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1. INTRODUCTORY

1.1 Forms of Corporate/Business
Organisations

Persons choosing to conduct business in Bah-
rain may choose from a variety of business
structures set out in the Commercial Compa-
nies Law promulgated by Decree Law No (21) of
2001, as amended from time to time (the CCL).

The most common types of business entities in
Bahrain are limited liability companies, public
joint stock companies and closed joint stock
companies. all are entities in which the share-
holders’ liability towards creditors is limited to
their shareholding in the capital (ie, limited liabil-

ity).

Limited Liability Companies

Limited liability companies are companies with a
minimum of one and a maximum of 50 partners
who are responsible only to the extent of their
shareholding in the capital. Partners may not
resort to public subscription for raising shares
or loan capital. This type of company is barred
from undertaking insurance activities, banking or
the investment of funds for the account of third
parties (Shareholders of this form are referred to
as “partners”).

The company is not required to have a board of
directors unless the number of partners exceed
ten.

Joint Stock Companies
Other types of company include:

+ a closed joint stock company is established
with a minimum of two shareholders and
a minimum share capital of BHD250,000
(around USD661,205); the shares of the com-
pany may not be publicly offered; and

+ a public joint stock company is established
by a number of persons who subscribe to it
via negotiable shares.

This last form is subject to a minimum share
capital of BHD1 million (around USD2.6 million).
The minimum number of shareholders is two,
with the exception of companies formed by the
government or in which the government is asso-
ciated in the formation thereof.

General Partnerships/Simple Commandite
Partnerships

Less regulated types of business entities are
general partnership companies, simple com-
mandite partnership:

* a general partnership company is owned by
two or more persons whose liability is unlimit-
ed and are jointly and severally liable to cover
the company’s debts and commitments. The
company’s name consists of the name of one
or more of the partners with the addition of
“and Co” to indicate the partnership; and

+ a simple commandite partnership is one
which is established by two types of partners,
joint partners and sleeping partners.

Regarding a commandite partnership, joint part-
ners are those who are involved in the manage-
ment of the company and have unlimited liabil-
ity towards creditors. Sleeping partners are not
involved in the management of the company and
are only liable for the obligations of the company
to the extent of their shareholding in the capital.

Foreign Companies

Another form of business entity is a branch of a
foreign company which must be guaranteed by
the head office of the company. The activities of
a business entity licensed as a “branch” shall
match the activities of the head office. Branches
licensed as a representative office are limited to
gathering financial and economic and commer-
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cial information, carrying out general promotion-
al activities and providing general assistance of
a non-specific nature to customers of its parent
company.

Holding Companies

Holding companies are very common in Bahrain.
They may be in the form of a public or private
joint stock company, or a limited liability com-
pany. The role of holding companies is limited to
the investment of funds, ownership of shares in
its subsidiaries, management of its subsidiaries
and the provision of financing or guarantees for
its affiliates.

Commercial Companies

Commercial companies are mainly governed
by the CCL and may be subject to other laws
and regulations depending on the nature of their
activity. Most importantly, companies licensed
to provide regulated financial services by the
Central Bank of Bahrain (CBB) are subject to the
laws and regulations concerning the regulated
services.

1.2 Sources of Corporate Governance
Requirements

The main legislations related to corporate gov-
ernance that must be observed by companies
incorporated in Bahrain are as follows.

The CCL

The CCL is the law governing commercial com-
panies, their types, formation and management.
The CCL has been in force since 2001 and sub-
sequently been amended, with the last amend-
ment issued on 9 September 2021. It includes
rules related to the segregation of powers and
scope of powers of the board of directors and
the shareholders, as well as accountability and
cases of personal liability.

Rules relating to disclosure of interests by board
members and avoidance of conflict of interest
are included in the CCL.

The Corporate Governance Code

The Corporate Governance Code was issued
by Decision No (19) of 2018 by the Minister of
Industry, Commerce and Tourism pursuant to
Article 358 bis of the CCL. This code provides
the minimum required standards for corporate
governance and applies to all joint stock com-
panies incorporated in Bahrain, with the excep-
tion of companies carrying out regulated finan-
cial services and licensed by the Central Bank
of Bahrain, which are subject to a designated
corporate governance code.

This code includes 11 main corporate govern-
ance principles as follows:

« the board shall be effective, qualified and
have the required expertise;

« the directors and executive management shall
have full loyalty to the company;

« there must be rigorous controls for financial
audit and reporting, internal control and com-
pliance with the law;

« the requirement for effective procedures for
appointment, training and evaluation of the
directors;

- fair and responsible remuneration for direc-
tors and senior officers;

* the requirement of a clear and efficient
management structure with defined job titles,
powers, roles and responsibilities;

+ shareholder involvement by encouraging
communication, participation;

« disclosure of companies’ corporate govern-
ance;

« for companies with offer Islamic services,
adherence to the principles of Shari’a;

« integrity of the financial statements and the
importance of external auditors as a responsi-
bility of the board; and
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* social responsibility.

