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Kollegiet har ambitionen att i sin arsrapport, utéver en redovisning av Kollegiets arbete och kodens tillampning under
det gangna bolagsstyrningsaret, tillhandahalla ett forum for diskussion och tankeutbyte om aktuella bolagsstyrningsfra-
gor i Sverige och internationellt. Darfér inbjuder Kollegiet externa skribenter att publicera artiklar och debattinlagg inom
detta omrade som bedéms vara av allmant intresse. Varje forfattare star darvid sjalv for innehallet i respektive bidrag,
och de asikter och standpunkter som framférs delas inte nédvandigtvis av Kollegiet.

I arets rapport ingér tva sddana bidrag, vilka bada belyser .
olika aspekter av svensk och nordisk bolagsstyrning i ett
internationellt perspektiv.

« Ijuni2007tillsattes en gemensam arbetsgrupp for de
kodférvaltande organen i Danmark, Finland, Island,
Norge och Sverige med uppgift att analysera likheter
och skillnader mellan de olika l&ndernas bolagsstyr-
ning och utvirdera majligheten till 6kad samordning
av sjdlvregleringen inom omrédet. Som ett forsta steg
har gruppen utarbetat en 6versiktlig beskrivning av
vad som ir sdrskilt utmirkande for bolagsstyrning i
de fem ldnderna. Syftet ar dels att for en internationell
publik beskriva de gemensamma huvuddragen i den
nordiska modellen for bolagsstyrning, dels att skapa
en grund for fortsatt diskussion om maojligheterna till
Okad samordning av ldndernas sjalvreglering inom
detta omrade.

Rapporten ar skriven pa engelska och aterges har i
originalutformning. Den publiceras dven pa webb-
platserna for de berérda landernas kodforvaltande
organ, dir den fritt kan laddas ned i pdf-format. Se till
exempel Kollegiets webbplats
www.bolagsstyrningskollegiet.se
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Den andra artikeln ger ett perspektiv utifrén vissa
aspekter av svensk och nordisk bolagsstyrning. Det r
professor Paul Strebel vid IMD i Lausanne, Schweiz,
som med utgéngspunkt frin iakttagelser av makt-
fordelningen mellan styrelse och ledning i ett an-

tal storre, huvudsakligen brittiska och amerikanska,
finansiella institutioner ser ett monster dir de som
kinnetecknats av stark maktkoncentration till fore-
tagsledningen generellt har drabbats virre i den
finansiella krisen dn de dir styrelsen haft en starkare
stillning. Han jamfor detta med bland annat nordisk
bolagsstyrning, diar dgarna har en starkare stéllning
och ofta deltar mer aktivt i styrningen av bolaget,
dven genom att ta plats i bolagens styrelser, vilket han
menar motverkar att alltfor mycket makt slapps till
foretagsledningen. Sarskilt pekar han pa det svenska
systemet med dgarkontrollerade valberedningar, som
han ser som ett sitt att skapa battre balans mellan
agare, styrelse och ledning dn vad som ofta ar fallet i
anglosaxisk bolagsstyrning.



Corporate Governance in the Nordic Countries

Preface

This presentation has been prepared with the co-opera-
tion of the self-regulatory corporate governance bodies
of the five Nordic countries Denmark, Finland, Iceland,
Norway and Sweden. Its aim is to inform international
investors and other market participants of key elements
of Nordic corporate governance, and thereby to increase
knowledge of and confidence in the Nordic corporate
governance models. It may also serve as a basis for any
future discussions about the possibilities of further align-
ment of corporate governance regulation and practices
between the Nordic countries.

The work has been carried out through a working gro-
up made up of Mr Haraldur Ingi Birgisson, the Icelandic
Committee on Corporate Governance, Mr Per Lekvall, the
Swedish Corporate Governance Board, Ms Anne Leppéla
Nilsson, the Corporate Governance Working Group of
the Finnish Securities Market Association, Ms Annette
Norup Wiirthner, the Danish Commerce and Companies
Agency, serving as secretariat for the Danish Corporate
Governance Committee, and Mr Halvor E. Sigurdsen, the
Norwegian Corporate Governance Board. Mr Bjérn Kris-
tiansson, legal advisor to the Swedish Corporate Gover-
nance Board and Ms Piia Vuoti, secretary of the Finnish
Securities Market Association, have assisted in various
phases of the project. The end product was approved by
representatives of the undersigned bodies.

