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Abstract 

Purpose: The purpose of this study is to examine the effectiveness of the comply-or-

explain principle in Sweden to determine if the flexible approach is functioning as in-

tended. 

Research design: This paper scrutinizes the quality of the explanations with respect to 

the Swedish Corporate Governance Code. A quantitative research with a cross-sectional 

design has been performed and the data collection covers 241 companies listed on Nasdaq 

OMX Stockholm for the fiscal year of 2014. The secondary data has been gathered from 

corporate governance reports of the researched companies and analysed by using a tax-

onomy of explanations.  

Findings: The report demonstrates that the comply-or-explain principle in Sweden is 

effective. A clear majority of the explanations, 71,8%, were deemed as informative, mean-

ing that a large proportion of the Swedish firms are utilizing the flexible approach in an 

effective manner. However, one out of four explanations were classified as insufficient 

and we have thus provided recommendations in order for the code to become even more 

effective.  

Contribution: Our findings provide insights on how the comply-or-explain principle 

works in a country that is supposed to be a leading example of how the comply-or-explain 

approach should be implemented. This study should be of significance for policy makers 

considering that we have outlined how the principle works and provided recommenda-

tions on how the Swedish Corporate Governance Code can be improved.  

Value: Our findings demonstrate that companies listed on Nasdaq OMX Stockholm pro-

vide high quality explanations that can serve as an inspiration for companies listed in other 

countries. Furthermore, the results indicate that managers are likely to act within ethically 

desired norm. Considering the social implications, as Swedish firms are informative in 

terms of explanations, it minimizes the risk of firms acting dishonestly.  
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1 Introduction 

1.1 Background 

Several corporate scandals have increased the requirements for a more effective corporate 

governance framework, implying that weak governance practices have allowed these failures 

to occur (Seidl, 2007). As a consequence, corporate governance has emerged as an important 

topic over the last two decades and the use of soft law i.e. codes has become the main tool 

for regulations in many countries (Aguilera & Cuervo-Cazurra, 2009). These codes aim in 

general to increase disclosure and the quality of management in order to improve company 

performance, thus ensuring investors that the company is governed in a confidential manner 

(Werder, Kolat, & Talaulicar, 2005). Several best practice provisions are outlined within these 

codes with the aim of providing firms with guidance on how corporate governance issues 

such as directors’ remuneration, composition of boards and board independence should be 

tackled (Hooghiemstra, 2012). 

 

The Cadbury Report, which was developed in 1992 in the United Kingdom (UK), was the 

first and most influential of these codes and it was also the first one to introduce the concept 

of ‘comply-or-explain’. The comply-or-explain principle was seen as a new form of regulation 

as it took a different approach on how governance practices should be implemented. This is 

explained by the fact that corporate governance cannot be effectively applied by harmonized 

rules and structures because companies differ in many aspects. It has been argued that a 

single code of corporate governance and strict regulations should be avoided as a ‘one-size-

fits-all’ approach would be too inflexible (Cadbury, 1992; MacNeil & Li, 2006; Seidl, Sand-

erson & Roberts, 2013) implying that companies select the method that is most suited for 

them, which will ultimately lead to better governance (Arcot, Bruno & Faure-Grimaud, 

2010). 

 

The foundation of the comply-or-explain principle builds upon the standard that companies 

are obliged to disclose in their annual reports whether they comply with the code provisions 

or not, meaning that compliance is voluntary (Arcot et al., 2010; MacNeil & Li, 2006). How-

ever, when companies have chosen to deviate from the code, they have to state areas of non-

compliance and explain why compliance is not applicable referring to the particular circum-

stances. Thus, the code relies on a flexible approach (Seidl et al., 2013). 
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The comply-or-explain principle stipulates that the market participants are responsible for 

monitoring the accuracy of the statements and in the terms of non-compliance, assess the 

quality of the explanations given (Arcot et al., 2010). The basic assumption is that non-com-

pliance will be penalized by a decline in the share price or that non-compliance is justified 

due to company specific reasons. Thus, informative explanations are required for the market 

to be able to evaluate if the deviations are justified (MacNeil & Li, 2006). 

 

Directive 2006/46/EC made it mandatory for all listed companies with securities traded on 

a regulated market to publish a corporate governance statement, explaining whether corpo-

rate governance codes are fully applied or otherwise, explain why deviations from the codes 

are appropriate. The Swedish Corporate Governance Code was introduced in July 2005 and 

it is applicable to all listed companies in the Swedish capital market since July 2008. The code 

aims to ‘improve confidence in Swedish listed companies by promoting positive develop-

ment of corporate governance in these companies’ (Swedish Corporate Governance Code, 

2010, p. 3). 

 

While several scholars have attempted to examine the extent of compliance with national 

codes (Akkermans et al., 2007; Werder et al., 2005) fewer studies have been performed on 

how the explain option is used in practice (Seidl et al., 2013). MacNeil and Li (2006) at-

tempted to evaluate the effectiveness of the comply-or-explain principle and concluded that 

the positive outcome of the flexible approach was overstated. They found that investors were 

reluctant to evaluate explanations of non-compliances as long as the financial performance 

was acceptable, meaning that the role of the market as a monitoring body did not serve its 

purpose. Akkermans et al. (2007) found that explanations in terms of non-compliance in 

general was evaluated and accepted by the market, even though they also recognized that 

some explanations only provided symbolic adherence to the code, which signifies that many 

explanations did not provide enough information. Arcot et al. (2010) reported similar find-

ings within the UK, as firms provided a frequent use of standardized explanations when they 

deviated from the code provisions. The common theme of these studies outlines that the 

flexible approach of the comply-or-explain principle is questionable, as previous research has 

shown that companies frequently fail to provide informative explanations (Akkermans et al., 

2007; Arcot et al., 2010; MacNeil & Li, 2006).  
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Seidl et al. (2013) has recognized that there is a need for a more comprehensive description 

on how the comply-or-explain principle is used in practice and that explanations in case of 

non-compliance must be evaluated in detail to conclude if the flexible approach is effective 

or not. In order for an explanation to be effective it has to confer legitimacy, which implies 

that the explanations provided are accepted by the market monitors. Thus, deviations from 

the code provisions are legitimate, if they are justified by the company’s particular circum-

stances and accepted by the company’s shareholders. When these criteria are met, non-com-

pliance can be as legitimate as compliance, which implies that the intended flexibility of the 

comply-or-explain principle is functioning.  

 

1.2 Problem 

While there have been many attempts to describe the effectiveness of the comply-or-explain 

principle in Europe (Akkermans et al., 2007; Arcot et al., 2010; Hooghiemstra & van Ees, 

2011; MacNeil & Li, 2006; Seidl et al., 2013), there is a lack of research on how the comply-

or-explain principle is used in practice in Sweden. A study on informative explanations within 

the European Union was conducted by RiskMetrics Group (2009, p. 170) and they reported 

that companies registered in Sweden provided ‘the highest proportion of informative expla-

nations’. However, the sample size consisted of only 15 Swedish listed companies, making 

this phenomenon interesting to investigate further.    

 

The Swedish Corporate Governance Code states that it is the responsibility of the stock 

exchange on which a company’s shares are traded to monitor that they apply the code in a 

satisfactory way (Swedish Corporate Governance Code, 2010). However, due to the fact that 

soft law guides the comply-or-explain principle, companies can basically decide on their own 

what they want to disclose in terms of non-compliance. This means that they can deviate 

from the code without the risk of facing any formal penalties or sanctions (Arcot et al., 2010; 

MacNeil & Li, 2006). Consequently, there seems to be an issue, as there are no requirements 

on the quality or the quantity of the explanations provided, meaning that the market monitors 

might not be able to evaluate the merits of the deviations. Thus, the effectiveness of the 

comply-or-explain principle can be questioned.   
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1.3 Purpose and research question  

The purpose of this study is to examine the effectiveness of the comply-or-explain principle 

in Sweden to determine if the flexible approach is functioning as intended.   

 

We are going to investigate how Swedish listed companies explain deviations from the Swe-

dish Corporate Governance Code considering that Sweden is seen as a role model country 

on corporate governance issues (European Commission, 2011; Risk Metrics Group, 2009). 

The quality of the explanations will be evaluated, as we want to determine if the explanations 

contain enough information for the market to make justified assessments of whether the 

deviations are acceptable and thus, conclude if legitimacy is earned or not.  

 

Therefore, this study poses the following research question: How does the comply-or-explain 

principle work in Sweden? 

 

1.4 Outline of the thesis 

The remainder of this study is outlined in seven chapters. The second chapter will focus on 

the theoretical framework, where the agency relationship is depicted, as the main aim of the 

code is to reduce information asymmetries. Legitimacy theory is also described considering 

that this study examines the explanations from a legitimacy point of view. The literature 

review within chapter three contains a definition of effectiveness and a presentation of pre-

vious studies within the subject. The fourth chapter will provide an overview of corporate 

governance in Sweden, which includes an outline of the Swedish Corporate Governance 

Code.  

 

The fifth chapter will explain the method used in this study. It will provide a detailed de-

scription of how the secondary data was collected from annual and governance reports and 

how the data has been analysed using a content analysis. The process is described in a way 

that makes it understandable and replicable and a section is also dedicated to the validity and 

reliability of the study. 