Boards of joint stock companies, closed and
public, are required to form a corporate govern-
ance committee, to appoint a corporate gov-
ernance officer to ensure compliance with the
corporate governance rules, and submit a cor-
porate governance report annually to the Min-
istry of Industry, Commerce and Tourism, set-
ting out each principle and the measures taken
to comply therewith, with a special section for
related-party transactions.

The principles of the Corporate Governance
Code are advised to be observed by all types
of companies, including limited liability compa-
nies. The reporting requirements, however, are
enforced on closed and public joint stock com-
panies.

The Rulebook of the CBB

The Corporate Governance Code is embedded
in the High-Level Control Module of the Rule-
book of the CBB applicable to each category of
CBB licensee. This is issued by the CBB and the
compliance therewith is supervised by the CBB.

This code includes the first nine principles of the
Corporate Governance Code listed above.

Constitutional Documents

The memorandum and articles of association of
a company (the “Constitutional Documents”),
produced by the company’s shareholders, which
provide company-specific rules that include the
authority of the board, the extent of its powers,
its duties, and remuneration.

Rules, Regulations and Circulars

The rules, regulations and circulars by the CBB
and the Bahrain Bourse (the company taking
over the powers of the Bahrain Stock Exchange)
applicable to listed companies (all public com-
panies and some listed closed companies)

as detailed in 1.3 Corporate Governance
Requirements for Companies With Publicly
Traded Shares.

1.3 Corporate Governance
Requirements for Companies With
Publicly Traded Shares

Within the CCL, the provisions for each type
of company are included in a separate chap-
ter. The chapter relating to the management of
public joint stock companies includes the most
and more stringent rules. For example, the rules
relating to the board of directors require a mini-
mum of five directors that must include inde-
pendent and non-executive directors, director
appointment and election rules, the requirement
to have an audit committee within the board,
and the limitation on director remuneration in the
years when no dividends are to be paid to the
shareholders.

The rules under the CCL are mandatory.

The Corporate Governance Code applies to
all types of companies, but stresses on the
importance of compliance especially by joint
stock companies due to the role they play in the
national economy. Compliance with the princi-
ples of the Corporate Governance Code is on
a comply-or-explain basis and the standard
applied by the Ministry of Industry, Commerce
and Tourism for listed and public joint stock
companies is higher than that applied to the
other forms of companies.

In addition to the CCL and Corporate Govern-
ance Code, additional rules by the CBB and the
Bahrain Bourse are put in place for listed com-
panies, of which the following include provisions
related to corporate governance.
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The Bahrain Bourse Listing Rules

These Listing Rules have been approved in
Board of Directors Meeting (4/2019) of Bahrain
Bourse dated 8 October 2019.

The purpose of these Listing Rules is to set out
the requirements that must be complied with by
all applicants, issuers, their directors, officers,
advisers or other persons to whom these Listing
Rules are directed. The Listing Rules comprise of
both requirements which have to be met before
securities may be listed and also continuing obli-
gations that an issuer must comply with after
listing.

The principles on which these Listing Rules are
based include the following:

« issuers shall have acceptable standards of
quality, operations, management experience
and expertise;

« investors and their professional advisers shall
be kept fully informed by the issuer of all
facts and information that might affect their
existing or potential interests in the Issuer; in
particular, full, accurate and timely disclosure
shall be made of any information which may
reasonably be expected to have a material
effect on the price, value or market activity in
the securities of issuers;

« all holders of any Class of Securities will be
treated fairly and equitably;

- directors, officers and advisers of issuers will
maintain the highest standards of integrity,
accountability, corporate governance and
responsibility; and

- directors of an issuer shall act in the interests
of shareholders as a whole.

The Disclosure Standards by the Bahrain
Bourse

Disclosure Standards were issued by Bahrain
Monetary Agency (now known as the Central
Bank of Bahrain) pursuant to its circular dated

3 December 2003. Except for the First Chapter,
which is superseded by the Offering of Securi-
ties Module under Rulebook 6, the Disclosure
Standards still apply to listings, public offerings
and sales of securities in Bahrain. The Disclosure
Standards contain, among other, guidelines for
trading by directors and senior management and
policy on immediate public disclosure of mate-
rial information regarding an issuer’s affairs, or
about events or conditions in the market that will
affect the issuer’s securities, relating to the busi-
ness that would significantly affect the market
price or value of any of the issuer’s securities,
or that would reasonably be expected to have
a major influence on any investor’s decisions.

