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Abstract 
Title:  VENTURE CAPITAL-BACKED INVESTMENT: IMPACT ON CORPORATE 

GOVERNANCE IN SWEDEN 

Author:   John   Gartchie Gatsi 

Supervisor:  Anders Hederstierna 

Department:  School of Management, Blekinge Institute of Technology 
 

Course: Master’s Thesis in Business Administration, 10 Credits 
 
Background and problem discussion: Sweden is one of the small open economies with 
flourishing venture capital investments. Much research has not been conducted into 
corporate governance in Sweden when venture capital is involved. I therefore studied 
how venture capital investments affect corporate governance and performance in 
Sweden. The research question focuses on board chairperson’s separation from the CEO, 
independent audit and compensation committees and other board members. 
 
Purpose: The study was conducted to understand how corporate governance has 
developed into the management of Venture Capital backed investments in Sweden since, 
Sweden ranked third to Venture Capital investment destination currently.  The result will 
add to the limited existing literature on the subject in Sweden with venture capital as the 
focus. 
 
Theory: The study was conducted using both complementarities framework and 
governed corporation principle in which venture capital firms and their portfolio firms in 
Sweden benefit from each other.  
 
Analysis: Data for the thesis was collected from selected Venture Capitalists who are 
members of the Swedish Venture Capital Association through simple Open and closed 
ended self administered questionnaire. 
 
Conclusion: Venture capitalists ensure active participation in the portfolio firms through 
board representation but do not consider appointment of board chair as a means to 
enhance corporate governance.  Separation of the board chair from the CEO of a portfolio 
firm is a clear characteristic of corporate governance in venture capital backed 
investments in Sweden.  More importance is placed on collective decision making than 
Audit and Compensation Committees.  
 
 
 

Keywords:  Venture Capital Investment, Corporate Governance, Governed 

Corporation and Complementarities. 
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CHAPTER ONE 

 Introduction 
Corporate governance has become an important global issue after the major 

accounting and financial scandals in the US involving Enron and other 

publicly listed corporations.  As a result corporate governance codes 

worldwide have emerged. Recently as a follow up to the Sarbanes Oxley Act 

of 2002, the European Venture Capital Association (EVCA) has proposed 

corporate governance code that affects shareholders, board members and 

management. In general Private equity and Venture Capital investments 

have become popular in small open economies such as Sweden and Israel. 

 

1.1 Background 
Over the past two decades private equity funds have increased especially in 

the United States and Europe. In the US terminology Private equity is 

distinguished from Venture capital while in Europe they are used to mean 

the same thing. For the purpose of this work, the European approach is 

adopted. According to Zarutskie (2005) Venture capital is now an important 

source of financing start up businesses which has also increased the 

investment portfolio of many institutional investors. Private equity deals 

with issues such as Leverage buy out (LBO), Management buy out (MBO) , 

acquisitions, privatisation, restructuring and turn around. The main idea is to 

bring some change so as to bring business fortunes to private equity firms as 

well as the investors and entrepreneurs. 

 

In 2004 Israeli Hi-tech companies raised about $1.46 billion from venture 

capital via both local and foreign sources (www.iva.co.il). Between 1980 
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and 2001 private equity and venture capital funds in the US increased from 

$5 billion to $300 billion Lerner (2001). In Sweden, venture capital 

investment in Biotechnology, Medical technology and financial services in 

2003 were 531, 211 and 51 million Swedish kronor respectively. In the 

presentation of Gompers and Xuan (2004)  tremendous growth in financing 

investment projects especially start ups, Venture capital firms specialize in 

collecting and processing information about start ups since they most a times 

experience information gaps due to very high technical and specialized 

products and services produced. They also associated the information gap to 

the beginning stage of development coupled with limited capital. These start 

ups have growth opportunities in future projects with very little history of 

cash flows and few asset base. 

 

1.2 Research Problem Statement 
Since venture capital has been organised in many countries over the past two 

decades to generally improve innovation and entrepreneurship they must 

therefore have some impact on corporate governance. According to Zong 

(2005) there are important governance lessons to be learnt from Private 

Equity. She argued that financing a project with private equity helps to 

maintain performance discipline and commitment in managers and ensures 

shareholder activism. 

 

The above comments by Zong, point to the fact that Venture capital backed 

investment has some impact on corporate governance and performance and 

determines how managers and chief executive officers are compensated.  
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In general, corporate governance has become important in helping to give 

support to the effective capital market due to lessons learnt from financial 

crisis worldwide in recent times. Corporate governance provides the basis 

for investors to examine their investments.  Lin and Chou (2005) suggest 

corporate governance is important when venture capital is used to finance 

projects because venture capital is not risk free hence corporate governance 

strategies must be set in place to monitor and give guidance to the 

companies with venture capital backed investment. In this sense investment 

backed by venture capitals produces financier and active investor effect on 

corporate governance. Even though various attempts have been made to 

move from power base corporate governance to effective decision making to 

enhance corporate and shareholder value, much research has not been 

conducted into corporate governance in Sweden when venture capital is 

involved. It is therefore of much research interest to focus on how this type 

of investments affect the corporate governance and performance in Sweden. 

