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PRIVATE SECTOR ORGANISATION OF JAMAICA

PROPOSED CODE ON CORPORATE GOVERNANCE

Preamble

The proposed Code, which is based on The Combined Code on Corporate Governance
issued by the Financial Reporting Council (FRC) of the United Kingdom (UK) on 23 July
2003, has been compiled by the Corporate Governance Committee of the Private Sector
Organisation of Jamaica. It is proposed that this Code should become effective for annual
reporting periods commencing on or after 1% January 2007. It is hoped that those
companies that are able to do so will adhere to the principles of the Code as early as
possible.

the
xecutive

It is expected that listed companies, and other companies engaged in the provision
of financial services, will comply with the Code's provisions most of the time, it is
recognized that departure from the provisions of the Code may be justified in particular
circumstances. Every company must review each provison carefully and give a
considered explanation if it departs from the Code’ s provisions.

The committee submits the attached Code for consideration and ultimate acceptance by
the Private Sector Organisation of Jamaica (PSOJ), the Bank of Jamaica (BOJ) the
Financial Services Commission (FSC) and The Jamaica Stock Exchange (JSE).
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PROPOSED CODE ON CORPORATE GOVERNANCE

PART 1:- PRINCIPLES OF GOOD GOVERNANCE

SECTION 1 COMPANIES

A)

1.

DIRECTORS:
TheBoard
Every company should be headed by an effective Board, which is collectively

responsible for promoting the success of the company by directing and
supervising the company’s affairs.

Chairmanand Chief Executive

of t om@y

flity for the|runping
d have unfettered pqwers of

There should be a clear division of responsibilities
between the running of the Board and the executive
of the company’s business. No one
decision.

individua shoul

L —

and| non-executive directors,
dominate the Board's

the Board

ere should be a formal, rigorous and transparent procedure for the appointment
of new directors to the Board.

Information and professional development

The Board should be supplied in a timely manner with information in a form and
of a quality appropriate to enable it to discharge its duties. New directors should
receive induction on joining the Board and all directors should continually update
and refresh their skills and knowledge.
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B)

Perfor mance evaluation

The Board should undertake a formal and rigorous annual evaluation of its own
performance and that of its committees and individual directors.

Re-election

All directors should be submitted for re-election at regular intervals, subject to
continued satisfactory performance. The Board should ensure planned and
progressive refreshing of the Board.

Liability of non-executive directors: care, skill and diligence
Although non-executive directors and executive directors have the same Iegal

duties and objectives as Board members, the time devoted to the comp
affairs is likely to be significantly less for a non-executive director

executive director and the detailed knowledge and experience of
affairs that could reasonably be expected of a M%Trtive

generally be less than for an executive director.

REMUNER

mere than—s necessary for this purpose. A significant
prectors remuneration should be structured so as to link
e and individual performance.

Companies should establish a formal and transparent procedure for developing
policy on executive remuneration and for fixing the remuneration packages of
individual directors. No director should be involved in deciding his or her own
remuneration.

Disclosure

The company’s annual report should contain a statement of remuneration policy
and details of the remuneration of its directors.*

! The section on Disclosure will be fine-tuned when the final provisions of the new Companies Act
relating to directors’ remuneration are known.
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C)

D)

RELATIONSWITH SHAREHOLDERS

Dialogue with Shareholders

There should be a dialogue with shareholders based on the mutual understanding
of objectives. Whilst recognizing that most shareholders contact is with the
executive directors, the chairman and the Board as a whole should maintain
sufficient contact with shareholders to understand their issues and concerns
Constructive Use of the AGM

Boards should use the AGM to communicate with investors and encourage their

participation.

ACCOUNTABILITY AND AUDIT

Financial Reporting -
The Board should present a balanced and unders@assessmen of| the

company’ s position and prospects.

The Board shoul airftain a sgund \system of internal control to safeguard

Internal Control

/

I maintainirjg aA appropriate relationship with the company’ s auditors.
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SECTION 2: INSTITUTIONAL SHAREHOLDERS

E) INSTITUTIONAL INVESTORS
1 Shareholder Voting

Ingtitutional shareholders have a responsibility to make
votes.