 

The empirical data will be presented and analysed in chapter six. First, the findings of the 

content analysis in terms of compliance will be presented. Secondly, we will outline how 

companies in Sweden make use of the explain option. In chapter seven, the analysed data 
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will be discussed and our contributions to the literature studies will be presented. Finally, 

conclusive remarks including ethical and social implications of our findings will be outlined 

in chapter eight.    
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2 Theoretical background 

2.1 Agency theory 

There are several different explanations on how corporate governance is defined and out-

lined. Shleifer and Vishny (1997, p. 737) explain that corporate governance ‘deals with the 

ways in which suppliers of finance to corporations assure themselves of getting return on 

their investment’. The Cadbury Report termed corporate governance as ‘the system by which 

companies are directed and controlled’ (Cadbury, 1992). These definitions are not compre-

hensive in terms of explaining corporate governance but they capture the essence concerning 

the mitigating conflict of interests between managers and shareholders. The idea behind this 

agency relationship is that the manager gets elected by the shareholder to run the business 

and the shareholder will delegate authority to the manager (Jensen & Meckling, 1976). Prob-

lems such as information asymmetries, different goals and different risk preferences are likely 

to occur under these circumstances when ownership and control are separated (Eisenhardt, 

1989; Shleifer & Vishny, 1997). It has been argued that agency problems are smaller in firms 

with concentrated ownership than in those with dispersed ownership (Dey, 2008), as share-

holders own larger blocks of shares. Hence, they have a larger influence on the management 

(Shleifer & Vishny, 1997). Hooghiemstra (2012) found a positive correlation between con-

centrated ownership and informative explanations, which supports the fact that the presence 

of block holders increases monitoring of the actions undertaken by the management. How-

ever, Arcot et al. (2010) reported that companies disclose less information when one or a 

few shareholders own the majority of the shares, typically in a family owned firm. They are 

also more likely to provide uninformative explanations, which indicate that minority share-

holders and other stakeholders are unable to monitor companies under such circumstances. 

 

In order to reduce agency problems, it is claimed that voluntary disclosure of information 

aligns the parties’ interests and diminishes the information gap (Hooghiemstra, 2012). Hence, 

the intention behind the comply-or-explain principle is to reduce information asymmetries 

between the management and the owners (Hooghiemstra & van Ees, 2011), as it requires 

companies to disclose information about their corporate governance practices. One could 

argue that if a company is fully compliant with the code, which is considered to be ‘a norm 

for good corporate governance’ (Swedish Corporate Governance Code, 2015, p. 3), investors 

should be able to trust that their investment is managed in a responsible way. However, 

Akkermans et al. (2007) reported that stated compliance with all code provisions might be 
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misleading investors, as there are no further requirements of disclosure when the company 

is fully compliant. Thus, in the absence of information disclosure in terms of compliance, 

companies may seem to follow all the provisions outlined by the code, but in practice, this 

may not be the case. This could indicate that actual compliance based on public information 

is overstated and that information asymmetries still exists.  

 

The information gap is also present when companies are non-compliant with the code and 

fail to provide satisfactory explanations, as shareholder will be unable to decide if the devia-

tions are justified or not. These problems suggest that managers act opportunistically in order 

to take advantage of information asymmetries, which will reduce the possibilities for market 

monitors to evaluate their actions (Lou & Salterio, 2014). The costs that occur when manag-

ers pursue their own interest at the expense of shareholders are referred to as agency costs 

(Brown, Beekes & Verhoeven, 2011). In order to reduce agency costs and promote better 

governance, shareholders are expected to hold boards accountable for their actions. They 

can do so by monitoring the company, keeping a dialogue with executives or exercising their 

rights such as the option to vote (European Commission, 2014).  

 

Agency costs are likely to differ in terms of style and severity across companies given that 

ownership and structures vary between firms (Chen & Nowland, 2010). Leo and Salterio 

(2014) explain that the comply-or-explain principle was founded to reflect these differences, 

as the flexible approach allows companies to choose whether to adopt best practices outlined 

by the code or explain their reasons for departure. This way of applying corporate govern-

ance practices stands in contrast with how governance issues are regulated within the United 

States. The Sarbanes-Oxley Act (2002) applies a ‘one-size-fits-all’ approach, meaning that 

differences in agency costs generally are not considered (Chen & Nowland, 2010).  

 

2.2 Legitimacy theory 

Legitimacy is defined as ‘a generalized perception or assumption that the actions of an entity 

are desirable, proper, or appropriate within some socially constructed systems of norms, val-

ues, beliefs and definitions’ (Suchman, 1995, p. 574).  

 

Brown and Deegan (1998) clarify that companies are only allowed to conduct their businesses 

as long as they provide justifications for their behaviour. Thus, stakeholders will evaluate the 
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actions of the company in order to determine if they fulfil institutionalized expectations, i.e. 

norms and values of society. This refers to the main idea behind legitimacy theory, which 

outlines the relationship between the organization and its external audience (Suchman, 1995). 

The market participants will evaluate the company’s actions in order to conclude if the or-

ganizational activities are perceived as expected by the audience (Seidl et al., 2013). In other 

words, assessments of legitimacy are a process in which all stakeholders take part by evalu-

ating different aspects of the organization in relation to predetermined standards or expec-

tations (Ruef & Scott, 1998). 

 

Companies generally respond to governance codes as a way of preserving their legitimacy 

(Enrione, Mazza & Zerboni, 2006; Hooghiemstra & van Ees, 2011). The codes encompass 

provisions that companies are encouraged to follow or otherwise, provide meaningful expla-

nations in order to conform to institutionalized expectations. Considering legitimacy theory 

from a comply-or-explain perspective, the most apparent way of earning legitimacy is simply 

by complying with all the code provisions (Inwinkl, Josefsson & Wallman, 2015; Seidl et al., 

2013). Fully complying companies are thus earning legitimacy since they follow institution-

alized expectations, as legitimacy is granted by the code itself (Enrione et al. 2006; Meyer and 

Rowan 1977; Seidl, et al. 2013). Legitimacy can also be earned if the external audience deems 

the explanations in terms of non-compliance as meaningful and informative (Seidl et al., 

2013). Hence, earning legitimacy means complying with the code or getting the shareholders’ 

approval on deviations. 

 

If firms fail to provide accurate explanations for their behaviour, the external audience will 

consider their actions as illegitimate, meaning that they have failed to meet the predetermined 

expectations. The market monitors are supposed to penalize companies that fail to provide 

accurate explanations (MacNeil & Li, 2006), which is referred to as an ‘illegitimacy discount’. 

When investors consider a company to be illegitimate, they will be reluctant to invest which 

consequently will lower the share price (Zuckerman, 1999).  

 

The company’s relationship with the audience is particularly interesting when judging if the 

actions are deemed appropriate, considering that the merits of the actions will be evaluated 

based on the institution’s perception of the company (Suchman, 1995). Seidl et al. (2013) 

explains that companies use several ‘tactics’ to retain their legitimacy in order to fulfil the 

expectations of society. Applying these tactics of compliance is used as a means of gaining 
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legitimacy by either conforming to what the external audience perceives as legitimate or ma-

nipulating the audience into believing that the actions undertaken are appropriate (Suchman, 

1995). Thus, different forms of explanations in terms of non-compliance can be used as 

tactics to preserve the firm’s legitimacy (Seidl et al., 2013).  

 

The Swedish Corporate Governance Code explicitly mentions that deviations from code 

provisions are encouraged as long as the company provides informative explanations (Swe-

dish Corporate Governance Code, 2010). Adequate explanations allow firms to exhibit the 

benefits of their corporate governance system, rather than simply complying with all the code 

provisions (Lou & Salterio, 2014). This indicates that the company has considered its corpo-

rate governance practices and found the best solution referring to its particular circumstances 

(Swedish Corporate Governance Code, 2010). Thus, companies are expected to deviate from 

code provisions under specific company circumstances, as the intention behind the comply-

or-explain principle is to avoid a ‘one-size-fits-all’ approach. This suggests that non-compli-

ance with informative explanations is as legitimate as compliance. The intended flexibility 

allows companies to choose the most effective approach while still retaining its legitimacy by 

explaining their reason for the deviation (Seidl et al., 2013). 

 

Applying practices recommended by the code for the sake of gaining legitimacy does not 

necessarily correlate with maximum efficiency. Pressure from the external environment to 

fully comply could even force companies into sub-optimal governance practices (Seidl, 2007). 

Hence, compliance with corporate governance codes can be seen as an action with “ritual 

significance” as it conflicts with efficiency for the purpose of maintaining the appearance 

and legitimacy of a company (Meyer & Rowan, 1977). 

  

Hooghiemstra and van Ees (2011) identified a problem regarding the fact that the code does 

not provide guidance as to when it is considered appropriate to deviate. Their study showed 

that Dutch companies were uncertain of how their explanations would be perceived by their 

stakeholders and this uncertainty persuaded entities to seek guidance by imitating explana-

tions provided by other companies in similar situations. They found that this issue led to a 

use of standardized explanations (Hooghiemstra & van Ees, 2011), as companies mimicked 

other non-complying companies in order to enhance the firm’s legitimacy when the company 

was non-compliant (Lieberman & Asaba, 2006). 
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3 Literature review 

3.1 Definition of effectiveness 

Seidl (2007, p. 706) defines the term effectiveness as ‘a general sense of achieving the stated 

or implied regulatory aims’. In our study the regulatory aims are those set in the Swedish 

Corporate Governance Code, which implies that the comply-or-explain principle is effective 

when it is used to ensure that ‘companies are run as efficiently as possible on behalf of their 

shareholders’ (Swedish Corporate Governance Code, 2010, p. 3). If a company decides to 

deviate from a code provision by applying an alternative practice; that practice has to be 

better suited than compliance in order to reach the goals outlined by the Swedish Corporate 

Governance Code. The explain option of the code is thus effective when it is used to describe 

a corporate governance practice that under company specific circumstances is better than 

the practice outlined by the code (Lou & Salterio, 2014). In other words, an informative 

explanation that clarifies why the entity has chosen to deviate from the code provisions. By 

providing such an explanation, the company applies the comply-or-explain principle in an 

effective manner and the organization will gain legitimacy as its external audience approves 

their explanation.  

