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Advancing Corporate Governance in the
Arab World: A Framework for Action

Leadership Statement

The Arab region® progress in corporate governance is a mixed record of definite
improvement, with much more development still desired. The state of affairs in Arab corporate
governance should be seen in the broader international context where leaders from all
segments of the global community are questioning the adequacies of existing corporate
governance norms and standards. Certainly there is ample cause for concern, and the future
trajectory of @ood corporate governanceOis less clear today than most would have judged
just a short time ago.

The Arab Business Council (ABC) recognizes that the impact of the global financial crisis has
the potential to change the face of international best practice and give rise to a generation of
corporate governance innovations. It is unlikely that the fundamentals of current international
standards will be abandoned. Yet, there will be a greater openness to exceptional approaches
in risk-taking, such as those embedded in the principles and practice of Islamic Finance.

In the coming few years, the ABC expects that there will be: i) greater emphasis on statutory
control over self-regulatory solutions; ii) less willingness to accept tick-box measures of good
corporate governance; iii) increased prominence of executive incentives, both their level and
structure, in future frameworks on good corporate governance, iv) greater scrutiny of risk
management by non-executives and activist investors; and v) a more prominent place for
sustainable development in corporate governance.

The ABC members are committed to demonstrable action in advancing good corporate
governance in the Arab world. Its Framework for Action aims to amplify and enhance on-
going efforts to accelerate and improve practice and outcomes. The Framework has four
workstreams:

A. Leading by Example
Establish a Corporate Governance Working Group to exemplify their experience in
adopting good practices and communicating the developments in their own corporations
B. Measuring Progress on the Fundamentals
Develop and encourage the use of company-level corporate governance metrics and
benchmarking
C. Promoting an Enabling Environment
Encourage incorporation of sustainability issues in corporate governance
D. Dissemination and Strategic Communication
Providing an update on progress, notably at the World Economic Forum® meeting in
Davos in January 2010, and at other key events in the region or globally

Good corporate governance does not result from the observance of principles, codes and
standards alone. It takes root in societies that value openness and accountability as a basis
for good governance. It is ultimately a matter of practice, which requires competencies and
supportive institutions and appropriate legislation. To be adopted and sustained, good
corporate governance has to be rewarded, directly through improved business performance,
but also through a broader reinforcement that is, quite simply, the norm for the region®
business community, today and increasingly into the future.

The Arab world and the Gulf States in particular are in a position to shape future
arrangements of corporate governance because of its current and prospective capital
surpluses, making it a key global investor, both privately and through sovereign wealth funds.

The ABC commitments in this Framework for Action are designed to provide broad
encouragement, catalyse adoption of innovative governance practices and, crucially, to
develop, apply and publish quantitative measures of progress.
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1. A Framework for Action

The ABC sees this historic moment as timely in adding its voice to the advancement of
effective corporate governance in the region, through both the accelerated adoption of good
practice norms and a proactive contribution to the revitalization and reshaping of these
norms.

Cognizant of the considerable efforts already in play across the region, the ABC® Framework
for Action is designed to usefully assist in consolidating, accelerating and amplifying both
adoption and innovative leadership. In this sense, the Framework for Action acknowledges
and draws on the extraordinary wealth of learning embedded in existing international norms
while opening the possibility for change in overcoming manifest shortfalls and preparing the
basis for addressing business and broader societal challenges through innovation.

The ABC Framework for Action establishes four workstreams with commitments for its
members.

Workstream I: Leading by Example

Demonstrating best corporate governance by exemplifying progress in their own companies
is a key contribution that the ABC can make, with others, in advancing and heightening
commitment to good practices in the Arab World. Members of the ABC in many ways typify
the diversity of leading business in the region, by sector, ownership and scope of operations,
but also by their history and culture and corporate visions. As such, ABC members have
already advanced their own governance in a number of ways, and in turn have relevant
experience to share with others as they all face the challenges going forward.

The members of the ABC have agreed to:

1. Establish a Corporate Governance Working Group made up of its own members that
would work together to exemplify their experience in adopting good practices and
communicating the developments in their own corporations to demonstrate leadership by
example.