 

 Sweden has been chosen for the study because it is reported to be the 

number three after the US and the UK when it comes to venture capital 

investments with about one hundred (130) venture capital companies with a 

total of about 80 billion Swedish kronor under management (www.svca.se). 

 

This thesis work will generally seek answers to the following questions: 

1. Whether board chairpersons are separated from the CEO 

2. whether they have independent auditing and compensation 

committees and how they are constituted 

3. Whether management determines who other members of the board 

should be. 
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1.3 Purpose of the Study 
The purpose of the study is to understand how corporate governance has 

developed into the management of Venture Capital backed investments in 

Sweden since, Sweden ranked third to Venture Capital investment 

destination currently.  This will intend add to the limited existing literature 

on the subject with national focus. 

 

1.4 Outline of the Study 
In order to ensure effective and structured reading the thesis is organized as 

follows: Chapter one covers introduction and background while chapter two 

deals with the literature review. Chapters three and four feature the 

methodology and the theoretical framework and analysis respectively. 

Chapter five is devoted to findings and conclusions. 

 

1.5 Delimitation 
 Even though the study was centred on Sweden, only few Venture Capitalists 

were selected for the collection of data in order to complete the work within 

the limited time period available. However, the findings can not be acutely 

limited in application since Venture Capital firms normally act in the same 

way and sometimes in syndicates. 
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CHAPTER TWO 

 Literature Review 
This section gathers information relevant to the research questions being 

studied.  I will therefore concentrate on prior research in the field of venture 

capital but not exclusively focused on Sweden. This will be done by 

consulting relevant academic journals, private equity and venture capital 

association websites (example www.svca.se).  

 

2.1 Venture capital Investment 
Venture capital investment is an important source of financing structural 

changes, innovations and start up firms mostly concentrating on 

biotechnology, internet, pharmaceuticals and the media ( Belke and Schaal 

2004).  When venture capital investments are well harnessed it can lead to 

the growth of the economy in general and employment in particular. Venture 

capital investment is an alternative and complementary investment source in 

the new economy characterized by biotechnology and information and 

internet technology. According to Belke and Schaal (2004), venture capital 

is a hybrid system between arm’s length and relationship-based financing 

and thus bridges the financing constraints and adds value to sector specific 

business knowledge. As a result venture capital firms are not merely 

financiers or financial intermediaries such as banks but monitors and provide 

guidance to their portfolio firms. 

 

Gompers and Lerner (1997) mentioned that many countries worldwide have 

supported the establishment of venture of venture capital funds to help 
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accelerate economic growth.  Venture capital is a high risk capital meant for 

investment in start up firms involve normally in technology and innovation 

driven products and services. Start ups usually require substantially huge 

capital to finance their projects and ideas. It is very difficult if not 

impossible to raise such large capital by the entrepreneurs hence they resort 

to raising funds from external sources especially banks. According to 

Gompers and Lerner (1997), entrepreneurial difficulty to raise such capital is 

due to the fact that they have very large intangible assets with many years of 

expected uncertain future cash flows. In the process, venture capital firms 

raise high risk capital and finance these risky projects because of their 

expected high future returns.  The venture capital firms normally treat these 

project with the eye of real option in which they believe the projects have 

inbuilt future cash flow opportunities.  Jensen (1968) stated that venture 

capitalists like institutional investors are active investors who monitor 

closely the activities of the portfolio firms and are represented on the boards 

of directors.  They also usually retain the controlling rights (decision rights) 

that permit them to intervene in the issues concerning their portfolio firms 

when they judge it to be necessary.  Venture capital firms also provide their 

entrepreneurs with access to consultants, legal experts and investment 

bankers. Hence venture capital backed investment is a complementary in 

that financing and management through corporate governance is provided by 

the venture capitalists while entrepreneurs provide the idea, knowledge and 

technology. In their comments, Chevailier and Gilson (1997) and Jensen 

(1968) stated that limited partnership is the common form in which venture 

capital firms are formed. This attracts institutional investors due the tax 

incentives because partnerships are capital gain tax exempt.  Even though 
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Venture Capital partnership is limited to a specific time horizon (normally 

ten years), the lifetime of the project can be extended. 

 

Many factors influence Venture capital funds and investments.  These 

factors include attractive and viable projects on one hand (the demand side) 

and on the other hand the past performance, availability of tax incentives and 

legal permission to allow some key institutions such as pension funds and 

mutual funds to invest in venture capital (Jensen 1968; Chevailier and 

Gilson 1997).  In contributing to the sources of venture capital funds, Mayer 

et al., (2005), found that the sources are not uniform across countries. They 

stated that in Germany the main source is the banks, Israel corporations, 

Japan insurance companies and the UK is dominated by pension funds. They 

also affirmed that the source of funding determines the stage in which 

investment is directed by Venture Capital firms. Their research revealed that 

early stage investment with higher technology is largely attractive to 

individual and corporate investments while late stage with low technology in 

domestic economy is favoured by pension funds and insurance companies.  

