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Corporate Governance Principles
PURPOSE, DESIGN, AND EXPECTATIONS
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A few basic definitions

e Governance: The framework of authority for an organization within which
its institutional objectives are pursued and within which risk management
operates.

e Risk: Unknown future circumstances that alter the value or well-being of
an organization or system.

e Risk Event: The realization of a specific circumstance that decreases (but
could unexpectedly increase) the value or well-being of an organization or
system.

e Risk Management: The process of evaluating the potential impact of risk
events and shaping business decisions in light of this evaluation.

e Board of Directors: A body of elected or appointed members who jointly
oversee the activities of a company or organisation
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Cross-cultural norms which provide Boards of Directors, Audit
Committees and senior executives with a standard framework for
effective governance.

Seek to provide regulators and auditors with an evaluation tool to
ensure that effective governance is in place.

Best practice governance and risk management do not attempt to
eliminate risk, but serve to transform uncertainty - which is
unmanageable and unmeasurable - into risk, which can be
identified, assessed and (may be) measurable.
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Design of the Principles

e Decision-making is predicated on a belief in potential rewards,
balanced with the knowledge, understanding and appreciation of
all of the risks taken to pursue those potential rewards.

e The key individuals involved in governance and risk management
have a responsibility to stakeholders, including the general public,
as well as to financial stability.

e They must ensure that they do not give disproportionate weight to
personal gain, or to the benefit of the organisation, to the
detriment of public good and of financial stability.
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THE TEN PRINCIPLES OF GOOD CORPORATE
GOVERNANCE
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The Ten Principles of Good Corporate Governance @ REGULATORY

Key Competencies

Resources and Processes

Ongoing Education and Development

Compensation Architecture
Independence of Key Parties
Risk Appetite

External Validation

Clear Accountability

Disclosure and Transparency

Trust, Honesty, and Fairness of Key People
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The principles and their respective
expectations

« Employees have adequate knowledge,
skills and expertise to perform the tasks
Key assigned to them.

| » Competencies can be gained through
Competencies
professional qualification or by

experience in role.

* Adequate levels of resource shall be in
place to enable the organisation to operate
Resources effectively.
=1ale 2070 ez loo oo * The business and technological processes
shall be fit for purpose.
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The principles and their respective
expectations

* Encourage all employees to keep abreast
. of the latest developments in their
Ong_omg particular areas of expertise, through
Educatlon and cgursi_s, cor;feren::es, _Lnu;nlalis ankd other
education channels and shall make
Development adequate resources available to enable this
to occur.

e Employees should be remunerated adequately for
the roles that they perform.

Compensatlon o'Adequately’ is defined using external references

I and benchmarks, and in a framework which is
ArCh Itecture consistent with the type of risk-taking behavior
expected of the employee,
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The principles and their respective
expectations

e Key checks and balances are in place at
all times to assure effective governance.
Independence e Audit and Risk Management are
of Key Parties independent and do not report directly to
those for whom they serve as a check
and balance.

eThe Board of Directors shall determine, and
officially record, its appetite for each category of
risk wﬂ’chinf itlf publishedhrishk frarﬂewurﬁ. And

. . cascade of this approach throughout the

R|5k ADDEtIte organization. 2 :

e Appetite must be expressed in a measurable way
that can inform decisions at lower levels in the
organization.




The principles and their respective

expectations
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Clear
Accountability

e All aspects of the governance

framework periodically validated by
an independent external body to
ensure appropriateness and consistent
with the stated policies and public
representations made by the
organisation.

e Individuals should be clearly

advised of their own
accountabilities and of the

consequences of not fulfilling them
in a timely and appropriate
manner.
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The principles and their respective
expectations

» The Board of Directors and senior

. management shall adopt an approach of

Disclosure and disclosure and transparency consistent
with their stated policies and ensure that

Transparency this approach is followed at all levels

throughout the organisation

e The key people involved in the
application of good governance and

Trust, HONEest | risk management must be trustworthy
and Fairness of | and honest and treat others fairly at

all times.