The Offering of Securities Module Issued by
the CBB

This Module contains the CBB’s Directive (as
amended from time to time) relating to the issu-
ing and offering of securities. The directive in this
Module is applicable to all market participants
and relevant persons, including but not limited to
issuers of securities or any person acting on their
behalf, listed companies, any person acting for
or on behalf of listed companies, shareholders
of listed companies.

This Module describes, among other, the eli-
gibility criteria for issuing securities and the
application procedures for obtaining the regula-
tor’s approval. Most importantly it explains the
requirement for companies to prepare a pro-
spectus or offering circular when they offer their
securities to the public or on private placement
basis. The directors of the company must accept
responsibility for the accuracy of the content of
such prospectus or offering circular.

The Takeovers, Mergers and Acquisitions
Module by the CBB

This Module applies to persons involved in,
engaging in or intending to engage in an offer for,
takeover or merger or acquisition of a control-
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ling interest (30% or more) in a company whose
primary listing of its ordinary equity securities is
on a licensed exchange in Bahrain. Each direc-
tor of an offeror and of the offeree company as
well as those acting in concert and their profes-
sional advisers has a responsibility to ensure, so
far as they are reasonably able, that the require-
ments of this Module are complied with in the
conduct of transactions which are the subject
of this Module.

2. CORPORATE
GOVERNANCE CONTEXT

2.1 Key Corporate Governance Rules
and Requirements

The market is closely monitored by the Ministry
of Industry, Commerce and Tourism, the Bahrain
Bourse, and the CBB through the various direc-
torates under its umbrella. As a result of close
monitoring, regulations, circulars and directives
are issued on a regular basis with focus on trans-
parency, efficiency, clear communication, fair-
ness, accountability and anti-money laundering.

2.2 Environmental, Social and
Governance (ESG) Considerations
Companies with activities that are environment-
related are subject to the rules and regulations
governing this sector and are required to adhere
to the laws on Environment and Public Health
as well as the regulations and standards of the
Supreme Council for Environment. Ensuring
compliance with the law is good governance
and is the responsibility of the company and its
board of directors.

Social responsibility is one of the principles of
corporate governance detailed in 1.2 Sources of
Corporate Governance Requirements. Com-
panies are considered to have social responsibil-
ity and the board of directors is expected to have
a code in place which sets out the requirements

of social responsibility of the company. A report
on activities undertaken in this respect shall be
included in the company’s annual report.

Generally, companies make voluntary contribu-
tions to the environment as part of their social
responsibility.

3. MANAGEMENT OF THE
COMPANY

3.1 Bodies or Functions Involved in
Governance and Management
The management of the company is the role of:

« the board of directors in joint stock compa-
nies, including the committees formed within
the board;

* the board of managers in limited liability com-
panies;

- the general meeting of the shareholders
(ordinary and extraordinary as detailed in 5.3
Shareholder Meetings).

The powers of the board of managers in lim-
ited liability companies pursuant to the CCL are
determined by the company’s Constitutional
Documents.

The board of directors of joint stock companies
have the power to run the management of the
company subject to certain restrictions that
specifically require the approval of the general
meeting of the shareholders as detailed in 3.2
Decisions Made by Particular Bodies.

Boards of joint stock companies are required
to form an audit committee from amongst the
members of the board. The audit committee
shall have the mandate of reviewing the audit,
accounting and financial practices of the com-
pany, and the extent of compliance with the pro-
visions of the law and the Constitutional Docu-
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ments. To fulfil its mandate, the audit committee
shall be able to access all company’s records,
documents and information, and shall submit
a report of its work in the annual report to the
shareholders.

The Corporate Governance

The Corporate Governance Code requires the
companies subject to its provisions to set up
audit, remuneration, nomination and corpo-
rate governance committees from amongst the
board members as required by the Code, and
allows the board to decide on setting up addi-
tional specialised committees as required by the
activities of the company.

« the audit committee is in charge of reviewing
the company’s audit, financial and accounting
procedures, and ensuring compliance with
the law and the company’s Constitutional
Documents;

« the remuneration committee is in charge of
reviewing and setting the basis for remunerat-
ing directors and senior managers;

« the nomination committee is in charge of
making nominations and recommendations
for directorship and senior management
positions in the company. It is also in charge
of reviewing the independence criteria and
status of directors on an ongoing basis - this
committee may be merged with the remu-
neration committee and usually is; and

« the corporate governance committee is in
charge of reviewing the company’s corporate
governance policy and making recommenda-
tions to ensure compliance — this commit-
tee may be merged with the nomination and
remuneration committee.