2.2 Venture Capital Industry in Sweden 
Sweden is a small open economy with well developed technology sector.  

Companies and individuals have been investing in new entrepreneurial 

activities and ideas since the 1970s. In 2002, the investment in ideas and 

new ventures has been going on for well organized form over twenty five 

years. As a result of involving entrepreneurs and with viable projects with 

commercial prospects, Venture Capital firms and funds were established to 

raise fund and invest in unlisted companies with active ownership 

involvement. In the early 1980s Venture Capital firms recorded were about 
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thirty (30) though the number went down during the second half of the 

1980s.  The down turn in the number of Venture Capital firms in the late 

1980s was due mainly to high interest rate on high risk capital invested in 

unlisted companies which were less attractive when compared with risk free 

interest yielding capital (www.svca.se).  In September, 2002, the Swedish 

Venture Capital Association registered one hundred and forty (140) active 

corporate members who make direct investment in unlisted firms with active 

but limited lifetime ownership stake.  

 

In 2001, eighty per cent (80%) of Venture Capital investments were made in 

start ups while ninety (90%) made a follow up investments in their existing 

portfolio firms. Just like other parts of the globe where Venture Capital 

backed investment has been going on, the trend of investment in the various 

stages of such as seed, start up and expansion stages have not been 

consistent in Sweden. As a result Venture Capital investment in start ups in 

the second quarter of 2002 recorded fifty seven per cent (57%) as against 

seventy five per cent (75%) in the expansion and growth stage.  In their 

explanation, Jeng and Wells (2000) said “Seed capital is the very first type 

of financing a newly founded company might want to secure.   These funds 

are typically used to fund initial product research and development and to 

assess the commercial potential of ideas. Start up investments, on the other 

hand, is targeted at companies that have moved past the idea stage and are 

gearing up to produce, market, and sell their products. Companies at this 

stage still use more cash than they generate. Investments in either seed or 

start-up stage are also referred to simply as early stage investments. After a 

company has passed through the early stage, it becomes a potential 

candidate for expansion stage investing. In the expansion stage, a company 
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that has already established its product in the marketplace often needs 

additional capital to fund the growth of its manufacturing and distribution 

capacity, as well as to fund further R&D”. 

 

According to the Swedish Venture Capital Association, seventy per cent 

(70%) of Swedish Venture Capital inflows come from abroad in 2004. 

Again invest in Sweden agency, reports that total Private Equity industry 

including Venture Capital and Buy- Out increased from 2.4 billion Euros (3 

billion USD) to 24 billion Euros (30 billion USD) over the past decade.  In 

addition, Swedish Venture Capital firms manage about 9 billion Euros (12 

billion USD) as against relatively very small a decade ago. The European 

Venture Capital Association (EVCA, 2004) reports that venture investment 

in Europe in 2002 and 2003 as a percentage of GDP indicate improvement in 

Sweden after the UK. In 2002 it was 0.2 % for Sweden and 0.18% for the 

UK. In 2003 however, it improved to 0.38%and 0.8% for Sweden and the 

UK respectively. Further more in 2003, the whole of Europe invested a total 

of 33% of Private Equity Funds in ICT and Life Science while Sweden alone 

contributed 69% to the European investment. According to the Global 

Equity 2001 Report, conducted by 3i a Venture Capital firm and 

PricewaterhouseCoopers, Sweden is the fastest growing country for Venture 

Capital investment from 1995 to 2000. During the study period, Sweden 

recorded an average annual Venture Capital investment growth of 188% 

followed by India and Israel with 113% and 110% respectively. Swedish 

Venture Capital investment over the period stood at 20 billion Swedish 

Kronor (2 billion USD) though the US remains the largest investor in 

Venture Capital with total investment of 122.1 USD at the end of the period 

(2000). 
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The question then is why is Sweden the second after the UK in Venture 

Capital investment?. Invest in Sweden Agency and the Swedish Venture 

capital attribute this to the following: Sweden has a track record in 

technology innovation. This is reflected in the area of investment of foreign 

investors in Venture Capital as technology related.  Another reason is that 

majority of the Venture Capital firms in Sweden focus on Information 

Technology (ICT), biotechnology and medical equipment. In 2003 

Biotechnology, Computer/Information Technology, Medical Technology 

and Software and ranked highest on fund commitment by Venture capitalists 

with number of investments raging from seventy one (71), fifty eight (58) 

and fifty five (55) respectively. These industries comprise many experienced 

industrialists, entrepreneurs and investment managers with sound 

background in Life Science, Pharmaceuticals and Biotechnology industries. 

The Venture Capital firms in Sweden enjoy cordial proximity to industries 

and universities which help foster good deals.  As a result many Venture 

Capital investments in Life Science and ICT are expected to produce 

successful results at exit in 2005 and 2006. The Swedish Venture Capital 

Association posited that there exist standardized, Anglo-Saxon structures 

which create minimum entry barrier to Swedish Venture Capital market. It is 

easy to do business in Sweden in English, this reduce communication 

problems normally associated with business especially when Venture 

Capital firms normally form syndicate funds with foreign Funds. The 

management fees charged in Sweden is just at par with international rates 

with reliable and competent legal services. There is also embedded in 

Swedish social, cultural and business life trust which serves as added 

incentive to Venture Capital investment and syndication.  
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Unlike Germany, Venture Capital funds flows come mainly from Pension 

funds, Insurance companies, banks and private individuals in Sweden. This 

indicates that, in Sweden Venture Capital funds flow from multiple sources 

though over 65% come from syndication with a total of 65% of the funds 

from outside Sweden (SVCA, 2004).  

