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1. Introduction
1.1
This paper sets out the Ground Rules for the management of the JSE Socially Responsible Investment (“SRI”) Index Series.  Copies of these Ground Rules and the Criteria for the JSE SRI Index (“the Criteria”) are available from the JSE Limited and from the web site www.jse.co.za.

1.2
The JSE SRI Index Series is designed in response to the growing interest in responsible investment around the world.  In due course, and if there is a need to do so, the JSE will consider introducing other indices in the JSE SRI Index series.

1.3
The JSE uses analysis provided by an international data provider, Ethical Investment Research Services (EIRIS) as a primary determinant of whether a company has met the Criteria.

1.4
The following Indices are calculated: JSE SRI Index and JSE SRI Swix Index.
1.5
The JSE SRI Index and JSE SRI Swix Index are calculated in real time. 

1.6 A Total Return Index is published at the end of each working day.  The Total Return Index is based on ex dividend adjustments.

2. Management of the Index

2.1
Role of FTSE

2.1.1
FTSE International Limited (“FTSE”) calculates the indices in the JSE SRI Index Series on behalf of the JSE.

2.2
Role of the JSE

2.2.1
Management and operation of the JSE SRI Index Series on a day to day basis is the responsibility of the JSE. 

2.2.2
The JSE will carry out the annual and periodic reviews of the JSE SRI Index Series and advise FTSE of any necessary constituent changes as required by these Ground Rules.

2.2.3
The JSE is responsible for the appointment of the members of JSE SRI Index Advisory Committee.

2.3
JSE SRI Index Advisory Committee

2.3.1
The JSE has formed a JSE SRI Index Advisory Committee consisting of experts drawn from the sustainability arena, the investment community and issuers.
2.3.2
The purpose of the JSE SRI Index Advisory Committee is set out in the Advisory Committee terms of reference and is, amongst other things, to –

· consider and advise on principles and operational matters relating to and proposed amendments to these Ground Rules;

· ensure that best practice is used in the construction and management of the JSE SRI Index ;

· review the selection methodology for constituent companies and the treatment of securities within the JSE SRI Index, and may make recommendations arising therefrom to the JSE; 

· consider and advise on introducing new indices to the series; and

· oversee the annual reviews.

2.3.3
The Chairman chairs meetings of the Advisory Committee and represents the Advisory Committee outside meetings.

2.3.4
The Advisory Committee operates independently of the JSE and, subject to the Advisory Committee acting within its terms of reference; the JSE will use its reasonable endeavours to implement the recommendations of the Advisory Committee regarding the operation of the JSE SRI Index.

2.3.5
No member of the Advisory Committee is a member of the Advisory Committee to represent that member’s employer but rather is there because of that person’s specific expertise in responsible investment or in the principles and criteria used in the JSE SRI Index.  Members represent the interests of the financial services industry and the broader economic community generally.

2.3.6
A Secretary to the JSE SRI Index Advisory Committee is appointed by the JSE to support the work of the Advisory Committee.

3. Index construction

3.1
Eligible securities

3.1.1
A company is eligible for inclusion in the JSE SRI Index if:

· it is a constituent of the FTSE/JSE All Share Index (“the All Share Index”) at completion of the annual review of the JSE SRI Index; and

· it meets the pass requirement as set out in the Criteria.

3.1.2
The construction of the JSE SRI Swix Index follows the construction of the JSE SRI Index and only differs with regards to the weights.  For clarity, the JSE SRI Swix Index will have the same constituents as the JSE SRI Index, thus requiring no additional criteria for inclusion. All corporate actions, index additions and index deletions will be applied as per the JSE SRI Index.

3.2
Relevance of Ground Rules for the All Share Index

3.2.1
Since a constituent of the JSE SRI Index must be a member of the All Share Index, the FTSE/JSE Africa Index Series Ground Rules that govern the All Share Index apply with regards all issues of technical index construction, including for instance, issues such as liquidity, the suspension of stocks, calculation methodologies etc.  Accordingly, where such issues are dealt with in the Ground Rules for the All Share Index, they will take precedence over any such issues dealt with in these SRI Index Ground Rules.

3.2.2
JSE SRI Index constituents have the same free float, shares in issue figures and pricing sources as apply to the All Share Index.

3.2.3
The methodology applied to the JSE SRI Swix Index will be identical to that followed in relation to the FTSE/JSE Shareholder Weighted Indices as set out in the FTSE/JSE Africa Index Series Ground Rules.