 

3.2 Recent studies  

As explained in the previous section, companies are under specific circumstances expected 

to deviate from certain provisions (Seidl et al., 2013), but even though the code speaks of 

justified deviations, it does not specify when departure from the code is justified (Hooghi-

emstra, 2012; Seidl, 2007). Inwinkl et al. (2015) similarly states that, in order for the comply-

or-explain principle to work effectively, the code has to outline clear guidelines for explana-

tions. The responsibility of determining if deviations are legitimate belongs to the market 

and justified assessments can only be done if informative explanations are provided (MacNeil 

& Li, 2006). Previous studies have indicated that the majority of shareholders also prefer that 

companies provide detailed explanations in terms of non-compliance. Thus, companies 

should be expected to apply the code in a consistent way with informative explanations in 

order to satisfy their shareholders. Furthermore, clear guidelines regarding explanations will 

reduce the risk that companies provide general or standardized explanations (Inwinkl et al., 

2015), which frequently occurred in the studies performed by Akkermans et al. (2007) and 

Arcot et al. (2010).   
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However, the Swedish Corporate Governance Code is considered to be an inspirational ex-

ample describing how companies should act in terms of non-compliance (European Com-

mission, 2011). The code states that companies should outline which provisions they have 

deviated from and ‘explain their reasons for each case of non-compliance and describe the 

solution it has adopted instead’ (The Swedish Corporate Governance Code, 2010, p. 3).  Yet 

again, even though this expression states that companies have to explain their reasons for 

non-compliance, it does not require them to describe why the alternative approach is better 

than the one outlined in the code. 

 

The various studies undertaken in the field have reported different results regarding compli-

ance rates i.e. no deviations from the code provisions. Akkermans et al. (2007) reported that 

overall compliance in the Netherlands 2005 was high, while Lou and Salterio (2014) found 

that the rate of compliance in Canada 2006 was generally low. Seidl et al (2013) presented 

similar results as Lou and Salterio (2014), since the majority of the firms in the UK and in 

Germany deviated from at least one code provision in 2006. Furthermore, MacNeil and Li 

(2006) and Arcot et al. (2010) found that compliance rate in general has increased over time 

in the UK.  

 

Several studies indicate that companies frequently provide standardized or general explana-

tions in terms of non-compliance (Akkermans et al., 2007; Arcot et al., 2010; Hooghiemstra 

& van Ees, 2011; MacNeil & Li, 2006). Seidl et al. (2013) reported that 52% of the explana-

tions in the UK were justified, as they referred to the companies’ specific circumstances. 

However 41% of the explanations lacked explanatory power, while 7% of the explanations 

spoke of general implementation problems. The reported results in Germany where quite 

different, as 56% of the explanations were not justified, while only 24 % of the firms ex-

plained deviations based on company specific circumstances. 20% of the explanations re-

ferred to general implementation problems. The differences between the countries could be 

explained by the fact that German firms had no legal requirement to provide explanations 

when that study was undertaken (Seidl et al., 2013).   

 

The effectiveness of the comply-or-explain principle has been questioned and MacNeil and 

Li (2006) suggested that the code should be implemented through hard law. Hooghiemstra 

and van Ees (2011) concluded that more regulations might be necessary in order to cope 

with the uniform explanations. They recognized that companies in general conformed to the 
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code, but were reluctant to adapt the spirit of the code. This implies that the explanations 

provided used a ‘one-size-fits-all’ approach, as firms imitated each other when they departed 

from the code. 

 

Lou and Salterio (2014) found that the intended flexibility behind the comply-or-explain 

principle works, as it allows firms to tailor their governance’s practices in accordance with its 

unique circumstances. They argue that non-compliance, given that the firm provides in-

formative explanations, is associated with increasing performance and higher firm value. 

They suggest that mandatory governance practices should be avoided, as few firms were fully 

compliant. Hence, enforcing governance activities through hard law could impose higher 

costs for firms. However, they question their own conclusion as they found a problem relat-

ing to firms that did not provide meaningful explanations. In accordance with MacNeil and 

Li (2006), they argue that market monitors cannot determine whether the deviations are jus-

tified when there is a lack of reasoned arguments behind it. If mandated practices would 

prevent firms from facing bankruptcy due to fraudulent governance practices, which could 

have large implications for society, the added costs of enforcing governance practices could 

be justified (Lou & Salterio, 2014).  
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4 Corporate governance in Sweden 

Corporate governance in Sweden is in many aspects similar to how governance practices are 

applied in most industrialized countries. However, because of country specific circum-

stances, there are some unique differences in terms of ownership structure and the regulatory 

framework. Corporate governance in Sweden is regulated through legal requirements and 

self-regulation whereas the legal framework is outlined primarily within the Companies Act. 

The rules of the Stock Exchanges and the Swedish Corporate Governance Code outline the 

guidelines for self-regulation. Corporate governance issues such as composition of boards 

and separate positions of the CEO and the chairman is in fact regulated through the Com-

panies Act. This indicates that Sweden has chosen a different form of regulation compared 

to other countries that mainly incorporate such practices within the codes (Lekvall, 2009).  

 

The code is ‘indirectly a part of the rules of Nasdaq Stockholm’ (Nasdaq, 2016), which means 

that all listed companies within the Swedish market have to apply the Swedish Corporate 

Governance Code. The code itself is supervised and managed by the private organization 

The Swedish Corporate Governance Board (Lekvall, 2009). The board has revised The Swe-

dish Corporate Governance Code several times and the latest amendment applies from No-

vember 2015 (The Swedish Corporate Governance Code, 2015).  

 

Sweden applies a one-tier board system but it differs in many aspects from how the unitary 

board is constituted in other countries. Non-executive members dominate the constitution 

of the board in listed companies, as only one executive is allowed to be part of the board 

(Lekvall, 2009). A hierarchical structure consisting of the shareholders’ meeting, the board 

of directors and the chief executive officer constitutes the three decision-making parties (The 

Swedish Corporate Governance Code, 2010). 

 

Sweden has a relatively concentrated ownership of shares, meaning that one or a few major 

shareholders hold the majority of the shares in listed companies, as opposed to the UK and 

the US, where the ownership is rather dispersed. This implies that controlling shareholders 

in Sweden are expected to demonstrate long-term responsibilities as they generally maintain 

their ownership even when the financial performance is weak. Therefore, corporate govern-

ance is of vital importance considering that shareholders will hold on to their shares for a 

longer time-period (Lekvall, 2009). 
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4.1 The Swedish Corporate Governance Code 

The Swedish Corporate Governance Code applies the comply-or-explain mechanism. The 

code applicable for the reporting year of 2014 was issued in 2010 and it contains ten chapters. 

Each chapter consists of a ranging number of provisions, amounting to a total number of 

49. Chapter one to nine states ‘norms for good corporate governance’ and the final chapter 

outlines the rules regarding disclosure of corporate governance information (The Swedish 

Corporate Governance Code, 2010). The revised code from 2015 contains 45 provisions and 

the last chapter regarding governance information is mandatory to comply with for all com-

panies that are required to follow the code (The Swedish Corporate Governance Code, 

2015).  

 

The code is outlined accordingly (2010): 

Chapter one – The shareholders’ meeting 

Chapter two – Nomination committee 

Chapter three – The tasks of the board of directors 

Chapter four – The size and composition of the board 

Chapter five – The tasks of the directors 

Chapter six – The chair of the board 

Chapter seven – Board procedures  

Chapter eight – Evaluation of the board of directors and the chief executive officer 

Chapter nine – Remuneration of the board and executive management 

Chapter ten – Information on corporate governance 
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5 Method 

This study examines the quality of the explanations with respect to the Swedish Corporate 

Governance Code, as the purpose is to determine if the comply-or-explain principle is effec-

tive. This report is a deductive study, as previous research and theories has set the foundation 

for this paper. A quantitative research with a cross-sectional design has been executed, draw-

ing in part on the paper written by Seidl et al. (2013). The cross-sectional approach was 

chosen due to the fact that we wanted to have an extensive data collection covering all rele-

vant economic sectors, industries and various company sizes for one particular year. 

 

Similar to other studies (Hooghiemstra & van Ees, 2011; Seidl et al., 2013) this paper has 

been executed through a content analysis in order to examine the explanations given by com-

panies in terms of non-compliance. By looking into instances where companies do not com-

ply, the explanations have been evaluated in order to conclude if there is a justified reason 

for non-compliance. By performing a content analysis, we have been able to make conclu-

sions based on the ‘analysis of documents quantified in terms of predetermined categories’ 

(Bryman, 2012, p. 290).  

 

In order to cover the most insightful studies within the area, academic articles have been 

collected from the database ABI/Inform. Furthermore, guidelines and rules set out by the 

Swedish Corporate Governance Board and the European Union has been described to get a 

comprehensive understanding of the framework. This report examines data from the fiscal 

year of 2014, as there is a limited amount of research on the subject referring to recent years. 

Executing this study with data collected for the fiscal year of 2015 was not possible consid-

ering that the majority of the companies had not released their annual reports when this 

research was undertaken. The selected method and sample size has been used in similar stud-

ies within the area (Seidl et al., 2013) and it was therefore deemed to be the most suitable 

approach in order to answer the research question of this paper. 

 

5.1 Data Collection 

Evaluations of the explanations given have been completed by analysing secondary data. 

Information has been collected from annual or corporate governance reports as these docu-

ments provide information about compliance or justified deviations. Thus, the data collected 

will be equivalent over time and across companies. The analysed compliance statements were 
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published in 2015, which means that the information reported represents the financial year 

of 2014. Hence, the Swedish Corporate Governance Code applicable from year 2010 has 

been used, as it applies to the fiscal year of 2014.  