2. Dialogue with Companies

considered use of their

Institutional shareholders should enter into a dialogue with companies based on

the mutual understanding of objectives.
3. Evaluation of Gover nance Disclosures

When evaluating companies Governance arrangem

relating to Board structure and composition, ingtitytonal invyestors
due weight to all relevant factors drawn to their attentjon. 2

~

B

2 Activism on the part of institutional shareholders in Jamaica has been

—particularly thoSe
ild [give

little developed. To inform

institutional investors who wish to develop alevel of activism, it is recommended that they should consider
the framework of best practices on the implementation of fiduciary responsibilities in relation to equity

shareholdings as set out in:

i. “The Responsibilities of Institutional Shareholders and Agents- Statement of
Principles’ as issued by the Institutional Shareholders Committee, September

2002, ( www.investmentuk.org.uk/press/2002/200

212021-01.pdf) and

ii. “Institutional Shareholders Responsibilities’” as
Corporate Governance Network,

issued by the International
September, 2003

(www.icgn.org/documents/sharecomm-guidelines.pdf).
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PART 2: CODE OF BEST PRACTICE

SECTION 1 COMPANIES

A. DIRECTORS

A.l1  TheBoard

Principle:

Every company should be headed by an effective Board, which is collectively
responsible for promoting the success of the company by directing and supervising
the company’s affairs.

Code Provisions

A. 11 The Board's role is to provide entrepreneurial leadership of t

Al2 The Boa

As part of their role as members of a unitary Board, nornexecutive directors
should constructively challenge and help develop proposals on strategy. Non-
executive directors should scrutinise the performance of management in
meeting agreed goals and objectives and monitor the reporting of
performance. They should satisfy themselves on the integrity of financial
information and that financial controls and systems of risk management are
robust and defensible. They are responsible for determining appropriate levels
of remuneration of executive directors and have a prime role in appointing,
and where necessary removing, executive directors, and in succession
planning.

A.1l5 At least semi-annually, the chairman should hold meetings with the non
executive directors without the executive directors being present. Led by the
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A.16

Al7

A.l8

A2

_—
Chairman and Chief Executive ﬁ

Principle

There should be a
between the runninc

ode

A.2.1

A.2.2

A.23

qvisipn

senior independent director, the norrexecutive directors should meet without
the chairman present at least annually to appraise the chairman's performance
(as described in A.6.1) and on such other occasions as are deemed

appropriate.

Where directors have concerns, which cannot be resolved, about the way in
which the company is being run or about a course of action being proposed by
the Board, they should ensure that their concerns are recorded in the Board
minutes. Where a non-executive director resigns because of such concerns a
written statement should be provided to the chairman for circulation to the
Board.

A written statement should be provided to the chairman, for circulation to the
Board, setting out the reasons where a non-executive director resigns.

Companies should arrange appropriate insurance cover in respect of |
action against its directors in the discharge of their duties as direct

thegd of the cpmpany

bnsibility for the rumaing of
ave| unfettered powers of

ecutive éhould be clearly established. It should be set out in writing and agreed

by the Board.

The annual report should identify the chairman, the deputy chairman (where there
is one), the chief executive, the senior independent director and the chairmen and
members of the nomination, audit and remuneration committees. It should also set

out

the number of meetings of the Board and those committees and individual

attendance by directors.

The chairman should on appointment meet the independence criteria set out in
A.3.3 below. A former chief executive should not go on to be chairman of the
same company. If exceptionally, after a period of five (5) years a Board decides
that a chief executive should become chairman, the Board should consult major
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A.24

A3

shareholders in advance and should set out its reasons to shareholders at the time
of the next annual report.

The chairmanis responsible for leadership of the Board, ensuring its effectiveness
on all aspects of its role and setting its agenda. The chairman is also responsible
for ensuring that the directors receive accurate, timely and clear information. The
chairman should ensure effective communication with shareholders. The
chairman should also facilitate the effective contribution of non-executive
directors and ensure constructive relations between executive and non-executive
directors.

Board Balance and independence

Principle

The Board should include a balance of executive and non-executive dir S, such

independent non-executive directors. The chairman sho

e an indepen(

that no individual or small group of individuals can dominate the Boar d’s decision

taking. Of the non-executive directors, two thirds of t should be | as
uld al

non-executive director.

Code Provisions

~

ome unwieldy. [The Board should be of
: d experienge is appropriate for the
uitements pf the basiness and/thatehanges to theﬁard’s composition can be

oxds shoulg ow- 39 large as/to

nor¥executive directors.