Key People
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Application of the principles

 The essence of good corporate governance is a
deliberate and sustained effort to adhere to the ten
principles. These principles are applied in the following
areas:

— Board of Directors including the Audit and Risk Committees
— Risk Management Infrastructure

— Financial Accounting and Reporting Infrastructure

— The organization as a whole




Boards of Directors, including Audit and

Risk Committees, must:
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e Be aware of the business structure and
environment in which the organization
operates.

e Understand the design of the Risk
Management Infrastructure to address
the risks encountered.

e Ensure such that sufficient
independence and expertise exists to
enable competent evaluation of the
business structure and environment.

e Define the organization's risk appetite
and articulate this clearly to senior
management

e Set a policy for compensation and
targets which supports the Board of
Directors’ commercial strategy and
which encourages employees to
operate within its risk appetite

Thoroughly review compensation plans
of potentially "highly compensated
positions” for consistency with
corporate risk appetite, competitive
market conditions and fiduciary
responsibility to shareholders

Delegate formal responsibility for
understanding, and for reporting the
Risk Management Infrastructure to the
Board of Directors / Committee on the
effectiveness of that Infrastructure.

Continually review the application of
the these Principles to the Risk
Management , financial accounting and
reporting infrastructure and the
organization as a whole.

Be fully accountable to shareholders
and work to the benefit of public good
and of financial stability




The Risk Management Infrastructure must:
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e Be independently staffed and report to
a member of the Executive Committee

» Possess sufficient funding, intellectual
and technological capacity to
understand and communicate risks

e Avoid silos of control and oversight

e Include financial risk management,
compliance and external reporting;

e Define risk management as articulated
by the Board in unmistakable terms

e Implement and maintain an approval
process which ensures that the
organization’s compensation and
targets policy does not compromise
the risk management framework and
risk appetite policies

Have a budget established by a subset
of the Executive Committee or Board,
excluding the influence of individual
business-unit leaders

Provide a clear organization wide
Escalation Policy, for employees to
escalate matters of concern without
the threat of adverse impact

Provide ongoing professional
development for risk management
staff and require them to be
committed to standards of best
practice, conduct and ethics in their
work

Provide, in the organisation's Annual
Report to Shareholders, a detailed
description of the Risk Management
Infrastructure




The Financial Accounting and Reporting
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Infrastructure must:

represent accurately, and in a timely manner, the current
financial condition of the organisation

Only use those off-balance sheet transactions which have a
legitimate economic, tax, risk transfer or risk mitigating
purpose. All such transactions must be reported completely,
equally, clearly and visibly (i.e. not be buried in the
footnotes)

Provide to the Board and Audit Committee an auditable
Annual Statement of Compliance with the Board’s publicly
stated Standards of Corporate Governance




The Organisation as a whole must:
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e Provide ongoing education and
training to all employees on the
role of risk management and
corporate governance in the
organisation

e Provide an environment in which
a Risk Escalation Policy can be
effective

e Enforce corporate governance
polices

e Comply fully with local laws,
regulations, and customs, to the
extent that such customs do not
conflict with local laws and
regulations

Publish an external auditor's opinion
that the organisation is in compliance
with the Board'’s publicly stated
Standards of Corporate Governance

Work within a policy for compensation
and targets which supports the Board
of Directors’ commercial strategy and
its risk appetite policies

Ensure that there is a good flow of
employees between business
functions and governance and risk
management functions

Ensure that the organisation
establishes and maintains a risk
culture throughout the organisation
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A REVIEW OF BOARD EFFECTIVENESS IN THE GULF
FINDINGS FROM THE GCC BOARD DIRECTORS INSTITUTE

THE SURVEY SAYS....
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Board Effectiveness Framework

= The model board = Individual director skills'expertise - assembly

= Board = Role of chairman = Sub-committees (number, type)

= Director remuneration & trends = Role of vice-chairman = Annual board calendar

= Director succession = Role of non-executive directors = Confidentiality and disclosure
-

Qatar Financial Centre Regulatory Authority



Knowledge and expertise remains the most
important barrier to Board effectiveness.