 

When searching for deviations, the introductions of the governance section of the annual 

reports or the separate governance reports have been screened, as many companies clearly 

outlined that they were fully compliant or deviated from one or more provisions. In other 

cases, deviations were explained throughout the text, which required reading of the full re-

ports in order to find the deviations. Phrases such as ‘do not comply’, ‘deviates from’ or 

‘depart from’ were searched for to identify any deviations in such circumstances.  

 

This study includes all listed companies on Nasdaq OMX Stockholm in order to have an 

appropriate sample as Akkermans et al. (2007), Seidl et al. (2013) and Werder et al. (2005) 

found that compliance tends to vary with regards to size. Hence, our sample size consists of 

241 companies, which are listed on the large, medium and small cap on Nasdaq OMX Stock-

holm. Out of these companies, 69 are listed on large cap, 78 are listed on mid-cap and 94 are 

listed on small-cap. Furthermore, 17 companies had to be excluded due to the fact that they 

were not subject to the rules outlined by the Swedish Corporate Governance Code. Moreo-

ver, 26 companies were newly listed in 2015, which means that they had to be excluded as 

they were not required to implement the code in 2014. A total number of 156 deviations 

were located during the data collection (see table 5.1). 

Table 5.1: Number of deviations in each market cap 

Index 
Available compliance 
statements 

Number of 
deviations 

Small Cap 94 51 

Mid Cap 78 62 

Large Cap 69 43 

Total 241 156 

 
 

5.2 Data Analysis 

As mentioned above, this study has been influenced by the research conducted by Seidl et 

al. (2013). Their taxonomy has been used as a coding scheme in order to categorize the ex-

planations in terms of non-compliance to conclude if legitimacy is earned or not. Seidl et al. 

(2013) performed a content analysis based on the explanations provided by companies listed 
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in the UK and in Germany. When analysing compliance statements, they identified a wide 

variety of explanations and developed a taxonomy in order to categorize the explanations. 

Their taxonomy consists of three main categories: deficient justifications, context-specific 

justifications and principled justifications, and all classifications are divided into several sub-

categories.  

 

Deficient justifications represent an absence of meaningful explanations, as companies 

simply confirm that they have deviated from the code, but they do not provide any justified 

reason for doing so. There are three subcategories attached to this category: pure disclosure, 

description of alternative practice and empty justification (Seidl et al., 2013). Explanations categorized 

into this group exemplify when the comply-or-explain principle is ineffective, as the market 

monitors are unable to judge if the deviations are justified or not (Lou & Salterio, 2014; 

MacNeil & Li, 2006). Pure disclosure is basically a declaration of deviation without any rea-

soning behind it. Description of alternative practice is more informative than pure disclosure 

as it describes what solution the company has decided to adopt instead of complying with 

the code. However, the explanation does not justify why the alternative approach was cho-

sen. Empty justification means that the explanation lacks explanatory power, i.e. the expla-

nation is irrelevant or makes no clarification as to why the deviation is valid (Seidl et al., 

2013). 

 

Context-specific explanations are informative explanations, as they are justified due to the 

company’s specific circumstances. This category reflects the intention behind the comply-

or-explain principle as the explanation contains explanatory power. The company offers a 

reason as to why the practice stated in the code is not applicable, referring back to the or-

ganization’s specific conditions. The subcategories within this category are; size of the company 

or board, company structure, international context of company, other company specific reason, industry specific 

reason and transitional justification. For instance, if the board consists of just a few members, it 

may affect the organization’s ability to comply with certain code provisions. International 

context can be of relevance if a company has offices in various countries where other codes 

are applicable, i.e. different frameworks. Transitional justifications applies if a company has 

been newly listed or recently been involved in a merger, which means that they have not yet 

been able to implement certain code provisions (Seidl et al., 2013). 
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The final category developed by Seidl et al. (2013) is principled justification, which is appli-

cable when explanations criticize the code as such, i.e. the provision cannot be considered to 

be best practice, not just for one firm, but for all firms. Three subcategories are used to 

specify different forms of principled justifications where the first one is labelled effectiveness/ef-

ficiency, which refer to instances when a code provision will lead to sub-optimal governance. 

The remaining two subcategories are categorized as general implementation problems and conflicts 

with laws or societal norms. 

 

Furthermore, a new category was developed after encountering several explanations that re-

ferred to decisions made by the annual general meeting or instances where the largest share-

holders should have major influence over the company. In order to determine how these 

explanations would be categorized and evaluated, the Swedish Corporate Governance Board 

was contacted. The executive member Björn Kristiansson explained that as the annual gen-

eral meeting is the highest decision-making body, the company is required to implement the 

governance practice supported by the AGM. Furthermore, the largest shareholders often 

held the majority of the votes, meaning that their decisions regarding governance practices 

will be implemented (B. Kristiansson, verbal communication, 2016-03-04). This new cate-

gory was labelled shareholder justification and it contains two sub-categories, ‘decision made by 

the AGM’ and ‘referring to largest shareholders’.  

Table 5.2: Categories of explanations 

  Categories of explanation 

1 Deficient justification 

1.1 Pure disclosure 

1.2 Description of alternative practice 

1.3 Empty justification 

2 Context-specific justification 

2.1 Size of company or board 

2.2 Company structure 

2.3 International context 

2.4 Other company specific reason 

2.5 Industry specific 

2.6 Transitional justification 

3 Principled justification 

3.1 Effectiveness/efficiency 

3.2 General implementation problems 
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3.3 Conflicts with laws or social norms 

4 Shareholder justification 

4.1 Referring to decision made by the AGM 

4.2 Referring to largest shareholders 

 

In order to fulfil the purpose of the study, we have independently evaluated all explanations 

and documented any instances of non-compliance. Ten companies were analysed at a time 

and then the results were discussed in order to conclude if the recorded deviations were 

coded within the same category. The different types of explanations were recorded in an 

excel sheet together with additional notes when relevant. If there was a disagreement on how 

a certain explanation would be categorized, it was discussed until a resolution was reached. 

In cases where the explanations could be coded under multiple categories, the most suitable 

one was chosen.   

 

When all explanations had been recorded in excel, they could be quantified in tables to sim-

plify further analysis. The content analysis provided information regarding the total number 

of deviations and the total compliance rate. Furthermore, more specific information was also 

found and analysed such as whether or not the content of the explanations differed with 

regards to the size of the company. The type of explanations that occurred most frequently 

was also identified and analysed.  

 

Finally, the deviations were evaluated based on legitimacy theory to conclude if the explana-

tions were informative enough to ensure that companies would gain legitimacy through the 

comply-or-explain mechanism. Other forms of legitimacy tactics were also considered and 

evaluated when companies deviated from one or more of the code provisions. 

 

5.3 Reliability and Validity of data  

The main source of information in this study is secondary data found in the corporate gov-

ernance statements of the researched companies. The governance statement is usually lo-

cated within a company’s annual report and is thus regarded as a reliable source of infor-

mation. It is deemed reliable since it contains information about a specific company’s gov-

ernance practices, which the management will be held accountable for by the shareholders 

and the external audience (Groenewald, 2005). An external auditor is required to check that 

the company has issued a governance statement in accordance with Directive 2006/46/EC. 
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However, the auditor is not required to verify the content of the governance statement, as 

they are only obligated to check that the company has published one (European Parliament, 

2006). Examination of the content in the report regarding the company’s governance prac-

tices and, if they follow the code, is still left to the shareholders to observe, as they have the 

ultimate responsibility to monitor the actions of a company (MacNeil & Li, 2006). 

 

Bryman et al. (2012) explains that the coder’s knowledge will affect their results when coding 

manuals in a content analysis. It is important to recognize that we have limited experience of 

coding governance sections of annual reports and governance reports, which could influence 

the findings. However, in cases were companies’ disclosed deviations throughout the text, 

the compliance statements were read several times in order to ensure reliability. Further on, 

in terms of categorizing the explanations, we compared and discussed the results continually 

during the writing process. Finally, considering that this study has covered the whole popu-

lation of companies listed on Nasdaq OMX Stockholm, it will be both reliable and valid.  
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6 Empirical findings and analysis  

6.1 Compliance in Sweden 

The findings of this study explain that companies listed on the Swedish market makes fre-

quent use of the explain option, as 109 companies deviated from at least one code provision. 

Out of the 241 companies analysed, 54,8% were fully compliant while 45,2% were non-

compliant, which indicates that approximately half of the companies utilized the flexible ap-

proach of the comply-or-explain principle (see table 6.1). These results are similar to the 

findings presented by the Swedish Corporate Governance Board who reported that 41% of 

the Swedish listed companies did not comply in 2014. The reason why these results differ 

could be explained by the fact that the Swedish Corporate Governance Board had a larger 

sample, including companies listed on NGM Equity (Swedish Corporate Governance Board, 

2015). Our findings show resemblances to the researches performed by Lou and Salterio 

(2014) and Seidl et al. (2013) as they also found that a large proportion of the firms applied 

the flexible approach. However, this study contradicts the results presented by Akkermans 

et al. (2007), as overall compliance in Sweden is generally low.  

Table 6.1: Compliance in Sweden 

Compliance Companies Percentage 

Fully compliant 132 54,8% 

Non-compliant 109 45,2% 

Total 241 100,0% 

 

Furthermore, the results of this study did not confirm any correlation between firm size and 

the number of deviations, as firms listed on small-cap OMX Stockholm recorded fewer de-

viations, in terms of percentage, compared to companies listed on medium and large cap. As 

presented in table 6.2, 38,3% of the companies listed on small cap, 51,3% of the companies 

listed on mid cap and 47,8% of the companies listed on large cap were not fully compliant. 

