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1 Introduction

This chapter gives an introduction and backgroundhte debate about executive
remunerations. Following a problem discussion, thgearch question as well as
the purpose of the study will be introduced to tbéader. The intended target
audience will be presented together with the dediimns of the study, and the
chapter will end with definitions and an outline fbe rest of the paper.

1.1 Background and earlier research

Much has been studied and written globally on thgct of executive remune-
ration and disclosure of compensation in particuldre United States with its
Compensation Discussion and Analysis (CD&A) haven@atural reasons been at
the forefront of the discussion. Allan L. Belleoin the Securities Exchange
Commission established that all the new legal agdilatory features after Enron
and Worldcom had improved the disclosure of exgeuttompensation and
resulted in more responsible corporate governadBag. he also saw a pattern of
too opaque and unhelpful information; “disclosunattsays as little as possible
while seeking to avoid liability, rather than dsslire that seeks to inform”, “The
keyword in the policy regarding disclosure is trzarency.” (Beller 2004, p.21)

There have been plenty of evaluations of the neW 8D&A regulations, for
example Cheryl de Mesa Graziano’s (2006) accouitisgfotential impact, Sean
M. Donahue’s (2008) article about the insufficierafythe new rules, and Gerry
Grant’s (2008) examination of the compliance witk hew requirements. Grant
found that most companies have improved disclosoresxecutive compen-
sation, but still the SEC staff issues commenetstto companies with demands
for additional information (2008, p.30). Stepherll&fi(2008) observed that most
large US companies did not intend to disclose thdopmance goals for their
incentive programs, like the new rules require smlé results in competitive
harm. The quality of disclosures was also foundaity much.

Following rising remuneration levels, significantvieer reactions to excessive
executive pay, and a request for more executivewtability, there has been
increased focus on disclosure of more completernmddion on the pay levels,
program structure and performance criteria for lexgcutives also in most
European markets. (Mercer Perspective 2007, p.1, 3)



The topic has recently been discussed at a traosabtlevel at the European
Corporate Governance Forum on Director Remunerafible main recommen-

dations emerging from the Forum in March state thatlosure of the remune-

ration policy of listed companies and of the indival remuneration of directors
and any material change to it should be mandatmrglf listed companies in the

EU, to allow shareholders the appropriate contnrocompensation and the
inherent risks. "The disclosure should contain isight detail to enable share-
holders fully to understand the components of dnet remuneration as well as
progress towards the achievement of previously tgchrawards and should

include details on pension entitlements and in@gakereof and perquisites and
other benefits in kind.” (EUCGF 2009)

In preparation for the Roundtable Discussion, P&fido Ferrarini and Dr. Maria
Christina Ungureanu (2009) from the University ar®a measured the extent to
which companies in 16 European countries followlsel 2004 EU Commission
Recommendations for the presentation and disclosutieeir directors’ remune-
ration policy. Disclosure practices were found &mysignificantly across Europe
but the recommendations were generally insuffityeapplied, with Continental
Europe at only 48 percent conformity. Furthermetements of the remuneration
policy are scattered throughout the annual repo@antinental Europe, impeding
the assessment of the remuneration systems. Gathgltbert-Roulhac and Peter
Breen (2005) also studied corporate governanceunoe, with the conclusion
that the overall level of disclosure remains insught, especially the disclosure
of individual compensation and compensation cateri

Several reports and studies have also been mad#tkiiman Resource consulting
firms, such as Hallvarsson & Halvarsson (2008a,889pCand Mercer (2007).
Hallvarsson & Halvarsson inter alia investigateavitbe incentive programs were
described in the notice to the annual general mgetind found that the public
information about the performance requirementsraidtaking could be signifi-
cantly improved, especially the transparency oémtve programs for executive
directors (Hallvarsson & Halvarsson 2008a8). Mercer investigated the key EU
Commission Recommendations for compensation disidss the current disclo-
sure practices across Europe, and expected changeactice over the coming
years. Among the countries with medium conformatitey found Germany,
Italy, Norway, Sweden and Switzerland. In thesentoes, executive remune-
ration is provided only as an aggregate amounttdpam the CEO which is
specified separately. For countries at a higheelle¥ transparency such as the
UK, Ireland and the Netherlands, more informatisnrequired on the linkage
between pay and performance, and more transpammyt benchmarking peer
groups. (Mercer Perspective 2007, p.1-5)
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1.2 Swedish perspective and particularities in the
corporate governance system

Sweden has a hybrid corporate governance systemingnAnglo-American
characteristics with the governance system of @ental Europe, and is known
for its rather high corporate transparency. (Oxeth& Wihlborg 2008, p.14,
184) The Anglo-American system of governance widipersed ownership, liquid
financial markets, active markets for corporatetadnand board control, is more
shareholder-oriented and said to have better iavgsbtection and information
transparency. Still, excessive executive remuraraised to be less problematic
in Continental Europe in the past with its largentcolling owners, but today
Europe’s top paid CEOs reside all over Europe ananly in the UK. (Oxelheim
& Wihlborg 2008, p.20)

The Swedish Code of Corporate Governar®w. (Bolagsstyrningskodeis much
the same as its counterparts in other industrilieeuntries, but with a few
particular features originating from the norm ohcentrated ownership. There is
a clear division of responsibilities between shatéé¢rs, the board, management
and auditors, and shareholders are encourageddacataactive role by voting at
annual general meetings (AGM) and working througmimation committees; the
“ultimate power should rest with the shareholder@nger 2006, p.3) This
matters e.g. for the CEQO’s ability to override theard's decisions (see the
managerialist theory in section 3.4).

Sweden’s hybrid system between the one-tier andtweetier board system
contains a board similar to the supervisory boategted by the annual general
meeting. The OMX Nordic Exchange Stockholm hagnlistrules that together
with the Swedish Code of Corporate Governance reqaimajority of board
members to be independent from the company, andnwmbers to also be
independent from the largest owners. Moreover, only executive, normally the
CEO, can sit on the board. (ECGI 2008, p.2) Anotheecial feature is the
presence of two or three employee representativeth® board of directors, in
companies with at least 25 employees. A nominat@mmmittee should represent
the shareholders and be made up of a majority nfex@cutive directors, often
four or five representatives of the major sharebddThe board is to decide on
the CEO’s remuneration after a proposal by the reration committee.
Proposed guidelines and principles for executiveurgeration should however be
presented to the owners in the AGM for its appro@dhger 2006, p.11, 17-18)
The Code stipulates that a remuneration committaesisting of independent
members may be set up within the board of a listadpany to prepare remune-
ration matters, but the entire board apart from@kg can also handle this and
ultimately decide on the proposals. The board mastCEO remuneration in line
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with the binding principles, but bonuses, profiashg and benefits in kind can be
decided by the board. The AGM however has to appeny share based incen-
tive scheme. Hence, shareholders have to be fodtymed before the meeting.
(ECGI 2008, p.3-5)

These rather special features, together with tlemclabove that Sweden

supposedly has a fairly high degree of transparemakes the case of Sweden
particularly interesting. Moreover, the debate tedly blazed with several recent
stories about excessive bonuses, overly complermpecehensible incentive

programs and managers with greed beyond compare.

Earlier this year, one of Sweden’s largest bankB 8¥perienced a minor scandal
after having changed its incentive program. Likegécause of a complex system
and poor transparency, it appeared as the fixetisalfor the management had
been raised significantly and the public outcry waassive. It harmed the
customers’ and owners’ confidence for the bankoextent that SEB was forced
to withdraw and reformulate the progra®@EB-direktorerna avstar lonedkning
2009) Even more recent, AMF Pension came under firermihgvas discovered
that the former CEO Christer Elmehagen had receare@xtraordinary pension
sum. The interesting aspect of this whole scands that important decision-
makers claimed that they had not received adedufmenation about the pension
agreement. The board chairman Gdran Tunhammardndiescribed the contract
as complex, but simultaneously argued that the anreport had been clear
regarding the total cost to the comparMF:s ordférande: Arsredovisningarna
har varit tydliga 2009

1.3 Problem discussion and research question

Variable pay has become more frequent and in iseargaamounts during the last
decades. Therefore, incentive programs have becoore and more complex,
which may result in excessive remuneration and evamipulation. (EUCGF
2009) The debate hitherto has mostly been whetgahle pay is a good way of
motivating executives by aligning their interesthwthat of shareholders, and how
to balance the long-term incentives with short-tegraed. But at the time of
writing, the focus has somewhat shifted from thatents and appropriateness of
the incentive programs to the disclosure and tramsry of the information.
"Increased transparency is a prerequisite for ogvaed the market to know about
the existing compensation programs, and therebm fan opinion about their
fairness.” (Jan Persson in Svidén 2009) Thus, ibisthe remuneratiolevel that

is of concern here, but the extent of disclosuré mansparency of the director
remuneration information has become the focal pdidow much relevant infor-
mation about executive remuneration is actually mamicated, and is the infor-
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mation provided by companies enough to satisfyecifit stakeholders’ demand
for information?

With inadequate transparency of the incentive mogr no long-term investors
would be able to evaluate and thereby ratify thegmms in the annual general
meeting. Hence, only short-term investors wouldmMikng to invest, reinforcing
the problematic short-termism all too prevalenthe financial markets. Therefore
it is of critical importance that all details ofetlprogram are known and clearly
connected to other parts of the remuneration, amkil accounts should be
avoided as far as possible. (Nachemson-Ekwall, p@@8porate self-interest is
fulfilled with more executive pay transparency, &ese it keeps shareholders
activism at bay (Miller 2008, p.1). Thus, compah&®uld be eager to provide
the information that is demanded by stakeholdedsséuwareholders in particular.

In general, the academic research in the area d&s dbout the conformance of
disclosure with different regulations and recomnatimhs. Several comparative
studies have been made (e.g. Ferrarini & Unguredii; Albert-Roulhac &
Breen 2005). But after thorough investigation, meghhas been found on the
demand. Most researchers probably assume thaegla¢ frameworks capture all
variables that are of interest to stakeholders ttgtstudy intends to compile the
demand for information of different stakeholderad @ahen compare it with the
information provided in the annual reports.

The above problem discussion brings us to theviolig research question:

How transparent is the reporting of executive dioes’ remuneration
in Swedish listed companies?

However, to measure transparency in an objectivanera the study starts by
examining what information different stakeholdeesménd and require for the
accounts to qualify as adequately transparent.

1.4 Purpose

This study intends to analyze how transparentepenting of executive directors’
remuneration is in Swedish listed companies, bymixag to what extent the
demand for information is satisfied by the anneglorts.

1.5 Delimitations and target audience

The following study will not venture into a discimsabout the reasonableness of
the actual amounts and contents of the incentiggrams, but is concerned only
with the disclosure and transparency of informationenable well-founded
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decision making and appraisal by stakeholdersodtscheither intend to measure
the actual amount of disclosed information, butyolmbw supply conforms to
demand. Lastly, only the annual reports have beammed as the source of
remuneration information.

The main target audience is the academic commuddawever, the results of the
study could benefit not only existing shareholdsrd future investors, but also be
of interest to the entire society through publiofadence and trust. Not only will
investors and creditors want to know about any pmsapriation of their funds,
but there are high indirect costs involved in ifisignt reporting and transpa-
rency of remuneration. The difficulty for sharehersl to judge and assess incen-
tive programs could give executives unreasonableefiils at shareholders
expense resulting in a loss of investor confiderespecially if directors are
awarded significant bonuses and perquisites whewn #ne perceived of having
influenced the decision-making process (AMN 2002:It) is therefore in
everyone’s interest that remuneration informatisrpioperly communicated in
the annual reports.

1.6 Definitions

Transparency— there is no generally accepted definition of tencept of
transparency but in this study it will be definesl the disclosure of relevant,
reliable, comparable and understandable informatan fully meets the demand
of stakeholders.

Executive directors- includes board members, the chairman of thedyahe
CEO and other persons in the top management. &fsored to as executives in
short.

Remuneration- pay or salary for services rendered. Often &bingj of fixed
salary, short-term incentives, long—term incentiyesnsions, non-cash benefits
and severance payments.

Bonus — this concept is widely used as all variable reenation. However,
according to the Confederation of Swedish Entegpitimdnus” should not be used
in this sense, but should only denote gratuitiearded with no prior agreement
(Svenskt Naringsliv 2006, p.13). In this studysittherefore defined as the part of
short-term variable remuneration that is not cotewcto any individual
performance agreed in advance.

Non-cash benefits- includes all benefits regarded as remuneratioch sas
company car, health insurance and accommodati@a édmmonly referred to as
perquisites.
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Incentive program— programs designed to motivate employees withalobr
remuneration. Could include both long-term and stemm remuneration as well

as bonuses.

1.7 Disposition

Introduction

Methodology

Theoretical framework

Empirical findings and
analysis of study one
the demand for
information

Empirical findings and

analysis of study two +

the level of
transparency

L

Conclusion and
discussion

Chapter 1

This chapter will give the reader an introduction
to the subject and present the problem
discussion, which leads to the research question
and purpose of the study.

Chapter 2

This is where the choice of scientific approach
will be presented as well as the method of
collecting data. The chapter ends with a
discussion of the validity and reliability of the
study, and some criticism of the sources.

Chapter 3

The theoretical framework of the study will be
presented in this chapter including accounting
theory, stakeholder theory, agency theory,
managerialist  theory, theories regarding
transparency and confidence, as well as
regulations and recommendations.

Chapter 4

This chapter will present the empirical findings
from the study of demand for information,
followed by an analysis which includes the
creation of a classification system.

Chapter 5

In this chapter the empirical findings from the
examination of annual reports will be presented
and analyzed.

Chapter 6

This final chapter will present the conclusion and
answer the research question. A further
discussion will be held, and suggestions for
future research will conclude the thesis.
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2 Methodology

To give the reader an understanding of how theyshas been conducted and the
possibility to critically assess any possible resbaeffect, this chapter will give
an explanation of the methods of investigation.issussion of the quality of the
study will also be held.