3.2 Decisions Made by Particular
Bodies

The board of directors of a joint stock compa-
ny has the authority, by law, to do all actions
necessary for the management of the company

in accordance with its objectives, except as
restricted by law, the Constitutional Documents
or general meeting resolutions.

The CBB Rulebook provides more detailed guid-
ance on the role of the board, but this guidance
can apply to all companies. This role includes
setting the overall business strategy of the com-
pany, ensuring that financial statements are pre-
pared in a manner that accurately reflects the
company’s financial position, monitoring man-
agement performance, convening and preparing
the agenda for shareholder meetings, monitor-
ing conflicts of interest and preventing abusive
related party transactions and assuring equitable
treatment of all shareholders including minority
shareholders.

Unless allowed by a company’s Constitutional
Documents, the board shall not have the power
to issue securities, conclude loans for more than
three years, sell the company’s assets or busi-
ness, mortgage such assets, provide guarantees
for third parties, discharge the company’s debt-
ors from their liabilities, reach a settlement in
respect thereof or donate the company’s assets
without approval of the general meeting of the
shareholders unless such actions fall within the
essence of the company’s objectives.

The shareholders participate in the management
of the company through general meetings. There
are two types of general meetings, each with
a defined scope of powers, as detailed in 5.3
Shareholder Meetings.

3.3 Decision-Making Processes

The Shareholders

The shareholders are required to hold one ordi-
nary general meeting within three months from
the end of the fiscal year, and an extraordinary
general meeting whenever required. The details
of the process of each type of meeting are found
in 5.3 Shareholder Meetings.
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The Board
In Joint Stock Companies:

+a board is required to meet at least four times
a year, by invitation from the chairman of the
board (the “Chairman”) or at least two direc-
tors; the board issues resolutions for the
management of the company;

+ the quorum for the meeting is half the number
of directors, subject to a minimum of three,
unless a higher amount is required in the
Constitutional Documents;

« there shall be no attendance by proxy unless
allowed by the Constitutional Documents.
decisions are issued by a majority vote of the
directors in attendance. In case of a tie, the
Chairman shall have the casting vote;

« any director who objects to a decision must
minute their objection. If a case is lodged
against the board on the basis of a decision
with negative outcome, the minutes will serve
to absolve the objecting director of liability;

» meetings of the board may be attended by
video or teleconference if the Constitutional
Documents allow; and

+ decisions may be issued by circulation if the
Constitutional Documents of the company
allow for the same.

Regarding the third bullet point, only a director
or representative of a corporate shareholder may
hold the proxy for a board meeting. A maximum
of two directors may attend by proxy, and at
least half the directors must attend in person,
including the Chairman, for the meeting to be
valid, subject to a minimum of two in closed
companies and three in public companies.

4. DIRECTORS AND
OFFICERS

4.1 Board Structure

With Limited Liability

May be managed by the partners or a manager
or board of managers appointed by the partners.

A board of managers is not required unless the
number of partners exceeds ten. The formation
of the board of managers and its powers shall be
set out in the Constitutional Documents.

Closed Joint Stock

Managed by a board of directors of a minimum
of three directors and a maximum of 15 direc-
tors, with a maximum term of three years, renew-
able by the general assembly.

The boards of closed joint stock companies that
are listed in the Bahrain Bourse must include
independent and non-executive directors. The
Minister of Industry, Commerce and Tourism and
CBB may issue decisions to include more cat-
egories of closed joint stock companies to which
this requirement is to apply.

Public Joint Stock

Managed by a board of a minimum of five direc-
tors and a maximum of 15 directors, with a
maximum term of three years, renewable by the
general assembly. The board must include inde-
pendent and non-executive members.

The board of directors of joint stock companies
must choose a Chairman and vice-chairman
from its members by way of secret ballot. The
Ministry must be informed of the decision.

For CBB licensees, the Chairman is required
to be an independent member and must be
approved by the CBB for that position.
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The board of directors of public companies and
some closed companies must form committees
from amongst its members as set out in 3.1
Bodies or Functions Involved in Governance
and Management and 6.2 Disclosure of Cor-
porate Governance Arrangements.

Companies licensed by the CBB are subject to
the independence requirements set out in the
applicable Rulebook volume for their type of
licence.

4.2 Roles of Board Members

The Chairman

The Chairman is considered the head of the
company. The Chairman represents the compa-
ny before third parties and their signature solely
shall bind the company in its relationship with
third parties, unless the Constitutional Docu-
ments require the Chairman to have joint sig-
nature authority with one or more director. The
Chairman must ensure that the decisions of the
board are executed.

The Vice Chairman
The Vice Chairman shall take the role of the
Chairman in their absence.

