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Background

Corporate scandals, financial crises, sharp increases in global private sector capital flows, and
privatization in developing and transitioning economies have all put an increased emphasis
on corporate governance reform. Although the Asian and Russian financial crises have un-
derscored the importance of corporate governance reform in developing, not just developed
countries, only few policymakers and corporate leaders in many developing economies treat
corporate governance reform with the attention and urgency it deserves.

The conventional view of corporate governance has been that of governance mechanisms for
companies that trade their shares on the stock market. Such a view, however, has virtually ex-
cluded many companies in developing and transitioning economies that do not use the stock
market as a source of capital. For those companies, it is equally important to have mechanisms
that ensure good standards of corporate behavior because good corporate governance, as many
studies have shown, contributes directly to firm long-term performance as well as access to
capital. This new paradigm, which emphasizes the value of corporate governance for all types
of companies, both listed and non-listed, is especially applicable in the Middle East and North
Africa region where, according to some estimates, as many as 90% of all enterprises are fam-
ily-owned businesses.! There is an urgent need to reach out to companies and policymakers in
the region and build awareness of the important role that good corporate governance plays in
building better companies and stronger economies. More importantly, there is an even greater
need to help local reformers develop their own solutions to the corporate governance problem,
solutions that underscore the international experience while embracing the local realities of
doing business.

At the core of corporate governance lie the values of transparency, fairness, accountability,
and responsibility. However, good corporate governance is much more than a checklist of
minimum board and management policies and duties. It cannot be evaluated simply by the
existence of thoughtful and well-drafted policies and procedures. Although having procedures
is important in its own right, governance mechanisms will fail if their existence is seen as the
end result and policies are not properly enforced and compliance is not monitored. Corporate
governance rules, their enforcement, and compliance mechanisms must be seen as parts of an
overall governance framework. Through such a framework, CEOs, management, boards of
directors, and shareholders can interact effectively and respond quickly to changing circum-
stances to provide enduring value to the stockholders who invest in the corporation.

In June 2004, recognizing the urgent need for effective corporate governance mechanisms in
Egypt and the rest of the Middle East and North Africa region, the Center for International
Private Enterprise (CIPE), with the support of the Middle East Partnership Initiative (MEPI),
began working with local reform and business leaders to develop a corporate governance code
for Egyptian companies listed on the Cairo and Alexandria Stock Exchange, financial insti-
tutions, companies that use the banking system as a financing source, and non-traded large
family firms. The significance of this initiative was not only in the fact that it addressed the
need for good corporate governance for all companies. More importantly, if successful, such
an initiative would create a first ever code of corporate governance originally written in Arabic
and developed locally, not translated from English or borrowed from another country.

Developing a Code of Corporate Governance in Egypt

Egypt began looking at corporate governance mechanisms in the mid-1990s, when after an
early focus on monetary policy and price deregulation, the country started to privatize its state-
run enterprises. Large-scale privatization began in 1996 although it quickly tapered off to
much lower levels the next year. However, the supply of shares created by privatization stimu-
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lated the development of the capital markets and led to the need for and creation of modern
market institutions. At the same time, corruption began to appear as one of the key problems
in private sector development, and the need for private sector governance mechanisms con-
tinued to grow stronger. Also, the Al Rayan Group scandal and other corporate failures have
had a significant impact on the Egyptian markets, further underscoring a need for measures
to institutionalize corporate governance mechanisms. As such, Egypt took the initiative in
promoting and developing a corporate governance code in June 2004.

As the first step in the effort to develop an Egyptian code of corporate governance, CIPE and
its local partners undertook an extensive review of international best practices and standards in
the field of corporate governance. This included a review of the international guidelines as well
as countries’ experiences in issuing corporate governance codes of conduct and implementing
corporate governance reform. Next, CIPE and its partners conducted a review of the existing
legal and regulatory framework for corporate governance in Egypt and the local literature and
research on the subject. This review included recent reports prepared by international organi-
zations, reports issued by Egyptian regulatory agencies, discussions by Egyptian stakeholders
during conferences, workshops, and seminars held by CIPE during the past several years, as
well as other events held by Egyptian organizations. In addition, an assessment was made
regarding the proposed amendments in laws and regulations, including the proposed Draft
Company Law, with respect to the improvement of the corporate governance framework.

Once the review was completed, the next step was to determine the framework for the develop-
ment of the corporate governance code — its legal nature, subject matter, and the scope of its
application. The legal nature of the code depends on the tools used to issue it. For example,
ministerial decrees differ from decrees by regulatory agencies, which often issue guidance on
best practices. The legal nature of the code was based on discussions with the Egyptian Insti-
tute of Directors.

The outcome was to create a voluntary code of corporate governance, meaning that compa-
nies would volunteer to adopt the Egyptian corporate governance code while being under no
obligations to implement it. However, while the decision was to create a voluntary code, the
capital market and company laws on which the code itself would be based were obligatory and
enforced by the state. Further, it was decided that the code would be submitted to and adopted
by the Egyptian Institute of Directors (EIOD), which would then distribute it to the business
community. Based on the findings and comprehensive reviews, a local expert, Dr. Ziad Bahaa
El-Din, drafted an actual Egyptian Code of Corporate Governance in Arabic.