These results are not in line with the findings of previous studies, as they have recognized 

that smaller firms tend to deviate more frequently than larger firms (Akkermans et al., 2007; 

Hooghiemstra & van Ees, 2011; RiskMetrics Group, 2009; Seidl et al., 2013; Werder et al., 

2005).  
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Table 6.2: Number of deviating companies in each market cap 

 

 

 

 

 

The average number of deviations made by each firm was also lower among smaller compa-

nies. As demonstrated in table 6.3, companies listed on small cap deviated on 51 occasions, 

which represents an average of 0,54 deviations per company. The average number of devia-

tions for companies listed on large and mid cap were 0,62 for the former and 0,79 for the 

latter. The total amount of average deviations for all listed companies corresponds to an 

average of 0,65 deviations. These results are quite different compared to earlier studies per-

formed by Hooghiemstra and van Ees (2011) and Seidl et al. (2013). Hooghiemstra and van 

Ees (2011) reported that firms in the Netherlands deviated from 5 code provisions on aver-

age. Seidl et al. found (2013) that in Germany, each company made an average of 4,46 devi-

ations, while in the UK, the same number was 1,07, which is considerably more than our 

result of 0,65 deviations per company. 

Table 6.3: Average number of deviations made by each company  

 

 

 

 

 

The differences can be explained by the fact that the mentioned studies were undertaken 

several years back, when the code was recently implemented. The Swedish companies in our 

study have had nine more years to conform to the comply-or-explain principle. This argu-

mentation is in line with the findings presented by Arcot et al. (2010) and MacNeil and Li 

(2006) who found that compliance has increased over time.  

 

As explained, the Swedish Corporate Governance Code consists of 49 provisions and out of 

these, 27 provisions recorded deviations at least once, which corresponds to 55,1% (see table 

6.4). Meyer and Rowan (1997) and Seidl (2007) suggested that companies could comply with 

all the provisions to gain legitimacy, even though it would be sub-optimal to do so. However, 

Market Cap Companies    Deviating companies         Percentage 

Small 94 36 38,3% 

Mid 78 40 51,3% 

Large 69 33 47,8% 

Total 241 109 45,2% 

Market Cap Companies Deviations Average number of deviations  

Small 94 51 0,54 

Mid 78 62 0,79 

Large 69 43 0,62 

Total 241 156 0,65 
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as our findings indicate that almost half (45,2%, see table 6.1) of the companies deviated 

from at least one code provision it can be expected that companies generally do not comply 

with the code as a means of gaining legitimacy. This is also supported by the fact that 55,1% 

of the provisions were deviated from at least one time, which means that the majority of the 

code provisions are treated as flexible, thus indicating that companies deviate when it is ap-

propriate to do so. Yet, considering these numbers the other way around, 44,9% of the pro-

visions were never deviated from and total compliance amounted to 54,8% (see table 6.1). 

These findings indicate that one cannot fully exclude the possibility that some companies are 

complying with all the provisions as a tactic in order to gain legitimacy.   

Table 6.4: Code provisions and recorded deviations 

Code provisions and recorded deviations Provisions Percentage 

Provisions with no recorded deviation 22 44,9% 

Provisions with at least one recorded deviation 27 55,1% 

Total 49 100,0% 

 

Akkermans et al. (2007) stated that actual compliance could be overstated, as there are no 

requirements regarding disclosure if the company complies with all provisions. However, our 

findings do not support this statement as almost every company listed on the Swedish market 

provided detailed descriptions about their governance practices even when they were fully 

compliant. Thus, the risk that companies would comply even though it would be sub-optimal 

to do so is unlikely since companies specify their governance applications even in terms of 

compliance. This indicates that investors should be able to rely on the information when 

companies are fully compliant, meaning that their investment is governed as outlined by the 

comply-or-explain principle. Information asymmetries between managers and shareholders 

are thereby reduced, as Swedish complying companies disclose information in a satisfactory 

way, indicating that they are transparent with regard to their governance practices.  

 

Firms recorded most deviations from code provision 2.4, which relates to the nomination 

committee in terms of composition and independence of the members (see table 6.5). 41 

deviations, corresponding to 26,3% of all the recorded deviations, were associated with this 

provision. Provision 7.3 had the second largest number of deviations and it outlines that a 

company should have an audit committee. However, the entire board can as a whole, if they 

find it more suitable, perform the duty of this committee in accordance with the Swedish 

Companies Act. Despite this, 14 companies deviated from the provision, which represents 
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9% of the total deviations. Provision 2.1 and 9.8 each recorded 12 deviations, representing a 

deviation percentage of 7,7% respectively. Provision 2.1 stipulates that the company should 

have a nomination committee, while provision 9.8 concerns share-related incentive pro-

grams. 11 companies or 7% deviated from provision 9.2, which outlines the guidelines for 

the remuneration committee in terms of members and independence. The board may, as in 

the case with the audit committee, perform the duty of the remuneration committee (Swedish 

Corporate Governance Code, 2010). These findings are similar but not equal to the results 

presented by The Swedish Corporate Governance Board (2015). For a full list of the rec-

orded deviations from each code provision, see Appendix 1. 

Table 6.5: The five codes with most recorded deviations 

Code  
provision 

Number of 
deviations 

Percentage of 
total deviations 

2.4 Composition of nomination committee 41 26,3% 

7.3 Audit committee 14 9,0% 

2.1 Establishment of a nomination committee 12 7,7% 

9.8 Share based incentive programmes 12 7,7% 

9.2 Remuneration committee members 11 7,1% 

 

As can be observed in table 6.5, there is a distinct difference between the deviation frequency 

of code provision 2.4 and all other code provisions. This could be explained by the fact that 

concentrated ownership is rather common in Sweden and that there is a clear desire from 

the majority shareholders to combine their role in the nomination committee with an active 

role on the board. 

 

The results presented above indicate that companies frequently apply the flexible approach 

of the comply-or-explain principle, but compliance rate does not provide enough infor-

mation to conclude if the comply-or-explain principle is effective in Sweden. Therefore, we 

intend to present the content of the explanations in the following section in order to deter-

mine if the explanations are legitimate or not. 

 

6.2 Non-compliance explanations in Sweden 

6.2.1 Deficient justification  

Explanations regarded as pure disclosures, category 1.1, corresponded to 10,3% of all the 

recorded deviations, meaning that 16 deviations were simply disclosures of non-compliance 

(see table 6.6). For instance, Svedberg AB (2015, p. 26) declared that ‘Sune Svedberg (board 
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chairman) is the chairman of the nomination committee’ (our translation). This is a deviation from 

code provision 2.4, since one person is not allowed to chair both the nomination committee 

and the board (The Swedish Corporate Governance Code, 2010). Svedberg AB’s statement 

about the deviation is only a disclosure of non-compliance, meaning that they failed to pro-

vide any explanation for their departure. (References to the company examples can be found 

in Appendix 2.) 

 

3,2% of the explanations referred to subcategory 1.2, description of alternative practice, 

which means that companies did not justify why they deviated from a certain provision; they 

only declared what they did instead. For example, SKF AB (2015, p. 187) deviated from code 

provision 2.6 and stated that ‘in relation to the AGM held in the spring of 2014, information regarding 

one new candidate was missing at the time when the notice was published. [...] The nomination committee’s 

proposal in the notice was later supplemented with details of the new candidate in a separate press release’. 

This type of explanation is more informative than pure disclosure, but it does not address 

why the company chose the alternative practice.  

 

Empty justifications (category 1.3) represented the most commonly used form of deficient 

justifications, as 12,8% of the deviating companies provided an explanation, although it 

lacked explanatory power. Arcam AB (2015, p. 64) deviated from code provision 7.3 and 

stated that ‘Arcam did not have an audit committee in 2014. The board of directors was of the opinion 

that there was no need for such a function’. At first, this may seem like a valid deviation as Arcam 

AB has presented an explanation for their departure, but the company does not address why 

the board of directors found it appropriate to exclude an audit committee. Hence, the pre-

sented information does not describe why the chosen option is better suited than best prac-

tice. 
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Table 6.6: Categorization of explanations 

 

As mentioned earlier, the Swedish Corporate Governance Code explicitly outlines that com-

panies should ‘explain their reasons for non-compliance and describe the solution it has 

adopted instead’ (The Swedish Corporate Governance Code, 2010, p. 3). However, as our 

results illustrate that 26,3% of the explanations are deficient justifications, one out of four 

explanations are insufficient. Thus, there is a tendency that Swedish companies breach the 

rules outlined by the Swedish Corporate Governance Code, which has the implication that 

investors and other stakeholder are unable to evaluate if the deviations are justified or not 

(MacNeil & Li, 2006).  

 

It seems apparent that some companies do not consider legitimacy approval as important 

since they fail to provide informative explanations. Our results demonstrate that companies 

listed on the small cap were the ones who most frequently failed to provide any explanations, 

i.e. pure disclosures (see table 6.7). Hence, they are not applying any form of tactics to gain 

legitimacy (Seidl, et al. 2013), which means that these firms fail to meet institutionalised ex-

pectations (Brown & Deegan, 1998). These actions are therefore considered as illegitimate 

meaning that the market monitors should penalize the companies that only disclosed that 

Categories of explanations Times used Percentage 

1. Deficient justification 41 26,3% 

1.1 Pure disclosure 16 10,3% 

1.2 Description of alternative practice 5 3,2% 

1.3 Empty justification 20 12,8% 

2. Context-specific justification 75 48,1% 

2.1 Size of company or board 13 8,3% 

2.2 Company structure 13 8,3% 

2.3 International context 11 7,1% 

2.4 Other company specific reason 29 18,6% 

2.5 Industry specific 3 1,9% 

2.6 Transitional justification 6 3,8% 

3. Principled justification 3 1,9% 

3.1 Ineffectiveness/inefficiency 2 1,3% 

3.2 General l implementation problem 1 0,6% 

3.3 Conflicts with law or social norms 0 0,0% 

4. Shareholder justification 37 23,7% 

4.1 Referring to decision made by the annual general meeting 14 9,0% 

4.2 Referring to largest shareholders 23 14,7% 

 Total 156 100,0% 
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they did not comply. The results presented within our study seems to conform with the 

findings presented by Arcot et al. (2010) who reported that companies with fewer sharehold-

ers have a tendency to provide uninformative explanations. However, this does not reject 

the findings by Hooghiemstra (2012), who stated that there is a correlation between informa-

tive explanations and concentrated ownership. The shareholders Hooghiemstra (2012) refer 

to are those who are not involved in the management of a company, as compared to the 

findings by Arcot et al. (2010), who focused more on family owned firms, where the owners 

are involved as executive members performing daily operations in the company.  

