Corporate Governance

INTRODUCTION
Lénsforsakringar Bank AB (Lansforsak-
ringar Bank) is a wholly owned subsidiary
of Lansforsdkringar AB, which in turn is
owned by 23 customer-owned regional
insurance companies and 16 local insurance
companies. Lansforsakringar AB, with its
subsidiaries and owners, jointly comprise
Lansforsdkringar Alliance.
Léansforsikringar AB is a public limited
liability company, and the company’s bonds
are listed on Nasdaq OMX Stockholm and
the Luxembourg Stock Exchange.
Lénsforsdkringar Bank complies with the
Swedish Code of Corporate Governance
(the Code), where appropriate, taking into
consideration that the bank is not a stock
market company. Deviations from the provi-
sions of the Code and explanations for such
deviations are presented below in the Devia-
tions from the Code section on page 24.

CORPORATE GOVERNANCE
Lansforsakringar Bank, with its subsidiaries
Lénsforsdkringar Fondférvaltning AB
(publ), Lansforsiakringar Hypotek AB
(publ) and Wasa Kredit AB (Wasa Kredit),
comprises the Bank business unit of the
Lansforsakringar AB Group.

Lansforsdkringar AB has a corporate-
governance system, which is based on
Lansforsakringar AB’s assignment from the
owners. The Bank business unit also has a
corporate-governance system that ensures
satisfactory control and management of
the legal entities in the business unit.

The corporate-governance system
encompasses a number of components,
such as organisational structure, decision-
making procedures, division of authorities
and responsibilities, risk-management sys-
tems and internal-control systems. The risk
management system is also to ensure that
the legal entities in the business unit are
continuously able to identify, manage and
report risks. Internal control is based on a
system comprising three lines of defence.
The first line of defence is the operations,
the second the Compliance and Risk Con-
trol functions and the third, the Internal
Audit function. The second line of defence
is independent in relation to the first line

and the third line is independent in relation
to the first and second lines.

Other components in the corporate-
governance system include the structure for
internal rules and regulations, outsorcing
policies, suitability requirements pertaining
to employees and Board members, as well
as continuity plans.

An outline of the governance structure
is provided in the diagram on page 22.

Shareholders and General Meeting
Shareholders exercise their voting rights at
the Annual General Meeting, which is the
highest decision-making body. A general
meeting is normally held once per year, the
Annual General Meeting. Lansforsékringar
AB owns 100% of the share capital and vot-
ing rights.

Decisions are made at the Annual General
Meeting pertaining to the Annual Report, the
election of members of the Board and audi-
tors, remuneration to Board members and
auditors and other important matters to be
addressed in accordance with laws or the
Articles of Association. The proposal for
remuneration to Board members presented
at the Annual General Meeting is specified
for the Chairman, Deputy Chairman and
other Board members, and committee work.

Nomination Committee

Nomination process

The Annual General Meeting of The Annual
General Meeting of Lénsforsiakringar AB
appoints a Nomination Committee. The
Nomination Committee is charged with the
task of presenting proposals regarding the
Board of Directors and auditors of Lans-
forsakringar AB, and, in consultation with
the CEO of Lansforsakringar AB, proposals
regarding the Board of Directors and audi-
tors of Lansforsdkringar Bank and other
subsidiaries, and fees to these members and
auditors. The Nomination Committee fol-
lows an instruction adopted by the Annual
General Meeting of Lansforsékringar AB.
The Nomination Committee is responsible
for ensuring that a suitability assessment

of proposed Board members is performed.
The Nomination Committee is to apply
established processes and procedures for

the suitability assessment and ensure that
suitability assessments of Board members
are conducted continuously throughout the
current mandate period.

Nomination Committee prior to 2014
Annual General Meeting

The Nomination Committee consists of
Otto Ramel as Chairman, Lansforsakringar
Skane, UIf W Eriksson, Lansforsakringar
Virmland, Per-Ake Holgersson, Lins-
forsékring Kronoberg, Conny Sandstrom,
Linsforsikringar Visterbotten and Orian
Soéderberg, Lansforsakringar Jonkdping
since the 2013 Annual General Meeting
of Lansforsdkringar AB.

