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1. INTRODUCTORY

1.1 Forms of Corporate/Business
Organisations

In the UAE, the principal forms are: public joint
stock companies, joint stock companies, limited
liability companies, professional licences and
free zone entities.

1.2 Sources of Corporate Governance
Requirements

Corporate governance requirements in the UAE
primarily emanate from the following regulations:

« the Central Bank of UAE’s Corporate Govern-
ance Regulations and Standards, issued on
18 July 2019, which aimed to standardise
corporate governance practices for banks in
the UAE;

« the Securities & Commodities Authority’s
Decision No 3 (Chairman) of 2020 concern-
ing the Joint Stock Companies Governance
Guide;

« the UAE Cabinet’s Decision No 2 (9w) of 2020
on the Governance System for Federal Gov-
ernment Boards;

+ the Dubai International Financial Centre’s
Rulebook (Chapter 2);

+ Abu Dhabi Global Market’s Rule Book (Chap-
ter 2).

1.3 Corporate Governance
Requirements for Companies With
Publicly Traded Shares

Listed companies that are not regulated by spe-
cific financial regulators and or other regulators
(such as the Central Bank, DIFC and ADGM)
are governed by the Securities & Commodities
Authority’s Decision No 3 (Chairman) of 2020
concerning the Joint Stock Companies Govern-
ance Guide. These regulations are mandatory to
listed companies in the UAE.

Said regulations are mandatory in nature to list-
ed companies as they preview certain sanctions
for breaches to the regulations that can also
have a criminal aspect, since the SCA (Securi-
ties and Commodities Authority), the regulator,
has the authority to refer breaches to the public
prosecutor. Applicable sanctions are as per the
following:

+ addressing a warning to the company, board
member, managers and/or accounting audi-
tors;

«imposing a financial fine that does not exceed
the maximum mentioned in the Companies
Law;

- referring the breach to the public prosecution.

2. CORPORATE
GOVERNANCE CONTEXT

2.1 Key Corporate Governance Rules
and Requirements

There are no other key corporate rules and
requirements in the UAE.

2.2 Environmental, Social and
Governance (ESG) Considerations
Environmental and social corporate responsibil-
ity are governed by the SCA’s Chairman Deci-
sion No 3 related to corporate governance, as
well as the UAE Cabinet Resolution No 2/2018.
The key issues and requirements for companies
are as follows.

* The General Assembly of listed companies
shall, in the light of a board recommendation,
set a policy to ensure a balance between the
objectives of the company and those of the
community in order to promote the socio-
economic conditions of the community.

* The board shall develop the programmes and
determine the means necessary for proposing
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socio-economic initiatives by the company,
including:

(a) developing indicators that link the com-
pany performance with its socio-eco-
nomic initiatives, and comparing them
with other companies involved in similar
activities;

(b) disclosing social responsibility objectives
of the company to its employees and
raising their awareness and knowledge of
social responsibility;

(c) disclosing the plan of achieving social
responsibility in periodic reports on the
activities of the company;

(d) developing awareness programmes for
the community to introduce the compa-
ny’s social responsibility initiatives.

It is worth noting that the above is to be also
included within the audit programmes of each
listed company, and it is the internal audit’s
responsibility to ensure that these requirements
are being adhered to.

3. MANAGEMENT OF THE
COMPANY

3.1 Bodies or Functions Involved in
Governance and Management

The General Assembly, the board and its com-
mittees, the company secretary and the chair-
man of the board have ultimate responsibility for
the governance and management of a company.

3.2 Decisions Made by Particular
Bodies

The General Assembly is responsible for setting
the corporate governance framework and elect-
ing the board.

The board is responsible for drafting and approv-
ing the corporate governance policies and for

the formation of the board’s sub-committees (ie,
audit, nomination and remuneration, and risk).

The sub-committees are required to have their
charters approved by the board and are required
to act upon these charters.

3.3 Decision-Making Processes

The General Assembly should have on its agen-
da at the end of each term (or upon the con-
stitution of the company) an item pertaining to
the election of the board of directors, as per the
articles of association of the company. Thereaf-
ter the General Assembly members (sharehold-
ers) will vote on the election of the board. The
vote is secret and cumulative. If a government
entity is a holder of 5% or more of the shares of
a company, it may appoint its board representa-
tives (pro rata).

The majority of the board members and the
chairman must be UAE nationals.

The board, upon constitution/election, shall
approve and adopt the corporate governance
policies and appoint the sub-committees; such
decisions are taken by a majority.

4. DIRECTORS AND
OFFICERS

4.1 Board Structure

A board of directors shall be composed of a
minimum of three members and a maximum of
11 members, provided the number of members
is always an odd number.

The board may be composed of executive, non-
executive, independent and non-independent
members, provided that the majority of board
members shall be non-executive independent
board members. A recent amendment to the
Corporate Governance Framework in the UAE
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made it mandatory by 2022 for all listed com-
panies to have 20% female representation on
the board.

4.2 Roles of Board Members
The roles of boards of directors are as follows.

+ Taking the necessary procedures to ensure
compliance with applicable laws, regulations
and resolutions, as well as the requirements
of the supervisory authorities.