2.3 Corporate Governance 
Hochberg (2003) Venture Capitalists play governance roles in their portfolio 

firms by closely monitoring the internal activities and provide valuable 

supports to management.  

McCahery and Vermeulen (2006) explained that the corporate governance 

literature gives many comments on listed companies. There are equally 

many unlisted companies including those with Venture Capital backed 

investments which are being managed efficiently and contribute to many 

economies. This makes studying corporate governance in sectors with 

Venture Capital investment interesting.  Denis and McConell (2003) indicate 

that when ownership and control are separated, there is potential conflict of 

interest. This is due to the fact that owners want to maximise their wealth 

and managers want to maximise wealth in a way that serves their interest. 

Corporate governance is therefore a set of mechanisms that make decision 

makers to make corporate decisions that will be in the interest of suppliers of 

capital. Board of directors who act in the interest of shareholders are 

entrusted with the power to hire, monitor, compensate and fire where 

necessary to maximise shareholder value. 

 

In the corporate governance structure under publicly listed firms, audit 

committees and compensation committees play important roles. Audit 
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committees monitor the financial accounting process by interacting with 

management, board of directors and external auditors. They also conduct 

inquiries into specific estimates and accounting issues to prevent fraudulent 

activities and bridge gaps between management and external auditors. 

Compensation committees serve as independent units that determine and 

review remuneration packages so that management does not control and 

abuse the process and thereby ensure financial discipline.   

 

From historical standpoint, corporate governance emerged as a result of the 

so called agency problem in which managers tend to be opportunistic by 

acting in their own selfish interest instead of shareholders and other 

stakeholders due to information asymmetry. Shareholders who are normally 

dispersed can not practically influence due diligence decision making that 

creates value hence they delegate this responsibility to boards of directors. 

However, the monitoring cost and control is overwhelming hence the 

process is highly ineffective. The period spanning from late 2001 to 2003 

was characterised by unbelievable mind boggling accounting and financial 

scandals mainly in the US and Europe. In response to these scandals the US 

enacted and passed the Sarbanes Oxley Act of 2002 to help corporate 

governance by increasing the monitoring and internal controls. The Act was 

followed by the Security and Exchange Commission’s new regulations 

binding on all listed companies. The European Commission also followed by 

devising strategies to curb scandals. As a global response, policy and 

standard setters produced a set of corporate governance codes to protect 

among other things shareholders of listed companies.  
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Many researchers believe there is safe corporate governance among non 

listed companies due to the legal restrictions and demand imposed on them 

by companies’ codes around the world. According to Vermeulen (2003) the 

relationship between the entrepreneur and the Venture Capitalists is a form 

of principal –agent situation where the entrepreneur is the agent and the 

Venture Capitalist the principal. As a result many of the perceived problems 

of the Venture Capitalists are captured in the investment contracts.   

Entrepreneurs have monopoly over the ideas and knowledge they posses 

about the technologies and projects while the Venture Capitalist firms have 

monopoly over finance as such they invest huge sums in start ups. This 

demands that Venture Capitalists monitor their investment in the portfolio 

firms to avoid managerial opportunism and excessive risks but the 

monitoring costs are expensive creating huge compensation packages for 

managers and entrepreneurs.  Venture Capitalists therefore monitor their 

investments by actively participating in the management of the portfolio 

company. Their active participation is done through due diligence and 

establishing good relationship with the managers and sitting on the board of 

directors. Venture Capitalists foster good relations with entrepreneurs 

because they are aware that they possess vital information about the product 

or service, technology and markets. The expectation of the Venture 

Capitalists and entrepreneurs is to exit successfully so that the Venture 

Capital investor can reap his financial returns so that the entrepreneur takes 

over full control over the business after exit (McCahery and Vermeulen , 

2006).  Exit can materialised through initial public offering (IPO) or trade 

sales and or piecemeal sale of shares. Venture Capital firms ensure good 

corporate governance by active participation in their portfolio firms to 

involve in decisions that will enhance creation of wealth for them. In order 
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to maintain acceptable level of corporate governance, they also provide other 

services such as consultancies, renegotiation of contracts and competent 

legal counsel. In some cases they are not represented on the board of 

directors but influence the board decisions through board members who 

represent other investors whose businesses such Venture Capital firms have 

significant investments. From Venture Capital point of view, corporate 

governance is the process leading to achieving corporate goals through 

active participation. 
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CHAPTER THREE 

 Methodology and the Theoretical Framework 
The research is premised on the idea that by the nature and operations of 

Venture Capital firms and Entrepreneurs there is bound to be clear cut 

demonstration of complementarities.  Literature abounds with evidence of 

Venture Capitalists being actively involved in the management of their 

portfolio firms to ensure that returns on their investments are achieved. They 

are in some cases represented on board of directors and therefore shape the 

decision making process in order to end up in successful exit.  