The Directors

Jointly, the directors must fulfil the role of the
board in the management of the company. Sev-
erally, each director must ensure that they work
in the best interest of the company and makes
the decisions and actions required to serve that
interest.

In addition to the committees within the board
which roles are set out in 3.1 Bodies or Func-
tions Involved in Governance and Manage-
ment.

4.3 Board Composition Requirements/
Recommendations

The composition of the board of directors is as
set out in 4.1 Board Structure.

The board of joint stock companies must include
independent and non-executive directors, and
may also include non-independent and execu-
tive directors as detailed in 4.5 Rules/Require-
ments Concerning Independence of Direc-
tors.

In the case of CBB licensees, half of the board
of directors, including the Chairman are required
to be independent.

4.4 Appointment and Removal of
Directors/Officers

Directors are nominated by appointment or elec-
tion by the general meeting of the shareholders.
The general meeting of the shareholders is the
authority with director removal powers.

Pursuant to the CCL, any shareholder owning
at least 10% of the capital of the company has
the right to appoint a director, subject to the size
of the board and the requirements of director-
ship and approval requirements in case of CBB
licensees.

Shareholders not eligible to appoint or those
who do not choose to appoint a director may
use their percentage to elect directors by cumu-
lative voting.

4.5 Rules/Requirements Concerning
Independence of Directors

Independent Directors are those that are deemed
by the board to be independent of any specific
shareholder and who do not have any significant
business interest with the company.

10
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Non-independent Directors are those who repre-
sent a shareholder or those who have a business
interest with the company.

A director is considered non-independent if they:

* holds 10% or more of the shares of the
company, the parent company, or any of its
subsidiaries or associates;

* represents a legal person who holds 10% or
more of the shares of the company, parent, or
any of its subsidiaries or associates;

+ served in an executive position in the com-
pany, its parent, or any of its subsidiaries or
associates, in the two years preceding their
nomination;

- are a first-degree relative of an existing direc-
tor or any person in a key executive manage-
ment position in the company, its parent or
any of its subsidiaries or associates;

+ are a director of the company’s parent or any
of its subsidiaries or associates;

« were employed by any of the company’s
contracting parties such as external auditors,
major suppliers, etc, in the two years preced-
ing their nomination;

« were employed by the parent company of any
of its subsidiaries or associates in the two
years preceding their nomination;

* have made or received payment from the
company in the value of over BHD50,000
(around USD132,212), apart from directors’
remuneration if they are an existing director in
the past year;

- are a relative of a partner in the company’s
external auditor or an employee thereof, or
has been in the past two years; or

« are an employee or partner at a company that
provides consulting services to the com-
pany, its parent, or any of its subsidiaries and
associates (this does not apply if the parent
company is owned at least 75% by the gov-
ernment or is a government entity).

11

Executive directors are those who hold senior
management positions within the company.
Executive directors are not considered inde-
pendent.

Non-executive directors are those who are not
involved in the day-to-day management of the
company or a controller of a company, subsidi-
ary or affiliate thereof.

4.6 Legal Duties of Directors/Officers
The legal duties of directors of a company may
be summarised as follows:

* to participate in the management of the com-
pany in a diligent, skillful, and efficient manner
in accordance with the law and the Constitu-
tional Documents;

* to serve the company as a representative of
the interests of all the shareholders, and not
one or a specific group of shareholders; and

« to disclose any personal interest they may
have in any of the issues discussed in board
or general meetings and to refrain from voting
in respect of any of these issues.

4.7 Responsibility/Accountability of
Directors

Once a director is on the board, they owe a duty
towards all the shareholders, and the interests of
all the shareholders must be considered.

However, any stakeholder affected by any deci-
sion of the board or a director has the right to
lodge a claim at Court in accordance with Article
185 and 18 bis of the CCL (detailed in 5.4 Share-
holder Claims).

4.8 Consequences and Enforcement of
Breach of Directors’ Duties

The consequence of a breach of directors’
duties include dismissal from office, and pos-
sibly a claim at court in accordance with Article
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18 bis of the CCL as detailed in 5.4 Shareholder
Claims.

4.9 Other Bases for Claims/
Enforcement Against Directors/Officers
Directors, officers and even shareholders may
be held personally liable without limitation if any
of the breaches listed under Article 185 and
Article 18 bis of the CCL (see 5.4 Shareholder
Claims) are proven.

4.10 Approvals and Restrictions
Concerning Payments to Directors/
Officers

The Constitutional Documents of a company
may set out the procedure and requirements for
determining the remuneration of the directors,
subject to a maximum remuneration of 10% of
the net profit after deducting legal reserves and
distributing dividends not less than 5% of the
company’s paid-up capital.