Once the code was developed, in March 2005 CIPE held a series of meetings, workshops,
and discussions with various interested entities concerning the draft code and its effective-
ness, usefulness, relevance, and application. Participants at these events included a variety of
private sector members and government agencies, including representatives from the Egyptian
Institute of Directors, the Egyptian Capital Market Authority, the Cairo and Alexandria Stock
Exchange, the Egyptian Banking Institute, Egyptian Junior Business Association, Alexandria
business Association, Assiut Junior Business Association, Tax Professional Society, Entrepre-
neurs Business Forum, Chamber of Textile Industry, medium-sized firms of accountants and
auditors, and owners of large family firms, listed and unlisted, During the workshops, CIPE
surveyed the participants to assess their views on corporate governance practices and their
opinions as to the effectiveness of the code in addressing the challenges they face. The findings,
which provided crucial input into the final code of corporate governance, are presented later
in this report. These findings were extracted from an electronic analytical database that made
the analysis of the findings and results accurate and comprehensive.
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Dr. Ziad Bahaa El-Din then incorporated the findings from the discussions on the draft code
of corporate governance into the final text of the code. Upon completion, the code was sub-
mitted to the Egyptian Institute of Directors for final review and comments. The EIOD,
chaired by the Minister for investment development has decided to obtain a wider corporate
consensus on the provisions of the code before its final ratification. EIOD will send the final
revised version of the code to all stakeholders, media representatives, business organizations,
listed and unlisted firms, financial institutions, and accountant and audit organizations to
ensure that all stakeholders provide their input for ratification of the code by the EIOD. The
EIOD will then incorporate the required modifications in the code which will be the basis for
the EIOD syllabus and curriculum to be developed by the North Carolina University. The
code will be officially launched at a conference in partnership with the Egyptian Institute of
Directors by September 2005.

Business Community Survey

In March 2005, CIPE conducted a survey of the Egyptian business community to determine
business opinions on corporate governance reform and to evaluate their views on the draft code
of corporate governance. CIPE distributed a questionnaire to more than ninety Egyptian firms
and business associations’ leaders. The survey was made available at the regional corporate
governance website http://www.hawkama.net/

The survey targeted key areas of concern in developing corporate governance mechanisms
and aimed to access the private sectors opinions in issues such as general assemblies, boards
of directors, internal audit departments, social policy disclosure, and rules governing conflicts
of interest. Responses to the survey showed a general acceptance and willingness to adopt
the code, which is uplifting considering the fact that 80% of the participants were owners of
unlisted companies.

Companies increasingly see the benefits of having good corporate governance practices in place.
Most companies that would voluntarily implement corporate governance are listed companies
on the stock exchange who already have to comply with the Stock Exchange listing rules, how-
ever, the number of listed companies is small compared to non-listed companies, therefore, it
is imperative to address family firms in the corporate governance code and create proper incen-
tives for such companies to implement corporate governance mechanisms.

Many participants stressed the need to protect minority shareholder’s rights, which is cru-
cial given the fact that minority shareholders are frequently marginalized in many developing
economies. Conflict of interest issues arose frequently during the discussions, with partici-
pants recognizing the importance of addressing such problems in order to improve governance
and also to limit corruption. In a similar context, in the discussions on audit mechanisms,
participants noted that the same firm cannot perform two functions of consulting and audit-
ing a company.

Discussions on disclosure focused on issues that have attracted a lot of attention in both de-
veloped and developing countries, mainly — who should have access to company’s financial
information. Participants agreed that for the benefit of good governance companies must
disclose financial information; however such a process should not undermine the competitive
position of a company

Participants also engaged in insightful discussions on transparency and board governance. Sur-
vey questionnaires, the major findings, and commentaries are presented below.
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A. General Assembly

Do you think that corporate governance is an effective way to manage corporations and to
promote economic development?

I approve 92%
I don’t approve 8%

Comments: The Egyptian business community has begun to recognize the important role
that corporate governance plays in managing corporate risk. The financial collapse of a num-
ber of major Egyptian companies sounded an alarm within the Egyptian business commu-
nity and increased the push for corporate governance reform. One Egyptian businessman
noted that if what happened to Enron were to occur in the Egyptian market today, the ef-
fect on the market could be devastating. The Egyptian business community, banks excepted,
is based on family investment. Banks are either owned by the state or by foreign entities.

Is your company listed on the stock exchange?

Yes 20%
No 80%

Comments: The number of companies listed on the Cairo and Alexandria Stock Exchange
is decreasing because of increasingly burdensome listing requirements, and the number of
listed companies is expected to continue to decline, according to local business people, if the
stock exchange issues a new package of restrictive laws. Today, many listing requirements
are difficult and very costly to implement and are not beneficial to companies. With the
most recent introduction of new rules, the number of listed companies has dropped from
1,500 to 700 companies. Prior to the issuance of Egypt new tax law in 2005, it was ex-
pected that the number of listed companies will even go less than 700 companies. How-
ever, because the new tax law has abolished all types of tax exemptions, the number of
companies to exit the stock exchange will not be significantly less than its current number.

Corporations that will volunteer to implement the code of corporate governance are:

Corporations registered in the stock exchange 43%
Capital-based firms 33%
Individual-based firms 4%
Large family-owned corporations 20%
Others 1%

Comments: Most of the participants agreed that companies listed on the Cairo and Alexandria
Stock Exchange are most probable to volunteer to adopt the corporate governance code. How-
ever, only 20% agreed that big family-owned corporations would adopt the code. Considering
the large number of large family-owned companies in Egypt, proper incentives need to be cre-
ated for family-owned firms to introduce good governance mechanisms.

Do you agree that small shareholders should not be entitled to attend the general assembly

meetings?
Agree 21%
I don't agree 79%
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Comments: Most participants agreed that it is necessary to include minority shareholders in
the general assembly meetings. Protection of minority shareholders’ rights is crucial, as their
rights are often marginalized in developing economies.

B. Board of Directors

Comments: All the participants agreed that the board of directors should include both execu-
tive and non-executive members. Many expressed an interest in having non-executive mem-
bers compose the majority of the board.

The participants also agreed that the board functions should include regularly scheduled meet-
ings, reviewing reports by management on the performance, prospects, and plans of the com-
pany, and immediate issues facing the corporation. In addition to its general oversight role,
the board should also perform a number of specific functions, including:

¢ Selecting the chief executive officer (CEO) and overseeing his or her performance, as well
as the performance of other senior management.