2.1 Scientific perspective and approach

The study can be divided into two part studies. fiits¢ one is a qualitative study
which, by studying regulations and recommendati@msl by interviewing
different stakeholders, aims to define what actnfirmation is demanded. The
second study is a quantitative documentary stuthgrevthe supply of information
in the annual reports is analyzed, with the denfandd in the first study used as
a basis. However, the aim is not to measw& muchthe companies disclose
about remuneration, but to create an understarafingw well they live up to the
demand of information. The study therefore hasszmjgive purpose. (Bryman &
Bell 2005, p.322)

The study is conducted with an abductive appro&shce it is based on the
ongoing debate about the disclosure of remuneradioth uses a theoretical
framework as a basis for what kind of informatiendemanded, the method
cannot be said to be inductive. Critics to the ctove method state that it is in
fact impossible to use a completely inductive mdtlsince the researcher in
guestion will almost always have an expectatiorthef result (Jacobsen 2002,
p.43). However, the method used here is neithallyadeductive because it does
not start with a predetermined theoretical framdwdefore collecting the

empirical data, and the aim of the study is notdafirm or reject a hypothesis
(Bryman & Bell 2005, p.23-25). Instead the studedrto be as inductive as
possible when examining what information is neeft@da good transparency of
remuneration. Some of this information is foundha theoretical frameworks and
some in the empirical findings. This informationtien used to create different
levels of transparency, in an original theoretitaimework on how to classify

transparency. The study then collects empiricah datich is analyzed with the
new theoretical framework. Thus, an abductive meti® used (Alvesson &

Svenningsson 1994 p.42).
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2.2 Collection of data

In the beginning of the study research of secondata was made to gain a
deeper understanding of the topic and to see whkasdad already been studied.
Two different databases on the Internet were pilynarsed to find scientific
articles; elin@Ilund and ABI Infornf, with search words such as compensation,
remuneration, disclosure, transparency and bonughdérmore, a review of the
debate in the media has been made, mainly throbhghtwo search engines
Artikelsok® and Affarsdata The sources were limited to the most well-knowd a
reliable newspapers, business journals and wepdtagens Industri, Svenska
Dagbladet, Dagens Nyheter, Sydsvenska Dagbladetckavis Affarer,
Affarsvarlden, Aktiespararna and Balans. Besideatang a deeper understanding
of the subject, some of the articles found in tleslia have been used as inputs for
defining the demand for information.

2.2.1 Defining demand of information

As a first step in defining demand of informati@encompilation of the Swedish
regulatory frameworks has been made, which inclddesAnnual Accounts Act
(Sw. Arsredovisningslaggnthe Companies ActSiv. Aktiebolagslagérand the
Swedish Code of Corporate Governance. As the AnAcebunts Act only gives
basic mandatory requirements for information arS3kvedish Code of Corporate
Governance does not give enough specific instrostiof what information to
disclose, three other guidelines and recommendaiam be found to comple-
ment these regulations. They are issued by threedSW organizations; the
Securities Council (SwAktiemarknadsndmndem®MN), the Confederation of
Swedish Enterprise (SwSvenskt Naringsliy)and the Swedish Industry and
Commerce Stock Exchange Committee (8lringslivetsBérskommitté NBK).
Besides the Swedish regulations and guidelinesEth€ommission Recommen-
dations have also been observed and included isttly of demand for infor-
mation.

Since there could be demand for information thatnig captured by the
regulations and guidelines, the public debate énrtfedia has been reviewed and
interviews with different stakeholders have beerigreed.

'Electronic Library Information Navigator, a databakat integrates data from several publishers,
databases and e-print open archives.

2 ABI Inform is a database with international wordipapers, periodicals and news papers within
business and economics

3 Artikelsok is a database with references to atieind reviews in Swedish periodicals, available
for students at Lund University through Elin@Lund.

* Affarsdata is a database with reference to five@sh newspapers; Dagens Nyheter, Goteborgs-
Posten, Svenska Dagbladet och Sydsvenska Daghliistla Nya Tidning, 32 business jurnals
and telegram from news agencies.
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Because of the geographical distance to the regmsidthe interviews have been
made by telephone, except for two respondentsdhigt agreed to answer the
guestions by e-mail due to a busy time schedule. ifiterviews have been semi-
structured, to fully allow the respondents to ekptaeir views and thoughts, and
open with only a few number of predetermined goesti (Bryman & Bell 2005,
p.363) The interviewer frequently asked attendam@stjons to get further expla-
nations on the information demanded.

2.2.2 Selection of interview respondents

The interview respondents have been selected t®gept the different stake-
holders interested in the reporting of remuneratigkccording to the stakeholder
theory, there are several parties interested ititla@cial information given in the
annual reports, e.g. customers, suppliers, emp¥y@enagement, owners,
creditors, the society, and interest groups (Cl20@7, p.27-29). Current owners,
as well as potential owners, are interested inrnfegmation for their decision of
whether to sell, keep or buy shares. The employead to know whether the
company is profitable and stable, and the creditars be assumed to use the
information to decide if the company will be abte repay debts, interest and
amortization. Customers want to know if the companly stay in business to
provide them with replacement parts or additiomaviges. The government and
municipality use the information to regulate andedaine taxes, and the society
and interest groups want to be able to follow tbemgany’'s economic state and
business position. (Artsberg 2003, p.167) Sinceleékels of remuneration can
affect the company’s profitability and economictstan both a positive or nega-
tive manner, it should be a matter of concern fothase stakeholders.

According to the Companies Act as well as the Gafdéorporate Governance, it
is the owners that finally decide on the remunerafprinciples in the annual
general meeting. Thus, it could be argued thatditbelosure of remunerations is
of special interest to this stakeholder group, wfoge there has been a particular
focus on representatives of this group in the $efncinterview respondents. The
chiefs of corporate governance at several institatl investment funds, such as
Folksam, AMF Pension, Forsta AP-fonden, Oresundijegkararna and Investor,
have been contacted by e-mail directly. Most ofrtlaeclined an interview with
the argument that they did not have time to pais. Only two of these agreed
to do an interview; Ossian Ekdahl at Forsta AP-&andnd one that wishes to stay
anonymous.

As the ownership structure has become more and digeesified, with a large
part of institutional investors, financial analysigve taken a more important role
in the communication between current owners, pa@tkeimvestors and companies

19



(Blom et al. in Alvesson & Svenningsson 2007). Bfere, 23 analysts and chief
analysts at 11 different banks have been contatteee of them replied that they
do not look into the information about remunerasian all. Only two agreed to do
a telephone interview and two agreed to answegqulestions by mail.

Because of the inherent difficulty in finding imtb@w respondents for customers,
suppliers and employees that use the informatisengabout the remuneration in
the annual reports, interviews have instead beerdwmed with consultants
representing the total group of stakeholders. Mof@mation about the respon-
dents and the organizations can be found in tharealpfindings. An interview
has also been made with Carl-Gustaf Burén, the wmttm expert at the
Confederation of Swedish Enterprise. However, Butihnot give any specific
details on what information is demanded, but simplgrred to different regula-
tions and recommendations on the area as wellaprtbpositions and reports
behind their regulations. All the regulations amtammendations that Burén
referred to, can be found in 3.6 Regulations andmenendations.

Regarding the creditors, a number of credit anslystve been contacted. The
three analysts that replied explained that théeeitlo not use the annual report at
all or they focus only on the balance sheet andnme statement. None of them
look at the information on remunerations at alleTdemand from the society is
covered by the regulations and recommendationstlammiigh a media review,
which also incorporates the different public instrgroups.

2.2.3 Defining levels of transparency

The annual report, which incorporates the annuabwaat and the corporate
governance report, is the main tool for communigatinformation regarding
remunerations. (Hallvarsson & Halvarsson 2008b2)p.Pherefore, the second
study will examine a number of annual reports tbngehow well the companies
live up to the compiled information demanded.

Since the different information that is requestedm now on called variables,

does not weigh equally it would not be accuratenegasure transparency only by
calculating how many variables the companies fulfllwo companies that

disclose just as many variables may not be equediysparent because of the
different nature of the variables they discloseeréfore a classification system
will be created based on the demanded variables.

The classification system will consist of four lésjevhere the first level includes
the variables that are regulated by the Annual Aot® Act. This is information

that all companies should disclose according tsliggon. To reach a higher level
of transparency, the companies have to disclosergkeother variables demanded
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by the different stakeholders. The variables givenhe first study will be divided
between level two and three depending on how fipeesic the information is.
This is because more firm-specific information sswmed to give a higher level
of transparency. The fourth and highest level aisparency does not require any
additional variables but includes all the variableguired on the previous levels.

The four different levels are:

1) Basic disclosurgthe company only discloses the mandatory infoionagiven
by the Annual Accounts Act,

2) General disclosurethe company discloses some additional informathmut,
the nature of the information is very general andnynof the more specific
variables demanded by the stakeholders are omitted,

3) Extended disclosureghe company discloses more firm-specific inforioat
but does not fully live up to all the demanded ables,

4) Full disclosure the company fully meets the demand of informatioom
shareholders as well as regulations and recommendat

For a company to reach a certain level, half ofvdugables at that level need to be
disclosed at the minimum. l.e. to reach level tth® companies need to fulfill
half of the variables at level one and level twad ¢ reach level three half of the
variables at level three needs to be fulfilled adlwlhis means that a company
can reach level three by fulfilling half of the ables at level two and three,
while a company that fulfills all variables at lé¥&o but none at level three will
still be classified at level two. The motivationhioed this is that the variables at
level three give more transparency than the onésvat two. To reach the fourth
level which implies full transparency, the companiaeed to disclose all
demanded variables.

2.2.4 Selection of companies

Because of the time limit of this study it was fedsible to include all Swedish
listed companies in the empirical research. Ingentrograms and variable pay is
more common among the largest companies (AMN 200%Aerefore the study
will focus only on the largest public corporatioligted at the OMX Stockholm
Large Cap. This selection is also motivated by fdet that the blazing debate
about too high and complex remunerations has giyerancerned executive
directors in the very largest listed companies (Ske Naringsliv 2006, p.5). To
delimit the study further, and to facilitate an uistry comparison, three different
industries have been selected; Financials, Industand Health Care. These are
all prominent industries in the Swedish society #mey have different characte-
ristics that can make a comparison interestingamgral companies have been
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particularly under fire in the debate about bonusesl can be expected to be
more secretive given the competitive environmerit.the same time however,
their whole business idea depends on confidenceefdre the matter of transpa-
rency should be especially relevant. The induss&tor in Sweden has always
been a large part of the economy, and the cydlcali the industry makes it

interesting for comparisons. The health care inguston the contrary not very

cyclical, and likely attracts more long-term invast

On April 18" 2009 there were 57 companies on OMX Stockholm &aEgp
whereof 13 companies have been selected by usengatidom selection tool in
excel; five companies, out of a total populationléfcompanies in the industrial
sector, and five out of 12 companies in the finahsector. The health care sector
only has four companies on the large cap list amel @f them, AstraZeneca, is a
foreign company that follows the much more detarkegulation for disclosure of
remuneration in the United Kingdom. AstraZenecdhisrefore not part of the
study to avoid a misrepresentation of the healtk sactor. Also, companies that
do not have variable remuneration have been exdlfrden the study, since it is
mostly the disclosure of variable remuneration thatf concern in the discussion
of transparency.

Hence, the following companies were chosen:

Table 3.1 List of companies

Financials Industrials ﬁ
Hufvudstaden (HUFV) NCC Elekta (ELE)
Investor (INV) Atlas Copco (AC) | Getinge(GET)
SEB SCANIA (SCA) Meda (MED)
Nordea (NOR) SKF
Swedbank (SWE) Volvo (VOL)

The latest annual report for each company has skegled, i.e. the annual report
from 2008, except for Elekta who does not havectlendar year as their fiscal
year. To avoid reducing the number of companiglaenhealth care sector further,
Elekta’s annual report for 2007/2008 has been studi

2.3 Validity and reliability

The choice and number of interview subjects codidct the reliability of this

study. Since only nine persons have been intendeafgout the demand for
information, it is possible that their answers d represent the majority of the
stakeholders. Therefore a study with different oesfents could give a different
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result of the demand for information. However, al e shown in the empirical
findings, several of the respondents’ answers apewith each other as well as
with the media and recommendations, wherefore nadidérent answers would
not be expected. In the same way the studied coiepagpresent a greater popu-
lation, and even though they have been selectetbraly there is a risk that they
are not representative for all companies on OMXEtolm Large Cap.

Some of the regulations and recommendations leawe ifor different interpre-
tations, as will be discussed in the theoreticaework. This might affect both
the validity and the reliability of the study, He variables given in the first study
are misinterpreted by the researchers. Howeverrdgalations and recommen-
dations have been examined together with any agigireparatory work as well
as other revisions, to establish the most accumtgepretation.

To guarantee the reliability of the examinatiorited annual reports and minimize
the risk of human error, all reports have beenistutivice. Also, the first three
annual reports were examined by both authors tegeth stipulate the exact
interpretation of each variable as well as the nmiztion in the annual reports.
The rest of the examinations were carried out byséme researcher.

2.4 Criticism of sources

When collecting information and data for this studgstly scientific articles,
student literature and books have been used, Isot aiticles from journals,
magazines and daily newspapers. Because the $icievidence of such articles
can be questioned, they have mostly been usecettecan understanding of the
subject and the ongoing debate. Still, for theeevof demand expressed in the
media mostly daily newspapers and business magazwvere used, but to
maintain high reliability only statements from naimend reliable stakeholders
have been used.

Since the annual reports is not the only way ferabmpanies to inform its stake-
holders about their development but also a way aoket itself, there is a possi-
bility that the information they disclose does notrespond to the actual remune-
rations. This study will then measure a transpareinat is not true. However, this
problem is impossible to overcome in the study authdoing thorough case
studies on each company, comparing their remuo@satvith the information
disclosed in the annual reports.

Regarding the interviews, there is a possibilitgttthe respondents have replied
according to what they believe is a correct ansWibey might not truly request
the information they proclaim themselves, but didybiased by the media debate.
Even so, since it is assumed that what is discussegkdia is a true indication of
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demand, the possibility of influenced respondent&sdnot cause any great
problem to the investigation. Similarly, the resgents may however be biased
by their working role and personal interests, giviise to potential interview bias.
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3 Theoretical framework

The theoretical framework of the study will be presented in this chapter,
including accounting theory, stakeholder theory, agency theory, managerialist
theory as well as theories regarding transparency and confidence. This will be
followed by the relevant regulations and recommendations.