In the years where no dividends are paid to the
shareholders, the company is prohibited to pay
remuneration to the directors, unless the specific
approval of the Minister of Industry, Commerce
and Tourism for such payment is obtained. In
case of CBB licensees, the CBB must approve
the payment and value of remuneration to the
directors.

A detailed report on all payments made to the
directors in a fiscal year must be prepared by
the board and submitted to the shareholders.
This must detail any and all payments including
salaries, sitting fees, representation fees, allow-
ances, etc.

4.11 Disclosure of Payments to
Directors/Officers

Information on the remuneration, fees or benefits
payable to each of the directors and officers is
required to be submitted to the general meeting
of the company’s shareholders.

Public disclosure of such information is only
required in case of offering of securities pursu-
ant to the CBB’s Offering of Securities Module.

5. SHAREHOLDERS

5.1 Relationship Between Companies
and Shareholders

The constitutional documents of a company
(Memorandum and Articles of Association)
bridge the relationship between the sharehold-
ers and the company. The constitutional docu-
ments of the company (which is drafted within
the frameworks of the Commercial Companies
Law) describes the rights and obligations of the
shareholders towards the company.

The Inherent rights and obligations of the share-
holders include the following.

Rights

* Receiving profit or dividends decided for the
shareholders;

* receiving a share of the company’s total prop-
erty upon liquidation;

* participating in the company’s management,
whether through the general assemblies
and as a member of the board of directors,
according to the company’s constitutional
documents;

« obtaining a printed booklet comprising the
company’s balance sheet for the past fis-
cal year, the profit and loss account and the
reports of the board of directors and the audi-
tor; and

- filing lawsuits to nullify any decision issued by
the general meeting or by the board of direc-
tors in violation of the law, the public order or
the constitutional documents of the company.

Obligations

» Payment of accrued instalments and delay
interests following the expiration of the date
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thereof without the need for serving a notice
upon them;

» payment of expenses incurred by the com-
pany in collecting unpaid instalments and
sale of shares;

« refraining from any action intended to cause
harm the company; and

« execution of any decision legally passed by
the general meeting.

5.2 Role of Shareholders in Company
Management

The general meeting of the shareholders is the
ultimate decision-making authority in the com-

pany.

The company’s Constitutional Documents spec-
ify the extent of the board of directors’ powers
in the company. Some decisions require the
approval of the general assembly such as the
decisions set out in 3.2 Decisions Made by Par-
ticular Bodies.

The involvement of shareholders in the com-
pany’s management and participation in con-
trolling the activities of the directors is through
their participation in the general meetings and
the decisions made therein.

5.3 Shareholder Meetings

There are two types of general meetings of the
shareholders of a company, an Ordinary Gen-
eral Meeting, and an Extraordinary General
Meeting, each with different scope of powers.
To ensure that all shareholders are allowed the
same opportunity to participate in the general
meetings, there are specific provisions regarding
the invitation to the meetings.

Ordinary General Meeting

The Ordinary General Meeting of shareholders
convenes at the invitation of the chairman of the
board of directors at the time and venue speci-
fied in the company’s constitutional documents.
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The meeting must convene at least once per
year during the three months period following
the end of the company’s fiscal or financial year.
The invitation to convene the Ordinary General
Meeting of shareholders is required to be pub-
lished in at least two daily Arabic newspapers
and one of them at least to be local.

The minimum notice period is 21 days and the
notice of the meeting must include the agenda
of the meeting. Copies of the invitation docu-
ments must also be forwarded to the Ministry
of Industry, Commerce and Tourism at least ten
days before the Ordinary General Meeting. The
Ordinary General Meeting is presided over by
the chairman of the board of directors or their
deputy or whoever is delegated by the board of
directors or by the Ordinary General Meeting.

Validity

The Ordinary General Meeting shall not be valid
unless it is attended by a number of sharehold-
ers who have the right to vote and representing
more than half the capital of the company. If this
quorum is not attained, an invitation is required
to be sent for a second meeting to be held for
the same agenda within seven to 15 days from
the date fixed for the first meeting.

Second and third meetings

The second meeting shall not be valid unless it is
attended by a number of shareholders who have
the right to vote and representing more than at
least 30% of the capital of the company.

The third meeting shall be valid regardless of the
number of shareholders present. Each share-
holder, regardless of the number of their shares
in the company, shall have the right to attend
the Ordinary General Meeting, and shall have a
number of votes equal to the number of their
shares. Any provision or decision to the contrary
shall be deemed null and void.
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Delegates and representatives

Any shareholder may delegate a person, from
among the shareholders or third parties to attend
the Ordinary General Meeting on their behalf,
provided that this person is not the chairman of
the board or a board member or an employee of
the company. However, this shall not prejudice
the right to delegate a first-degree relative by
virtue of a written special power of attorney, to
be prepared by the company for this purpose.

