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INTRODUCTION

The Jordan Securities Commission (JSC) has developed a country-specific, draft
Corporate Governance Code (Jordanian Code), applicable to private sector, joint
stock companies listed on the Amman Stock Exchange (ASE). Incorporating
international best practices adapted from the OECD Principles of Corporate
Governance (2004) (OECD Principles), the current draft of the Jordanian Code
also incorporates domestic corporate governance norms found in effective
domestic legislation (Company Law, Securities Law) and related regulations, as
well as the ASE Listing Directives.

The balance of this document contains findings, observations and
recommendations designed to assist the JSC in converting the Jordanian Code
into a Corporate Governance Rating Index (CGRI), which can be used flexibly to
achieve multiple corporate governance policy goals and objectives, including
among other things:

e As a JSC “policy monitoring” tool to measure improvements in, and
compliance with, domestic corporate governance norms and best
practices as expressed in the Jordanian Code;

e As an educational and diagnostic tool for listed issuers and their
stakeholders;

e Spur voluntary compliance with higher than legally mandated norms

e Increase public and investment community awareness of issuer
compliance with the Jordanian Code, through the public release of
listed issuer CGRI ratings and/or rankings; and,

e Support corporate governance compliance disclosures, especially
within a ‘comply or explain’ regime.

RECOMMENDATIONS

As the basis for the development of a CGRI in Jordan depends largely on the
structure and content of the draft Jordanian Code, a limited review of the current
draft was performed.

A. Jordanian Code Drafting Recommendations.

A quick review of the draft Jordanian Code reflects solid content and an excellent
effort to adapt the OECD Principles to the domestic Jordanian context, which is
no easy task by itself. Often, however, the most difficult task facing drafters is
the challenge of organizing and presenting the code’s contents in an accessible
manner, which ensures clarity of understanding and its accessibility by corporate
stakeholders. The following recommendations relate to suggested improvements
designed to address this aspect of the draft Jordanian Code.

1. Clearly Distinguish Voluntary Norms, which are subject to the
voluntary ‘comply or explain’ regime. The current draft Jordanian Code
does not clearly distinguish between measures, which are mandatory
under effective Jordanian legislation and those, which are voluntary.
Distinguishing clearly, which categories the various Code provisions
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belong to will ultimately aid corporate compliance with the ‘comply or
explain’ regime.

. Clarify Section Headers and Numbering Scheme, to improve the

clarity of the draft Code’s presentation, and to make its contents more
easily accessible to stakeholders and end-users. To the extent possible,
major high-level sections should be made more consistent with the
organization of the OECD Principles. More frequent use should be made of
subsection headers to clearly identify the Code’s specific areas of domestic
focus. This together with a revised numbering scheme (a three level
numerical scheme is suggested -- e.g. 1., 1.1, 1.1.1, etc.) will help
provide a clearer and consistent structure for the development of the
CGRI and for presentation and disclosure of ‘comply or explain’ results,
which are expected to be published in future corporate annual reports.
The idea behind this is to provide the greatest degree of parallelism and
consistency in presentation to facilitate ease of understanding and future
compliance with the Jordanian Code’s stated norms.

Incorporate Citations, References and Commentary to relevant
OECD Principles and Jordanian Legislation, to facilitate the
educational function and purpose of the Jordanian Code. These elements
are missing from the present draft and are absolute essentials to make
the code an effective working document for end-users. Based on our work
around the world, we have observed that most non-compliance with
corporate governance norms stem almost exclusively from a lack of clarity
and understanding of the requirements and their underlying legislative
sources.

