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FOREWORD

The Corporate Governance Committee of the PSOJ wishes to endorse the publication
of this booklet by the PSOJ. We also wish to acknowledge and thank USAID for their
financial assistance and encouragement over the last thirteen months which has

allowed us to promote good corporate governance in Jamaica

As will be seen from the information contained in the booklet, the Committee has been
in existence for almost five years and it is very timely that the general public is being
made aware of what has been accomplished so far and the critical importance of

developing good corporate governance practices in Jamaica.

We still have a long way to go, but we encourage everyone to appreciate the
importance of this objective and to move forward in a timely fashion in developing a

culture of good corporate governance in Jamaica in both private sector and Government

companies.

Christopher Bovell

Acting Chairman Corporate Governance Committee



The Private Sector Organisation of Jamaica (PSQOJ)
EXECUTIVE is a voluntary national organisation of some 330
private sector associations, companies and
individuals working together to promote a healthy
SUMMARY and productive private sector. We seek to include
everybody in a democratic, dynamic organisation
that is responsive to the needs and issues of the

day. One of the current needs is promoting best

business practices among the private sector.

In many countries the attention on global governance surged at the time of the
international financial crisis in 1997. Between 1996-1999, Jamaica experienced its own
crisis with a colossal downfall of the Financial Sector, which raised concerns of

reporting relationships and accountability of management and Directors to stakeholders.

Business decisions are therefore like pebbles thrown into a pool of water, which
represents society, and companies are asked to take account of the ripples they cause.
Directors with adequate skills and competence must envisage the wider effects of their
decisions and construct that consciousness into their decision-making process. This will
be evident in the manner in which companies operate and the impact they have on the

community.

In light of such concerns, the PSOJ established a Corporate Governance Committee in
October 2001, with a mission to become the key influencer in the delivery and adoption
of corporate governance best business practices by providing access to knowledge and
learning resources for our members and leaders of business enterprises so they can
effectively compete in the global market. The committee comprises corporate leaders,
personnel from financial regulatory bodies, accounting professionals, members of the
legal fraternity and academia which afford the committee the expertise to address all

aspects of corporate governance with confidence and efficiency.



The strategic objectives are:

e To develop and establish corporate governance guidelines that will facilitate
implementation of best practices through a Code on Corporate Governance.

¢ To conduct director training programmes

To promote awareness of corporate governance principles and the impact that

®
well implemented principles can have on investor confidence.

e To provide continuing public education and awareness of corporate governance

best practices.

e To make corporate governance knowledge resources accessible to relevant

stakeholder groups.
To collaborate on a continuing basis with other associations and agencies locally

[ ]
and regionally on corporate governance issues.

To influence and comment upon any corporate governance policy issues and

assess their impact on the business environment.

It is hoped that this booklet will increase the awareness of corporate governance as well

as promote the PSOJ’s corporate governance initiative.

e ——



CORPORATE GOVERNANCE TRAINING PROGRAMME

In 1998, the Commonwealth Secretariat established
the Commonwealth Association for Corporate SECTION:
Governance (CACG) with a view to promoting
excellence in corporate governance in the
Commonwealth. Its two main objectives are to
promote good standards in corporate governance
and business practice throughout the
Commonwealth and to facilitate the development of

appropriate institutions which will be able to

advance, teach, and disseminate such standards.

Since 2002, the PSOJ in collaboration with the CACG, has been offering a wide range
of courses that focus on the main aspects of corporate governance, ranging from a two
day course of an introductory nature to a five day directors’ certification course. These
professional development seminars give functional guidance and equip directors with
skills to more effectively and efficiently execute their roles and responsibilities as board
members by allowing a better understanding of directing companies from a strategic

perspective.

Presenters are highly respected in their field. Both sound academic perspective and
practical approach are used in our course presentations, which is reviewed annually. To
date, approximately 170 persons have participated in these seminars, including

participants from the region.

For further information on our courses please visit the PSOJ website, www.psoj.org, on

upcoming events or you may contact the PSOJ Secretariat at 927-6238 Ext. 2255.



