comprehending financial statements and the ra- e

tios used to gauge (financial) performance.

4.6. Attention to whatever leads to performing the duties and responsibilities
set out by the bank and the supervisory and control authorities, and exert Cloglat! 8IS e Jguamtl 3 awdly ¢ Aold iy 2d1,aY1 Ollalully
all efforts to obtain all the available information to make sure that all the o LaS ¢ Lt mtlis 2 505 Oyl pa ) e O (oSS 3,0 521
decisions taken are in the interest of the bank; similarly, regularly attend
meetings and not be absent without any excuse, so as to ensure that the
Board of Directors Member engages in the Board of Directors Member’s ERS{RCEPN (DR IS PRrt [PY P JOLIPE STV RN - N {PRc NPV 1 {PRPWL
supervisory and control functions continuously and effectively and allocate
sufficient time to carry out the duties of the Board of Directors Members
and to bear the responsibilities thereof accordingly.

B. Formation of Board of Directors 13513 ulane (13955 .
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choose the best nominees for membership to the Board of Directors.
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. The number of the Board of Directors Members should be adequate in
keeping with the size of the bank, whereby such number of members
should enable the Board of Directors to have the members with the ex-
perience and knowledge in the various fields and allow for the distribution
of the supervisory and control functions amongst the Board of Directors
Members appropriately, and so as to enable the Board of Directors to
make decisions effectively, and in keeping with the provisions of the effec-
tive laws.

. The Articles of Incorporation of the Bank shall set out the term of Board of
Directors membership and all the Board of Directors Members are entitled
to nominate themselves every three years through the General Assembly,
in accordance with the effective relevant laws and in accordance with best
practices followed; it is preferred that the service of any Board of Directors
Member in the Board of Directors and the committees emanating thereof
should not exceed 12 consecutive years.

. The number of the Board of Directors with First Degree family relationship
links should not exceed 2 members in the Board of Directors .

. The majority of the Board of Directors should not be members of executive
management, this being with the aim of strengthening the independence,
objectivity and accountability in the decision making process and of reduc-
ing conflicts of internists, which could arise between the decision making
process and the management of day to day operations; similarly, the aim
is to ensure the existence of adequate work and control procedures that
protect the interest of the bank.

. The number of independent Board of Directors Members should not be
less than a third of all the members of the Board of Directors .

. The position of the Chairman of the Board of Directors (and / or Vice-
Chairman) should be separated from the position of the Managing Director
/ General Manager; and provided that there are no (family) relationships
exist up to the Second Degree between the Chairman of the Board of Di-
rectors (and / or Vice-Chairman) with the Managing Director.

. The Chairman of the Board of Directors and the Vice Chairman should be
from the Members of the Board of Directors , who are not members of the
Executive Management
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1. Functions of the Chairman of the Board of Directors

1. The responsibilities of the Chairman of the Board of Directors should be
separated from the responsibilities of the Managing Director / General
Manager in accordance with written instructions approved by the Board of
Directors and so as not to conflict with the approved Governance Guide-
lines of the bank, which should be reviewed, whenever the need accord-
ingly arises.

2. The Chairman of the Board of Directors should abide by the following:

2.1. Establishing a constructive relationship between the Board of Directors
and the bank’s executive management.

2.2. Creation of a culture during the meetings of the Board of Directors that
encourages constructive criticism on the issues in which there are differ-
ences in opinion among the members, and which encourage debate and
achievement of consensus on such issues.

2.3. Ensure that sufficient information reach both Board of Directors Members
and the Shareholders in sufficient time.

2.4. Ensure that the approved Governance Guidelines is duly applied in the
bank.

2.5. Ensure that the Board of Directors Members have been given the appro-
priate training on the operations of the bank.

2.6. Ensure that the views of the shareholders to all the Board of Directors
Members, especially with respect to the bank’s strategy and the bank’s
Governance Guidelines.

IV. Regulating the Work of theBoard of Directors

1. Theperiodic (ordinary) meetings of the Board of Directors should not be
less than six meetings a year.

2. The non-independent Member of the Board of Directors should attend (in
his own person) at least four meetings in a year and the independent Mem-
ber of the Board of Directors should attend not less than 75% of the meet-
ings of the Board of Directors , and any Board of Directors Member who
is absent beyond this quota shall lose his membership by a decree of the
Board of Directors ; similarly, the independent Board of Directors Mem-
bers should attend all the meetings in which important decisions are taken,
which significantly affect the interest of the bank.
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3. ABoard of Directors Member may not designate any one on his/her behalf,

who is not a Member of the Board of Directors ; similarly, a Board of Direc-
tors member may not act on behalf of another Board of Directors member
in a year more than one time and a Board of Directors Member may not act
on behalf of another Board of Directors Member for more than one time per
year, so as not to conflict with the effective laws.

. With the aim of ensuring that the topics presented to the Board of Directors
meetings are comprehensive and to avoid the interference of the Board of
Directors in the management of bank operations, all the operations of the
bank, and which require Board of Directors approval, which are within the
authorities of the Board of Directors should be clarified in writing; similarly
the bank’s executive management should initiate to suggest the topics that
the latter considers important to be included in the agenda of all the Board
of Directors meetings, whereby the Chairman of the Board of Directors
shall determine the priority of putting such topics in the agenda accord-
ingly.

. The Board of Directors Members should be supplied withheld agenda of
the Board of Directors reinforced by the required documents and informa-
tion at least ten days prior to enable the Board of Directors Members to
study the topics put up and to enable the Board of Directors to make ap-
propriate decisions.

. The responsibilities of the Members of the Board of Directors should be
clear and defined so as to be in keeping with the effective relevant laws,
and each Board of Directors Member, when elected, should read, com-
prehend and become aware of the Member’s rights, responsibilities and
duties.

. The Members of the Board of Directors should be always aware of the de-
velopments within the bank, and within the local and international banks;
the Executive Management of the bank should provide the Board of Direc-
tors Members, upon designation of the latter, and during the tenor of the
latters’ membership in the Board of Directors and whenever requested,
with an appropriate summary of the bank’s operations.

. Board of Directors Members and the Board of Directors Committees may
directly contact the Executive Management, whereby the Board of Direc-
tors Members’ communications with the Executive Management should be
through the Board of Directors Committees or through the Board of Direc-
tors Chairman.
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9. The Board of Directors or Board of Directors Committees, whenever nec-
essary, have the right to seek the assistance of outside expertise to help
them carry out completely the tasks designate to them.

10. The Board of Directors should set out the duties of the position of the
Secretary General of the Board of Directors (Reporter) and to draw up a
written job description of such a position.

11. The Board of Directors Secretary General should prepare and document
the minutes of the Board of Directors meetings and to record all the discus-
sions of the Board of Directors , the suggestions of the Members of the
Board of Directors , the votes and decisions taken them by the Board of
Directors Members and the entity responsible for implementing such deci-
sions accordingly.

12. The Secretary General of the Board of Directors should make sure that
the Board of Directors members comply with the measures approved by
the Board of Directors and to ensure that information is shared between
the Board of Directors Members, the Board of Directors Committees and
the Executive Management and any other entity, as well as notify the dates
of the Board of Directors meetings within sufficient time.

13. Each Board of Directors Member should declare any potential conflicts of
interest on any topics presented to the Board of Directors and such Mem-
ber should abstain from involvement in the discussion and voting related
to such topics and this should be recorded in the Minutes of the Board of
Directors meeting.

V. Functions of the Board of Directors

In addition to the duties and tasks set out in the effective relevant applicable
laws regulating banking and the instructions of issued by the CBY, the differ-
ent functions of the Board of Directors include the following:

1. Appointments and Substitutions/ Replacements

1.1. The policies of the Board of Directors should include the appointment of
a Managing Director / General Manager, who enjoys honesty, professional
competence and banking experience, and the Board of Directors has the
right to dismiss and replace the Managing Director / General Manager,
whenever necessary.

1.2. The Board of Directors approval must be obtained, for the appointment
of Executive employees based on the recommendations of the Managing
Director / General Manager and after making sure that these employees
have the required expertise.
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1.3. Based on the recommendations of the Audit Committee, the Board of
Directors should carry out the following:

1.3.1. Appoint the Manager of the Internal Audit Department, after making
sure that the latter has the required expertise.

1.3.2. Nominate an independent specialized and highly competent External
Auditor and to communicate with the latter after the approval of the Gen-
eral Assembly of Shareholders accordingly and set the remuneration, in
accordance with the effective applicable laws and the banking laws and the
instructions issued by the CBY.

1.4. The Board of Directors should approve the replacement policy of the
executive management of the bank, which should include the required
qualifications and other requirements which the relevant positions require.

2. Planning, Control and SupervisionSystems/Procedures
2.1. Approve the strategies, targets, plans, policies of the Bank.

2.2. Exercise directing and control of the executive management of the Bank,
which is responsible for the day to day operations of the Bank and taking
the latter to account accordingly.

2.3. Approve the internal control and supervision procedures, especially the
internal audit procedures, which includes documenting the tasks, authori-
ties and responsibilities of the internal audit department and making sure
of the effectiveness of such procedures.

2.4. Make sure of the extent of compliance of the Bank to the approved strate-
gies, plans, policies and measures, or which are required by the applicable
effective laws and the banking regulating laws and the instructions issued
by the CBY; make sure that the Executive management of the bank re-
views and compares the performance in accordance with the work plans,
and make sure that the required corrective measures are taken, as well as
making sure that all the bank risks are managed properly.