3.1 Accounting theory

The annual reports constitute the primary meansooimunicating with stake-
holders, and shareholders in particular. They reguggular information demon-
strating that managers are accounting properlytHerfunds under their control.
However, information to shareholders is normallgtrieted to that specified by
statute, e.g. the Companies Act, professional etmgum such as Financial
Reporting Standards, or by market regulations sischsting requirements. Thus,
there may be a tension between what informationesisdders would like to have
and what managers are prepared to provide of corfcerbusiness secrets or
criticism, both in terms of quantity and quality thfe information. (Elliott &
Elliott 2006, p.3-4)

The confidence is very much dependent not only henactual contents of the
information disclosed, but also on the manner inctvidirectors’ remuneration is
communicated. It is not necessarily only the qugrdf information that causes
troubles for investors, but also the way in whibla information is portrayed and
presented. According to accounting theory, infoiarain the financial statements
should have the following qualitative charactecstirelevant, reliable, under-
standable and comparable. However, improving thaitguof information is far
from simple. “In deciding which information to ingle in financial statements,
when to include it and how to present it, the antol ensure that financial state-
ments yield information that is useful.” (ABS 193832)

Relevance is prioritized in case the other attabusre mutually exclusive, and
implies that the information has the ability tolirgfhce the economic decisions of
users, either because of its confirmatory or ptadicvalue. Reliable information
should faithfully represent the substance of tratigas, be free from deliberate
bias and material errors, and be complete and ptudecase of inevitable judg-
ments. Furthermore, the information should be coaiga and consistent,
enabling users to evaluate events and numbers tower and across different
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reporting entities. Lastly the information should bnderstandable, in the sense
that its significance can be perceived by userslthae a reasonable knowledge
of business, economic activities and accountingya@bas willingness to study it
with reasonable diligence. The threshold qualitfeaon is materiality; informa-
tion which if misstated or omitted may influence thconomic decisions of users
should be disclosed. (ASB 1999, p.32-33, 37, 42)

There may arise conflicts between the differentlitatave characteristics, forcing
a trade-off. The most relevant information is netessarily the most reliable, e.g.
if there is a delay in the collection of informatjomaking it irrelevant, but
reporting it too early could impair the reliabilityhereas leaving it out would
affect the completeness, and thus the reliabilityere is also a potential conflict
between prudence and neutrality within reliabilityhile neutrality implies
freedom of bias, prudence is a potentially biasettept. Similarly, if information
is relevant, reliable and comparable, this may ltaeuso complex information
that it is not understandable by all the usersndb¢hey are assumed to have
adequate knowledge of economic and accounting sssirelevant and reliable
information should nevertheless not be excludedanfithhe annual report only
because it is too difficult for some users to cosmend. (ABS 1999, p.43-44)

Regarding relevance of information, the statememts used by a variety of
different stakeholders such as lenders, trade torsdicustomers, employees, the
government and the public which turn them into vggneral-purpose reports
with a compromise between different information.idtvirtually impossible to
satisfy everyone’s needs, and all information cardly be relevant to everyone.
At least in the Anglo-American corporate governasgstem, shareholders are
considered of primary concern since they provide acbmpanies with funding.
(Elliott & Elliott 2006, p.4) Countries in Contingal Europe take more of a stake-
holder approach however, trying to balance theasts of all different parties.

3.2 Stakeholder theory

Stakeholder theory defines organizations as midtid agreements between the
enterprise and its multiple internal and externtdksholders. Employees,

managers and owners are examples of the first-oreedj whereas customers,
competitors, suppliers, interest groups and theespare all external stake-

holders. (Clarke 2007, p.27-29) In the preparateoyk for SOU 2004:47, the

Government established that remuneration matterofirelevance not only for

shareholders, but also for other stakeholders. Hieywant executives’ remune-

ration to be reasonable given the development efciimpany and the perfor-
mance of each individual. (SOU 2009:34, p.311)
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The relationships between the company and diffestadteholders are governed
by formal and informal rules, and can both consteaid create possibilities to the
company. Management gets funding from shareholdetsdong-term employees,
suppliers and customers also contribute firm-speeésets to the company in
different ways. Hence, management must consider effiect of corporate

decisions on all the firm’s stakeholders, which masult in severe difficulties to

prioritize between different interests. The stakeééo theory is said to have
intellectual appeal, but it is also argued that mn@tiple stakeholder responsi-
bilities may leave management with too much freeddnmanoeuvre. (Clarke

2007, p.27-29)

3.3 Agency theory

“To reduce the conflict of interest between absamhers and insightful CEOs,
the linkage between pay and performance is the eumibe suggested remedy.”
(Oxelheim & Wihlborg 2008, p.185)

The essence of the agency problem arises frometharation of ownership and
management. With dispersed shareholdings the owsarsno longer exercise
direct monitoring and controlling but have to appomanagers or agents, to
generate returns on their funds. (Jensen & Meckligg6é in Clarke 2007, p.23)
Contracts have to be written and enforced, and@geosts arise from the struc-
turing, monitoring, and bonding contracts amondieawith conflicting interests.
(Jensen & Meckling 1976 in Fama & Jensen 1983,4).3le theory assumes
that individuals are self-interested and act to im&e their own utility. Provided
that managers are given a considerable amountrtfateights and discretionary
power, the investors or principals will want to prdnstraints on managers to
reduce the misallocation of their funds. To miteg#te agency problem, efficient
markets in corporate control, management and irdtiom are important. (Clarke
2007, p.24) Thus, transparent accounting of renadiogrs and the link between
pay and performance works as a control mechanidme. grincipals want to
receive adequate information in order to monita¥ thasonableness of agents’
remuneration.

Agency theory has been criticized for its simpjiciind crudeness. Even though
the main agency relation is said to exist betweéareholders and the

management, in reality there is a double agenogyndila since owners first

appoint a board of directors, who in turn selea thanagement to lead the
company. The board is supposed to act as a camgohanism, mitigating any

diverging interests between the end-principal ageing as elaborated on below.
(Clarke 2007, p.24)
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3.4 Managerialist theory and board responsibility

This theory is what commonly is referred to as ‘theperor CEO”; when the
managers get too much power relative to the boaddcan control the compo-
sition and decisions of the board. For exampléhef CEO manages to determine
the remuneration for senior executives includingndalf because of a distorted
power balance. (Clarke 2007, p.29) A CEO that israimg himself excessive
amounts of remuneration would likely try and condbs in the annual report.
Therefore, to create confidence and understandinthé remuneration systems, it
is necessary to openly provide clear informationtiie shareholders and the
market (Svenskt Naringsliv 2006, p.16).

Furthermore, managerial accountability should béoreed by a critical and
guestioning board of directors. The board shoutdirathe best interest of share-
holders, but corporate governance critics arguelibards are unable or unwilling
to monitor and control management and instead grar@matic pay increases to
CEOs regardless of performance (Townsend 1984; €3ed®84, in Mallette,
Middlemist & Hopkins 1995, abstract). Thus, it ighily important to assure that
executives do not abuse shareholders funds ordemde, by promoting an active
role of the owners. One way is to provide sharedrsidvith a better insight and
understanding of the remuneration, and allow theendpportunity to discuss the
matters. (SOU 2009:34, p.311)

Even though the board is responsible for desigtingyincentive programs for

management, they have to present the remuneratibicigs and principles and

put it up for voting in the annual general meetifithe fact that incentive

programs are nowadays ultimately ratified or regddby the owners in the annual
general meeting allow the company board and manageta shift the responsi-

bility on to the shareholders and in so doing awviticism and a public outcry. It

is thus of critical importance to provide the owsarith adequate information or
else they will vote blindly. Some argue that theM\@ nothing more than empty
procedures, but the risk of misappropriation okésss certainly greater the more
ambiguous and unclear information that is repotteidvestors.

3.5 Transparency and Confidence

The Swedish Commission on Business Confidencw. ( Fortroende-
kommissionenwas established in 2002 to examine the publididence in the
Swedish business sector and suggest remediesdoliainly level of confidence.
At that same moment a “Code Group” was foundedyddk on a Swedish Code
of Corporate Governance. There arose a realizahah a lack of confidence
could result in significantly increased transactimsts and therefore should be of
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concern to the entire society, given the importasigeublic confidence to growth
and prosperity. The study showed that deficienciesmlary and benefits systems,
especially the high remuneration levels for sengxecutives with benefits
insufficiently linked to performance, had partialya impaired the public’s
confidence in business.

Moreover, the lack of transparency and opennesardew directors’ remune-
ration and incentive programs resulted in difficdt of assessment and correct
decision-making for investors. The Commission ader®d openness to be a
highly suppressive factor against abnormally higimuneration, especially if
disclosure were to be made on an individual basiwell. One of the suggested
strategies to manage the declining confidence \kas tmore openness and
transparency, with the provision of clear, inteblig, correct and relevant infor-
mation. The information provided should not be smplex that only an expert
could understand and evaluate it. There was a vasmn however, that
companies may need to keep information confidebgghuse of business secrets
or integrity reasons. (SOU 2004:47, p.43-45, 47,1R¥, 156, 226)

Corporate scandals and economic crises have pupthtight on deficiencies in
the corporate governance systems, conflicts ofreste agency problems and
moral hazard, and the importance of corporate Gr@rtransparency. But the
concept of transparency is still not precisely wedi, apart from that it has to do
with openness and access to unambiguous informat@xelheim 2006, p.1-2)
Transparency has in this thesis been thought ahasdisclosure of relevant,
reliable, comparable and understandable informatan fully meets the demand
of stakeholders.

A suboptimal transparency can have far-reachingeguences, as agents demand
a risk premium to compensate for the uncertaintyis Tincreases the cost of
capital, which results in fewer investments andmdtely a slow-down in
economic growth. (Oxelheim 2006, Outline) Moreouee overall propensity to
save in e.g. corporate bonds is affected by sawersfidence, which also relates
to transparency. Thus, the capital allocation &fficy is at risk here as the system
may no longer efficiently direct the financial resces to the best investments.
The sharing of information that ideally should tgikace to alleviate problems of
moral hazard and adverse selection, and allow fopgy evaluation of invest-
ments, may be obstructed. (Oxelheim 2006, p.9-h@drhplete disclosure and
poor transparency can possibly cause two otherlgoresh If shareholders do not
get complete, relevant and understandable infoomathey will not be able to
influence the board’s decisions on executive corsgBon by placing own
proposals or voting no in the annual general mgetiurther, if the true and full
picture is not known by shareholders, media andptltdic, “outrage costs” i.e.
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negative reactions to high levels of compensatiomy rharm the company
(Bebchuk & Fried in Donahue 2008, p.66-67, 69).

In the case of transparent remuneration systens,sibmetimes argued that too
much disclosed information could result in the lagskey competence, when

competing firms know exactly what to offer execasivto outbid their current

employer. There is also a risk that more opennesslits in higher remuneration
(Jan Persson in Svidén 2009), since the CEO aret ettecutives can see what
the competitors are offering and play the compaaféagainst each other. When
remuneration to executive directors is based omrr geeup comparison and

especially when the company aims to be at the ugpartile of the benchmarked
companies, there might be a “ratchet effect” — upW@essure on remuneration,
without any connection to performance. (EUCGF 2Q09)

The Confederation of Swedish Enterprise also df@é disclosure of remune-
ration should not go to extremes when it comesdeoviduals, because of integrity
and competitive reasons. In the United States, ahtyut half of the companies
were found to report the financial targets on whadmpensation was based
(Watson Wyatt Worldwide 2007 in Dalton & Dalton B)(0.90), because too
much detall is proprietary and could result in anpetitive disadvantage. Most
countries allow exemptions from such informatiorsctbsure that could be
problematic in this sense, but who draws the liBeveral companies use the
competitive environment as a justification for kihds of perquisites granted to
executives. (Dalton & Dalton 2008, p.90-91)

However, companies apparently often make voluntdigclosure beyond
minimum requirements, in response to market dem&hd suggests that they
understand the benefits arising from transparefarnmation, when it comes to
attracting capital and maintaining confidence ia tapital markets. The OECD
Principles of Corporate Governance highlight thgpamance of disclosure and
real transparency to facilitate market-based moinjoof companies and owners’
ability to influence the company policies. Ownersl gpotential investors need
regular, reliable, detailed and comparable inforomato assess the management
and make informed decisions. Poor transparency Yeenay result in unethical
behavior and a loss of market integrity, impacting whole economy negatively.
The cost of capital will rise and resource allomatis impaired. (OECD Principles
2004, p.49-50)

Thus, there seems to be a concept as “optimalgaaescy” from the companies’
perspective. Whereas improved transparency lowmecsrtainty and information
asymmetries for investors resulting in reduced ajstapital, from a business
perspective too much transparency could put thepeom at a competitive
disadvantage. It may also be excessively experisiveompanies to prepare the
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information. (Oxelheim 2006, p.18, 39 & 303) Theref a trade-off between cost
advantages and the competitive risks of a higrsfrarency could be expected.

3.6 Regulations and recommendations

The Swedish Companies Act and the Annual AccoutscAnstitute the primary
binding regulation in Sweden on the matter of doex regulation. Since the 1st
of July 2006 the Companies Act contains specialileg@ns about the decision-
making process for remuneration to board direceord executive directors in
public limited companies, and simultaneously the&tisa on disclosure of
remuneration to executive directors in the Annualcédunts Act has been
extended. The changes were a result of the worthe@fCommission of Trust,
aiming to restore the confidence in Swedish comggriburing this same period,
the need for a Code of Corporate Governance wablested, and the first Code
came into force in July 2005. (SOU 2009:34, p.293)2The Swedish Corporate
Governance Code is nowadays applicable to all Sskddited companies, via the
“‘comply or explain” principle, but only containsryelimited rules on the matter
of remuneration and information disclosure. (ECG0&, p.2)

In 1995 an association of four different SwedisHf-gulation bodies was
created,Foreningen for god sed pa vardepappersmarknadenpromote best
practice on the stock exchange; The Securities €llpurhe Swedish Corporate
Governance BoardS{v. Kollegiet for Svensk Bolagsstyrnjinghe Swedish
Industry and Commerce Stock Exchange CommitteeTdredSwedish Financial
Reporting Board $w. Radet for finansiell rapporteringAny violation of the
regulation is handled by the OMX Nordic Exchangec&holm. There is also the
Swedish Financial Supervisory Authorit$w. Finansinspektiongrthat super-
vises companies and has regulations for disclosiremuneration principals for
credit institutions, securities companies and iasae companies. (SOU 2009:34,
p.300) Listed companies thus have a variety ointistules regarding remune-
ration information to follow, enforced by the stozkchange.

There are continuously transnational organizattbas put increasing demands on
Swedish governance practices. Apart from the Sveedaional regulation and
recommendations, there are the EU Commission Reemakations and OECD’s
Principles of Corporate Governance from 2004 tloatc the matter of directors’
remuneration and disclosure. The EU recommendatamsto promote sound
corporate governance by providing shareholders wikbre information and
increased influence over the decision process. (200P:34, p.305-306) The
OECD Principles more generally discuss the impagaof disclosure and
transparent information, and give few guidelinesoawhat to disclose. As regards
the board and executive remuneration, the link betwremuneration and
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company performance is however of particular irder€ompanies are expected
to provide enough information to enable sharehsider assess the costs and
benefits of incentive programs and remuneratiorstlizaOECD considers indi-
vidual disclosure of remuneration, pensions an@rsace agreements to be good
practice. (OECD Principles 2004, p. 50, 52)

The most influential frameworks when it comes t@oimation disclosure are
presented next.