+ Adopting the strategic approaches and main
objectives of the company, and supervising
implementation thereof. This includes:

(a) setting the company’s comprehensive
strategy and main work plans and review-
ing thereof constantly;

(b) setting risk management strategy and
reviewing thereof constantly;

(c) specifying the best capital structure,
strategies and financial objectives of
the company, and approving the annual
budgets;

(d) supervising the company’s main capital
expenses and ownership and disposal of
assets;

(e) setting performance objectives and
monitoring implementation and the overall
performance of the company;

(f) conducting periodic reviews of the com-
pany’s organisational and occupational
structures and adopting these structures.

« Taking the necessary procedures to ensure
efficient internal auditing of the work flow in
the company, including:

(a) setting a clear policy approved by the
board to ensure efficient internal auditing
of the work flow in the company;

(b) setting written and detailed regulations
and procedures for internal auditing,
which determines the duties and respon-
sibilities in compliance with the policy
approved by the board and the general
requirements and objectives stipulated in

the applicable legislations.

« Establishing an internal auditing department
to follow up compliance with the applicable
laws, regulations, resolutions and require-
ments of the supervisory bodies, the internal
policy, regulations and procedures set by the
board.

« Setting written procedures to manage and
address conflict of interests and dealing with
potential cases of such conflict for board
members, the senior executive management
and shareholders, and setting the procedures
to be taken in cases of misuse of the compa-
ny assets and facilities or misconduct result-
ing from transactions with related parties.

* Ensuring the soundness of administrative,
financial and accounting systems, including
the systems related to preparation of financial
reports.

+ Ensuring the use of appropriate regulatory
systems for risk management by outlining
potential risk and discussing it with transpar-
ency.

« Setting clear and precise standards and pro-
cedures for board membership and putting
them in force subsequent to approval by the
general assembly.

« Setting a clear delegation policy in the com-
pany to determine delegated persons and the
powers assigned thereto.

« Setting a policy regulating the relationship
with stakeholders in a manner ensuring
the company’s fulfilment of its obligations
towards them, preserving their rights, pro-
viding them with required information, and
establishing sound relations with them. Such
policy shall cover the following aspects:

(@) mechanisms for indemnifying stakehold-
ers in the event of violation of their rights
approved by laws and protected by
contracts;

(b) mechanisms for settling complaints or
disputes that may arise between the com-
pany and stakeholders;
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(c) maintaining confidentiality of the informa-
tion related to them;

(d) the company policy towards the local
community and environment.

« Setting a code of conduct for the board mem-
bers, the staff, auditor and persons to whom
some of the company works are assigned.

« Setting procedures to apply governance rules

in the company, review of such procedures

and assessment of compliance thereto on
annual basis.

Establishing appropriate development pro-

grammes for all board members to develop

and update their knowledge and skills, ensure
effective involvement in the board and ensure
implementing any training or qualification
programmes as determined by the Authority
or the market.

Familiarising a newly appointed board mem-

ber with all the company departments and

sections and providing them with all the
information required to ensure correct under-
standing of the company activities and works
and full realisation of their responsibilities, all
that enables them to perform their duties duly
in accordance with the applicable legislations,
all other regulatory requirements and the
company policies in its field of business.

Setting procedures to prevent insiders in the

company from using the confidential internal

information to make tangible or intangible
gains.

Setting a mechanism for receiving sharehold-

ers’ complaints and proposals, including

their proposals to add particular issues in the
general assembly agenda in a manner that
ensures studying such proposals and making
the right decisions about them.

Adopting criteria for granting incentives,

bonuses and privileges to board members

and senior executive management in a man-
ner that serves the company interest and
realises its objectives.

« Setting the company disclosure and transpar-
ency policy and following up its implementa-
tion in accordance with the requirements of
the supervisory authorities and applicable
legislations. Such policy shall include the fol-
lowing:

(@) a commitment to disclose periodic
reports, material information, insiders and
their relatives’ ownership of securities
issued by the company, related parties
transactions performed with the company,
and the benefits of the board members
and senior executive management;

(b) providing information to shareholders and
investors precisely, clearly and punctually
so as to enable them to make their deci-
sions;

(c) using the company website to enhance
disclosure and transparency;

(d) setting a clear policy for distribution of
the company profits in a manner that
serves the interests of both the sharehold-
ers and the company; such policy shall be
displayed to shareholders in the general
assembly meeting and mentioned in the
board report.

» Ensuring the availability of resources required
to achieve the company’s objectives.

 Ensuring the protection of shareholders’ inter-
ests and the company’s assets.

* Ensuring the establishment of a compliance
function to follow the compliance with appli-
cable laws, regulations and decisions, as well
as regulatory requirements, internal policy,
regulations and procedures established by
the board.

» Determining the extent of the company-wide
risk appetite, including specific targets, maxi-
mum limits or indicators of risk appetite.

* Supervising the company’s human resources
polices.