Specifically, the focus in the initial period would be on the:

a) Role of two-tier board arrangements, specifically supervisory boards

b) Use of company-level metrics for assessing and benchmarking progress

¢) Incorporation of greater oversight of risk management systems and practices

Workstream Il: Measuring Progress on the Fundamentals

There is no substitute for the hard work required in encouraging and supporting individual
good practice corporate governance. The task is not to reinvent principles for good corporate
governance, since those promoted by the OECD for example (see Annex 1) provide the
fundamentals, and translations and innovations by bodies such as Hawkamah Institute of
Corporate Governance ease the process of regional application. In the main, these principles
have been developed with publicly listed companies in mind. However, adapted principles
have also been developed for family-owned businesses and more recently state-owned
enterprises. Such principles, with their translations, applications and requirements for the
three types of enterprises, are summarized in Annex 1.

For many businesses, the single most important step is to understand the value of good
corporate governance, and to appreciate that the days of it being Gice to haveQare over for
any business wishing to participate in the global economy. Role models from the region are
needed to exemplify the gains as well as the tasks involved. It is important that such cases do
not rely on extraordinary leadership that allows them to be dismissed by business peers as
@xceptionalGand thus not to be followed. Secondly, businesses setting out on the pathway
of building good corporate governance need to have a road map of where to go over time,
rather than a dictate of what they should be from the outset. Based on the experience of the
ABC members and others, there is little doubt that two basic first steps are necessary:
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¥ Establishing a cadre of competent, independent non-executives is the place to start,
alongside

¥ Adequate and credible public disclosure to support accountability to minority shareholders
where they exist.

Underlying these capacities, functions and activities from the outset is the imperative to create
a supportive corporate culture that values, above all ethics, integrity and accountability.
Progress in these three respects can be made by any company, regardless of its sector,
location or ownership. Far more can be done, of course, but success in advancing on these
fronts is, in short, more than half the battle. Stimulating a culture of action in these respects
can be done in many ways. Annual awards, for example, can be used to catalyse good
practice. Launched in 2008 by Hawkamah Institute of Corporate Governance and Emirates
BankersCForum, the UAE Bank Corporate Governance Award, for example, honours banks
that show leadership and initiative in enhancing good corporate governance, with recent
winners including the National Bank of Abu Dhabi and the Bank of Sharjah.

Performance metrics and benchmarking is the daily practice of modern business. Measures
of corporate governance do exist, and have been applied in the region sporadically for
specific sectors. Elsewhere, on the other hand, more extensive and regular measures of
progress have become the norm, notably for publicly listed companies but also for family-
owned and state-owned enterprises subject to credit ratings if, for example, they are active in
debt markets. The ABC sees a particular value in taking an active role in progressing the
development and use of such measures in the region.

The ABC is committed to adding its weight to existing initiatives to advance these practices.
As one distinct contribution, the ABC proposes to:

2. Develop and encourage the use of company-level corporate governance metrics
and benchmarking.

This work will emerge from Tier One activities and will be tested as part of the ABC membersO
engagement through the Working Group. Based on this experience, the benchmark tool will
be made more widely available for use by companies in the region, both directly and through
intermediary research and training institutions.

Workstream Ill: Promoting an Enabling Environment

Context counts, of that there is no doubt. Exemplary leadership in corporate governance is
unlikely to be followed by others if the business environment signals that short-termism is the
norm, as has been the case in North America and parts of Europe, or that nepotism or
outright corruption is acceptable, as is unfortunately the case in many countries and regions.
Similarly, good corporate governance is unlikely to flourish where governments provide
perverse leadership that reinforces norms of untransparency and unaccountability.

Much is being done already to encourage regulators, stock exchanges and other financial
market institutions to adopt and promote good corporate governance, and certainly the ABC
can and will add its voice and weight to these initiatives. Beyond this, however, the ABC
proposes to make the following specific contribution:

3. Encourage incorporation of sustainability issues in corporate governance.

Leading businesses in the region increasingly appreciate that social and environmental issues
are critical drivers of business success and so need to figure more prominently in corporate
governance norms and practices. Yet, in reality, there are few companies today that treat such
issues systematically, even carbon-related issues that are widely accepted globally as
becoming crucial to business performance. The ABC, while accepting that most companies
are still advancing the fundamentals, sees the need to accelerate awareness of material social
and environmental issues and international best practice in building such issues in risk



assessment and management, board-level competencies and deliberations, and extended
public disclosure of @xtra-financialOrisks now common in international listing requirements
and governance codes.