3.6.1 The Companies Act and the Annual Accounts Act

The Companies Act (SFS 2005:551) chapter 7 861 wwtsthe annual general
meeting of a listed company should decide on thecyples for remuneration to
executive directors, after a proposal preparedhbybioard. The principals are to
include the weighting between fixed and variablmuaeration, as well as the
relation between performance and remuneration, neams for bonus and incen-
tive schemes, non-cash benefits, pensions andaseepay. Thus, the principles
should cover on what basis salary and other berafé rewarded, but do not have
to be expressed in absolute amounts. The main pergoould be to give share-
holders a clear and easily grasped picture of tAm womponents of the remune-
ration policy including the maximum cost to the @any in different scenarios,
and also give them some influence over the polidye Companies Act chapter 8
851 suggests that the principles include some nmédion on estimated future out-
comes, and explain any deviations from earlieraktiprinciples. (SOU 2009:34,
p.295-296, 304-305)

The Annual Accounts Act (ARL 1995:1554) containgediions for how to create
and publicize the annual report, group reports guarterly reports. The disclo-
sure of remuneration is regulated in chapter fit®-85 and some of the para-
graphs were updated in 2006. Since it does notmiveh detailed information, a
quite thorough summary can be reproduced here;

819 only states that salaries and other remuneratiall be disclosed as well as
social costs with pension costs specified.

820 states that the sum of salaries and other reration shall be specified for;
board directors, the CEO and executive directorsaagroup, and all other
employees as another group. Variable payments dhoeildisclosed separated
from fixed salary for directors, CEO and other exe® directors. Further, infor-
mation about both fixed and variable remuneratioail e specified individually
for the CEO and each board director, excluding eye® representative. When
information is given per group, the number of passan the group should be
specified. If the company has employees abroadhigllinformation should also
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be provided separately for each country, but amgxien in chapter 7 814 allows
companies to skip the individual figures in theases.

822 treat the disclosure of pensions and stateth@atotal amount of pension
costs and similar commitments shall be disclosedéard members, CEO and
other executive directors, with information abolu¢ humber of persons in each
group. Also here, disclosure of the amounts to ebchrd director, except
employee representatives, and CEO shall be made.

823 and 24 state that the information above sHath aclude former board
directors and former CEO, as well as board depanesvice-CEO.

825 states that if any golden parachutes or seserpayments have been agreed
to board directors, CEO or others in the managentbase should be disclosed
with the most essential terms.

As can be noted, the regulation does not demandh mace than certain figures
that shall be disclosed for some important peofite amendment in chapter five
in 2006 was intended to clarify and strengthenaweers’ power in determining
the remunerations, and to improve the disclosudeiafiormation given about the
executive directors’ remunerations (FAR SRS 2008e main changes were the
definition of executive directors which now alselirdes other directors than just
the CEO and board directors, the remuneration tdpothe combined group now
has to disclose the total sums of both the parempany and all subsidiaries, and
the individual amounts now has to be disclosed amdy for current but also
former board directors, former CEO, as well as OBodeputies and vice CEO.
(Janzon, Térning & Arnell 2008)

However, the new regulation has been criticizednfatr being clear enough. Who
is included in “executive directors” exactly? Moveo, there is no clear definition
of formerandvice board directors and CEO in §23. Depending on @f §2d §22
are interpreted to have an individual perspectiveere those once part of the
group always stay part of the group, or a funcpenspective, 823 could include
all former employees that once have been subjettedisclosure. This might
entail hundreds of people. It is more reasonaldéftrmer should be interpreted
as only persons that have had a function duringtineent year. (FAR SRS 2008)
Janzon, Térning & Arnell (2008) argue that it slibbé interpreted as people that
have resigned during the current financial yeay.owWhat is more, the require-
ment to account for all executive directors insalbsidiaries around the world in
820, could potentially result in thousands of pepgiven if the disclosure obli-
gation is not on an individual basis. The compasidshave to do the cumber-
some and costly work of collecting individual infiesition and aggregating it for
all CEOs, board directors and executive directorghe group, and Janzon,
Torning & Arnell question the informational value investors. They argue for a
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clarification of the paragraph, and the interpiietathat the total remuneration
from all the group companies should be disclosedHe executive directors in
the parentcompany only.

3.6.2 Swedish Code of Corporate Governance

The Swedish Corporate Governance Board issuedppgabfor a Swedish Code
of Corporate Governancélie Codg as late as 2004 and in 2008 a revised code
came into force. (Swedish Code of Corporate Gover®ma2008, p.3) Most
corporate governance practices were however alreadige after the Kreuger
crash 1932 even if no comprehensive code had lmremnufated. (Carlsson 2007,
p.1047) Some issues covered by corporate goverr@tss in other markets are
governed by statute and are therefore not reitratethe Swedish Code of
Corporate Governance. (Unger 2006, p.3) Whereadirgteversion was aimed
only at large listed companies, the current revisede requires all Swedish
companies whose shares are listed on a regulatdetima Sweden, regardless of
size, to apply the Code. (Swedish Code of Corpddateernance 2008, p. 5)

The Corporate Governance Board works to promotel gimwernance practices in
listed companies in Sweden, and has the main regplity to administer the
Code. The board has no supervisory mandate to enfiie application of the
Code, but works together with the Securities Cduand the stock exchange
when it comes to interpretation, enforcement anttgans. Ultimately, it is for
the actors in the capital market to judge how wethpanies apply the Code, and
act accordingly. (SOU 2009:34, p.301)

The Code is one part of the self-regulation systamgd complements the
Companies Act and other binding regulation by edig the minimum require-

ments of governance to a higher level of best m&cihis improves the public
confidence in companies, facilitates the raising fiolance, and ultimately
improves the efficiency and growth in the Swediglor®my. (SOU 2009:34,
p.303) Like most other governance codes, it wotk®ugh the “comply or

explain” principle; compliance is not mandatory loutcase of deviation this has
to be declared and explained. This is to allow sdlexébility to the diverse range
of companies, since ultimately the investors camftheir own opinion about the
appropriateness of the companies’ solutions anésinaccordingly. (Swedish
Code of Corporate Governance 2008, p. 5-7)

Even if the Code intends to go above the minimwelgof disclosure and it does
contain some more requirements of what informatstwould be available to
shareholders before the AGM, the paragraphs agtdallnot mention the annual
report at all but only requires the informationtie available on the company
website. (ECGI 2008, p.3). Furthermore, as discisdeady it is not mandatory
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to comply, as long as it is explained. But, there @ sanctions in cases when
deviations from the Code have not been explained,r@ guidelines to follow to
judge whether an explanation is adequate or nat. sShistem expects the market
and investors to be the judges of this. (SOU 2009%3304) Thus, the Code can
be criticized for being rather weak, especiallyitsy enforcement. The relevant
guidelines on the reporting of executive managemanuneration state:

“89 The board is to have formal and clearly statpdbcesses for
deciding on remunerations to members of the exezutanagement”

“89.2 The shareholders’ meeting is to decide onsdlare- and share-
price-related incentive schemes for the executisaagement. Members
of the board are not to participate in share andrghiprice related in-

centive schemes designed for executive managemetiies employees
of the company. If such a scheme is designed doletige board, it must

be approved by the shareholders’ meeting. The idecisf the share-

holders’ meeting is to include all the principlertes of the scheme.

Background material and documentation pertainingth@ proposed
scheme is to be made available to shareholderoddime before the
shareholders’ meeting. The material is to be claad simple enough to
allow shareholders to form an opinion on the reastor the scheme, the
principle terms of the scheme and any dilutionhef share capital that
may result from it, as well as the total cost te tompany of different
conceivable outcomegSwedish Code of Corporate Governance 2008,
p.21-22).

3.6.3 The Securities Council 2002:1

The Securities Council, a private self-regulatioayy has issued statements about
the decision-making, information and content ofimive programs. Even if the
Council has no sanction possibilities, the stateémean be enforced by the stock
exchange’s listing agreements and therefore bedomeéng as well. (ECGI 2008,
p.2) The statement recommends public companiesstdode additional infor-
mation about incentive schemes in the annual repoch as an explanation of the
outcomes during the financial year from new and pograms. (SOU 2009:34,
p.301) The Securities Council further demands shate based incentive schemes
are reported in the annual report, that eventsndute recent fiscal year for all
incentive schemes are reported, and that an owaeall of current programs are
provided. (ECGI 2008, p.3)

® Including board members
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3.6.4 The Swedish Industry and Commerce Stock Exgdha
Committee

The Swedish Industry and Commerce Stock Exchangen@itbee (NBK) works
to improve best practice in the Swedish stock maokassuing recommendations
on different matters. (SOU 2004:47 Appendix 10,9@)2The document on
executive directors’ remuneration from 2002 givesaded rules for mandatory
information about benefits in the annual repory @rhas been incorporated as a
binding appendix to the listing rules. (ECGI 20@32-3) Since the *1of July
2006, there is an updated version of the AnnuabAnts Act regarding decision-
making and disclosed information about directoeshuneration. Consequently,
the NBK rules on the matter have been abolishedveder, they continue to be
enforced in the exchange listing agreements ané Haarefore been considered
as legally binding still. (Svenskt Naringsliv 20G566)

NBK require listed companies to disclose directoeshuneration and benefits in
the annual report, and if the company is part gfaup the remuneration from all
companies, whether Swedish or foreign, should b&uded. (ECGI 2003, p.3)
The principles for remuneration of executives, e¢hg proportion of fixed and
variable remuneration, should be explained. Forlbard chairman, the non-
executive board members, the group CEO and the gmapalirector, NBK
require disclosure of the total amount of all reemation and other benefits, as
well as each remuneration item of more than mimgpartance, the fixed and
variable components including major assumptionsttier calculation of variable
remuneration, holdings of financial instruments atfter options received during
the year and during previous years, and the mopbrirant terms of pension
agreements or severance payments.

The financial instruments received during the yshould be disclosed with

respect to holding, estimated market value at tlmn@ent date and the acqui-
sition price for the instruments. It should alsockeEar whether they are offered at
a discount. For board directors who have receidgitianal remuneration apart

from the board fee, the amount and the nature efdiities should be reported.
Regarding pensions, the pensionable age and tiedpsuring which pension is

to be paid are some of the terms to disclose. M@&mrat should be clear if

variable remuneration constitute pensionable incanmether pension is based on
contributions or benefits, and the cost for thery#dabenefits-based pension, the
pension level in relation to pensionable remunerashould be reported. It is also
required to state whether the pension is revocableot, i.e. whether the pension
is contingent on future employment. (ECGI 2003;p).4

Regarding severance payments, the prerequisites femefit must be disclosed
for each executive concerned, in particular if @nhcbe personally requested.
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Further, there should be information on the prepayaand decision-making
process for directors’ remuneration, whether a aamsption committee has been
appointed and its mandate and composition. Laatly,significant changes in the
remuneration during the current year or from earl@ormation should be
reported in the next report and made pulfie€CGI 2003, p.6)

3.6.5 The Confederation of Swedish Enterprise Recendations

The Confederation of Swedish Enterprise issued ejjnigls regarding remune-

ration to the CEO and executive directors in 20@&Yjised in 2006, to help

companies create understanding and confidence théhshareholders and the
public. They point out that remuneration is a nratdée the owners to decide on,

but emphasize the importance of openness of infilwm&o enable assessment,
clear and justified terms, along with independesttision-making. The guidelines

treat the role of the board and the annual genewting, the contents of

incentive programs, pensions and severance agrégni@ard remuneration and
finally the information disclosure. It states thiheé board should give adequate
account for the remuneration policy and paid outelies in the annual report.

(Svenskt Naringsliv 2006, p.4, 6)

The benefits should be principally described amdtttal cost over time possible
to value in full. Other interesting information poovide could be the purpose of
the variable remuneration, whether the performaaogets lie within the execu-

tives’ area of responsibility, what persons that gart of different programs, what
time perspective there is and when remuneratido e paid out, the weighting

between fixed salary and variable remuneration, Ip@wormance is measured
and evaluated etc. There should be a clear coonebetween targets and the
individual's performance, i.e. variables should W&hin their area of responsi-

bility. For pensions based on benefits the penséwel, pensionable age and
pensionable remuneration should be accounted, admether the pension is

revocable or not. For contributions based pensitnessize of the premium and an
explanation of its calculation is demanded. Thee toosts related to pensions
should be calculated and accounted for. (Svensknliv 2006, p.12-14)

3.6.6 EU Commission Recommendations

The EU recommendations are not binding for membates, but they are
intended to act as a guideline for national regoat via legislation or self-
regulation. Nevertheless, several member states khaveeded the recommen-
dations and imposed binding rules about disclosurall executive directors on
an individual basis, and the openness is goodnergé What is lacking however
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is transparency when it comes to the principleseafuneration, and in only a few
countries including Sweden, the AGM decide on thagples by voting. (SOU
2009:34, p.307) Several member states have howstrengthened their
legislation or self-regulation on remuneration &suor plan to do it before long.
The debate in EU has mostly concerned the incrgagap between the remune-
ration to normal employees and the top executithesfar too weak link between
remuneration and performance and the company’stienmy development, as well
as shareholders’ ability to influence and conth@l temuneration levels. In March
2009 the EU Commission declared its intention targén the 2004 recommen-
dations shortly, as well as publish a separatemeoendation for the financial
industry. (SOU 2009:34, p.308)

Unlike the Annual Accounts Act and the Swedish Cofl€orporate Governance,
the EU commission recommendations include more igpécdetails on what
information should be disclosed. The recommendaitiesif stresses that “it is
important that listed companies display appropriedasparency in dealings with
investors, so as to enable them to express thewsii “Shareholders should be
provided with a clear and comprehensive overviethefcompany's remuneration
policy. Such disclosure would enable shareholdeessess a company's approach
to remuneration and strengthen a company's acdalitytato shareholders.”
(EC/913/2004, p.55) However, it also points out thahould not oblige them to
disclose information that is of commercially seinsithature which could damage
the company’s strategic position.

