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1. THE COMMITTEE

1.1 Purpose

In accordance with paragraph 74 of the Insurance Regulations, 2001, and in service to IronRock Insurance
Company Limited (the “Company”), the Corporate Governance Committee (the “Committee”) shall on
behalf of the Board of Directors (the “Board”) monitor corporate governance standards throughout the
Company and ensure compliance with current regulatory requirements pertaining to corporate
governance.

1.2 Membership

The Committee shall consist of at least three (3) members, all of whom must be non-executive directors,
and the majority of whom must be independent directors.

The Board shall, at their first meeting following each Annual General Meeting (“AGM”), appoint members
of the Committee, and a Committee Chairperson who shall be an independent non-executive director.
Any member who ceases to be a director of the Company, shall immediately cease to be a member of the
Committee. In the absence of the Committee Chairperson, the remaining members present shall elect
one of themselves to chair the meeting.

The Board shall keep under review the members of the Committee and shall ensure that all the committee
members remain independent. At any time, any member of the Committee can be removed by the Board
in its sole discretion. Appointments to the Committee shall be for a period of twelve (12) months, which
may be extended by the Board. Members shall be appointed annually at the meeting of the Board
immediately following the AGM of the Company.

Only members of the Committee have the right to attend Committee meetings. However, the Committee
may invite other persons to attend meetings.

1.3 Meetings

The Committee shall meet as often as it determines appropriate, but shall meet at least twice each year.
Further, the Committee shall meet upon the request of a Committee member.

Written notice of each meeting will be given to all members of the Committee and such notice shall
include an agenda for the meeting in question and a copy of the minutes of the previous meeting. Any
written material relating to the individual agenda items shall, to the extent possible, be forwarded to the
members together with the notice convening the meeting.

Under special circumstances, a committee resolution may be passed over the phone or in writing.
1.4 Minutes
The Committee shall keep minutes of each meeting which shall be signed by the Chairperson of the

Committee. Minutes of Committee meetings are to be circulated to all members of the Committee before
the next meeting of the Committee.
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1.5 Quorum
The quorum for a meeting is two (2) members.

A duly convened meeting of the Committee at which a quorum is present shall be competent to exercise
all or any of the authorities, powers and discretions vested in or exercisable by the Committee.

1.6 Remuneration

Each member of the Committee shall receive a fixed annual remuneration to be determined by the Board.
1.7 Reporting

The Chairperson of the Committee shall report the findings of each Committee meeting at the following
meeting of the Board, along with any key actions taken by the Committee or recommendations being

made to the Board.

Material presented to or prepared by the Committee will be available to all members of the Board upon
request.

1.8 Independent advisors

The Committee may engage independent advisors as it determines necessary to carry out its duties and
shall have appropriate funding as determined necessary by the Committee for the fulfilment of its tasks
and duties.

1.9 Charter evaluation

Once a year, the Committee shall review this charter to ensure that the charter’s requirements are:

1. consistent with current laws and regulations; and

2. pertinent to the Company’s strategic goals and objectives.
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2. COMMITTEE RESPONSIBILITIES

2.1 Corporate governance

The Committee shall assist and guide the Board in monitoring the Company’s corporate governance
standards by accepting the responsibility to:-

1. monitor developments and advances in corporate governance and regulatory requirements and
make recommendations for their adoption to the Board;

2. monitor and review the Company’s overall corporate governance practices and submit
recommendations to the Board for their improvement or amendment;

3.  monitor the composition of the Board and its committees, ensuring that they comply with all
regulatory requirements;

4. evaluate the adequacy of this charter and recommend any proposed changes to the Board; approve
the Corporate Governance Statement for inclusion in the Company’s Annual Report to its
shareholders;

5. ensure that there is accurate, timely and full disclosure of all material information regarding the
Company’s operations to the Company’s stakeholders and regulators;

6. develop a process for evaluating the structure, size, composition and performance of the Board and
its committees and execute this review once a year — reporting the to the Board and making
recommendations for improvement as appropriate;

7. ensure the suitability of the orientation seminar for new directors and recommending and arranging
programs for continuing development and training of directors; and

8. ensure that directors with conflicts of interest do not attend and vote at meetings where they may
potentially influence the vote on a resolution or transaction related to their conflict of interest.

