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In the name of Allah. the Beneficent — the Merciful

Statement of the Governor of CBY

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

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

The recent global financial crisis during the second half of 2008, came
to reveal that one of the most significant reasons for the occurrence of
such crisis was the weakness of the standards of governance and the
improper practices, whether in banking or in the business of other com-
panies. Thus the significance of the application and reinforcement of
sound governance standards became quite certain in banks, as a primary
factor to strengthen the confidence of those who deal with banks and
enhancement of the economy as a whole for any country.

Poor governance in banks could be cause for failure of banks, and
the adverse risks, high cost and implications that accompany such fail-
ures to the economy as a whole of any country, in view of the nature of
the major role, which banks play in economic life and the depth of their
relationship with the different groups of the society. This includes
depositors, borrowers, shareholders and employees and other stake-
holders.
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The Central Bank of Yemen is adamant on ensuring the soundness of the
Yemeni banking sector and thus this Guidelines on Governance of Banks
in the Republic of Yemen was duly prepared with the cooperation of the
International Finance Corporation (IFC). This was undertaken based on
the Guidelines of the Basel Banking Control and Supervision Commit-
tee concerning Governance of banks and in keeping with the Corporate
Governance Principles, issued by the Organization of Economic Cooper-
ation and Development (OECD), while being guided by the experiences
of some of the Arab countries and consistent with the best international
practices in this field. This was done with the aim of helping the banks
operating in the Yemeni banking sector to develop their governance pro-
cedures, to improve the banking practices, so as to serve the banking
sector and the Yemeni economy in general.

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

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

May Allah grant success.

Mohammed Awadh Bin Hammam
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Preface

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

Practicing governance effectively is considered a basic factor for
strengthening the confidence in the banking sector and one of the sig-
nificant factors to improve the performance of the banking sector and
the economy as a whole. Sound practices in the governance of banks
are manifested by the delegation of authorities and responsibilities,
so as to ensure the regulation of banking operations by the Board of
Directors (BOD) and the Executive Management. Similarly, it con-
tributes to the application of sound governance standards in strength-
ening th control systems,to be adequate and effective, so as to en-
sure the existence of control by the BOD, control from the Executive
Management and direct control of the activities of the bank, so as to
guarantee the independence of the functions of internal control, risk
management and monitoring compliance and strengthening the role of
the Sharia’ah Control Boards of Islamic Banks.
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The Guidelines consists of seven sections. The first six sections dealt
with the general principles of governance of all types of banks, wheth-
er traditional banks or banks that operate in accordance with Islamic
(Sharia’ah) — Islamic Banks. The seventh section deals with the other
requirements of governance of Islamic, public and private and mixed
sector banks.

The CBY hopes that the Guidelines will contribute to instill and de-
velop the standards and procedures of governance of Yemeni banks,
as well as help the members of the BOD and the Executive Manage-
ment in supervising a bank’s activities and in improving practices in
banking, so as to serve the public good, the banking sector and the
national economy.
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Central Bank of Yemen - Banking Supervision Sector

Definitions

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

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

- CBY: Central Bank of Yemen (CBY)

- Bank: Bank / A bank licensed to operate in the RoY

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

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

dgioall GIgiyl Gokga Jusa
Banking CG Guidelines - Yemen

iyl GLe 151 £UnS - Giodl § 4 yoll ELiyl

Ll
plel Al ilal obial 53,1631 S leat 1y BLAYNL cndy Jdud s Godad (ol 2 Y
T CAME e W pal) s gl p3 T iae (el Bl i @tle Lgie JS

el A sgand | 2 ) BaS g (bt I -

ot (638 L1 ALl £ (658 500 L -
Al ) Ay ggand! 2 Laalls A1 s 1 B peall /lid) 1 puall / ELLIY -

Ay ol Leils o gt AaS g A pical 8 HU I3 Aind 0y ¢ T 90| AaS g -

3 )h¥ly Leiylal pulloe Jid (yo Sgid! Jleely 093 mdadi Loy oo 4

& gt Ol il Bl pudg 2 Aacliad | CodLud ) aus S g g iaiad|

clas g Baa olyiy Onealudl alel Weludl Tuge Gasiy dresal! gililac s

Zoles g 20ld 01 Aalutl e b slaall Gledaillg welgally 43 Mall Oy bl b ¥
sl Byl Y A1 g8 elad yglat s g i (po LIS ddlats Lag (neagll llas

Lt Lggar gy ! Holadl ubdy daisil delaiie dules oo plaloll G)la) -
o liall gt g S (] (pSead (ST 3 mally g guim Y Lain Y Lah g Lgaaig
sl N Lelad gi Loyl puial (pa doms g Ly 5l Lgloaniy OF il (ySay 01
s Oledsg gindlas (e Adogall waisdy (Aa; ¥ (e e 1 o)) edls
A golt) JSLALLs Aciall Slgant (1] & 59Tty A ygud | laitf 2859 Cililaal



Central Bank of Yemen - Banking Supervision Sector

Stakeholders:

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

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

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

3. Holding companies, affiliates, sister and fellow companies of a
bank.

Consideration should be given to International Accounting Standard
No. 24 and any amendments thereof.

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

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

- Control Ability: to control financial and operational policies with
the aim of obtaining benefits from the bank’s activities.
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- Effective Influence: Ability to participate in setting financial and
operational policies with the aim of obtaining benefits from bank
activities.

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

- Subsidiary Company: A company in which the bank has an effec-
tive influence on the subsidiary's financial and operational policies
and cannot be considered an affiliate.

- Sister Company An affiliate or subsidiary company of the bank
holding company.

- Affiliate Company A company controlled by the bank.

- Compliance Control Making sure of the bank’s compliance and
consistency of bank’s internal policy with all the laws, regulations,
instructions, standards, prudent rules of bank’s conduct and prac-
tices issued by the local and international control authorities, which
set, evaluate and give advice and guidance, control and present re-
ports to the Board of Directors on the level of bank’s compliance

accordingly

Sgiyl GLe 51 £UnS - Giol § 4 poll Lyl

Buigs Adaditly At Slulboud | gy 2 48 LAY e 5yaat! ¢ Jlaall ol -

et Ala sl (re pdlie e Jguand!

e LgiSad Gl Jlo (uly 2 duas lliad A4S 5ad )+ Y|/ duiaglEl) S 2ad) -

Ll @S|

AS Lgilubow e Jlad Al Gl (98 AT S il )+ ELLUY Ao 331 AS i) -

LA Aasli A, Lo pliic | ySes g ¢ Auladiil (g

W) A lal! S, Alee 30 o) Aaslid! A4S pit ¢ SLCUY AZGANIAS WA -

Lo gy @Sy (0| S 5 ¢ Lt Aag LY AS 14 -

wrubew ploudly Ld! Jlie) (po uSTS a0 1/ JLGYI 318, Aadsy
oludl uelsly sulally Cledailly Aelai¥iy (nilsall ABIS ae Auslad!
G A gt g Acdomt) Aol 11 Slgand | (e B yaluall deld | 20l Slajlally
SN Gl I oyl 28,59 CB1g sla ¥y paidl pudiy eudly Susd

gl JLEe N (5 e J g

Apan il Sies g) Rlarill iy plew) Byl uloe s
-(Aylde!

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

- Executive Director/Managing Director Board of Directors
Member who is charged with an executive function in the bank.
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- Non-Executive Board of Directors Member Board of Directors
Member, who is not involved in day to day operations of the bank and
who is not charged with any executive function, nor has the latter pro-
vided any specialized consulting services to the bank during the last two
years prior to being designated as a member of the Board of Directors .

- Independent Board of Directors Member Board of Directors
Member, who is not linked to the bank by any other relationship
other than the membership in the Board of Directors , and who
does not have any current or potential conflicts of interests. A
Board of Directors Member is not deemed to be an independent
Board of Directors Member if the latter:

1. Is an Executive Director/Managing Director;

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

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

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

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

the Board of Directors.

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

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

. is a Board of Directors Member, partner or major shareholder with
5% of the capital of a company, with which the bank deals, except
in the transactions which arise due to the services and / or normal
transactions, which the bank provides to its customers, whereby
they are governed by the same conditions by which similar trans-
actions with any other party are accorded without any preferential
conditions, and the Board of Directors Member should not be a
member of any Board of Directorsof any company in the bank
group (holding — affiliate — sister — subsidiary); and
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10. has been elected to the membership of the Board of Directors for
four consecutive terms.
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- Conflict of Interests: The case wherein the objectivity and inde-
pendence of the decision of an employee (or Board of Directors
Member) is influenced by the personal tangible or moral interest
which concerns the Board of Directors member or employee or con-
cerns any of the latter’s relatives, based on the internal information
obtained by the authority granted thereto.
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Section I:
l. Responsibilities of Board of Directors

In addition to the responsibilities which are provided for in the rele-
vant effective laws which regulate banking and the instructions issued
by the CBY, the Board of Directors is charged with the following
responsibilities:

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

2. Make sure that the approved bank governance procedures are com-
plied with in the bank.

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

4. Make sure that there is an internal control department, which en-
joys independence, and make sure to avoid any influence on it by
the executive management, by making this department report di-
rectly to the Board of Directors, whereby the latter is responsible
for determining the salaries, incentives and bonuses of the staff
of the audit department; the Board of Directors is responsible for
evaluating the performance of the audit department and should also
make sure that the department has the adequate number of person-
nel; the Board of Directors should ascertain the adequacy of the
qualifications, experience and skills of the latter, which should be
continuously upgraded; and the Board of Directors should provide
all the needs required accordingly.
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. Form committees and delegate the executive management or any
other entity to undertake some of the duties of the Board of Direc-
tors , while ensuring that does not waive the latter’s responsibilities
in accordance with the provisions of the relevant effective laws.