The recommendation further states that, to betaldg@preciate the remunerations
in the light of the overall performance of the camyp, the shareholders should be
provided with information on the individual direcsoof the company as well as
executive and non-executive or supervisory directdgkdequate transparency
about the policies regarding directors’ remunerasbould also be given, which
includes information about notice periods and taation payments. A definition
of director is given as “any member of the admnaiste, managerial or supervi-
sory bodies of a listed company”. (EC/913/20046p.5

All information should be disclosed in an indepaemtd&muneration report and/or
be included in the annual accounts, as well aherrdompany’s website. It should
mainly focus on the company’s policy on director€muneration for the
following year but if appropriate, even the prewoyears, and any significant
changes in the policy as compared to previous éiahiyear should be disclosed.
The list of what information should be includedtl® remuneration report is four
pages long and all items will not be enumerateé,haut an extraction is given to
give an understanding of what kind of informatiemequired.
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At least the following information should be sett:ou‘(a) explanation of the

relative importance of the variable and non-vagabbmponents of directors'
remuneration; (b) sufficient information on the fpemance criteria on which any
entitlement to share options, shares or variablapoments of remuneration is
based; (c) sufficient information on the linkagetvi®en remuneration and
performance; (d) the main parameters and ratioisalany annual bonus scheme
and any other non-cash benefits; (e) a descrigifotihe main characteristics of
supplementary pension or early retirement scheoredifectors”. (EC/913/2004,

p.57)

“The remuneration statement should also summarizé¢ explain the listed

company's policy with regard to the terms of thetacts of executive directors”.
“Information concerning the preparatory and decisiaking process used for
determining the listed company's remuneration gdbe directors should also be
disclosed”. (EC/913/2004, p.57)

The recommendation also states that the total remation and other benefits
given to each individual director, who has served airector during the relevant
financial year, should be disclosed in detail ia #nnual accounts or in the notes
to the annual accounts. The reasons for why anymeration is paid in the form
of profit sharing or bonus payments shall be exjgldi The total estimated value
of all non-cash benefits considered as remuneration lsbadisclosed as well as
compensation paid to or receivable by former exeeudlirector in connection
with the termination of his activities during tHatancial year.

There is also more detailed information regardihgrss, option programs and
other share-incentive schemes saying that followinfiprmation should be

disclosed: “(a) the number of share options offecedshares granted by the
company during the relevant financial year andrtbenditions of application; (b)

the number of share options exercised during tlevaat financial year and, for
each of them, the number of shares involved an@xkecise price or the value of
the interest in the share incentive scheme at tdeoé the financial year; (c) the
number of share options unexercised at the endedfitancial year; their exercise
price, the exercise date and the main conditionshi® exercise of the rights; (d)
any change in the terms and conditions of exissimagre options occurring during
the financial year”. (EC/913/2004, p.58)

As can be seen, the EU Commission Recommendasofexuising more on the
policies and motives behind the remunerations afamation that is needed to
evaluate the costs and effects of the share ineesthemes.
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4 Empirical findings and analysis of
study one - the demand for information

In this chapter the empirical findings from the dfuof demand for information
will be presented. It will start with the review @¢mand expressed in the media.
Subsequently, the answers from the interview redgmas will be presented one
by one. The chapter will end with an analysis & &mpirical findings which
includes the creation of the classification system.

4.1 Discussion in media

After several scandals and increasingly indignanestors, institutional funds and
pension funds have raised their demands on thetsteuand disclosure of incen-
tive programs. Several of the people responsibledoporate governance in these
funds have expressed their views on the mattereitiairecently.

The recent debate about remuneration programs kawsed embarrassed
executive directors, as well as angry and disapedinustomers. The confidence
for banks and fund trustees has fallen. But Catinadberg-Markow, chief of
corporate governance at Folksam — one of Swedargedt insurance and pension
companies, argues that if the public debate result®re openness it is worth the
hassle. The bonus and incentive systems, inclutiegtargets connected to
payouts, are extremely complex. Lundberg-Markowmissing a clear connection
between the remuneration outcomes, and a posiowaepany result as well as
individual performance. Folksam urge all banks gashsion funds to openly
disclose all existing remuneration systems and whafpose they serve to
customers, owners and the public. There are plehtlyenefits from increased
openness; customers and investors can choose thgaoy whose remuneration
values and policies they support, and the compac@s avoid embarrassing
unmasking and scandals. (Lundberg-Markow 2009)

Helena Levander, CEO of Nordic Investor Servicésints that the remuneration
accounts of Swedish listed companies are oftenffiomnt, vague and full of
empty phrases. The purpose of the remuneratioryp@i frequently lacking or
the description is ambiguous, according to a stathde by Nordic Investor
Services. The companies moreover often fail to aetdor how many of the
existing contracts that diverge from the declarechuneration policy. There is
almost always a reservation allowing the board éviate from the guiding
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principles, which is debatable. Levander furtheruldolike to see more clarity
about what exact achievement that is required fmiable remuneration, and
where the ceiling kicks in. The formulation of asle@ments is often only given in
very general terms, such as ‘“related to the comipamgsult” or “measurable
within the individuals’ area of responsibility”. Iaddition, it should be clear
whether variable pay work as pensionable income, imany employees that still
have a defined-benefit pension, and some indicatfomhat it may come to cost
the company. Frequently, the description about ipansystems is limited to
“pensions can be based on contribution, benefit® @ombination”. (Palutko
Macéus 2009)

Forsta AP-fonden, one of Sweden’s main pension @idtmators, just recently

released new owner policies with higher demandshendisclosure of remune-

ration information. They request a clear and medsar achievement for

individuals in order to be awarded a payment, whigther should be related to

the company’s profitability i.e. considering al$® tcosts of producing the profit,

and clearly communicated to shareholders. Moreower,cost of the program

including potential share dilution should be clgaatcounted for. (Forsta AP-

fonden) Not to forget, the purpose of the incenpivegram should be declared, as
well as the means of evaluating it (Sidea 2009).

The Swedish Shareholders' Associati@w/( Aktiespararnaalso requests clear
performance criteria and explicit follow-up and riwagh evaluation of the

remuneration programs, as well as a ceiling for nieximum outcome on the
variable parts. There should be a clear connettidhe company’s development,
and a plain account of the purpose and motive @fithentive program. (Olsson
2009a; Sidea 200%ktiespararna tar ton mot bonus&009) In an article in

Dagens Industri Carl Rosén, head of corporate gavee at Andra AP-fonden,
Elisabeth Tandan at Aktiespararna and Annika Arsters head of corporate
governance at Fjarde AP-fonden, also point out ithportance of separate
disclosure of fixed and variable remuneration. (&gen 2008).

All details of the programs should be known andadieconnected to other parts
of the remuneration. According to the Code, thegpams should be presented in
a way so shareholders can estimate the costsdocampany in different scena-
rios. It would be ideal if companies disclosed ¢yabow much the CEO and

executive management may come to earn if the pmogngest under the period,
but at this time no listed company does this. (Macson-Ekwall, 2009)

The demand expressed in the media can be summaszedable 4.1 below.
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Table <1 Informatior demande in the medi

* More compan-specific explanatior

* The connection between bonus payouts and the corspdevelopmer
* Clearlydisclosed performance crite

* The exact achievement requi

* A thorough evaluation of the effectiveness of thegpan

* The purpose of the incentive progr.

* |f there is a ceiling on the variable remunere

*  Whether variable pay work ipensionable incon

* How many employees that still have a def-benefit pension, and sor
indication of what it may come to cost the company
*  The reason for why remuneration is paid in the fofraariable remuneratic

*  Any dilution of share capite

4.2 Demand derived from interviews

4.2.1 Respondent A — Anonymous

This respondent requested to stay anonymous. Haéshenore than 20 years of
experience as an analyst, responsible for seveadyst teams in large banks with
a focus on Health Care companies. The respondsrdlsa worked as a columnist
in a well reputed newspaper and at a website fastors.

First of all, the respondent points out that th®nmation needs to be more

specific. Since the remuneration systems have beaary complex and hard to

understand, it is essential that they are explasted by step. It is not only the

total sum that is of interest but the differenttpasf the remuneration system as
well. If the variable remuneration is based on grerniance criteria, these should
be specified together with the specific targetauiregl. The respondent says that
this kind of information currently is not alwaysdiosed. Moreover, even if some
companies do specify the specific targets for thig-term remuneration, often

share-based, they rarely do it for the short-tesmuneration. In addition, in cases
where targets are relative to peer groups, the Hmeak companies or indices

should be specified.

Furthermore, the respondent argues that informatmoan individual basis should
not only be disclosed for the CEO but also for pehecutive directors. It should
be possible to assess the cost of the remuneratidifferent executive directors,
and what different remuneration programs they fade in.

The respondent also says that it can be a bit soxguwvhere to find the infor-
mation, since you have to search for it in différplaces. It would therefore be
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more convenient if all the information were gatliene one place in the annual
report.

4.2.2 Respondent B — Ossian Ekdahl

Ossian Ekdahl is chief of corporate governance @tk AP-fonden, one of
Sweden’s largest pension funds that is assignedatmage the pension capital of
the Swedish people. Their primary task is to maz@the long-term return on
investment with a low level of ri§k Ekdahl has also been head of portfolio
strategy at Forsta AP-fonden, head of the analysisip at the central bank of
Sweden $w. Sveriges Riksbanknd head of Section at the Ministry of Finance.
One of his assignments at Forsta AP-fonden is tsyauthe matter of remune-
ration in the portfolio companies, and he has mlplcommented on remune-
ration programs several times (Sidea 2009; BlomRefs).

Ekdahl says that the most interesting informatiegarding remunerations is an
explanation of the long-term incentive programsst~and foremost, he wants to
know the total costs and outcomes of the progravhs;h includes not only the
costs for the company but also for the shareholteterms of share dilution. This
information is often given, perhaps not in muchaddbut sufficient for stake-
holders to make an adequate judgment of the reratioes, Ekdahl says.
Furthermore, he is particularly interested in tleefgrmance criteria; the specific
variables that are used to measure performanendtt sufficient to write that the
remuneration is linked to different key performamugicators without specifying
which these are. If, for example, the measurechbotes are return on investment
(ROI), earnings per share (EPS), economic valueaddVA), maximum waiting
time for customers or other similar measures, tiséselld be disclosed. Also, the
target levels of the variables should be clearkcldsed. E.g. if the variable is
ROI, the actual percentage required for the renatioer to be paid out should be
stated. Ekdahl however explains that this could sbkesitive information to
disclose, as it gives the competitors informatitwowd the company’s targets for
development.

Overall, Ekdahl and Forsta AP-fonden request mapany-specific infor-

mation and less standard wording. The company dhowbtivate why the

remuneration systems would benefit the sharehal@dahl argues that it is not
enough to say that incentive programs are utilinearder to attract and retain the
executives in the management group. A proper egpitam should contain why
the specific company use complex incentive programsiead of motivating and
remunerating executives and employees in other waaygs by offering a higher
fixed salary. Further, the companies should maladuations of the effectiveness

® Férsta AP-fonden website; http://www.apl.se/en/@ission/
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of the programs annually, to analyze if and howrdmuneration systems really
make the company perform better. The conclusiotiisfevaluation should then
be disclosed.

Even though Ekdahl says that investors need mae@fgpinformation to be able

to evaluate the remunerations, he understands hdygampanies do not reveal
everything given the competitive environment. Fé&rgiP-fonden holds the

opinion that there should be a clear distinctiotwleen the responsibilities of the
board and the shareholders. It is the duty of thard to decide on directors’
remuneration and then the shareholders essentially have to decide whether
the board has done a satisfactory job or not. Atingrto Forsta AP-fonden this
relationship should be maintained, and it affectawinformation the owners
demand.

Therefore, Ekdahl considers the information to béfigent in general, even

though a few pieces are missing. He agrees thatshmetimes hard to find the
relevant information since it is placed in differgrarts of the annual reports, but
as an experienced reader one learns where to lmbkaw to interpret the expla-
nations, he concludes.

4.2.3 Respondent C — Gabriel Thulin

Gabriel Thulin is a senior partner at Hallvarsson Halvarsson (H&H), a
consulting firm that helps companies create valpentproving their communi-
cation and thereby create a better understandidgcanfidence with the stake-
holders! They have also conducted numerous surveys foomsdtiand interna-
tional companies and organizations, several orstitgect of remuneration. H&H
often help companies put together their annual ntepad pursue a greater
disclosure on remuneration. However, Thulin sayat tthost companies are
unwilling to disclose more information and no onanis to take the lead in giving
out more, possibly sensitive, information. Thulihsca believes that some
companies purposely withhold information aboutrésaunerations and therefore
end up in media. Apart from his work on the matitéremuneration in H&H,
Thulin has also worked as a journalist at the fai@nmagazine Veckans Affarer.
With this background, he says that he knows a lbmtua what information the
shareholders and other stakeholders demand.

First of all, Thulin thinks that all the informaticabout remuneration should be
found in one place, preferably in a separate renatio® report, and the infor-
mation should be presented in tables as far ashpestt should be easy to find
and not concealed in an obscure note, nor rep@asaVeral places. It would also

" Hallvarsson & Halvarsson website; http://www.hadgon.se/
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be useful to get information about earlier yeaeshuneration for comparison.
When it comes to desirable information, he says tiere is much more infor-
mation to be requested about how the remuneratisterms are designed, espe-
cially about variable remuneration to the CEO amdcative directors. There
should be a clear connection between the perforenand the remuneration, with
disclosure of the specific measures used to detidepayment as well as the
actual targets. In addition, this information slibide given for all kinds of
remuneration. Thulin further would like to know tifiere is a ceiling to the
payments.

For self-evident reasons, he wants to know thd patgments but also how these
are connected to the company’s development andusiaess cycle. This is often

raised in the media, and Thulin says that the measdhat sometimes the time
perspective of the remunerations is not properjylaxed. It is not always clear

during what financial year the performance wasead. As an example, he says
that the payments we read about in 2009, discloséte annual report for 2008,

are often payments related to performance in 20Wiérefore he requests an
explanation about which period the performance acgeved.

It is also important to get information on the d&mn process behind the remune-
rations. Who decides the remuneration for the CEO the board? Is there a
remuneration committee or have any external coastgtbeen used?

When it comes to the disclosure of pensions, Thadys that there is often a lack
of information especially for people that receiwfined-benefit pensions. If the
company has not made enough contributions to fyperesion payments during
the employees' service, the additional cost forabmpany could be very high
when these employees retire. Therefore, it woulddmrable to know how many
employees that still have a defined-benefits bassdion, and some indication of
what it may come to cost the company.

4.2.4 Respondent D — Albin Rannar

Albin Rannar is the Operative Director at Nordigdstor Service, a company that
offers information, analysis and services on caaf®igovernance-related issues.
Their goal is to help companies and institutionahers improve their corporate

governance. Rannar has specialized in the areacehtive programs, where he
has worked for seven years. Rannar is also a sanalyst and he was earlier
employed as a financial analyst at Swedbank. Haalsasworked in the corporate

finance department at Orkla Securities, and as/ibe President and co-founder
of a Swiss venture capital firm called Cdtey

& Nordic Investor Services website; http://www.neidestorservices.se/
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Overall, Rannar thinks that the disclosure of reemation is extremely poor,
especially the disclosure of long-term share oppomgrams. He requests better
disclosure of the connection between performanceramuneration. Sometimes
only the proportion of variable remuneration tcefixremuneration is given, with
no information about the underlying performanceedé performance criteria
should be disclosed, he says. Rannar adds howeateit is understandable why
the companies conceal some of this informationabge either they want to
protect private integrity e.g. if employees geteapensive private car, home care
or paid education for their kids, or it could bensve information on company
targets that affects their competitiveness. Furtéeen though some large owners
hold the opinion that the question on remuneraisofor the board to decide and
no excessive information should be revealed becafises sensitivity, Rannar
argues that other owners still have the right tadequately informed.