* Ensuring the accuracy and validity of the
disclosed data, statements and information
according to the applicable policies and regu-
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lations in relation to disclosure and transpar-
ency.

* Determining and recommending potential
new board members for election by share-
holders.

* Recommending the remuneration policy of
the board for approval by shareholders.

+ Evaluating the overall performance and effec-
tiveness of the board, its committees and
members and taking corrective actions as
appropriate.

* Ensuring that the board communicates with
stakeholders through the investor relation-
ships function.

« Forming specialised committees from the
board according to the resolutions that deter-
mine the duration of these committees and
their powers, functions and responsibilities,
as well as the method used by the board for
monitoring these committees. Such resolu-
tions shall determine names, duties, rights
and obligations of the members.

« Evaluating the performance and works of the
board and its members.

4.3 Board Composition Requirements/
Recommendations

It is recommended that a board of directors, in
addition to the above criteria, be composed of a
homogenous member with enough experience
(ie, subject matter experts with business acu-
men) to lead listed companies along a success-
ful path.

4.4 Appointment and Removal of
Directors/Officers

Appointment of directors is done via election
by the General Assembly; the vote is secret and
cumulative. If a government entity is a holder of
5% or more of the shares of a company, it may
appoint its board representatives (pro rata).

The majority of the board members and the
chairman must be UAE nationals.

The General Assembly may dismiss the board
chairman or any board member or all the board
members. In this case, the General Assembly
shall authorise those it deems appropriate to
chair the meeting of the General Assembly and
take the procedures for opening the nomination
and invite the General Assembly to elect new
board members instead of those who have been
dismissed.

It is not permissible to re-nominate those who
have been dismissed for membership of the
board before the lapse of three years from the
date of issuance of the decision of dismissal.

In the event of a judicial judgment proving that
the chairman or any of the board members or any
of its executive management have concluded
deals or transactions involving conflicts of inter-
est, they shall be dismissed from their position
and shall not be nominated for the chairmanship
or membership of the board or to perform any
duties in the executive management in any joint
stock company until the lapse of three years at
least after the date of his dismissal, and Article
145 of the Companies Law on occupying the
new position on the board shall apply.

If all the board members are dismissed, SCA or
its delegate shall conduct the management of
the company until the first general assembly is
held.

In the event of issuing a judgment of imprison-
ment and/or fine due to a complaint of a share-
holder against the chairman or any member of
the board or the executive committee, including
dismissal or removal from office, the member
shall not remain in office or run for board mem-
bership of this company or any other company
until expiry of three years from the date of the
judgment.
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4.5 Rules/Requirements Concerning
Independence of Directors

For a board member to be qualified as inde-
pendent, the member should have no relation-
ship with the company, any of its senior execu-
tive management persons or its auditor, parent
company, subsidiaries, sister company, or affili-
ate company in a manner that may lead to finan-
cial or moral benefit that may affect its decisions.

Board members shall act at all times in the inter-
est of the company, regardless of the interests of
any other parties. Board members shall perform
their duties and conduct the affairs of the com-
pany in a manner that supports the confidence
of the general public in the company. They shall
also refrain from actions that lead or may lead
to a conflict of interest with the company. In the
event of a conflict of interest, the board members
shall disclose the same immediately to the chair-
man and remove themselves from any position
of decision-making authority in respect of any
such conflict of interest involving the company.

A board member shall, upon assuming the
office, disclose to the company all interests and
relationships that may, or may be deemed to,
affect their ability to perform their duties as a
board member. Any such declared interests shall
be recorded by the board secretary.

In particular, board members shall disclose
partnerships, related employment or the main
interests of relatives that may create a conflict
or potential conflict in interests. Each board
member shall notify the company of any chang-
es in their interests and shall complete a form
prepared by the company for this purpose on
a quarterly basis and as may be necessary to
determine specifically their interests.

The board secretary shall request the board
members to review the form on a quarterly basis
to verify its accuracy and completeness.

At the beginning of each board meeting, each
board member shall declare their interests, if
any, to avoid any possible conflict of interests.

If a board member or a person representing a
body in the board has a joint interest or a conflict
of interest with the company in a deal or transac-
tion submitted to the board for a resolution, they
must inform the board and record the same in
the minutes. Furthermore, they shall not partici-
pate in the voting on the decision relating to the
deal or transaction.

If a board member fails to inform the board, the
company or any of its shareholders may resort
to the competent court to invalidate the contract
or order the member who acted in contravention
of these provisions to return to the company any
profit or benefit obtained as a result of entering
into this contract.

If it is not entirely clear that there is a conflict
of interest, the board member who is the sub-
ject of the potential conflict shall disclose these
circumstances to the chairman or its designee,
who decides whether or not there is a conflict
of interest.

The company shall maintain a special register
for conflicts of interests in which the cases are
recorded in details together with the measures
taken in this regard.