2.2 Related parties

The Committee shall assist and guide the Board in monitoring related parties to the Company by accepting
the responsibility to:-

1. be cognizant of the persons and entities that are related parties and ensure that connected
individuals and entities are made known to the directors and senior management;

2. monitor the Company’s fiduciary functions with a view to identifying situations which create
potential conflicts of interest and help avoid such situations;

3. establish written procedures for the Company to proactively identify potential conflicts of interest
and prevent such conflicts;

4. atleast once a year, provide a written report to the Board on:
a. securities that were issued during the year by the Company or a connected party; and

b. securities held in trust or estate by the Company as a fiduciary during the immediately
preceding financial year;
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2.2

Related parties (cont’d)

monitor all related party transactions to ensure that such transactions are appropriate and in the
best interest of policyholders;

review and provide written approvals for transactions between the Company and any related party,
ensuring that these transactions are not contrary to the prohibitions set out in Regulations 82 to 86,
and ensuring all approvals are recorded in the minutes and reported to the Board;

maintain a list of all parties that are related to the Company, including:

a. all directors and officers of the Company;

b. all affiliated entities, and any entities owned or controlled by affiliates;

c. all directors or officers of affiliated entities or entities owned by affiliates;

d. all shareholders owning 10% or more of the non-voting shares of the Company;

e. all parties owning or controlling, directly or indirectly, 10% or more of any class of voting

shares of IronRock Insurance or any of its affiliates; and

f. spouses of individuals who are related to the Company, or any of its affiliates, who occupy
the same house as the related party.

2.3 Preventing conflicts of interest

The Managing Director shall write to all directors and officers of fellow subsidiary and affiliated companies
to advise them of their obligations to declare all transactions between themselves and the Company to
the Committee.

All material transactions between the Company and any related party should be approved by the
Committee.

All transactions between the Company and any related party should be, and be seen to be, transparent.

2.4 Evaluating related party transactions

The Committee in its duties shall be responsible for evaluating related party transactions in line with the
below guidelines:-

the Managing Director or the Director of Finance is to submit a list of all prospective transactions
involving related parties to the Committee for approval before the transaction is undertaken;

the Committee will then refer to the list of related parties to identify whether the party to the
transaction is in fact a related party; and

the approval criteria stated below will be utilised in making the decision to approve the transaction.
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2.5 Approving related party transactions

In approving a related party transaction, the Committee will consider the following questions:-

is the transaction being carried out in the normal course of the Company’s business?

what is the implication of the transaction on the Company, is it in the best interest of the Company?
what is the value of the transaction?

is the transaction at fair market value?

is the transaction value significantly different from fair market value?

is the transaction permissible under the regulations of the Insurance Act 2001?

N oo ok~ w DN e

is the transaction in compliance with the Insurance Act and Regulations 2001 in all other respects?
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3. APPENDIX — INSURANCE REGULATIONS

3.1 Paragraph 74

122
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THE INSURANCE REGULATIONS, 2000

case may be, 10 consider any matters which the auditor, member or director
believes should be brought to the registered insurer’s directors or members,

T4 —{1) The directors of a registered insurer shall clect from among
themselves a committee consisting of at least three directors, to be known as
the conduct review committee.

(2} The conduct review committes shall establish written procedures
with a view to identifving situations which create potential conflicts of
interest and preventing such conflicts.

T5. The direciors of & registered insurer shall, ai their first investmeni and
directors” meeting following each annual general meeting, establish a
commitiee to be known as the investment and loan committee consisting of
noi less than three persons, at least one of whom shall be an officer of the
company bul the majority of the members shall not be officers or employees
of the company or an associated company.

T6,—{1) An actuary is qualified to be sppointed in the office of actuary of
a registered insurer if he is 2 fully gqualified professional member of an
actuarial body accredited by the International Actuarial Association and
recognized by the Commission which shall publish an annual list of the
Actuarial Associations recognized by it

(2} Where an actuary is qualified only in respect of either life and
health insurance business or general insurance business, he shall be qualified
to hold the office of actuary only in respect of the business for which he is
gualified.

{3} The chief executive officer or chief operating officer or a person
performing like functions may not be appointed or hold the position of
actuary of @ company unless authorized in writing by the Commission.

{4) An authonzaton under paragraph (3} shall have effect for such
period as 15 specificd theren and shall ccase to be in effect on the day so
specified, being a date not later than six months after it is issucd, and a person
sppointed or holding the position of actuary pursuant to the authorization
shall not hold that position after that day.

{5) The chief financial officer or a person performing like functions
may not be gppointed as or hold the position of actuary of a company
unless—

(a) the audit commitiee of the company has provided the Commizssion
with a written statement indicating that it is satisfied that the duties
of both positions in the company will be adequately performed and
that the actuarial duties will be performed in an independent
manner; and

() the appointment or holding of the position is auwthorized by the
Commizsion, which may be granted subject o such limitations and

[The mclusion of tis page is sothonzed by LM, 33AZMIE]
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3.2 Paragraphs 82 - 86
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THE INSURANCE REGULATIONS, 2001

(15} The Commission may appoinl an actuaey to value the matters
referred to in paragraph (13), in relation to a company if the Commission 15 of
the opinion that the appointment is necessary and a person so appointed shall
not be an actuary of the company,

(16) The expenses ncurred in carrying out a valuation under
paragraph {13} are payable by the company on being approved in writing by
the Comimission,

{17y On the request of the actuary of a companty, the present or
former directors, officers, employees or representatives of the company shall,
to the extent that they are reasonably able to do so—

{a) permit access to such records as are held by the company; and

(b provide such information and explanations as are, in the opinion of
the actuary, necessary to enable the actuary fo perform the duties
of actuary of the company.