* Reviewing and monitoring strategic, financial, and operating plans and budgets and their
development and implementation by management.

* Assessing and monitoring risks and risk management strategies.

* Reviewing and approving major corporate actions.

* Reviewing and monitoring processes designed to maintain the integrity of the corpora-
tion — including financial statements, compliance with law and ethics, and relationships
with shareholders, employees, customers, and suppliers.

* Planning for management succession.

* Nominating directors, appointing committee members, and overseeing effective corpo-
rate governance.

* Directors should not stand for election past the age of 72.

The participants suggested that the qualifications of the board members should include but
not be restricted to:

* Work experience of at least ten years.

* A certain level of education or training.

* Independent judgment.

* Certain skills or experiences that enrich the board.

* Devoting adequate time and effort.

* Ability to make reasonable decisions.

* Knowledge of the best international management practices and their application to the
company.

* Capacity and time to deal with crises and manage them on both the long- and the short-
term.

* Leadership.

* Ability to motivate high performance employees.

Participants also suggested the number of board members should be small enough to allow ac-
countability and large enough to allow diversity. The best international practices indicate that
the ideal number of board members in any company is between 9 and 11.



DRAFT | Egyptian Corporate Governance Code

To guarantee independence, the participants suggested the following:

* The need for members to disclose in writing whether he/she or his/her spouse or relative
has a personal interest in any transaction or contract the company is a part of, or if any of
them has an interest in a company that is a part of that transaction or contract. He/she
should not attend any meeting where that transaction or contract is discussed.

* 'The member should have a reasonable understanding and knowledge of risks and opera-
tions that the company faces.

* It would be possible to hold the company’s decision-makers accountable through provid-
ing transparency and clear responsibilities.

* Providing an internal mechanism to the management that permits correction procedures
in case of mismanagement.

* Providing a balanced system so decisions can be made, taking into consideration all par-
ties, especially minority shareholders.

What are the best voting methods for the nomination of the corporation’s board of directors?

Proxy voting 61%
Voting independently for each nominee 39%

Comments: The participants agreed that the voting system should enable the majority group
to appoint all board members. Taking into consideration the existing laws and regulations,
most participants preferred adding an article allowing per proxy voting and establishing meth-
ods for such voting. These standards for voting must take current laws and regulations into
consideration to put limits on the number of votes a shareholder can have regardless of the
number of shares he/she owns.

In order to protect the shareholders, effective procedures have to be instituted to redress griev-
ances; for example, arbitration could take place at the general assembly meeting. A participant
added that all holders of the corporation’s common stock should have equal voting rights of
one vote per share. Each shareholder of the corporation who desires to vote confidentiality
should be permitted to do so.

Do you think that the corporation should provide each new board member with a com-
plete and comprehensive corporation information file, including information on its points
of strengths and weaknesses?

Yes 94%
No 6%

Comments: Most participants agreed that adequate information on the company should be
available to new board members. An article should be added requiring the board and top ex-
ecutives in the company to inform the board in case they or their relatives have interests that
might affect their decisions on a certain matter. Participants also mentioned that every new
director should participate in an orientation program and receive materials and briefings to
acquaint the director with the corporation’s business, industry, management, and corporate
governance policies and practices. Continuing education should be provided for all directors
through board materials and presentations, discussions with management, visits to corporate
facilities, and other sources.



DRAFT | Egyptian Corporate Governance Code

Do you see the need to designate two different people for the posts of chairman of the
board of directors and the CEO?

Yes, it is necessary 53%
No, it is not necessary 47%

Comments: Although participants clearly expressed a need to separate the positions of
the CEO and the chairman, some noted that they could be combined into one posi-
tion provided that the board provides the reasons for this combination to the gener-
al assembly in an open discussion and that the general assembly can vote on the decision.

Do you think that the board of directors should disclose essential information to share-
holders, creditors, and stakeholders?

Yes 80%
No 20%

Comments: The participants agreed that essential information should be disclosed to share-
holders, creditors, and stakeholders. A large number of participants were in disagreement over
the word “essential” because it is ambiguous. Many agreed to provide such information that
would not “affect the company’s financial and social position before the stakeholders.” Other
recommendations included:

* Taking into consideration all investors™ interests, the company should disclose to the
shareholders any significant purchases and selling deals that are related to individuals
working in the company or their relatives.

¢ Shareholders holding 3-7% of the company’s shares must report their transactions.

¢ There should be extensive disclosure on information regarding human resources, train-
ing, and employment.

* Specific procedures should be established in case the company has financial difficulties in
order to encourage creditors to disclose information relating to financial difficulties in a
timely manner. Transparency in this context enables creditors to review the company’s
position to guarantee their rights.

Should the board of directors be entitled to seek the assistance of external consultants on
matters related to the company at the expense of the corporation?

Yes 99%
No 1%

Comments: The participants agreed that the board is the main party to monitor the company’s
performance, but the board may appoint special consultants at the expense of the company
on specific issues. Most participants emphasized that conflicts of interest must be considered
when consulting an external organization in matters relating to the company. Most partici-
pants preferred to prohibit consulting any other organization owned or managed by a relative
of a board member or a high-ranking officials.

Who should be responsible for determining the financial recompense of the Executive Direc-
tor?

The majority of board members 61%
The majority of only non-executive board members 6%
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A special committee created for that purpose 22%
The general assembly 7%
Other 4%

Comments: Some participants suggested that a committee should be formed, especially for
the financial compensation of the executive director. Such a committee would be headed by a
non-executive member who is given the authority necessary for this purpose. The majority of
board members should decide the financial compensation of the executive director. Further,
most participants agreed that it is necessary to disclose the financial compensation of the exec-
utive board members, and that the disclosure should include all details in the annual report.