Workstream IV: Dissemination and Strategic Communication
Action counts more than words. The ABC® proposed Framework for Action is therefore
focused on demonstrable action by the ABC® members themselves, and in creating metrics
that others can similarly apply. Consistent with this, therefore, the ABC commits to:

4. Providing an update on progress, notably at the World Economic Forum Annual
Meeting in Davos in January 2010.

Such an update will report specifically on the Working Group® activities, as well as providing a
broader review of progress being made across the region, applying as appropriate and
available both company and national metrics.

Finally, while the Framework for Action is about corporate governance, success in progressing
good practice in the region will require leadership by not only business but other key
stakeholders:

¥ Businesses, whether publicly listed, family- or state-owned, in adding their commitments
to good corporate governance in embracing a clear road map and reporting publicly on
progress;

¥ Public institutions, including stock exchanges, in shaping the regulatory environment to
encourage effective corporate governance as a basis for accessing capital and market
opportunities in the region and elsewhere;

¥ Investors, whether institutional, private or sovereign, to assess, challenge, shape and
reward investees on the basis of good corporate governance as a means of enhancing
the value of their own investments and promoting good practices across the business
community; and

¥ Research institutes, including their international partners, in drawing on international and
regional good practice in codifying and harmonizing norms that reflect the interests and
specifics of the region and its role in the international community.

These key stakeholders can work as agents of change, individually and collectively, in
advancing the corporate governance agenda in the region, as well as contributing to shaping
the next generation of international norms and standards.
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2. A Moment for Innovation and Leadership

The Arab region® progress in corporate governance is a mixed record of definite
improvement, but with much to be done. Such a finding should, however, be seen in the
broader international context where leaders from all segments of the global community are
guestioning the adequacies of existing corporate governance norms and standards.

National ratings of corporate governance, for example, are usually dominated by Anglo-Saxon
countries'. Yet, it is in the main from within these same countries that the global recession has
been triggered, largely as a result of corporate governance failures in overseeing adequate
risk management and associated incentive structures within the investment community,
enabled by deliberately weakened regulation in pursuit of competitive opportunities and
corporate interests'.

Certainly, there is ample cause for concern, and the future trajectory of @ood corporate
governanceQis less clear today than most would have judged just a short time ago. It is
unlikely that the fundamentals of current international standards will be abandoned.
Competent, independent oversight and credible, material and timely disclosure will certainly
remain the core of good corporate governance, demanded from publicly listed companies to
support minority shareholders, and recommended for family-owned companies and
increasingly for enterprises with significant state-ownership.

Nevertheless, there will be a greater openness to exceptional approaches where they tend
towards conservatism in risk-taking, such as those embedded in the principles and practice
of Islamic Finance. Furthermore, it might be expected that one or more of the following
tendencies would be observed in future international developments in corporate governance.

¥

Greater emphasis on statutory control over self-regulatory solutions. This will be primarily
focused on the financial community, but will impact the broader environment in which
business will be challenged to demonstrate adherence of the basics of their fiduciary

responsibility.

There is likely to be less willingness to accept tick-box measures
of good corporate governance, with greater demand for
substantive evidence of, for example, non-executive powers,
competencies and responsibilities.

Executive incentives, both their level and structure, will figure
more in future frameworks on good corporate governance, as
will the financial literacy of auditors acting on behalf of non-
executive directors and shareholders.

Risk management, hitherto largely in the executive domain, will
become subject to greater scrutiny by non-executives and
activist investors, together with executive incentives.

The place of sustainable development in corporate governance
will certainly become more prominent in future years, both in
terms of calibrating and reporting on specific risks, for example
concerning water use, commaodity pricing and emissions, and in
terms of underlying business strategies with regard to product

innovation, new sources of capital and stakeholder engagement.