(18) A person who in good faith makes an oral or written
communication under paragraph (17) shall not be liable in any civil action
arising from having made the communication,

T7. The Actuary's Report shall be in the form set out in Schedule 13,

T8, In performing his services, the Actuary shall adhere 1o and be guided
by the Actuarial Regulations, 2001, and any Guidelines, Technical Papers and
Bulletins izswed by the Commission.

79, An auditor is qualified to be appointed to the office of awditor of 2
registered insurer if he is a fellow in good standing of the Institute of
Chartered Accountants of Jamaica,

80, A registered insurer shall—

(2) ensure that its aoditor, or one of them if more than one, is also
auditor of any of its subsidiaries; or

(#) deliver 1o the Commission a written explanation 1o the satisfaction
of the Commission of why it is unable to ensure that resull,

#1. The Conduct Review Committee shall provide the Commission with a
copy of the written procedures adopted pursuant to these Regulations within
thirty days after the Committes is constituted,

#2.—{1) In this regulation—

“related party” means a person who—
{a) is a director or officer of the insurance company or any of its
affiliate;
(&) is an employee of the insurance company or its affiliate and is a
member of a prescribed class of employees;

[Thaz imclusion of this page is asthorimed by LN, 31400047
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THE INSURANCE REGULATIONS, 2001

owns directly 10% or more of the non-voting shares in the entity,
not counting any non-cquity shares in the case of a credit union;
owns or controls, directly or indirectly, 10% or more of any class
of voting shares in the company or im its affiliate, but is not an
affiliate of the company;

is an affiliate of the company and—

(i) is not a wholly owned subsidiary corporation of the
company; and
(i) iz not an insurance cofmpany or extra-territorial corporation

that is a holding company that wholly owns the insurance
business;

is a corporation in which the insuramce business or its affiliate

owns or controls, directly or indirectly, 10% or more of any class

of voting shares;

owns or controls, directly or indirectly, a 10% or greater interest in

& joint venture in which the insurance business or its affiliate also

owns or controls, directly or indirectly, & 10% or greater intenest;

owns of controls, directly or indirectly, a 10% or greater interest in

a partnership in which the entity or its affiliate also owns or

controls, directly or indirectly, a 10% or greater interest;

is a sole practitioner who is an audiior of the insurance company;

is actively engaged in auditing the insurance compeny and is a

partner in a partnership that is an awditor of the insurance

company;,

is a director, officer or member of a prescribed class of employees

of a corporation that is a related party under sub-paragraph (¢) or

(d);

is 8 spouse of an individual who is a related party under sub-

paragraph (a2}, (), (£) or (@) and occwpies the same home as that

persom;

() is a relative or an individual or the spowse of an individual who is a

(n)

related party under sub-paragraph (a), (B), (£} et (d), and occupies
the same home as that person;

is a corporation in which a person who is a relaied party under any
of sub-paragraphs (a) to (k) and () to (m) or under paragraph (2)
haz or controls, directly or indirectly, more than 50% of the votes
that are attached to the outstanding voting shares of the corporation
and that may be cast in the election of the directors.

(2) A related party includes an individual who, having been a related

party under sub-paragraph (1) {a), (B), (), () or (¢) of an insurance business
ceases bo be one under that paragraph, nevertheless continues for the purposes

[Tk inchesicim of this page W aullionged by LN 3387008
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THE INSURANCE REGULATIONS, 2001

of this Part to be a related party of the insurance business for the twelve
months commencing on the date the individual ceases to be a related party
under sub-paragraph (1)

(3} Excepl as provided in this regulation, an insurance company that
holds money as a fiduciary shall not—

{a) inwest that money in securities issued by the insurance company or
by its related party; or

(&) use that money in any transaction with any such related party,

{4) An insurance company may act as a fiduciary in one or more
trusts or estates in which there are securities issued by the insurance company
of its related party if the securities were-—

{a) acqguired by the person for whom the financial institution acts as a
fiduciary; or

(b} held in the trust or estate before the insurance company assurned
responsibility as 2 fiduciary.

(5) If an insurance company acts as a fiduciary in one or more trusts
or estales in which securities are held that were issued by the insurance
company or by its related party, the insurance company shall not sell or vote
the securities or refuse an offer for them without first receiving the written
approval of the conduct review commitiee which shall enter the reasons for
the sale, vote or refusal in its minutes,

(6) The conduct review committes at least anmually shall provide a
written report to the directors of the insurance company on securilies that
have been—

{a) issued by the insurance company or by its related party; and

() held in a trust or cstate by the insurance business as a fiduciary
during 1is immediately preceding financial year; and the conduct
review committee shall, in the report, give the reasons for any
approvals given or denied under paragraph (5) during that financial
year.