DEVELOPMENT OF A CODE ON CORPORATE GOVERNANCE

SECTION:

A good corporate governance
framework must promote fairness,
transparency, accountability and
efficiency whilst at the same time
aligning the interest of those in control
with the interest of those who have a
stake in the company through the legal
system or other mechanisms, like a

‘Code on Corporate Governance'.

A good Code on Corporate Governance
allocates rights and obligations and
gives functional guidance to the various
stakeholders who are involved in the
corporate realm. The functional
guidance addresses the burning issue of
conflict of interest that has arisen due to
the disparity between ownership and
control, in order to achieve a well-
balanced management that will seek to
meet the  expectations of all
stakeholders. This concept supports the
view that corporate governance should

embrace broader notions such as

corporate social responsibility, corporate

citizenship and corporate sustainability.

The PSOJ is playing its role in
promoting a good framework of
corporate governance for the Jamaican
environment. This framework is being
developed and constructed out of a
series of key principles that come from
analyzing key conceptual issues
involved in the ethics of corporate
governance in Jamaica. These
principles are entrenched in the PSOJ’s
Proposed Code on Corporate
Governance (the Code)' which was
compiled by the PSOJ Corporate
Governance Committee. It 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.

The Code has been adapted for the
Jamaican business climate and was
made public for discussion at the
Committee’s first Public Forum which
was held in February 2005. Since its
launch in 2004, the Code has been

' The Proposed Code on Corporate Governance can
be found in Appendix A



reviewed and consideration has been
given to the comments and
recommendations from key players such
as the Bank of Jamaica, the Financial
Services Commission, the Jamaica
Stock Exchange, the Ministry of Finance

and members of the PSOJ.

It is expected that the publicly listed
companies and other companies, in
particular those engaged in the financial
sector will adopt and implement the
Code for annual reporting periods
commencing on or after 1% January
2007.

The Code seeks to provide protection
for the shareholders whose shares are
at the mercy of those who are in control.
This is achieved by outlining a number
of principles of good corporate

governance (Code Principles) and by a
code of best practice (Code Provisions)
that makes recommendations for
implementing the Code Principles.
Companies and their directors are
therefore expected to consider the
various Code Principles and to confirm
the extent to which the Code Provisions
have been implemented or, where there
are divergences, the circumstances and

justifications for those divergences.



CORPORATE GOVERNANCE ;

The adoption of high quality corporate governance is essential for Jamaica to position
itself as one of the best places in the world to do business. The PSOJ has, therefore,
conducted a comprehensive survey on Corporate Governance practices in Jamaica in
order to ascertain the level of awareness of corporate governance principles, the extent
to which those principles are being implemented and whether there is a sense of

commitment to these principles.

The specific research objectives were:

e To establish the company’s profile

e To establish the company’s awareness of the concept of Corporate Governance.

e To determine the stakeholders’ involvement in the company’s corporate
governance, including the participation of institutional shareholders, minority
shareholders and employees.

e To establish the experience and skills of the board.

e To ascertain the level of commitment amongst companies for the adoption of a
Code of Corporate Governance and the extent to which they see it as relevant
and important.

e To assess the need for a Jamaican Institute of Directors.

The target groups included listed companies, private companies, in particular those in
the financial sector, PSOJ members, government owned companies, institutional

investors and minority shareholders.

The 2005 Corporate Governance Survey provided validation for the PSOJ’s campaign

to improve and standardize the corporate governance practices in Jamaica.



Approximately 83% of the companies responding to the survey have demonstrated
knowledge of the PSOJ’s proposed code on corporate governance. The survey also
highlighted the fact that a significant number of directors and senior managers of firms,
who responded to the survey, also attended the PSOJ's corporate governance
workshops. This is clearly an encouraging sign and points to the success of the PSOJ in
our promotional efforts.

This survey was an important part of the initiative undertaken by the PSOJ to promote
good corporate governance and was designed to collect only relevant basic information
about corporate governance practices in Jamaica, which will form the foundation upon
which a robust corporate governance framework will be built for the Jamaican
environment.
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SECTION: IV

In the increasingly competitive global
marketplace, the success of Jamaica’'s
economy will greatly depend on
companies’ abilities to perform at world
class standards. Therefore, corporate
governance remains high on our agenda
and we are committed to the
development and maintenance of an
effective corporate governance system
which will encourage market confidence,
strengthen trust and enhance the

companies’ decision-making process.