A board secretary shall record the interest con-
flict in the related board minutes. In this case,
the remaining board members presenting shall
consider whether it is appropriate for the board
member involving in the conflict issue to partici-
pate in discussing that agenda item or not before
the board after reviewing whether the conflict
may affect the objectivity of the member and/or
their ability to properly perform their tasks/duties
towards the company. If they decide that it is not
appropriate for the member to participate, they
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may ask the board member to leave the meeting
room during these discussions. The board mem-
ber is not entitled to use their personal influence
in issue, whether in or outside the meeting. The
board member shall not vote on the decision.

4.6 Legal Duties of Directors/Officers
The legal duties of board members are to have
a fiduciary responsibility towards the company
and to act within the best interest of the com-
pany (for further details, please refer to 4.2 Roles
of Board Members).

4.7 Responsibility/Accountability of
Directors

The directors owe their duties to the company,
and its shareholders must take into account the
interests of the company exclusively.

4.8 Consequences and Enforcement of
Breach of Directors’ Duties

Shareholders can enforce any breaches of the
directors’ duties; internal audit can also investi-
gate any breach by any board member and has
the duty to report the same to the board and/or
the chairman of the board.

The SCA has also the authority to investigate
any breach of the corporate governance rules by
any director and to impose adequate sanctions
accordingly.

4.9 Other Bases for Claims/
Enforcement Against Directors/Officers
Members of the board of directors shall be liable
towards the company, shareholders and third
parties for fraudulent acts and misuse of power,
as well as for any violation of the law or the com-
pany’s articles of association, mismanagement,
and any provision made to the contrary hereof
shall be null and void.

Liability stated above shall apply to all board
members, if such error arises from a decision
taken by unanimous agreement.

However, if the decision in question was issued
by majority vote, members who objected to the
same shall not be held liable, so long that their
objections have been established in minutes
of the meeting. A member’s absence from the
session in which the decision in question was
issued shall not relieve them from liability, unless
proven unaware of such decision or unable to
object to the same.

4.10 Approvals and Restrictions
Concerning Payments to Directors/
Officers

The board can recommend a remuneration pol-
icy applicable for its members to be approved
by the General Assembly.

In general, the remuneration of the board chair-
man and members shall consist of a percentage
of the net profit, provided that it may not exceed
10% of the net profits for such fiscal year after
deducting all consumption and reserves.

The company may also pay expenses, fees,
additional bonus or a monthly salary to any
board member, consistent with the polices sug-
gested by the nomination and remuneration
committee, reviewed by the board and approved
by the general assembly.

If such member serves in any committee, makes
special efforts or performs additional work to
serve the company in excess of their regular
duties as a member of the company board,
attendance allowance may not be paid to the
chairman or a board member for attending board
meetings.

Fines that may have been imposed on the com-
pany by the Authority or the relevant compe-
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tent authority due to violations by the board of
the law or the articles of association during the
previous fiscal year shall be deducted from the
remuneration.

The General Assembly may decide not to deduct
such fines, or some of them, if it deems that
such fines were not the result of default or error
of the board.

4.11 Disclosure of Payments to
Directors/Officers

The company shall submit a governance report
signed by the chairman in accordance with the
form prepared by the Authority and available on
the Authority’s website.

The annual report shall include a corporate gov-
ernance report which features the following, at
least:

+ the names of board members, chairman,
vice-chairman and other persons occupying
main jobs in the company, a brief biography
of each member including their qualifications
and experience, and the identification of the
independent member(s) as well as other posi-
tions in the board or senior management they
hold in other companies or institutions;

* committee and board members, the authori-
ties and assignments entrusted thereto and
activities carried out during the year;

« the number of meetings held by board and
board committees as well as names of the
attendees;

» the names of the major shareholders who
directly or indirectly own more than 5% of the
company shares, in addition to a brief sum-
mary of the changes in the company capital
structure;

« a report on the risk management framework
and internal controls, including the following:

(a) the applicable corporate governance
rules;

(b) the self-evaluation approach of the board
performance;

« internal audit procedures and the scope of
their full application by the board, and details
and reasons for any compensation and allow-
ances received by each board member and
board committees for the financial year;

+ a statement of the company directors and
the first and second grades as stated in the
organisational structure of the company and
their functions, dates of appointment, details
of salaries, bonuses received by each of
them separately and any other compensa-
tion received from the company, clarifying the
consideration for these compensations;

» compensation of the board members and
all members of the company administrative
body, including remuneration and any incen-
tive programmes related to securities issued
or guaranteed by the company.

The board shall make this report available to
all company shareholders before submitting an
application to the Authority to approve holding
of the Annual General Meeting.

5. SHAREHOLDERS

5.1 Relationship Between Companies
and Shareholders

The Corporate Governance Framework in the
UAE sets the rules for the company account-
ability towards all shareholders and stakehold-
ers, and directs the board to develop strategy,
perform supervision and guide and control the
administration.

The company shall oblige itself to protect
shareholders’ rights, ensure fair treatment for all
shareholders, including minority shareholders,
and give all shareholders enough compensation
for any damage caused by the board to share-
holders’ rights.

10
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The company shall ensure that accurate and
timely disclosures are made on all material mat-
ters related to the company, including its finan-
cial affairs, performance, ownership of its shares
and governance in an accessible manner by all
concerned parties.