(7) MNotwithstanding that paragraph {3) would otherwise prohibit it
from doing so, an' insurance company or its related party may carry out an
express of a specific permission or a direction that is—

(a) made by a court; or

(6} contained in an instrament creating a fiduciary duty to purchase or
sell securities of the insurance company or of the related party ar o
enler inlo & wansaction with the insurance company or a related
party of the insurance company, as the case may be—

[The inchesmom of the page w aulthorzed by LN, 31A005]
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THE INSURANCE REGULATIONS, 2000

(7) if the insurance company or related party does so as a
fiduciary, to make an investment in a bond, note or other
evidence of indebtedness that is issued by the insurance
company or by the related party, as the case may be, and
for which there is market recognized by the Commission;
or

(i) if the insurance company or related party does so as a
fiduciary, to make an investment o enter N0 & Wansaction
- in which one or more co-fiduciaries of the insurance
(_. company or related parry can direct and has or have
directed that the investment or transaction be made without

the agreement of the insurance company or related party,

(8} An insurance company of subsidiary of an insurance company,
shall not, directly or indirectly—

{a) give insurance business to its related party by way of loan,
guarantes, the provision of sccurity or otherwise; or

(&) enter into any other transaction with any such related party, other
than as permitted under regulation &3,

{9) A related party of an insurance company shall not, directly or
indirectly— .
(@) pgive insurance business to an insurance business by way of loan,
guaranies, the provision of security or otherwise; or

(8] enter info or carry out & transaction with the insurance company or
with its subsidiary,
{10} An insurance company or its subsidiary shall not divectly or
indirectly—

(@) enter into or carry out a specific transaction approved under
regulation &4 by the conduct review committee of the insurance
company for consideration thar is materially greater or less then
the fair market value specified in an approval given under that
repgulation by the comduct review commitiee; or

(b} enter into or carry out a transaction in a class of transactions
approved under regulation 84 by the conduct review committee of
the insurance company that is for a consideration materially greater

O or less than the fair market value.

(11) Whether or not the transaction would otherwise be permitted
under regulations B3 and 84 but subject to paragraph (12), an insurance
company or its subsidiary, shall not, directly or indirectly, enter into insurance
business with a related party of the insurance company that consist of
gccounts receivable, loans or security instruments including assets subject to
an agreement to repurchase if, immediately following the transaction, the
aggregate amount that is—

—r

|The inclusion ol this page i setborzed by 1.8, 31A02IHIE]
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128 THE INSURANCE REGULATIONS, 2001
(@) outstanding under transactions described in paragraph (3) (a); and

(b) due from the related parties to the financial instifution, does not
exceed 5% of the value of the assets of the insurance company and
its subsidiary.

(12) Paragraph (f) does not apply in respect of a transaction
described in that paragraph that, at the time it is entered info, s a specific
transaction or a class of transactions, consented to im writing by the
Commission.

{13) Whether or not the transaction would otherwise be permitted
under regulations &3 or B4 but subject to paragraph (14), an insurance
company or related party of an insurance company shall not, during any 12
month period, dispose of, to related parties of the insurance company, assets
having an aggregate value in excess of 10% of the value of the assets of the
insurance company, a5 shown in its most recently audited financial
slatements.

(14) Paragraph (13) does not apply in respect of a fransaction
described in that regulation that, at the time it is entered into, is a specific
transaction or a class of fransactions, consented to in writing by the
Commission.

el 83. When otherwise permitted to do so and not prohibited from doing so
pemmilzE. by regulation 82, an insurance business or its subsidiary may —

(a) pav or confer a salary, fee, stock option, pension, benefit or
ingentive benefit 1o a director or officer of the insurance company,
of 1o a person who is in the class of employess prescribed for the
purposs of regulation 82 (1 ) (£);

{b) provide to related parties of the insurance company, at not less than
fair market value, services or products that the insurance company
or the subsidiary also provides in the ordinary course of its
husiness to the public or, in the case of & credit union, to its
members;

{c) if the aggregate amount owtstanding under all loans (o an insurance
company will not exceed the prescribed amount, counting the
amount of the infended loan, make a loan to an individual who 15 a
related party of the insurance company under paragraph (1) of the
definition of related party in regulation £2; or

{d) buy from, or sell to, a related party of the insurance company, for &
nominal amount, within the meaning of that regulation, property or
services having a falr market value that does not exceed that
nominal amount,

[The iclusion af s pape is saborized by LA 3542005
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THE INSURANCE REGULATIONS, 2001 125

84.—(1) When otherwise permitted to do so and not prohibited from Sede me
doing s0 by regulation 82, a financial institution or a subsidiary of it may enter pris

into & transaction with a related party of the insurance company if the e
transaction, at the time it is entered into, is —

(&) aspecific transaction; or
() ina class of transactions,

approved in writing for the purpose of this regulation by the conduct review
committee of the insurance company.