Percent of espondents who agree or strongly agres 2011 sunvay rasults
|| 2000 suvoy resulis

Imprwve existing board
mambers’ knowledge and
capabilties

Raplace ineffactive
board membears

Appomt 2 board member
with inlemational expenanca

Sourca: S0 Board Dredorns Instiule — 2000 sureoy, 2001 suv oy

Qatar Financial Centre Regulatory Authority



QATAR FINANCIAL CENTRE

REGULATORY
AUTHORITY

Performance management and industry knowledge Q&(&K&\\\m
need most improvement

Areas of expertise to be strengthenad on GCC boards 2011 sunvoy rasuls
(Pencant of respandents who STongly agreed o agread) B 2009 oy rusuts

Es=ential governance 45

and compliances [ s

Perormanca mansgamsant

TSR MARSIETE | s
el T

Funchional knowladps

Sourca: GCC Eoand Drechons Instiube — 2004 suroy, 2119 surnvay

Qatar Financial Centre Regulatory Authority
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Board composition needs improvement

Average
Average Average number of
number of number of Women Average length
Average number HNon-Executive Independent Directors of appointment /
of Directors Directors Directors per Board “term limit”
Bahrain 11.4 i 97 | 6.2 0 3.0
Kuwait 7.3 Undisclosed Undisclosed 0.2 Undisclosed
Oman 0.5 6.5 . 7.8 0 a0
Qatar 7.3 6.0 5.0 0.2 4.0
Saudi Arabia 9.0 75 5.6 0 3.4
UAE 07 6.6 4.4 0 2.0
A A A A A
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More recognition of board member responsibility W
towards stakeholders, yet still a strong bias towards
appointing and mayjority shareholders

Level of board member responsibility towards stakeholders Bl Owe most duty to
Percent I Owe duty to
O some duty to

Minority shareholders
Employees

Top management
Government/regulatory

Community

Source: GCC Board Directors Institute — 2009 survey, 2011 survey

Qatar Financial Centre Regulatory Authority



Average number of independent Board
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members has substantially increased in last two years

Number of independent board members, expressed as %

GCC 2011

GCC 2009

UK

France

Germany

46.0

91.0

57.0

- i:] ——— NS e

Source: GGG Boand Drectors Instituie — 2000 survey, 2011 survey; Heidrick & Struggles, Boards in Turbulent Times — Corporate

Govemnance Report 2009




GCC Boards have doubled the

number of committees
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Average number of committees on the board”

GCC 2011

GCC 2009

UK

France

Germany

1.4

3.8
| 3.3

i
|
|
|
|
|
i
|
|
i
| 4.5

vl

+129%

* Excluded companies which did not discloss commitiees. Could result in an overestimation of commitiees
Source: GGG Board Direciors Instiute — 2008 survey, 2011 sunvey; Hedrick & Siruggles, Boards in Turbulent Times —2009
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Recommended committees more prevalent
on Boards

Recommended committees prevalence GCC, 2011 survey results
Percent I GCC, 2009 survey results

I European avg 2000

Audit

Hemuneration

Nomination

Sourca: GCC Board Directors Institute — 2009 survay, 2011 survay, Hedrick & Struggles, Boards in Turbukznt Timas —
Corporate Governance Report, 2009

Qatar Financial Centre Regulatory Authority
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Majority want to spend more time
on all Board issues

Desired split of board time vs. current split 0 Current %% of time
Pearcent I =% who want o spend more time on topic
2011 2009

Strategy

Hisk management

Talent management
Performance management
Momination & election process

Managing communication

with shareholders

Ensuring the integrity of
accounting and financial reports

Approvals (e.g., budget,
capital expenditures)

Sourca: GCC Board Direciors Institute — 2009 survey, 2011 survey

Qatar Financial Centre Regulatory Authority



Effectiveness could be improved through
better preparation and more involvement
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Evaluation of board effectiveness across the 5 elements of meeting dynamics

Per cent Disagrae/Strongly disagree
BN Agroo/ Strongly agreo
[] Main areas for improvement
2011 2009
Board members receive appropriate 21 17
information to prepars e [
All board members are well 438 36
prepared for meeting discussions - 18 _ 43
All board members actively 48 32
participate in meeting discussion | 39 | sz
All board meetings follow 12 10
a clear agenda P zs [ s
The minutes of board meetings 9 11

are well documented and a5
circulated |

Sourca: ZEC Board Directors Insfitute — 2009 survey, 2011 survey

Qatar Financial Centre Regulatory Authority

[ e
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Board evaluations remain an exception
rather than the norm

Share of boards conducting a formal evaluation process
Percent

GCGC 2011 =Q

GCC 2009 | 10

Belgium i 25

Switzerland H 65

France Il 78
MNetherlands H 91
Germany I 93

Sweden i 96
UK ! o8

Source: EGC Board Directors Instituie — 2009 survay, 2011 survay ; Hadnick & Struggles, Boards in Turbulent Times —
Corporate Governance report, 2009
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PRIORITY AREAS FOR IMPROVEMENT