. Implant the principle that each Board of Directors member is re-
sponsible to the bank and that he/she represents all the sharehold-
ers, and that she/he is committed to undertake what will achieve
the interest of the bank and the interest of the depositors and other

stakeholders and not just the interest of a limited group.

. Protect the bank from all illegal or inappropriate acts by the large
major shareholders which have adverse impacts on the interests of
the bank or the rest of the shareholders.

. Draw up policies that regulate and set out the transactions with
the relevant concerned parties and the relevant interests associated
with these parties, in terms of knowing, compiling and listing the
approved or unapproved transactions and operations and the Board
of Directors should ensure that the execution of any transactions or
operations for any stakeholder and interests thereof are undertaken
fairly, without preferential treatment and should be disclosed at the
time and carried out immediately and properly.

. Draw up a written policy concerning conflicts of interest and the
Board of Directors should ensure that policies, which help dis-
close transactions with potential conflicts of interests, are in place
and duly applied.

10. Ensure that Board of Directors members are not involved in de-

cision making when conflicts of interests exist that prevent such
members from protecting the interests of the bank properly.
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11. Understand the supervisory and control roles of the members of
the Board of Directors and the commitment of the latter to be
faithful to the bank, the shareholders and other stakeholders ac-
cordingly.

12. Ensure that due attention and time is allotted for the members of
the Board of Directors to carry out their duties and shoulder their
responsibilities effectively.

Il. Qualifications of Board of Directors Members and
Formation of the Board of Directors Qualifications of Board

of Directors Members
A. Qualfications of BOD Members

1. Board of Directors Members should be aware of the laws regulat-
ing banking and should be fully familiar with the duties and re-
sponsibilities of the Board of Directors .

2. Board of Directors Members should be appropriately qualified
academically and professionally, and with practical experience that

qualify the members to carry out their duties and responsibilities.

3. Board of Directors Members should be qualified to undertake the
tasks assigned to them and all Board of Directors Members togeth-
er should possess professional and management skills, financial
experience and the appropriate personal traits, especially honesty,
highly enjoy a good reputation, competence and responsibility so
as to achieve the strategic objectives.

4. A Board of Directors Member should enjoy the following charac-
ter and traits:

4.1. Good health, without any health defect that hinder the Board of
Directors Member’s ability to carry out the Member’s responsi-
bilities.
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4.2. Leadership characteristic and able to delegate authority, so as to
motivate staff to engage in the best and most effective manage-
ment practices and to adhere to professional values and ethics.

4.3. Neutral and objective in decision making.
4.4. Capable to prepare plans and strategic orientations.

4.5. Capable of reading and comprehending financial statements and
the ratios used to gauge (financial) performance.

4.6. Attention to whatever leads to performing the duties and respon-
sibilities set out by the bank and the supervisory and control au-
thorities, and exert all efforts to obtain all the available informa-
tion to make sure that all the decisions taken are in the interest of
the bank; similarly, regularly attend meetings and not be absent
without any excuse, so as to ensure that the Board of Directors
Member engages in the Board of Directors Member’s superviso-
ry and control functions continuously and effectively and allocate
sufficient time to carry out the duties of the Board of Directors
Members and to bear the responsibilities thereof accordingly.

B. Formation of Board of Directors

1. The procedures for electing the Board of Directors shall be un-
dertaken by the General Assembly of Shareholders in a transpar-
ent manner, in accordance with the effective laws whereby a brief
curriculum vita for each nominated person for membership to the
Board of Directors is distributed during the elections to facilitate
the duty of the General Assembly to choose the best nominees for
membership to the Board of Directors.
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. The number of the Board of Directors Members should be adequate
in keeping with the size of the bank, whereby such number of mem-
bers should enable the Board of Directors to have the members with
the experience and knowledge in the various fields and allow for the
distribution of the supervisory and control functions amongst the
Board of Directors Members appropriately, and so as to enable the
Board of Directors to make decisions effectively, and in keeping
with the provisions of the effective laws.

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

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

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

. The number of independent Board of Directors Members should not
be less than a third of all the members of the Board of Directors.
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7. The position of the Chairman of the Board of Directors (and / or
Vice-Chairman) should be separated from the position of the Man-
aging Director / General Manager; and provided that there are no
(family) relationships exist up to the Second Degree between the
Chairman of the Board of Directors (and / or Vice-Chairman) with
the Managing Director.

8. The Chairman of the Board of Directors and the Vice Chairman
should be from the Members of the Board of Directors , who are

not members of the Executive Management

lll. Functions of the Chairman of the Board of Directors

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

2. The Chairman of the Board of Directors should abide by the fol-
lowing:

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

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

2.3. Ensure that sufficient information reach both Board of Directors
Members and the Shareholders in sufficient time.
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2.4. Ensure that the approved Governance Guidelines is duly applied
in the bank.

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

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

IV. Regulating the Work of theBoard of Directors

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

2. The non-independent Member of the Board of Directors should at-
tend (in his own person) at least four meetings in a year and the
independent Member of the Board of Directors should attend not
less than 75% of the meetings of the Board of Directors , and any
Board of Directors Member who is absent beyond this quota shall
lose his membership by a decree of the Board of Directors ; simi-
larly, the independent Board of Directors Members should attend
all the meetings in which important decisions are taken, which sig-

nificantly affect the interest of the bank.

3. A Board of Directors Member may not designate any one on his/her
behalf, who is not a Member of the Board of Directors ; similarly, a
Board of Directors member may not act on behalf of another Board
of Directors member in a year more than one time and a Board
of Directors Member may not act on behalf of another Board of
Directors Member for more than one time per year, so as not to
conflict with the effective laws.
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. With the aim of ensuring that the topics presented to the Board of
Directors meetings are comprehensive and to avoid the interfer-
ence of the Board of Directors in the management of bank opera-
tions, all the operations of the bank, and which require Board of
Directors approval, which are within the authorities of the Board of
Directors should be clarified in writing; similarly the bank’s execu-
tive management should initiate to suggest the topics that the latter
considers important to be included in the agenda of all the Board of
Directors meetings, whereby the Chairman of the Board of Direc-
tors shall determine the priority of putting such topics in the agenda
accordingly.

. The Board of Directors Members should be supplied withheld
agenda of the Board of Directors reinforced by the required docu-
ments and information at least ten days prior to enable the Board
of Directors Members to study the topics put up and to enable the
Board of Directors to make appropriate decisions.

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

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

. Board of Directors Members and the Board of Directors Commit-
tees may directly contact the Executive Management, whereby the
Board of Directors Members’ communications with the Executive
Management should be through the Board of Directors Committees
or through the Board of Directors Chairman.
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9. The Board of Directors or Board of Directors Committees, when-
ever necessary, have the right to seek the assistance of outside ex-
pertise to help them carry out completely the tasks designate to
them.

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

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

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

13. Each Board of Directors Member should declare any potential
conflicts of interest on any topics presented to the Board of Direc-
tors and such Member should abstain from involvement in the
discussion and voting related to such topics and this should be re-
corded in the Minutes of the Board of Directors meeting.
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Central Bank of Yemen - Banking Supervision Sector

V. Functions of the Board of Directors

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

1. Appointments and Substitutions/ Replacements

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

1.2. The Board of Directors approval must be obtained, for the ap-
pointment of Executive employees based on the recommenda-
tions of the Managing Director / General Manager and after mak-
ing sure that these employees have the required expertise.

1.3. Based on the recommendations of the Audit Committee, the
Board of Directors should carry out the following:

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

1.3.2. Nominate an independent specialized and highly competent Ex-
ternal Auditor and to communicate with the latter after the ap-
proval of the General Assembly of Shareholders accordingly and
set the remuneration, in accordance with the effective applicable
laws and the banking laws and the instructions issued by the CBY.