 

Table 6.7: Frequency of explanations in each market cap 

 

Companies that provided explanations that only described the alternative practice or lacked 

explanatory power seem to seek conformance by the outside environment, but they fail to 

do so as the explanations were uninformative. Hooghiemstra and van Ees (2011) reported 

that firms in the Netherlands mimicked each other’s explanations as a tactic to gain legiti-

macy. However, the findings of this study do not support this conclusion, as the explanations 

that described alternative practice or lacked explanatory power were not similar across firms. 

This indicates that companies in Sweden do not imitate each other’s explanations as a means 

Categories of explanations Small Mid Large Total Small % Mid % Large % 

1. Deficient justification 18 13 10 41 43,9% 31,7% 24,4% 

1.1 Pure disclosure 14 2 0 16 87,5% 12,5% 0,0% 

1.2 Description of alternative practice 2 2 1 5 40,0% 40,0% 20,0% 

1.3 Empty justification 2 9 9 20 10,0% 45,0% 45,0% 

2. Context-specific justification 23 29 23 75 30,7% 38,7% 30,7% 

2.1 Size of company or board 7 6 0 13 53,8% 46,2% 0,0% 

2.2 Company structure 4 3 6 13 30,8% 23,1% 46,2% 

2.3 International context  0 9 2 11 0,0% 81,8% 18,2% 

2.4 Other company specific reason 8 7 14 29 27,6% 24,1% 48,3% 

2.5 Industry specific 2 1 0 3 66,7% 33,3% 0,0% 

2.6 Transitional justification 2 3 1 6 33,3% 50,0% 16,7% 

3. Principled justification 1 2 0 3 33,3% 66,7% 0,0% 

3.1 Ineffectiveness/inefficiency 1 1 0 2 50,0% 50,0% 0,0% 

3.2 General implementation problem  0 1 0 1 0,0% 100,0% 0,0% 

3.3 Conflicts with law or social norms 0 0 0 0 0,0% 0,0% 0,0% 

4. Shareholder justification 9 18 10 37 24,3% 48,6% 27,0% 

4.1 Referring to decision made by the AGM 1 8 5 14 7,1% 57,1% 35,7% 

4.2 Referring to largest shareholders 8 10 5 23 34,8% 43,5% 21,7% 

 Total 51 62 43 156 32,7% 39,7% 27,6% 
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of gaining legitimacy. Rather, it seems like many companies fail to provide informative ex-

planations because they do not know how they should interpret the code as such. This could 

be related to the fact that the Swedish Corporate Governance Code does not outline that the 

alternative approach should be better than best practice. Hence, some companies may con-

sider that their explanations are informative enough, but in reality they are not, since they fail 

to describe why their solution is better suited than best practice. Under these circumstances, 

voluntary disclosure does not align the manager’s and the owner’s interests, as the infor-

mation flow between the parties is asymmetric. The underlying idea behind the comply-or-

explain principle is hereby undermined, as a consequence of the uninformative explanations 

(Hooghiemstra & van Ees, 2011). Shareholders will consequently have trouble evaluating the 

reasons for deviations, as they lack the needed information to do so (MacNeil & Li, 2006). 

Therefore, deficient justifications are increasing agency problems as insufficient explanations 

increase information asymmetries between shareholders and management.   

 

6.2.2 Context-specific justification 

The first subcategory of context-specific explanations (2.1), which relates to the size of the 

company or the board, recorded 8,3% of the total deviations (See table 6.6 or 6.8). For ex-

ample, Duroc AB (2015, p. 21) explains a deviation from code provision 4.5 as follows; ‘The 

directors Sture Wikman, Thomas Håkansson and Carl Östring are not considered independent in relation 

to the major shareholders. This deviation is justified by the company's current size, performance and develop-

ment and therefore, is best handled by a small, active board indicating that the current composition is appro-

priate’ (our translation). As one would expect, deviations with reference to size were all made 

by companies listed on small and mid cap (see table 6.7 or 6.9). 

Table 6.8: Extraction from table 6.6 

Type of explanations Times used Percentage 

2. Context-specific justification 75 48,1% 

2.1 Size of company or board 13 8,3% 

2.2 Company structure 13 8,3% 

2.3 International context 11 7,1% 

2.4 Other company specific reason 29 18,6% 

2.5 Industry specific 3 1,9% 

2.6 Transitional justification 6 3,8% 
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Table 6.9: Extraction from table 6.7 

 

The next category denotes justification with reference to company structure (2.2) and this 

category recorded 8,3% of the total deviations. A common reason for using this kind of 

arguments referred to companies having concentrated ownership, meaning that a few people 

hold the majority of the votes. For instance, ‘Fenix Outdoor International AG (2015, p. 25) 

intends to stay from the Code’s provisions regarding the Nomination Committee (Code 2.1). The reason for 

doing so is that the Nordin family, along with its related companies, represents 62% of the Company nominal 

share value, corresponding to 86% of the votes at the Annual General Meeting, if all their shares are repre-

sented at the Meeting. In light of this concentration of shareholders, having a Nomination Committee has not 

been appeared necessary’. 

 

Category 2.3, regarding international context of a company, was applied when a company 

performed its business internationally or had offices abroad that required them to adopt 

other laws or codes, which conflicted with the Swedish Corporate Governance Code. Ori-

flame AB (2015, p. 2) deviated from code provision 1.5 with the following reference to the 

international context of the company: ‘Oriflame does not host its General Meetings in the Swedish 

language as it is a Luxembourg Company, the location for Oriflame General Meetings is Luxembourg and 

as the majority of voting rights is held by individuals and entities located outside Sweden. General Meetings 

are therefore hosted in English’. Oriflame’s explanation clarifies that the use of Swedish language 

at their AGM would be inappropriate considering the company’s particular circumstances 

and a deviation from the code is therefore justified. In total, 7,1% of the deviations were 

explained by referring to international context. No companies listed on the small cap pro-

vided any explanation with reference to international context, which is logical since larger 

companies are more likely to expand internationally. 

 

Type of explanations Small Mid Large Total Small % Mid % Large % 

2. Context-specific justification 23 29 23 75 30,7% 38,7% 30,7% 

2.1 Size of company or board 7 6 0 13 53,8% 46,2% 0,0% 

2.2 Company structure 4 3 6 13 30,8% 23,1% 46,2% 

2.3 International context  0 9 2 11 0,0% 81,8% 18,2% 

2.4 Other company specific reason 8 7 14 29 27,6% 24,1% 48,3% 

2.5 Industry specific 2 1 0 3 66,7% 33,3% 0,0% 

2.6 Transitional justification 2 3 1 6 33,3% 50,0% 16,7% 
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The sub-category ‘other company specific reasons’ (2.4) was used most frequently, as 18,6% 

of the explanations were recorded within this setting. It was dominant due to the fact that 

many companies faced temporary situations or unique circumstances that could not fit into 

any other category. An example is Handelsbanken’s (2015, p 52) explanation regarding code 

provision 4.4. ‘In addition, a majority of the members of the Board are not independent of the Bank and 

its management (as required by code 4.4), according to the criteria of the Code. The reason for this deviation 

is that one Board member declined reelection such a short time before the 2014 AGM that the nomination 

committee did not have time to take the requisite action to recruit a new Board member’. This explanation 

refers to an event outside of the company’s control that caused them to deviate from the 

code, which they have explained in a satisfactory way. Another example is Fabege’s (2015, p. 

91) deviation from code provision 7.5 which is explained in the following way: ‘Fabege deviates 

from the Code when it comes to the recommendation that all Board Members have to meet with the company’s 

auditors without the presence of the CEO or another member of the management team. After consulting with 

the auditors, the Board has not found it necessary to arrange such a meeting, partly because the auditors have, 

on several occasions, presented reports to the Audit Committee without the presence of the CEO’. Explana-

tions within this category indicate that the company truly has considered its specific circum-

stances, which exemplifies the intention of the code in a proper manner. Thus, legitimacy is 

earned as the company has explained the current situation and outlined the solution it has 

decided to adopt instead.    

 

Category 2.5, which refers to industry specific circumstances, was only used in 1,9% of the 

cases, which indicates that the industry does not have much impact on compliance with the 

code. Oasmia Pharmaceutical AB (2015, p. 23) explains a deviation from code rule 4.3 with 

reference to the need for specific knowledge of board members within their industry. ‘Two 

members of the company’s Board who have been elected by the general meeting of shareholders work in the 

company’s management team. The reason for this is that the company needs the company-specific industrial 

knowledge that Julian Aleksov and Hans Sundin possess both on the Board and in the management team. 

This enables the company to make both the operational and the long-term strategic decisions necessary in the 

phase that the company is currently in’. Our results suggest that governance practices do not differ 

between industries, meaning that firms do not deviate with respect to industry specific cir-

cumstances.  