2.5. Approve policies, strategies and frameworks appropriate for ensuring the
protection of the rights of depositors and other creditors.
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2.6. Approve the organizational structure of the bank recommended by the
executive management, which shows the hierarchy of management report-
ing lines, and in this area, the Board of Directors must do the following:

2.6.1. Approve the internal procedures and regulations related to the bank’s
operation and the improvement of the latter and whatever is associated
therewith in terms of defining the tasks, mandates, duties responsibilities
and the relations between the different organizational levels.

2.6.2. Approval or ratification of the policies of delegating and executing the
tasks designated to the Executive Management and all delegations issued
by the Board of Directors (either to one of the Board of Directors Members
or others) and should be set out accordingly in place and the time frame set
out for its effectiveness.

2.7. With the objective of increasing the effectiveness of the Board of Direc-
tors , the Board of Directors should create committees under the Board
of Directors , provided that the mandate and period for these committees
are set out accordingly, along with the responsibilities, and how the Board
of Directors shall supervise these committees, and whereby such commit-
tees shall present periodic reports to the Board of Directors , with due con-
sideration to the principle of transparency in the selection of the members
of such subcommittees.

2.8. It the event that the bank is a part of banking group both of the following
points must be given due consideration:

2.8.1. The Board of Directors of the holding company (Bank) should set forth
the ideal governance structure, which would achieve effective and ade-
quate supervision for the group as a whole, and the Board of Directors of
the holding company (Bank), should realize the risks and significant issues
that could potentially have an impact on the group, and the Board of Direc-
tors should exercise adequate supervision of the group and the affiliated
company therewith.

2.8.2. The Board of Directors of the affiliated company (bank) bears the re-
sponsibility for following proper governance practices, protecting the rights
of the depositors, the interests of the shareholders and to make sure that
the bank fully complies with the applicable effective laws and the banking
laws and the instructions of the CBY and the instructions of the banking
CBY control authority.
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2.9. In the event that the bank engages in activities or operations in an
environment that hinders transparency or uses structures and organiza-
tional structures that obstruct transparency, then the Board of Directors
should understand this and should set out appropriate limits to the size of
the operations allowed in such areas, or should not use such tools; simi-
larly, the Board of Directors should make sure that the executive manage-
ment sets out policies to determine and manage all risks that accompany
such type of tools or activities and should reveal them to the External Audi-
tor and the CBY.

3. Code of Ethics: The Board of Directors should ensure that the manage-
ment of the bank’s business is undertaken with high integrity and should
work to instill the policy of aspiring towards reaching the ideal example;
this can be accomplished by adopting a code of ethics, which includes a
definition of conflicts of interests and the deals which are undertaken by
the Bank personnel for their own personal interests, based on information
the latter were aware of as a result of the authorities assigned to them,
whereby this policy and code of ethics should be circulated to all the em-
ployees of the bank and the Board of Directors and should be published to
the public.

4. Self Assessment and Performance Evaluation

4.1. The Board of Directors should adopt a mechanism for evaluation of
performance on a periodic basis (at least once a year) through the Nomina-
tions and Bonuses Committee, which evaluation should include:

4.1.1. Performance evaluation of the Board of Directors as a whole and of
each individual Member of the Board of Directors , the percentage of the
attendance of the Member the meetings of the Board of Directors and the
extent of the effectiveness of the latter’s contribution to the discussion of
the Board of Directors decisions.

4.1.2. Evaluation of the performance of the Managing Director / General Man-
ager.

4.1.3. Evaluation of the performance of the sub-committees of the Board of
Directors .

4.2. The Board of Directors should include in the bank’s annual report a
report on the adequacy of the bank’s internal control and supervision sys-
tems related to the mechanism for preparing the financial reports.
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4.3. The Board of Directors should, based on the periodic reports presented
to the Board of Directors by the Executive Management, Internal Auditor,
and the External Auditor, review the Bank’s operations; the Board of Direc-
tors should evaluate the operations and good management of the Bank,
should define the deviations and excesses, should analyze the reasons
thereof and determine those responsible for such discrepancies, holding
them to account and issuing the necessary instructions for remedying and
preventing the repetition of these infractions accordingly.

4.4. The Board of Directors should review the transactions of stakeholders to
consider them, in preparation for presentation thereof to the General As-
sembly of Shareholders.

4.5. The Board of Directors should adopt the issuance of quarterly and an-
nual financial reports.

4.6. The Board of Directors should request information on risk management
in the bank, with the aim of analyzing and discussing the risk data and sta-
tistics (qualitative and quantitative) in the bank continuously.

4.7. The Board of Directors should approve and monitor the compliance poli-
cies, whereby they should be prepared and developed, and should make
sure that these policies are applied in the bank by the entity that is respon-
sible for supervising compliance monitoring.

4.8. The Board of Directors should study the reports and recommendations
of the Executive Management on developments and improvements and
the ways to strengthen the bank’s practices in exposure and other areas.

4.9. The current structure of the Board of Directors should be reviewed once
a year at least to make sure of the compliance to the conditions required
accordingly.

4.10. The Board of Directors should inform the shareholders in the General
Assembly meetings that the evaluation has been carried out and the share-
holders should see the results of such evaluation.
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Section II: Board of Directors Sub-committees
l. General Provisions

1.

The Board of Directors shall form and delegate Board of Directors sub-
committees for defined periods to carry out the tasks designated thereto
and the committees shall present periodic reports to the Board of Directors.

. The Board of Directors Subcommittees bear responsibility for their work

reporting to the Board of Directors accordingly, but this however does not
waive the Board of Directors from the responsibility of the work of these
subcommittees.

. The attendance of the subcommittee members to the meetings thereof is

essential to continue their membership in the committees and the quorum
must be achieved for the meetings to be proper; decisions in the subcom-
mittees are taken by a majority vote and in the event of a tie vote the side
in which the Chairman of the subcommittee voted shall prevail, while the
opinion of the other side should be noted in the minutes of meeting; it
should be ascertained that a proxy vote is not allowed, and the Chairman
of any subcommittee may not delegate any of his authorities to any other
person.

. Each committee should prepare procedures for the committee’s work,

which such procedures should clearly define the committees mandate,
tasks and responsibilities; and such procedures should be approved by the
Board of Directors .

. The minutes of meetings of the subcommittees should be fundamentally

documented and classified.

. Membership in more than two subcommittees should not be repeated and

a Chairman may only be Chairman of one committee and the authorities
delegated to the latter may not be delegated to another person.

. The Board of Directors shall at least form the Audit Committee, Gover-

nance Committee, Selection and Bonuses Committee, Risk Management
Committee and any other Committees the Board of Directors views neces-
sary for the work of the bank, and the bank may merge the Governance
Committee with the Nominations and Bonuses Committee with the applica-
tion of the Governance Procedures.
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II. Board of Directors Subcommittees
A.Governance Committee (GC)
1. Objectives of GC:

Set in place governance procedures for the bank, monitor implementation
thereof and amend the procedures as necessary.

2. Formation and Periodic Meetings of GC:

2.1. The GC consists of Board of Directors non-executive members, with a
membership of at least three members in the GC.

2.2. The Chairman of GC and the majority of GC members should be Board
of Directors independent members, with a member being an independent
member of the Audit Committee.

3. Mandate and Tasks of GC:

3.1. Supervision of monitoring the implementation of the Governance Proce-
dures, the most significant of which is following up on whatever is issued
by the Basel Committee and presentation thereof to the CBY.

3.2. Coordination with the Audit Committee to ensure compliance with the
Governance Procedures.

3.3. Provide the Board of Directors annually at least reports and recommen-
dations based on the results arrived at through the work of the GC.

3.4. The GC shall hold at least two meetings a year.

B. Audit Committee (AC):
1. Objectives of AC:

Review the reports on the financial data, the internal supervision and control
systems, the scope, results and the extent of the adequacy of the internal and
external auditing; review the accounting issues which have a major impact on
the financial data.

2. Formation of the AC and the Frequency of the Meetings of the AC:

2.1. The majority of the members in the AC should be from Board of Directors
non-executive Members, with at least three members, excluding the Chair-
man of the Board of Directors .

2.2. The Chairman and majority of the AC members should be independent
Board of Directors Members.
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2.3. The Board of Directors shall designate the Chairman and members of the
AC for three years renewable for two terms as a maximum.

2.4. The AC should include at least one member with appropriate academic
credentials and / or experience in accounting and auditing; the AC may
seek the assistance of external experts after Board of Directors approval
thereof accordingly.

2.5. The AC shall hold meetings with full attendance of members at least four
meetings (once every three months) a year, and all minutes of meetings
should be originally documented.

3. Mandate and Tasks of AC:
The AC shall have:

3.1. Authority to obtain any information to enable the AC to carry out its work,
and the AC may call upon any person of expertise or specialization to at-
tend AC meetings to be guided by the experts’ opinions and may call on
any Board of Directors Member or Member of Executive Management to
attend the AC meetings; similarly the AC may call on the Manager of In-
ternal Auditing to attend the meetings of the AC, and the AC may call for a
meeting with the External Auditor.

3.2. Review the periodic financial reports before presentation to the Board
of Directors ; follow up on the accounting issues that have a major impact
on the financial data, this being with the aim of ensuring the fairness and
transparency of financial reports.

3.3. The AC should evaluate the effectiveness and adequacy of the supervi-
sion and control and the responsibilities of the AC include:

3.3.1. Evaluate the internal control and audit function and make sure of the
compliance of the effective instructions issued by the relevant concerned
entities.

3.3.2. Assess the effectiveness of the internal audit scope and programs.

3.3.3. Review the results of the reports of the internal audits and make sure
that the appropriate measures have been taken accordingly.