The Board should identify in the annual report each nonexecutive director it
considers to be independent. The Board should determine whether the director is
independent in character and judgement and whether there are relationships or
circumstances which are likely to affect, or could appear to affect, the director’'s
judgement. The Board should state its reasons if it determines that a director is
independent notwithstanding the existence of relationships or circumstances
which may appear relevant to its determination, including if the director:

has been an employee of the company or group within the last five
years,

has, or has had within the last three years, a materia business
relationship with the company either directly, or as a partner,
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shareholder, director or senior employee of a body that has such a
relationship with the company;

has received or receives additional remuneration from the company
apart from a director’s fee, participates in the company’s share option
or a performance-related pay scheme, or is a member of the company’s
pension scheme;

has close family ties with any of the company’s advisers, directors or
senior employees;

holds cross-directorships or has significant links with other directors
through involvement in other companies or bodies;

represents a significant shareholder; or

has served on the Board for more than nine years from the date of their
first election

A.3.4 At least haf the Board, excluding the chairman should comprise non-executive
directors of whom at least two-thirds are determined by the Board
independent. A company should have at least two independent nerrexecutive
directors.

A.35 The Board should appoint one of the independent mon-exec
the senior independent director, who s
senior independent director should

or finance
ingppropriate.

A.3.6 Unlessthe co
mmittees af] etime.
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A4

Appointmentsto the Board

Principle

There should be a formal, rigorous and transparent procedure for the appointment
of new directorsto the Board.

Code Provision

A.4.1 There should be a nomination committee which should lead the process for Board

A4.2

A.43

A.45

appointments and make recommendations to the Board. A majority of members of
the nomination committee should be independent nonexecutive directors. The
chairman or an independent non-executive director should chair the committee,
but the chairman should not chair the nomination committee when it is deallng
with the appointment of a successor to the chairmarship. The nomin
committee should make available its terms of reference, explaining i
the authority delegated to it by the Board.

evaluation, prepare a description
particular appointment:

The'Board should set out to shareholders why they believe an individual should
appointed to a non-executive role and how they meet the requirements of the
role. The names of directors submitted for election or re-election should be
accompanied by sufficient biographical details and any other relevant information
to enable shareholders to take an informed decision on their election.

The nomination committee should review annually the time required froma non
executive director and the performance evaluation should be used to assess
whether the non-executive director is spending enough time to fulfill hisduties. If
the non-executive director is offered appointments elsewhere, the chairman
should be informed before any new appointments are accepted and the Board
should subsequently be informed.

10
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A.46 A full time executive director should not take on more than one non-executive
directorship, nor become chairman, of a company listed on the JSE. No individual
should chair the Board of more than one listed company.

A.4.7 The Board should satisfy itself that plans are in place for orderly succession for
appointments to the Board and to ®nior management, so as to maintain an
appropriate balance of skills and experience within the company and on the
Board.

A.4.8 The nomination committee should make a statement in the annual report detailing
its activities and the process it has used to meke appointments.

A.5: Information and Professional development

Principle

The Board should be supplied in a timely manner with informati

in aform and-ef

a quality appropriate to enable it to discharge its duties—New/| direct shquld

receive induction on joining the Board and all directors
and refresh their skillsand knowledge.

ontinually| upfate

Code Provision
A.51 The chairm Ceurate,
y and ¢ obligation to provide such

A54

| —

The'Board should ensure that directors, especially nonexecutive directors, have
cess to independent professional advice at the company’s expense where they
judge it necessary to discharge their responsibilities as directors. Committees
should be provided with sufficient resources to undertake their duties.

All directors should have access to the impartial advice and services of the
company secretary who is responsible to the Board for ensuring that Board
procedures are followed and that applicable rules and regulations are complied
with. Under the direction of the chairmanthe company secretary’ s responsibilities
include facilitating induction and professional development, ensuring good
information flows within the Board, its committees and between non-executive
directors and senior management.

11
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A.55 Both the appointment and the removal of the company secretary should be a
matter for the Board as a whole.

A.5.6 It is the responsibility of the chairman to ensure that new directors receive
comprehensive, formal and tailored induction on joining the Board. This may
include, amongst other things, meeting major investors.