Launching and Implementing the Code

The next phase of the process is to
solicit key stakeholders to endorse the
Code and to ensure that those
endorsements are well publicised. This
will be done at the unveiling of the final
draft at a public launching event, where
the Code will be formally presented and
endorsed by a representative gathering

of key stakeholders.

OUR WAY FORWARD

Distribution  channels  will include
electronic copies, posted not only on
PSOJ’s website but on the websites of
the key stakeholders. We will also
distribute at our training programmes,
seminars and events, as well as sending
copies to all directors of listed

companies.

The Code on Corporate Governance is
evolutionary in nature and, therefore, as
the private sector continues to grow
stronger and more competitive and
financial instruments become more
complex and sophisticated, there will be
a need for an annual reviewing of the
Code, and if necessary a revision,
against the background of national and

international developments.

Directors Directory

The PSOJ, through its Corporate
Governance Committee, is compiling a
trained,

directory  of professional

directors.

11



It is our hope that this effort will provide
a means for directors, professionals and
leaders across the business spectrum to
share information as well as to improve
networking. The directory will facilitate a
more strategic approach for directors’
recruitment, through a structured and
disciplined process.

As members of the PSOJ's pool of
directors, individuals will be joining a
wide network of professionals and
business leaders in both practice and
theory of corporate governance. This
will add credibility to individuals’ names
as well as create the opportunity for
persons to be nominated as board
members of companies. Such
information will assist companies in

getting a balanced directorship, that not
only falls within regulatory and other
conformities, but helps to create
effective boards for the Jamaican

private and public sectors.

The PSOJ’s corporate governance
initiative is a step forward in
implementing and promoting Best
Business Practice for Jamaica and
raising  investors’ confidence in
corporate governance by making our
companies more faithful instruments of
wealth maximization for their
shareholders and more responsible

citizens of society.

12



APPENDIX A

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 1st 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 Code sets out the core principles and Code of Best Practice that the Committee
proposes for adoption by all publicly listed companies in Jamaica and all other
companies, in particular those engaged in the provision of financial services. The
Committee has tailored the provisions of the FRC code to suit the “Jamaican business
climate”, in particular, the embryonic state of Corporate Governance. The Committee
has also taken into consideration the small number of listed companies and
consequently the small number of business people, who would qualify for appointment
as non-executive directors.

The form and content of the Code are not prescribed, the intention being that
companies should have a free hand to explain their Governance policies in the light of
the principles, including any special circumstances applying to them which have led to a
particular approach. The company has either to confirm that it complies with the Code’s
provisions or — where it does not — to provide an explanation. This ‘comply or explain’
approach has been in operation for over ten years in the UK and the flexibility it offers
has been widely welcomed both by company Boards and by investors. It is for
shareholders and others to evaluate the company’s statement.

While 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 provision 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).

14



PART 1
PRINCIPLES OF GOOD GOVERNANCE

SECTION 1 COMPANIES

A)
1.

DIRECTORS:
The Board

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.

Chairman and Chief Executive

There should be a clear division of responsibilities at the head of the company
between the running of the Board and the executive responsibility for the running
of the company’s business. No one individual should have unfettered powers of
decision.

Board balance and independence

The Board should include a balance of executive and non-executive directors,
such that no individual or small group of individuals can dominate the Board’s
decision taking. Of the non-executive directors, two thirds of these should be
deemed as independent non-executive directors. The Chairman should also be
an independent non-executive director.

Appointments to the Board

There 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.

15



B)

Performance 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

Non-executive directors and executive directors have the same legal duties of
care, diligence and skill. An executive director however, may have a greater duty
than the duty stipulated by law where the contract of services between the
company and the executive director increases his duty of care, diligence and
skill. . -

REMUNERATION
The Level and Make-up of R_evvmune'ratiohvv

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

Procedure

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.

16



C) RELATIONS WITH SHAREHOLDERS

1.

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 shareholders and investors
and encourage their participation.

D) ACCOUNTABILITY AND AUDIT

1.