 

The last subcategory of the context-specific justifications is transitional justification (2.6), 

which was used in 3,8% of the cases. It was applied when either the code provision was new 
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or when the company was newly listed, meaning that they were unable to implement certain 

code provisions into their governance practices due to a transition period. Com Hem (2015, 

p. 43) explains a deviation from code provision 4.3 accordingly; ’In 2014, both the company’s 

CEO Anders Nilsson and the company’s CFO Joachim Jaginder were members of the Board. Anders 

Nilsson and Joachim Jaginder were members of the Board before the IPO in June 2014 and in view of their 

knowledge of the company, the market and the requirements placed on listed companies, it was deemed ap-

propriate that they continued to sit on the Board. Joachim Jaginder left Com Hem in February 2015 and 

therefore also his position as Board member’. This is deemed as a valid explanation since it refers to 

Com Hem’s temporary transition from a non-listed company to a listed company. Further-

more, Com Hem stated that one of the executives has left the company and consequently, 

only one executive remains on the board, which is in line with the code. 

 

Overall, 48,1% of the explanations were classified as context-specific, which highlights the 

fact that these types of explanations were the most commonly used among deviating com-

panies in Sweden. These explanations are regarded as legitimate since they refer to the com-

pany’s specific circumstances, explaining why the particular code provision could be deviated 

from in favour of an alternative, better-suited solution. By using these types of explanations, 

a company gains legitimacy from the external audience, as they adopt the spirit of the com-

ply-or-explain principle. Hence, a proper use of the explain option is making non-compliance 

as legitimate as compliance. Our results indicate that many of the companies in Sweden are 

utilizing the flexibility of the code in the intended way as ‘legitimacy is conferred by the 

legitimacy of the comply-or-explain principle itself’ (Seidl et al., 2013, p. 809).  

 

Agency problems also diminish when companies makes use of context-specific explanations, 

as the disclosed information is meaningful and informative. The explanation describes and 

outlines what governance practices the operational board has decided to implement instead 

of best practice, which suggests that the monitoring process will be simplified for the share-

holders. Hence, the information gap between managers and owners will be reduced when 

companies apply context-specific explanations (Hooghiemstra 2012).  

 



 

 
32 

6.2.3 Principled justification  

Explanations categorized as principled justifications corresponded to 1,9% of the total devi-

ations (see table 6.6 or 6.10). 1.3% of the explanations were related to subcategory 3.1, effi-

ciency/effectiveness of the code provisions, while 0.6% of the explanations referred to cat-

egory 3.2, general implementation problems.  

Table 6.10: Extraction from table 6.6 

Type of explanations Times used Percentage 

3. Principled justification 3 1,9% 

3.1 Ineffectiveness/inefficiency 2 1,3% 

3.2 General implementation problem 1 0,6% 

3.3 Conflicts with law or social norms 0 0,0% 

 

Bergs Timber AB (2015, p. 59) deviated from code provision 4.1 and declared that ‘there is no 

equal gender distribution on the board of directors as the basic requirements for the composition of the board 

has been competence’ (our translation). The company justified its deviation relating to ineffi-

ciency, meaning that the company declined the code provisions, as competence was consid-

ered more important than gender balance. Thus, applying this provision would be suboptimal 

according to Bergs Timber AB. B & B Tools AB (2015, p. 21) was the only company that 

referred to general implementation problems as they deviated from code provision 2.4. They 

stated that ‘the reason for this deviation is that it would not otherwise be possible for private individuals to 

combine their role as a shareholder with an active role as member of the board of directors and the election 

committee’. This indicates that the code provision would be difficult to implement, not just for 

the specific company, but for all companies. There were no explanations recorded that were 

related to the last subcategory (3.3), conflicts with laws or social norms.  

 

The reason why principal justifications only recorded a total of three deviations could be 

explained by the fact that the Swedish Corporate Governance Code has been in use for nine 

years, meaning that there has been plenty of time to resolve conflicting issues. Our findings 

within this category suggest that Swedish companies do not depart from code provisions as 

a consequence of how the provisions are formulated. Hence, when analysing the explana-

tions, we have not been able to detect that companies attack the code as such which high-

lights that the provisions are specified in a proper way. 
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6.2.4 Shareholder justification 

Category 4.1 refers to decisions made by the AGM, which was used to explain 9% of the 

deviations (see table 6.6 or 6.11). Traction AB (2015, p. 5) makes use of this explanation to 

clarify their deviation from provision 2.1: ‘At the 2014 Annual General Meeting, it was resolved 

that Traction should not have a nomination committee, which is a deviation from the Code’ (our transla-

tion). 

Table 6.11: Extraction from table 6.6 

Type of explanations Times used Percentage 

4. Shareholder justification 37 23,7% 

4.1 Referring to decision made by the annual general meeting 14 9,0% 

4.2 Referring to largest shareholders 23 14,7% 

 

Category 4.2 explains a deviation with reference to that the largest shareholders should 

have major influence over the company’s governance practices. The reason why this expla-

nation was commonly used can be linked to the fact that many companies have concen-

trated ownership (Lekvall, 2009). When this is the case, major shareholders tend to have a 

desire to exercise their control over the company by maintaining a position on the board, in 

the management or both, thus leading to a deviation from the code. This type of explana-

tion was used 23 times, making it the second most common type of explanation, corre-

sponding to 14,7%. Elanders AB (2015, p. 55) provided the following reason for deviating 

from code provision 2.4: ‘The Chairman of the Board is also the chairman of the nomination commit-

tee, which is a deviation from the Code. Elanders believes it is reasonable that the shareholder with the larg-

est number of votes be the chairman of the nomination committee since he ought to have a decisive influence 

on the composition of the nomination committee because he has a majority of the votes at the Annual Gen-

eral Meeting’. 

 

Wallenstam AB (2015, p. 109) uses a similar explanation as they deviated from code provi-

sion 2.3: ‘The Code states that the Chief Executive Officer (CEO) shall not be a member of the nomina-

tion committee. Wallenstam does not follow this rule as the CEO Hans Wallenstam is a member of the 

nomination committee. The reason for the deviation is that because the CEO Hans Wallenstam is also the 

principal shareholder in the company, he is a member of the nomination committee in that capacity’. 

 

In total, 23,7% of the explanations were referring to these instances of shareholders. Our 

results indicate that many of the explanations classified into this category are formulated in 
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a similar way, which again could suggest that firms mimic each other’s explanations to gain 

legitimacy (Hooghiemstra & van Ees, 2011; Lieberman & Asaba, 2006). However, the reason 

for the use of similar explanations can be traced to resemblances with respect to the structure 

of concentrated ownership. Furthermore, the majority of the deviations with reference to 

these types of explanations were related to code provisions regarding the nomination com-

mittee. It is reasonable that companies are using similar explanations when they are faced 

with similar circumstances, i.e. concentrated ownership. Thus, our findings indicate that 

companies in Sweden are not imitating each other’s explanations in these matters as a tactic 

to gain legitimacy.  

 

Explanations categorized within this setting are regarded as justified since the Swedish Cor-

porate Governance Code explicitly mentions that governance practices are supposed to re-

flect that the company is run efficiently on ‘behalf of their shareholders’ (The Swedish Cor-

porate Governance Code, 2010, p. 3). As the AGM consists of the shareholders, these forms 

of explanations are considered legitimate due to the fact that companies depart from code 

provision as a consequence of shareholder determination. The explanations that refer to the 

largest shareholders are also considered to be legitimate since they reflect governance prac-

tices that are implemented due to shareholders desires to have a great influence over the 

company.  

 

Furthermore, as the code aims to mitigate the conflict of interests between shareholders and 

managers, explanations referring to the AGM or shareholder influence are also diminishing 

agency problems as well as agency costs. In terms of shareholder justification, shareholders 

exercise their voting rights in order to promote better governance, which means that infor-

mation asymmetries and goal divergences are likely to be reduced under these circumstances. 

Thus, explanations categorized within this setting also suggest that the intended flexibility of 

the comply-or-explain principle is functioning. 
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7 Discussion 

The aim of this research has been to investigate how Swedish listed companies make use of 

the explain option. 241 governance reports have been analysed by performing a content 

analysis in order to divide the explanations into different categories. The findings of this 

study highlight that companies listed on small, mid and large cap in Sweden frequently apply 

the intended flexibility offered by the comply-or-explain principle. The different categories 

of explanations that has been used and developed has set the foundation for evaluating the 

effectiveness of the comply-or-explain principle from a legitimacy as well as an agency per-

spective.  

 

Deficient justifications exemplify situations where the comply-or-explain principle fails to 

fulfil its purpose as a flexible regulation with the shareholders performing their role as the 

monitoring body. These types of explanations do not allow investors to make informed as-

sessments of the governance practices undertaken by a company, which increases agency 

problems and therefore, undermines the whole concept of the comply-or-explain principle 

(Hooghiemstra & van Ees, 2011; MacNeil & Li, 2006). Hence, when explanations are defi-

cient, one would expect that the regulatory body eventually would impose stronger enforce-

ment actions in order to cope with the uninformative explanations (Seidl et al., 2013).   

 

However, with the use of a flexible approach, imperfect results are to be expected, but it 

have to be contained at an acceptable level in order for the principle to be deemed effective. 

The reported results of deficient justifications within Sweden of 26,3% signify that unin-

formative explanations are challenging the effectiveness of the comply-or-explain principle. 

However, in comparison to the finding by Seidl et al. (2013), our results are indicating that 

insufficient explanations in Sweden are less of a problem than in the UK and in Germany.  