As Mervyn King, Director of Global Reporting Initiative,
Amsterdam, and Association of Business Administrators of
South Africa, said describing the South African (ing IO

OThere is little evidence
based on the current
economic crisis that the
international norms of
corporate governance that
w e have been encouraged
to embrace are effective in
securing non-executive
oversight, accountability to
shareholders or long-term
performance.O

Arab Business Council Member,
Dubai, April 2009

corporate governance codes, @overnance, strategy and sustainability have become

inseparable.(



The current discontent with the manifest failures of corporate governance will drive a period of
innovation where leadership will be more appropriately distributed internationally with a
notable shift away from the previous dominance by North Atlantic, Anglo-Saxon interests and
approaches. Emerging economic and political powerhouses, certainly including Asia and
parts of Latin America but also the Arab World, will have an opportunity to participate in
shaping the next generation of norms and practices. Indeed, there could be a strong basis for
such leadership. Most obvious is the position of the region to shape future arrangements
because of its current and prospective capital surpluses, making it a key global investor, both
privately and through sovereign wealth funds. Building on this, there is already clear evidence
that the region, especially the Gulf States, are poised to take a leading role as investors in
clean technologies that will be so critical to the next generation of businesses and economies.

LNJ0H JILOU0A PG\ @Y1 JO |1duna) Ssauisng ey aylL

=
=

UOIOY J0J YIOMBWEH Y/ PG e 8U1 Ul 80UeUIBAGS aTelodia) Buiouenpy



LUNJO4 DILIOUOTT PGV 841 JO [10UNCD SSAUISNg A SUL

=
N

UOIOY 10 YIOMBWEH Y/ PGV e 841 Ul 80UeUIBAGS aTelodia) Buiourenpy

3. Valuing Corporate Governance

Good corporate governance, the sign of mature, healthy business, drives the sustained
success that comes from aligning sound oversight and decision-making to attain effective
accountability. It underpins strategies that enable access to markets and a wider license to
operate. At its pinnacle, it encourages long-term profitability of businesses that respond to
societiesCbroader needs and challenges. Weak corporate governance, on the other hand,
permits the accountability shortfalls that have contributed to today® unprecedented economic
crisis.

Good corporate governance comes in many forms, framed by the common need for ethics,
integrity and accountability. Generally accepted international standards provide the baseline,
but need to be augmented and translated to the specific business, region and cultural
context. Moreover, such standards are in continual development, informed by practice and
the changing shape of business, capital markets and societiesGexpectations.

Corporate governance in the Arab world has developed significantly in recent years, driven by
those businesses and economies most integrated into global markets for products and
services, capital and talent. The clear trend is towards greater transparency and independent
oversight, notably for publicly listed companies but also for exemplary family- and state-
owned enterprises. In addition to business, stock exchanges, regulators, research bodies and
institutes play a crucial role in encouraging these developments.

Good corporate governance does not result from the observance of principles, codes and
standards alone. It takes root in societies that value openness and accountability as a basis
for good governance. It is ultimately a matter of practice, which requires competencies and
supportive institutions and appropriate legislation. To be adopted and sustained, good
corporate governance has to be rewarded, directly through improved business performance,
but also through a broader reinforcement that it is, quite simply, the norm for the region®
business community, today and increasingly into the future.

Effective corporate governance is a critical driver of long-term business success. At its core, it
is the means of stewarding performance by nurturing, guiding and overseeing executive
decision-making on behalf of the shareholders of a business and wider stakeholders®
interests¥. Practically, effective corporate governance enhances the prospects of success by
improving strategic choices and implementation, as well as access to markets, capital and
talent that comes with enhanced trust of investors, governments and the broader stakeholder
community. Moreover, effective corporate governance, by focusing the business on long-term
prospects, supports the vision, persistence and innovation required to align success with the
broader imperatives of sustainable development.

Governance counts because it increases investor trust by reducing the risk of poor business
decisions, particularly decisions that might unduly benefit executive management or dominant
shareholders. Economic gains from effective corporate governance are illustrated by the
results of one study by a leading analyst, GovernanceMetrics International, which concluded
that companies with above average governance yielded an average of more than 2% higher
investment returns over the average for the S&P500". A recent survey by Hawkamabh, Institute
of Corporate Governance specific to the Middle East and North Africa (MENA) region
concluded that institutional investors will pay a premium of between 5% and 30% for shares
of publicly listed companies with demonstrable good governance.