Financial Reporting

The Board should present a balanced and understandable assessment of the
company'’s position and prospects.: N

Internal Control :
:\

The Board should malntam a sound system of internal control to safeguard

Audit Committee and Audltors
The Board should establlsh 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.

17



SECTION 2: INSTITUTIONAL SHAREHOLDERS
E) INSTITUTIONAL INVESTORS
y Shareholder Voting

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

2. Dialogue with Companies

Institutional shareholders should enter into a dialogue with companies based on
the mutual understanding of objectives.

3 Evaluation of Governance Disclosures
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 their attention?.

* Activism on the part of institutional shareholders in Jamaica has been little developed. To inform
institutional investors who wish to develop a level 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 Sharcholders and Agents - Statement of

Principles” as issued by the Institutional Shareholders’ Committee, September

2002, ( www.investmentuk.org.uk/press/2002/200212021-01.pdf) or
(https://lwww.rrev.co.uk/home/7 %201SC%20statement%200f%20shareholder%20activism.pdf )and ii.
“Institutional Sharcholders Responsibilities™ as issued by the International

Corporate Governance Network, September, 2003
(www.icgn.org/documents/sharecomm-guidelines.pdf)

18



PART 2
CODE OF BEST PRACTICE

SECTION 1 COMPANIES
A. DIRECTORS
A1 The Board

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 1.1 The Board's role is to provide entrepreneurial leadership of the company
within a framework of prudent and effective controls which enables risk to
be assessed and managed. The Board should set the company’s strategic
aims, ensure that the necessary financial and human resources are in
place for the company to meet its objectives and review management
performance. The Board should set the company’s values and standards
and ensure that its obligations to its shareholders and other stakeholders
are understood and met.

A1.2 The Board should meet sufficiently regularly to discharge its duties
effectively. There should be a formal schedule of matters specifically
reserved for its decision. The annual report should include a statement of
how the Board operates, including a high level statement of which types of
decisions are to be taken by the Board and which are to be delegated to

management.
A13 All directors must take decisions objectively in the interest of the company.
A14 As part of their role as members of a unitary Board, non-executive

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

19



A1.5

A.1.6

A17

A1.8

A2

Principle

have a prime role in appointing, and where necessary removing, executive
directors, and in succession planning.

At least semi-annually, the chairman should hold meetings with the non-
executive directors without the executive directors being present. Led by
the senior independent director, the non-executive 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
for reasons other than unresolved concerns.

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

Chairman and Chief Executive

There should be a clear division of responsibilities at the head of the
company between the running of the Board and the executive responsibility
for the running of the company’s business. No one individual should have
unfettered powers of decision.

Code Provision

A21

A2.2

The roles of chairman and chief executive should not be exercised by the
same individual. The division of responsibilities between the chairman and
chief executive should 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 all committees of the board. It should

20



A.2.3

A24

A3

Principle

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 former chief executive officer should
become chairman, the Board should consult major shareholders in
advance and should set out its reasons to shareholders at the time of the
next annual report.

The chairman is 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

The Board should include a balance of executive and non-executive
directors, such that no individual or small group of individuals can dominate
the Board’s decision taking. Of the non-executive directors, two thirds of
these should be deemed as independent non-executive directors. The
chairman should also be an independent non-executive director.

Code Provisions

A.3.1

A3.2

A3.3

individuals, there should' $b§g\
executive and non-executi

S /"" ,' \'

director, lsulndependenih)n character and judgement and whether there are
relatlonshlps 'el?rslrcumstances which are likely to affect, or could appear to

f
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A34

A3.5

A3.6

A4

Principle

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:

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

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

e 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;

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

e _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. ’ '

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

The Board should appoint one of the independent non-executive directors
to be the senior independent director, who should be identified in the
annual report. The senior independent director should be available to
shareholders if they have concerns, which contact through the normal
channels of chairman, chief executive or finance director has failed to
resolve, or for which such contact is inappropriate.

Unless the company is small, no individual should sit on all three principal
Board Committees (audit, nomination and remuneration) at the same time.