Comments and suggestions for future editions
are welcome and may be addressed to:
info@corporategovernanceboard.se

or to any of the undersigned bodies.

Danish Corporate Governance Committee
www.corporategovernance.dk

Finnish Securities Market Association
www.cgfinland.fi

Icelandic Committee on Corporate Governance
WWW.Vi.is

Norwegian Corporate Governance Board
WWW.Nues.no

Swedish Corporate Governance Board
www.corporategovernanceboard.se

None of the undersigned bodies, its affiliates or any of

their employees makes any representation or warranty,

express or implied, as to the accuracy, reasonableness

or completeness of the information contained in this
document nor accepts any responsibility to update this
document in relation to any changes in law or practice.
All such parties expressly disclaim any and all liability
based on, or relating to, this document, or resulting from
reliance by any person on it.

KOLLEGIET FOR SVENSK BOLAGSSTYRNING = ARSRAPPORT 2009

Utblick

29



Utblick

30

Introduction

The corporate governance of the Nordic countries clo-
sely resembles that of most of the industrialised world
and meets with the highest international standards. At
the same time, owing to company legislation, corporate
governance traditions and some specific preconditions
regarding the ownership structure on the stock market,
Nordic corporate governance differs in some respects
from the Anglo-Saxon and European Continental models.
The aim of this presentation is to highlight the most im-
portant and distinctive features characterizing the Nordic
corporate governance model.

The Nordic countries are advanced market economies
with well developed and international capital markets.
Foreign ownership of stock-listed companies has in-
creased significantly over the last few decades and is now
over one third in the region as a whole. With regard to
their size, the Nordic countries host a remarkable number
of world-leading companies, which in many cases have
attracted even larger foreign ownership. Still, the majo-
rity of stock-listed companies are relatively small in an
international perspective with predominantly domestic
ownership. The total market capitalisation of the Nordic
regulated stock market is about half of that of the London
Stock Exchange Main Market.

During the last decade, the Nordic capital markets
have become increasingly integrated. A number of cross-
border mergers have taken place, creating large pan-
Nordic companies, in several cases with listings on more
than one of the Nordic stock exchanges. In the last few
years these exchanges have undergone a rapid conso-
lidation, and they are today, except the Oslo Stock Ex-
change, wholly owned by Nasdaq OMX. As an outcome
of this they are currently in the process of harmonizing
listing rules and requirements, a development which will
further enhance the competitiveness of the combined
Nordic capital market.

The corporate governance of the Nordic countries is
based on national legislation, primarily each country’s
companies act, but also the respective accounting acts

and acts governing the securities market and securities
trading, as well as relevant EU regulation, stock exchan-
ge rules and corporate governance codes. The Nordic
companies acts share a heritage of strong harmonization
efforts from the mid-20th century. This development
came to an end in the beginning of the 1970’s when Den-
mark entered the EC, followed by Finland and Sweden in
1995. Iceland and Norway are members of the EEA and
thereby also implement all EC legislation, relevant to the
EEA agreement. Still it resulted in far-reaching simila-
rities between the new companies acts, introduced in all
Nordic countries later in that decade. Even though the
companies acts of the Nordic countries have from that
point in time developed along different paths and today
show significant differences in details, they still resem-
ble each other in fundamental corporate governance
aspects.

Furthermore, the Nordic companies acts are all highly
up-to-date and include several aspects of modern cor-
porate governance that, in other countries, are regulated
through codes on a comply or explain basis. Other such
aspects are covered by stock exchange rules, which listed
companies are contractually obliged to comply with.
Hence, significant parts of modern corporate governance
are, in the Nordic countries, regulated through binding
regulations.