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

Sgiul pLe B8 I EUn - Gioyl 534 poll cLiyl

28310 Hule A IS @ Luels

152819 48 Mall s BBL (p 92l l Lgudn ;a5 1 algl g Sl 1931 1 ABLSN L

Aasn¥l Jedd @3S, Gldl e Sylall Sledailly 2 pall Joall Zolaitl

s Lo 3,001 [yl A2l

LIM> Wy Oliccaantt 1

e ple jone /Gl puus (el 5N ulms Al (peual O comg 1.1
Jra G Gulnall 0550 Oy ¢ SI Bty At BeLasIly Al
b uatia Leciie alatl uall /(§ndicd ) pat! Jhaduly

/S| pul) Ao 95 e sl 3y Y | yulme AadIge o Jguamt! Cims 1.2
Ay gllall Oyt 5843 (pe aSTdIy Glid Lals 4o HLE Gl e plall it

: WL LA Aa ) At (po B 53 e £l 3000 Gulons e 1.3

Wgllall Oy 0 4093 (yo ST cay L5 tid) A | 500 3 yla] jacte cpeas 1.3.1
IR

ABLaid g Adlal 3o laST g yoluais M1 (593 (po Jiuws ool anlpo medi 5 1.3.2
dolail wuslg dcad le (mesluoll dolall diaontl Aadlge day dee
2 ecli JLoall Zolaill cnilgatly aBSall Gl 32ALYY cuiteals LAERNEHGY
SIS A L e b jalualf Siladatt iy

Gl Wit 35 IM> Y1 dubew Sle ABalialls 3y ulmo pgay 1.4
Al gl | UG AL LAY Lo 5895 Luon 1911 GLUT | g MBBL (pauali |

dgioall Jgiyl dokga Jusa
Banking CG Guidelines - Yemen



Central Bank of Yemen - Banking Supervision Sector

2. Planning, Control and SupervisionSystems/Procedures

21l

2ol

23

2.4.

PASH

2.6.

2.6.

Approve the strategies, targets, plans, policies of the Bank.

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

Approve the internal control and supervision procedures, espe-
cially the internal audit procedures, which includes documenting
the tasks, authorities and responsibilities of the internal audit de-
partment and making sure of the effectiveness of such procedures.

Make sure of the extent of compliance of the Bank to the ap-
proved strategies, plans, policies and measures, or which are re-
quired by the applicable effective laws and the banking regulat-
ing laws and the instructions issued by the CBY; make sure that
the Executive management of the bank reviews and compares the
performance in accordance with the work plans, and make sure
that the required corrective measures are taken, as well as making
sure that all the bank risks are managed properly.

Approve policies, strategies and frameworks appropriate for en-
suring the protection of the rights of depositors and other credi-
tors.

Approve the organizational structure of the bank recommended
by the executive management, which shows the hierarchy of man-
agement reporting lines, and in this area, the Board of Directors
must do the following:

1. Approve the internal procedures and regulations related to the
bank’s operation and the improvement of the latter and whatever
is associated therewith in terms of defining the tasks, mandates,
duties responsibilities and the relations between the different or-
ganizational levels.
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Central Bank of Yemen - Banking Supervision Sector

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

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

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

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

2.8.2. The Board of Directors of the affiliated company (bank) bears the
responsibility for following proper governance practices, protect-
ing the rights of the depositors, the interests of the shareholders
and to make sure that the bank fully complies with the applicable
effective laws and the banking laws and the instructions of the
CBY and the instructions of the banking CBY control authority.
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2.9. In the event that the bank engages in activities or operations in an

environment that hinders transparency or uses structures and or-
ganizational structures that obstruct transparency, then the Board
of Directors should understand this and should set out appropriate
limits to the size of the operations allowed in such areas, or should
not use such tools; similarly, the Board of Directors should make
sure that the executive management sets out policies to determine
and manage all risks that accompany such type of tools or activi-
ties and should reveal them to the External Auditor and the CBY.

3. Code of Ethics: The Board of Directors should ensure that the

management of the bank’s business is undertaken with high integ-
rity and should work to instill the policy of aspiring towards reach-
ing the ideal example; this can be accomplished by adopting a code
of ethics, which includes a definition of conflicts of interests and
the deals which are undertaken by the Bank personnel for their own
personal interests, based on information the latter were aware of as
a result of the authorities assigned to them, whereby this policy and
code of ethics should be circulated to all the employees of the bank
and the Board of Directors and should be published to the public.

4. Self Assessment and Performance Evaluation

4.1. The Board of Directors should adopt a mechanism for evalu-

ation of performance on a periodic basis (at least once a year)
through the Nominations and Bonuses Committee, which evalua-
tion should include:

4.1.1. Performance evaluation of the Board of Directors as a whole

and of each individual Member of the Board of Directors , the
percentage of the attendance of the Member the meetings of the
Board of Directors and the extent of the effectiveness of the lat-
ter’s contribution to the discussion of the Board of Directors de-
cisions.
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4.1.2. Evaluation of the performance of the Managing Director / Gen-

eral Manager.

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

Board of Directors .

4.2. The Board of Directors should include in the bank’s annual re-

4.3.

port a report on the adequacy of the bank’s internal control and
supervision systems related to the mechanism for preparing the
financial reports.

The Board of Directors should, based on the periodic reports pre-
sented to the Board of Directors by the Executive Management,
Internal Auditor, and the External Auditor, review the Bank’s op-
erations; the Board of Directors should evaluate the operations
and management of the Bank, should define the deviations and
excesses, should analyze the reasons thereof and determine those
responsible for such discrepancies, holding them to account and
issuing the necessary instructions for remedying and preventing
the repetition of these infractions accordingly.

4.4. The Board of Directors should review the transactions of stake-

4.5.

holders to consider them, in preparation for presentation thereof
to the General Assembly of Shareholders.

The Board of Directors should adopt the issuance of quarterly and
annual financial reports.

4.6. The Board of Directors should request information on risk man-

agement in the bank, with the aim of analyzing and discussing the
risk data and statistics (qualitative and quantitative) in the bank
continuously.
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4.7. The Board of Directors should approve and monitor the compli-
ance policies, whereby they should be prepared and developed,
and should make sure that these policies are applied in the bank
by the entity that is responsible for supervising compliance moni-
toring.

4.8. The Board of Directors should study the reports and recommen-
dations of the Executive Management on developments and im-
provements and the ways to strengthen the bank’s practices in
exposure and other areas.

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

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

l. General Provisions

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

2. The Board of Directors Subcommittees bear responsibility for their
work reporting to the Board of Directors accordingly, but this how-
ever does not waive the Board of Directors from the responsibility
of the work of these subcommittees.

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

4. Each committee should prepare procedures for the committee’s
work, which such procedures should clearly define the committees
mandate, tasks and responsibilities; and such procedures should be
approved by the Board of Directors.

5. The minutes of meetings of the subcommittees should be funda-
mentally documented and classified.

6. Membership in more than two subcommittees should not be re-
peated and a Chairman may only be Chairman of one committee
and the authorities delegated to the latter may not be delegated to
another person.
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7. The Board of Directors shall at least form the Audit Committee,
Governance Committee, Selection and Bonuses Committee, Risk
Management Committee and any other Committees the Board of
Directors views necessary for the work of the bank, and the bank
may merge the Governance Committee with the Nominations and
Bonuses Committee with the application of the Governance Proce-
dures.

I1. Board of Directors Subcommittees

A.Governance Committee (GC)

1. Objectives of GC: Set in place governance procedures for the bank,
monitor implementation thereof and amend the procedures as nec-
essary.

2. Formation and Periodic Meetings of GC:

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

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

3. Mandate and Tasks of GC:

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

3.2. Coordination with the Audit Committee to ensure compliance
with the Governance Procedures.
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3.3. Provide the Board of Directors annually at least reports and rec-
ommendations based on the results arrived at through the work
of the GC.

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

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

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

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

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

2.2. The Chairman and majority of the AC members should be inde-
pendent Board of Directors Members.

2.3. The Board of Directors shall designate the Chairman and mem-
bers of the AC for three years renewable for two terms as a maxi-
mum.

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

2.5. The AC shall hold meetings with full attendance of members at
least four meetings (once every three months) a year, and all min-
utes of meetings should be originally documented.
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3. Mandate and Tasks of AC: The AC shall have:

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

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

3.3. The AC should evaluate the effectiveness and adequacy of the
supervision and control and the responsibilities of the AC include:

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

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

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

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

3.3.5. Recommend to the Board of Directors the appointment, reloca-
tion, and dismissal of Internal Audit staff; set the remuneration
and evaluate the performance of the Manager and staff of the
Internal Audit Department.
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Central Bank of Yemen - Banking Supervision Sector

3.3.6. The AC has the authority to contact, directly and meet with the
External Auditor. Without the attendance of management, and the
responsibilities of the AC include in this field, the following:

* Recommend to Board of Directors the appointment and dismissal
of External Auditor, and setting the remuneration and assess the
objectivity and independence of the External Auditor.

* Review and acceptance of the Letter of Appointment.

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

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

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

* The AC shall hold periodic meetings with the External Auditor at
least once a year and at least twice with the internal auditor; simi-
larly the Internal and External Auditors may request to meet with
the AC whenever it is necessary.