3.2.4
The Ground Rules for the FTSE/JSE Africa Index Series which apply to the All Share Index and Shareholder Weighted Indices are available from the JSE or at http://ftse.jse.co.za.

4. Annual Review of Index 

4.1
Annual review timeline and process

4.1.1
The JSE SRI Index is reviewed annually in November based on information obtained during the months preceding the review.  

4.1.2
The assessment process shall follow a two-fold approach:

· During the first phase, typically commencing between May and July, the data provider will review all publicly available information regarding the company to compile a profile indicating how such information compares to the Criteria;

· Following this portion of the assessment, the company will be invited to respond to the profile by commenting on, supplementing or clarifying information contained in the profile within three weeks from receiving the preliminary profile.  

· Companies will be allowed to indicate whether their analysis may be onsold by EIRIS, and will be given the opportunity to remove data which is confidential or protected in nature and which should not be onsold.
4.1.3
The following companies will automatically be subject to the annual assessment process:

· companies that are constituents of the FTSE/JSE Top 40 Index following the quarterly review of the FTSE/JSE indices conducted in March of the relevant year; 

· companies that are constituents of the FTSE/JSE Mid Cap Index following the quarterly review of the FTSE/JSE indices conducted in March of the relevant year; and

· companies that are constituents of the preceding year’s JSE SRI Index while remaining constituents of the All Share Index.

4.1.4
Companies that are constituents of the FTSE/JSE Small Cap Index will be invited to participate in the assessment process voluntarily.

4.1.5
Companies that qualify to be in the All Share Index and which, in the opinion of the JSE and according to data provided by the data provider, meet the pass requirement in relation to the Criteria at the annual review date, are included in the JSE SRI Index subject to the application of any rules in relation to borderline issues or controversial news stories, and subject to any views of the SRI Index Advisory Committee in this regard. 

4.1.6
Changes arising from the annual review of the JSE SRI Index will be published as soon as possible after the review has been completed, and becomes effective at the same time as the changes in the All Share Index from the December quarterly review.

4.2
Treatment of group and holding companies

4.2.1
Where a listed group contains more than one company that is eligible for assessment under 3.1.1 above, each separately listed company will be assessed individually and on its own merit.

4.2.2
Where a company is able to elect to be assessed as in 4.1.4 above, and elects not to participate, it will not be eligible for individual inclusion despite the parent/holding company or any other group company qualifying for inclusion.

4.2.3
Some holding companies do not have employees and/or reporting by the holding company is limited and does not reflect the activities and policies of principal subsidiaries.  Where this is the case, the assessment will be conducted as follows:

· The data provider will consider all policies and practices that exist at holding company level.

· Evidence from the listed holding company in relation to Board practice and related matters will be used in assessing the relevant indicators.

· The data provider will also conduct a full assessment of the subsidiary generating the largest proportion of the holding company’s revenue, to be attributed to the holding company’s assessment.

· Where the subsidiary contributing the largest amount of revenue discloses little information, the second largest subsidiary may be considered as part of the assessment.

· Subsidiaries are defined as those operations where the listed company holds a majority share in a given operation.

4.3
Treatment of borderline companies

4.3.1
A company may be classified as borderline if, upon completion of the assessment, such company is, in the opinion of the data provider, sufficiently close to qualifying for inclusion to warrant further engagement on a specific aspect of its performance.

4.3.2
The JSE will contact the relevant company and request them to provide any additional evidence relating to the borderline issue within three working days.

4.3.3
The JSE, in consultation with the data provider, will decide whether the additional evidence is sufficient to include a borderline company in the JSE SRI Index.  The JSE may also convene a sub-committee consisting of Advisory Committee members that are not affiliated with a listed company or an investment institution, to provide input.

4.3.4
If a borderline company has been included in the Index and is then classified as being borderline again at the following annual review, the JSE may still include such a company provided that the company will be required to provide a formal commitment regarding required improvements.

4.3.5
Should the company not be able to demonstrate improvement at the then following review, or be classified as borderline a third time, the company will not be included in the JSE SRI Index.  The company will then be provided with such additional criteria as the JSE may deem necessary, after consultation with the data provider and the sub-committee, which must be met by the relevant company to be considered for inclusion at the next annual review.