Self-regulation is well established in the Nordic
countries and plays an essential regulatory role in cor-
porate governance as well as in other areas. Hence, the
Nordic corporate governance codes, introduced during
the last ten years, were developed within the self-regula-
tory framework of each respective country, and they have
since then been administered by independent corporate
governance committees. Although the codes, too, differ
in details between the countries, they are all based on the
general international development and common Nordic
approach within this field and thus show a fundamental
resemblance to one another.
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Key Features of Nordic Corporate Governance

The following is a summary description of some key fea-
tures of Nordic corporate governance based on relevant
legislation, stock-market rules, self-regulation codes and,
where relevant, generally accepted market practice. The
description does not claim to be exhaustive, nor to reflect
the exact situation in each country, but gives an overview
at a relatively high level of aggregation of some common
aspects of corporate governance in listed companies in

enhancing mechanism (CEM) primarily in Sweden
but to some degree also in Denmark and Finland.
Other forms of CEMs are not commonly used in
Nordic listed companies, except for ceilings on voting
rights or ownership in Denmark.

The freedom of contract is balanced by strict dis-
closure requirements and minority rights. The use of
shares with multiple voting rights and other CEMs has
to be fully disclosed to the shareholders and the market.

the Nordic countries.

1.

Strong General Meeting Powers

The Nordic companies acts provide for strong sha-
reholder powers through the General Meeting as the
highest decision-making body of the company. At the
General Meeting the shareholders participate in the
supervision and control of the company.

An Annual General Meeting (AGM) must be held
within a certain time period after the end of the finan-
cial year. The AGM approves the company’s annual
accounts, including any distribution of profits. The
AGM decides on election and dismissal of individual
directors of the Board. The remuneration to the direc-
tors of the Board is to be approved by the AGM, which
also appoints the company’s statutory auditors.

A decision by the General Meeting is also required
regarding, i.e., mergers and de-mergers of the com-
pany, amendments of the company’s Articles of Asso-
ciation and alterations of the company’s share capital.
Some decisions may also be taken by the Board if au-
thorised by the General Meeting, for example, issues
of new shares, convertibles or warrants and buy-back
of own shares. In some of the countries, incentive pro-
grams for the management must be approved by the
General Meeting.

Shares with Multiple Voting Rights

Shares with multiple voting rights are permitted,
within clearly defined limits set in the companies acts.
This is the most frequently used ownership control

. Strong Minority Protection

To balance the power of major shareholders, the
Nordic companies acts allow for substantial protec-
tion of minority shareholders. Nordic companies

are under a strict obligation to treat all shareholders
equally. Consequently, the minority protection rule
prescribes that the General Meeting — or the Board

or any other governance body — may not make a deci-
sion that might give an undue advantage to some sha-
reholders or other persons at the expense of the com-
pany or other shareholders. All shares provide equal
rights, unless the Articles of Association allows shares
with different rights.

Furthermore, there are a number of rules limit-
ing the majority decision principle on specific matters
at the General Meeting. Hence, although the general
rule is that the General Meeting decides with a simple
majority, a number of decisions require various de-
grees of qualified majority of both shares and votes to
be valid. Examples of such decisions are amendments
of the Articles of Association, share capital alterations
and mergers or demergers. There are also rules grant-
ing a certain minority, rights to force certain deci-
sions, such as to summon a General Meeting and in
some countries to distribute a minimum dividend out
of the company’s profit.

Effective Individual Shareholder Rights
Additional minority shareholder protection is ob-
tained by the relatively far-reaching rights of the
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individual shareholder. Hence, most of the provisions
of the EU Shareholders’ Rights Directive (2007/36/
EC) have for a long time been part of the Nordic com-
panies acts.

Each shareholder, irrespective of the number or
class of shares held, has the right to participate in the
General Meeting and to vote on his or her shares.”
Shareholders who are not able to attend in person
may exercise their rights by proxy. Each shareholder
has the right to table resolutions and to ask questions
on topics within the scope of the agenda of the Gen-
eral Meeting.

Each shareholder also has the right to have issues
falling within the competence of the General Meeting,
included in the meeting agenda, providing a request
has been submitted to the Board in adequate time for
the issue to be included in the notice calling the meet-
ing. The General Meeting may not make any resolu-
tions on items unless they have been included in the
agenda for the meeting.