3.3.4. Review and approve the proposed audit plans by the internal audit
department.

3.3.5. Recommend to the Board of Directors the appointment, relocation,
and dismissal of Internal Audit staff; set the remuneration and evaluate the
performance of the Manager and staff of the Internal Audit Department.
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3.3.6. The AC has the authority to contact, directly and meet with the Exter-
nal Auditor. Without the attendance of management, and the responsibili-
ties of the AC include in this field, the following:

» Recommend to Board of Directors the appointment and dismissal of Exter-
nal Auditor, and setting the remuneration and assess the objectivity and
independence of the External Auditor.

* Review and acceptance of the Letter of Appointment.

* Review the results of the external audits and the CBY (Inspection) reports
and make sure that the required measures have been taken accordingly.

*  The AC shall review the transactions with stakeholders and notify the
Board of Directors accordingly.

* The AC should ascertain the extent of the Bank’s compliance with the ef-
fective applicable laws and the laws that regulate banking and instructions
issued by the CBY and the extent of abiding by the Bank’s internal policies
and procedures.

» The AC shall hold periodic meetings with the External Auditor at least once
a year and at least twice with the internal auditor; similarly the Internal and
External Auditors may request to meet with the AC whenever it is neces-
sary.

» The AC shall receive all the notices presented by the staff on any potential
violations in the financial and legal matters with full confidentiality in accor-
dance with the Program for Reporting Violations approved by the Board of
Directors.

C. Selections and Bonuses Committee (SBC):
1. Objectives of SBC:

Control and ensure transparency of the election, renewal and replacement
of Board of Directors Members, appointment of Managing Director; similarly,
to assess the effectiveness of the Board of Directors as a whole and the ef-
fectiveness of each member of Board of Directors independently; to assess
the performance of the executive management; and similarly to ensure the
transparency of the salaries, bonuses and incentives of the executive man-
agement and to ensure that such policies are consistent with the objectives
of the Bank.
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2. Formation and Periodic Meetings of SBC:

2.1 The Membership of the SBC should not consist of members of executive
management, with the number of members in the SBC being at least three
members.

2.2 The Chairman and the majority of the members of the SBC should be
independent (Board of Directors ) members.

2.3 To avoid conflicts of interest, a member should not participate in the dis-
cussions and decisions related to such member.

2.4 The SBC should hold at least two meetings a year.
3. The Mandate and Duties of the SBC:

3.1 Put in place (the minimum) standards and requirements for the experi-
ences, qualifications and skills required for Board of Directors membership
and for the position of the Managing Director/General Manager, including
the time required to be dedicated for Board of Directors work; and the
Board of Directors shall approve the standards and requirements put in
place as such.

3.2 Recommend selection, and reselection and cancellation of Members of
Board of Directors , Board of Directors subcommittees, and the position
of Managing Director / General Manager and the cancellation of member-
ship accordingly, subject to the effective applicable laws, and taking into
consideration.

3.3 Identification of the Board of Directors Members, who are members, non-
members of Executive management and the independent Board of Direc-
tors ; be sure of the independence of the latter members, in keeping with
the standards herein set forth; ascertain that the formation of the Board of
Directors is consistent with the size of the Bank and the complexity of the
Bank’s operations.

3.4 Adoptions of objective standards for the assessment of the effectiveness
of the Board of Directors , as a whole and with respect to the individual
Board of Directors Members and the evaluation of the performance of
each of the Board of Directors Subcommittees, the members of Executive
management; when evaluating the performance of the Board of Directors
as a whole and Executive management, consideration should be given to
the performance in other similar corporations and similarly consideration
should be given to the extent of compliance with control requirements;
Board of Directors should approve the performance assessment standards
accordingly.

g la el | day939 Aanlll 825 .2

di ¥ Ol e« omiais pud slinel (yo g S Bt 583 O o 1.2
LA e slae Wi sue

CMETLl ) sliac ¥ (po Al sline | AedlE g (i) 950 2.2

CLEBLLI 2. Zimdd) gune <hldn ¥ O cuo « plluall (yo)lad oot 3.2
N EyrS-1P i JRul{ BIe:1 (P}

A2 BN e cnelatian | sl ) (a5 4.2

‘Ao alge g Ol S .3

2 alal| Of5lgl g MBS g Ol pdnll (3N aodl) dog piig pibas pudng 1.3
Loy ¢ pladl ol / (g2l jull cuaie Jaddg 8,131 ulave 4 gunal
(BN pule Jloe¥ gunall (pe duacasd o) gl cuusd 13 2
-A4e gu gl do g ity pcilall e 31 ¥ ) pulome Baliasg

udane Dland o 351031 pulone Ty gudnal zends 530 Bale g e I B 521 2.3
s ¢ Bagaaall eladlg alall ,uull / GUAl! pull cuaie JAddy 3N
guamd! O e s HLae N Cyas 55T ( 5BLII Aalai Ny Cyilgall Gle | e
pgialiy B)0¥1 (ule Oleleial 2 cliae¥! S lie 4llady Zucgiy
-kl g3 g pgilx 19t

sliae ¥y il pd sliae¥ly Cpinaiil sliac ™ iy pad ausg 3.3
lall e 33197 Loy Gnlaiad | sliae W) A8 Saitu (po aST 1y it
e oo BN ulone ALSES ciwlis (o WS ¢ ot 1an 253 5190
-dilies wdaig clid!

JS #1al @iy JSS 81 ¥ 1 uloe Allad o) due guge pulas s 4.3
Ot el iy A3t (o ind JSg )Y (pulons slinel (o gune
8 13X 1y USS Bya¥ (ulome shal @edi wie Hlie ¥l D39 ¢ Onpinaid)
Ol A Y (Gbe oo | LoS Agalit! (6,5 M1 Oluwdhl £1al daiuaiat
- yulee e 30N yulme @sliasg « s 1

&g idlé_o04ga J—ya

Guidelines for Governance of Banks



3.5 Be sure that the Board of Directors Members are getting continuous
training and qualification, by means of training programs designed for this
purpose, to keep pace with recent developments in the financial services
industry. SBC is responsible for the information on some of the important
issues to the Board of Directors Members as requested,

3.6 Put in place the conditions and criteria for the appointment of the top
members in Executive Management and the performance evaluation of the
latter and prepare the plans for their designation.

3.7 Recommend to the Board of Directors the cancellation of appointment /
dismissal of any of the top officials of Executive Management if there is
evidence of ineffectiveness or deficiency in the performance of the duties
and responsibilities of such officials accordingly.

3.8 Undertake annual review of the requirements for membership in the Board
of Directors and for the Managing Director / General Manager; ensure
compliance with the provisions of the effective laws and regulations and
the instructions issued by the CBY.

3.9 Ensure the existence of clear policies for the bonuses, remunerations,
salaries and any other benefits for the Board of Directors Members and
Executive Management, which are in keeping with the experience and
qualifications thereof, which policies should be approved by the Board of
Directors and which should be reviewed annually by the SBC; there should
be equilibrium when setting the bonuses, remunerations and salaries,
whereby these bonuses, salaries and remunerations should encourage
the attraction of qualified individuals and should not be inflated; the scale
for such salaries and bonuses should be within the context set out in the
Bank»s policies, and should not be linked to short term performance, with
the aim of avoiding encouragement of taking unreasonable risks.

3.10 The Annual Report of the Bank should reveal the means by which
the bonuses of the executive and non-executive Members are set.

D. Risk Management Committee (RMC):
1. Objectives of RMC:

Put in place risk management policies, in keeping with the Bank>s abilities
and the Banks ability to bear risks; review the performance of Executive
Management in the management of Credit Risks, liquidity and operations
risks and non-compliance risks, capacity risks, etc.
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2. Formation and Frequency of Meetings of RMC:

2.1 The RMC should comprise three members at least, provided that the number of
Executive Members should not exceed one member.

2.2 The Chairman of RMC should be an independent Board of Directors Member.

2.3 RMC should hold four meetings a year (one each three months) at least and
should report to the Board of Directors .

2.4 The members of RMC should be academically qualified and / or with practical
experience in accounting, finance, risk management, financing (funding) and
investment; and RMC may seek the assistance of external expertise, after the
approval of Board of Directors accordingly.

3. Mandate of RMC:

3.1 RMC should review risk management strategies and policies prior to the ap-
proval thereof by Board of Directors , and should be sure that such strategies
and polices are being implemented.

3.2 Ensure the availability of the resources and systems for risk management, and
ensure the independence of the risk management staff from the functions that
result in the bank having to bear risks.

3.3 Recommend to the Board of Directors the appointment, transfer and dismissal
of the Manager of the Risk Management Department and setting the remunera-
tion of the latter; undertake the evaluation of the Manager of Risk Management
Department.

3.4 Review the organizational structure of the Risk Management Department and set
forth recommendations accordingly prior to approval by the Board of Directors.

3.5 Review periodic reports on the nature and size of risks to which the Bank is
exposed and on the activities in risk management.

3.6 Monitor the extent of compliance of the Risk Management Department to the
standards issued by the Basel Committee concerning risk management and re-
lated to credit risks, market risks, and operational risks.

3.7 RMC should present periodic reports to the Board of Directors and should pres-
ent data on the risks to which the Bank is exposed and should inform the Board
of Directors on the developments in risk management and the instructions of the
CBY accordingly.

3.8 Review and present opinion to the Board of Directors on the limits of exposure
and the extraordinary cases that could arise thereof.