4.4
Consideration of controversial issues
4.4.1
The data provider monitors a variety of news and other sources for negative news stories on: serious or systematic human rights violations; labour issues including forced and child labour, torture and other labour rights; severe environmental damage including environmental pollution, damage and destruction, chemical spills, oil spills and fines; health and safety issues; gross corruption; bribery; fraud; competition issues; corporate crime or other particularly serious violations of fundamental ethical norms.

4.4.2
During each annual review, the data provider will provide the JSE with a report citing any stories relating to the above areas and involving an eligible company.  The JSE also collates complaints or information submitted by third parties such as non-governmental organisations (NGOs), other stakeholders or the public in relation to eligible companies.
4.4.3
After considering the data provider’s report and any submissions from third parties, the JSE will engage with companies involved in those issues which, in the opinion of the JSE, are likely to have a potentially significant impact on the company’s reputation relative to its sustainability performance and the Index’s integrity and request them to provide their view or any evidence relating to their dealing with or resolution of the issue within seven working days.

4.4.4
The JSE will convene a sub-committee consisting of the JSE, the data provider and such Advisory Committee members that are not affiliated with a listed company or an investment institution, to consider the evidence and to provide input regarding treatment of the company in relation to the Index.

4.4.5
The JSE will, after consultation with the sub-committee, consider whether the company’s response is sufficient to satisfy the JSE that the issue is being handled appropriately.  If not, the JSE may exclude such a company from the JSE SRI Index.  

4.4.6
If a company is excluded from the Index resulting from a controversial issue, the JSE will provide it with such additional criteria as the JSE may deem necessary, after consultation with the data provider, which must be met by the relevant company to be reconsidered for inclusion.

4.5
Publication of results

4.5.1
The JSE will announce the names of those companies qualifying for inclusion in the Index by means of a press release.

4.5.2
The JSE will not publish the names of those companies that have failed to qualify for inclusion, or that have failed to participate, or that were excluded as a result of the processes in 4.3 and 4.4 above.

4.5.3
The JSE may publish the names of best performers from the relevant review based on the methodology determined by the Advisory Committee prior to the review commencing.
4.6
Review of results

4.6.1
Companies who did not qualify for inclusion in the Index at the annual review, may only apply for a review of such exclusion where 8.1 (allowing for reconsideration of inaccurate data) applies.

4.6.2
Companies that were excluded or downgraded as a result of the processes in 4.3 and 4.4 above, may apply for a review of the decision should the Company be able to provide evidence showing that:

· information was captured inaccurately;

· incorrect data was considered;

· sufficient progress can be shown; or

· circumstances or information exist which was not considered during the engagement process;

which may overturn the decision to exclude or downgrade.
4.6.3
The application for a review should be lodged within fourteen days of the company being informed of its exclusion or downgrade.

4.6.4
The merits of the application will be considered by the JSE and where necessary, the JSE will consult the data provider and the Advisory Sub-Committee to determine whether there are sufficient grounds to reconsider the decision to exclude or downgrade.  

4.6.5
The JSE reserves the right to decline any application for review.  

4.6.6
The JSE will indicate to the Company within a reasonable time (not to exceed one calendar month from the application) whether it requires further information from the Company, which the Company should supply within a further reasonable time (not to exceed one calendar month).

4.6.7
Should the review be in the Company’s favour, the re-entry or upgrade will be applied at the time of the first quarterly index review following the review.

5. Periodic Reviews of Index and Constituent Companies

5.1
Periodic Reviews

5.1.1
In addition to the annual review, the JSE SRI Indices are reviewed quarterly at the same time as the All Share Index to determine whether the constituent companies of the JSE SRI Indices still comply with all the requirements of the Ground Rules for the All Share Index.

5.1.2
A company that is included in the All Share Index at the quarterly review of that Index, may elect to be assessed by the data provider against the JSE SRI Index criteria without waiting for the annual review and will be inserted into the JSE SRI Indices at the time of such review if it –

· is included in the All Share Index at the quarterly review of that index; and 

· meets the pass requirement in terms of the Criteria.

5.1.3
A constituent of the JSE SRI Indices will be deleted at the time of such review if it is excluded from the All Share Index at the quarterly review of that index or if, in exceptional cases, in the opinion of the JSE and following advice from the Advisory Committee, the company no longer meets the Criteria. 
5.2
Impact of review

5.2.1
Changes arising from the reviews of the JSE SRI Index will be implemented at the same time as the changes in the All Share Index and will be published as soon as possible after the review has been completed. 