The company shall recognise the rights of other
stakeholders in accordance with laws and regu-
lations, and encourage co-operation between
the company and stakeholders in establishing
a sustainable and solvent company.

The company shall ensure it applies the investor
relationships policy to support regular, effective
and fair communication with shareholders.

5.2 Role of Shareholders in Company
Management

In general the shareholders of a company have
no control or interference in management of a
company. The General Assembly of sharehold-
ers play the following part in annual meetings:

* receive and approve board of directors’ report
on company’s activities and financial standing
during the last fiscal year, auditor’s report and
report of internal sharia control board, if the
company exercises any activity according to
sharia;

+ set and approve balance sheet and profit and
loss account;

+ elect board members whenever required;

+ appoint members of sharia control board, if
the company exercises any activity according
to sharia provisions;

+ appoint auditors and determine their remu-
nerations;

« consider proposals submitted by the board of
directors in relation to distribution of profits,
whether in cash or bonus shares.

11

5.3 Shareholder Meetings

Shareholder meetings are required at least once
a year to conduct business as per 5.2 Role of
Shareholders in Company Management.
However a general assembly may be called to
conduct business that requires special resolu-
tions, namely when it comes to a decision to
merge, dissolute, increase or decrease the capi-
tal, amendment of the articles of association.

5.4 Shareholder Claims

A shareholder in the company may file a lawsuit
against the company, its board chairman, any
board member, or its executive management for
breach of the company’s bylaws and/or the Cor-
porate Governance Rules, as well as for fraud or
mismanagement. If a case is filed before a com-
petent court, the shareholder shall have the right
to obligate the defendant (s) to do the following:

+ provide the information which the defend-
ant has based their defence thereon before
the court, the information that directly proves
specific facts of the claim which the plaintiff
shareholder has filed with the court, and any
other information relevant to the claim sub-
ject;

« a shareholder who files a liability lawsuit
against the board or any board member shall
be entitled to question the defendant and/or
defendants and their testimonies directly dur-
ing the court sessions.

5.5 Disclosure by Shareholders in
Publicly Traded Companies

The company has obligation to disclose with-
holding of 5% or more of shares by a given
shareholder, in addition to disclosure related to
the Ultimate Beneficial Ownership.
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6. CORPORATE
REPORTING AND OTHER
DISCLOSURES

6.1 Financial Reporting

Listed companies are under the obligation to
announce their quarterly, semi-annual and annu-
al financial performance, in addition to disclos-
ing any information that is or might be price-
sensitive information.

6.2 Disclosure of Corporate
Governance Arrangements

Please refer to 4.11 Disclosure of Payments to
Directors/Officers.

6.3 Companies Registry Filings

Each emirate in the UAE has its own Department
of Economy where companies incorporated on
that respective Emirate have to file the incorpo-
ration. This information is available for the public.
Further, each listed company is under the obliga-
tion to have its articles of association filed and
registered with SCA.

7. AUDIT, RISK AND
INTERNAL CONTROLS

7.1 Appointment of External Auditors
The company shall assign the function of audit-
ing its annual accounts to an independent exter-
nal auditor having the necessary experience and
qualifications to prepare an objective and inde-
pendent report to the board and shareholders,
indicating whether the financial statements of
the company clearly and impartially reflect the
financial position and performance of the com-
pany in key areas.

The board shall nominate one or more auditor(s)
upon the recommendation of the audit commit-
tee. The auditor shall be appointed and their
remuneration shall be fixed under a resolution

of the general assembly of the company. Such
auditor shall be recorded in the Authority’s regis-
ter of professional auditors. The auditor shall be
selected based on criteria of efficiency, reputa-
tion and experience.

None of the employees of the auditing office may
be appointed at the company senior executive
management before the lapse of two years at
least as of the date of such employee leaving the
auditing of the company accounts.

7.2 Requirements for Directors
Concerning Management Risk and
Internal Controls

Management of risk and internal control is nor-
mally within the scope of the audit and risk com-
mittee, that is either a combined committee or
segregated committees. In any case, whether
combined or segregated, the directors’ audit
and control management shall be performed via
the committee and will be directed towards the
following tasks and duties.

* To review the company’s financial and
accounting policies and procedures. To moni-
tor and review the integrity of the company’s
financial statements and reports (annual,
semi-annual and quarterly) and its control
regulation as part of its normal operation dur-
ing the year. It shall concentrate in particular
on the following:

(@) note any changes in accounting policies
and practices;

(b) ensure that the company annually up-
dates its policies, procedures and control
systems;

(c) make substantive amendments resulting
from the audit;

(d) assumption of business continuity;

(e) compliance with the accounting stand-
ards established by the Authority;

(f) compliance with listing and disclosure
rules and other legal requirements related

12
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to financial reporting.