Generally, companies are encouraged to facilitate
shareholder attendance and voting at General Meet-
ings, and no shares may be blocked. There are also
strict limits on how early cut-off dates for the right to
vote at General Meetings may be set.

Non-Executive Boards
The Nordic corporate governance structure lies bet-
ween the Anglo-Saxon one-tier and the continental
European two-tier model. The Board is responsible
for the overall management of the company’s affairs,
including the strategy, organisation, financial struc-
ture of the company and oversight of risk manage-
ment and internal controls, whereas the day-to-day
management is delegated to the CEO. The extensive
decision-making authority thus assigned to the Board
is limited primarily by the decision-making powers of
the General Meeting in certain matters.

In line with generally accepted international
standards, the codes or the listing rules of all Nordic

countries stipulate that at least half, or a majority, of
the Board members to be elected by the shareholders
have to be independent of the company.? Further, a
separation between the Board and Executive Man-
agement is required. The same person cannot be CEO
and chairman of the Board. Hence, the great majority
of the Nordic listed companies have entirely or pre-
dominantly non-executive boards.

Use of Board Committees

With entirely or predominantly non-executive direc-
tors on Nordic companies’ Boards, the establishment
of Board committees becomes more a question of
efficient organisation of the Board’s work rather than
of the integrity of the Board vis-a-vis the company
management.

Therefore, in general, the Nordic corporate gov-
ernance codes recommend that Boards consider the
establishment of subcommittees for handling mat-
ters of this nature, but leave it to each Board to decide
whether this is warranted or not in each particular
case. Major Nordic listed companies have established
audit committees,? and in most countries compensa-
tion committees as well. Nomination committees are,
in Norway and Sweden, appointed by the sharehold-
ers at the AGM, whereas in the other countries these
are predominantly subcommittees of the Board.

It should furthermore be noted that, as a conse-
quence of the Nordic countries’ companies acts, a
Nordic Board subcommittee can only be assigned
tasks within the framework of the entire Board’s du-
ties, and that the full responsibility for any decision
delegated to a Board subcommittee stays with the
Board as a whole.

Auditors Appointed by and Accountable

to the Shareholders

The statutory auditors of a Nordic company are
appointed by the General Meeting to audit the
company’s annual accounts. In Finland and Sweden,

) In Denmark it was possible to issue shares without voting rights until 1. January 1974. These shares are still valid.
2) In Denmark, Norway and Sweden the employees have the right to appoint a limited number of Board members.
3) In Finland, an audit committee has to be established in large companies, where required by the extent of the business operations.
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they also have the duty to review the Board’s and
the CEO’s management of the company. Auditors of
Nordic companies are therefore given their assign-
ment by, and are obliged to report to, the sharehol-
ders, and they must not allow their work to be go-
verned or influenced by the Board or the executive
management.

Auditors present their reports to the shareholders
at the AGM in their annual audit report. Part of their
assignment is to recommend whether the General
Meeting should adopt the financial statements and
whether the company’s profit or loss should be appro-
priated in accordance with the Board’s proposal.

In most of the countries, the auditors are further-
more obliged to report if any member of the Board or
the CEO has carried out any action or committed any
oversight that may result in liability for damages or
has contravened the relevant companies act, the rele-
vant legislation on annual accounts, or the company’s
Articles of Association.

8. Active Governance Role of Major Shareholders
Many large companies in the Nordic area have a dis-
persed ownership structure with a clear separation
between the ownership and management roles. Ho-
wever, a relatively large portion of the listed compa-
nies in the Nordic area, in particular in the small and
mid-cap categories, have one or a few controlling sha-
reholders, who often play an active role in the gover-
nance of the company. This has important repercus-
sions for the view of the ownership role, and major
private shareholders in such companies are generally
expected to exert their ownership rights actively and
take long-term responsibility for the company.

In line with this, major private shareholders nor-
mally not only take part in General Meeting proceed-
ings but also often involve themselves in the company
affairs by serving on the Board. Still, in all countries
there should be at least two Board members inde-
pendent from major shareholders (in Denmark at

least half). In Norway and Sweden shareholders are
also expected to assume special responsibility for
the Board nomination procedure by appointing, and
sometimes also serving as members of, the Nomina-
tion Committee.