 

In order to effectively study the impact of Venture Capital backed 

investment on corporate governance from Swedish perspective, mainly 

qualitative approach combined with quantitative methods is preferred. 

Silverman (1997) explains that methodology is about a general approach to 

studying research topics while method is a specific research technique or 

tool to gather empirical data.   Remenyi et al. (1998) advance that research 

methodology is the procedural framework within which research is 

conducted.  As a result of the thinking of the above researchers it is clear 

that no meaningful research is conducted without a particular or combination 

of research method(s).  

3.1 Data Collection 
Sekaran (2003) presents different techniques on how to collect data.  The 

chosen alternative depends on which method best answers the question of 

the investigation.  Data collection is done via primary and secondary 

sources.  I will access secondary data from the published annual reports/ 

publications of selected Firms involved in Venture Capital/ Private equity 
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investments in Sweden. The selected firms are classified as active corporate 

members on the Swedish Venture Capital Association’s Website. The 

primary data is collected through questions sent out to seven Venture Capital 

firms selected from the Swedish Venture Capital Association’s website 

(www.svca.se).  The questions are direct, simple and grant the respondents 

the opportunity to reflect on them and answer at their own time but within 

the period for submission stated on the questionnaire.  The questions relate 

to the research question and are informed by the review of prior researches. 

The combination of primary data and secondary data for the thesis is 

interesting because it provides the opportunity to solicit information from 

practitioners directly by complete well structured, open and close ended 

questions. The secondary data does not include information from the 

webpage of Venture Capital firms involve in completing the questionnaires 

so as to achieve complimentary information on the subject of the study.  

Five Venture Capital firms are therefore selected for the secondary data.  

The data collected from both primary and secondary sources will be 

presented in table and simple statistical forms as well as graphs to show a 

quick visual and numeric impression about the study in the analysis chapter. 

3.2 Theoretical Framework 
In studying corporate governance, Larcker et al. (2005) used corporate 

governance construct in which corporate governance indicators were defined 

and further utilised multiple regression to produce the result.  McCahery and 

Vermeulen (2006) elaborate on the managerial agency problem in studying 

corporate governance in unlisted firms. They emphasised that the managerial 

agency problem occasioned the need for corporate governance practices 

even in unlisted firms such as Venture Capital, Joint Venture and Family 
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Businesses.  For the purpose of this paper the Complementarities Approach 

is discussed to explain the impact of Venture Capital investment on 

corporate governance. The relationship between the Venture Capitalist and 

Entrepreneurs is considered to be the exchange of resources that create 

mutual value. Venture Capitalist exchange financial resources with 

innovative and technological knowledge of entrepreneurs. The incentive for 

the exchange process is the expected mutual value created at exit.  

Complementarities therefore mean how effective and supportive Venture 

Capitalists and Entrepreneurs are to each other.  According to (Maula and 

Murray 2002) corporate venture Capitalists have extensive market and 

product knowledge that individual Venture firms do not have so knowledge 

sharing is one main reason for the enforcement of complementarities. In 

adapting to this view, it has already been stated that Venture Capitalists act 

in syndicates hence they possess the same information as Corporate Venture 

Capitalists which benefits their portfolio firms.  As a result of vast 

experience and market related information when combine in an active 

involvement in management of the portfolio firm, value is created that 

benefits both parties. 

 

According to the Harvard Business Review ( HBR, 2000), John Pound 

explained that  "governed corporation"  is the  system of collaborative 

decision-making, distinguishing it from the old "managed corporation", 

which stemmed from the dispersion of corporate ownership among many 

shareholders and the emergence of a new class of professional managers 

who were neither large shareholders or founders of companies.  He also 

argued that management audits and external surveillance are no substitute 

for better decision-making.  He the view of Pound therefore good corporate 
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governance is the process that leads to effective decision making and 

monitoring by the board to help management perform creditably. 

 

The framework of complementarities supported by the principle of governed 

corporation produces mutual value for Venture Capitalists and their portfolio 

firms / entrepreneurs.  This is shown in the diagram below: 

The arrows show the interdependence between Venture Capitalists and their 

portfolio firms.  This interdependence and sharing of resources make both 

Venture Capitalists and entrepreneurs committed to achieving individual but 

collective goals.  This further produces effective decision making under the 

governed corporation paradigm. When complementarities ideals and 

governed corporation principles are put together the result is a successful 

exit which will benefit both the Venture Capitalists and the entrepreneurs 

hence the mutual value as the product of the process. 
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Figure 1 

                    Complementarities Venture Capital Investment 

Source: Author’s construct 
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CHAPTER FOUR 
 

 Empirical Studies and Analysis 
The previous chapters considered the background, literature review, 

methodology and the theoretical framework. This chapter focuses on the 

analysis of data collected through questionnaires. The questions were 

directed to Private Equity / Venture Capital firms registered on the Swedish 

Venture Capital Association webpage as at the time of conducting the 

research. Seven questionnaires were distributed early April 2006 to be 

completed and returned through email attachment not later than 29th April 

2006. 