A.5.7 The chairman should ensure that the directors continually update the skills and
knowledge required to fulfill their role both on the Board and on Board
committees. The company should acknowledge that as part of the cost of running
an effective Board they need to provide money and time for developing and
updating their directors.

A.6: Performance Evaluation

Principle

The Board should undertake a formal and rigorous anpuat” evaluation| of-ts pwn
performance and that of its committees and individual difector

Code Provision

A.6.1 Peformance afélﬂrﬁ')f the Board, /{ts ¢committ d its individual diregtors

should be undertaken at lieast once/a . The chairinan|should act on theresults
e performan 9 aluati i -
I theB

oard and, where appropiiate, appointing new members to the

Al.6. is the duty of the ghairfan toleval uate the performance of the CEO once a year

Al.6.3 The'Board should state in the annual report whether such performance evaluation

taking place and how it is conducted.

A.7: Re-eélection

Principle

All directors should be submitted for re-election at regular intervals, subject to
continued satisfactory performance. The Board should ensure planned and

progressive refreshing of the Board.

Code Provision

12
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A71

A.7.2

A.7.3

A74

Nortexecutive directors should be appointed for specified terms subject to re-
election and to Companies Act provisions relating to the removal of adirector,
and reappointment should not be automatic.

All directors should be subject to election by shareholders at the first opportunity
after their appointment, and to re-election thereafter at intervals of no more than
three years.

Non-executive directors would normally be expected to serve three terms of three
years subject to continued satisfactory performance, but may exceptionally serve
longer where this would be in the interests of the company and the reasons are
explained to shareholders. Non-executive directors serving nine years or more
should be subject to annual re-election.

Before proposing re-election, the chairman should confirm as a result of
performance evauation that the board is satisfied that the non-executive directer
continues to contribute effectively and demonstrate commitment to th

_—
A.8 Liability of non-executive directors: care, skill and dik

Principle

Although non-executive dires & same legal duties
and objectives as Bqard membge [ 2 company’s affairsjslikely
to be significantly | n for an executive director

rg
>

Al.8.

the contract or letter of appointment of the director should set out what is

expected of them including the level of responsibility and time

commitment

- the chairman should provide sufficient, accurate, timely and clear
information to Board members to give them a fair and baanced
understanding of relevant issues

- Non-executive directors should themselves:

» undertake appropriate induction and, as needed, professional
devel opment

= make appropriate enquiries, and where necessary, take and follow
appropriate professional advice which shall be paid for by the
company

= where they have concerns, ensure that these are addressed by the

13
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Board and to the extent that they are not resolved, ensure that they
are recorded
" give a statement of reasons to the Board if they resign

B. REMUNERATION

B.1 The Level and Make-up of Remuneration

Principle

Levels of remuneration should be sufficient to attract, retain and motivate the
directors of the quality required to run the company successfully, but companies
should avoid paying more than is necessary for this purpose. A proportion of
executive directors remuneration should be structured so as to link rewards to
corporate and individual performance.

Code Provisions

Remuneration policy

B.11

B.1.2

B.14

B.1.5

B.1.6

The remuneration committee should previde the packiage$ needed to attradt, retain
ity required butshpuld avoid payi

ive

k that they can result in an upward
corresponding improvement in

ang/employment conditions elsewhere in a group, especially when determining
nual salary increases.

The performance-related elements of remuneration should form a significant
proportion of the total remuneration package of executive directors and should be
designed to aign their interests with those of shareholders and to give these
directors keen incentives to perform at the highest levels.

Executive share options should not be offered at a discount save as permitted by
the relevant provisions of the listing rules.

Levels of remuneration for nonexecutive directors should reflect the time

commitment and responsibilities of the role. Remuneration for non-executive
directors should not include share options. If, exceptionally, options are granted,

14
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shareholder approval should be sought in advance and any shares acquired by
exercise of the options should be held until at least one year after the non
executive director |eaves the Board. Holding of share options could be relevant to
the determination of a nonexecutive director's independence (as set out in
provision A.3.3).

Service Contracts and Compensation

B.1.7

B.1.8

B.1.9

B.1.10 Where the ini

P

Notice or contract periods should be set at one year or less.

If it is necessary to offer longer notice or contract periods to new directors
recruited from outside, such periods should reduce after the initial period.