Poor corporate governance, at the limit, can lead to business failure. High profile corporate
disasters such as WorldCom, Enron and Parmalat could not have happened if their
governance had been effective. The meltdown of the financial sector that precipitated the
current global economic recession was at its core the consequence of inadequate risk
management, an executive failure that was only possibly at the scale it occurred because it
passed unnoticed or was not acted upon by the responsible governing bodies. Closer to
home in the region, the Dubai Financial Services Authority cited a failure of governance in
imposing fines and curtailing the business operations of GFS Investments“i. For publicly listed



companies, weaknesses in corporate governance can close down access to finance, as
witnessed recently when the Kuwaiti bourse suspended 36 companies from trading after they
failed to comply with requisite release of audited full-year financial results.

Recent events will ensure that good corporate governance will count for more than ever.
Institutional investors will be less easily enticed by apparent quick wins, and will be more
studious in assessing the quality of management and its effective oversight. Governance will
be an increasingly critical variable, whether for a long-time global company seeking
recapitalization for an acquisition or a family business seeking external investors.

Changing circumstances and associated expectations will go beyond what individual

companies do. Open societies with strong judiciaries, active civil societies and vibrant public

debate tend to support, for example, more transparent and accountable corporate

governance. Nations with weak or opaque governance, and even more so where corruption

is rife or even systemic, tend to encourage business to act in a similar vein. For example,

according to the 2008 Global Integrity Report, MENA is assessed as very weak on all counts

related to Government Accountability and Public Information and Media*. While this relates in

particular to governments, the dominant role of the public sector across

the region makes this data highly relevant to the matter of corporate QOur ability as Arab
governance. Disclosure requirements, for example, of international and . -
local stock exchanges will be scrutinized more carefully by investors. And businesses to mobilize

such scrutiny will go beyond the letter of the law. Trust is not awarded to capital internationally

thosg Who merely comply Wlth the law, which ofter_1 deteriorates !nto a depends on our impeccable
box-ticking exercise. Companies rewarded by capital markets will be
those whose governance is embedded and self-sustaining as values and governance, and our

organizational norms and culture. success depends on us

Good corporate governance carries, therefore, a premium to investors, demandin 9 the same from
and is of real consequence to companies wishing to access external the companies in which we
capital~or secure the trust of international regulators or even consumers. invest.O

Today® turmoil will make these facts more pertinent in years to come.
What constitutes @oodéis not, however, a simple checklist of functions
and actions. Culture, norms and leadership count, as do the contextual
circumstances in which the business operates. Such complexities and
nuances make the tasks harder of both getting it right and knowing how
well any specific company is doing.

Arab Business Council Member, Kuwait,
March 2009
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4. Progress in Arab Corporate Governance

Defining progress in advancing effective corporate governance in the Arab world has many
challenges*. Of greatest significance is the considerable diversity of contexts across the
region, from the relatively mature economic and institutional conditions of many Gulf States to
the less developed circumstances of North Africa. This diversity is amply illustrated by the
World Bank® Doing Business rating, where economies are ranked on their ease of doing
business. The MENA region has the highest spread of scores of any region, with its highest
scorer, Saudi Arabia, coming 16th and its lowest scorer, Iraq, coming 152nd out of a total of
181 countries®. Exemplary companies of course exist in every nation, but these varied
circumstances are paramount in influencing norms of corporate governance. Ownership
patterns of business are equally important in affecting receptivity to governance concepts and
principles. Publicly listed companies are most receptive internationally, with family- and state-
owned businesses being less open, in particular to independent non-executives and greater
transparency. Overall, the region has a relatively small number of publicly listed companies,
with a large number of family-owned firms accounting for an estimated 90% of all economic
activities, and a significant level of state ownership in various forms.

Significant progress on many fronts in advancing effective corporate governance has been
made across many parts of the region, notably the Gulf States, Jordan and Egypt. Regulatory
bodies such as the Amman Securities Commission, the Saudi Arabian Exchange Commission
and the Qatar Financial Markets Authority have strengthened roles in supervising and
enforcing compliance and disclosure policies. Central banks and stock exchanges have been
enlisted into the governance agenda through efforts ranging from increased supervision of
corporate activity to best practice surveys such as those produced by the Union of Arab
Banks. Regional institutions have emerged to champion the cause of good corporate
governance.