(2) Subject 1o paragraphs (3) and (4), the conduct review commities
of an insurance company may give written approvals for the purpose of this
repulation.

(1) The conduct review commitice of an insurance company shall
not approve a specific ransaction or class of transactions for the purpose of
this regulation unless the specific transaction or the class of transactions, as
the case may be, meets each of the following requirements—

{u) it is not within a class of restricted transactions prescribed for the
purposes of this regulation;

{f) 1t does not involve the purchase or sale of an interest in land other
than—

(1) aleazehold interest; or
(1i) a prescribed interest;

{c) 1t does not involve the transfer of & leasehold imterest in land, if, on
or after transfer any person having a right to occupy the land under

the lease has that right for @ term, of for successive rencwal terms,
in excess of 30 years;

() it does not involve an exchangs of one or more security
instruments issued by the insurance company or its subsidiary for
one OF More security instruments izsued by a related party of the
insurance company at a time when any of the securities exchanged
does not trade on & market recognized by the Commission;

(e} it is consistent with, or reasonably ancillary to, the usual business
of the insurance company or of its subsidiary, as the case may be;

() it is in the best interests of the insurance company or, if entered into
by its subsidiary, in the best interests of both the insurance
company and the subsidiary.

85, The conduct review committee shall not approve a specific ransaction  ™=r=
for the purposes of this regulation unless satisfied on reasonable grounds—

{a) that the trensaction will be entered into and carried out for

The inclusion of dus page is suthorized by LN, 13A2005]
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THE INSURANCE REGULATIONS, 2001

consideration-—

(i) paid by the insurance company or by its subsidiary that is
not matenally greater than the faic market value; or

(i) received by the insurance company or by its subsidiary
that iz not materially less than the fair market value; and

(&) in the case of a transaction involving a loan or loans by the
financial institution or its subsidiary, that—

(i} the loan or loans will be secured by a charge on property
which property has fair market value that is not less than
100%% of the principal emount of the loan or loans and, if a
higher percentage than 100% prescribed for the purpose of
this paragraph, is not less iban that prescribed higher
percentage of the principal amount of the loan or loans:
and

(ii) the property charged as security for the loan or loans is not
in the category of low guality assets as that category s
defined by regulation,
and, if the conduct review committes is satisfied as to the matters et out in
paragraph (a) or (A} or both, as applicable, it shali specify in the approval the
amount that constitutes the fair market value for the purposes of paragraph (a)
or (&) or both, as applicable.

#6.—(1) A related party of an insurgnce company who, directly or
indirectly, is interested in a transaction or peoposed transaction with the
inswrance company of with its subsidiary for which, under the Act—

{a) approval of the conduct review committes of the insurance
COMpany;, or
&) the consent of the Commission,

15 reguired, shall disclose in writing 1o the directors of the insurance company
the natere and extent of the related party's interest in the transaction.

{2} Wotwithstanding paragraph (1), if an individual (the “first
individual™} is directly or indirectly interested in the transaction described in
that paragraph and is a related party of the insurance company only because
of being a relative of—

{a) anindividual (the “second individual™); or
{h) the spousc of the second individual,

who is a related party under regulation 82 and who occupies the same home as
the first individual, as set out in that regulation, then—

[The inchesaos of this page & aulhonged by LN, 33A005]
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THE INSURANCE REGULATIONS, 2004

(i) paragraph (1) does not apply to the first individual; and

(if) the secomd mdividual must disclose in wriling o the
directors of the insurance company the nature and extent of
the first individual's knowledge.

{3) A person who 15 a director or officer of a financial insttution,
and—

{a) is also & director or officer of; or

() owns or controls, directly or indirectly, 50% or more of the votes
thai are attached to the outstanding voting shares, n,

a corporation that is mterested in a transaction or proposed transaction with the
insurance company or with its subsidiary, shall disclose in writing o the
directors of the insurance business that person's relationship with the
interested corporation and the namre and extent of the interested corporation’s
interest in the fransaction or proposed transaction,

(4) The disclosure lo the directors of the insurance business that is
required by paragraph (13, (2) or {3) shall be entgred 10 the minutes of the
directors of the insurance company.