* The AC shall receive all the notices presented by the staff on any
potential violations in the financial and legal matters with full con-
fidentiality in accordance with the Program for Reporting Viola-
tions approved by the Board of Directors.
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C. Selections and Bonuses Committee (SBC):

1. Objectives of SBC:

Control and ensure transparency of the election, renewal and replace-
ment of Board of Directors Members, appointment of Managing Di-
rector; similarly, to assess the effectiveness of the Board of Direc-
tors as a whole and the effectiveness of each member of Board of
Directors independently; to assess the performance of the executive
management; and similarly to ensure the transparency of the salaries,
bonuses and incentives of the executive management and to ensure
that such policies are consistent with the objectives of the Bank.

2. Formation and Periodic Meetings of SBC:

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

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

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

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

3.1 Put in place (the minimum) standards and requirements for the
experiences, qualifications and skills required for Board of Direc-
tors membership and for the position of the Managing Director/
General Manager, including the time required to be dedicated for
Board of Directors work; and the Board of Directors shall ap-
prove the standards and requirements put in place as such.
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3.2 Recommend selection, and reselection and cancellation of Mem-

bers of Board of Directors , Board of Directors subcommittees,
and the position of Managing Director / General Manager and the
cancellation of membership accordingly, subject to the effective
applicable laws, and taking into consideration.

3.3 Identification of the Board of Directors Members, who are mem-

bers, non-members of Executive management and the indepen-
dent Board of Directors ; be sure of the independence of the latter
members, in keeping with the standards herein set forth; ascertain
that the formation of the Board of Directors is consistent with the
size of the Bank and the complexity of the Bank’s operations.

3.4 Adoptions of objective standards for the assessment of the effec-

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

3.5 Be sure that the Board of Directors Members are getting continu-

ous training and qualification, by means of training programs de-
signed for this purpose, to keep pace with recent developments in
the financial services industry. SBC is responsible for the infor-
mation on some of the important issues to the Board of Directors
Members as requested,
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3.6 Put in place the conditions and criteria for the appointment of
the top members in Executive Management and the performance

evaluation of the latter and prepare the plans for their designation.

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

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

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

3.10 The Annual Report of the Bank should reveal the means by which
the bonuses of the executive and non-executive Members are set.
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D. Risk Management Committee (RMC):
1. Objectives of RMC:

Put in place risk management policies, in keeping with the Bank’s
abilities and the Banks ability to bear risks; review the performance
of Executive Management in the management of Credit Risks, liquid-
ity and operations risks and non-compliance risks, capacity risks, etc.

2. Formation and Frequency of Meetings of RMC:

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

2.2 The Chairman of RMC should be an independent Board of Direc-
tors Member.

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

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

3. Mandate and Task of RMC:

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

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

Sgiul pLe B8 I EUn - Gioyl 534 poll cLiyl

1yl 5y1a) it .2

AP PE YRV |

SRl Joaill Agd (gueg Llidl 5)u8 pe eavwi Loy HblaL) dulew o
Jun il g A gty Bgaudly OLTEN | ploline 3 1) 2 Aaiuaiil 1 5a ¥ £1af Zas | pa g
Ll g daendlg pid ¥ pue g

lgile Lot | A 5939 Bl (JuSts .2

slne¥lsae wp ¥ O le ¢ Y Lle slanc| Z5M5 (po dismldl (85 2.1
g e e G|

o) slina ¥ (yo Wil uedhy (3950 2.2

209 At 2 JBW e (gl A5 JS 3 o0 ) Slelain | Anyyl Al iia3 2.3
R RIEY (PR CP I (J VR b-xi

Aloall 5yl 91/ g dcalall SMAF G93 (po Wil sline] (1950 O co 2.4
o> Mﬁ 4JL¢3Lu?‘3 d:vj.al"j).b\:'nl‘sjhb 2\._..!\1!3 @M‘QY\:}U‘%
TS e Byl ¥ yulone A48 g0 das A i Ol pides Hilatiu N

Tt alge g Ol Mo .3

O Lalaie! Jd pbolat 5yl Olwbw g Olomdl stiw) A | ey At agas 3.1
Olulead g Ol 5w UG 80835 (yo aSTT g 3y uloe S8

s go Al Mau) Gladg Hloladl 3,y AT @lailly 3ylgtl 845 Hles 3.2
ol GLI Lo Lgie aami i) Aladd W (e plolinti3,0a)

dgioall Jgiyl dokga Jusa
Banking CG Guidelines - Yemen



Central Bank of Yemen - Banking Supervision Sector

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

3.4 Review the organizational structure of the Risk Management De-
partment and set forth recommendations accordingly prior to ap-
proval by the Board of Directors.

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

3.6 Monitor the extent of compliance of the Risk Management De-
partment to the standards issued by the Basel Committee concern-
ing risk management and related to credit risks, market risks, and
operational risks.

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

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

3.9 RMC should hold periodic meetings with Risk Management De-
partment to discuss and assess the risks, to which the Bank is
exposed, the adequacy of the ways to deal with such risks and
present recommendations to the Board of Directors accordingly.
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Section III: Executive Management

1.

Qualifications:

Members of the Executive Management should be qualified pro-
fessionally and should enjoy high quality capabilities and skills
related to their personal and professional qualifications and the ex-
ecutive management shall apply the highest ethical standards.

. The Executive Management should respect the distribution of pow-

ers at both strategic levels (Board of Directors and Executive Man-
agement) in the Bank.

. Executive Management should fully realize its role, with respect to

banking governance, and should also understand that it is obligated
to implement the regulatory obligations and the instructions of the
Board of Directors in the interest of the Bank.

Mandate:

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

1.

Preparation and improvement of an organizational chart as needed,
with such organizational chart to be approved by the Board of Di-
rectors ; duties, responsibilities and powers should be distributed,
in addition to the reporting lines for operational reports, and with
this organizational chart should ensure the prevention of any con-
flicts of interest.

. Carry out operations of the Bank and maintain proper records for

all the measures and decisions taken accordingly.

. Comply with regulatory by-laws and instructions of the Board of

Directors related with exerting all possible efforts as such and as
consistent with the interests of the Bank accordingly.
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4. Take the appropriate measures for determining, measuring, evalu-
ating and managing risks with which the Bank is confronted, and
ensure that all the requirements for compliance are being carried
out to the fullest extent possible.

5. Provide for the appropriate measures, in light of the instructions of
the Board of Directors , so as to ensure the existence of integrated
systematic internal control, not to mention the periodic assessment
of the extent of effectiveness of internal control.’

6. Provide for a management information system, which is capable of
issuing reports on operations and any results that come out of inter-
nal audit on the extents of regularly applying international control
systems on the important core issues.

lll. Responsibilities

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

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

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

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

4.2 Estimated and actual budget and the plans for all the functions

and activities.

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

tors

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

. Provide control and internal supervision procedures that ensure the
transparency of financial data and information; prepare the banks
financial statements and final accounts with all the details and sup-
porting information and all the required Exposures; and the Man-
aging Director / General Manager is responsible to the Board of
Directors on the accuracy of such financial statements and final
accounts.

. Compliance of the Bank with all the effective applicable laws regu-
lating banking and the instructions of the CBY, and the regulatory
by-laws and other instructions applied in the Bank.
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8. Facilitate the tasks of the internal and External Auditors and the

CBY Inspectors; cooperate with and provide all the data, informa-
tion and documents to the latter which fulfill the requirements of
their tasks; in doing so, management should pursue accuracy and
transparency and should respond to any of the comments and que-
ries of the latter and react to the results of their audits on an a priori
basis remedying any shortfalls, weaknesses and deficiencies; and
should improve performance.

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

10. Put in place compliance policies, provided that they are endorsed

and approved by the Board of Directors .
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Section IV: Control and Internal Supervision Environment

l. Internal Control and Supervision Systems:

1. The Bank should have an effective internal control and supervision
systems.

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

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

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

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

3.3 Evaluate the Executive Management on the effectiveness of inter-
nal control and supervision, as of the date of the financial state-
ments which are included in the Annual Report of the Bank, ac-
cordingly.

3.4 Reveal the weak areas in the internal control and supervisions
systems of significant value (Any significant weak area is a clear
weak point or a set of obvious weak points, which result in not
being able to find incorrect data, which could have a significant
impact.)

3.5 A report by the External Auditor, which shows the opinion of the
latter in the assessment of the Executive Management vis a vis
the effectiveness of the internal control and supervision systems.
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4. The Bank shall undertake measures that allow the staff to confiden-
tially report on the spot on threats of possible infractions, and in a
way that allows for the independent investigation and monitoring
of such threats; and such measures should be followed up by the
Auditing Committee (AC)

Il. Internal Audit Function:

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

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

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

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

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

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

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

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

8.1 All the Bank’s departments, sections, braches, and all functions
and risk exposures, whereby such auditing should be periodic and
continuous throughout the year, in addition to reviewing the fi-
nancial statements and final accounts.