Remuneration committees should consider what compensation commitments
(including pension contributions) their directors contracts of service, if
would entail in the event of early termination. They should, in particu
the advantages of providing explicitly in the initia
compensation commitments except in the case of
doing so, they should bear in mind the need to ensur
have the effect of rewarding poor pef
misconduct or otherwise entitle the

commitments| r
X approag
circumstanceq
' dealing
and to take a
pli gations to

Prgcedure

nciple

Companies should establish a formal and transparent procedure for developing
policy on executive remuneration and for fixing the remuneration packages of
individual directors. No director should be involved in deciding his or her own
remuner ation.

Code Provisions

B.21

The remuneration committee should have at |east three members the majority of
whom should be independent nonexecutive directors, and include the chairman

15
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B.2.2

B.2.3

B.25

rinciple

The remuneration committee should have delegated responsibility for setting
remuneration for all executive directors and the chairman, including pension
rights and any compensation payments. The committee should aso set the level
and structure of remuneration for senior executives. The remuneration committee
should make publicly available its terms of reference, explaining its role and the
authority delegated to it by the Board.

The members of the remuneration committee should be listed each year in the
Board' s remuneration report to shareholders (B.3.1 below).

B.2.4 The Board itself or, where required by the Articles of Incorporation or
Bye-laws, the shareholders should determine the remuneration of the non
executive directors, including members of the remuneration committee, within the
limits set in the Articles of Incorporation or Bye-laws. Where permitted by the
Articles, the Board may however delegate this responsibility to a small sub-
committee, which should include the chairman, the chief executive and/or ang
executive director.

The remuneration committee should consult the chaj
about their proposals relating to the remuneration
The remuneratlon commlttee shquie

e company’s annual report should contain a statement of remuneration policy

and details of the remuneration of its directors.

Code P

B.3.1

rovisions

The Board should report to the shareholders each year on remuneration. The
report should form part of, or be annexed to, the company’s annual report and
accounts. It should be the main vehicle through which the company reports to
shareholders on directors remuneration.

16
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B.3.2 The report should set out the company’s policy on executive directors
remuneration. It should draw attention to factors specific to the company. It
should also set out the company policy on non-executive directors remuneration.

B.3.3 The Board’'s annual remuneration report to shareholders need not be a standard
item of agenda for AGMs. The Board should consider each year whether the
circumstances are such that the AGM should be invited to approve the policy set
out in the report and should minute their conclusions.

17
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C. RELATIONSWITH SHAREHOLDERS
C.1 Dialogue with Institutional Shareholders
Principle

There should be a dialogue with shareholders based on the mutual under standing of
objectives. Whilst recognizing that most shareholders contact is with the executive
directors, thechairman and the Board as a whole should maintain sufficient contact
with shareholdersto understand their issues and concerns.

Cl1

Cl2

c21

C.22

The chairman should ensure that the views of shareholders are communicated to
the Board as a whole. The chairman should discuss governance and strategy with
major shareholders. Nonexecutive directors should be offered the opportunity to
attend meetings with magjor shareholders and should expect to attend them if
requested by major shareholders. The senior independent director should at

order to help develop a balanced understanding of the i
major shareholders.

company, for
briefings and

AGM to communicate with investors and encourage their

ode Provisions

Companies should count all proxy votes and, except where apoll is called, should
indicate the level of proxies lodged on each resolution, and the balance for and
against the resolution, after it has been dealt with on a show of hands. The
company should ensure that votes cast are properly received and recorded.

Companies should propose a separate resolution at the AGM on eachsubstantially

separate issue and should in particular propose aresolution at the AGM relating to
the report and accounts.

18
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C.2.3 The chairman of the Board should arrange for the chairmen of the audit,
remuneration and nomination committees to be available to answer questions at
the AGM and for al nonexecutive directors to attend.

C.2.4 Companies should arrange for the Notice of the AGM and related papers to be
sent to shareholders at least 20 working days before the meeting.

19
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D. ACCOUNTABILITY AND AUDIT
D.1 Financial Reporting
Principle

The Board should present a balanced and understandable assessment
company’s position and prospects.

Code Provisions

of the

D.1.1 The directors should acknowledge and explain in the Annual Report their
responsibility for preparing the accounts and there should be a statement by the

auditors about their reporting responsibilities.