THE INDUSTRY AGENDA




Areas to target to improve Board effectiveness
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Most significant barriers to board effectiveness

Percent

Board composition and
directors’ capability issues

Ineffective board dynamics
Ineffective structure,

processes or protocols

Director roles and
accountability issues

Difficult to deliver against
roles of the board

Absence of formal evaluation
and renewal processes

Source: GGG Board Directors Institute —

[ e
20

[

2009 survey, 20101 swrvay

39

2011 survey results
. 2009 survey results

Qatar Financial Centre Regulatory Authority



TOP 10 PRIORITY IMPROVEMENT AREAS
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Ensure each board member
adds value

Consistently invest in
development opportunities for
board members

Increase board diversity by
recruiting more international
directors

Define roles and responsibilities
and properly communicate them

Use committees to improve
effectiveness but revisit the
need for and role of an
executive committee

10.

Spend more time on ‘core
iIssues’ (risk, strategy, and
talent management)

Re-think approval limits of
management to lighten the
burden on the board

Recognize chairman’s role in
iImproving board dynamics

Ensure robust follow-up
mechanisms are in place

Formalize and implement a
performance evaluation process
for the board as a whole and,
In time, individual directors
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The Qatar Financial Centre Regulatory Authority’s
approach to overseeing and enforcing the governance
framework

THE REGULATORY AGENDA
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The Regulatory Authority’s Approach...

e Providing the overall legal and regulatory regime with appropriate incentives
and sanctions for good corporate governance.

e Providing independent judicial and regulatory structures with appropriate
enforcement mechanisms.

« Aligning its approach to Basel Principles and relevant global developments,
while being mindful of regional idiosyncrasies.

e Incorporating corporate governance as a criteria for authorization.

» Developing and implementing relevant and appropriate rules/guide for market
sectors: Banks, Asset Managers, Insurance.

e Engaging in active dialogue with Boards on ways of strengthening standards
of corporate governance
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Corporate Governance as a criteria for authorizatio

e \What we look for:

 Experienced directors
 Committee structures

* Qualified independent outside
directors

* Active participation

 Approved Individuals
— Specific Controlled Functions
— Interview
— Approval process

— Responsibilities as an Approved
Individual

Qatar Financial Centre Regulatory Authority



Our Corporate Governance Guide
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A Guide to Corporate Governance for QFC Authorised Firms to assist firms
in benchmarking their governance frameworks.

The scope of corporate governance principles that are outlined in the
Guide comprises “the system of rules, procedures, values and
relationships by which corporate leadership of these firms is exercised and
their responsibility towards key stakeholders is prudently discharged. “

Draws on global standards and principles issued by international
organisations -- OECD, the BIS, IOSCO and the IAIS. Also takes account
of governance standards developed by other financial regulators in the
region and relevant regulatory bodies in the State of Qatar -- QFMA and
the QCB.

Ensuring an appropriate level of harmonisation of corporate governance
principles among the various financial regulators in Qatar will be a critical
part of developing a common approach for firms operating in Qatar.
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Our Corporate Governance Guide

e Guide comprised of Principles commensurate with the size, structure and risk profile
of business in the QFC, and is primarily directed towards limited liability companies:
— conducting banking and investment business (Category 1);
— conducting activities as insurers or reinsurers; and
— Focused in Islamic business (Category 5).

e Recognises limited application to the structure of branches operating in the QFC.
Expectation is for branches to demonstrate alignment with those principles of the
Guide that are relevant to their operations at the QFC; and that the guidelines will be
broadly consistent with existing guidelines in the home jurisdiction of the firm’s
parent.

e The Guide is also relevant to:
— persons applying to be authorised or approved by the QFC Regulatory Authority;

— persons providing compliance, internal audit, risk management and internal control services to
authorised firms;

— persons providing or proposing to provide legal, accounting and auditing services within the
QFC; and
— other financial services regulators in the GCC and abroad.




Our Corporate Governance Guide
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Adherence to the principles contained in the Guide is voluntary and non-
binding. The Regulatory Authority will review the status of the Guide after
it has been in use for a period of time, to determine if compliance with any

of its principles should become mandatory by the establishment of specific
rules.