+ Co-ordinate with the company board, senior
executive administration, the financial man-
ager or the manager delegated with the same
duties in the company, in order to perform its
duties.
Consider any significant and unusual terms
contained or to be contained in such reports
and accounts, and give due consideration to
any matters raised by the company’s chief
financial officer, the manager delegated with
the same duties, the compliance officer or the
auditor.
Raise recommendations to the board regard-
ing the selection, resignation or dismissal
of the auditor. In case the board does not
approve the audit committee recommenda-
tions in this regard, the board shall attach to
the governance report a statement explaining
the audit committee recommendations and
the reasons why the board has not followed
them.
Develop and implement the policy of con-
tracting with the auditor, and submit a report
to the board, outlining the issues that it
deems necessary to be taken, along with
providing recommendations for steps to be
taken.
Ensure that the auditor meets the conditions
stated in the applicable laws, regulations
and decisions and in the company articles
of association, along with following up and
monitoring its independence.
Meet the auditor of the company, without
the presence of any of the senior executive
management personnel or its representa-
tives, and discuss the same with regard to the
nature and scope of the audit process and its
effectiveness in accordance with the audited
standards.
* Approve any additional works made by an

external auditor for the company and the fees

received in consideration for that work.

0
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« Examine all matters related to the auditor’s
work, their work plan, correspondence with
the company, observations, suggestions and
reservations, and any substantial queries
raised by the auditor to the senior execu-
tive management regarding the accounting
records, financial accounts or control sys-
tems, in addition to following up the response
of the company management and provision of
the necessary facilities to do their work.

* Ensure that the board responds in a timely
manner to the clarifications and substantive
issues raised in the auditor letter.

* Review and evaluate the company’s internal
auditing and risk management systems.

+ Discuss the internal auditing system with the
board, and make sure it performs its duty with
regard to establishing an effective internal
control system.

+ Consider the results of the main investiga-
tions regarding the internal auditing matters
assigned to it by the board or at the initiative
of the committee and the approval of the
board.

* Review the auditor evaluation of the internal
control procedures and ensure that there is
co-ordination between the internal and exter-
nal auditors.

« Ensure of the availability of necessary
resources for the internal auditing depart-
ment, review and monitor the effectiveness of
such department.

+ Examine internal auditing reports and follow
up implementation of corrective actions of the
observations contained therein.

« Establish controls that enable the company’s
employees to report confidentially on any
potential violations in the financial reports,
internal auditing or other matters, and the
steps to ensure making an independent and
fair investigation of such violations.

» Monitor the company’s compliance with the
rules of professional conduct.
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* Review related party transactions with the
company, ensure that there are no conflicts
of interest and raise recommendations about
them to the board before concluding them.

» Ensure the application of the business rules
of its functions and the powers entrusted to it
by the board.

» Submit reports and recommendations to the
board on the above matters.

As per risk management, the directors will
undertake the following.

» Develop a comprehensive risk management
strategy and policies that are consistent with
the nature and volume of the company’s
activities, monitor its implementation, review
and update it, based on the company’s inter-
nal and external changing factors.

* Identify and maintain an acceptable level of
risk that the company may face, and ensure
that the company does not exceed such level.

« Supervise the risk management framework of
the company and evaluate the effectiveness
of the framework and mechanisms of identify-
ing and monitoring the risks that threaten the
company, in order to identify areas of inad-
equacy and adequacy.

* Provide guidance to management, as needed,
to assist them in improving their risk manage-
ment practices and/or mitigating certain risks,
including the presence of qualified manage-
ment personnel to carry out risk management
activities effectively.

+ Obtain assurance from the executive man-
agement and internal audit that the risk pro-
cesses and systems operate effectively with
appropriate controls, in addition to compli-
ance with approved policies.

* Prepare detailed reports on the level of expo-
sure to risks and recommend procedures for
managing such risks, along with submitting
them to the board.

» Make recommendations to the board on mat-
ters relating to risk management.

« Ensure the availability of adequate resources
and systems for risk management.

* Report regularly to the board on the compa-
ny’s risk profile and promptly inform the board
of any significant changes in the volume of
the risk.

« Verify that the risk management personnel are
apart from the activities that may expose the
company to risks.

* Review any matters raised by the audit com-
mittee that may affect the company’s risk
management.

» Review appointment, performance and

replacement of the chief risk officer and moni-
tor the effectiveness of the risk management
unit in general.

14
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Introduction

The unprecedented pandemic that has swept
the globe in the past two years has had a major
impact on how companies and organisations
operate. In response, they have adapted to
maintain their businesses and have created a
new “norm” or a new “business as usual”.

It is also established that the UAE pioneered the
fight against COVID-19, and was able to adapt
its regulations in a very timely and efficient man-
ner to face the pandemic. This has certainly been
a game-changer in terms of economic recovery.

The events of the past two years have clearly
impacted corporate governance processes and
further tested such processes and the applica-
tion thereof. Board oversight was also tested.
At the present time, while the world is getting
used to living with COVID-19 as an endemic dis-
ease rather than an acute crisis, boards are at a
pivotal moment and must help their companies
reimagine, rethink and reset. The following areas
are fundamental for boards and companies to
focus upon.