Members lacking capacity or incapacitated (for
instance minor or person with unsound mind)
shall be represented in the meeting by their legal
representatives.

Extraordinary General Meeting

The Extraordinary General Meeting convenes at
the invitation of the board of directors or by vir-
tue of a written request addressed to the board
of directors by a number of shareholders repre-
senting at least 10% of the company’s capital.

Validity

The Extraordinary General Meeting shall not be
valid unless attended by shareholders represent-
ing at least two thirds of the company’s capital.
If this quorum is not present, a second meet-
ing shall be invited within 15 days following the
first meeting. The second meeting shall be valid
if attended by shareholders representing more
than one-third of the capital.

If such quorum is not available at the second
meeting, a third meeting shall be convened with-
in 15 days from the date of the second meeting.
The third meeting shall be valid if attended by a
quarter of the shareholders. A new invitation is
not required to be sent for the last two meetings
if their dates have been specified in the invitation
to the first meeting, provided that publication is
made in at least two daily Arabic newspapers,
one of them must be local, to the effect that none
of these meetings has occurred.

Decisions

The decision of the Extraordinary General Meet-
ing shall be passed by a two-thirds majority of
the shares represented at the meeting, unless
the decision relates to the increase or decrease
of the company’s capital, the extension of
the company’s term, dissolution, conversion
or merging thereof with another company, in
which case it shall not be valid unless passed
by a three-fourths majority of the shares present
at the meeting and with whose attendance the
meeting is considered valid. The Extraordinary
General Meeting’s decisions shall become effec-
tive upon the approval of the Ministry of Industry,
Commerce and Tourism.

Other

In addition to the above, the founders shall invite
the constituent assembly to convene within a
period no later than 21 days from the date of
the closing of the subscription (in case of public
joint stock company) and seven days from the
date of the incorporation approval by the Minis-
try of Industry, Commerce and Tourism (in case
of closed joint stock company).

The invitation to convene the constituent assem-
bly of shareholders shall be published in at least
two daily Arabic newspapers — one of them at
least to be local. The minimum notice period is
21 days and the notice shall include the agenda
of the meeting. Copies of the invitation docu-
ments shall be forwarded to the Ministry least
ten days before the meeting.

5.4 Shareholder Claims
The bases of claim that exist for shareholders
against the company are as follows:

+ a shareholder may lodge a claim seeking to
nullify a decision by the general meeting if
such decision is not issued in accordance
with the law and the Constitutional Docu-
ments of the company;

14
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* pursuant to Article 168 bis of the Commercial
Companies Law a shareholder may lodge a
claim against the company if its business is
being conducted in a manner that unfairly
causes damage to the shareholders or a
group of shareholders, or if the company
intends to take an action that causes damage
to the shareholders or a group of sharehold-
ers; and

« pursuant to Article 18 bis of the Commercial
Companies Law, a shareholder may lodge
a claim against any officer, director or even
another shareholder, on the basis of the fol-
lowing:

(a) providing incorrect information about the
company’s capital in any document likely
to affect the company’s financial standing;

(b) using the company for fraudulent or il-
legal purposes;

(c) using the company’s assets as if they are
their own;

(d) conflict of interest;

(e) making decisions or taking actions that
encumber the company with obligations
knowing that the company cannot fulfil,
or if the company is unable to fulfil its ob-
ligations as a result of an officer, director,
or shareholder’s gross negligence or error;

(f) if their decisions and actions cause the
company to be unable to pay taxes or
official fees;

(9) violation of the provisions of the law or
company’s constitutional documents;

(h) the limitation of powers is not observed
or duties are performed in a fraudulent or
gross negligent manner; and

(i) failure to act as a prudent, reasonable
person in a given circumstance.

5.5 Disclosure by Shareholders in
Publicly Traded Companies

Any person whose ownership, in a publicly trad-
ed company, alone, or their ownership together
with that of their minor children, or any other
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accounts under their disposal, or the ownership
of any of their associate or affiliate companies,
amounts to 5% or more of any listed security of
a joint stock company, must notify the licensed
exchange (Bahrain Bourse) forthwith, which shall
in turn notify the CBB of this fact and the CBB
may declare the name of the person who owns
such stake.

All persons must obtain CBB prior written
approval to execute any order that will bring their
ownership alone or their ownership together with
their minor children, or the accounts standing
under their disposal to 10% or more in any listed
security. Any further increase of 1% or more shall
also be subject to CBB prior written approval.

6. CORPORATE
REPORTING AND OTHER
DISCLOSURES

6.1 Financial Reporting

Limited liability companies, branches of for-
eign companies and joint stock companies are
required to submit the audited financial state-
ments of the company to the Ministry of Industry,
Commerce and Tourism.