3.9 RMC should hold periodic meetings with Risk Management Department to dis-
cuss and assess the risks, to which the Bank is exposed, the adequacy of the
ways to deal with such risks and present recommendations to the Board of Di-
rectors accordingly.
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Section III: Executive Management

. Qualifications:

1. Members of the Executive Management should be qualified professionally
and should enjoy high quality capabilities and skills related to their per-
sonal and professional qualifications and the executive management shall
apply the highest ethical standards.

2. The Executive Management should respect the distribution of powers at
both strategic levels (Board of Directors and Executive Management) in
the Bank.

3. Executive Management should fully realize its role, with respect to banking
governance, and should also understand that it is obligated to implement
the regulatory obligations and the instructions of the Board of Directors in
the interest of the Bank.

Il. Mandate:
The Executive Management must carry out the requirements of the following
tasks and functions:

1. Preparation and improvement of an organizational chart as needed, with
such organizational chart to be approved by the Board of Directors ; du-
ties, responsibilities and powers should be distributed, in addition to the
reporting lines for operational reports, and with this organizational chart
should ensure the prevention of any conflicts of interest.

2. Carry out operations of the Bank and maintain proper records for all the
measures and decisions taken accordingly.

3. Comply with regulatory by-laws and instructions of the Board of Directors
related with exerting all possible efforts as such and as consistent with the
interests of the Bank accordingly.

4. Take the appropriate measures for determining, measuring, evaluating and
managing risks with which the Bank is confronted, and ensure that all the
requirements for compliance are being carried out to the fullest extent pos-
sible.

5. Provide for the appropriate measures, in light of the instructions of the
Board of Directors , so as to ensure the existence of integrated systematic
internal control, not to mention the periodic assessment of the extent of
effectiveness of internal control.’
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6. Provide for a management information system, which is capable of issuing
reports on operations and any results that come out of internal audit on the
extents of regularly applying international control systems on the important
core issues.

lll. Responsibilities

In addition to the responsibilities imposed by the effective pertinent laws, the
regulating banking laws and the instructions of the CBY, the Executive Man-
agement of the Bank bears all of the following responsibilities:

1. Carry out operations in a proper manner according to the policies and
plans which are set forth by the Board of Directors ; this management is
also responsible for the linkage, comprehensiveness and accuracy of the
timely flow of information to the Board of Directors and the Board of Direc-
tors Subcommittees.

2. Provide adequate information on management operations to all the Board
of Directors members and Board of Directors Subcommittees, with the aim
of enabling the latter to undertake their duties correctly and effectively.

3. Prepare the appropriate for the meetings of the Board of Directors .
4. Prepare the following:
4.1 Business strategy, objectives and policies; and

4.2 Estimated and actual budget and the plans for all the functions and activi-
ties.

4.3 Any other suggestions, which are of benefit to the Board of Directors

5. Implementation of compliance and risk management policies approved by
the Board of Directors , monitoring of risks; provide support and advice
to all the staff; periodic assessment on the extent of applying compliance
monitoring and control of risks, with respect to the Bank; train staff and
preparation of periodic reports on the activities of management to the Ex-
ecutive Management; and advise any matters that are of an urgent nature.

6. Provide control and internal supervision procedures that ensure the trans-
parency of financial data and information; prepare the banks financial
statements and final accounts with all the details and supporting informa-
tion and all the required Exposures; and the Managing Director / General
Manager is responsible to the Board of Directors on the accuracy of such
financial statements and final accounts.
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7. Compliance of the Bank with all the effective applicable laws regulating
banking and the instructions of the CBY, and the regulatory by-laws and
other instructions applied in the Bank.

8. Facilitate the tasks of the internal and External Auditors and the CBY In-
spectors; cooperate with and provide all the data, information and docu-
ments to the latter which fulfill the requirements of their tasks; in doing
so, management should pursue accuracy and transparency and should
respond to any of the comments and queries of the latter and react to the
results of their audits on an a priori basis remedying any shortfalls, weak-
nesses and deficiencies; and should improve performance.

9. Develop skills and professional conduct of the staff of the Bank to keep
pace with the most recent improvements and technologies through con-
tinuous training within and outside the Bank.

10. Put in place compliance policies, provided that they are endorsed and ap-
proved by the Board of Directors .

Section IV: Control and Internal Supervision Environment

l. Internal Control and Supervision Systems:
1. The Bank should have an effective internal control and supervision sys-
tems.

2. The structures of the internal control and supervision systems should be
reviewed by the internal and External Auditors at least once a year.

3. The Board of Directors should include in the annual report, a report on
the adequacy of the control and supervision systems, whereby the report
should include the following:

3.1 A paragraph that explains the responsibility of Executive Manage-
ment for setting in place internal control and supervision systems capable
of financial reporting in the Bank and of maintaining such systems.

3.2 A paragraph on the framework used by the Executive Management
used to evaluate the effectiveness of the internal control and supervision
systems.

3.3 Evaluate the Executive Management on the effectiveness of internal
control and supervision, as of the date of the financial statements which
are included in the Annual Report of the Bank, accordingly.
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3.4 Reveal the weak areas in the internal control and supervisions sys-
tems of significant value (Any significant weak area is a clear weak point or
a set of obvious weak points, which result in not being able to find incorrect
data, which could have a significant impact.)

3.5 Areport by the External Auditor, which shows the opinion of the latter
in the assessment of the Executive Management vis a vis the effectiveness
of the internal control and supervision systems.

4. The Bank shall undertake measures that allow the staff to confidentially re-
port on the spot on threats of possible infractions, and in a way that allows
for the independent investigation and monitoring of such threats; and such
measures should be followed up by the Auditing Committee (AC)

1I. Internal Audit Function:

The Bank must have a permanent and effective internal audit function which
reports to the Board of Directors , and which enjoys full independence, pro-
vided that the Board of Directors appoints the Manager and staff of the In-
ternal Auditing Department (IDC), based on the recommendations of the AC;
similarly, the staff of the IDC should not be designated for any executive work
/ responsibilities. The following are the duties of the IDC:

1. Ascertain the extent of commitment to apply the policies and procedures
approved by the Board of Directors , and the banking laws and instructions
issue by the CBY.

2. Ascertain that the internal instructions and procedures systems of the Bank
are being applied and suggest to the Board of Directors and the AC rem-
edies of any shortcomings in the financial, administrative and technical
systems.

3. Present internal audit reports to the Board of Directors and AC.

4. Document the duties and mandate of the IDC, within the internal control
charter approved by the Board of Directors .

5. Ascertain the adequacy and extent of effectiveness of the internal control
and supervision systems of the Bank.

6. Present suggestions and recommendations to the board of Director Sor
the AC, which should aim to improve the efficiency of the internal control
systems of the Bank.
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7. Assist the Board of Directors to carry out the responsibilities of the Board
of Directors to the full extent, by means of providing the Board of Direc-
tors with the analysis, assessments and recommendations, concerning
the functions that are audited by the IDC.

8. The basic responsibility of the IDC, which should be based on risks, is to
audit, and, as a minimum, as follows:

8.1 All the Bank’s departments, sections, braches, and all functions
and risk exposures, whereby such auditing should be periodic and con-
tinuous throughout the year, in addition to reviewing the financial state-
ments and final accounts.

8.2 Internal audit should be carried out in accordance with appropriate
comprehensive and professional auditing programs, which are consistent
with international standards and guidelines; the required technologies
should also be provided and such programs should be improved to keep
pace with the development of the Bank’s work/business.

9. Systematically and safely keep reports and the related work papers

thereof, to which can easily be referred, and should be ready for seen by
the External Auditor, AC, and CBY inspectors.

II1. Compliance/Adherence Function:

All Banks should have a permanent and effective compliance function, sub-
ordinate to the Board of Directors, and which enjoys full independence. The
following are the most significant duties of the compliance function:

1. Permanently monitor the compliance of the bank to all the applicable
effective banking laws, instructions of the CBY, which must be followed,
and similarly al the procedures and regulations; similarly, adherence to
sound banking customs and practices, rules and standards issued by the
local and international control and supervision entities.

2. Monitor the extent of commitment to applying governance system of the
Bank.

3. Receive reports of staff in the Bank on any illicit and unethical practices,
and investigate the latter accordingly.

4. Measure the expected impact, in the event of any changes in the legal
framework to which the bank is subjected.

5. Ascertain the consistency of any products with the relevant effective laws,
banking laws and instructions issued by the CBY.
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6. Ascertain that the Bank sufficiently knows of the risks of non-compliance,
which are, e.g. legal and control penalties, the possibility of becoming
exposed to financial losses or reputation risks as a result of the Bank'’s
non-compliance of the effective applicable laws, banking laws, instructions
issued by the CBY and the international laws which govern interbank inter-
national dealings.

7. Present compliance reports to Board of Directors , with copies to the Ex-
ecutive Management.

IV. Risk Management:

The Bank should have a permanent and effective risk management function,
which enjoys full independence. The following are the most significant duties
of risk management:

1. The Risk Management Department (RMD) should report to the RMC, how-
ever, the RMD, with respect to daily operations, should be tied to the Man-
aging Director / General Manager.

2. The responsibilities of the RMD of the Bank include the following:

2.1 Analysis of all risks, including credit risks, market risks, liquidity risks and
operational risks.

2.2 Develop measuring and control methods for each type of risks.

2.3 Recommend to RMC, risk ceilings and approval (limits); presentation of
reports and record any exceptions to the risk management policies.

2.4 Provide Board of Directors and Executive Management information on
the measurements of risks in the Bank (the Board of Directors should
regularly review the risk exposure qualitative and quantitative data of the
Bank in each of the Board of Directors meetings accordingly).