 

At the end of the period five were returned forming 71.4% of respondents. In 

the process one respondent sent email to indicate that the company could not 

participate in the survey.   The data collected is captured as follows: 

 

 

 

 

 

 

 

 

 

 



 21

Table 1: How informed are you about Corporate Governance Issues 

 

Items 

Very well 

informed 

Not so 

much 

informed 

Not 

informed

Total 

Response 5 - 

 

- 5 

Percentage 

 

100 - - 100 

                 Source: Author’s construct 

 

From table 1 above all the respondents to the questionnaire indicated that 

they are very well informed about corporate governance issues. The question 

was asked to know the level of understanding of corporate governance issues 

by the respondents especially in private companies. This will determine the 

weight to be placed on their responses. This again implies that the answers 

given to any of the questions will be treated with equal importance. 

 

Table 2: Board Size 

Items 1-5 1-7 1-10 Total 

Response 1 4 - 5 

Percentage 

 

20 80 - 100 

 Source: Author’s construct 

 

From table 2, respondents were asked to state the board size of their 

portfolio companies. On average 80% of the portfolio companies maintain a 

board size of seven. This is very important because the size of the board can 
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determine its effectiveness. It implies that the board size is not uniform in 

portfolio firms since at least 20% responses indicate a board size of five. 

This shows that with expanded respondents it is possible to have nine or ten 

member board in consonance with Larcker et al. (2005).  However, board 

membership of some portfolio firms indicates only four members which is 

very close to five being indicated by the 20%. 

 

Table 3: Representation on Boards 

Items Yes No Do not Care Total 

Response 5 - - 5 

Percentage 

 

100 - - 100 

   Source: Author’s construct 

 

Respondents were again asked if they have representation on the board. 

Table 3 above shows that they do. This is in line with ensuring active 

participation and collaboration with management in the decision making 

process. Venture Capitalists believe in active participation in the 

management of their portfolio firms and have indicated their full 

representation on the boards of their portfolio firms to ensure their expected 

rewards. Some portfolio firms indicate that in some cases they are not 

directly represented on the board but through a member of the syndicate 

group. 
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            Table 4: Appointment of Chairperson of Board 

Items Yes No Total 

Response 2 3 5 

Percentage 

 

40 60 100 

                Source: Author’s construct 

 

When asked if Venture Capitalists appoint the board chair of their portfolio 

firms, they gave mixed answers as in table 4 above.   Forty percent (40%) of 

the Venture Capital firms affirmed that they appoint the chairperson of the 

board while sixty percent (60%) indicated they do not.   Appointment of the 

board chair is a strong indication as to how effectively the Venture Capital 

firm wants to exert decision making influence on the management.  Those 

who indicated they appoint the chair of the board explained that they do so 

because normally they are the major (shareholders) investors.  As active 

investors one will think that Venture Capitalist will always want to hold 

board chairmanship positions but the result shown in table 4 above does not 

affirm this view.   This may be due to other means such as terms of financial 

contracting and shareholder agreement that may be effectively utilised by 

Venture firms to ensure the needed corporate governance.  Responses in 

table 4 above are represented in the pie chart below. 
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                   Figure 2 

APPOINTMENT OF BOARD CHAIR 
(%)

Yes
No

 
                                     Source: Author’s construct 

 

The pie chart shows that majority of Venture Capital firms do not think 

occupying the chair of the board of portfolio firms will necessarily provide 

the needed good corporate governance. 

 

              Table 5: Appointment of CEO 

Items Yes No Total 

Response 1 4 5 

Percentage 

 

20 80 100 

                    Source: Author’s construct 

 

In the case of appointment of CEO, 80% Venture Capital firms said no while 

20% said they do.  Those who said no explained that the appointment of a 

CEO is the duty of the board and they can only participate in board decision 
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on the choice of a CEO.  Those who said yes do so because they are the 

majority shareholders.  

It implies from table 4 and5 that in the quest to maintain decision making 

influence and control to ensure expected returns are met; Venture Capital 

firms differ in their approach.   Some exert almost full control in appointing 

the CEO and the board chair.  This further means in some cases Venture 

Capitalists can adopt “winner takes all” approach which may exploit the 

entrepreneur or portfolio firm.  The result is presented in the column graph 

below. 
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             Table 6:  Separation of Board Chair from CEO 

Items Yes No Total 

Response 5 - 5 

Percentage 

 

100 - 100 

                 Source: Author’s construct 
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From table 6, 100% of Venture Capitalists indicate that there is clear cut 

separation between the board chair and the CEO.  This shows that even 

though Venture Capital firms involve actively in the management process of 

their portfolio firms to ensure good corporate governance and performance, 

the board acts independently from the CEO.   However, the board actively 

monitors and collaborates with the CEO.   For those who indicate they both 

appoint CEOs and board chairs, they meant that even though they do so, a 

person can not be appointed CEO and board chair at the same time. 

             Table 7: Busy and old Board members 

Items Yes No Total 

Response 3 2 5 

Percentage 

 

60 40 100 

                 Source: Author’s construct 

 

From the perspective of this thesis, busy board member means the one that is 

on two or more boards while old board member means a person aged beyond 

seventy five years and is physically less active.    From table 7, sixty percent 

(60%) maintain old and busy board members because of their experience 

and expertise as well as the role they play in the Venture capital firm. 