Hawkamah Institute for Corporate Governance, the Lebanese Transparency Association®
and the Egyptian Institute of Directors*¥ have pioneered thought leadership, training and more
general awareness raising of the governance agenda, both nationally and across the region.
These initiatives have been complemented and at times supported by international agencies
and initiatives, such as the UNDP Programme on Governance in the Arab Region, a major
regional initiative led by the International Finance Corporation (IFC) and the Organisation for
Economic Co-operation and Development (OECD), the Centre for International Private
Enterprise reform programmes and others. Such partnerships between national partners such
as the Lebanese Corporate Governance Taskforce and international initiatives such as the
World Bank® Global Corporate Governance Forum have facilitated the drafting and
implementation of various corporate governance codes.



Corporate Governance in the Arab World

Publicly listed companies

Publicly listed companiesCcorporate governance is aligned to requirements laid down by stock exchanges,
with regional listing requirements in the main following comparable pathways established by larger
international exchanges. In principle, these requirements establish the basis for non-executive oversight,
accountability to shareholders and the orderly disclosure of material information as outlined in the OECD
Corporate Governance Codes. For the region, with its relatively early-stage investment and publicly listed
business community, the challenge lies in implementation.

¥ Less than half (43%) has a risk function in place B23% of listed companies and 62% of banks said they
have a risk manager or department in place.

¥ Non-financial disclosure remains weak B68% disclose corporate objectives; 53.8% do not make
corporate governance-related information available.

¥ Adoption of internationally recognized financial reporting standards ©67% disclose based on International
Financial Reporting Standards; 4-6% report according to US GAAP.

Family-owned firms

Governance challenges faced by family-owned firms, predominantly concerning the links between ownership
and executive control, impact the overall state of corporate governance in the region market. The OECD
reported that, across the region, the top five shareholders in the majority of family businesses are family
members of relatives in high-level executive positions®, leaving little room for effective non-executive
oversight. Such intertwined relationships become a particular problem where such businesses seek external
capital or engage in joint ventures to support regional or international expansion, raising challenges in securing
minority or even majority (non-family) shareholder interests. Most listing requirements across the region require
firms to list a majority (55%) of shares, although the NASDAQ Dubai allows a minimum of 25% for family firms
wishing to go public as a way of incentivizing the shift in ownership structure and market developmenti.

¥ Family-owned enterprises (FOES) and family-owned banks (FOBs) should adopt family constitutions and
bodies (family councils or assemblies) to differentiate between family and business interests.

¥ 50% of listed FOEs had adopted a family constitution, no FOBs had done so. Family councils are also
uncommon with no FOBs and only 25% of FOEs having established them.

¥ Family-member employment policies are rare. 75% of FOEs said the majority of their boards were
composed of family members.

¥ FOBs had 33% of boards composed of a majority of family members Bthis is likely because of regulators.
All said family members were required to comply with qualifications for being a board member.

State-owned enterprises

State-owned enterprises present a distinct set of challenges with public owners having to reconcile their
multiple objectives as public service providers, market makers and regulators. As shareholders of publicly
listed companies, governments have a duty to act responsibly in relation to other shareholders and the
stewardship of the business, and should not inappropriately use its regulatory powers to advantage the
enterprise over exclusively privately-owned businesses. As sole owner of enterprises, governments have a
duty of care to the public good where such enterprises have monopolies or unusual market power by virtue of
the regulatory authority of their owners. The OECD corporate governance code for state-owned enterprisesi
addresses these issues in some detail, and is consolidated by the MENA-OECD Investment Programme
Taskforce**, devoted to establishing clear policies in enterprise reform relying on improved corporate
governance of SOEs in the region.

¥ Only 56% of respondents were familiar with the OECD Guidelines for SOEs.

¥ Most SOEs separate their social mission from their profit-seeking business objectives B67% cite an
existing difference between these often conflicting priorities.

¥ 33% of government ownership entities have a policy requirement for SOEs to adopt good corporate
governance.

¥ SOE board composition 62% of respondents said being a high-profile public officer is still the primary
criteria for nominating a director of the board. Competency and skills are important to 52% of nominating
entities.