According to Rannar, there is a demand for indiglddisclosure of each
executive director’s remuneration, at least the fnighest paid. Regarding the
different programs, one would like to know how mamgrsons that take part and
what year they derive from. In particular, it isgresting to see what programs the
CEO and executive directors take part in. If thengany uses option programs
there is a lot of information to request, e.g. hmany options are offered, what
year they originate, the exercise price and exerdade, if there is a ceiling, and if
there is any dilution of the share capital. Thefqrenance criteria for receiving
options or any other remuneration should also kecipd together with the
targets, and how the options are distributed iffqudrts of the targets are reached
(i.e. if linear distribution or another method wsedl). Investors would also want to
know how the option valuation is made, e.g. thecBl& Scholesoption pricing
model, and the assumed parameters such as théityolat

Rannar points out the difficulty of understandihg time perspective; if the cost
relates to paid-out remuneration or if it is rermatien earned during the year.
Furthermore, he says that it would be better td &l information about the

remunerations in one place, and the total costheboard should be disclosed
including attendant costs. He also mentions thaérwih comes to pensions, it
would be interesting to know how much of the cdktt belong to the current
CEO and executives, and how much that are costsrieer CEO and executives.

4.2.5 Respondent E — Tomas Ullman

Tomas Ullman works as an equity analyst at Erikseemankaktiebolag and he
has been an analyst for seven years. Currentlys iecused on banks and he
regularly follows SEB and Swedbank among others.
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As an analyst, Ullman is more concerned about ob& tosts in the company.

Thus, he does not focus much on the remuneratpag &om the total cost for

all employees. Since this information is often giva the income statement as
well as in a note, Ullman says that he gets allitifiermation he needs for his
analysis.

Even though Ullman does not look into any specififormation about the
remunerations in general, he occasionally triegnerstand the development of
the remunerations in a company over time. He dagtsdompanies could be better
at motivating the remunerations and the connectidth the company develop-
ment, but overall he thinks that the disclosed rimfation is sufficient. Especially
the large companies give a very transparent dsmo®n remunerations, he
declares.

4.2.6 Respondent F — Magnus Dalhammar

Magnus Dalhammar is an equity analyst at Handelsrgrfocused on investment
companies.

Dalhammar neither looks much into the informatidsoat remunerations. He
follows the media to see if anything is highlightslobut the companies and tries
to follow the development to see if anything abnalroccurs. However, some of
the international investors are more interestethenremunerations and ask for
more information. Dalhammar himself looks primarity the total amount of
remunerations and how many in the top managemehaiong other employees
that take part of the variable remuneration systéteswould like to see presented
any changes in the programs from year to year,ifetige terms of the programs
have been changed or if new programs have beeedtdnut also how the total
cost has changed from year to year. Furthermorgjdudd like to know on what
basis the remuneration is paid out. However, haoisrequesting any specific
parameters, but more a general account for howehermance is measured.

In sum, Dalhammar thinks that he gets all the mfmtion that he needs about
remunerations in the annual report, and that tewting is transparent. Today,

he works exclusively with equity analysis but he f@amerly worked as a credit

analyst as well. There, he focused mainly on tHarnc® sheet and income state-
ment, and did not look into the information abamunerations at all.

4.2.7 Respondent G and H — David Halldén and AnHarssson

David Halldén has 12 years of professional expegeand is today a chief
financial analyst at HQ Bank. He focuses mainlyimrestment companies and
companies within telecommunication services. AndEiensson is an equity

48



analyst at Danske Bank with eight years of workegignce. He focuses on retalil
and consumer goods.

Since Halldén and Hansson did not have time to tp&e in a telephone

interview, they instead answered a couple of qoestby e-mail. Without the

possibility to elaborate or make attendant questitim respondents did not give
any specification about what information they néadtheir analysis, and their

answers were pretty short.

Halldén however argues that the information he ¢eday is overall sufficient,
even if it is still a little bit weak and not fullransparent. Apart from the total
cost, he would like to know the specific performacciteria for variable remune-
ration to be paid out. He also says that he fretjpénds factual errors and care-
less mistakes, and sometimes the companies seeonteal information out of
tactical reasons. Hansson on the other hand thimkss the information given
today is fully sufficient for his analysis, and aegues that the current disclosure
is fully transparent. He mostly uses the informatdbout board remuneration and
option programs.

4.2.8 Summary of demand from interview respondents

As can be seen, a lot of the information requestgdhe different interview

respondents overlap. For example, most of the resgads specifically ask for
disclosure of the performance criteria and an ewgilan of the target

achievement required. Four respondents say theatutd be desirable to find the
information in one place, and they wish to seedbenection between paid out
remuneration and the company’s development. A feamtian the time perspec-
tive and would like to see an explanation of whaarythe performance was
achieved, as well as historical numbers for comspariln addition, they request
information about whether there is a ceiling on taeiable remuneration, and
how many people that takes part of the programs.

The interview respondents together point out 2%aées that they wish would be

disclosed. These are compiled in table 4.2 below fzave all been used in the
study of the annual reports, except for the lastethvhich are either too general or
not possible to check for.
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Table 4.2 Information demanded by the intervievpoeslents

* Total cost of the progra

* Number of persons that take part of progran
* Any changes in the program from previous
*  Specified performance crite

* The target achievement requir

* Thorough motivation for why the company needs tgehaariable
remuneration
* Thorough evaluation of the effectiveness o progran

*  Any benchmark companies or inde

* Individual information for the CEO and each exewositilirector
* Historical numbers for comparis

* |f there is a ceiling on the variable remunere

* The connection between paid out remuneratior the company’s
development
* Explanation of what year the performance was ael

* Information concerning the decis-making proces

* How many employees that still have a def-benefit based pensio
and what it may come to cost the company
*  Specification of what program the CEO and executivectors hav

* How many options that are offered, what year thaginate, the
exercise price and exercise date
*  Any dilution to the share capi

* How the valuation of options is me
* Totalcosts for the board, including attendant ¢

* Separate disclosure of pension costs to former @E@executive
directors
*  All information found in one place in the annugbod

*  Specification of the different progra
* More company specifiinformatior
* More tabular informatic

4.3 Analysis of study one

4.3.1 Demanded variables compared and contrasted

Comparing table 4.1 Information demanded in medm &.2 Information
demanded by the interview respondents, severahblas are found to overlap.
Almost all of the variables discussed in media w&ls® given by one or more
interview respondents.

Looking at the specific variables demanded, théediht stakeholders do not
request the same information. Credit analysts tliog not to use the remune-
ration information whatsoever, and the financialgsts at the different banks use

50



the information only to a limited extent. The infeation about remunerations is
not of great importance for them when valuing conps This could explain
why most of the financial analysts express satigfacwith the information
disclosed. Other groups are instead dissatisfied.eikample, the consultants at
Hallvarsson & Halvarsson, Nordic Investor Servieasl the large institutional
owners are more concerned about the corporate iggvee, and consequently
demand more detailed information.

It is also interesting to compare the variablesftbhe media review and the inter-
view respondents, with the existing regulations a@dommendations. A first

point to notice is that most of the variables cdanbe found in the Annual

Accounts Act, i.e. there is a demand for much mof@mation than is regulated
in Swedish legislation. The Code of Corporate Goaace does neither cover all
of the demanded variables, but only a few more.s&éh@aclude for example;

information concerning the decision-making procebg, reasons for why the
company has variable remuneration and if theraysddution of the share capital
due to the remunerations.

Some of the variables are found in the Swedish ditgguand Commerce Stock
Exchange Committee’s guidelines. These are maimbyy the valuation of the
options is made, how many options that are offetbd, exercise price and
exercise date, any changes in the programs frotmyé&ss, and historical infor-
mation from previous years. The number of peopde take part of the programs,
the time perspective and an evaluation of the @rogr are mentioned in the
recommendations from the Confederation of Swedidlerprise.

However, out of the examined rules, regulations godlelines it is the EU
Commission Recommendations that cover most of #éhebles mentioned in the
media and the interviews. For example, a motivatbwhy the company needs
to have variable remuneration, information coneegnthe decision-making
process, any dilution to the share capital, infdiomaabout the options that are
offered, the exercise price and exercise dateyiohal remuneration for each
executive director, and any changes in the program previous year, can be
found in the EU recommendations. It is even moter@sting that it also covers
the two variables that several of the interviewpmeglents and the media debate
requested in particular; specified performancesgatand the target achievement
required.

The variables given in the interviews or media ttatld not be found iany of

the regulations or recommendations are; the numbemployees that still have a
defined-benefits based pension and what it may cmn@ost the company, the
total cost for the board including attendant coséparate disclosure of pension
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costs to former CEO and executive directors, amad &l information should be
found in one place.

4.3.2 Classification of the variables

Compiling all the information demanded from the ulagion and recommen-
dations and the demand expressed in media andtfrenmterviews, results in a
table of 41 variables. These have then been aéddato the four different levels
in the classification system, where level four umtds all variables in the previous
levels. Level one only consists of variables bigdioy law, i.e. the Annual
Accounts Act. These are as shown in table 4.3.rxe level contains variables
beyond the Annual Accounts Act but it is still veggneral in nature, as shown in
table 4.4. The third level includes variables tgate more firm-specific infor-
mation and therefore could be argued to give adrigtansparency. These are
found in table 4.5. The last level, full disclosumecludes all variables found on
previous levels.

An explanation of how the variables are interpretad be found in appendix 1.

Table 4.3 Classification level one; basic disclesur

Level 1: Basic disclosurt

[EnN

The total cost of the progré

2 The totalamount of salaries and other remuneration shapleeified for each of th
following groups:
1. The board directors, CEO aother executive directc
2. Other employees not mentioned

3 \Variable payments to board directors, CEO other executive directol specified
separately

4 Salary and remuneration for the year specified re¢plg for each board direct
(except employee representatives) and the CEO

5 If the company has employees abroad, the sum afimerations to board directo
CEO and other executive directors specified foheamuntry

6 The total amount of pension costs and commitmeistsladed for board director
CEO and other executive directors

7 Number of persons specified for each g

8 Information about pensions specified separately dach board director (exce
employee representatives) and the CEO

9 If any golden parachutes/severance payments ce alik board directors, CEO
others in the management have been agreed, theskl e disclosed with the mast
essential terms

10 Remunerations as above, with pensions separatedglosied for forme board

directors and former CEO
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Table 4.4 Classification level two; general disales

Level 2: General disclosure

11
12
13
14
15
16

17
18
19
20
21
22
23

24

25
26
27

28
29
30
31

The purpose of the incentive progr.

Information concerning the preparatory and dec-making proces

Explanation of therelative importance of the variable and -variable componen
Whether there is a ceiling on the variable remuiraan

Number of persons that take part of the prog

The total remuneration and other benefits granteshdividual executiv director:
over the relevant financial year
Specify what program the CEO aotherexecutive directors ha

Significant changes in the policy as compared &vipus financial ye:
Explanation of what year the performance was ael

Provide historical numbers for compatri

Total estimated value of n-cash benefits considered as remuner.
The number of share options offered or shares gg

The number of share options exercised during tleeaet financial year, thnumber
of shares involved and the exercise price

The number of share options unexercised at theotrithe financial year; the
exercise price and exercise date

How the valuation of options is me

Any dilution of the share capital that mresult from the progra

How many employees that still have a def-benefit based pension, and so
indication of what it may come to cost the company

Whether variable pay work as pensionable inc

The pensionable age for CEO and exec directois

Whether pensions are revoce

All information on remuneration found in one pl

Table 4.5 Classification level three; extended|dsgre

Level 3: Extended disclosurt

32
33
34
35

36
37
38

39
40
41

Sufficient information on the performance criteioa variable remuneratic
Sufficient information on the link between remuriena and performant
The target achievement requir

The main parameters and rationale for any annuali$secheme and any other -
cash benefits
The reason for whremuneration is paid in the form of variable renmatier

How the executiv directois can influence the achievement of tar

If targets are relative to other companies or ieslicchese companies and indi
should be specified
Total cost tcthe company in different conceivable outco

Thorough evaluation of the effectiveness of thegpao
The connection between paid out remuneration amddimpany’s developme

Table 4.6 Classification level four; full disclogsur

Level 4: Full disclosure

1-41 All variables demandg
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5 Empirical findings and analysis of
study two - the level of transparency

In this chapter the empirical findings from the exaation of annual reports will
be presented and analyzed. The companies’ difféesets of transparency will
be analyzed using the theoretical framework. Complgary material can be
found in the appendix.

5.1 The fulfillment of variables demanded

The study shows that the financial sector in gdrisrmarginally better than the
industrial companies at providing transparent, camypspecific information. Out
of the total 41 examined variables the industrrad &ealth care sectors fulfill 53
percent each, whereas the financial sector reaBBepercent (see table 5.1).
However, one must be careful when interpretingdghesal numbers as it assumes
that all the variables are equally weighted, somgthvhich obviously does not
hold true. The details of the results can be foar@ppendix 2

Table 5.1 Fulfilled percentage per level

Financials| Health Care| Industrials
Basic disclosure 88% 83% 82%
General disclosure 68% 62% 60%
Extended disclosurt 10% 0% 7%
Full disclosure 0% 0% 0%
Total 58% 53% 53%

Looking instead at the conformity of different léxethe sectors are almost
equally good at complying with the level of basisatbsure, even if the financial
sector is a little bit ahead; 88, 83 and 82 percespectively. The level of general
disclosure however, is significantly harder to abiby. The industrial sector
reaches an average of 60 percent, the health ndustry 62 percent and the
financials 68 percent. Thus, all companies areilliolj the level of general

disclosure, apart from NCC and Hufvudstaden whiochndt reach the threshold.
There is a rather wide spread within this levelthwbwedbank and Meda just
qualifying and Nordea (86 percent), SEB (76 peiceltekta and SKF (71
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percent) being the high-performers. To advancehéurto the level of extended
disclosure, another 50 percent of those varialiesild be fulfilled. Therefore,
none of the companies manage to progress. Alsoeaetel of extended disclo-
sure, the financial industry has the best disclesuith 10 percent compliance,
compared to 7 percent in the industrial sector @rercent in the health care
industry. It is noteworthy that Investor still m@es to comply with 40 percent of
level three, while the health care industry ha® gmrcent disclosure. The health
care industry is slightly better than the industmalustry at complying with the
variables in levels one and two, whereas the im@listompanies outperform the
health care industry in level three.