5.2.2
The rules for inserting and deleting securities at the review are designed to provide stability in the selection of constituents of the JSE SRI Index while ensuring that the Index continues to be representative of the market by including or excluding those securities which have risen or fallen significantly or which no longer meet the Criteria.

5.2.3
All constituents of the JSE SRI Index will be ranked by full free float market capitalisation. The market capitalisation of a constituent’s multiple lines will be aggregated for the purposes of ranking.
6. Changes to Constituent Companies 

6.1
Removal 

6.1.1
If a constituent of the JSE SRI Index ceases to be a constituent of the All Share Index, it will be removed from the JSE SRI Index.  The removal will be concurrent with its removal from the All Share Index.

6.1.2
Removals at other times will be in accordance with these Ground Rules.

6.2
Mergers, Restructuring and Complex Takeovers

6.2.1
If a constituent of the JSE SRI Index is affected by a merger, take-over or other corporate event, the Ground Rules for the All Share Index will apply regarding such constituent’s treatment in the All Share Index.  The affected company will then be eligible for inclusion in the JSE SRI Index, provided that such company –

· where necessary, provides data for review by the data provider  against the Criteria; and 

· meets the pass requirement in terms of the Criteria.

6.2.2
In the case of an unbundling, in terms of the Ground Rules to the FTSE/JSE Africa Index Series, the new constituents are added to all the indices that the original company belonged to for a period of 2 days.  If an SRI Index constituent is the subject of such an unbundling, the new listed entity will be added to the Index for a period of two days, and removed again at close on the second day of trading following the date that the split becomes effective.  Consequently the SRI Indices may have an extra company for 2 days which has not been individually assessed against the criteria.

6.3
New Issues

6.3.1
All new entrants (including fast entries) to the All Share Index will be eligible to join the JSE SRI Index where, in the opinion of the JSE following advice from the Advisory Committee, the company merits earlier inclusion, provided that such company –

· has data assessed by  the data provider to be reviewed against the Criteria;  and 

· meets the pass requirement in terms of the Criteria.

6.4
Special Situations

6.4.1
The Advisory Committee may, in exceptional circumstances, convene a special meeting to consider the eligibility of corporate entities arising from corporate events or controversial matters where these give rise to immediate concern as to the eligibility of the resulting companies. 

6.4.2
The Advisory Committee may also review special situations that may arise from time to time, to ascertain whether changes to the Criteria are appropriate as a result of such situations. 

6.4.3
In case of controversies, individual companies might, at the discretion of the Advisory Committee, be deemed ineligible for JSE SRI Index if a review of such companies indicates that they are in breach of the Criteria.  Such companies may as a result be removed from the JSE SRI Index, in which case the removal will be implemented after at least two days notice to the market.
7. Adjustments to the JSE SRI Index Selection Criteria 

7.1
The Criteria are intended to be developed over time.  Accordingly, the JSE may change or remove existing Criteria or add new Criteria following discussion with the Advisory Committee.

7.2
The JSE will endeavour to give sufficient notice before implementing changes to the Criteria. 

8. Submissions on the JSE SRI Index

8.1
Companies that wish to update data, or who believe that data used for JSE SRI Index is incorrect should contact the JSE. The JSE will consult the data provider and Advisory Committee if considered necessary and take a final decision in this regard. 

8.2
Submissions as to the suitability of the Criteria, and submissions suggesting future directions for JSE SRI Index, are always welcome.

8.3
Submissions should be made initially via email to the Secretary to the JSE SRI Index Advisory Committee at sri@jse.co.za. 

Appendix A

Contacting the JSE

Further information on the JSE SRI Index Series is available from the JSE, who will also welcome comments on the Criteria and Ground Rules and on the Indices. 

Enquiries may be addressed to:

JSE Limited


Strategy and Legal Counsel Division
One Exchange Square

2 Gwen Lane

Sandown 

Private Bag X991174

Sandton

2146

Tel: 27 (11) 520 7104

Fax: 27 (11) 520 8604

e-mail: sri@jse.co.za
Web site: www.jse.co.za

© JSE Limited (“JSE”) 2003-11.  All rights reserved.  No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or otherwise, without prior written permission of the JSE.  All information provided is for information purposes only. Every effort has been made to ensure that all information given is accurate, but no responsibility or liability can be accepted by the JSE for errors or omissions or for any losses arising from the use of this information.  Any intellectual property in the JSE SRI Index Series and indices forming part of the series, unless otherwise specifically indicated on relevant documentation, belongs to the JSE.
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