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NATIONAL BANK OF ETHIOPIA
ADDIS ABABA ‘

LICENSING AND SUPERVISION OF BANKING BUSINESS

Bank Corporate Governance Directives No.SBB/62/2015

Whereas, corporate governance plays a vital role in maintaining the safety and soundness of
financial system in general and banking sector in particular; : -

Whereas, corporate governance gives way to balanced risk taking and enhances business prudence.
prosperity and corporate accountability with ultimate objective of realizing long term shareholders’
value, as well as customers’ and other stakeholders’ interest;

Whereas, the National Bank of Ethiopia should ensure whether banks are soundly and prudently
managed and directed;

Now, therefore, in accordance with articles 13(a), 14(4b-d), and 59(2) of Banking Business
proclamation no. 592/2008, the National Bank of Ethiopia hereby issues these directives.

1. Short Title -
These directives may be cited as “Bank Corporate Governance Directives No.SBB/62/2015”

2. Definitions
For the purpose of these directives, unless the context provides otherwise:

2.1.
2.2
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2.3.

2.4.

2.5.
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* board” means board of directors of a bank;

“chief executive officer” means a person, by whatever title that person may be referred to,
who is primarily responsible for the day-to-day management of the affairs of a bank:
“corporate governance” means the process and structure used to direct and manage the
business and affairs of a bank towards enhancing business prosperity and corporate
accountability with ultimate objectives of realizing long-term shareholders’ value, as well
as customers’ and other stakeholders’ interest;

“director” means any member of the board of directors of a bank. by whatever title he
may be referred to;

“employee” means a chief executive officer, a senior executive officer or any other person
who is appointed or hired by a bank to carry out its day-to-day operations;

“financial institution” means insurance company, bank, micro-financing institution.
postal savings or such other similar institution as defined by the National Bank:
“influential shareholder” means a person who holds directly or indirectly two percent or
more of the total subscribed capital of a bank;

“National Bank” means the National Bank of Ethiopia;

“non-influential shareholder” means any person who holds directly or indirectly less -
than two percent of the total subscribed capital of a bank;

. “person” means any natural or juridical person;
. “related party means:

2.11.1. an influential shareholder, a director, a chief executive officer. or a senior
executive officer of a bank and/or the—spouse or relative in the first degree of
consanguinity or affinity of g

senior executive officer. or
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2.11.2. a partnership, an enterprise, a private limited company, a share company, a joint
venture, a corporation or any other business organization or an entity in which
influential shareholder, director, chief executive officer, senior executive officer of
a bank and/or his spouse or relative in the first degree of consanguinity or affinity
of such shareholder, director, chief executive officer, senior executive officer:

a. owns10% or more interest as shareholder, or
b. serves as director, chief executive officer, or senior executive officer;

2.12. “remuneration” means board compensation and allowance paid to directors;

2.13. “risk management program” means a program that clearly identifies and measures
inherent and significant risks of a bank and draws a strategy, policy and procedure to
mitigate such risks;

2.14. “senior executive officer” means any officer of a bank who, by whatever title he may be
referred to, is deputy to the chief executive officer or holds equivalent position to deputy
chief executive officer and directly accountable to the board of directors;

2.15. “senior management” means chief executive officer, senior executive officer, and any
other official, as may be defined by individual bank, responsible for day-to-day running of
a bank; and

2.16. any expression in the masculine gender includes the feminine and/or legal persons.

3. Scope of Application
3.1. These directives shall be applicable to all banks operating in Ethiopia.
3.2.  Notwithstanding sub-article 3.1 of this article, application of these directives to a bank
owned by the government may be with due consideration of other applicable laws.

4. General Principles

4.1 No bank, director, or employee may carry out any transaction that is contrary to the bank’s
own policies, the regulatory requirements of the National Bank and other applicable laws.

4.2 Without prejudice to article 17(1) of proclamation number 592/2008, a director who in any
matter transacts or causes to be transacted or an influential shareholder for whom a
transaction is concluded in contravention of sub-article 4.1 of this article, depending on the
gravity of the violation, shall be:

4.2.1 prohibited from taking any new loans or renewing existing loans and concluding
foreign currency related transactions with the bank in which he is an influential
shareholder or director for three consecutive years effective from the date of
identification of the violation;

4.2.2 suspended or removed from his seat on the board for at least three consecutive years
effective from the date of identification of the violation;

4.2.3 prohibited from investing in new shares or buy existing shares in any financial
institution for three consecutive years effective from the date of identification of the
violation; and

4.2.4 subjected to any other appropriate administrative action the National Bank deems
necessary. .

4.3 Without prejudice to article 17(1) of proclamation number 592/2008, the National Bank,
depending on the degree or frequency of incompliance, may suspend or remove chief
executive officer or senior executive officer who in any matter transacts or causes to be
transacted in contravention of sub-article 4.1 of th¢se directives.

5. Board of Directors’ Size and Composition
5.1 A bank shall have at least nine directors.
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5.2 The board may preferably comprise of directors who as a group provide a mixture of

5.3

gender and core competencies such as banking, finance, accounting, legal, business

administration, auditing, information technology and investment management.

The board of a bank shall comprise of non-influential shareholders whose number shall

not be less than:

53.1 one-third (1/3™) of the total board members elected separately by such shareholders
provided that such shareholders hold at least 30% and above of the subscribed
capital of the bank; or

5.3.2 one-fourth (1/4™) of the total board members elected separately by such shareholders
provided that such shareholders hold less than 30% of the subscribed capital of the
bank no matter what the proportion of their shareholding in the bank is.

6. General Meeting of Shareholders

6.1.

6.2.

6.3.
6.4.

6.5.

Without prejudice to provisions in the Commercial Code of Ethiopia, the ordinary general

meeting of shareholders of a bank shall:

6.1.1. strive in a good faith that only competent and reliable persons who can enrich
good corporate governance and add value to the bank are elected or appointed as a
board;

6.1.2. decide upon the appointment and service fee of an external auditor as proposed by
the board and this power shall not be delegated to any other organ or body in the
bank’s structure;

6.1.3. ensure that the board is held accountable and responsible for the inefficient and
ineffective governance;

6.1.4. establish “Nomination Committee™:

elected from and by shareholders,

composed of not less than five shareholders,

that is directly accountable to it,

independent from the board of the bank, and

. shall not have a seat on the board of the bank;

6.1.5. specify the number of candidates for board membership to be shortlisted by

Nomination Committee. However, such number shall not be less than twice the
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number of board seats in the bank;

6.1.6. where elected Nomination Committee members fail or where the Committee is not
yet established to discharge the duties as stipulated in these Directives for any
reason, proceed with the election of board by assigning on the spot a new
committee that handles board election process on the date the meeting is being
conducted; and

6.1.7. approve internal rules and procedures for nomination of potential candidates for
the board by the Nomination Committee.

At least two of Nomination Committee members stipulated under 6.1.4 herein above, no

matter what the committee’s size is, shall be non-influential shareholders.

An employee of a bank shall not be a member of Nomination Committee.

A Nomination Committee shall be established one year prior to the end of the term of

outgoing board and its duty shall expire upon election and approval of the new incoming

board by the National Bank.

Nomination Committee shall belelecked as per the provision set in the commercial code for

board mutatis mutandis.
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