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

9. Systematically and safely keep reports and the related work papers
thereof, to which can easily be referred, and should be ready for
seen by the External Auditor, AC, and CBY inspectors.

lll. Compliance/Adherence Function:

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

1. Permanently monitor the compliance of the bank to all the appli-
cable effective banking laws, instructions of the CBY, which must
be followed, and similarly al the procedures and regulations; simi-
larly, adherence to sound banking customs and practices, rules and
standards issued by the local and international control and supervi-
sion entities.
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. Monitor the extent of commitment to applying governance system
of the Bank.

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

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

. Ascertain the consistency of any products with the relevant effec-
tive laws, banking laws and instructions issued by the CBY.

. Ascertain that the Bank sufficiently knows of the risks of non-com-
pliance, which are, e.g. legal and control penalties, the possibility
of becoming exposed to financial losses or reputation risks as a re-
sult of the Bank’s non-compliance of the effective applicable laws,
banking laws, instructions issued by the CBY and the international
laws which govern interbank international dealings.

. Present compliance reports to Board of Directors, with copies to
the Executive Management.

IV. Risk Management:

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

1. The Risk Management Department (RMD) should report to the

RMC, however, the RMD, with respect to daily operations, should
be tied to the Managing Director / General Manager.
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2. The responsibilities of the RMD of the Bank include the following:

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

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

2.3 Recommend to RMC, risk ceilings and approval (limits); presen-
tation of reports and record any exceptions to the risk manage-
ment policies.

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

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

3. The executive committees in the Bank (e.g. Credit Committees,
Assets and Liabilities Committees, Treasury Committees, Opera-
tional Risk Committees) shall assist the RMD to carry out the du-
ties of the Department in accordance with the mandates which are

set for such committees.

4. The Annual Report of the Bank should include information on risk
management, concerning the structure and nature of the operations
of the function and the developments in such a function accord-

ingly,

V. External Audit:

1. Appointment of an independent External Audit, who engages in
auditing, in accordance with international standards related to the
auditing profession, and aware of his obligations to the Bank, with
respect to exerting all the required professional diligence, consis-
tent with international auditing standards accordingly.
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2. Systematic rotation of External Auditor, in keeping with the instruc-
tions issued by the CBY.

3. Compliance with effective applicable laws and instructions issued
by the CBY, with respect to regulating the relationship between the
External Auditors and the relevant other entities accordingly.

4. Arrange regular meetings between the External Auditor and AC, as
they are important and significant, in order to strengthen the indepen-
dence of the External Auditor.

5. Ensure the independence of the External Auditor, by means of the
External Auditor not having any interest in the Bank, and with none
of the Board of Directors members being shareholders or partners in
the firm of the External Auditor.

6. AC should regularly review the arrangements with the External Au-
ditor, so as to ensure the appropriateness of such relationship with the
volume and nature of the Bank’s operations.

7. The AC should activate the channels of communications between the
External Auditor and the Board of Directors and the Executive Man-
agement of the Bank and should create the atmosphere that enables
the External Auditor to obtain all the data, information and docu-
ments required for the audit, whether from the Executive Manage-
ment or the Board of Directors.

8. The effective and timely use of the results of the external audit.

9. The reports of the External Auditor should be presented to the Board
of Directors / AC, and then to be passed on to the Executive Manage-
ment to respond thereto, and after that the Board of Directors shall
issue instructions for addressing such comments.

10. The External Auditor is responsible to the Shareholders and the
owners of Bank’s equity, and similarly to the Board of Directors,
with respect to exerting all diligent professional care required, con-
sistent with international auditing standards associated with the pro-
fessional for ensuring the application of proper auditing procedures
for the Bank.
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Section V: Public Disclosure and Transparency

. General Provisions

1. Exposure and transparency constitute a basic element of good gov-
ernance and thus ensure discipline of the market. This is because
there are positive aspects for the Bank in exposure and transparen-
cy, as exposure leads to attracting capital, strengthening confidence
in the Bank and assist decision makers to make sound decisions
related to the Bank’s business. Disclosure also has positive aspects
for the shareholders and other stakeholders, as it provides the re-
quired information which make it easier to understand the Bank’s
business and to judge its performance and thus make the sound
decision in these people’s dealings with the Bank.

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

3. Exposure should include at least the following:

3.1 There should be comprehensive disclosure in accordance with In-
ternational Financial Reporting Standards (IFRS), the applicable
effective laws and instructions issued by the CBY, when prepar-
ing the financial statements of the Bank.

3.2 Regular exposure at the times set out and without any delays of
the annual financial statements and regular reports on the Bank’s
website in the internet and in other appropriate media, in Arabic
as per the effective instructions.
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4. With respect to all the Bank’s annual and periodic financial reports,
public statements, and periodic briefs should be committed to pre-
senting accurate, objective and comprehensible and comparable

information.

5. The Annual Report and periodic reports should include a paragraph
related to the remarks and analysis of the Management, which in-
cludes financial and non-financial information, which allow the in-
vestors to understand the results of the Bank’s operations and the
financial position of the Bank. This should include the possible
effect of current trends and forecasted trends and cases of uncer-
tainty, with the Bank undertaking that such remarks and analysis
are credible, complete, fair and comprehensible. Such analysis
should express a future outlook, which includes revelation of cir-
cumstances that could affect the financial position of the Bank, in
the event that such circumstances are justifiable and have a poten-
tial for occurring.

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

6.1 Comprehensive description of the event and relevant information
associated with such event.

6.2 The factors leading to the occurrence of such event.

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

7. Without prejudice to the foregoing, the Chairman and Members
of the Board of Directors , the Managing Director / General Man-
ager, the relatives of the latter, advisors, External Auditors and all
the Bank employees must not reveal any internal information that
could affect the price of the share in the market, and / or to transact
the shares of the Bank, based on internal information.
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Il. Disclosure of Organizational and Administrative Aspects:

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

1. The objectives, conventions, business policies and ethics of the
Bank and the evaluation of the performance of the Bank compara-
bly with such conventions and policies, while especially referring
to the policies and procedures associated with governance in the
bank. This should be with the presentation of a general picture of
the extent of the Bank’s compliance to such governance policies and
procedures. The reasons for non-compliance accordingly should be

disclosed, in the event of such non-compliance occurring.
2. Board of Directors :

2.1 Disclose information on each of the Board of Directors members:
qualifications, experience, shareholding in the Bank’s capital,
whether such member is independent, executive or non-executive,
membership in Board of Directors subcommittees, date of ap-
pointment to Board of Directors , number of times attendance
in Board of Directors and subcommittee meetings, whether the
Member is a member in any other Board of Directors , participa-
tion in the executive management functions, bonuses / salaries,
which the member obtained from the Bank, loans — facilities —
funding provided from the Bank and any other transactions be-
tween the Bank and the Board of Directors Member and / or the
member’s partners or any relevant parties and interests associated
with such member accordingly.

2.2 The number of meetings of the Board of Directors and the Board
of Directors subcommittees.
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2.3 The duties and responsibilities of the Board of Directors.

2.4 The frequency of the Board of Directors meetings.

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

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

3.1 The formation of the Board of Directors subcommittees.

3.2 Duties and responsibilities.

3.3 Number of meetings of subcommittee, and the number of meet-
ings attended by each committee member.

4. Executive Management:

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

4.4 Bonuses and salaries of Executive Management in the Bank;
Loans, facilities and funding which Executive Management ob-
tained from the Bank and any other transactions between the Bank
and Executive Management, or their partners, relevant parties and

associated interests.
5. Organizational Structure of the Bank.

dgioall GIgiyl Gokga Jusa
Banking CG Guidelines - Yemen

Egiul e 8l5 1 EUnS - Gloyl § 34 podl ELil

Byla¥) alomo ST gwn g Sl 19 . 2.3

Byl Lulome Oilelaia | 4 y90 2.4

(0 guae JS Adlady JSS 5,0 ¥ uloms Adlad @il Susliall s0¥ yulas 2.5
BN Ll sline

A I sl W OY ) 2.6

3 yIa ¥ (udome (pe AZLAR Gllt) .3

St alsas 3.1

Ol g3udlg Sl fgtt 3.2

g JS Lo pias ST Olelaio ¥ sie g ¢ Al Olelalin | sae 3.3

PENOEA (P (R

Ol ity M 4.1

Ol gt lg Sl 1931 4.2

2 lE a0y Ol gwe 4.3

Ol —(pgally ldl B pialil slhuell COlgyty olalst) 4.4
9 ey L) s 63T Olales g i (yo Lgude gl (10D g0
.o Alad )l mtlat (g A3 Matl Oifd BN 5 0 gilS i

) edaiill ISl .5



Central Bank of Yemen - Banking Supervision Sector

6. Basic equity structure, including major shareholders, voting rights
and the benefiting owners or the owners’ participation in manage-
ment positions.

7. As a minimum, disclosure of major shareholders, whether natural
persons or legal person, which directly or indirectly owns 5% or
more of the capital of the Bank.