Prior to the Annual General Meeting, the

Nomination Committee has

« studied the Board’s evaluation of its work,

« studied the Board Chairman’s and the
Board members’ views on the opera-
tions, the Board’s work and requirements
for expertise and experience, and

 reviewed and discussed requirements for
expertise and experience with respect to
the needs of the operations and regula-
tory requirements.

Prior to the 2014 Annual General Meeting,

the Nomination Committee will

» make a decision regarding the indepen-
dence of candidates,

¢ nominate Board members, the Board
Chairman and auditors,

* carry out suitability assessments of
Board members in accordance with
established processes and procedures, and

 propose fees to Board members and
auditors.

External auditors

The Annual General Meeting appoints the
external auditors. Nominations are made to
the Nomination Committee. In accordance
with the Articles of Association, Lans-
forsdkringar Bank is to have between one
and three auditors and between zero and
three deputy auditors. Auditors are
appointed for a period in office of a maxi-
mum of four years. At the 2012 Annual
General Meeting, Stefan Holmstrom,
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KPMG AB, was appointed auditor and Dan
Beitner, KPMG AB, deputy auditor for the
period until the 2015 Annual General Meet-
ing. Stefan Holmstrom has previously served
as the company’s deputy auditor. Alongside
Lansforsdkringar Bank, his major audit
assignments include Lansforsiakringar AB
and Svenska Handelsbanken. Stefan Holm-
strom has no other assignments in any other
company that affect his independence in
relation to Lansforsakringar Bank.

The auditor examines Lénsforsakringar
Bank’s Annual Report and Corporate Gov-
ernance Report, as well as the administra-
tion of the Board and the President. The
auditor presented his audit results and
observations to the Board once during 2013.
The auditor also participates in the meet-
ings of the Board’s Audit Committee. Fur-
thermore, the auditor normally meets with
representatives of the Swedish Financial
Supervisory Authority during the fiscal
year. The auditor reviews Lansforsdkringar
Bank’s six-month accounts and year-end
reports.

Board of Directors
Composition of the Board of Directors
The Board of Directors of Lansforsakringar
Bank is elected by the Annual General Meet-
ing and, in accordance with the Articles of
Association, is to consist of between six and
nine Board members elected by the Annual
General Meeting, with no more than six dep-
uties. Board members are elected for a man-
date period of two years. In addition, mem-
bers appointed by trade-union organisations
are also members of the Board. The President
is not a member of the Board. Lansfor-
sakringar Bank has no time limit for the
length of time a member may sit on the Board
and no upper age limit for Board members.
The Chairman of the Board is appointed
by the Annual General Meeting. The Presi-
dent, Executive Vice President and Board
Secretary participate in Board meetings
except for matters in which there may be a
conflict of interest or when it would other-
wise be inappropriate for them to attend.
Employees reporting on particular issues
attend meetings when they make their pre-
sentations.

LANSFORSAKRINGAR BANK’S GOVERNANCE STRUCTURE

External auditor

Shareholders and
General Meeting

The Board currently comprises ten mem-
bers and one deputy. Eight of the members
were elected by the Annual General Meet-
ing. Two regular members and one deputy
were appointed by the trade-union organ-
isations. A presentation of the Board mem-
bers can be found on page 86.

Board responsibilities and
delegation of duties
The Board is responsible for the organisa-
tion and administration of the company and
for handling and making all decisions con-
cerning issues of material significance and
of an overall nature relating to the company’s
operations. The Board appoints, evaluates
and dismisses the President, adopts an
appropriate executive organisation and the
goals and strategies of the operations, and
ensures that efficient systems are in place
for internal control and risk management.
Annually, the Board adopts a formal
work plan. The formal work plan includes
regulations on the duties and responsibili-
ties of the Board, its Chairman and its mem-
bers, the delegation of duties within the
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Board, the lowest number of Board meet-
ings, procedures for reporting on the opera-
tions and financial reports, as well as proce-
dures for Board meetings in terms of
notices of meetings and presentations of
materials, and disqualification.

The Board is to continuously remain
informed about the performance of the com-
pany to be able to continuously assess the
company'’s financial situation and position.
Through its formal work plan, the Board has
established that financial reporting is to take
place through regular Board meetings.