Deepening the Board’s Engagement in
Strategy and in Envisioning the Future
In the current circumstances, the board has to:

« rethink its strategy and priorities by including
issues such as:

(@) working from home versus working in the
office;

(b) digital transformation and other acceler-
ating trends;

(c) ensuring more sophisticated and reliable
supply chains; and

(d) engaging further with the customer base

whose needs and demands are changing;
* review the alignment of corporate purpose,
culture, values and strategy;
« identify specific practices to drive quality
boardroom discussions about strategy and
the future.

Board dialogue with management is now
becoming a pressing issue, rather than the tra-
ditional top-down approach from boards, given
the important role such dialogue will have on the
overall strategy of a company.

It is important to ask how can the board help
management think through the implications of
pressing and potentially existential strategic
questions and decisions? Further, is manage-
ment up to the challenges in correctly guiding
the board and enabling it to take appropriate
measures and decisions?

To that effect, the following are becoming
increasingly important in today’s governance
dynamics.

» Encouraging management to revisit the stra-
tegic planning process:

(a) Is the process adequate, considering the
speed and impact of megatrends — and
does it capture the risks and potential
disruptions on the horizon?

(b) Does the process challenge the validity
of key assumptions that the company’s
strategy and business model are based
on?

(c) Is it an interactive process — with mile-
stones and opportunities to recalibrate
—and does it bring in perspectives from
throughout the organisation?

16
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+ Developing a vivid picture of the future. This
is never an easy undertaking, and it is par-
ticularly challenging today, given the level of
uncertainty and transformational changes
underway:

(@) Where are the company’s industry and
competition (both industry competitors
and those in adjacent industries) headed?

(b) What might the business look and feel
like in two, five or ten years? Make time
for the board to have meaningful “what-
if” discussions in a focused and urgent
way - including devoting time to less-
likely scenarios (without getting overly
theoretical). Risks and scenarios related
to climate change, ESG, human capital
and the supply chain should be front-and-
centre.

Making resilience part of the strategy dis-
cussion. Resilience is not only the ability to
bounce back when something goes wrong,

it is also the ability to come up with viable
strategic options for staying competitive and
on the offensive.

Understanding the value of the board’s lens.
Management is immersed in running the busi-
ness, looking around the corner and staying
competitive — as they should be. Board mem-
bers are likely picking up broader perspec-
tives and signals from their activities — and
may be seeing and hearing things differently
from management.

.

.

ESG, Climate Change, Diversity, Equality and
Inclusion (DEI)

Companies expect regulatory and investor focus
on climate change, DEI topics, and other ESG
and corporate social responsibility (CSR) issues
to continue in 2022. The way these risks are
to be addressed is very critical for businesses
in order to capitalise and monetise such initia-
tives in the long run. As a matter of fact, climate
change has a physical impact as it is increasingly
causing floods, wildfires, rising sea levels and
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droughts, which cause financial risks to busi-
nesses (supply chain, import, transport, etc).

In the UAE, the following initiatives were
designed to contribute to a long-term plan for a
sustainable future.

* The COP26 Summit (October-November
2021) brought parties together to accelerate
action towards the goals of the Paris Agree-
ment and the UN Framework Convention on
Climate Change; COP28 (2023) will be hosted
in Abu Dhabi.

EXPO 2020 Dubai brought the UAE to

the forefront of countries advocating for a
sustainable future. Its sustainability policy
encourages the global community to take
collective action to address sustainability
challenges.

UAE Vision 2021 is in alignment with the
UAE Green Agenda 2015-2030, the Dubai
Plan 2021, the Paris Agreement (COP21) and
the 17 UN Sustainable Development Goals
(SDGs).

Abu Dhabi Vision 2030 aims to build a
sustainable and diversified economy, while
improving accessibility and providing higher-
value opportunities. The Abu Dhabi Global
Market (ADGM) has also set up the Zayed
Sustainability Prize Initiative. The prize is
inspired by Sheikh Zayed’s vision of “uplift-
ing vulnerable communities across the world
through technology and sustainable solu-
tions”.

The Dubai Financial Market (DFM) updated its
sharia standards to cater to the growing inter-
est in sustainability. The standards cover the
issuance of green instruments such as green
sukuk, shares and green investment funds.

From a regulatory perspective, the UAE’s Secu-
rities and Commodities Authority (SCA) actively
supports the achievements of the national sus-
tainability agenda. The SCA has mandated all
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public joint stock companies listed in the country
to disclose a sustainability report. This is in line
with Article 76 of the Chairman of Authority’s
Board of Directors’ Decision No 3 of 2020, con-
cerning the Approval of the Joint Stock Compa-
nies Governance Guide. The SCA has also pub-
lished the Securities and Commodities Authority
Master Plan for Sustainable Capital Markets,
covering the key pillars required for companies
to meet their ESG objectives.

The growing regulatory focus on ESG

All the signs point to steadily growing ESG-focus
from shareholders and regulators. Several funda-
mental questions should be front-and-centre in
boardroom conversations, such as determining
which ESG issues are of strategic significance.
Boards should then assess how the company
is embedding them into core business activities
(strategy, operations, risk management, incen-
tives and corporate culture) to drive long-term
performance.