Hence, there is a generally positive view of owner-
ship involvement in the company affairs in the Nordic
region. At the same time, there are strong legal provi-
sions against misuse of such powers to the detriment
of the company or the other shareholders and for each
Board director’s strict duty to work in the best interest
of the company and all shareholders.

Transparency

Nordic listed companies have in general been early to
adopt high standards of transparency towards their
shareholders, the capital market and the surrounding
society as a key aspect of modern corporate gover-
nance. Hence, in a study by the European Commis-
sion, the Nordic member states ranked among the top
countries in all aspects of disclosure of information
analysed.?

In particular regarding remuneration to the Board
and management, a high degree of transparency has,
for many years, been standard procedure in Nordic
corporate governance. Thus, full disclosure at the in-
dividual level of the remuneration to the directors of
the Board and the CEO is required. In addition, with
some variations between the countries, in Denmark,
Iceland, Norway and Sweden the company’s remu-
neration policy has to be presented, and submitted
for approval in full or part, at the AGM. In Finland the
principles for remuneration to the executive manage-
ment have to be published on the company’s website.

Also, disclosure of the company’s internal control
and risk management principles is generally required
by the Nordic corporate governance rules.

4) Report on the Proportionality Principle in the European Union. External Study Commissioned by the European Commission:

Utblick

http://ec.europa.eul/internal_market/company/docs/shareholders/study/final_report_en.pdf
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Checks and Balance in Corporate Governance

By Paul Strebel*

Boards of directors have two fundamental roles that are
in continual tension. On the one hand, they have the fidu-
ciary responsibility of controlling the conduct of the busi-
ness on behalf of the owners. On the other hand they are
expected to support the CEO and executive team in the
creation of economic value. Fiduciary control requires at
least a monitoring, if not an adversarial role to protect the
equity of the owners, whereas, supporting the creation of
value requires a collaborative role.

In Anglo-Saxon systems of governance, where there
are only two centres of power in the form of management
and the board, it is very difficult for the boards of large
listed companies to maintain a balance and fulfil these
two roles. Both the CEO of the executive team and the
Chair/Lead Director of the external directors need large
egos to get to the top. But large egos typically are not good
at self-management and have difficulty working together.
They often end up competing for power to become the de
facto head of the company. When the external Chair wins
the power struggle, the board finds itself controlling a
subservient CEO and decision-making for value creation
suffers. When the CEO/internal Chair wins the power
struggle, the board is forced into a collaborative role and
can no longer exercise effective control on behalf of the
shareholders.

The most dramatic example of what happens when
the CEO wins the power struggle is provided by the banks
with the biggest writedowns and credit losses during the
current financial meltdown. Citi, Merrill, UBS, Washing-
ton Mutual, Freddie Mac, Lehman, Bear Stearns, ABN
Amro, were dominated by an entrenched, powerful CEO,
or internal executive Chairman, who had been in place for
several years longer on average than those at the top of
the banks with much lower write-downs and credit losses.

The CEOs/internal Chairs with longer tenure develo-
ped increasing confidence in their own decision-making
and became less inclined to accept negative feedback.
They surrounded themselves with prominent board
members with little or no industry expertise, whom they
gradually co-opted into pursuing ever greater returns

without regard for the risk. Hubris and greed moved to
the front of decision-making; realism and rationality took
aback seat. The CEOs pushed for increasingly higher
performance and downplayed the risk build-up that in-
evitably accompanies the push for greater returns. Gover-
nance codes requiring more independent directors and

a separation of roles between the CEO and the Chairman
were no match for the strong personalities and group dy-
namics on these boards.

The banks that escaped CEO dominance had recent
changes in either the CEO, or Chairman. Firms like J.P.
Morgan, Deutsche Bank, Credit Suisse, BNP Paribas,
ING, Goldman Sachs had more recent rotation at the top
and smaller writedowns and balance sheet problems. In
most cases, the changes at the top were needed to deal
with earlier problems. But waiting for problems to get
changes at the top is not the best way of avoiding CEO
dominance.