8. Remuneration and bonuses policies followed in the Bank.
9. Detailed information on the fees obtained by the External Auditor.

10. The general framework for the internal control and supervision
procedures in the Bank.

11. Ethical principles of the business.

12. Policies of the Bank related to conflicts of interests and how the
Bank manages cases of conflicts of interest, which are not consis-
tent with such policies.

13. Disclosure of transactions with related individuals, affiliate com-
panies and associated interests directly or indirectly; also the na-
ture and volume of such transactions.

14. Summary of the most significant economic changes and their im-
pact on the Bank.
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Section VI: Rights of Shareholders and Other Stakeholders
I. Rights of Shareholders

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

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

the Bank and to improving the Bank operations.

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

The major rights of the shareholders include:

* Discussion of the subjects included in the agenda of the General As-
sembly and directing any questions to the members of the Board of
Directors, External Auditors, and obtain any notices thereof.
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* Selection of the Board of Directors members by accumulated vot-

ing (each shareholder has the number of votes that are equal to the
number of shares owned by such shareholder, whereby the share-
holder can vote for one candidate or divide them to a number of
candidates without duplications).

. The shareholders should be provided with information on the place,

date of the General Assembly meeting and the Agenda of such a
meeting in sufficient time and in accordance with the effective ap-
plicable relevant laws.

. The shareholder has the right to nominate and elect the members

of the Board of Directors , to inquire as to their qualifications and
their ability to perform their jobs, to discuss the size of their bonus-
es and financial incentives which the Board of Directors members
and Executive Management members, in addition to their right to
present any queries to the Board of Directors concerning any non
professional practices and to obtain answers thereof.

. After the end of any General Assembly meeting a report should be

prepared for the shareholders to see the remarks which were made
during the meeting and the ensuing results thereof. This would
include the results of the meeting, questions which were raised
by the shareholders and answers of the Executive Management or
External Auditors to these questions. The Bank should provide
CBY a copy of the minutes of meetings of the General Assembly
meetings (both ordinary and extraordinary) within not exceeding
15 days from the date of the meetings.

. Rights of Other Stakeholders:
. The Bank should give care to the rights of other stakeholders, and

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

Sgiul pLe B8 I EUn - Gioyl 534 poll cLiyl

palice ) aS,EM Coaguaht wigbial phdls o150 pulome slincl Lty @
Led o gl adalian Cuom dgSlay U1 @gu ¥ Siay Al gl 5548 4
(OS5 093 (nmdi U (pa 3ue e Lgaeud gl g i

Jg=a g Belall duneant | slaad| o slig OlSe (ge Silo glaasy (e lad | 935 cons .3
JABSMaTI O3 BB (1 9aY) ae Ba% Lesg BIS <8 4o Lgtlec

CEMa3e (e Sl g 31N ulms sline] i)y et )3 3> ealuwell 4
AL 5819t 9 SLBIS ) @ AlBLi0 g ¢ pgloc £13] o @g3 4B g @gi g
2 g o1 Al ¢ Gpainaiitt sliac ¥ HLS 9 3 )N uloe sline Laloslat
Joantly Biige b Olusles @1 Olin 3)1¥1 pulos I Hludin! G a4z
Agilay 3ala) e
Js> Cnenlud! ¢Sy 5,45 slie! @b delall dunend plaia] §f slgid) war .5
G el S T3 2 Lay dle 30,001 LTIy ATMS Cuad A Oiltas SAL
Lowe oiaiTll 301 393 9 Oneslud! U8 (e lgasle @3 AV Aliu g
rolos (o Aiuin G350 Gl wagiS Gl ey ¢ asladl g it
(15) e w339 5,50 I (Baslall b g wslall) Zelall et Olelaia !

3LEa3 ¥ 15 (e Loga

x._;).s.'m@mn Olo! (i 1 LALY

GG DL Wl By 65 Y mtlall Glwol @9as Blel e Gl e co 1
B9amt| Al ol aa Jolaitly o |gald 2T slou| Sl e cuomy Ggast
pRsailly L@l 5 GISLEBY) GG datlal dlale Glelpa| S| JaS Loy
.Aa55e Ay ylay

dgioall Jgiyl dokga Jusa
Banking CG Guidelines - Yemen



Central Bank of Yemen - Banking Supervision Sector

2. The Bank should provide adequate information to stakeholders,
which enable the latter to participate in the evaluation of the gover-
nance procedures in the Bank.

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

4. Work towards completely meeting all the requirements of the con-
trol and supervisory authorities.

5. The stakeholders should have a right to have access to all the infor-
mation that will ensure the protection of their interests, as dictated
by the relationship of each stakeholder with the Bank; the Bank
should comply with transparency and objectivity in disclosing all
the important matters that affect its performance.

6. The Bank commits to prepare programs, which deal with social
responsibility, which should be approved by Board of Directors.
The aim of these programs should include support to different so-
cial projects and to work towards increasing awareness, in addition
to fulfilling the needs of the national economy by means of loans
and facilities / funding of productive enterprises, which encourage
stimulate economic development, without damaging the financial
condition of the Bank and the rights of depositors and interests of
the shareholders.

7. The Bank should provide banking services, which meet the needs of
the society with fair prices, and should take the initiative to provide
financing that support and promote small and medium enterprises,
especially the enterprises that give attention to the employment,
training and skills development of citizens, in addition to following
the appropriate social policies in environmental protection, health
and education.
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Section VII: Other Requirements
A. Additional Requirements for Governance of Islamic Banks

Introduction:

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

|. Board of Directors

In addition to the responsibilities of the Board of Directors referred to
in Section I, the Board of Directors of Islamic Banks has the following
responsibilities:

1. Ascertain that the structure of Sharia’ah controls are consistent with
the size, complexity and nature of the business of the relevant Is-
lamic Bank.

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

3. Commit to engage in all banking services under the provisions and
principles of Islamic Sharia’ah and define the level of compliance to
the issued decrees and opinions issued by the SCB of the 1B, which
should be publicized for the public to see.
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4. Ratify the appropriate policies, procedures and frameworks to
ensure compliance to the provisions and principles of Islamic
Sharia’ah in all facets of IB business and operations and the prod-
ucts and services which the IB provides.

5. The SCB of the IB should be provided with all the information,
which would help the SCB carry out its duties, in an accurate, ad-
equate and timely manner. Such duties are to ascertain compliance
of the IB to the provisions of Islamic Shari‘a and develop an inde-
pendent opinion in this regard.

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

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

7.1 A mechanism for presenting matters to the SCB to obtain the de-
cree for its transfer

7.2 The procedures manual for work of the SCB.

7.3 A mechanism for insuring the compliance with the SCB decrees/
decisions.

8. The customers of the IB should be provided, based on their request,
with an explanation of any opinion issued ( fatwa) by SCB of the
IB and customer contact with the SCB should be facilitated.
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9. Publicize the decrees and opinions issued by the SCB of the IB on
the website within a period that does not exceed a year from presen-
tation of the products and services, or approval of the remedies and
mechanisms for which the decrees and opinions have been issued.

10. In general compliance with the standards issued by the Accounting
and Auditing Organization for Islamic Financial Institutions (AAO-
IFI), and in particular, with respect to the components of Internal
Sharia’ah Auditing.

Il. Board of Directors Subcommittees:

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

A. Audit Committee (AC):
1. Formation of AC:

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

2.1 Control of the level of compliance with the provisions and prin-
ciples of Islamic Sharia’ah.

2.2 Control the use of funds of the posted investment accounts and to
ascertain that the profits have been distributed, in accordance with
the agreement between the IB and the account owner, and in ac-
cordance with the provisions of Islamic Sharia’ah.

2.3 Evaluation of the effectiveness and adequacy of Internal Sharia’ah
Audit (ISA) function and the extent of its contribution to ensuring
compliance with the provisions and principles of Islamic Sharia’ah
(and specifically the opinions and decisions of the SCB); the re-

sponsibilities of the AC are as follows:

2.3.1 Evaluate the effectiveness of scope of ISA.
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2.3.2 Read the reports of the Internal Sharia’ah Audit Department
(ISAD) to be sure that all the required measures have been taken.

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

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

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

2.4.2 Recommend to the Board of Directors , with respect to appoint-
ment and dismissal of the External Auditor (If available External
Sharia’ah Auditor) as well as the fees set for the latter and assess
the performance thereof.

2.4.3 Review and accept the letter of appointment.

2.4.4 The decision of the possibility of the External Auditor (If avail-
able External Sharia’ah Auditor) providing additional services
other than those related to the issuance of opinions and Sharia’ah
audit, and ensure that this will not affect the independent view-
point of the SCB.

2.4.5 Look into the reports prepared by the External Auditor (If avail-
able External Sharia’ah Auditor) to ascertain that all the required
measures have been taken concerning them.