2.5 Provide information on the risk exposures of the Bank, which is to be used
for the purposes of Disclosure and publication to the public.

3. The executive committees in the Bank (e.g. Credit Committees, Assets
and Liabilities Committees, Treasury Committees, Operational Risk Com-
mittees) shall assist the RMD to carry out the duties of the Department in

accordance with the mandates which are set for such committees.

4. The Annual Report of the Bank should include information on risk manage-
ment, concerning the structure and nature of the operations of the function
and the developments in such a function accordingly,
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V. External Auditors:

1.

Appointment of an independent External Auditor, who engages in auditing,
in accordance with international standards related to the auditing profes-
sion, and aware of his obligations to the Bank, with respect to exerting all
the required professional diligence, consistent with international auditing
standards accordingly.

. Systematic rotation of External Auditor, in keeping with the instructions is-

sued by the CBY.

. Compliance with effective applicable laws and instructions issued by the

CBY, with respect to regulating the relationship between the External Audi-
tors and the relevant other entities accordingly.

. Arrange regular meetings between the External Auditor and AC, as they

are important and significant, in order to strengthen the independence of
the External Auditor.

. Ensure the independence of the External Auditor, by means of the External

Auditor not having any interest in the Bank, and with none of the Board of
Directors members being shareholders or partners in the firm of the Exter-
nal Auditor.

. AC should regularly review the arrangements with the External Auditor, so

as to ensure the appropriateness of such relationship with the volume and
nature of the Bank’s operations.

. The AC should activate the channels of communications between the Ex-

ternal Auditor and the Board of Directors and the Executive Management
of the Bank and should create the atmosphere that enables the External
Auditor to obtain all the data, information and documents required for the
audit, whether from the Executive Management or the Board of Directors .

. The effective and timely use of the results of the external audit.
. The reports of the External Auditor should be presented to the Board of

Directors / AC, and then to be passed on to the Executive Management to
respond thereto, and after that the Board of Directors shall issue instruc-
tions for addressing such comments.

10. The External Auditor is responsible to the Shareholders and the owners

of Bank’s equity, and similarly to the Board of Directors , with respect to
exerting all diligent professional care required, consistent with international
auditing standards associated with the professional for ensuring the appli-
cation of proper auditing procedures for the Bank.
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Section V: Public Disclosure and Transparency

l. General Provisions

1. Exposure and transparency constitute a basic element of good governance
and thus ensure discipline of the market. This is because there are posi-
tive aspects for the Bank in exposure and transparency, as exposure leads
to attracting capital, strengthening confidence in the Bank and assist de-
cision makers to make sound decisions related to the Bank’s business.
Disclosure also has positive aspects for the shareholders and other stake-
holders, as it provides the required information which make it easier to un-
derstand the Bank’s business and to judge its performance and thus make
the sound decision in these people’s dealings with the Bank.

2. In general, exposure and transparency must be followed in all the Bank’s
operations and businesses and the Board of Directors must publish the
financial and non-financial information, which concern the depositors and
investors, whether through the Annual Report of the Bank or the website
of the Bank in the internet. The type and nature of the information that are
publicized should be appropriate with the size and activities of the bank
and for evaluating the Bank’s risk exposure.

3. Exposure should include at least the following:

3.1 There should be comprehensive disclosure in accordance with Interna-
tional Financial Reporting Standards (IFRS), the applicable effective laws
and instructions issued by the CBY, when preparing the financial state-
ments of the Bank.

3.2 Regular exposure at the times set out and without any delays of the an-
nual financial statements and regular reports on the Bank’s website in the
internet and in other appropriate media, in Arabic as per the effective in-
structions.

4. With respect to all the Bank’s annual and periodic financial reports, public
statements, and periodic briefs should be committed to presenting accu-
rate, objective and comprehensible and comparable information.
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5. The Annual Report and periodic reports should include a paragraph related
to the remarks and analysis of the Management, which includes financial
and non-financial information, which allow the investors to understand the
results of the Bank’s operations and the financial position of the Bank. This
should include the possible effect of current trends and forecasted trends
and cases of uncertainty, with the Bank undertaking that such remarks and
analysis are credible, complete, fair and comprehensible. Such analysis
should express a future outlook, which includes revelation of circumstanc-
es that could affect the financial position of the Bank, in the event that such
circumstances are justifiable and have a potential for occurring.

6. The Board of Directors must, after obtaining the approval of the relative
concerned entities (if so required), disclose any major events, such disclo-
sure being as follows:

6.1 Comprehensive description of the event and relevant information associ-
ated with such event.

6.2 The factors leading to the occurrence of such event.

6.3 The financial impact of such events, and the consequential commitments,
which might be borne by the Bank as a result of such event.

7. Without prejudice to the foregoing, the Chairman and Members of the
Board of Directors , the Managing Director / General Manager, the rela-
tives of the latter, advisors, External Auditors and all the Bank employees
must not reveal any internal information that could affect the price of the
share in the market, and / or to transact the shares of the Bank, based on
internal information.

Il. Disclosure of Organizational and Administrative Aspects:

The Annual Report and the website of the Bank should include the full dis-
closure of the organizational and administrative aspects of the Bank, as
follows:

1. The objectives, conventions, business policies and ethics of the Bank and
the evaluation of the performance of the Bank comparably with such con-
ventions and policies, while especially referring to the policies and proce-
dures associated with governance in the bank. This should be with the
presentation of a general picture of the extent of the Bank’s compliance to
such governance policies and procedures. The reasons for non-compli-
ance accordingly should be disclosed, in the event of such non-compliance
occurring.
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2. Board of Directors :

2.1 Disclose information on each of the Board of Directors members: quali-
fications, experience, shareholding in the Bank’s capital, whether such
member is independent, executive or non-executive, membership in Board
of Directors subcommittees, date of appointment to Board of Directors
, number of times attendance in Board of Directors and subcommittee
meetings, whether the Member is a member in any other Board of Direc-
tors , participation in the executive management functions, bonuses / sala-
ries, which the member obtained from the Bank, loans — facilities — funding
provided from the Bank and any other transactions between the Bank and
the Board of Directors Member and / or the member’s partners or any
relevant parties and interests associated with such member accordingly.

2.2 The number of meetings of the Board of Directors and the Board of Direc-
tors subcommittees.

2.3 The duties and responsibilities of the Board of Directors .
2.4 The frequency of the Board of Directors meetings.

2.5 The approved standards for evaluating the effectiveness of the Board of
Directors as a whole, and the effectiveness of each member of the Board
of Directors .

2.6 Resignations of Board of Directors members during the year.
3. The Board of Directors subcommittees.

3.1 The formation of the Board of Directors subcommittees.

3.2 Duties and responsibilities.

3.3 Number of meetings of subcommittee, and the number of meetings at-
tended by each committee member.

4. Executive Management:

4.1 Qualifications and experience.
4.2 Duties and responsibilities.
4.3 Levels of reporting lines.

4.4 Bonuses and salaries of Executive Management in the Bank; Loans, facili-
ties and funding which Executive Management obtained from the Bank and
any other transactions between the Bank and Executive Management, or
their partners, relevant parties and associated interests

5. Organizational Structure of the Bank.
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Section VI: Rights of Shareholders and Other Stakeholders

I. Rights of Shareholders

In addition to the rights of shareholders imposed by the effective applicable
laws, banking laws and instructions issued by the CBY, the governance sys-
tem applied in the bank should ensure the following:

1. Protection of shareholders rights and facilitating the exercise of such
rights, contributing to the provision of effective communications channels
and various means to contact the shareholders of the Bank and making
sure that they are treated fairly, including the minority shareholders; and
similarly helping to urge these shareholders to take part in the ordinary
and extraordinary General Assembly meetings and to present suggestions
relating to the performance of the Bank and to improving the Bank opera-

tions.

2. A specific mechanism should be provided in the Bank, as part of the share-
holder’s exercising their rights and the latter obtaining appropriate informa-
tion, without any delays; such rights include: Obtaining dividends, attend-
ing ordinary and extraordinary General Assembly meetings and taking part
in the discussions and voting in the latter meeting on the decisions taken in
such meetings, whether by personally attending the meetings or by means
of mail and other technical means, in accordance with the methods defined
by the effective applicable laws.

The major rights of the shareholders include:

* Discussion of the subjects included in the agenda of the General Assembly
and directing any questions to the members of the Board of Directors , Exter-
nal Auditors, and obtain any notices thereof.

» Selection of the Board of Directors members by accumulated voting (each
shareholder has the number of votes that are equal to the number of shares
owned by such shareholder, whereby the shareholder can vote for one candi-
date or divide them to a number of candidates without duplications).

3. The shareholders should be provided with information on the place, date of
the General Assembly meeting and the Agenda of such a meeting in sufficient
time and in accordance with the effective applicable relevant laws.
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4. The shareholder has the right to nominate and elect the members of the
Board of Directors , to inquire as to their qualifications and their ability to
perform their jobs, to discuss the size of their bonuses and financial incen-
tives which the Board of Directors members and Executive Management
members, in addition to their right to present any queries to the Board of Di-
rectors concerning any non professional practices and to obtain answers
thereof.

5. After the end of any General Assembly meeting a report should be pre-
pared for the shareholders to see the remarks which were made during the
meeting and the ensuing results thereof. This would include the results
of the meeting, questions which were raised by the shareholders and an-
swers of the Executive Management or External Auditors to these ques-
tions. The Bank should provide CBY a copy of the minutes of meetings of
the General Assembly meetings (both ordinary and extraordinary) within
not exceeding 15 days from the date of the meetings.