Volvo, SEB, Nordea and Investor have actually disetl parts of the three first
variables 32-34 relating to information about trexrfprmance criteria and the
target levels, but only for their long-term incemrtiprograms. However, they still
overlook their short-term programs. They have tloeec been regarded as not
complying with the variables. Still, it is interesg to see the moderated result if
their disclosure was accepted. Volvo would movemfrdl to 44 percent

compliance on the level, SEB from 0 to 30 percHioidea from 10 to 40 percent,
and Investor from 40 to 70 percent. Had this béenstandpoint, Investor would
thus have qualified for the third level of transgazy.

Thus, the companies have the following transparénais:

Table 5.2 Transparency levels of the companies

Basic General Extended Full
disclosure disclosure |disclosure |disclosure

NCC Scania - -
Hufvudstaden Volvo
SKF
Atlas Copco
Nordea
Swedbank
Investor
SEB
Elekta
Getinge
Meda

Looking at particular variables in detail, almoBtvariables on a basic disclosure
are fully complied with. This is to be expectedagivthat it is enforced by the
binding Annual Accounts Act. Variables five and @ the only odd ones out
with merely 33 and 8 percent compliance. At theelenf general disclosure the
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most outstanding variables are 31) that all infdfomaon remuneration should be
found in one place, and 16) that total remuneragoanted during the relevant
financial year should be disclosed on an individbakis for all executive
directors. Neither of these variables has beenl&dfby any of the companies.

Other underachievers on this level are variablearkd27; what year the relevant
performance was actually achieved (38 percent)ekas how many employees
that still have a defined-benefit based pensionwahdt it may come to cost the
company (8 percent). According to one responderd,interesting to know about
the number of employees with defined-benefit parsia particular, to avoid any
future surprises in case insufficient funds havenbeut aside. Regarding the
timing of performance, it is often confusing andchto understand to what year
the performance and associated remuneration be@uige a few variables end
up at 46 percent compliance; 11) the purpose ofirtbentive program, 15) the
number of persons taking part of the programs, 2Mdwhether pensions are
revocable.

The variables fulfilled either by all companiesadlrbut one, are 12) information
on the preparatory process, 14) disclosure of ¢ileng, 17) specification of what

programs the CEO and other executive directors,#22/24) the number of share
options granted/exercised/unexercised, and 29pémsionable age for the CEO
and other executive directors.

The majority of the companies do not fulfill any thie variables at the level of
extended disclosure. The highest percentage scorori 38) disclosure of
benchmarking companies or indices, but this is jostause the variable is
relevant only for three companies that make ugseef groups. It is still only one
company that fulfills the variable. Most of the ethvariables are similarly only
fulfilled by one or two of the companies. Invest®rthe only one to account for
40) an evaluation of the effectiveness of the protg and 36) the reason for why
variable remuneration is used, whereas Volvo isotiilg one that presents 41) the
connection between paid out remuneration and thapeoy’'s development.
Nordea and Investor give 35) the main parametedsranionale for any annual
bonus scheme and any other non-cash benefits. Agart 33-34) sufficient
information on the link between remuneration andfggenance and the target
achievement required, no company explain variabl¢ Bow the executive
directors can influence the achievement of targets,whether the criteria lies
within their area of responsibility, nor 39) thetalbcost to the company in
different conceivable outcomes.
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5.2 Analysis of study two

5.2.1 Accounting and stakeholder theory

Accounting theory positions the annual report as phimary source of infor-
mation for stakeholders. However, as shown in theiacal findings, the given
information is often restricted to that specifieddpatute. Thus, there seem to be a
tension between what information stakeholders wdikd to have and what
companies are prepared to provide, both in termguahtity and quality of the
information.

The fact that the majority of the companies onlynpty with the minimum
requirements from the Annual Accounts Act at thstfievel and a few variables
at the second level could be analyzed from thepgets/e of the different
gualitative characteristics of financial informatio Transparency is much
contingent on the manner in which executive diretemuneration is communi-
cated, and the presentation may cause as muchdrtubvestors as the actual
guantity of information.

As found in the first study, not all stakeholdeesyénd the same information, and
there is further a difference in how much inforroatthey demand. As Elliott and

Elliott (2006) argue, it is virtually impossible &atisfy everyone’s demand for
information and all information can hardly be relat to everyone. The state-
ments are used by a variety of different stakehslaéhich may force the compa-
nies to prioritize between the different interesmtsl demand for information. This
in turn implies that the management has much freedb manoeuvre to decide
what information demand to satisfy, according tark? (2007). Instead of

disclosing all the information that every stakeloldgjroup requires, they may
choose a middle path where they satisfy enoughebtdéters or their most

important stakeholders. The consequence is thats@one stakeholders the
relevancecriterion in accounting theory is fulfilled whidgxplains why some of

them think it is fully transparent, whereas theng$gaarency is far from satisfying
for others.

Even though there seem to be some differences at wiformation the stake-

holders require, it is nonetheless in everyoneterest that the information is
correctly reproduced, complete, prudent, and thafaithfully represents the

substance of transactions, i.e. that iteable information. As the study shows,
the information is nevertheless at least not coteptie all stakeholders. Whether
it is correctly reproduced and prudent cannot b#icoed by this study, but it is

however worth mentioning that one of the interviesjeHalldén, said that he
often encounters factual errors and careless naistaken looking at the remune-
ration information in the annual reports.
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For the sake ofcomparability several variables are important to facilitate
comparison of the remunerations both over time &etlveen companies.
However, the two variables 20) “provide historicaimbers for comparison” and
18) “significant changes in the policy as compaeg@revious financial year” are
of special importance for the comparability. Botiese are fulfilled by the
majority of the companies, but three and four comgmrespectively do not give
this information. It can also be pointed out thestdrical numbers for only one
year was demanded and few of the companies excélededlthough it would be
even better with several years in comparison.

The ASB Principles only require information to bederstandabléo users that
have a reasonable knowledge of business, econatngtias and accounting, as
well as willingness to study it with reasonableigtihce. However, the aim has
got to be to improve the clarity so also the averawestor has a chance at
comprehending. The Commission of Trust did stad tin deal with the declining
confidence, clear, intelligible, correct and relatvainformation should be
provided, but more importantly, the information glibnot be so complex that
only an expect could understand and evaluate g#nEfiough there is no single
variable in the empirical findings that check fdretunderstandability of the
information in particular, the authors can confitmt a lot of the information was
hard to understand and evaluate even with a rebkkaowledge of business
and accounting.

In addition, much of the information about execetremuneration is found in two
places, both in the notes and in the corporate rganee report, which may
render a proper evaluation more difficult. At thestf level in the classification

system, the most outstanding variable is indeet dhanformation on remune-

ration should be found in one place, and the oleskresult is zero percent com-
pliance. This is however to expect since some méion is regulated to be dis-
closed in the notes to the annual report while oitfermation is supposed to be
given in the corporate governance report. This dogsir the understandability
and thereby the transparency of the remunerations.

The inherent conflict between the qualitative chegastics, causing a trade-off
between the relevance and the understandabilitgeofemuneration information,
is potentially confirmed by the mediocre level @hformance and transparency.
The remuneration information is already fairly cdexpand the decision to
disclose more relevant information has to take iotmsideration the risk of
impairing the understandability. According to theK UASB however, the
companies should disclose all relevant informagwean if it may cause problems
of comprehension for some users. What is more,aisléh expresses above, the
completeness and correctness of the remunerationmation, i.e. the reliability,
also seems to have been disregarded in some cases.
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5.2.2 Agency and managerialist theory

In the light of the agency theory and its assunmptid self-interested, rational
individuals, executives may avoid excessive trar&pey and prioritize form over
substance of the information by concealing somermétion. Thereby, they
would fulfill the minimum level but avoid the nedadr any further explanation.
Since this study does not investigate the reasothéodifferent levels of transpa-
rency it has not been possible to confirm this tiaebut the results indicate that a
majority does choose to fulfill only a little motban the minimum level. As
argued by Clarke (2007), for legitimate companied tuthful managers it would
be of interest to mitigate the agency problem amgladverse selection premium
by facilitating efficient markets in corporate canitand information. As could be
seen, a few companies do indeed give out someefuiriformation.

To ensure shareholders’ funds and to counteractnzaryagerial hegemony, the
board should act as a control mechanism and promotactive role of the
owners. It is still debated whether the board er dlwners should be responsible
for the setting of directors’ remuneration but meliess, investors need adequate
information to base their evaluation on and to votethe principals of the
schemes. The first study also showed that the Istddters are interested in infor-
mation concerning the preparatory and decision-ngpkrocess, and the second
study shows that all the companies have providdadrrmmation on this point.
However, as can be seen in appendix 1, the regeirewas merely for a general
account of the process. It could therefore be questl whether the owners really
get enough information about the decision-makingcess to counteract any
managerial hegemony.

5.2.3 Transparency and confidence

The level of transparency could be deliberatelyseimoby the companies as a
result of a thorough cost-benefit analysis whereduced cost of capital is eva-
luated against the risk of competitive disadvantagene kind of “optimal trans-

parency”. The study shows that some of the compasieh as Investor and
Nordea disclose much more information than thearpeand in so doing almost
reach the third level in the classification systehmey may have chosen to
disclose more to reduce the risk of “outrage costghtioned by Bebchuk and
Fried. Companies that realize the benefits witgparent information often

make voluntary disclosure beyond the minimum rexjuents in response to
market demand.

On the contrary, Hufvudstaden and NCC choose a rfawér level of transpa-
rency. Because of the potential loss of key commpeter the cost of compiling
the information, the companies may prefer a lovesel of transparency. The
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results also show that that there is a tendencytodatisclose excessive infor-
mation at the level of extended disclosure in tlassification system, especially
information that could be of sensitive and proptigtnature which may cause a
competitive disadvantage to the company. This fithé&r confirmed by the inter-

view respondents. The performance criteria andetargeem to be the most
critical variable in this respect, as companiesndb want to reveal what goals
they strive towards and their strategic directidone of the companies examined
presents enough information on the link betweenureration and performance
or the required target achievement, presumablyusecaf the sensitiveness of the
information.

Another example of arguably sensitive informatisrhie individual disclosure of
each executive’s remuneration. None of the compadtigclose this information,
which could be to protect the integrity of the wmduals or to avoid the “ratchet
effect” mentioned in the EUCGF statement 2009. Aditg to both the EU
Commission Recommendation and the Confederatiorbwédish Enterprise
companies are not expected to disclose informatiaensitive nature, but Dalton
and Dalton (2008) argue that the competitive emrirent might also be used by
the companies as a justification for perquisited pmor disclosure of them.

Thus, the observed level of disclosure and tramsgyr may be a deliberate
balance between the advantages of reduced infamasymmetries and a lower
cost of capital, and the disadvantages in termsoaipetitiveness and excessive
administration costs - that is “optimal transpaggnaccording to Oxelheim
(2006). Companies may trade-off the cost of capitadvoid the exposure of too
much sensitive information.

5.2.4 Regulation and recommendations

In terms of variables, almost the entire level asib disclosure is fulfilled by all
companies which can be expected since the variadde® from the binding
Annual Accounts Act. There are two outliers howetke variable about disclo-
sure for executive directors in all subsidiariesuzad the world (33 percent), and
the requirement to disclose remuneration and pasdar former board directors
and CEO (8 percent). Given the difficulties to mptet paragraphs 820 and 23-24
in the Annual Accounts Act argued by Janzon, Tdayné Arnell (2008), the
result is not very surprising and a clarificatidrtlee definitions is vital. With the
current formulation, remuneration information fastentially hundreds of people
in all subsidiaries would be necessary. Furtheigriiner is interpreted as anyone
who has ever had a particular position, similauydireds of people would have
to be accounted for. Thus, the low level of compl& on these variables may
either be because of misinterpretation or becaasganies consider the admin-
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istrative burden to be too high. Moreover, the mude of overlapping regulatory
frameworks in Sweden can be expected to createusiomf for both companies
and investors, possibly causing the mediocre tianesy.

The request for all information on remunerationb® in one place, and the
requirement to disclose the total remuneration oniralividual basis for all

executive directors have scored zero on compliambés is probably because
neither of the variables is required by any of 8wedish binding regulations.
Both points are however legitimately demanded, fif& by interview respon-

dents and the second by the EU Commission. Sweslgrarticularly bad at

presenting the information assembled in one placéhe annual report, which
does impair the transparency. Regarding the lgtBgable, individual disclosure
is currently only required for the CEO and boanectiors, but The Commission
of Trust already in 2004 lobbied for an extensiéithe Annual Accounts Act and
the Companies Act to include a requirement forvialial disclosure of the terms
of employment forall the executive directors aradl board members in a listed
company, following NBK'’s guidelines (SOU 2004:472%7).

As stated in the theoretical framework, and someéwtsified by the more

specific information demanded by stakeholders @nfiist study, the existing rules
and recommendations are in general rather uncégabjguous and unspecific.
They leave much room for “creative compliance”, amdimum requirements can
be achieved without really revealing much useftibrimation at all. As can be
seen in this study the companies do avoid the rnongpany specific explana-
tions. For example, none of the companies discibeespecific performance
criteria or target levels. An explanation such las one given by Atlas Copco;
“variable compensation is dependent upon how cedaantitative and qualita-
tive goals set in advance are achieved” is a tygigkample of general rather than
specific information disclosur@his highly affects the level of transparency.
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3] Conclusion and Discussion

This final chapter will present the conclusion aartbwer the research question. A
further discussion will be held and the chaptell wanclude with suggestions for
future research.

This study has examined several different sourcesder to compile the demand
for information on directors’ remuneration, and rii®y ascertain what infor-
mation is needed for annual reports to qualify @eqaately transparent.
Moreover, the remuneration information provided time annual reports of
different companies has been examined. Thus, tliy $tas analyzed the level of
transparency in Swedish listed companies.

The first study shows that demand in general exxdbhd information that is
required by statute. Stakeholders require much nfiomespecific information
with motivations as well as evaluations of the resmation programs. In
particular, a clearer connection between payments performance have been
requested, both individual achievements and thepaoyis overall development.
However, there seems to be a difference in whatrimdtion the different stake-
holders require, where the financial analysts demiess detailed information
than owner representatives at the pension andunstial funds.

The total demand for information was compiled iatdist of 41 variables and
subsequently divided into the four levels of traargmcy, where the variables that
require more firm-specific information imply a higrhlevel of transparency.