Normally busy and old board members become less active, can not attend 

board meetings regularly which intend affect the quality of decision making 

as well as monitoring role of the board and its corresponding ineffective 

corporate governance. This implies that being active investors, Venture 

Capitalist firms can only be represented on Boards by busy and old members 

if they hold active positions in the venture firm with unquestionable 

experience but can be available.      
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          Table 8: Management determination of other Board Members 

Items Yes No Total 

Response 4 1 5 

Percentage 

 

80 20 100 

                 Source: Author’s construct 

 

In responding to whether the management of the portfolio firms appoint 

other members of the board, eighty percent (80%) answered in the 

affirmative and explained that this is normally stated in the shareholder 

agreement.  Normally management of the portfolio firms are the original 

owners and it makes corporate sense to permit them to make some board 

appointments.   This again means that apart from board representation by the 

Venture Capital firms, they reinforce their control by indicating clauses in 

the contracts and shareholder agreements that make them act as actively as 

they could to attain beneficial exit. 

 

             Table 9: Outsider representation on Board 

Items Yes No Total 

Response 5 - 5 

Percentage 

 

100 - 100 

                 Source: Author’s construct 

 

When asked whether they have outside board members they all answered in 

the affirmative.  This is in line with the tenets of corporate governance best 
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practice so that these outsiders will act as independent as possible to provide 

quality decision making and collaboration with the management team. 

 

When asked how often the Board meets?, 40% responded monthly and six to 

eight times  annually respectively while 20% stated quarterly. 

 

       Table 10: Independent Audit and Compensation Committees 

Items Yes No Total 

Response 1 4 5 

Percentage 

 

20 80 100 

                 Source: Author’s construct 

 

In line with the position taken by John Pound, that independent committees 

in themselves do no produce good corporate governance but effective 

decision making , monitoring and collaboration with management, only 20% 

indicate they operate independent audit and compensation committees.   It is 

not that these committees are not important but Venture Capitalists actually 

control the running of the firms so there is less need for such committees 

unlike in publicly listed companies with dispersed shareholding with passive 

participation in governance. 
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            Table 11: CEO and Board Compensation 

Items Stock 

ownership 

Operating 

Performance

Total 

Response 3 1 4 

Percentage 

 

75 25 100 

                 Source: Author’s construct 

 

From table 11, it is clear that majority of Venture capital Firms ensure stock 

ownership as compensation for their CEOs and board members to make 

them committed to the firms and ensure that the portfolio firms perform to 

gain adequate returns on their shareholding.   This is explained again by the 

fact that most of the management team of the portfolio firms are the owners 

from the onset and their returns are already tagged to their stock holdings. 

However, appointed CEOs and board members are either offered the stock 

option based compensation or operating performance. It is therefore 

common in Venture Capital backed investments to offer stock options as the 

means of compensation to ensure active commitment. 
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4.1 Summary of how Venture Capital – Backed investments are 

monitored to ensure corporate governance 

Respondents were asked to explain how to monitor their investments in 

portfolio firms to ensure corporate governance.  

 

One respondent said “our investment managers are normally working 200 to 

300 hours on yearly basis in order to deliver profitable investments”.  In 

addition, “we demand business plans, budgets, monthly reports and minutes 

from important meetings”.  This respondent also indicated that they demand 

regular presentations to the group of partners from management as well as 

investment managers. 

 

Another respondent indicated that they select independent board members 

and ensure that the board follows the corporate governance procedures and 

best practice.  In addition, a survey of corporate governance performance is 

conducted through well structured professional questionnaire once a year.  

 

The responses of the rest of the respondents imply that they actively 

participate in board activities through their board representatives as well as 

ensuring that the shareholder agreement to any investment is followed. 

 

From the analyses above Venture Capitalists are concerned with influencing 

the decision making processes in their portfolio firms by actively 

participating and collaborating with management and at the same time 

permit independent of management. 
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CHAPTER FIVE 
This chapter covers the findings, conclusions and suggestion for further 

research. 

 Findings 

The study found out that Venture Capital firms operating in Sweden are 

familiar with the tenets of corporate governance and will normally be 

represented on the board of directors in their portfolio firms directly or 

indirectly through their syndicate venture partners.  Being active investors 

do not make Swedish Venture Capitalists to occupy the position as CEO and 

at the same time board chair.  The activities of Venture Capital firms and 

their portfolio firms (entrepreneurs) confirm that they act in the spirit of 

complementarities to ensure effective corporate governance which increases 

performance and leads to possible fruitful exit. 

 

The composition of board of firms Venture Capitalists invest in is made up 

of representation from Venture Capital firms, portfolio firms and outsiders. 

This mix of representation on the boards give meaning to the fact that they 

really understand that apart from ensuring active involvement in portfolio 

firms, corporate governance is an embodiment of trust, transparency, fair 

play and accountability. As a result, there is near absolute separation 

between the board chair and CEO of portfolio firms. 