I1. Rights of Other Stakeholders:

1. The Bank should give care to the rights of other stakeholders, and in
the event of violations of such rights, the Bank should find a mechanism for
communicating and dealing with the relevant stakeholders, so as to ensure
taking urgent measures to address such infractions or give the appropriate
compensations accordingly.

2. The Bank should provide adequate information to stakeholders,
which enable the latter to participate in the evaluation of the governance pro-
cedures in the Bank.

3. Provide a safe and healthy work environment for the staff.

4. Work towards completely meeting all the requirements of the control
and supervisory authorities.

5. The stakeholders should have a right to have access to all the information
that will ensure the protection of their interests, as dictated by the relation-
ship of each stakeholder with the Bank; the Bank should comply with trans-
parency and objectivity in disclosing all the important matters that affect its
performance.
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6. The Bank commits to prepare programs, which deal with social re- oubne B (e ouciae Auclain ¥ Ad ghaull Jolidd el slacls ldl a3il .6
sponsibility, which should be approved by Board of Directors . The
aim of these programs should include support to different social proj-
ects and to work towards increasing awareness, in addition to fulfilling I (po ilo gl SLaiBN | Gl L] 2di (] 28l e gl Baly) Sl Jaally
the needs of the national economy by means of loans and facilities 0193 Taa LB ¥ Apa il gt 10 Aol Jloe ST o 3331/ o Seguaidy (4o g a1
/ funding of productive enterprises, which encourage stimulate eco-
nomic development, without damaging the financial condition of the
Bank and the rights of depositors and interests of the shareholders. S ot Srlidlatin g Crla Ll | (bl i 2 il | Silantind | @oantdd il e .7

a0 Auelain ¥ kil ges gl yd | ois Blual (o O5Ss OF e 3,la¥1
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7. The Bank should provide banking services, which meet the needs of ¥y Aawgilly 5 piuall psLdll puoniddy pedd O3k gad @iy 3000y ¢ Alsle
the society with fair prices, and should take the initiative to provide I o i A BRI e = e
financing that support and promote small and medium enterprises, es- ghil 11 48Ls) egililga iy Onidalgll o yully auth o (165 i LA Loy
pecially the enterprises that give attention to the employment, training el g Aty Wit dales Jlone 2 Al deladin | Oluliw
and skills development of citizens, in addition to following the appropri-
ate social policies in environmental protection, health and education.
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Section VII: Other Requirements

A. Additional Requirements for Governance of Islamic Banks
Introduction:

The governance principles which are in the first six sections hereinabove are
considered general principles which are applicable to all banks (typical tradi-
tional banks or banks that operate in accordance with Islamic Jurisprudence
or Sharia>ah principles). However there is a special nature to the operations
of Islamic Banks (IB) and the additional responsibilities towards the share-
holders, depositors, creditors and investors and of the dealings with other
stakeholders. Islamic banks are also subject to additional legal standards.
Accordingly, Islamic Banks have additional governance requirements, which
will be dealt with as follows:

l. Board of Directors

In addition to the responsibilities of the Board of Directors referred to in Sec-

tion 1, the Board of Directors of Islamic Banks has the following responsibili-

ties:

1. Ascertain that the structure of Sharia>ah controls are consistent with the
size, complexity and nature of the business of the relevant Islamic Bank.

2. A Board of Sharia’ah Control (SCB) should be established which is formed
from three Sharia’ah scholars, whereby their specialized field should in-
clude Islamic Jurisprudence for Islamic Financial Transactions; this
Sharia’ah Control Board (SCB) has sufficient ability and effectiveness, and
should enjoy clear authority and responsibility to ensure that the Islamic
Bank (IB) complies with the provisions and principles of Islamic Sharia’ah,
with respect to all the Islamic financial products or services these banks
provide.

3. Commit to engage in all banking services under the provisions and prin-
ciples of Islamic Sharia’ah and define the level of compliance to the issued
decrees and opinions issued by the SCB of the 1B, which should be publi-
cized for the public to see.

4. Ratify the appropriate policies, procedures and frameworks to ensure com-
pliance to the provisions and principles of Islamic Sharia’ah in all facets of
IB business and operations and the products and services which the IB
provides.
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5. The SCB of the IB should be provided with all the information, which would
help the SCB carry out its duties, in an accurate, adequate and timely man-
ner. Such duties are to ascertain compliance of the IB to the provisions of
Islamic Shari‘a and develop an independent opinion in this regard.

6. Commitment to obtain the opinion of the SCB in all the contracts, agree-
ments, policies, procedures, transactions, mechanisms and work programs
and provision of products and services. This would include investment
policies, dividend distribution, bearing losses to the account of investment,
ways to dispense with realized income from sources that are not Sharia>ah
ordained, calculation of Zakat, social and charity programs, whereby all
the foregoing should be approved by the SCB prior to implementation, and
they should also be subject to SCB control after implementation.

7. Approval of the policy guidelines and the procedures for compliance with
provisions and principles of Islamic Sharia>ah. Such guidelines should as
a minimum include the following:

7.1 A mechanism for presenting matters to the SCB to obtain the decree for
its transfer

7.2 The procedures manual for work of the SCB.
7.3 Amechanism for insuring the compliance with the SCB decrees/decisions.

8. The customers of the IB should be provided, based on their request, with
an explanation of any opinion issued ( fatwa) by SCB of the IB and cus-
tomer contact with the SCB should be facilitated.

9. Publicize the decrees and opinions issued by the SCB of the IB on the
website within a period that does not exceed a year from presentation of
the products and services, or approval of the remedies and mechanisms
for which the decrees and opinions have been issued.

10. In general compliance with the standards issued by the Accounting and
Auditing Organization for Islamic Financial Institutions (AAOIFI), and in
particular, with respect to the components of Internal Sharia’ah Auditing.
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II. Board of Directors Subcommittees:

In addition to the objectives, formation, mandates and duties of the Board
of Directors Subcommittees referred to in Section Il, the IB should, when
forming the Board of Directors Subcommittees, should do so subject to the
following:

A. Audit Committee (AC):

1. Formation of AC:

It is preferred that one member of the AC should be a Sharia’ah scholar.
2. The Mandate and Duties of AC:

2.1 Control of the level of compliance with the provisions and principles of
Islamic Sharia’ah.

2.2 Control the use of funds of the posted investment accounts and to ascer-
tain that the profits have been distributed, in accordance with the agree-
ment between the IB and the account owner, and in accordance with the
provisions of Islamic Sharia’ah.

2.3 Evaluation of the effectiveness and adequacy of Internal Sharia’ah Audit
(ISA) function and the extent of its contribution to ensuring compliance
with the provisions and principles of Islamic Sharia’ah (and specifically
the opinions and decisions of the SCB); the responsibilities of the AC are
as follows:

2.3.1 Evaluate the effectiveness of scope of ISA.

2.3.2 Read the reports of the Internal Shariarah Audit Department (ISAD) to
be sure that all the required measures have been taken.

2.3.3 Facilitate the tasks of ISAD.
2.3.4 Review and approve the proposed audit plans of ISAD.

2.4 Review the scope, results and extent of adequacy of the External Auditor
(If available, External Sharia’ah Auditor).

2.4.1 Facilitate the tasks of the External Auditor (If available, External
Sharia’ah Auditor).

2.4.2 Recommend to the Board of Directors , with respect to appointment and
dismissal of the External Auditor (If available External Sharia’ah Auditor),

as well as the fees set for the latter and assess the performance thereof.
24.3 Review and accept the letter of appointment.
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2.4.4 The decision of the possibility of the External Auditor (If available Ex-
ternal Sharia>ah Auditor) providing additional services other than those re-
lated to the issuance of opinions and Sharia>ah audit, and ensure that this
will not affect the independent viewpoint of the SCB.

2.4.5 Look into the reports prepared by the External Auditor (If available Ex-
ternal Sharia>ah Auditor) to ascertain that all the required measures have
been taken concerning them.

2.5 Contacting and coordinating with the External Auditor (If available Ex-
ternal Shariaah Auditor), and the Governance Committee to ensure the
preparation of the reports on the level of compliance with the provisions
and principles of Islamic Shariaah on time and in an adequate manner.

2.6 To ascertain compliance with the provisions and principles of Islamic
Sharia>ah and review the extent of compliance with the laws and regula-
tions and the extent of implementation of the policies of the IB and of the
implementation of the internal procedures of the IB; ascertain the compli-
ance with the accounting standards of AAOIFI and international standards
for financial reports (ISFR), for which there is no coverage by AAOIFI of
such matters, and so as not to conflict with the provisions and principles of
Islamic Shariarah.

2.7 Hold regular meetings with the External Auditor (If available External
Shariaah Auditor) at least once during the year and at least twice with the
ISA Auditor; similarly the ISA Auditor and the External Auditor (If available
External Sharia>ah Auditor) may request to meeting with the AC whenever
necessity of the work so dictates.

2.8 Present to the External Auditor the Shariarah remarks of the ISA, which
the ISAD could not proceed with and follow up on, because of the new mat-
ter that such remarks raise, and lack of previous opinion issued (fatwa) by
the SCB in such matters accordingly.
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B. Governance Committee (GC)
1. Formation of GC:

The members of the GC should understand the relevant provisions and prin-
ciples of Islamic Sharia>ah and the application thereof on the products and
services provided by the IB; they should also have a knowledge of the stan-
dards set by AAOIFI the (and those issued by the International Standards for
Financial Reports. Itis preferred that one of the GC members is academically
qualified and practically experienced in Shariaah Control, other than Mem-
bers of the Shariaah Control Board (SCB) of the Bank; the GC may seek
the assistance of external Sharia>ah expertise after approval of the Board of
Directors hereof.