Consider Restructuring or Reorienting the Jordanian Code Around
the Voluntary ‘Comply or Explain’ Norms, to the extent possible. The
ostensible — but not necessarily exclusive - purpose of drafting a corporate
governance code is to set attainable corporate governance objectives and
goals higher than the minimums mandated by Jordanian legislation. A
code where legal minimums predominate leaves no room for promoting
attainable improvements on a voluntary basis. A reasonable balance
should be struck between mandatory and voluntary provisions. Thus, the
primary drafting and organizational effort should be centered around the
voluntary ‘comply or explain’ provisions. Notwithstanding this, the
mandatory requirements should be retained in the Jordanian Code-- as
either commentary or introductory background to the various voluntary
code provisions themselves. A code drafted using this approach will lay a
clear and consistent foundation for the organization of the CGRI process,
and for the disclosure of issuer compliance with the ‘comply or explain’
regime in their annual reports.
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B. CGRI Drafting Recommendations

A preliminary draft CGRI questionnaire has been developed for discussion
purposes based upon the current draft Jordanian Code. The purpose is to
demonstrate SABEQ’s CGRI design methodology and strategy as further
described below.! The preliminary draft CGRI questionnaire can easily be
adapted and/or modified by JSC staff as they move toward their finalization of
the draft Jordanian Code.

1. Commercial CGRI Product Limitations. SABEQ’s recommendations for
the design of a Jordanian CGRI are intended to overcome the limitations
reflected in most all of the commercially available corporate governance
products. These limitations include, among others:

o High Cost / Complex Methodologies

e Scoring Results Not Always Public

e Varied Corporate Governance Focus

o Methodologies Not “Monitoring Oriented”

o Cross-Border Comparisons Are “One Size Fits All”
e OECD and Country Specific Norms Not Assessed

2. SABEQ CGRI Questionnaire Strategy. SABEQ’s CGRI questionnaire
strategy is designed to complement the Jordanian Code and to support its
implementation by listed ASE issuers. The questionnaire is conceptually
designed to track most of the key voluntary ‘comply or explain’ provisions
of the Jordanian Code, which listed issuers will be required to disclose in
their future corporate annual reports.

3. The CGRI Questionnaire Should Be Electronically Filed with the JSC
in conjunction with the annual reporting cycle, using an MS Excel or Adobe
PDF format, at least, initially before an electronic filing system is
implemented. Filing the questionnaire in an electronic format will make it
possible to collect the raw data and calculate scoring without resort to a
time consuming manual process.

4. The Choice of CGRI Measures Should Reflect A Policy Driven
Perspective, and Establish Voluntary Best Practices Higher Than
Legally Mandated Minimums. It is not necessary that the questionnaire
cover each and every voluntary ‘comply or explain’ element of the
Jordanian Code. The JSC should, however, consider carefully, which
elements they wish to prioritize or emphasize from a policy perspective.
The focus should be on defining CGRI questionnaire measures, which
reflect an attainable improvement in Jordan’s corporate governance
practices beyond the legally mandated minimums, and on a voluntary
basis.

' SABEQ's preliminary Draft CGRI is attached hereto as Exhibit A. An overview presentation of the use of CGRIs world wide is
attached hereto as Exhibit B.
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5. The CGRI Should Be Monitoring and Benchmark Oriented. CGRI
response data should be collected over time to enable meaningful
comparisons in Code compliance. The JSC should use the CGRI to monitor
and identify code compliance gaps, which may require adjustments in
corporate governance policies and other disclosure related directives.
Although the CGRI can and should be adjusted over time as policy
priorities shift, or code provisions are amended, frequent year-on-year
changes in CGRI measures are to be avoided. Issuers will also require
several yearly cycles to adjust their corporate governance practices.

6. CGRI Measures Should be Objective, Easily Quantified and Scored.
Linguistically, each CGRI measure should be drafted as an affirmative
(Yes/No) question or statement, reflecting a Jordanian ‘best practice’ as
derived from the voluntary ‘comply or explain’ components of the Code.

The question or statement should be drafted objectively -- the practice
either exists or is implemented, or it is not. Subjective questions should
not be used. As such, only ‘yes’ answers will be scored and awarded a
weighted or un-weighted value. ‘No’ answers are not scored, and will
subsequently require further explanation in the listed issuer’s annual
report under revised disclosure directives. (No further explanation is
required in response to the questionnaire.)

As noted previously, several cycles may be required to see changes and
improvements in CGRI responses. Early CGRI results should also be
expected to produce low compliance scores, however, improvements will
be registered quickly over subsequent cycles as issuers discover what best
practices may be easily introduced to yield an improved score and
ranking.