Joint stock companies shall annually prepare
a detailed list, approved by the chairman and
the managing director, if any, of the names and
capacity of the chairman and members of this
board, and the managers of the company. The
company shall keep a copy of this list and the
original shall be sent to the Ministry of Industry,
Commerce and Tourism accompanied by the
annual report prepared by the board of directors,
the company’s balance sheet and the profits and
losses account.

Companies licensed by the CBB must sub-
mit the reports to the CBB in accordance with
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the Rulebook volume applicable to its type of
licence.

6.2 Disclosure of Corporate
Governance Arrangements

Joint stock companies are required to dis-
close its corporate governance, which may be
achieved by fulfilling the following requirements:

» The board shall adopt written corporate
governance guidelines covering the matters
stated in the Corporate Governance Code
and other corporate governance matters
deemed appropriate by the board; such
guidelines shall include or refer to the princi-
ples and instruction of the Corporate Govern-
ance Code.

* The company shall publish the guidelines and
instruction mentioned in the preceding para-
graph on its website, if any.

+ At each annual shareholders’ meeting, the
board shall report on the company’s govern-
ance according to the form prepared by the
Ministry of Industry, Commerce and Tourism
and available on its website, which includes
the topics listed in Appendix 5 to the Cor-
porate Governance Code, explaining the
extent of its compliance with the guidelines
and instruction of the Corporate Governance
Code, and explaining the reasons for non-
compliance, if any.

» The board shall establish a corporate govern-
ance committee of at least three independent
directors.

» The company shall appoint an employee as
the company’s corporate governance officer.
They shall undertake the tasks of verifying
the company’s compliance with the corporate
governance rules, laws, regulations and deci-
sions issued to implement them. They shall
co-ordinate with the corporate governance
committee in relation to all corporate govern-
ance matters, follow up and co-ordinate with

the concerned department on the corporate
governance matters.

6.3 Companies Registry Filings

Joint stock companies are required annually to
prepare a detailed list approved by the chairman
and the managing director, if any, of the names
and capacity of the chairman and members of
this board, and the managers of the company.
The company shall keep a copy of this list and
the original shall be sent to the Ministry of Indus-
try, Commerce and Tourism accompanied by the
annual report prepared by the board of directors,
the company’s balance sheet and the profits and
losses account.

The board of directors of public sharehold-
ing company is required to publish the bal-
ance sheet, the profit and loss account and an
executive summary of the annual report and the
full text of the auditor’s report in a local daily
newspaper published in Arabic, at least 15 days
before the general meeting.

7. AUDIT, RISK AND
INTERNAL CONTROLS

7.1 Appointment of External Auditors
The board of joint stock company is required to
ensure the integrity of the financial statements
submitted to shareholders through appointment
of external auditors.

The general assembly meeting of joint stock
companies shall appoint one or more auditors
for the company and determine their fees upon
the proposal of the board of directors. The audi-
tor shall, among others, monitor the company’s
business, give opinion on the validity of the
company’s financial statements and request to
adjust them if there is any impact on their valid-
ity, verify the company’s ownership of assets
and legality of obligations. Most importantly,
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the auditor attends the general assembly meet-
ings, reads their report to the shareholders and
answer their questions and queries regarding the
financial statements for the year end.

7.2 Requirements for Directors
Concerning Management Risk and
Internal Controls

The board of joint stock company shall have rig-
orous controls for financial audit and reporting,
internal control, and compliance with law. This
is achieved through establishment of an audit
committee and development of a whistle-blow-
ing programme.

The board of directors shall form an audit com-
mittee consisting of at least three directors, the
majority of whom shall be independent, and the
chairman of the committee shall be an inde-
pendent director.
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The board of directors shall establish a whistle-
blowing programme that will allow the compa-
ny’s employees to report internally their concerns
about any improper or suspicious practices in
financial reports, internal control systems or any
other matters, and make appropriate arrange-
ments for an independent and fair investigation
of such practices, while ensuring the confiden-
tiality of such reporting in order to protect them
against any adverse reaction or damage that
may result from the reporting of such practices.



LAW AND PRACTICE BAHRAIN

Contributed by: Noor Radhi, Fatima Alali and Saifuddin Mahmood, Hassan Radhi & Associates

Hassan Radhi & Associates is one of the larg-
est and most reputable and leading law firms
in Bahrain and in the Gulf region. The office
was founded in 1974 by Hassan Ali Radhi, the
senior partner of the firm, which has 48 years
of legal experience and professionalism in the
legal sector, especially in banking, finance and
corporate law. The firm has a team of 16 law-
yers, supported by a dedicated and profes-
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