(5) If the person whao is required by paragraph (1), (2) or (3) to make
a disclosure to the directors of the insurance compeny is a director of the
ingurance company or of a subsidiary of an insurance company—

(@) that person shall make the disclosure at the first meeting of the
directors of the imsurance company after the matter reguiring
disclosure becomes known to that person;

(&) if a meeting described in sub-paragraphs (1) to {iv) occurs at the
same time as or after the mater requiring disclosure becomes
known to that person, then—

(i) that person shall alse make the disclosure at the meeting of
the directors al which the tansaction or propesed
transaction is first considered;

(it} if that person or the interested corporation of which that
person is a director, was not, at that first meeting,
interested in the proposed transaction, that person shall also
make the disclosure at the firsi meeiing of the direciors
after that person or corporation becomes interested;

(w1} if that person becomes interested, or becomes a director of
an interested corporation after the transaction is proposed
or entered into, that person shell also make the disclosure
at the first meeting after becoming interested or become a
director; or

|The inclirsion of ghis paye = aulhonzed by LM, JIARMNE]
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(1v) if @ person who 15 imerested or is a director of a corporation
that is interested in the transaction or proposed transaction
later becomes a director of the insurance company, that
person shall also make the disclosure at the first meeting
after becoming a director of the insurance company.

(6} If the person who is required under paragraph (1}, (2) or (3) o
make a disclosure to the directors of an insurance company is not a director of
the insurance company or of its subsidiary, that person shall make the
disclosure immediately after the interest requiring disclosure becomes known
to that person, whether or not the insurance company has already proposed or
entered into the transaction at that time.

(7) If a person who is imerested in a transaction or proposed
transaction becomes a related party of the insurance company after the
transaction 1&g proposed or entered into by the insurance business, thal person
shall make the disclosure required under paragraph (1), (2) or (3) immediately
after the interest requiring disclosure becomes known to that person.

{B) A director required to make a disclosure under paragraph (1), (2)
or (3) shall not—

{a) take part in the discussion or vote on any resolution to approve a
ransaction in relation to which the disclosure is required;

(&) be present al any meeting of the directors while the directors are
dealing with the matter; or

(c) influence or atmempt in any way to influence the voling on any
resolution o approve a transaction in relation to which the
dizclosure is required,

PART IX—udspect of the Standard Accounting Practice

Creneral Insurance Comparies
Inerpectcias. 87. In these Regulations —

“time apportionment method” means a method whereby each
premium is apportioned over the period that it covers whereby
the uneamed premiums reserve is the aggregate of the
uncamed premiums, calculated on a pro-rata basis, in respect
of the unexpired periods of the respective insurance policies at
the end of the financial period,;

“1/24th method™ means the method —

(a) whereby uneamed premium reserve at the end of the financial
period 15 the ageregate of the unearned premiums calculated on a
muonthly pro-rata basis, in respect of the mplrﬂd periods of the
insurance policies at that date; and

-
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4. APPENDIX - IR-GUID-06/10-0008

4.1 Information Bulletin — Related Party Transactions and Conflict of Interest Procedures

IR-GUID-06/10-0008

Information Bulletin — Related Partv Transactions and
Conflict of Interest Procedures

This bulletin applies to all companies registered to conduct insurance business in
Jamaica.

A. Background

Related party fransactions are a complex issue for supervisory agencies. These
transactions are troublesome because unlike normal transactions in the market place
where two independent parties negotiate terms and prices to their satisfaction before a
transaction is consununated; related party transactions do not involve independent
parties. As a result, there is concem by supervisors of financial institutions that related
party transactions have the potential fo be consummated af prices other than fair value
and may not be in the best interest of the supervised entity.

This is not merely a theoretical concern. World wide, supervisors of financial mstitutions
have often seen financial entities, including msurance companies, raise funds from the
public and then rather than wisely invest the funds. move them to a parent or associated
company. From there, the funds are channeled info various entrepreneurial enterprises,
many of which will not generate sufficient cash flow fo repay the obligations of the
financial mstitution. A significant proportion of financial institution failures have, in

fact, been the result of inappropriate related party transactions. In fact, a study from the
United States found that inappropriate related party transactions were a major factor in
over one third of bank insolvencies.

The mappropriate movement of finds to related parties can take a number of forms
including:

¢ Fxcessive dividend pavments to the parent company relative to the income of the
INSUANCE COMpPany,

¢ Investments. loans or deposits to a parent company or other related party at less
than market rates of return;

» The extension of credit to a parent company or other related party with no serous
aftempts to collect the outstanding receivables;

¢ Sales of assets of services to a pagent company of other related party where the
sales price is less than market value;
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»  Asset or service purchases from a parent company or other related party where
the price of the asset or service is in excess of market value;

¢  Management agreements with the parent company or other related partv where
the management fees are greater than what a third party manager would charge
for the same service;

* Renfal agreements with the parent company or other related party where the rent
paid (received) is greater (less) than fair market value;

e Joint ventures with the parent company or other related party that are structured
such that the insurance company pays a high proportion of the costs. but receives
a low proportion of the benefits; and

* Loan guarantees on behalf of the parent company or other related party with no
guarantee fee being charged.