7. Each CGRI Measure Should Include a Brief Narrative ‘Justification’
to educate stakeholders as to the policy objective and/or best practice
recommended by each measure to facilitate the educational function and
purpose of the questionnaire.

8. Each CGRI Justification Should Also Include Clear Citations to the
OECD Principles, Jordanian Legislation and Jordanian Code.
Combining narrative justifications with citations essentially converts the
CGRI questionnaire into an effective work plan for the improvement of
issuer corporate governance practices.

9. Weighted Scoring. Depending on their relative importance and policy
priority, weighted scores can be assigned either to individual questions or
to whole CGRI category components. SABEQ’s preliminary draft CGRI has
assigned illustrative weightings only by corporate governance category
and in relative proportion to the voluntary provisions identified in the draft
Code. The preliminary draft contains 50 Yes/No questions, each worth 2
points, and is designed have a total aggregate raw scoring of 100 points,
distributed among 5 identified corporate governance categories, as
follows:
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CATEGORY NUMBER OF CGRI PERCENTAGE
QUESTIONS
1. BOARD STRUCTURES AND POLICIES 25 50%
2. STAKEHOLDER POLICIES 5 10%
3. SHAREHOLDER RIGHTS 5 10%
4. FINANCIAL DISCLOSURE & TRANSPARENCY 5 10%
5. AUDIT STRUCTURES & POLICIES 10 20%
TOTALS 50 100%

10. Public Scoring Presentation. To increase public and investment
community awareness of issuer compliance with the Jordanian Code, the
CGRI raw data, weighted scoring (total and sub-categories), and ratings
should be publicly disseminated to the investment media via the JSC and
ASE websites. Given that the CGRI is based on the voluntary ‘comply or
explain’ elements of the Jordanian Code, this should pose no policy issues
for the JSC -- especially as issuers will ultimately be required to disclose
the same information, albeit in a slightly different format in their annual
reports. If this should still prove problematic, the raw scores can be
converted into percentile rankings, which will still permit public
benchmarking and ranking of issuer compliance with the CGRI.

C. Drafting Recommendations to Poll Jordanian Legislative Compliance

This section addresses the JSC’s expressed desire to design a questionnaire to
measure ASE listed issuer compliance with Jordanian Legislative norms
(Legislative Compliance). With few exceptions, the basic recommendations
applicable to the design of a CGRI under the ‘comply or explain’ regime remain
valid for the design of a Legislative Compliance questionnaire — namely,
Recommendations B3, B5-B8. The following observations and recommendations
relate to issues which warrant further consideration and discussion:

1. The JSC Should Identify and Prioritize a Limited Number of
Compliance Related Measures to Survey. As with the CGRI
Questionnaire, not every compliance-related measure needs to be
surveyed. It is recommended that not more than 15 — 20 high priority
issues be surveyed.

2. Collect Legislative Compliance Data Anonymously. Listed issuers
may be reluctant to complete surveys, accurately or honestly, if non-
compliant responses were to be used as admissions of violations, which
would result in JSC enforcement actions. The best way to address this
would be to collect legislative compliance data anonymously, and to
communicate to issuers that such data will not be used as the basis for
any enforcement action.
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Use Legislative Compliance Data to Determine Policy
Effectiveness. The data should be used to monitor and identify Jordanian
legislative compliance gaps, which may require legislative and/or
regulatory adjustments in corporate governance and disclosure policies.

Public Presentation of Results. Unlike the detailed disclosure of
‘comply or explain’ CGRI results, legislative compliance data results should
be disclosed publicly only in aggregated form. The public disclosure of
aggregated results could be used as an effective JSC deterrent tool to
increase corporate compliance with mandatory norms -- especially if
coupled with public JSC announcements that it will focus increased
scrutiny in areas of weak surveyed compliance.
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APPENDIX A — PRELIMINARY DRAFT CGRI
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Sustainable Achievement of Business Expansion and Quality
Salem Center, Sequleyah Street
Al Rabieh, Amman
Phone: +962 6 550 3050
Fax: +962 6 550 3069

Web address: http://www.sabeq-jordan.org