2. Mandates and Duties of GC:

2.1 Coordination with the SCB and AC to ascertain the compliance with the
Guidelines.

2.2 Focus on the peculiarity of business in Islamic Banking and protection of
the interests of Invest Account holders, which are stipulated in the agree-
ments signed with the latter.

2.3 Ascertain the approval and application of a sound investment strategy,
which is appropriate with the risks and the expected returns of the invest-
ment account holders.

2.4 Ascertain of the appropriate disclosures to investment account holders
in a timely and suitable manner and ensure that investment contracts are
implemented in a proper manner.

2.5 Monitor the use of investment risk reserves and present the appropriate
recommendations to the Board of Directors on how to use such reserves.

C.Selection and Bonuses Committee (SBC)

1. Objectives of the Committee:

Control and ensure the transparency of appointment, renewal, and substitu-
tion of the members the SCB; similarly assess the effectiveness of the SCB
as a whole and the individual SCB members; similarly ensure the transpar-
ency of setting the salary and bonuses policies and the remunerations of the
members of SCB in keeping with their duties and responsibilities.
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2. Mandate and Duties of the GC:

2.1 Recommend to the Board of Directors the appointment, reappointment
and dismissal of SCB members.

2.2 Suggest bonuses and remuneration of members of SCB to the Board of
Directors for the approval of the latter thereof.

D. Risk Management Committee
1. Mandate and Tasks of RMC:

1.1 Control the extent of compliance of Risk Management Department (RMD)
to the standards issued by IFSB (Islamic Financial Services Board) per-
taining to risk management and the standards set forth by the Basel Com-
mittee, which are related to credit, market and operational risks, so as not
to conflict with the provisions and principles of Islamic Sharia>ah.

1.2 With respect to Islamic Banks, which use the List Versions of Sharing and
Speculation, the RMC responsibilities extend to include:

1.2.1 The existence of periodic auditing for the performance of these assets.
1.2.2 Set forth strategies for such operations.

1.2.3 Inform the Board of Directors periodically in any major developments
in such operations.

lll. Internal Control and Supervision Environment

A. Shari a Control Board

The Governance procedures of the IB should ensure that the Governance
Procedures of the IB complies with the provisions and principles of Islamic
Shariarah, in the framework of providing financial services. This is what dis-
tinguishes Islamic Banks from other types of banks, without such compliance,
sufficient Sharia>ah credibility could not be really enjoyed to realize the iden-
tity of a bank accordingly, to attract investors and customers, who desire to
invest their funds and to enter into transactions in ways that are consistent
with the provisions and principles of Islamic Shari‘a.
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Appointment of SCB:
1. The Board of Directors must ensure the following:
1.1 Appoint SCB, which enjoys a good reputation, credibility and integrity.

1.2 Support to SCB, by means of appointing a Shariasxah Compliance Moni-
toring Unit, so that the SCB can appoint and delegate some of the SCB
functions to the Internal Shariayxah Compliance Unit.

1.3 SCB should have three members at least, who are qualified in Islamic
jurisprudence (topped off by the Jurisprudence of financial Transactions)
and they should be formed from a mixture of experienced members; the
SCB members should have experience in financing.

1.4 The SCB should not include members, who are Directors in the IB, and
should not have shareholders, who own 5% or more of the capital shares
of the Bank.

2. The basic ethical characteristics and professional conducts of the SCB:

2.1 When performing their duties with any bank, the SCB Members are ex-
pected to conduct themselves at all times in a manner that is consistent
with the principles that govern the profession and the banks to which they
belong; with adherence to the following principles:

2.2 Independence.

2.3 Personal responsibility.

2.4 Professional attention and conscience.
2.5 Confidentiality.

3. Duties of SCB:

The SCB is charged with the following duties:

3.1 Review and approve the contracts, agreements, transactions, policies,
procedures, mechanisms and work programs and approve products and
services.

3.2 Review and approve Policy Guidelines and the measures for compliance
with the provisions and principles of Islamic Sharia>ah.
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3.3 Present an annual report to the General Assembly of Shareholders, which
shows the extent to which the IB complied with the provisions of Islamic
Shari‘a for the period of the report and the SCB comments and recom-
mendations; and the SCB Report should be included in the Annual Report
of the IB.

3.4 The SCB has the right to seek external assistance of an External Auditor
(If available External Sharia>ah Auditor) to carry out the tasks of planning
and executing the Sharia>ah Audit Procedures and preparing the Annual
Report; the remunerations obtained by the SCB should be allocated for the
tasks of giving opinions and for the tasks of the audit, which would include
all the work related to the Shariaah field audits, follow-ups, the meetings
of SCB with respect to the audit tasks, consideration of the Shari‘a com-
ments, and the finalization of such comments and the preparation of the
Annual Report of SCB.

3.5 Present advice, when requested, for the parties that provide services to
the IB such as the External Auditors and, legal experts, and consultants.

3.6 Ascertain the adequacy and the effectiveness of the Internal Sharia>ah
Audits.

3.7 Give advice and direction to Internal Sharia>ah Audit Department (ISAD),
concerning the scope of Sharia>ah audit required; the SCB should also
look at the brief summaries of the ISAD reports and the responses of Man-
agement accordingly, in order to ensure the adequacy and effectiveness
of ISAD.

3.8 Coordination with GC and the AC concerning assuring the compliance
with the provisions and principles of Islamic Shariarah.

3.9 Look at all the reports that include the review of the compliance with the
provisions and principles of Islamic Shariarah, and similarly the CBY, the
External Auditor, the responses of Management thereto, in order to assess
the efforts exerted to ensure of the compliance with the provisions and
principles of Islamic Shariayah and that due consideration thereof is given
when planning for external Sharia>ah audits for the SCB.

3.10 Suggest training programs on Sharia>ah applications for the staff of IB in
light of the need which the SCB estimates.

3.11 The right to fully look at, without any restrictions, all the records, docu-
ments, transactions and information from all sources, including referring
to the professional consultants, and the relevant concerned staff of the IB.
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3.12 The right to seek the assistance of external experts to present their
advice to SCB and specifically on the legal and financial matters, at the
expense of the IB, after the approval of the Board of Directors thereof.

3.13 Allocate sufficient time to undertake the tasks of providing opinions and
to carry out a full Shari a Review accordingly.

B. Internal Sharia>ah Audit

1. The importance of internal Sharia>ah Audit stems from the specialization
that Islamic Banking entails, which is exemplified by the presence of the
aspects of the business and activities of the IB. Similarly the importance
required for this function to audit the extent of the IB’s compliance with the
provisions and principles of Islamic Sharia>ah in all the IB’s operations and
transactions. This contributes to spread of a climate of confidence with
the public that deals with Islamic Banks and thus limit the rise of reputation
risks.

2. Internal Sharia>ah Control Audits are integral part of the Internal Control
System, and work in accordance with the policies of the IB. The work of
the Internal Control Audit include inspecting and assessing the adequacy
and effectiveness of the Sharia>ah Control System, with the aim of know-
ing whether the existing system (and the extent of compliance thereof)
does provide reasonable certainty that the IB management has carried out
its responsibilities towards ensuring the applications of the provisions and
principles of Islamic Shariarah, in accordance with the decisions rendered
by SCB of the IB.

3. The Internal Sharia>ah Control Auditor should present the Sharia>ah audit
reports to the Board of Directors / SCB, after having discussed the com-
ments and recommendations with the appropriate levels of Management.

4. The Internal Shariayah Control Auditor should make sure to coordinate the
internal Shariarah Audit work with the SCB, in order to be sure of covering
all the aspects of Sharia>ah audits and to avoid duplicity of efforts as much
as possible.

5. The Shariavxah comments, which need to have a decision to be issued
thereto, must be referred to the SCB.
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6. The internal Sharia>ah auditors should comply with the ethical charter of
Accountants and External Auditors for Islamic Financial Institutions, which
is issued by the Accounting and Auditing Organization for Islamic Financial
Institutions (AAOIFI).

7. Internal Sharia>ah Audit staff should be characterized by professional profi-
ciency and should have the appropriate academic background and suitable
training for undertaking the tasks of internal Sharia>ah auditing. The head
of the Sharia>ah Auditing Board should set in place the appropriate gauges
to meet these requirements accordingly.

8. To enhance the effectiveness of Sharia>ah auditing, the Board of Directors
must undertake the following:

8.1 Set up an independent internal Sharia>ah Auditing Section / Department,
which could be a part of the Internal Audit Department, depending on the
size of the IB.

8.2 The ISAD should be provided with adequate qualified staffing to be able
to carry out Internal Sharia>ah audits.

8.3 Must ensure the independence of the internal Shariayah audit function,
which is under the supervision of the SCB, this independence of the Inter-
nal Shariarah Audit Department is represented by the independence of the
work of ISAD from all the activities and areas that are subject to auditing,
and ISAD may not be assigned any executive duties that are associated
with such activities and areas directly or indirectly, in order to avoid any
conflicts of interests that could arise accordingly.

8.4 ISAD may undertake the work of internal Sharia>ah audits, provided that
the ISAD has adequate and qualified staffing and enjoys independence.