D.1.2 The Board's responsibility to present a balanced and understandable
extends to interim and other price-sensitive public reports and

t
orts to

regulators as well as to information required to be presented by statutory
requirements.

ing [concern, with su

pporting

e directors should, at least annually, conduct a review of the effectiveness of

the group’s system of internal controls and should report to shareholders that they
have done so. The review should cover material controls, including financial,

operational and compliance controls and risk management systems.

D.2.2 Companies which do not have an internal audit function should every year review

the need for one.

20
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D.3

Principle

Audit Committee and Auditors

The Board should establish formal and transparent arrangements for considering
how they should apply the financial reporting and internal control principles and
for maintaining an appropriate relationship with the company’s auditors.

D.3.1 The Board should establish an audit committee of at least three members, or in the

D.3.2

case of smaller companies two members, who should al be indeperdent non
executive directors. At least one member of the audit committee should be a
qualified accountant or should have significant, recent and relevant financid
experience.

The main role and responsibilities of the audit committee should be set out in
written terms of reference and should include:

performance, reviewing significant fin orting juggments

contained in them
conﬁtf/lLystem and] unless
sk Fommittee compo of

f, tp review the co y'S

to monitor the integrity of the financial statements of the company,
any forma announcements relating to company’ [
cia

engagement of the external auditor; such recommendations must take
cognizance of the supply of nonaudit services provided to the company
by the external auditor, which could lead to conflict of interest and impair
the external auditor’s independence

to develop and implement policy on the engagement of the externd
auditor to supply non-audit services.

to review and monitor the external auditor’s independence, objectivity and

effectiveness of the audit process, taking into consideration relevant
Jamaican professional and regulatory requirements

21
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- to report to the Board, identifying any matters in respect of which it
consders that action or improvement is needed and making
recommendations as to the steps to be taken.

D.3.3 The terms of reference of the audit committee including its role and the authority
delegated to it by the Board should be made available. A separate section of the
annual report should describe the work of the committee in discharging those
responsibilities.

D.3.4 The audit committee should review arrangements by which staff of the company
may, in confidence, raise concerns about possible improprieties in matters of
financia reporting or other matters. The audit committee’s objective should be to
ensure that arrangements are in place for the appropriate and independent
investigation of such matters and for appropriate follow-up action.

D.3.5 The audit committee should monitor and review the effectiveness of the int

make a recommendation to the Board, and the reaso
function should be explained in the relevant section

D3.6 The audit committee should ha

The Smith/Guidance® on audit committees published in Jan 2003 is to be used as a model
i guide is developed by the Institute of Chartered Accountants of Jamaica.

3 Audit Committees Combined Code Guidance ( A report on proposed guidance by an FRC- appointed
group chaired by Sir Robert Smith ( www.frc.org.uk/publications)

22
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SECTION 2: INSTITUTIONAL SHAREHOLDERS

E.INSTITUTIONAL INVESTORS
E.1 Shareholder Voting
Principle

Institutional shareholders have a responsibility to make considered use of ther
votes.

Code Provisions

E.1.1 Ingtitutional shareholders should endeavour to eliminate unnecessary variationsin
criteria which each applies to the corporate governance arrangement d
performance of the companies in which they invest.

E.1.2 Ingtitutional shareholders should, on request, makeﬁe to thel clias
ch vg

information on the proportion of resolutions on whi

ere cast and hon-

ens to ensure tthti ng intentjonsg are

/
here practicable.

E.2.1 Ingttutiona shareholders should apply the principles set out in the publication of
the Institutional Shareholders Committee- “The Responsibilities of Institutional
Shareholders and Agents — Statement of Principles” (see page 5), which should be
reflected in fund manager contracts.

23
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E.3 Evaluation of Governance Disclosures
Principle

When evaluating companies’ governance arrangements, particularly those relating
to Board structure and composition, institutional investors should give due weight
to all relevant factors drawn to ther attention.

E3.1 Indttutiona shareholders should consider carefully explanations given for
departure from this Code and make reasoned judgmentsin each case. They should
give an explanation to the company, in writing where appropriate, and be
prepared to enter a dialogue if they do not accept the company’s position. They
should avoid a box-ticking approach in assessing the company’s corporate
governance. They should bear in mind in particular the size and complexity of the
company and the nature of the risks and challenges it faces.

— Cr
~
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