Do you support the principle of distributing stock options to executive board members?

Yes 82%
No 18%

Comments: The participants agreed upon the necessity of giving stock options along with
establishing a clear policy on the members’ right to keep or not keep those stocks if he/she left
the company. In Egypt, the stock exchange laws and regulations that oblige the company to
keep those stocks for at least one year must be taken into consideration.

Do you support disclosure of the total remuneration rewarded to the executive board mem-
bers, including wages, allowances, real privileges, and any other elements of financial na-
ture?

Yes 92%
No 8%

Comments: Most participants agreed that it is necessary to disclose the financial compensa-
tion of the executive board members, and that the disclosure should include all details in the
annual report. The current procedure only mentions the whole sum without details on each
member.

What is the suitable term of contract for executive board members?

One year 4%
Two years 12%
Three years 74%
Five years 9%
Other 1%

Comments: Most participants said that the duration of the executive board member’s contract
must be three years, but some of them felt that it should be either greater or less depending on
the nature of the company’s work.

Who should be responsible for determining the financial compensation of the non-execu-
tive board members?

The general assembly 45%
The majority of executive board members 23%
Constituting a special committee for that purpose 31%
Other 1%

10
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Comments: The participants who said that the financial compensation should be decided by
either the majority of executive board members or constituting a special committee believe
that the financial compensation should not be reported to the general council. The reason-
ing for that is that the compensation may be questioned by people who do not have adequate
information on the industry/market average salaries for such positions. Participants also em-
phasized the necessity of financial equality between non-executive members.

How many times per year should the board of directors hold its meetings?

Twice 3%
Three times 7%
Four times 60%
Six times 17%
Other 14%

Comments: Most participants agreed that the board should meet at least four times per year
and that the annual report should include the members’ names. If a member did not attend
two meetings in one year without providing acceptable justification, such a member could be
removed from the board. The board meeting is the official permanent record of the actions the
board and its committees take and the decisions they make. As such, minutes should be taken
at the meetings covering the decisions that have been made and any other matters that have
been discussed. They should also include specific records of any voting that took place in those
meetings, including questions on the matter or abstentions from voting.

Which of the following choices is the worst action for the board to take?

Making the decision by means of passing 39%
Making a non-urgent decision in an emergency session  20%
Both 41%

Comments: Taking into consideration the existing laws, most participants agreed to add an
article that prohibits making any decision by passing that decision without discussions, as this
method often has negative effects on the company.

Should non-executive board members be entitled to meet with the corporation’s man-
agers for consultation and negotiation without informing the executive members?

Yes 19%
No 81%

Comments: Most participants agreed that non-executive members should not meet with direc-
tors unless they inform the CEO. It is preferred that the CEO should attend such meetings to

avoid discrepancies in instructions given by the higher administration.

Do you think the board of directors should be entitled to all information and reports on
the performance of the corporation?

Yes 91%

11
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No 9%

Comments: The majority of the participants agreed that the board is entitled to ob-
tain all the financial and non-financial information and reports on the company.

Do you support the right of the board to designate committees formed from its members to
perform specific functions?

Yes 96%
No 4%

Comments: A vast majority of the participants concurred that the board has the full authority
to form committees that include its members and outsiders, specifying in detail the task, dura-
tion, and authorities of those committees. Some of the participants noted that organizational
control requires clear identification of the responsibilities of the board’s committees, which

could be achieved by adopting a standard procedure for forming committees approved by the
board.

Do you support the expansion of the authority of the secretary of the board of directors to be
the liaison between board members and the corporation?

I approve 48%
I don't approve 52%

Comments: Participants emphasized the need to appoint a secretary general for the com-
pany, taking into consideration the existing laws and regulations. However, many rejected the
idea of granting him/her any additional authorities, since the secretary general is a paid staff
and his/her role should not be expanded to include such tasks as communicating with the
members. Therefore, many participants thought that the authority of the secretary should be
restricted and should not be expanded as has happened in the Egyptian banking sector. The

main reasoning was to avoid conflict of instructions and authorized parties.

The participants suggested that shareholders, employees, and other interested persons “who
wish to communicate with the board of directors may do so by letters addressed to the care
of the corporation’s secretary general.” Such mail can be reviewed by him/her and submitted
to the CEO of the corporation. All letters regarding, accounting policies, internal account-
ing controls and procedures, auditing matters, financial reporting processes, or disclosure of
controls and procedures should also be forwarded by the recipient director to the chair of the
audit committee.

C. Internal Supervision Committee

Comments: Participants concluded that the board has the authority over the internal control
unit, the work of which should be reviewed in the annual report of the general assembly. The
board is responsible for managing risks and may ask for feedback from auditors and managers.
Risk assessments should be conducted regularly.

Do you think that each corporation should provide a secure system for internal supervision?

Yes 97%
No 3%

12
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Comments: Most participants agreed that it is necessary to establish an efficient internal con-
trol system. Some noted that any company that has more than 15 employees should adopt
such a system.

Incasetheinternalauditingdepartmentismanagedbyafull-timedirector,whoshouldhereportto?

The board of directors 50%
The managing director 28%
The general assembly 12%
Other 10%

Comments: Participants generally agreed that it is necessary to appoint a person to manage
internal control depending on the size of the company. In companies that employ more than
25 people, it is necessary to establish an internal control unit that reports to the board.

Who should be responsible for designating or removing the internal auditor?

The board of directors 71%
The managing director 6%
The general assembly 15%
A special supervisory committee 3%
Other 5%

Do you support assigning the same consulting company to conduct internal and external
audits?

Yes 40%
No 60%

Comments: Most participants agreed that the company’s internal and external review should
not be given to the same company, since this would negatively affect the company and make it
difficult to separate the two tasks, which might open the door to corruption.