8.5 Approve the Guidelines for Internal Shariaah Audits, which will show
the Objectives and Mandate of the internal Sharia>ah audit officials, which
should be consistent with the provisions and principles of Islamic Shariarah,
provided that the Guidelines are reviewed and approved by SCB (in coor-
dination and consultation with SCB) prior to the approval of these Guide-
lines by the Board of Directors ; the SCM should be given a copy of these
Guidelines, provided that it is periodically reviewed.
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8.6 Benefit appropriately and timely from the results of the internal Shariarah
audits and take the appropriate corrective measures by Management.

8.7 Secure direct systematic contact for the Internal Sharia>ah Auditor with
all the management levels, and with the Board of Directors / SCB, and
the External Auditor. Similarly, there should not be any limitations on
the scope of work of the Internal Shariarah Auditors, nor should there be
any restrictions on being able to look at any documents or bills.

8.8 Give care to the opinion of the SCB and consult with the SBC, with
respect to the appointment of the Manager and staff of ISAD to be sure
of the positive attitude of these staff, with respect to compliance with the
provisions and principles of Islamic Shariarah.

8.9 The level of the internal Sharia>ah Audit in the organizational structure
of Islamic Banks should be adequate to allow them to carry out their
responsibilities, and whereby they are at an equal level with that of the
Internal Audit Departments (if it is not a part of the IAD).

8.10 The internal Sharia>ah auditors should be fully and continuously sup-
ported by the Executive Management and the Board of Directors .

C.External Auditors (If available External Sharia>ah Auditor)

1. The External Auditor should obtain adequate and sufficient evidence in
the audit, whereby it provides reasonable assurance that the IB is com-
plying with the provisions and principles of Islamic Shariarah.

2. The responsibility of the External Auditor lies in the formation of an opin-
ion on whether the Financial Statements do give a true and fair picture,
in accordance with the provisions and principles of Islamic Sharia’ah
and that the operations are consistent with the opinions, decisions and
guidelines of SCB.

3. The External Auditor should carry out the audits in accordance with
AAOIFI| standards, and international and local standards should be re-
ferred to in matters that are not covered by the mentioned standards,
provided that the international standards of the audit are not in conflict
with the provisions and principles of Islamic Shariarah.

4. The External Auditor should be sure that the procedures followed by Is-
lamic Banks, in presenting their new financial products, or in amending
their current products should include the appropriate steps that ensure
compliance with the provisions and principles of Islamic Sharia’ah.
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5. The External Auditor must agree with the IB on the Conditions of Appoint-
ment and such agreed conditions should set out in the Letter of Appoint-
ment.

6. The External Auditor (If available External Sharia>ah Auditor) should only
present the External Audit Report after he has looked into the draft SCB
Report on the compliance of the IB to the provisions and principles of Is-
lamic Shariarah, if the SCB Report states that the IB is not in compliance
with the provisions and principles of Islamic Sharia>ah, and the External
Auditor decided, by referring to the Draft SCB Report, to amend his Draft
Audit Report, then in such a case, he should give enough clarifications to
explain this amendment and the reasons thereof.

7. The External Auditor (EA) should show the SCB of the IB the Draft Report
of the Auditor and the EA’s conclusions with respect to the compliance of
the IB with the provisions and principles of Islamic Sharia>ah, before the
SCB of the IB issues the Final Report of the SCB.

IV. Transparency and Disclosure

Banks should comply with disclosure rules according to the effective applica-
ble laws and the instructions of the CBY and as consistent with the standards
issued by AAOIFI and the International Financial Reporting Standards IFRS,
with respect to the matters not covered by the standards set forth by AAOIFI
and so as not to conflict with provisions issued by the Islamic Financial Ser-
vices Institutions Board (IFSI).

Transparency and Disclosure with Respect to Investment Accounts:

The Governance Procedures of the IB should ensure that the Investment Ac-
count holders should obtain sufficient information to determine the risks and
distinguish between one Islamic Bank to another. Equality and equal op-
portunity in obtaining information leads to reduction of costs of operations,
while transparency is fully consistent with the provisions imposed by Islamic
Sharia’ah.
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Therefore, the IB must provide the major and essential information on the
Investment Accounts to the owners of such accounts and the general public in
sufficient and timely manner, which information should be at least as follows:

1. Provide information to Investment Account holders on the basis upon
which profits are distributed, before the opening of such accounts.

2. Disclose regularly in one of the daily newspapers, in the Annual Reports
and the website of the following matters:

21 The policies related to the distribution of profits and the distribution
of assets and the investment strategies and the mechanisms of supporting
the returns with respect to the investment accounts.

2.2 The percentage share of the IB in investments.

2.3 The formation and the distribution of provisions for profits and invest-
ment risk reserves.

24 The mechanism for calculating and distribution of profits to invest-
ment account holders.

2.5 Shariarah decisions and opinion s issued ( fatwa )by the SCB, and
how to have access to such decisions and decrees and the conditions for
applying them, with respect to the information that concerns shareholders,
depositors and investment account holders.

3. The Annual Report should include a statement issued and approved by the
Board of Directors concerning the policies vis a vis the expected risks and
returns of investment accounts.

4. Publicize disclosures in Arabic as a minimum.
5. Disclosure of any significant urgent information as necessary.

V. The Rights of Shareholders, Investment Account Holders and
Other Stakeholders

The Governance Procedures of the IB should guarantee the rights of share-
holders, Investment Account holders and other stakeholders, which as a mini-
mum should be as follows:

1. The rights of shareholders, related to the convention of the General As-
sembly, and more expressly, the right of the Chairman of the Board of
Directors or a Member of the SCB calling for attendance of the Annual
General Assembly, in order to read the Annual Report of the SCB and to
answer any questions which could be put forth on the Shariayah matters
pertinent to the IB; the right to appoint an independent SCB.
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2. In their capacity as owners of the funds used according to the principles
of speculation and Agency financing, the Account holders bear the respon-
sibility of risk of losses to the capital invested as such by the IB, in the
capacity as such as Speculators and Agents; this makes the risks that
shareholders and Investment Account Holders must bear accordingly simi-
lar; therefore, the IB must commit to protect the interests of Investment
Account Holders to the same extent that is not less that the protection of
the interests of the shareholders, and based on the foregoing, the Board of
Directors must:

2.1 Acknowledge the rights of Investment Account holders to follow up on the
performance of their investments and the relevant risks thereof and should
take the measures that will ensure the protection and the practice of such
rights; accordingly the following must be carried out:

2.1.1 Give the Investment Account holder, before opening the account enough
information on the contracts, on strategies and policies related to Invest-
ment Account investments, the risks thereof and the distribution of the as-
sets and the policies regarding the profits.

2.1.2 Notification and disclosure to the investment account holders in the ac-
count agreement, during the account opening about the risk of losses of
assets in proportion to the share of the latter’s investment in such assets
and the responsibility of the IB in such losses is borne in the event of ex-
cesses or shortcomings only.

3. Adopt a sound investment strategy, taking into account the difference be-
tween Absolute investment accounts and restricted investment accounts,
as well as adoption of transparency in support of any returns. This is done
as follows:

3.1 Employment of investment managers fully qualified and capable of under-
standing the needs and expectations of investment account holders.

3.2 Notification of the Investment Account holders in the event of support of
returns (formation of profit provisions) and each time there are additions or
withdrawals to such reserves.

3.3 Disclosure of returns to the Investment Account holders, in the manner
through which the rate of which profits, which are distributed and the rate of
actual profits, whereby, it is clearly understood that the provisions for profit
are done for the sake of distributing profits accordingly.
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B. Additional Requirements for Governance of Public and Mixed Aalicntl g dolal! I gid! daS gou dols A @ls) Oldhaie: o

Banks. 5
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The principles laid out in the first six sections are general principles that are i F R . Edalst e o
applicable to all banks including the public sector and mixed sector banks. dalisd g aladt pliaslf &t i Lgd Lay U gicd | pocas (e

In view of the nature of ownership and the mechanism by which the Members
of the Board of Directors thereof are appointed or selected, there are some
additional requirements, as follows:

1. The Board of Directors of public banks should have sufficient authorities s ) gl e g AALL Y SLdlail! (o
and the required qualified staffing to accomplish the basic duties of de-
termining the overall strategies and policies and to directing, control and :
supervision of the Executive Management. Ol o ¥ o 2 dculw Y dalgs Hlon Y Ao gllal | Dilelast iy 2,13

2. The Board of Directors should work independently and should be respon- AT By Y e WlB g Cal a1 di gl 1 Aelall Olubleudly
sible for all its actions. As such the Board of Directors should: By Allech oo ¥ eus (3550 Ol Bt Satals 31531 sule )
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» Accomplish its duties, consistently with the overall objectives of Government
policies, and the Board of Directors should have the right to assign and

dismiss the Managing Director / General Manager. LeS ¢ ZogSant! Olulewd Zolall BIaY| po muiy Loy dolge Slovf ®
» External entities should not interfere in the day to day management of the ALAT) ! / (AT pl| B g Coead 715581 B i O o
bank.

e gt L Byl ) Aaleas A Lt Oilgand| J5iS ¥ O s @
» The Board of Directors should bear all its responsibilities independently of B et e S Pty e
political decisions, which could lead to conflicts of interest. $332 4B g gubiadt S1EH o St stes

- To avoid potential conflicts of interest, there should be administrative sep- lat! 2 (ke (1)
aration between the ownership of public banks and the control of such O 61! Jud 3L (980 O o ¢ llialll 2 el | (o slatil| Cimid @
banks, as much as possible, with the aim of preventing intervention in the A . = e = 5
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supervision and control of such banks. L g o5 e 28,0 282 Sl 2

gl oia e WlB,Tlg ol ,a W12 Y5 G

BRI = I
Guidelines for Governance of Banks



e oTH S LPLO90LL