 

The findings of this paper may reflect the effect of time, as our data was collected represent-

ing the fiscal year of 2014 compared to Seidl et al. (2013) whose paper contains data from 

the fiscal year of 2006. It seems to be apparent that the comply-or-explain principle has been 

integrated as a natural part of a company’s governance practices in Sweden compared to 

2006 when it was a rather new phenomenon. This could explain why smaller companies in 

Sweden tend to comply more frequently compared to the results found in earlier studies 

(Akkermans et al., 2007; Hooghiemstra & van Ees, 2011; RiskMetrics Group, 2009; Seidl et 

al., 2013; Werder et al., 2005).  
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It has been argued that the code does not clarify when departure is justified (Hooghiemstra, 

2012; Seidl, 2007) and this seems to be problematic even in Sweden, considering that some 

companies fail to provide informative explanations. Our findings suggest that these problems 

mainly occur due to the incapacity of companies to interpret the code as such. Consequently, 

there seems to be a need to improve the Swedish Corporate Governance Code. Inwinkl et 

al. (2015) recognized that clear guidelines would improve the informativeness of the expla-

nations and we therefore suggest that the code should further clarify when an explanation is 

deemed valid. We propose that the Swedish Corporate Governance Code should outline that 

an explanation is informative when it is used to describe an alternative practice, which should 

be better suited than best practice outlined in the code, referring to the companies’ particular circum-

stances. Hence, the explanation has to clarify why this alternative practice is in fact better 

than best practice. 

 

As almost half of the explanations were categorized as context-specific, there is a clear ten-

dency that many Swedish companies are providing informative explanations. Developing a 

legitimate explanation may be challenging considering that individual preferences are affect-

ing what different stakeholders deem as justified (Suchman, 1995). However, a context-spe-

cific explanation provides the tools for the outside stakeholder to evaluate if the alternative 

solution is justified with consideration to the described context. These explanations are le-

gitimate as they provide the information needed for investors to make an informed decision 

whether they find the deviation justified, which implies that information asymmetries will be 

reduced. As our findings indicate that many Swedish companies are providing meaningful 

explanations, shareholders have the possibility to evaluate the reason for the deviation, mean-

ing that the comply-or-explain principle is functioning. Hence, the principle is effective in 

this matter. 

 

While context-specific explanations create a foundation which allows shareholders to evalu-

ate if a certain deviation is acceptable, shareholder justifications take this a step further by 

referring to the shareholders themselves. Whereas the challenge with context-specific expla-

nations refers to external audience approval, this is not the case with explanations that are 

classified as ‘shareholder justifications’. When referring to shareholder justification, a com-

pany gains legitimacy instantly since they deviate due to shareholder’s desire. Considering 

that the shareholders are the highest decision making body of a company, their decisions 



 

 
37 

have to be obeyed by the managers, as long as they are not against the law (Swedish Corpo-

rate Governance Code, 2010). When referring to decisions made by the shareholders, the 

management takes advantage of the chain of command in order to explain their governance 

practices, which implies that legitimacy is earned by referring to the shareholders themselves. 

Hence, explanations considered as ‘shareholders justifications’ are effective as they ensure 

that ‘companies are run as efficiently as possible on behalf of their shareholders’ (Swedish 

Corporate Governance Code, 2010, p. 3).  

 

Even though one out of four explanations were classified as deficient justifications in Swe-

den, we do not consider it enough to undermine the underlying flexibility of the comply-or-

explain principle. Hence, in contradiction with MacNeil and Li (2006) who argued that the 

comply-or-explain principle should be implemented through hard law, we have not found 

enough evidence to support such a conclusion. Context-specific explanations and share-

holder justifications represented 71,8 % of the total explanations in Sweden, meaning that a 

large proportion of the explanations were deemed as legitimate. These results also indicate 

that agency problems are reduced as the informative explanations provided by Swedish listed 

companies diminish the information gap between the management and the owners, thus 

fulfilling the intention behind the comply-or-explain principle (Hooghiemstra & van Ees, 

2011).  

 

We thereby conclude that the comply-or-explain principle in Sweden is effective. In accord-

ance with Lou and Salterio (2014), we argue that the intended flexibility works as it allows 

firms to demonstrate its benefits with their governance applications considering its particular 

circumstances. A ‘one-size-fits-all’ approach should be avoided as our study demonstrates 

that a large proportion of the firms in Sweden are utilizing the flexible approach in an effec-

tive manner. This statement highlights that market monitors have the possibility to evaluate 

the merits of the explanations in the majority of cases, despite the fact that there are no 

requirements with respect to the quality or the quantity of the explanations. However, as we 

have found that some firms fails to provide meaningful explanations, there is a need to fur-

ther develop the Swedish Corporate Governance Code for future improvements and clarifi-

cations in terms of informative explanations. Furthermore, as argued by Lou and Salterio 

(2014), the risk that one firm acts fraudulent, with potential large societal consequences, can-

not completely be ruled out. However, based on our findings in terms of disclosure, we 

consider that risk being almost non-existent. We therefore conclude that soft-law should 
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guide governance practices in Sweden. Taking into consideration that our findings are quite 

different from the results presented in earlier studies conducted within the European Union 

(Akkermans et al., 2007; Arcot et al., 2010; Hooghiemstra & van Ees, 2011; MacNeil & Li, 

2006; RiskMetrics Group, 2009; Seidl et al., 2013; Werder et al., 2005), we consider it fair to 

say that Sweden should be seen as an inspirational example of how governance practices 

should be applied.   

 

This study is similar to the study undertaken by Seidl et al. (2013) but it offers additional 

insights into the explanations since a new category has been developed and the recorded data 

was collected from the fiscal year of 2014. Thus, this paper has filled an existing gap within 

the discipline, as previous research mainly has focused on the years when the comply-or-

explain principle was implemented (Akkermans et al., 2007; Arcot et al., 2010; Hooghiemstra 

& van Ees, 2011; MacNeil & Li, 2006; Seidl et al., 2013; Werder et al., 2005). Furthermore, 

considering that Sweden is seen as a role model country on governance practices (European 

Commission, 2011; Risk Metrics Group, 2009), this paper has examined the effectiveness of 

the comply-or-explain principle with respect to a country that is supposed to be a leading 

example of how the comply-or-explain approach should be implemented. The results of this 

study should be of value for policy makers as our findings provide insights into how the 

comply-or-explain principle works in practice.  

 

This study has two limitations which have to be acknowledged. While we are confident about 

our findings, this report was cross-sectional, meaning that our results only reflect the fiscal 

year of 2014. There are possibilities for further research within the area, as the new revised 

version of the Swedish Corporate Governance Code was released in November 2015. This 

creates an opportunity to investigate whether the explanations have improved even further, 

as a consequence of the new amendments. Secondly, the findings are limited to one country. 

A comparative analysis could therefore be of interest in order to examine whether there have 

been uniform improvements within the European Union. For instance, the quality of the 

explanations in Sweden could be compared to explanations provided within a developing 

country or another role model country in order to evaluate the effectiveness of the comply-

or-explain principle across Europe. 
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8 Conclusion  

The purpose of this study was to examine the effectiveness of the comply-or-explain princi-

ple in Sweden to determine if the flexible approach is functioning as intended. We have 

found that Swedish listed companies (2014) frequently makes use of the explain option and 

that the comply-or-explain principle is effective considering that a clear majority of the ex-

planations were deemed legitimate. Agency problems are thereby reduced, which means that 

the purpose of the comply-or-explain principle is fulfilled.   

 

When agency problems diminish, management has fewer opportunities to act for their own 

gain. As the Swedish Corporate Governance Code is functioning properly, it ensures that 

companies are transparent with their governance practices, thus reducing the risk that man-

agers act unethical. However, we have recognized that there is room for improvement, as 

some companies provide uninformative explanations, which increases the risk of managers 

acting opportunistically. Further developments regarding the Swedish Corporate Govern-

ance Code have therefore been recommended within this study in order to increase trans-

parency and reduce the risk of unethical behaviour.  

 

Considering the social implications of the comply-or-explain principle, there is always a risk 

that firms apply fraudulent governance practices when regulations are guided by soft-law. 

Even though we have found that the comply-or-explain principle in Sweden is effective, the 

risk that firms act dishonestly cannot completely be ruled out. As fraudulent and dishonest 

behaviour could have large implications for society, it requires the external audience to per-

form their role as monitors of the company’s governance practices. Informative explanations 

in terms of non-compliance are therefore necessarily in order for the market monitors to 

perform their duties. Hence, as a clear majority of the explanations were explanatory, we 

conclude that the risk that one firm in Sweden would fail due to deceptive governance ap-

plications is minimal, but yet again, we cannot fully exclude that possibility. 
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Appendix 1 – Deviations from each provision  

 

Code Provision 
Number of 
deviations 

Percentage of total 
deviations 

2.4 Composition of nomination committee 41 26,3% 

7.3 Audit committee 14 9,0% 

2.1 Establishment of a nomination committee 12 7,7% 

9.8 Share based incentive programmes 12 7,7% 

9.2 Remuneration committee members 11 7,1% 

2.3 Nomination committee independence 9 5,8% 

7.6 Audit of six- or nine- month report 8 5,1% 

2.5 Announcement of nomination committee 7 4,5% 

1.5 Language of shareholder meeting 6 3,8% 

4.2 Deputy directors 5 3,2% 

7.4 Internal control function 5 3,2% 

4.4 Director independence towards company 4 2,6% 

2.6 Proposal of new board members 3 1,9% 

4.3 Combined board and executive membership 3 1,9% 

1.1 Time and venue of shareholder meeting 2 1,3% 

7.5 Meeting with statutory auditor  2 1,3% 

9.1 Establishment of an audit committee 2 1,3% 

1.3 Annual general meeting attendance 1 0,6% 

1.7 Minutes from annual general meeting 1 0,6% 

2.2 Appointments of nomination committee members 1 0,6% 

4.1 Board composition 1 0,6% 

4.5 Director independence towards shareholders 1 0,6% 

6.1 Election of board chairman 1 0,6% 

8.2 Evaluation of chief executive officer 1 0,6% 

9.4 Predetermined criteria on variable pay 1 0,6% 

9.5 Predetermined limits on variable pay 1 0,6% 

9.9 Severance pay 1 0,6% 

Total   156 100,0% 
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