D. Legal Advisor

Do you support the idea that each corporation should have an external legal adviser who
does not have any business relationship with the corporation or its legal department?

Yes 84%
No 16%

Comments: The participants suggested appointing an independent legal adviser who does not
have any relationship to the company. They agreed that such an adviser should not be working
for another company in the same industry. Participants also stressed that he/she should not be
related to any members of the board or the senior management. The legal adviser and affiliated
parties should not hold more than 5% of the company’s shares.

Who should be responsible for designating or removing the legal advisor?

'The board of directors 59%

13
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The managing director 11%
The general assembly 27%
A special supervisory committee 0%
Other 3%

Do you approve of granting the legal advisor stock options?

I approve 20%
I don’t approve 80%

Comments: Most of the participants agreed that the legal advisor should not be given stock
options. However, they believe that a decision of giving him/her stock options should be de-
cided by each individual company, as there may be some exceptions.

Do you agree that the minutes of the general assembly’s annual meeting should include legal
updates from the legal adviser?

[ agree 75%
I don't agree 25%

E. Disclosure

Do you agree that all stakeholders should be entitled to all of the corporation’s non-financial
information, such as its social, environmental, and occupational health and safety policies?

I agree 66%
I don’t agree 34%

Comments: Most participants stressed that the company must disclose its non-financial social,
professional, environmental, public safety, and health policies. Such disclosure must take place
at least once a year and the policies mentioned above must be clear and straightforward. They
should provide plans to train the employees, as the participants thought this would build better
relations with Egyptian society.

F. Conflict of Interest and Ethical Issues

Do you agree that the corporation should provide a written code to all staff, board members,
and managers to outline policies on conflict of interest?

I agree 98%
I don't agree 2%

Do you think that giving the corporation’s board members, managers, and staff the oppor-
tunity to sell their shares prior to declaring financial information is fair to the rest of the

members of the general assembly?

Fair 5%
Not fair 95%

14
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Comments: Taking into consideration the existing laws and restrictions, the board members,
managers, employees, and their relatives are prohibited from trading the company’s shares
before any significant information is disclosed. This is called insider trading. Taking into
the consideration all investors’ interests, the company should disclose to the shareholders any
significant purchases made by individuals working in the company and can affect the value of
the company’s stock.

Do you think the corporation’s staff should be consulted when drafting the rules regulating
occupational behavior?

Yes 90%
No 10%

Comments: Most participants agreed that companies should consult with their employees
while establishing rules on occupational behavior. Importantly, the participants underscored a
need for an internal system to monitor the enforcement of those rules.

Do you think that ethical behavior should be one of the basic factors used by a corporation
in dealing with other corporations?

Basic factor 96%
Not a basic factor 4%

Comments: Most participants stressed that one of the most significant standards in dealing
with other companies should be the “professional-ethical behavior” standard. One of the
participants said that corporate behavior should be the main factor in the business decision-
making process. He added that he would make deals with ethical companies even if such deals
would be more expensive.

(Footnotes)
1 “Corporate Governance Needed in Family-Owned Businesses” Gulfnews.com
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CODE OF CORPORATE GOVERNANCE

Introduction

These set of rules relates to principles of corporate governance in Egypt. The phrase “principles
of corporate governance” is used to describe the rules, regulations, and procedures that achieve
the best protection of and balance between the interests of corporate managers, sharcholders,
and other stakeholders.

These rules should be considered an addition to the corporate-related provisions stated under
various laws - especially the Law on Shareholding Joint-Stock companies, Partnerships and
Limited Liability companies issued by virtue of Law #159/1981; the Capital Market Law
issued by virtue of Law #95/1992 and the Executive Regulations and decrees implementing
such. Yet, what makes these rules unique and different from all others stated under the above-
mentioned laws is that the rules governing corporate governance are not mandatory and are
not legally binding; rather, they are regulating and organizing responsible and transparent
behavior in managing corporations according to the international standards and means which
strike equilibrium between various party interests.

These rules also have been drafted in a manner affirming their analytical nature and leading
to an ample explanation of the provisions. The explanation of the provisions will not use the
legislative phrasing style that is based on being brief and deals with general and abstract provi-
sions.

On the other hand, Egyptian corporations and their shareholders should seek to abide by these
rules and apply them to whatever interests they attain not only on the complying corporations
but also on the general investment environment. Further, a fundamental role falls upon cor-
porate auditors and legal advisors to spur the corporate directors to abide by these rules and
to observe the extent by which they are achieved. Moreover, when dealing with or evaluating
corporations and banks, other financing institutions and credit rating institutions are to take
into consideration the extent by which the provisions and content of these rules are upheld.
It should be expected that all those in charge of managing corporations, financial institutions,
professional societies, shareholders groups, and directors implement and promote the provi-
sions of this code; they should be expected to consider the compliance to these provisions an
indicator of success.

1. Scope of implementation of the rules

1.1.  These rules are to primarily be implemented in joint-stock companies listed on the
stock exchange, especially those undergoing active operations, and financial institutions in the
form of joint-stock companies; for those are the ones with ownership disbursed over numerous
partners and necessitate a definition of the relation between ownership and management or are
the ones which directly affect a vast majority. It is also applicable to companies which use the
banking systems as a source of financing — in this case compliance with corporate governance
rules ensures the rights of creditors. The rules have been drafted in such a manner so as to suit
these corporations within the framework of the provisions of the Law on Joint-Stock compa-
nies, Partnerships and Limited Liability companies law #159/1981, the Capital Market Law

16



DRAFT | Egyptian Corporate Governance Code

#95/1992, as well as the rules governing the listing, ongoing listing and de-listing of financial
securities from the Cairo and Alexandria Stock Exchange (CASE) and other decrees and laws
to be latter on mentioned. Thereupon, any reference to the terms “Corporation” or “Cor-
porations” in the rules shall indicate the corporations listed in the CASE, in addition to the
financial institutions in the form of joint-stock companies even if not listed in the CASE, spe-
cifically: banks; insurance companies; real estate financing companies; finance leasing houses,
and corporations working in the field of securities, as well as companies that obtain financing
from the banking sector.