The Board is also to regularly manage
and evaluate the company’s and the Group’s
risk development and risk management.
During the year, the Board regularly
reviews the company’s earnings and sales
trends, financial position and risk trends in
relation to the business plan and forecasts.
The Board receives regular reports from
Compliance, Risk Control and Internal
Audit. The Board continuously monitors
current matters with authorities.

Chairman

According to the formal work plan, the
Chairman is to lead the Board’s work and
ensure that the Board fulfils its duties. The
Chairman is also to ensure that the Board
meets as required, that Board members are
provided with the opportunity to participate
in meetings and receive satisfactory infor-
mation and documentation for decision-
making, and apply an appropriate working
methodology. On the basis of ongoing con-
tact with the President and in addition to
Board meetings, the Chairman is also to
keep himself informed of significant events
and developments in Lansforsakringar Bank,
and support the President in his work.

Work of the Board
In its formal work plan, the Board has
established annually recurring items of
business and a standard for its agenda and
information and decision-making material.
In a company directive, the Board has estab-
lished the company’s and the Group’s opera-
tional structure and clarified the distribution
of work duties between the various units and
executives in the company and the Group.
In addition to the Board’s formal work
plan and the company directive, at least once
ayear the Board establishes its directive for
the President as well as a large number of
governance documents for the operations.

The Board has established an Audit Com-
mittee, a Remuneration Committee, a Risk
and Capital Committee and a Credit Com-
mittee. The duties of the Committees are
determined by the Board in its formal work
plan or in separate directives. None of the
Committees has any general decision-mak-
ing mandate, except for the Credit Commit-
tee. Each Committee must regularly report
on its activities to the Board.

The Board conducts annual strategic sem-
inars and evaluations of the President’s work
and terms of employment. The Board meets
the company’s auditor at least once per year;
see also the Audit Committee section below.

The dates of Board meetings are estab-
lished at the first scheduled meeting follow-
ing the Annual General Meeting for the next
18-month period. A notice of each meeting,
including a preliminary agenda, is sent out
about 14 days prior to the meeting. Docu-
mentation for the meeting is normally dis-
tributed about one week prior to the meet-
ing. All documents and materials presented
at the meeting are saved electronically.

During 2013, the Board devoted particu-
lar attention to such issues as the new capi-
tal adequacy rules and their impact on the
operations and the banking operation’s
future strategy.

The number of Board meetings and
members’ attendance at these are presented
in the table below.

Evaluation of the Board’s work

Every year, the Board Chairman initiates an
evaluation of the Board’s work. The 2013
evaluation was based on an electronic

survey completed by the Board members.
The results were compiled, reported to and
discussed by the Board.

Audit Committee

The Audit Committee is responsible for

preparing the Board’s work in the following

areas:

* Monitoring and quality-assuring the
company’s and Group’s financial report-
ing.

* Monitoring the efficiency of the compa-
ny’s and the Group’s internal governance
and control.

» The direction, scope and coordination
of the Internal Audit function’s work.

» Studying the external auditors’ observa-
tions and evaluating the work, impartial-
ity and independence of the external
auditors.

* Outsourced operations.

At the statutory Board meeting following
the 2013 Annual General Meeting, Ingemar
Larsson was appointed Chairman and Sten
Dunér and Bengt-Erik Lindgren were
appointed members of the Audit Commit-
tee. Ingrid Jansson was appointed a new
member of the Audit Committee in Decem-
ber2013.

The number of Audit Committee meet-
ings and members’ attendance at these
meetings are presented below.

Remuneration Committee

The Remuneration Committee is to prepare
issues on remuneration of the President and
other members of corporate management

Meetings and attendance of the Board

The table below shows the number of meetings held in each body since the 2013 Annual

General Meeting until December 2013, and the attendance by each Board member:

Board of Audit Remuneration Risk and Capi- Credit
Directors Committee Committee tal Committee Committee
Total number of meetings 9 6 2 4 4
Sten Dunér 9 5 2 4 3
Christian Bille 9 1 4
Ingrid Ericson 7
Per-Ake Holgersson 8
Ingrid Jansson 8
Ingemar Larsson 9 6 2 3 4
Bengt-Erik Lindgren 8 6 1
Susanne Petersson 9
Max Rooth 9
Orian Séderberg 9 3 4
Torleif Carlsson, deputy 5
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and employees with overall responsibility
for any of the company’s control functions,
as well as prepare decisions for measures to
monitor application of the remuneration
policy.