 

Also because of experience and active involvement in Venture Capital 

activities many of the Venture Capitalists involve busy and old board 

members but do not consider the need for independent audit and 

compensation committees. This is clear from venture Capitalists point of 
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view in the sense that they are looking for effective decision making and 

collaboration with management to grow the company to profitability.  These 

committees in line with principles of governed corporation do not in 

themselves produce these investment results. 

 

Stock ownership is the widely used means of compensating CEOs and board 

members; however, operating profit based compensation is also being used. 

From the pie chart in figure 2 above, Swedish Venture Capitalists do not rely 

on board chairmanship to foster corporate governance. The no area depicts 

their unwillingness to appoint the board chair. 

5.1 Conclusions 

The essence of this thesis has been set out in the research question to 

investigate into whether board chairpersons of Swedish Venture Capital 

firms are separated from the CEOs and whether they have independent 

auditing and compensation committees.  The determination of other board 

members by management has also been investigated. 

 

Separation of the board chair from the CEO of a portfolio firm is a clear 

characteristic of corporate governance in venture capital backed investments 

in Sweden. Audit and Compensation Committees are not an important 

consideration to enhance corporate governance in the venture capital 

industry in Sweden, though some Venture Capital firms place some 

importance on these committees.  They rather put premium on collective and 

collaborative decision making process that produces the best ideas, and 

strategies to end up in mutually beneficial exits.  
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Swedish Venture capitalists are active investors who monitor their portfolio 

firms in diverse ways including demanding consistent reports, budgets, 

minutes of important meetings as well as business plans coupled with 

intermittent questionnaire. They augment this with regular presentations by 

portfolio firms to give “ready to analyse” data about the performance of their 

investment.  

 

In order to enhance transparency and fairness in the governance of their 

portfolio firms, Swedish Venture Capitalists permit managers/entrepreneurs 

to appoint other members of the board of directors.  They widely encourage 

the use of stock options as means of compensation for board members and 

CEOs to maintain focus on achieving targets that will provide useful exits. 

 

Even though Swedish Venture Capital firms do not place much currency on 

the use of audit and compensation committees to influence the level of 

corporate governance practices, they do not rule out their importance.  They 

rather wholeheartedly accept outside and independent representation on the 

board to add credibility to the accountability provided by the board of 

directors. 

  

Finally, they participate actively on the boards to influence the decision 

making process and thereafter monitor and support managers and CEOs to 

implement decisions effectively. 
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5.2 Suggestion for Future Research 

Having conducted this exploratory study into the impact of Venture Capital 

backed investment in Sweden on Corporate Governance; I suggest that same 

study be carried out with expanded respondents to enhance the empirical 

position of the findings. 
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Appendix 
 

Questionnaire 
 

Blekinge Institute of Technology 
                                  Karlskrona, Sweden 

 
Master of Business Administration 

 
Questionnaire for MBA Thesis 

By   
John Gartchie Gatsi 

 
Contact # +46(0)739-347435 

 
Supervisor: DR.  Anders Hederstierna 

 
 

Title: VENTURE CAPITAL-BACKED INVESTMENT: IMPACT ON 
CORPORATE GOVERNANCE IN SWEDEN 

 
Kindly complete the questionnaire which is intended for academic work 
only. 
 
 
Kindly tick the appropriately to indicate your response 
 
  
 
Q1 
 
How informed are you about corporate governance issues? 
 
(   )    Very well informed           (   ) Not so much informed        (  ) Not 
informed at all 
 
 
Q2 

a. What is the board size of the company you invest in? 
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  (  )  1-5     (  ) 1-7      (  ) 1-10 
 
  b)  Do you have a representative on the Board? 
 
  (   ) Yes           (    )   No     (  )   Do not care  
 
 
Q3 
 

a) Do you appoint the chairperson of the Board? 
 
               ( ) Yes         ( ) No          
 
         Briefly state your reasons for the choice in (a) above. 
 
 

b) Do you appoint the CEO? 
 
       (  ) Yes                 (   ) No 
 
       Briefly state your reasons for the choice in (b) above. 
 

c) Is the chairperson of the Board separated from the CEO?   
 
      (  ) Yes           (  ) No 

 
 
 
Q4 
 
  On average do you have on the Board, old and busy members representing 
your interest?  
 
 NB: Busy Board member is one that is on two or more boards. Old Board 
member is the     one who is advanced in age beyond 75 years and is 
physically less active. 
 
  (  ) Yes               (  ) No     
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Q5 
 
a) 
  Does the management of the company you invest in determine who other 
members of the Board should be? 
 
  (  )  Yes         (  ) No 
 
   b)  Are outsiders represented on the Board?  
 
     (  )  Yes       (  ) No 
 
 

d) How often does the Board meet? 
 
(    ) Quarterly   (  ) Semi-annually         (   ) Annually     (  ) State if 
other………… 
 
 
 
 
Q6 
a) 
      Does the Board operate independent audit and compensation 
committees? 
 
       (   ) Yes     (   ) No 
 

b) How are CEOs and Board members compensated? 
 
(   )  Based on stock ownership                  (  ) Based on operating 
Performance 
 
 
 
Q7 
 
Briefly explain how you monitor investments made in projects to ensure 
effective corporate governance. 
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