1.2.  Nevertheless, and due to the general importance of the rules governing corporate
governance for all corporations and other forms of corporations may be regarded as ones in
the initial phases preceding the potentiality of being listed on the CASE or offered for public
trading, these rules have, after having dealt with the details of corporate governance for CASE
listed corporations or financial institutions in the form of joint-stock companies, revealed in
a more abridged manner the extent to which they may be implemented on closely-controlled
joint-stock companies, followed by limited liability companies and, finally, partnerships. Al-
though this method does not fit under the scope of rules governing corporate governance in
other countries where their scope is limited to financial institutions and joint-stock companies
listed on the stock exchange, yet it has its significance in Egypt: out of the total number of
Egyptian joint-stock companies, no more than 2.5% are listed in the CASE, further a maxi-
mum of thirty companies of which undergo active circulation.

1.3.  From another point of view, the development of the Egyptian economy, especially the
stock exchange, in recent years indicates that numerous closely-controlled joint-stock com-
panies will well find their way to being listed on the CASE; a matter making it beneficial
that shareholders and management of these companies pay attention to the rules governing
corporate governance as a preparatory phase to being listed, as proper qualification for public
subscription or for stock listing is from among the objectives of the rules. As such, sharehold-
ers, corporations, creditors and corporation staff in general bear interest in stimulating and
monitoring the adherence of all forms of corporations to these rules to the greatest extent pos-

sible.

1.4.  The above relates to the understanding that implementing corporate governance in
the right manner is not only limited to respecting a set of rules and interpreting it literally in a
restricted manner, but is also a culture and way of managing the relationship between owners
of the company, its directors, and its stakeholders. Hence the interest of the whole community
becomes more achievable when more people apply the code provisions.

2. General Assembly

2.1.  The General Assembly is constituted comprising all corporation shareholders pro-rata
to the percentage of shares held by each. Although the Articles of Association of a corpora-
tion may stipulate that no shareholders possessing less than a specific percentage of shares may
attend the General Assembly meeting, yet such provision should be deemed an exception to
the rule which entitles all shareholders to attend the meeting unless their number exceeds the
capacity by which the corporation can provide a meeting place, in which case the stipulation
may be resorted to; it should also not be a mean for discarding and ruling out small sharehold-
ers.

2.2.  Shareholders should be spurred to attend the corporation’s General Assembly meet-
ing; moreover, the meeting date and place should be set in a manner facilitating and encourag-
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ing their attendance.

2.3.  Each subject matter on the agenda of the Ordinary or Extraordinary General meeting
is to be accompanied by an ample elaboration and a sufficient presentation of all its aspects,
in a manner enabling the shareholders to take their decisions based upon the information
furnished to them. Furnishing of the information should be for the purpose of enabling share-
holders to take their decisions in a sound and well-studied manner and not just as a completion
of meeting formalities.

2.4.  'The general assembly is managed in a manner allowing full and adequate disclosure
for information related to all items in the agenda to allow shareholders express their opinions
based on adequate and full information.

2.5.  Voting on general assembly decisions need to be registered in absolute accuracy. In
case of disputes over the right representation of some votes at the general assembly, voting on
the validity or annulment of the disputed votes should be made and presented later to the con-
cerned administrative or judicial party; meaning that the proceedings of the general assembly
should continue in any case.

3. Board of Directors (BOD)

3.1.  The BOD of a joint-stock company assumes the role of managing its affairs based
upon authorization delegated by the General Assembly; as a result, the final responsibility for
the company remains under the Board even if it constitutes committees or authorizes other
bodies or individuals to undertake its operations.

3.2.  Despite the fact that the BOD of a corporation is constituted comprising represen-
tatives that have been nominated from among various groups of sharcholders, nevertheless
whenever a member of the Board is designated he/she must consider his/herself as a representa-
tive of all the shareholders and obliged to attain the interest of the corporation as a whole and
not just that of the group being represented or having voted for the designation.

3.3.  Egyptian laws stipulate that the BOD of a corporation shall be nominated for the
purpose of representing the shareholders; but, the rules governing voting enable the General
Assembly majority group to designate the entire Board via voting for each nominee separately;
accordingly, corporate governance necessitates that an accumulative system be adopted, in vot-
ing for BOD members, so that the final result can be a reflection of the proportional represen-
tation of shareholders on the Board. A summarized curriculum vitae for each BOD nominee
should be submitted to the shareholders upon being called to vote for the Board.

3.4.  'The BOD should include a majority of non-executive members who should have
technical or analytical experience or skills which may generate gain to the Board or corpora-
tion. Under all circumstances, upon nomination of the non-executive board member, it must
be observed that the board member will be capable of allotting sufficient time and attention to
his board directorship and that it will not represent any conflict with his other interests.

3.5.  Sufficient information and data on the corporation should be made available to new
BOD members upon their designation to forthwith familiarize them with all its general as-
pects, points of weakness, administrative structure, budgetary elements and everything that
will enable them to assume their responsibility to the fullest extent.
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3.6.  'The BOD undertakes the designation of the Chairperson and Managing Director; it
is preferred that the two posts not be held by the same person. Should joining between the
posts be necessary, its reasons should be clarified in the corporation’s annual report; further, a
non-executive Vice-Chairperson should be designated.

3.7.  'The BOD must closely monitor at all times the general status of the corporation and
to not entrust any other person with that responsibility.