At the same ftime it is recognized that a number of insurance companies in Jamaica are
members of groups of compamies. In this context, it makes economic sense for these
insurance companies to transact business with their associated companies. From an
econonuc perspective, it is clear that an insurance company that requires deposit services
would prefer to obtain those services from an affiliated company rather than that
company's compefitor. Similarly. it makes economic sense for an insurance company to
market its products through an affiliated insurance agency or brokerage.

The ke to the related party issue is to devise a system where related partv fransactions
can be nndertaken if they are at fair value, in the nommal course of the insurance
company s business and in the best interest of the insurance company. This is the
purpose of Begulations 74, 81, 82, 83, 84, 85, and 86 of the Insurance Fegulations.

The purpose of this bulletin is two fold. First, the bulletin attempts to summarize the
most important related party provisions contained in the Insurance Regulations with the
overall intent being to assist insurance companies in understanding their regulatory
obligations pursuant to the Regulations. Second, the bulletin outlines the expectations of
the FSC with respect to the Conflict of Interest Procedures that companies are required to
file with the FSC.

B. Summary of Related Party Provisions
1. Establishment of Conduct Review Comimiftee

Regulation 74(1) requires each insurance company to establish a Conduct Review
Commuittee (“CRC™). The CRC is to consist of at least three directors who are elected
bv the full Board of Directors. Principles of good corporate governance suggest that the
Chair of the CRC be an independent or unaffiliated director. It is expected that the
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members of the CRC will change from time to time as a result of changes in a company’s
Board of Directors.

2. Conflict of Interest Procedures

Regulation 74(2) recuires the CRC fo establish “written procedures with a view to
identifying situations which create potential conflicts of inferest and preventing such
conflicts.” Regulation 81 requires these procedures to be filed with the FSC within thirty
days of the establishment of the CRC. These procedures do not have to be approved by
the company’s full Board of Directors.

The CRC may wish to change its procedures from time to fime. An opportune fime to
review the procedures ocours when a new member joins the Committee. Any changes in
procedures nmist be filed with the FSC.

3. Identification of Related Parties

Regulation 82(1) outlines an extensive list of related parties to an insurance company.
The list includes directors, officers. shareholders, affiliated companies and many other
persons. The list is extensive and it is recommended that the CRC review this regulation
closely. Regulation 82(2) indicates that for purposes of related party transactions a
person continues to be a related party for one vear after that person has actually
ternunated his relationship with the company and its associates.

4. Special Provisions for a Fiduciary

Regulations 82(3) to 82(7) apply to situations where an insurance company is acting as a
trustee for a third party. In this case, the trust is prohibited from investing in the
securities of the insurance company or undertaking transactions with the insurance
company or any of its related parfies unless ordered to do so by a court or unless there are
explicit instructions to do so in the trust agreement.

In some mstances, the trust will contain securities of the insurance company at the time
the insurance company becomes the trustee. In such cases, the insurance company is not
permitted to sell or vote the securnties without first receiving the written approval of the
company's CRC. The CRC must outline the reasons why permission is being granted.
The CRC nmst also file an annual report to the Board of Directors regarding Trust
holdings of insurance company securities and transactions that have occurred with
respect to the securifies held duning the previous vear.

5. Reastrictions on Related Party Transactions
Related party transactions can take two forms. The first of these relates to operating

transactions including the purchase and sale of goods and services between the insurance
company and its related parties. The second of these relates fo investment transactions
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where investments are made. loans granted or credit extended (accounts receivable) toa
related party by the insurance company or by a related party to an insurance company.

Regulations 82(8) and 82(%) prohibit these transactions unless the transactions are
permissible transactions (see Section B.6 of this Bulletin) or unless the transactions have
been approved by the Conduct Review Committee (see Section B.7 of this Bulletin).

0. Parmitted Tramsactions
Three types of permitted transactions are outlined in Regulation 83.

¢ The pavment of salaries and benefits fo employees and directors of the insurance
company is permitted without the review of the CR.C on the grounds that these
payments are clearly part of the normal course of any company’'s business.

¢ The provision of services normally provided by the company fo a related party at
fair value is permitted without the review of the CRC. An obvious example for
an insurance company is the selling of insurance policies to company directors,
company emplovees or affiliated companies on the same terms and conditions
that are made available to all customers of the insurance company.