Appointments to the Board

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

22



Code Provision

A4

A4.2

A43

A4.4

A45

A4.6

There should be a nomination committee which should lead the process
for Board appointments and make recommendations to the Board. A

majority of members of the nomination committee should be independent
non-executive 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 dealing with the appointment of a
successor to the chairmanship. The nomination committee should make
available its terms of reference, explaining its role and the authority
delegated to it by the Board.

Before making an appointment, the nomination committee should evaluate
the balance of skills, knowledge and experience on the Board and, in the
light of this evaluation, prepare a description of the role and capabilities
required for a particular appointment.

The terms and conditions of appointment of non-executive directors
should be made available to the shareholders for inspection. The letter of
appointment should set out the expected time commitment. Non-executive
directors should undertake in writing that they will have sufficient time to
meet what is expected of them “and conform to the code of conduct
approved by the Board”. Their other significant commitments should be
disclosed to the Board before appointment, with a broad indication of the
time involved and the Board should be informed of subsequent changes.

The Board should set out to shareholders why they believe an individual
should be appointed to a non-éxecutive 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 from
a non-executive director and the performance evaluation should be used
to assess whether the non-executive director is spending enough time to
fulfill his duties. If the non-executive director is offered appointments
elsewhere, the chairman of the nomination committee should be informed
before any new appointments are accepted and the Board should
subsequently be informed of any potential conflicts.

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.

23



A4.7

A48

Ab5

Principle

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

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

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.

Code Provision

A5.1

Ab5.2

A.5.3

A5.4

A.5.5

The chairman is responsible for ensuring that the directors receive
accurate, timely and clear information. Management has an obligation to
provide such information but directors should seek clarification or
amplification where necessary.

The company secretary should be accountable to the Board through the
chairman on all governance matters.

The Board should ensure that directors, especially non-executive
directors, have access 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 chairman, the 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.

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

24



A.5.6

Ab5.7

A.6:

Principle

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.

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.

Performance Evaluation

The Board should undertake a formal and l}‘iigorous annUal evaluation of 'itS‘o\&n
performance and that of its committees and individual directors.

Code Provision

A.6.1

A6.2

A6.3

Performance evaluation of the Board, its committees and its individual
directors should be undertaken at least once a year. The chairman should
act on the results of the perfdrmance evaluation by recognising the
strengths and addressing the weaknesses of the Board and, where
appropriate, appointing new members to the Board or seeking the
resignation of directors. :

L
It is the duty of the chairman to evaluate the performance of the CEO once
a year and report to the board.

The Board should state in the annual report whether such performance
evaluation is taking place and how it is conducted.

A.7: Re-election

Principle

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

Code Provision

AT7A1

Non-executive directors should be appointed for specified terms subject to
re-election and to Companies Act provisions relating to the removal of a
director, and reappointment should not be automatic.
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AT7.2

AT7.3

A74

A8

Principle

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 evaluation that the board is satisfied that the non-executive
director continues to contribute effectively and demonstrate commitment
to the role.

Liability of non-executive directors: care, skill and diligence

Non-executive directors and executive directors have the same legal duties of
care, diligence and skill. An executive director however, may have a greater
duty than the duty stipulated by law where the contract of services between the
company and the executive director increases his duty of care, diligence and

skill.

A.8.1

In order to enable directors to fulfill their duties, the company should adopt
the following best practices:

- the contract or letter of appointment of the director should
set out what is expected of them including the level of
responsibility and time commitimer

- the chairman should provi 68U i accurate, timely and
clear information to Boar‘é‘)member@ fo,give them a fair and
balanced understandmg,;mc relevant issties

- pld themselves

sment
)| Cﬁunes and where necessary,

they have concerns, ensure that these are
é??i“by the Board and to the extent that they
3 Q\t‘f’esolved ensure that they are recorded

26



B. REMUNERATION

B.1

Principle

The Level and Make-up of Remuneration

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 Ibe structured so as to link rewards to

corporate and individual performance.

i

Code Provisions

Remuneration policy

B.1.1

B.1.2

B.1.3

B.1.4

B.1.5

B.1.6

The remuneration committee should provide the packages needed to
attract, retain and motivate executive directors of the quality required but
should avoid paying more than is necessary for this purpose

Remuneration committees should judge where to position their company
relative to other companies. They should be aware what comparable
companies are paying and should take account of relative performance.
But they should use such comparisons with caution, in view of the risk that
they can result in an upward ratchet of remuneration levels with no
corresponding improvement in performance.