Shariah boards — The Regulatory Authority advises such firms to assess
their level of compliance with the Guiding Principles on Shariah
Governance Systems issued by the Islamic Financial Services Board.

Firms should also monitor on a regular basis any other guidelines or codes
relevant to Shariah-compliant operations that are published at the national
level in Qatar.

The Regulatory Authority is mindful that firms may require flexibility in
demonstrating adherence to the principles of the Guide to more accurately
reflect the nature, scale, and complexity of their business operations and
the risks to which they are exposed.
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NATIONAL CORPORATE GOVERNANCE FRAMEWORK

Adapted from The Director’s Counsel

QATAR’S NATIONAL DEVELOPMENT STRATEGY
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The Directors Counsel

— Launched as a corporate governance consultancy in alliance with
leading international advisory firms

— To bring world-class specialization in formulating corporate
governance policy and practice to businesses in Qatar and other parts
of the GCC region.

The objective is to offer GCC board directors a 'single window' to access
the full spectrum of board and corporate governance related services
including:

= diagnostic evaluation & gap analysis;

e board remuneration structure;

e independent director search;

» board effectiveness enhancement; and,

e continuing professional development programs.
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Working towards an integrated
Corporate Governance Framework......

'\
* QCB on the banking sector
FragmentEd ¢« QFMA on listed companies (financial services sector &
services / industrial companies)
e QFCRA on QFC resident companies
_/
o Current focus is on listed companies and / or financial
services sector companies
Piecemeal *No guidelines for large unlisted companies
*Public sector remains largely untouched by corporate
governance guidelines
J
*QCB Guidelines (March 2008) - Update to include )
lessons learned from the financial crisis
Needs *QFMA Code (2009) - Considering changes to making
certain of its provisions ‘'mandatory’ and issuing
Updates supporting 'standardised reporting guidelines’
*QFCRA Guide on the way )
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e An integrated ‘National’ approach towards corporate

governance to assist in the achievement of Qatar’s
NDS targets

e As close as possible to ‘international best practice’

in the context of local factors in Qatar (and the GCC
the National in general)

Governance

Framework ¢ Not just issuance of another "Code”; Look at the full
value chain

* Code / Guidelines

* Education / consensus development

* Enforcement/Supervisory responsibilities.
Implications of non-compliance

Key Objectives of

*

Qatar Financial Centre Regulatory Authority



AAAAAAAAAAAAAAAAAAAA

REGULATORY
7 AUTHORITY

Close coordination between various regulatory
bodies and with other governmental bodies

REGULATORY BODIES COORDINATION CHALLENGE
BECAUSE OF DIFFERENT

Qatar Central Bank
QFC Regulatory Authority Decision Making Processes

Qatar Financial Markets Starting Points
Authority Target Audience

GOVERNMENT BODIES SUPPORTING INITIATIVES

New Governance Regulatory
Body for Public Sector
Entities?

New Companies Act?

Qatar General Secretariat
for Development Planning

Ministry of Commerce




Issues that require further consideration in the @ REO ULATORY
development of the National Corporate Governance
Framework

Principles based guidelines? Applicable to all sectors of

: the economy
Rules based regulations?
J Banks / Asset Management /

or both? Insurance / Industrial

Points to Ponder

International best practice Communicating the context
palanced against regional and objectives of the
context and sensitivities initiative
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Issues that require further consideration in the
development of the National Corporate Governance -
Framework

. Non-
Enforcement  Supervisor :
P y compliance
g . . Implications for :
ois ear articulation : :
responsible? of agency roles e
Pvt./Public sector
Process for | Who for unlisted Steps in the
independent public sector escalation
verification companies? | process
A LN y N
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Proposed approach

| Phase 1 ‘ | Phase 2 ‘ | Phase 3 ‘

« Developing the « Public  Finalization and
draft framework consultation Launch of
+ Best practice process National Code
review on Corporate
« Draft Governance
integrated
National
Regulations
« Supervision/
Enforcement
framework




SUMMING UP....
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Summing up....

e Principles are good guide, but must remain mindful of regional
characteristics, local business environment, and idiosyncrasies.

e Must be understood and applicable to the entire organisation.

e Fine tune approach to effectively oversee and enforce the
governance framework.

e Enhance engagement with Boards / education / outreach.

e An integrated Corporate Governance Framework.
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