Analyzing the annual reports of Swedish large dismmpanies, an overall
mediocre level of transparency was found. The nitgjof the companies comply
only with a few variables at the second level, apsom the minimum
requirements. Two companies merely qualify for tingt level of transparency,
basic disclosure, while all other companies attléaléll the variables at level
two, general disclosure. No company reaches thd tvel, extended disclosure,
although one company comes very close. This shidwas the companies are
especially poor at disclosing the more firm-specifnformation that was
requested by several of the stakeholders. In pdaticthe specific performance
criteria and targets are desired by the majoriy,fone of the companies disclose
sufficient information in this regard.

In conclusion, the market for information on di@mst remuneration is in
disequilibrium, caused by a supply deficit. Therefothe transparency of the
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disclosed directors’ remuneration has been foundbdéomediocre, since no
company fulfills a higher level than general discice.

Of the investigated sectors, the financial industppears to be somewhat more
transparent than the industrial or health careosethe higher transparency in the
financial companies can possibly be explained ley fct that they earn their

living through confidence and have to build trusthviheir customers and inves-

tors. Moreover, a possible explanation can be ttmatfinancial companies have

been particularly under scrutiny in the recent tiel@out bonuses, and special
guidelines exist for companies in this sector.

The overall mediocre transparency can have sevatdrlying causes and even if
this thesis does not primarily intend to explaire tlevel of transparency but
merely establish it, a few possible explanationstexihe current regulations
appear rather limited and prone to misinterpretatiovhich may constitute one
reason for the low level of disclosure. In termahe qualitative characteristics of
information, the result may also be caused by det@df between relevance,
reliability and understandability. The different nd@nd for information of

different stakeholders makes it impossible to pteveveryone with relevant
information. This explains why some are satisfiethwthe current disclosure,
while others desire much more company-specificrméttion. Apparently, the

information is neither entirely reliable. Althougthe variables concerning
comparability were fulfilled my most companiesyibuld be even better if more
historical information was disclosed. The study Inas been able to conclude
anything regarding understandability, apart frore #uthors’ opinion that the
information is complex and exceptionally hard taerstand. Moreover, had the
remuneration information been assembled in oneepilacthe annual report a
proper evaluation would have been facilitated,uggperted by the interviews.

A pure speculation is that executives may avoicessive transparency to serve
their own purposes, such as unjustified perquistas bonuses. Ambiguous and
slack regulations, as well as diversified stakebidarguably leave management
with a lot of freedom of manoeuvre when it comedisclosures. Finally, the
level of transparency may be a deliberate choiaeing weighted the advantages
of reduced cost of capital against the disadvastageevealing sensitive infor-
mation. Several of the respondents and the regyldiodies are sympathetic
when it comes to disclosing potentially sensitivdoimation, and there are
exemptions for information of this nature. Howewvitris debatable whether the
owners get sufficient information to evaluate threggams and counteract any
managerial hegemony.
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6.1 Suggestions for future research

An extension of this study is possible in severaysv It would be interesting to
elaborate on the differences in transparency betwdiEferent sectors, and
therefore investigate several other industries a. Wloreover, this study only
looked at “large cap” companies, but a further gtafl companies of different
sizes could reveal differences in transparency. €n#d go one step further and
investigate the reasons behind the transpareneyslesither by interviewing the
companies and in a qualitative study derive thelaggtion, or by running a
regression with different explanatory factors sasle.g. size, ownership structure
and degree of foreign ownership. It would be oéiast to investigate the impact
of transparency on the actual levels of remunenatas well as reviewing all
manners of communication including the informat@mwebsites and the notice
to annual general meetings. Lastly, instead ofctassification system a transpa-
rency index could be constructed. This would howeeguire consideration of
the different weights, to get a reasonable result.
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Appendix 1

1C

11

12

13

14

Variables

The total cost of the progr
The total amount of salaries and ot

Description

remuneration shall be specified for each of the

following groups:

1. The board directors, CEO and execu
directors

2. Other employees not mentioned

Variable payments to board directors, CEO
executives specified separately

Salary and remuneration for the year speci
separately for each board director (except
employee representatives) and the CEO

If the company has employees abroad, the
of remunerations to board directors, CEO ani
executive directors specified for each country

The total amount of pension costs
commitments disclosed for board directors,
CEO and executive directors

Number of persons specified for each g

Information about pensions specifi
separately for each board director (except
employee representatives) and the CEO

If any golden parachutes/severance paymer
alike to board directors, CEO or others in the
management have been agreed, these shou
disclosed with the most essential terms

Remunerations as above, with pensi

The information should be provided for
executive directors in subsidiaries
worldwide. Aggregated disclosure is
allowed but the variable remuneration
shall be separated for each country.
Aggregate

For groups 1 & 2 as in Annual Accoul
Act

Since it is impossible to know if &
essential terms are disclosed a very

general explanation is required, but at least

the maximum severance pay must be
disclosed.

Also former CEOs and board direct

separately, disclosed for former board directorsave to be accounted for.

and former CEO
The purpose of the incentive progr.

Information concerning the preparatory ¢

A very general explanation is sufficier
An example from SKF is; "The purpose of
the program is to motivate and
compensate value-creating achievements
in order to support operational and
financial targets."

Specify what people that take part in

decision-making process

Explanation of the relative importance of

variable and non-variable components

Whether there is a ceiling on the varia
remuneration
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preparation and decision-making process,
and if there is a remuneration committee.
An explanation of the variab
remuneration as a percentage of the total
remuneration or of fixed remuneration is
enough.

Disclose also if there is no ceili



15

16

17

18

19

20

21

22

23

24

25

26

27

28

29
30

31

32

33

Number of persons that take part of
programs

The total remuneration and other bene
granted to individual executives over the
relevant financial year

Specify what program the CEO and execu
directors have

Significant changes in the policy as compe
to previous financial year

Explanation of what year the performance 1
achieved

Provide historical numbers for compatri

Total estimated value of n-cash benefit
considered as remuneration

The number of share options offered or sh
granted

The number of share optioexercised durin

the relevant financial year, the number of she

involved and the exercise price

The number of share options unexercised a
end of the financial year; their exercise price

and exercise date
How the valuation of options made

Any dilution of the share capital that may re

from the program
How manyemployees that still have a defil-

benefit based pension, and some indication ¢

what it may come to cost the company

Whether variable pay work as pensione
income

The pensionable age for CEO and execu
Whether pensions arevocabl

All information on remuneration found in o
place

Sufficient information on the performan
criteria for variable remuneration

Sufficient information on the link betwet
remuneration and performance
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The total number of participants in t
different programs shall be disclosed.
The informatiol should be provided on ¢
individual basis for all executive directors,
not only board directors and the CEO.

Approval is given if the changes ¢
explained or if it is stated that no changes
are made.

Comparable numbers for at least the y
before have to be given, not only for the
total cost but for the groups (1&2) as well.
Monetary value

It is not enough to say that it is calcula
with the Black & Sholes valuation model,
but the main parameters used for the
valuation has to be disclosed as well.

Whether pensions are contingent on fui
employment or not.

The specificcriterie shall be disclosec

e.g. if the measures are EPS, ROI, TVA or
others. It is not enough to only state that
the performance criteria are different key
performance indicators.

State how much that will be paid out
remuneration if the targets are reached.|If
only the maximum remuneration is
disclosed, it has to be explained if the
remuneration is allotted proportionately or
with another method of distribution.



34

35

36

37

38

39

40

41

The targeachievement requir

The main parameters and rationale for

annual bonus scheme and any other non-cas

benefits

The reason for why remuneration is paid in
form of variable remuneration

How the executives can influence 1
achievement of targets

If targets are relative to other companie:

Disclose the exact target levels requi

for remuneration to be allotted.

An explanation of why the company u
bonuses i.e. variable remuneration that is
not related to individual performance and
non-cash benefits, and how they are
distributed.

A very firm-specific explanation of wh

the company needs variable remuneration
and how it benefits the owners.

If the achievement of the targets are re
within the executive's area of
responsibility or what other factors that
may influence the achievement.

indices, these companies and indices should be

specified

Total cost to the company in differe
conceivable outcomes

Thorough evaluation of the effectiveness of
program

The connection between paid out remunere
and the company’s development
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Presentation of different scenar

An evaluation should be made and

main results should be disclosed in the
annual report.

For example the remuneratio

connection to the financial result the year
the performance was achieved or how it
relates to the company’s business cycle|



Level 1: Basic disclosure ; MEDA | GET | ELE | NCC| AC | SCA | SKF | VOL

1 [The total cost of the program 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%
5 [The total amount of salaries and other remuneration shall be specified for each of the

following groups: 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%

1. The board directors, CEO and other executive directors

2. Other employees not mentioned in 1
3 \Variable payments to board directors, CEO and other executive directors specified

separately 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%
4 Salary and remuneration for the year specified separately for each board director

(except employee representatives) and the CEO 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%
5 If the company has employees abroad, the sum of remunerations to board directors,

CEO and other executive directors specified for each country 1 1 0 0 * 0 1 0 0 0 0 0 1 |33%

8 6 [The total amount of pension costs and commitments disclosed for board directors,

CEO and other executive directors 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%
7 [Number of persons specified for each group 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%
8 Information about pensions specified separately for each board director (except

employee representatives) and the CEO 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%

If any golden parachutes/severance payments or alike to board directors, CEO or
9 [others in the management have been agreed, these should be disclosed with the

most essential terms 1 1 1 1 1 1 1 1 1 1 1 1 1 |100%
10 Remunerations as above, with pensions separately, disclosed for former board

directors and former CEO 0 0 1 0 0 0 0 0 0 0 0 0 0 8%

Fulfilled variables g 9 9 8 8 8 9 8 8 8 8 8 9
Fulfilled percentage g0, | 9094 | 90% | 80% | 89% | 80% | 90% |80% | 80% | 80% | 80% | 80% | 90%
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LL

11 [The purpose of the incentive program 0 1 1 1 0 0 0 1 0 0 1 1 0 | 46%
12 (Information concerning the preparatory and decision-making process 1 1 1 1 1 1 1 1 1 1 1 1 1 [100%
3 Explanation of the relative importance of the variable and non-variable components 1 1 1 0 0 1 0 1 1 1 1 1 1 | 77%
14 |Whether there is a ceiling on the variable remuneration 1 1 1 1 1 1 1 1 0 1 1 1 1 | 92%
15 [Number of persons that take part of the programs 0 0 1 1 0 0 0 0 1 1 1 1 0 | 46%
16 [The total remunerz?\tion f':md other benefits granted to individual executive directors

over the relevant financial year 0 0 0 0 0 0 0 0 0 0 0 0 0 0%
17 [Specify what program the CEO and other executive directors have * 1 1 1 1 1 1 1 0 1 1 1 1 | 92%
18 [Significant changes in the policy as compared to previous financial year 0 1 1 1 1 0 1 1 0 1 1 1 0 | 69%
19 [Explanation of what year the performance was achieved 0 0 1 1 0 0 0 1 0 0 0 1 1 | 38%
20 [Provide historical numbers for comparison 1 1 1 1 1 1 1 0 1 0 1 0 1 | 77%
21 [Total estimated value of non-cash benefits considered as remuneration 1 1 1 0 * 1 1 1 0 0 1 0 1 | 67%
22 [The number of share options offered or shares granted * 1 1 1 * 1 1 1 * 1 * 1 1 [100%
b3 IThe number of share options exercised during the relevant financial year, the number

of shares involved and the exercise price * 1 1 1 * 1 1 1 * 1 * 1 1 |100%
ba [The number of share options unexercised at the end of the financial year; their

exercise price and exercise date * 1 1 1 * 1 1 1 * 1 * 1 1 |100%
25 |How the valuation of options is made * 1 1 1 * 1 0 1 * 1 * 0 0 | 67%
26 |Any dilution of the share capital that may result from the program * 1 1 1 * 0 1 1 * 1 0 1 1 | 80%
b7 How many employees that still have a defined-benefit based pension, and some

indication of what it may come to cost the company 0 0 1 0 0 0 0 0 0 * 0 0 0 8%
28 (Whether variable pay work as pensionable income 1 0 1 1 1 1 1 0 0 1 0 1 1 | 69%
29 [The pensionable age for CEO and other executive directors 1 1 1 1 1 0 1 1 1 1 1 1 1 | 92%
30 (Whether pensions are revocable 1 0 0 1 0 0 1 1 0 0 0 1 1 | 46%
31 |All information on remuneration found in one place 0 0 0 0 0 0 0 0 0 0 0 0 0 0%

Fulfilled variables 8 14 | 18 | 16 7 11 13 |15 | 5 [ 13 | 10 | 15 | 14
Fulfilled percentage 53% |67% | 86% | 76% | 47% | 52% |62% |71% |31% |65% |59% | 71% | 67%




8L

32 [Sufficient information on the performance criteria for variable remuneration* 0 0/1 | 0/1 | 0/1 0 0 0 0 0 0 1 1 0/1 15%
33 [Sufficient information on the link between remuneration and performance* 0 0/1 | 0/1 | 0/1 0 0 0 0 0 0 0 0 0/1 0%
34 [The target achievement required* 0 | 0/1]0/1|0/1 0 0 0 0 0 0 0 0 | 0/1 0%
IThe main parameters and rationale for any annual bonus scheme and any other non-
35 |cash benefits 0 1 1 0 0 0 0 0 0 0 0 0 0 15%
36 [The reason for why remuneration is paid in the form of variable remuneration 0 1 0 0 0 0 0 0 0 0 0 0 0 8%
37 [How the executives can influence the achievement of targets 0 0 0 0 0 0 0 0 0 0 0 0 0 0%
If targets are relative to other companies or indices, these companies and indices
38 [should be specified * 1 0 0 * * * * * * * * * 33%|
39 [Total cost to the company in different conceivable outcomes 0 0 0 0 0 0 0 0 0 0 0 0 0 0%
40 [Thorough evaluation of the effectiveness of the program 0 1 0 0 0 0 0 0 0 0 0 0 0 8%
41 [The connection between paid out remuneration and the company’s development 0 0 0 0 0 0 0 0 0 0 0 0 1 8%
Fulfilled variables 0 4 1 0 0 0 0 0 0 0 1 1 1
Fulfilled percentage 0% | 40% | 10% | 0% | 0% 0% 0% | 0% | 0% | 0% | 11% | 11% | 11%

* 0/1 means that they fulfill the variable for their long-term incentive programs but not for the short-term
incentive programs
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All demanded variables

Fulfilled variables

17

27

28

24

15

19

22

23

13

Fulfilled percentage

50%

66%

68%

59%

45%

48%

55%

58%

37%