A better approach to preventing the board from falling
under the sway of an errant CEO is to bring the owners of
the company more directly into play. This already hap-
pens in family firms, or foundation owned companies,
most notably in the Nordic countries, where the owners,
or their direct representatives, sit on the board. In these
governance regimes, the owners can check directly that
their equity is protected and decisions are made to create
value for the shareholders.

The danger with large private owners is that they
may dominate both the board and management to the
detriment of minority shareholders. In countries with
weak legal systems this is what often happens in family
and state-owned enterprises. However, in countries with
stronger legal systems and transparency, the situation is
more encouraging. There is increasing evidence that the
presence of large shareholders improves the firm’s stock
market performance.

For example, recent studies of developed markets and
legal systems published in peer-reviewed journals have
found that listed family businesses outperform. A study
of the S&P 500 by Ronald Anderson and David Reeb

KOLLEGIET FOR SVENSK BOLAGSSTYRNING = ARSRAPPORT 2009



found that “family firms perform better (both in accoun-
ting and market terms) than nonfamily firms”. Other
research found that family-controlled listed companies
outperform their rivals on the six biggest stock markets
in Europe. In other words, minority shareholders benefit
from the presence of family ownership.

In Northern Europe, owner-founders often embed
their business purpose and values in a not-for-profit in-
dustrial foundation, rather than passing ownership of the
company directly to their heirs. Like the family councils,
the foundation boards are usually directly represented
on the board. A study of listed foundation-owned compa-
nies in Denmark by Steen Thomsen and Caspar Rose has
found that they perform at least as well in terms of stock
returns as other listed companies.

When minority shareholders are legally protected, as
they are in Sweden, by strong rights vested in the share-
holders’ meeting, in particular the right to block certain
decisions with a minority vote, the advantages of having
owners directly represented on the board increases. If the
governance code precludes joint mandates by keeping the
roles of CEO, Board Chair, and Owners’ representatives
separate, large shareholders are even more likely to act as
strong monitors rather than damage the interests of mi-
nority shareholders.

Indeed, to avoid another governance failure like that
in the banking industry, there is no reason why the an-
nual general meeting of large corporations with widely
diffused ownership should not elect shareholders to an
owner’s supervisory council. Similar to the practice in fa-
mily firms and foundations, the owner’s council would re-
place the nominating committee of the corporate board.
In this regard, the Swedish custom of having the share-
holders appoint the nominating committee provides an
example of best practice.

The role of the external directors in the presence of a
third centre of power in the form of an owners’ council,
or nominating committee, is much clearer. In tripartite
systems of governance with three organized centres of
power, the external directors can provide the necessary

checks and balance between management and the ow-
ners. Rather than competing for power with the CEO,

the external directors can provide the balance needed to
ensure that neither management, nor the owners, abuse
their power. In addition, the external directors have a
better chance of playing the essential integrative role, re-
quired to get both the owners and management to look at
the bigger picture and take a longer term perspective to
value creation.

©Paul Strebel

Sandoz Family Foundation Professor
Director, High Performance Boards Program
IMD, Lausanne, Switzerland

13 April 2009

* Paul Strebel is the Sandoz Family Foundation Professor and Director of High
Performance Boards Program at IMD. He has had personal experience as a
member of several boards. His research focuses on the role of the board during
major transitions, such as big strategic moves, recession, or the transition from
one family generation to the next. Most recently, he has been looking at the role
of big bank boards prior to the financial meltdown.

KOLLEGIET FOR SVENSK BOLAGSSTYRNING = ARSRAPPORT 2009

Utblick

35



Kontakt

Vid fragor eller kommentarer till Kollegiet for svensk
bolagsstyrning, valkommen att ta kontakt med:

Hans Dalborg (ordférande)
Nordea
105 71 Stockholm
Telefon 08-614 78 01
E-post: hans.dalborg@nordea.com

Lars Otterbeck (vice ordférande)
Hakon Invest
Box 1508
171 29 Solna
Telefon 070-510 00 36
E-post: otterbeck@telia.com

Per Lekvall (verkstédllande ledamot)
Kollegiet for svensk bolagsstyrning
Box 7680
103 95 Stockholm
Telefon 08-508 822 71, 070-751 90 99
E-post: per.lekvall@bolagsstyrningskollegiet.se
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