3.8.  'The Board must lay down the mechanisms and systems ensuring corporate respect for
the laws and regulations in force and compliance with the furnishing of essential information
to shareholders, creditors and other stakeholders; which should all , under any circumstance,
be based on objective and not just subjective standards.

3.9.  Any entrustment made by the BOD of the corporation, be it to one of its members
or to any other, should be specified in title and term of validity and should include a date on
which attained results are to be presented before the Board. The board should avoid delegat-
ing its authorities in general or unspecified time limits, as this means that the board has actu-
ally condescended its authorities.

3.10. The BOD members are entitled to all information and data on the corporation at the
time and in the form specified by them.

3.11.  The BOD members may seek an external advisory opinion on any corporation matter
and at its expense provided that the majority of members approve such act; this will be subject
to the observance of the provisions averting conflict of interests stated under these provisions.

3.12.  The corporation should reward its executive managers with financial remuneration
in a manner allowing for the attraction and maintenance of the best qualified elements in the
market. This is to be determined by constituting a Committee comprising mostly or wholly
of the non-executive BOD members who will have the authority of proposing the executive
member’s financial remuneration and negotiating it with them in consultancy with the Manag-
ing Director; the final decision will however be of the non-executive Board members. Names
of the Committee members will be revealed in the corporation’s annual report; moreover, the
Head of the Committee should attend the annual General Assembly to answer any questions
posed by shareholders on that matter.

3.13. Remuneration received by an executive BOD member should be revealed including:
remuneration, allowances, real privileges, stock options and any other element of financial na-
ture. Elements related to the performance of the corporation are always preferred to represent
the greater portion of the total financial remuneration so that the executive Board member will
always be stimulated to improve its performance.

3.14.  As for stock options in particular, consideration must be given not to incite the Board
on taking decisions achieving only short-run corporate interests, but also to be related with

considerations that improve the corporate performance in the medium and long term.

3.15. A term of contract of an executive BOD member should not exceed three years unless
for a clear and defined purpose that is to be revealed in the corporation’s General Assembly.

3.16.  'The above-mentioned Committee referred to in Item 3.12 should recommend the re-
muneration received by each of the non-executive BOD members provided that it be submit-
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ted to the General Assembly for approval. The range in remuneration paid to non-executive
board members should be quite limited and against specific tasks and work assigned to them
or against their membership in specific committees.

3.17.  'The Board should convene no less than once every three months. The number of
conventions and the names of the members who failed to attend the meetings of the Board
or its sub-committees will be revealed in the corporation’s annual report. Invitation to the
meetings should be done on dates, at places and according to arrangements that can allow for
the members to attend; moreover, all information on any matter that will be submitted to the
Board or any decision that will be made should be made available to all Board members prior
to its convention with sufficient time, unless for specific cases requiring speedy submission; in
which case, only executive members or managers capable of amply explaining the matter and
responding to member questions are to attend the meeting. It is preferred that decisions not
be taken by means of passing except in cases where the meeting can not be held by regular
means and that voting not be exercised except on urgent decisions only where the vote must be
unanimous.

3.18.  'The non-executive BOD members may meet with the managers of the corporation
for consultation on any of its affairs whether with or without the attendance of the executive
members, provided that they together coordinate the date of meeting and that they be in-
formed on what will be negotiated.

3.19. The Board should regularly review the corporation’s internal rules of procedures to
ensure their suitability and efficiency. The Board is entitled to obtain all the financial and non-
financial information and reports on the performance of the corporation.

3.20.  The Board may constitute committees comprising BOD or other members to perform
particular tasks and for specific periods; these committees should be considered as means of
assisting the Board in performing its functions and not as a mean for de-shouldering its re-
sponsibilities or transferring it to another body.

3.21.  Constitution of the committees affiliated to the BOD should be done according to
general procedures laid down by the Board, which should include: specifying the function of
the committee, its term of operation, authorities granted to it during such term and means
of its monitoring via the Board. Unless otherwise specified under the decision to constitute
the committee, the committee should notify the Board with absolute transparency of what
functions it undertakes, what results it culminates and the decisions it makes. The Board is to
periodically monitor the operation of the committees to ensure its assumption of the assigned
tasks.

3.22.  'The Board is to constitute a committee for internal auditing and another for deter-
mining the financial remuneration to be rewarded to BOD members in addition to the other
committees required as per the nature of operation and size of the corporation.

3.23.  Itis recommended that the non-executive Board members participate in the commit-
tees formed by the Board one of them to be its chairman. Committees may seek the assistance
of external consultants in the performance of their functions at the expense of the corporation.
The corporation’s annual report should include a brief presentation on each committee’s con-
stitution, number of meetings, assigned functions and accomplishments; moreover, committee
heads have to attend the corporation’s General Assembly meeting.

3.24.  'The corporation’s Board of Directors should have a secretary designated upon their
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approval to manage all Board records, minutes and books; as well as, to attend all its meet-
ings unless otherwise requested as regards a particular subject matter. Members are entitled
to communicate with the Secretary during inter-meeting intervals. Authorities necessary for
the Secretary to assume relevant tasks must be approved by the Board. It is preferred that the
functions of the Secretary not be limited to their traditional understanding set forth under the
Egyptian law as to simply attending Assembly meetings and taking minutes, but rather extend
to being an ongoing link between members and between members and the corporation in ad-
dition to being a source that can be resorted to for any requested information.

3.25.  'The BOD is generally responsible for the corporation’s risk management in accor-
dance with the nature of its activity, size and market in which it operates; moreover, the Board
assumes the responsibility of laying down a strategy for identifying threats faced by the corpo-
ration, means of dealing with them and the degree of operational risk exercised, all of which
should be clearly presented to the shareholders.