¢ The purchase (sale) of goods and services from (to) related parties where the fair
value of the goods and services is a nominal amount is permitted without the
review of the CRC on the grounds that such transactions are considered to be
immaterial.
7. Transactions Which Require Concuct Review Committee Approval
With the exception of permitted transactions, all other company transactions with related
parties nmst be approved by the company’s CRC. Transactions nmust meet a number of

requirements before CR.C approval can be granted. All of the following criteria nmst be
met for each transaction:

* The transaction must be for a consideration that 15 at fair value (Regulation §2(10)
and Regulation 85);

* The transaction nust not involve the purchase or sale of land (Regulation 84{3));

* The transaction must not involve the exchange of securities between the nsurance
company and a related party unless the secunties are listed on a recognized stock

exchange (Regulation §4(3));

» The transaction nmst be consistent with the usual business of the insurance
company (Regulation 84(3)); and,
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* The transaction nmst be in the best inferest of the insurance company (Regulation
84(3)).

The CRC should provide approvals in writing and reasons for approval should be
outlined in the minutes of CRC meetings.

In some cases, it 1s not necessary for the CRC to approve specific transactions.
Regulation 84(1) allows for CRC approval for a class of transactions. For example, an
INSUrAnce company may have entered into an agreement to pay its parent company
management fees on a monthly basis. It is not necessary for the CRC to approve each
pavment on a monthly basis. Rather, the CRC should review the agreement before if is
entered into. It can then approve all payments specified in the agreement provided that
the agreement meets all the approval criteria.

8. Important Restrictions on the Authorify of the Conduct Review Commitiee

There are two very important restrictions on the authority of the Conduct Review
Committee.

Eegulation §2(11) indicates that the CRC cannot approve any fransaction if as a result of
that transaction the total amount owing to the insurance company (including accounts
receivable, loans, or other security nstruments including assets subject to an agreement
to repurchase) by all related parties, exceeds 5% of the total assets of the company.
Regulation 82(12) requires that the insurance company obtain consent from the FSC
before any such transaction can be approved.

Regulation 82(13) prohibits the CRC from approving a transaction or a series of
transactions that would result in the disposal of in excess of 10% of the assets of the
insurance company to related parties over a 12 month period. Regulation 82(14) requires
that consent be granted by the FSC before such transactions can be approved by the CRC.

The F5C advises that consents under Regulations 82(11) and 82(13) will only be
granited under exceptional circumstances.

@, Disclosure by Related Parfies

Eegulation 86 outlines disclosure requirements that related parties are fo make when
contemplating transactions with the insurance company. To meet the requirements of
this Regulation the related party nmst disclose in writing to the company’'s Board of
Directors the nature and extent of the related party’s inferest in the transaction. The
Board of Directors is required to record this disclosure in the numites of the Board of
Directors meeting. In addition. the related party must not participate in any discussion on
the transaction, mmst not be present when the company’s directors are dealing with the
transaction or nmst not in any way attenipt to influence the company’s decision with
respect fo the transaction.
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C. Conflict of Interest Procedures

As indicated previously, the CRC is required to file its Conflict of Interest Procedures
with the FSC (see Section B.2 of this bullefin).

Clearly, the CR.C has the responsibility to develop procedures that meet its needs.
Nevertheless, the FSC expects the Conflict of Interest Procedures to be consistent with
the related party sections of the Regulations. In this regard, the FSC expects all Conflict
of Interest Procedures to address the following issues.

s The procedures should outline a process fo ensure that the CRC always has an
up to date list of the specific related parties of the company. In some cases the
numiber of such persons mav be extremely large, for example subsidiaries and
associates of large multi-national companies. In this situation the insurance
company may list the parent company and major subsidiaries with a note
advising that the lesser subsidiaries and associates are also included. (For
example, ABC Conglomerate and Associates (then a list of major
subsidiaries)). The FSC will from time to time be doing spot checks to ensure
that an up to date list of a company’s related parfies 1s being maintained.

s It would be useful for the Conduct Review Commiftee to notify each of the
company's related party and advise each of the related party disclosure
requirements (see section B 9 of this bulletin).

s If the company is acting as a trustee, the procedures should outline the
information the CRC requires before it approves the sale or voting the
company s securities. It would be useful for the CRC to specify critenia for
approval in advance and develop an approach to recording decisions.

s [f the company is acting as a trustee, the procedures should cutline how the
company intends to monitor Trust holdings of company securities for purposes
of preparing the anmal report to the Board of Directors.

* The procedures should outline the information the CRC requires before making
decisions to approve any related party transaction. It would be useful for the
CR.C to specify criteria for approval in advance and develop an approach to
recording decisions.

s (utline a process to be used to monitor related party balances to ensure that the
rule limiting amounts due fo the insurance company to 3% of total assets (see
section B.§ of this bullefin) is respected.

D. Conclusion

Related party transactions pose a significant challenge for all supervisory agencies
including the FSC. Nevertheless. it is recognized that related party transactions are a fact
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of life. The Insurance Regulations outline a process that allows insurance companies the
flexability to undertake these transactions provided that an advance determination is made
that such transactions are at fair value, in the normal course of the company’s business
and in the best interests of the company.
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