Remuneration committees should be sensitive to broader issues, including
pay and employment conditions elsewhere in a group, especially when
determining annual 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 align 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 non-executive 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, 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 leaves the Board. Holding
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of share options could be relevant to the determination of a non-executive
director’s independence (as set out in provision A.3.3).

Service Contracts and Compensation

B.1.7 Notice period should be set at one year or less.

B.1.8 If it is necessary to offer longer notice to new directors recruited from
outside, such periods should reduce after the initial period.

B.1.9 Remuneration committees should consider what compensation
commitments (inciuding pension contributions) their executive directors’
contracts of service, if any, would entail in the event of early termination.
They should, in particular, consider the advapta /es of providing explicitly

in the initial contract for such compensationf. mltments except in the

case of removal for misconduct. In domg\ 3 ould bear in mind the

B.1.10

early termlnatlon cases to the wude
d aim should be to avoid rewarding

B.2 Procedure

Principle

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

Code Provisions

B.2.1 The remuneration committee should have at least three members, the
majority of whom should be independent non-executive directors, and
include the chairman

B.2.2 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
also set the level and structure of remuneration for senior executives. The
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B.2.3

B.24

B.2.5

B.2.6

B.3

Principle

remuneration committee should make publicly available its terms of i
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).

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, excluding the remuneration of the
chairman, which should include the chairman, the chief executive and/or
another executive director.

The remuneration committee should consult the chairman and/or chief
executive about their proposals relating to the remuneration of other
executive directors. The remuneration committee should also be
responsible for appointing consultants in respect of executive director
remuneration.

The chairman of the Board should ensure that the company maintains
contact as required with its principal shareholders about remuneration in
the same way as for other matters.

Disclosure

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

.

Code Provisions

B.3.1

B.3.2

B.3.3

The Board should report to the shareholders each year on remuneration.
The report should form part of, lor 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.

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.

The Board's annual remuneration report to shareholders need not be a
standard item of agenda for AGMs. The Board should consider each year
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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.

C. RELATIONS WITH SHAREHOLDERS

CA1 Dialogue with Institutional Shareholders

Prmc:ple

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 thelr
issues and concerns.

C.1.1 The chairman should ensure that the views of shareholders are
communicated to the Board as a whole. ‘hairman should discuss
governance and strategy with major shar Non-executive directors

shareholders. The senior independent d‘ ctor should attend sufficient

j (eers to listen to thelr views in
order to help develop a
concerns of major sharehol

C1.2 in the al report the steps they have taken to
of theBoard, and in particular the non-executive
el andi ing of the views of major shareholders

mple through direct face-to-face contact,
ngs and surveys of shareholder opinion

C2

Prmc:ple

Boards should use the AGM to commumcate with shareholders and mvestors
and encourage thelr partlclpatlon :

Code Provisions

C.21 Companies should count all proxy votes and, except where a poll 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.
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C.22

C.23

C.24

Companies should propose a separate resolution at the AGM on each
substantially separate issue and should, in particular, propose a resolution
at the AGM relating to the report and accounts.

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 all non-executive directors to attend.

Companies should arrange for the Notice of the AGM and related papers
to be sent to shareholders at least 21 working days before the meeting.

D. ACCOUNTABILITY AND AUDIT

D.1

Principle

Financial Reporting

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

Code Provisions

D.11

D.1.2

D.1.3

D.2

Principle

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.

The Board's responsibility to present a balanced and understandable
assessment extends to interim and other price-sensitive public reports and
reports to regulators as well as to information required to be presented by
statutory requirements. !

The directors should report that; the business is a going concern, with
supporting assumptions or qualifications as necessary.

Internal Control

The Board should maintain a sound system of internal control to safeguard
shareholders’ investment and the company s assets.
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Code Provisions

D.2.1

D.2.2

D.3

Principle

The 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.

Companies which do not have an internal audit function should, every
year, review the need for one.