4. Internal Audit Department

4.1.  'The corporation should have a sound system for internal audit that is established in
cooperation between the board of directors and the corporation management. Failure to do so
will require the Board to explain to the annual general assembly reasons for that failure.

4.2.  Internal audit should be managed by a full-time senior level manager who reports
directly to the Managing Director. The internal audit manager maintains the right to com-
municate and consult directly with the chairman of the board and attends all internal audit
committee meetings.

4.3, Designation, renewal, removal and determination of financial dealings of the Internal
Audit Director are to be by a decision taken by the Managing Director provided the approval
of the Board’s relevant sub-committee.

4.4.  'The Director should have necessary authorities that enable him/her to fully assume
the functions of the post.

4.5.  'The director of the internal audit department should report on quarterly basis to the
chairman of the board and to the internal audit committee. The report should include the
degree of compliance of the company with the laws and rules that regulate its activity and its
compliance with the rules of corporate governance.

4.6. Defining the objectives, functions, and authorities of the Internal Audit Department,
as well as the name of its Director and his assistants should be issued in a clear and detailed
report to be written by the corporation’s BOD.

4.7.  Internal audit aims at laying down systems for evaluating the means, methods and
procedures of risk management within the corporation and for implementing soundly the
rules governing corporate governance; moreover, for monitoring these systems and rules and
for providing the BOD with necessary relevant reports and information.

4.8.  Internal audit mechanisms and procedures should be laid down based upon an over-
view and study of the risks facing the corporation, provided that the opinions and reports of
the Board, auditors and managers are sought and that the monitoring and evaluation processes
are periodically updated.
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5. External financial auditor

5.1.  The corporation should have external financial auditor who is independent and does
not have any business relationship with the corporation.

5.2.  The corporation should take into consideration an external financial auditor who is
efficient, has a good reputation, and adequate experience; his/her efficiency, experience, and
abilities to be relevant to the size of the corporation, the nature of its operations, and its stake-

holders.

5.3.  The external financial auditor, should be independent from the corporation and its
Board members. He/she should be appointed by a general assembly decision, in which his/her
annual remunerations would be set. In case the external financial auditor is one of the share-
holders, he/she needs to consider complete separation between his/her interests as a sharehold-
er and his/her interests as an external financial auditor, and he/she should disclose any conflict
between those interests.

5.4.  The external financial auditor should attend the corporation’s annual General Assem-
bly meeting.
5.5.  The external financial auditor should comply with the Egyptian accounting standards

and regulations, in spirit and content.

5.6. It is impermissible to contract the company’s external financial auditor to carry out
any additional tasks.

5.7.  'The external financial auditor should be independent and unbiased to any opinion.
He/she should be protected against the intervention of the board of directors. The board of
directors should not control the decision to continue his/her assignment or to decide his/her
remuneration.

6. Disclosure of social policies

6.1.  The corporation must reveal to the shareholders, the dealing public and its staff non-
financial information on its social, environmental, occupational health and safety and other
policies at least once per year.

6.2.  Declared policies should be observed to be clear and not misleading, they should in-
clude what the corporation intends to undertake as regards: development and changes in the
number and training of employees and social welfare schemes whether within the corporation
or within its surrounding environment. As for health and environmental policies, they have to
be in conformity with the enforced Egyptian laws and regulations and should aim at achieving
the welfare of the staff and the surrounding environment; moreover, they should be sustainable
on the long-run.

6.3.  The corporation, its surrounding environment and the suppliers and clients dealing
with it should be correlated based upon credibility, care to attain common interests and the
revealing of policies and intentions; this should be done in such a manner that does not con-
flict with the duty of the corporation, its staff and its managers to maintain confidentiality of
financial and commercial information.
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1. Avoiding conflict of interest

7.1.  Each corporation should have written rules and regulations known by the BOD mem-
bers, administration, managers and staff on the prevention of conflict of interest and should
include the provisions stated in this regard.

7.2.  BOD members, managers and staff are prohibited to deal in the shares of the corpora-
tion for a certain period of time prior to the declaration of the results of its financial activity or
prior to the declaration of any other information of effective financial nature; all which should
be done while observing the enforced provisions of the law and the enforced rules governing
listing, circulation and revealing.

7.3.  The corporation, in consultancy with its staff and dealers, should lay down the rules
governing its occupational behavior; these include:

* Rules governing dealing with the corporation whether for buying, selling or others;

* Delegated authorities;

* Means of declaring new policies;

* Safety and health standards adopted;

* Sound occupational standards for dealings among staff and managers and among them

and those outside the corporation.

7.4.  'The corporation should lay down an internal system for monitoring the implementa-
tion of the rules governing its occupational behavior.

7.5.  Inits dealings with suppliers, the corporation should seek the nomination of those at
the same occupational and ethical levels observed within it.

8. Corporate Governance Rules for other corporations

These rules mainly address the companies listed on the stock exchange, financial institutions,
and companies that are mainly financed through the banking sector. However, as mentioned
above, corporate governance applies to all corporations as it balances the different interests,
and creates a new corporate culture. Hence, the more the degree of compliance with the pro-
visions of the code, the more the interests of the society, the partners, and the shareholders are
achieved.

Non-traded shareholding companies or family business and limited liability corporations
should take into consideration, in the best of their capacity, compliance with these rules.

As for sole proprietorship companies, it should consider complying with those provisions that
limits conflict of interests, establishing internal audit systems, ensure independence of legal
and financial advisors, and financial auditors, and disclosure of social policies.

In all cases, if non-traded shareholding companies, family corporations, limited liability com-
panies, or sole proprietorship companies do not have the capacity to comply with corpo-
rate governance rules, they should seek less costly alternatives that meets their financial and
managerial capacity ensuring that these alternatives lead to the same results that are addressed
through the corporate governance rules.
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