2.5 Contacting and coordinating with the External Auditor (If avail-
able External Sharia’ah Auditor), and the Governance Committee
to ensure the preparation of the reports on the level of compliance
with the provisions and principles of Islamic Sharia’ah on time
and in an adequate manner.
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2.6 To ascertain compliance with the provisions and principles of Is-
lamic Sharia’ah and review the extent of compliance with the laws
and regulations and the extent of implementation of the policies
of the IB and of the implementation of the internal procedures of
the IB; ascertain the compliance with the accounting standards of
AAOIFI and international standards for financial reports (ISFR),
for which there is no coverage by AAOIFI of such matters, and
so as not to conflict with the provisions and principles of Islamic
Sharia’ah.

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

2.8 Present to the External Auditor the Sharia’ah remarks of the ISA,
which the ISAD could not proceed with and follow up on, because
of the new matter that such remarks raise, and lack of previous
opinion issued (fatwa) by the SCB in such matters accordingly.

B. Governance Committee (GC)
1. Formation of GC:

The members of the GC should understand the relevant provisions
and principles of Islamic Sharia’ah and the application thereof on the
products and services provided by the IB; they should also have a
knowledge of the standards set by AAOIFI the (and those issued by
the Islamic Financial Services board (IFSB). It is preferred that one
of the GC members is academically qualified and practically expe-
rienced in Sharia’ah Control, other than Members of the Sharia’ah
Control Board (SCB) of the Bank; the GC may seek the assistance of
external Sharia’ah expertise after approval of the Board of Directors
hereof.
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2. Mandates and Duties of GC:

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

2.2 Focus on the peculiarity of business in Islamic Banking and pro-
tection of the interests of Invest Account holders, which are stipu-
lated in the agreements signed with the latter.

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

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

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

C.Selection and Bonuses Committee (SBC)

1. Objectives of the Committee:

Control and ensure the transparency of appointment, renewal, and
substitution of the members the SCB; similarly assess the effective-
ness of the SCB as a whole and the individual SCB members; similar-
ly ensure the transparency of setting the salary and bonuses policies
and the remunerations of the members of SCB in keeping with their
duties and responsibilities.

2. Mandate and Duties of the GC:

2.1 Recommend to the Board of Directors the appointment, reap-
pointment and dismissal of SCB members.

2.2 Suggest bonuses and remuneration of members of SCB to the
Board of Directors for the approval of the latter thereof.
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D. Risk Management Committee
1. Mandate and Tasks of RMC:

1.1 Control the extent of compliance of Risk Management Depart-
ment (RMD) to the standards issued by IFSB (Islamic Financial
Services Board) pertaining to risk management and the standards
set forth by the Basel Committee, which are related to credit, mar-
ket and operational risks, so as not to conflict with the provisions
and principles of Islamic Sharia’ah.

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

1.2.1 The existence of periodic auditing for the performance of these
assets.

1.2.2 Set forth strategies for such operations.

1.2.3 Inform the Board of Directors periodically in any major develop-
ments in such operations.

lll. Internal Control and Supervision Environment
A. Sharia’ah Control Board

The Governance procedures of the IB should ensure that the Gover-
nance Procedures of the IB complies with the provisions and prin-
ciples of Islamic Sharia’ah, in the framework of providing financial
services. This is what distinguishes Islamic Banks from other types of
banks, without such compliance, sufficient Sharia’ah credibility could
not be really enjoyed to realize the identity of a bank accordingly, to
attract investors and customers, who desire to invest their funds and to
enter into transactions in ways that are consistent with the provisions
and principles of [slamic Shari’a.

Syl Lo &5 1 EUnS - Lol 54 yoll Ll

ot At 1a

il alge g Ol Mo .1

AT Slensd! b (4o 5 yabuall polatls Mol 3 ylal al3al | sue adipe 1.1
At B (e Acguogl! Gllig yolitl 5yhb dwlntly (IFSB) aweSuw¥!
¥ Loy ¢ Adadil) Hbolatly Gaudl polieg L ¥ Hloles aalaitly « J5b
e S Aa a8 {3lea g plSin ] ps (o2l

AHLAl le ASLEN feall adsiud G e Sud Bjlelt Al (1.2
10k Joddd Liomlh A 9o iad cdyylinally

Jgo ¥ o0n £1s¥ Ay ygs Aaslpe dcloc 399 1.2.1
COldaalf GG Ol | a9 1272

Ollaal) GUT B (5 1o g anaS Sl Aalaiie 5)gus 51 ¥ uloms Aol 1.2.3

P WTRRUE W Y PR SORE T COPIN LI

e pat) A3LE 01 A

Lalenp s Shas | dim pb LS by o0 3 L1 2 A0S g | p LS (il (1 o
(30 0wl (o e B pall jay Lo 92 Ulllg AT Slousat) @auas Hlbo 2
G 2B e 23| Al lually et | JUke ¥ 18 Gl (1Sar¥ g ¢ B lual
el 50T sLatianls 548 o (il = Shaadly (p paiesd | 0 9 81931 2 L pusal | 2 90
LgBalin g Ae Sl dn » b IS s (3475 5 play OSLelas 2 g3ty

dgioall Jgiyl dokga Jusa
Banking CG Guidelines - Yemen



Central Bank of Yemen - Banking Supervision Sector

Appointment of SCB:
1. The Board of Directors must ensure the following:

1.1 Appoint SCB, which enjoys a good reputation, credibility and in-
tegrity.

1.2 Support to SCB, by means of appointing a Sharia’ah Compliance
Monitoring Unit, so that the SCB can appoint and delegate some
of the SCB functions to the Internal Sharia’ah Compliance Unit.

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

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

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

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

2.2 Independence.
2.3 Personal responsibility.
2.4 Professional attention and conscience.

2.5 Confidentiality.

dgioall GIgiyl Gokga Jusa
Banking CG Guidelines - Yemen

Egiul e 8l5 1 EUnS - Gloyl § 34 podl ELil

sue » b AlB p8) A Cpgad
b Lo Oleid 310 ¥ 1 ulme (e i .1

A3 Adlallig S Aacnn aSalS due p& A (yas 1.1

e rad) JUGe ¥l daslie Bumg (el IMS (yo Aue pddl Agll Biluwe (1.2
ST (po Aue pld) Algl) (ST S o padl JLGeN ) Josue of AT

C AT e i) S Y B g (11 Lgaills g (yaay (s 9aTg

COlnI 2 cmlage « JBY) Llo shinel 535 (yo due yad| Augd! 098G of 1.3
8 Il (S 93 sl W (pe Lo oo g5 O (2 Lalal fiai g rufly ole ) eaal!
o9l OWLome 25 5 Ayt ) Wiigll sline | lliey (5 Cimag

@ad ¥ Olg B puall (oo £l yie Lginguae B eyt | A0l8 531 A @il ¥ (1 1.4
ST gl e Jlawly (po % 5 diwile O 9Stiay Cnaslue

saue y Al 2l8 0 Aigt dewluM 2agl) OLS glud g SLEMSY .2

Ol B pune (51 po dilinly a3l e Aue pid) AilB 31 Alid gune (po pdgin 2.1

B jlal ly Aigh ! @S it (3Ll pe @3DAT ddiy oy OB 9 acens 2. B juaily
(Al Al e (o guaidl 4 g e ZGY Sl Gulaiiy Led | et A1)

A MELL Y 2.2
o oY Ad gyad! 2.3
ol peeiially dyliatl 2.4
S ,wt 2.5



Central Bank of Yemen - Banking Supervision Sector

3. Duties of SCB:
The SCB is charged with the following duties:

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

3.2 Review and approve Policy Guidelines and the measures for com-
pliance with the provisions and principles of Islamic Sharia’ah.

3.3 Present an annual report to the General Assembly of Shareholders,
which shows the extent to which the IB complied with the provi-
sions of Islamic Shari‘a for the period of the report and the SCB
comments and recommendations; and the SCB Report should be
included in the Annual Report of the IB.

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

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

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

3.8 Coordination with GC and the AC concerning assuring the com-
pliance with the provisions and principles of Islamic Sharia’ah.

3.9 Look at all the reports that include the review of the compliance
with the provisions and principles of Islamic Sharia’ah, and simi-
larly the CBY, the External Auditor, the responses of Management
thereto, in order to assess the efforts exerted to ensure of the com-
pliance with the provisions and principles of Islamic Sharia’ah
and that due consideration thereof is given when planning for ex-
ternal Sharia’ah audits for the SCB.

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

3.11 The right to fully look at, without any restrictions, all the records,
documents, transactions and information from all sources, includ-
ing referring to the professional consultants, and the relevant con-
cerned staff of the IB.

3.12 The right to seek the assistance of external experts to present
their advice to SCB and specifically on the legal and financial
matters, at the expense of the IB, after the approval of the Board
of Directors thereof.