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 wnth the company s

auditors.

Code Provisions

D.3.1

D.3.2

The Board should establish an audit committee of at least three members,

or in the case of smaller companies, two members, who should all be

independent non-executive directors. At least one member of the audit

committee should be a qualified accountant or should have significant,

recent and relevant financial experience;/\
7

The main role and responsibilities of heiaudit committee should be set out

in written terms of reference and s

formal announcements relating to the
| performance, reviewing significant
ents contained in them.

(¢ mposed of mdependent directors, or by the
%l? to review the company’s internal control and risk
ment systems.
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D.3.3

D.3.4

D.3.5

D3.6

- ensure compliance with applicable governing statutes and
regulations issued by the relevant supervisory authority.

- make recommendations to the Board in relation to the
appointment of the external auditor and to approve the
remuneration and terms of engagement of the external
auditor; such recommendations must take cognizance of the
supply of non-audit services provided to the company by the
external auditor, which could lead to conflict of interest and
impair the external auditor's independence.

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

- review and monitor the external auditor's independence,
objectivity and effectiveness of the audit process, taking into
consideration relevant Jamaican professional and regulatory
requirements.

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

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

The audit committee should review arrangements by which staff of the
company may, in confidence, raise concerns about possible improprieties
in matters of financial 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.

The audit committee should monitor and review the effectiveness of the
internal audit activities. Where there is no internal audit function, the audit
committee should consider annually whether there is a need for an
internal audit function and make a recommendation to the Board, and the
reasons for the absence of such a function should be explained in the
relevant section of the annual report.

The audit committee should have primary responsibility for making a
recommendation on the appointment, reappointment and removal of the
external auditors. If the Board does not accept the audit committee’s
recommendation, it should include in the annual report, and in any papers
recommending appointment or re-appointment, a statement from the audit
committee explaining the recommendation and should set out reasons
why the Board has taken a different position.
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D 3.7 The annual report should explain to shareholders how, if the auditor
provides non-audit services, auditor objectivity and independence are
safeguarded.

The Smith Guidance® on audit committees published in January 2003 is to be used as a

model until a local guide is developed by the Institute of Chartered Accountants of
Jamaica.

SECTION 2: INSTITUTIONAL SHAREHOLDERS*

E. INSTITUTIONAL INVESTORS
E.1 Shareholder Voting

Principle

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

Code Provisions

E.11 Institutional shareholders should endeavour to eliminate unnecessary
variations in criteria which each applies to the corporate governance
arrangements and performance of the companies in which they invest.

E.1.2 Institutional shareholders should, on request, make available to their
clients information on the proportion of resolutions on which votes were
cast and nondiscretionary proxies lodged.

E.1.3 Institutional shareholders should take steps to ensure their voting
intentions are being translated into practice.

E.14 Institutional investors are expected to attend AGMs where practicable.
E.2 Dialogue with companies
Principle

Institutional shareholders should enter into a dialogue with companies based
on the mutual understanding of objectives.

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)

4 See footnote 2
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EZ

E.3

Principle

Institutional 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.

Evaluation of Governance Disclosures

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 their attention.

E.3:1

Institutional shareholders should consider carefully explanations given for
departure from this Code and make reasoned judgments in 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.
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Appendix B

USEFUL LINKS

The websites listed below are useful links which will give current information on

developments in corporate governance:

WWww.jamsja.com
www.cacg-inc.com
www.worldbank.org
www.iod.com
www.iod.org.nz
WWww.carvergovernance.com
www.thecorporatelibrary.com
www.corporatecoach.co.uk

www.jcsa.org.uk



CONTACT US

For more information please contact:

- Mrs. Lola Fong Wright
Chief Executive Officer
lolaf@psoj.org
Tel: (876) 927-6238 Ext: 2258, Fax: (876) 927-5137

- Miss. Stephanie Logan
Communications Officer
stephaniel@psoj.org
Tel: (876) 927-6238 Ext. 2255, Fax: (876) 927-5137

- Mrs. Tanya Pringle
Corporate and Public Affairs Manager
tanyap@psoj.org
Tel: (876) 927-6238 Ext. 2265, Fax: (876) 927-5137
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