At the statutory Board meeting follow-
ing the 2013 Annual General Meeting, Sten
Dunér was appointed Chairman, and Inge-
mar Larsson was appointed member of the
Remuneration Committee.

The number of Remuneration Commit-
tee meetings and members’ attendance at
these meetings are presented in the table
on page 23.

Risk and Capital Committee

The Risk and Capital Committee is to sup-
port the Board in risk and capital adequacy
issues and serve as a forum for analysing
and holding in-depth discussions on the
Bank Group’s level of risk and capital
requirements. The Board subsequently
makes decisions on these issues.

At the statutory Board meeting follow-
ing the 2013 Annual General Meeting, Sten
Dunér was appointed Chairman, and Inge-
mar Larsson, Christian Bille and Orian
Soéderberg were appointed members of the
Risk and Capital Committee.

The number of Risk and Capital Com-
mittee meetings and members’ attendance
at these meetings are presented in the table
on page 23.

Credit Committee

The Credit Committee is to prepare credit
issues for amounts within the framework
of the Committee’s mandate according to
an instruction adopted by the Board.

At the statutory Board meeting follow-
ing the 2013 Annual General Meeting,
Sten Dunér was elected Chairman, and
Ingemar Larsson, Bengt-Erik Lindgren,
Christian Bille, Orian Séderberg and
Rikard Josefson were appointed members
of the Credit Committee.

The number of Credit Committee meet-
ings and members’ attendance at these meet-
ings are presented in the table on page 24.

President and corporate management
Rikard Josefson has served as the President
of Lansforsdkringar Bank AB since June
2011. Rikard Josefson was born in 1965 and
has worked in the banking sector since 1986.
The organisational structure of the Bank
Group is divided into departments. In addi-

24 | ANSFORSAKRINGAR BANK 2013

tion, there are three control functions: Risk
Control, Compliance and Internal Audit.
To ensure that the operations of each sub-
sidiary comply with the overall objectives
for the Bank Group, the President is the
head of the Bank business unit of the Lans-
forsakringar AB Group and also, as a gen-
eral rule, the Chairman of the Board of
Lansforsdakringar Bank’s subsidiaries.

Corporate management consists of the
President and the managers of the depart-
ments. Management discusses and decides
on matters pertaining to the business unit.
The influence of trade-union organisations
at Group level is also ensured through man-
agement.

The President has established a commit-
tee called the Asset Liability Committee
(ALCO) to address capital and finance
issues. The members of this Committee are
appointed by the President. The Committee
is governed by a separate instruction.

Control functions

Internal Audit

The Board appointed an internal audit func-
tion independent from the operating activi-
ties, with the primary task of ensuring that
the scope and direction of the operations
agree with the guidelines issued by the
Board and that the operations are being
conducted towards the targets established
by the Board. The internal audit function is
also responsible for examining and assess-
ing the organisation of Lansforsékringar
Bank, its procedures, governance and con-
trol of the operations. The Board has
adopted a separate instruction for the Inter-
nal Audit function. This function reports to
the Board of Lansforsakringar Bank.

Compliance

The role of compliance is to provide sup-
port and control for ensuring that the opera-
tions comply with regulatory requirements.
The function is to identify and provide
information about such issues as risks that
may arise due to lack of regulatory compli-
ance, assist in the formulation of internal
rules, monitor regulatory compliance and
ensure that the operations are informed
about new and amended regulations. Com-
pliance risks and action taken are to be regu-
larly reported to the President and Board of
Lansforsdkringar Bank and its subsidiaries.
Compliance also has a function for counter-
acting money laundering.

Risk Control

Risk Control is a function for the control
and analysis of all of the Bank Group’s
risks. Risk Control has an independent
position in relation to the corporate opera-
tions that it controls. Risks and action taken
are to be continuously reported to the Presi-
dent and Board of the companies included
in the business unit.