Boards are more and more invited to oversee and
monitor these risks in their daily activities, and
more and more audit committees are shedding
light on these type of risks, requesting internal
audit departments as well as external auditors to
test and review the key mitigants the company
and management deploys against such risks.

Engage Proactively With Stakeholders

Given the intense stakeholder focus on climate
risk, ESG and DEI - particularly in the context
of long-term value creation — engagement with
stakeholders should be a priority.

Therefore, the board should request periodic
updates from management on the effectiveness
of the company’s engagement activities — for
example:

* Does the company understand and engage
with the priorities of its largest shareholders
and key stakeholders?

* Are the right people engaging with these
stakeholders and how is the investor relations
(IR) role changing, if at all?

* What is the board’s position on meeting with
investors and stakeholders, and which inde-
pendent directors should be involved?

Strategy, executive remuneration, manage-
ment performance, climate risk, ESG initiatives,
human capital management, and board compo-
sition and performance will remain on investors’
radar during the 2022 AGM season. Investors
and stakeholders may also focus on the strat-
egies that address economic and geopolitical
uncertainties shaping the business and risk envi-
ronment in 2022.

Prioritising Talent, Human Capital
Management and CEO Succession

COVID-19 changed the way companies oper-
ate and, from there, the focus companies and
boards started to have on human capital, its
health and safety, its modus operandi (working
from home versus working from office), work/
life balance, as well as a major focus on mental
health. Nowadays, this has become an impor-
tant component for boards to review and to miti-
gate any risk emanating therefrom.

Institutional investors have been increasingly
vocal about the importance of human capital
and talent development programmes, and their
link to overall strategy.

In 2022, we can expect continued scrutiny of
how companies are adjusting their talent devel-
opment strategies. The challenges of finding,
developing and retaining talent amid a labour-
constrained market has created intense compe-
tition for talent.
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We are witnessing millennials and younger
employees increasingly choosing employers that
align with the above principles, as such align-
ment goes hand-in-hand with their own values.

Another crucial governance matter is having the
right leader at the head of the organisation and
retaining such a leader. The CEO plays a major
role in the governance framework as the link
between the executive management and board,
in addition to playing the main role in execut-
ing and developing the strategy of the company.
Therefore, hiring, retaining and planning the suc-
cession of a CEO is of major importance; it is a
risk that the remuneration and nomination com-
mittee of boards oversee on behalf of the board,
who have the ultimate responsibility in ensuring
the hiring, retaining and ultimately succession
planning of the CEO of the company.

Cybersecurity and Governance

Cybersecurity and data protection is also on the
radar of good governance, given the importance
of confidentiality of information and data protec-
tion.

The UAE has fortified its defences against cyber-
attacks across various fronts. A new federal
Data Protection Law No 45 of 2021 regarding
the Protection of Personal Data (PDPL) has been
enacted to elevate data handling and protection
standards as per international best practices.
Similarly, ADGM has enacted its new Data Pro-
tection Regulations 2021 which is closely aligned
to the EU’s General Data Protection Regulation
(GDPR). The Dubai International Financial Centre
(DIFC) has also published guidance to help busi-
nesses to comply with the DIFC Data Protection
Law.

Most recently, Abu Dhabi Digital Author-
ity (ADDA), Etisalat and Trend Micro have
announced the launch of Cyber Eye. This is
an initiative designed to strengthen Abu Dhabi
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government entities’ cybersecurity capabilities.
This initiative will employ novel technology and
systems to identify cyber-threats in real-time
and take effective actions to mitigate risks and
increase protection.

Companies and boards of companies should
increasingly consider their cybersecurity and
ensure that their IT departments are well-staffed,
well-equipped and protected with adequate pol-
icies and procedures against any cyber-attack.
Companies are expected to have:

- greater IT expertise on the board and relevant
committees;

« company-specific dashboard reporting to
show critical risks;

* more robust conversations with management.

In order to oversee cybersecurity and data gov-
ernance more holistically, companies must:

« insist on a robust data governance frame-
work;

« clarify which business leaders are responsible
for data governance across the enterprise;

* reassess how the board - through its com-
mittee structure — assigns and co-ordinates
oversight responsibility for both the com-
pany’s cybersecurity and data governance
frameworks, including privacy, ethics and
hygiene.

Embracing Diversity at Board Level

Finally, it is important to note that the Securi-
ties and Commodities Authority emphasised the
need for diversity in board composition. Spe-
cifically, Article 9 of the Chairman of Authority’s
Board of Directors’ Decision No 3 of 2020, con-
cerning approval of the Joint Stock Companies
Governance Guide, states that the representa-
tion of women on the boards of listed companies
should not be less than one director. Similarly,
the Central Bank of the UAE’s Corporate Gov-
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ernance Regulations require that women repre-
sent at least 20% of candidates considered for
board membership.

Board composition, diversity and renewal should
remain a key area of board focus in 2022; it
should be used for communicating with stake-
holders, enhancing the disclosure of the com-
pany’s annual report and, most fundamentally,
positioning the board strategically for the future.
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