3.13 Allocate sufficient time to undertake the tasks of providing opin-
ions and to carry out a full Shari a Review accordingly.
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B. Internal Sharia’ah Audit Ads |l Ao pad) dani b0

1. The importance of internal Sharia’ah Audit stems from the spe- WA 2l Jaal) doios guas (po Bplin I8 s pid| Ao 50 Acea s 1

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

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

. The Internal Sharia’ah Control Auditor should present the Sharia’ah
audit reports to the Board of Directors / SCB after having discussed
the comments and recommendations with the appropriate levels of
Management.

. The Internal Sharia’ah Control Auditor should make sure to coor-
dinate the internal Sharia’ah Audit work with the SCB, in order to
be sure of covering all the aspects of Sharia’ah audits and to avoid
duplicity of efforts as much as possible.

. The Sharia’ah comments, which need to have a decision to be is-
sued thereto, must be referred to the SCB.
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6. The internal Sharia’ah auditors should comply with the ethical
charter of Accountants and External Auditors for Islamic Financial
Institutions, which is issued by the Accounting and Auditing Orga-
nization for Islamic Financial Institutions (AAOIFT).

7. Internal Sharia’ah Audit staff should be characterized by profes-
sional proficiency and should have the appropriate academic back-
ground and suitable training for undertaking the tasks of internal
Sharia’ah auditing. The head of the Sharia’ah Auditing Board
should set in place the appropriate gauges to meet these require-
ments accordingly.

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

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

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

8.3 Must ensure the independence of the internal Sharia’ah audit
function, which is under the supervision of the SCB, this indepen-
dence of the Internal Sharia’ah Audit Department is represented
by the independence of the work of ISAD from all the activities
and areas that are subject to auditing, and ISAD may not be as-
signed any executive duties that are associated with such activi-
ties and areas directly or indirectly, in order to avoid any conflicts
of interests that could arise accordingly.
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8.4 ISAD may undertake the work of internal Sharia’ah audits, pro-
vided that the ISAD has adequate and qualified staffing and enjoys
independence.

8.5 Approve the Guidelines for Internal Sharia’ah Audits, which will
show the Objectives and Mandate of the internal Sharia’ah audit
officials, which should be consistent with the provisions and princi-
ples of Islamic Sharia’ah, provided that the Guidelines are reviewed
and approved by SCB (in coordination and consultation with SCB)
prior to the approval of these Guidelines by the Board of Directors
; the SCM should be given a copy of these Guidelines, provided that
it is periodically reviewed.

8.6 Benefit appropriately and timely from the results of the internal
Sharia’ah audits and take the appropriate corrective measures by
Management.

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

8.8 Give care to the opinion of the SCB and consult with the SBC, with
respect to the appointment of the Manager and staff of ISAD to be
sure of the positive attitude of these staff, with respect to compli-
ance with the provisions and principles of Islamic Sharia’ah.

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

8.10 The internal Sharia’ah auditors should be fully and continuously
supported by the Executive Management and the Board of Directors.
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C.External Audit (If available External Sharia’ah Audit)

1.

The External Auditor should obtain adequate and sufficient evi-
dence in the audit, whereby it provides reasonable assurance that
the IB is complying with the provisions and principles of Islamic
Sharia’ah.

. The responsibility of the External Auditor lies in the formation of

an opinion on whether the Financial Statements do give a true and
fair picture, in accordance with the provisions and principles of
Islamic Sharia’ah and that the operations are consistent with the
opinions, decisions and guidelines of SCB.

. The External Auditor should carry out the audits in accordance with

AAOQIFI standards, and international and local standards should be
referred to in matters that are not covered by the mentioned stan-
dards, provided that the international standards of the audit are not
in conflict with the provisions and principles of Islamic Sharia’ah.

. The External Auditor should be sure that the procedures followed

by Islamic Banks, in presenting their new financial products, or
in amending their current products should include the appropriate
steps that ensure compliance with the provisions and principles of

Islamic Sharia’ah.

. The External Auditor must agree with the IB on the Conditions of

Appointment and such agreed conditions should set out in the Let-
ter of Appointment.
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6. The External Auditor (If available External Sharia’ah Auditor)
should only present the External Audit Report after he has looked
into the draft SCB Report on the compliance of the IB to the provi-
sions and principles of Islamic Sharia’ah, if the SCB Report states
that the IB is not in compliance with the provisions and principles
of Islamic Sharia’ah, and the External Auditor decided, by refer-
ring to the Draft SCB Report, to amend his Draft Audit Report,
then in such a case, he should give enough clarifications to explain
this amendment and the reasons thereof.

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

IV. Transparency and Disclosure

Banks should comply with disclosure rules according to the effec-
tive applicable laws and the instructions of the CBY and as consistent
with the standards issued by AAOIFI and the International Financial
Reporting Standards IFRS, with respect to the matters not covered by
the standards set forth by AAOIFT and so as not to conflict with provi-
sions issued by the Islamic Financial Services Board (IFSB).

Transparency and Disclosure with Respect to Investment Accounts:

The Governance Procedures of the IB should ensure that the Invest-
ment Account holders should obtain sufficient information to deter-
mine the risks and distinguish between one Islamic Bank to another.
Equality and equal opportunity in obtaining information leads to re-
duction of costs of operations, while transparency is fully consistent
with the provisions imposed by Islamic Sharia’ah.
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Therefore, the IB must provide the major and essential information on
the Investment Accounts to the owners of such accounts and the gen-
eral public in sufficient and timely manner, which information should
be at least as follows:

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

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

2.1 The policies related to the distribution of profits and the distribu-
tion of assets and the investment strategies and the mechanisms
of supporting the returns with respect to the investment accounts.

2.2 The percentage share of the IB in investments.

2.3 The formation and the distribution of provisions for profits and
investment risk reserves.

2.4 The mechanism for calculating and distribution of profits to in-
vestment account holders.

2.5 Sharia’ah decisions and opinion s issued ( fatwa )by the SCB, and
how to have access to such decisions and decrees and the condi-
tions for applying them, with respect to the information that con-
cerns shareholders, depositors and investment account holders.

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

4. Publicize disclosures in Arabic as a minimum.

5. Disclosure of any significant urgent information as necessary.
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V. The Rights of Shareholders, Investment Account Holders
and Other Stakeholders

The Governance Procedures of the IB should guarantee the rights of
shareholders, Investment Account holders and other stakeholders,
which as a minimum should be as follows:

1. The rights of shareholders, related to the convention of the General
Assembly, and more expressly, the right of the Chairman of the
Board of Directors or a Member of the SCB calling for attendance
of the Annual General Assembly, in order to read the Annual Re-
port of the SCB and to answer any questions which could be put
forth on the Sharia’ah matters pertinent to the IB; the right to ap-
point an independent SCB.

2. In their capacity as owners of the funds used according to the prin-
ciples of speculation and Agency financing, the Account holders
bear the responsibility of risk of losses to the capital invested as
such by the IB, in the capacity as such as Speculators and Agents;
this makes the risks that shareholders and Investment Account
Holders must bear accordingly similar; therefore, the IB must
commit to protect the interests of Investment Account Holders to
the same extent that is not less that the protection of the interests of
the shareholders, and based on the foregoing, the Board of Direc-
tors must:

2.1 Acknowledge the rights of Investment Account holders to follow
up on the performance of their investments and the relevant risks
thereof and should take the measures that will ensure the protec-
tion and the practice of such rights; accordingly the following
must be carried out:
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2.1.1 Give the Investment Account holder, before opening the account
enough information on the contracts, on strategies and policies
related to Investment Account investments, the risks thereof and
the distribution of the assets and the policies regarding the profits.

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

3. Adopt a sound investment strategy, taking into account the differ-
ence between Absolute investment accounts and restricted invest-
ment accounts, as well as adoption of transparency in support of
any returns. This is done as follows:

3.1 Employment of investment managers fully qualified and capable
of understanding the needs and expectations of investment ac-
count holders.

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

3.3 Disclosure of returns to the Investment Account holders, in the
manner through which the rate of which profits, which are dis-
tributed and the rate of actual profits, whereby, it is clearly un-
derstood that the provisions for profit are done for the sake of
distributing profits accordingly.
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B. Additional Requirements for Governance of Public and
Mixed Banks.

The principles laid out in the first six sections are general principles
that are applicable to all banks including the public sector and mixed
sector banks.

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

1. The Board of Directors of public banks should have sufficient au-
thorities and the required qualified staffing to accomplish the basic
duties of determining the overall strategies and policies and to di-
recting, control and supervision of the Executive Management.

2. The Board of Directors should work independently and should be re-
sponsible for all its actions. As such the Board of Directors should:

» Accomplish its duties, consistently with the overall objectives of
Government policies, and the Board of Directors should have
the right to assign and dismiss the Managing Director / General
Manager.

* External entities should not interfere in the day to day manage-
ment of the bank.

* The Board of Directors should bear all its responsibilities inde-
pendently of political decisions, which could lead to conflicts of
interest.

» To avoid potential conflicts of interest, there should be administra-
tive separation between the ownership of public banks and the
control of such banks, as much as possible, with the aim of pre-
venting intervention in the supervision and control of such banks.
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