Deviations from the Code
Lénsforsakringar Bank complies with the
applicable sections of the Swedish Code of
Corporate Governance taking into consid-
eration that Lansforsikringar Bank is not

a stock-market company. The major devia-
tions from the provisions of the Code and
explanations for such deviations are pre-
sented below.

Nomination Committee and holding

of Annual General Meeting

Deviation from the provisions of the Code
occurs with respect to the fact that Lans-
forsdkringar Bank is not a stock-market
company and has only one shareholder. For
more information, see the section “Share-
holders and General Meeting” on page 21.

Composition of Board of Directors
Deviation from the provisions of the Code
occurs regarding independence of Board
members and Committee members. Accord-
ing to the instruction for the Nomination
Committee, the Board of Directors is to be
appropriately composed with respect to
Lansforsikringar Bank’s operations, stage
of development and other circumstances,
and be characterised by diversity and
breadth in terms of the members’ compe-
tencies, experience and background. It has
been decided that these requirements can be
fulfilled within the framework of the Lans-
forsdkringar Alliance.

Period of office for Board members
Deviation from the provision of the Code
occurs in respect of a maximum period of
office of one year. The period of office for
Board members is, as a general rule, two
years. A longer period of office contributes
to ensuring continuity and establishing
competence within the Board.



Board'’s report on internal control of financial reporting

Internal control over financial reporting
(ICFR) is part of the Group’s governance
process. ICFR is defined as a process car-
ried out by the Board, management and
operations. The process is designed to pro-
vide reasonable assurance of the reliability
of the financial reporting and ensure that
the financial reports comply with applicable
laws and regulations and generally accepted
accounting principles. The process ensures
the Group’s ability to identify, measure,
monitor and manage risks. The internal
control process encompasses all parts of the
organisation, including outsourced activi-

2. Validate the design of expected controls

Processes and controls are to be reviewed annually to
validate that the design ensures that identified risks
for errors in financial reporting are eliminated.

1. Implement risk
assessments and define
scope

Risk assessments are performed
annually to determine the scope of
the ICFR process. These are compiled
in an annual ICFR report in which the
scope and goal scenario for the coming

year is described and presented to the Audit

Committee.

1. Implement risk
assessments and
define scope

ties, and is to be an integral part of each of
the Group’s operations.

A project is ongoing to strengthen the
internal governance and control of financial
reporting. The method is based on the
established COSO model (Internal Control
— Integrated Framework, by the Committee
of Sponsoring Organizations of the Tread-
way Commission) and its five framework
components: control environment, risk
assessment, control activities, information
and communication, and monitoring. The
diagram below illustrates the Group’s ICFR
structure.

3. Plan activities
for monitoring and
audits

2. Validate
the design
of expected
controls

ICFR is an
integrated part
of the daily
business
operations

4. Monitor and

5. Report ICFR
residual risk

5. Report ICFR residual risk

The results of monitoring activities are
consolidated and analysed to assess the
residual risk in the financial reporting.
Residual risk is reported to the Group’s
CFO and Audit Committee.

evaluate controls

In 2013, efforts to implement the ICFR
framework were conducted in project form.
All elements of the framework were imple-
mented during the year, with the exception
of monitoring internal and external control
systems. The operations commenced
reporting in 2013, and unexpired risk
reporting was evaluated by the Group’s
CFO and Audit Committee. As of 2014, the
report will be submitted quarterly to the
Audit Committee and both internal and
external auditors, who will examine the
framework and selected processes.

3. Plan activities for monitoring and audits

A plan for monitoring controls in the coming year is produced

on the basis of risk analyses and expected verifications.

The plan will clarify the person responsible for moni-

toring each control, the type of monitoring to be
carried out and how the results are to be

reported. The plan also includes reviews of
the framework and selected procedures
by internal and external auditors.

4. Monitor and evaluate controls
Monitoring and reviewing ICFR con-
trols is performed continuously and is
to be part of the day-to-day operations
for each department’s evaluation and
assessment of the controls and their
effectiveness. Monitoring also aims to

identify weaknesses in the ICFR process, so
that compensating controls can be introduced
and improvements can be made.
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