Sources: OECD, bulleted data from Hawkamah**, various
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As of August 2008, 10 countries in the MENA region had corporate governance codes either
passed or in the process of development, with some countries such as Egypt and the United
Arab Emirates making distinctions between codes, rules and regulation for listed
companies®. Such initiatives have advanced a growing awareness of the value of corporate
governance in the region and played key roles in stimulating an appetite for engaging in

practical means for improving practices. One recent
survey by the IFC and Hawkamah Institute for Corporate
Governance of banks and listed companies indicated
that 76% of banks and 67% of listed companies identify
corporate governance as important or very important for
their business™i. At the same time, and despite such
promising progress and numerous examples of individual
corporate leadership in developing and adopting
exemplary governance, there remains a long way to go.
Further results of the same survey indicate that over half
of the business respondents (53%) struggle to define
corporate governance,

OFor many businesses in
the region, including those
publicly listed, corporate
governance remains at best
a compliance issue w hich
can be dealt with in a
largely tick-box manner.
We have a long way to go
before it is seen as a pre-
condition for successful
business.O

Arab Business Council Member, Ryadh,
April 2009



Annex 1: Getting the Fundamentals Right*¥

Corporate Governance

Principle

Basis for an effective
corporate governance
framework

Rights of shareholders

Equitable treatment of
shareholders

Role of stakeholders

Disclosure and
transparency

Responsibilities of the
board

Publicly Listed Company
(PLC)

Honour the rule of law by
instituting transparency and
accountability within
governance architecture,
thereby promoting ethical
business practices as a
corporate citizen through an
articulated sustainability-
aligned governance
approach.

Ensure accountability of
management and board
performance to shareholders
through access to
information, participation,
voting rights and overall
inclusion in operations.
Uphold considerations to
insider trading, corruption and
conflicts of interest.

Ensure equal voting rights,
giving shareholders notice on
key decisions and seeking
their approval on mergers,
acquisitions and annual
accounts.

Promote cooperation
between corporations and
stakeholders, particularly
creditors, employees and
consumers, through
consultation and wider
engagement.

Disclose timely and accurate
material information to
stakeholders on performance,
risks, key decisions and
remuneration.

The responsibilities of the
board must be articulated.
They must monitor
management through risk,
remuneration and internal
audit committees, and be
accountable to the company
and shareholders by
disclosing terms of service,
eligibility, conflicts of interest
and remuneration.

Family-owned Firm
(FOF)

Institute a family charter that
outlines the involvement of
the family in the business and
methods of controlling any
interference. Establishing a
family council also aids
differentiation between what
is in the interest of the family
and of the business, as well
as commitment to upholding
governance structures for the
benefit of wider stakeholders.
Institute clear succession
planning to allow for smooth
transition in ownership and
management.

Separate ownership and
control, thereby allowing
equal voting rights and
participation by shareholders,
particularly those outside the
family.

Respect rights established by
law or mutual agreements,
particularly those of minority
shareholders outside the
family.

Acknowledge the role of
stakeholders outside the
family, from those in society
impacted by the business to
the right of development,
training and promotion of
non-related employees.

Though traditionally more
closed about operations than
PLCs or SOEs, FOFs should
also disclose information on
its performance, ownership,
governance and financial
results.

Establish a family council to
communicate with the board
using one united voice. Also
ensure the board is
comprised of independent
directors to allow for an
objective and effective check
on family dominance.

State-owned Enterprise
(SOE)

As vehicles of the state, SOEs
should ensure a level playing
field for competition between
public and private sectors. It
should have a clear and
legislated ownership policy
separate from the regulatory
function and be free from
political pressure. Also clearly
dividing responsibilities for
enforcement among
authorities are needed.

ShareholdersCactivism should
be encouraged through
voting, freedom of information
and inclusion in the decision-
making process. Also enforce
against insider trading,
corruption and conflicts of
interest.

Legislate to ensure the
protection of all shareholders,
particularly minority and
foreign shareholders.

Acknowledge duties to
employees, society, suppliers
and customers as well as
their right to access
information on performance.
There should also be
communication and redress
where rights are violated.

Combine internal with
external audits according to
international standards and
disclose these results
accordingly. Disclosure rules
should apply relating to state
financial aid and party
funding.

The board should act
powerfully and independently
of the state. Members should
be committed to ethical
business practices which can
exercise objective judgment
on management decisions.
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