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Analysis in corporate governance

Abstract. Introduction. Corporate governance is a system shaping and modifying company’s management and control. Building-up a
smart system of analytical support for corporate governance is a prerequisite to ensure corporate governance quality upgrading, fund-
raising and capitalization enforcement. Purpose. To provide evidence to the significance of economic analysis as a tool to ensure
high standards of corporate governance, to design a system of analytical support to serve successful corporate governance and
to specify its elements. Results. The article presents the specifics of corporate governance analysis. It covers the basic elements
of an analytic support system for corporate governance, such as: reporting transparency assessment, dividend payout analysis,
top management remuneration analysis, target value analysis. Conclusion. A system approach to developing analytic support for
corporate governance is proposed. Its implementation is essential to improve investment attractiveness of a company, ensure
achieving the company’s goals and enhance its competitiveness.
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MpavoBa H. O.

KaHauaaT eKOHOMIYHUX HayK, AOUEHT, npodecop kadeapu byxrantepcbkoro 0bmiky, aHaniay i ayauTy,

MiBaeHHO-3axigHuin oepxxaBHU yHiBepeuTeT, Kypcbk, Pociicbka deaepauia

AHanis y kopnopatuBHomy ynpasBniHHi

AHoOTaUiA. Y cTaTTi OXxapaKTepn3oBaHi ef1eMEHTU CUCTEMW aHaNITUYHOIO 3abe3neveHHA KOPNopaTMBHOTO yrnpaBsiHHA. MokasaHo
3Ha4YeHHA N pes3ynbTaTy aHanisy piBHA iHopMaUiHOI NPO30POCTi kopnopauii. 3asHavyeHo NpobnemMn N HanpPAMKW aHanisy
BMHAropoam Knio4yoBOro ynpasfiHCbKOro NepcoHany kKomnatii. BUCBITNEHO nuTaHHA aHanisy AvBiAeHAHUX BUNAAT KOMNaHii Ta
LiNboBUX NOKA3HUKIB AiANBbHOCTI Koprnopauin.

Knto4oBi cnoBa: kopropauisi; kKopnopaTtMBHe KepyBaHHsA; aHai3; Npo30picTb 3BITHOCTI; AMBIAEHAM; LUiNbOBI NOKa3HWNKM.

MpayeBa H. A.

KaHauaaT SKOHOMUYECKMX HayK, AOLEHT, npodheccop kKadenpbl byxranTepckoro yyeTa, aHanuaa v ayamTa,

IOro-3anaaHbii rocynapcTBeHHbIM yHUBepcuTeT, Kypcek, Poccniickaa ®epgepauma

AHanus3 B KOpnopaTuBHOM yripaBfieHUn

AHHOTauuA. B cTaTtbe oxapakTepusoBaHbl 3N1IEMEHTbI CUCTEMbI aHANMTUYECKOrO 06ecneyeHnsa KOpnopaTMBHOIO yrnpaBiieHus.
[MokasaHo 3Ha4eHne 1 pe3ynbTaTbl aHann3a ypoBHA MHOPMALMOHHON NPO3pavyHOCTU Kopriopauuin. O603Ha4YeHbl NpobemMbl
W HanpaeneHuA aHanusa BO3HarpaXkAeHUA KIHOYEeBOro yrnpaBfieHYecKoro nepcoHana komnanmn. OcBelleH BOMpoCc aHanmaa
OVBUAEHAHbIX BbINAAT KOMNAHWMKU U LieNeBbIX Nokasatenemn 4eATeNbHOCTN Koprnopauui.

KnioyeBble cnosa: Koprnopauus; KOpropaTUBHOE yrnpaBfieHue; aHanns; npo3paYHoOCTb OTYETHOCTW; AUBUAEHAbI; Lenesble

nokasarenu.

1. Introduction. The growing interest to the issues of stan-
dards of corporate governance improving is caused, firstly, by the
role of corporations in developed countries’ economies and, sec-
ondly, by the demand of major companies for financial assets along
with the need to maintain and enhance their competitiveness.

It seems clear that implementation of high standards of cor-
porate government so far has not been timely and appropriately
conducted. We deem that economic analysis is instrumental to
foster the promotion of corporate government principles.

2. Brief literature review. The review of recent foreign lite-
rature on the issue has shown that problems of corporate gover-
nance and financing are considered by A. A. Berle, G. C Means
(1932) [1], A. Shleifer, R. W. Vishny (1997) [2], S. A. DiPiazza
and R. G. Eccles (2003) [3], E. A. Helfert (1996) [4]. It is neces-
sary to mention such Russian authors as I. Belyaeva (2008) [5],
A. Dementeva (2011) [6], D. Yendovitsky (2012) [7], T. Dolgopya-
tova (2004) [8], V. Kovalev (2010) [9], |. Tkachenko (2004) [10],
N. Sapozhnikova (2008) [11], M. Melnik (2011) [12] who contri-
buted to the research in corporate governance, control and ana-
lysis and corporate finance. A number of Ukrainian authors like
T. Momot (2006) [13], O. Popov (2009) [14], O. Khilukha (2015)
[15] also inquire into corporate governance problems.

3. Purpose. To provide evidence to the significance of cor-
porate economic analysis as a tool to improve corporate go-
vernance and design a system of analytical support for corpo-
rate governance specifying its elements.

4. Results. At present, economic prosperity of any nation
is largely determined by the rate of corporate sector growth. For
economically developed countries, corporations account for 80%
of overall national output of goods and services.
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Due corporate governance is the key determinant to faci-
litate sustainable development of corporate business as well
as improvement of its efficiency and building of trust and con-
fidence among the investors [16, p.11]. Corporate governance
is a system of interaction among the shareholders, the board
of directors, the management and other types of stakeholders
which ensures balance of interests of the parties within the
scope of company’s operations on the one hand, and invest-
ment attractiveness of the company as well as its competitive-
ness on the other hand.

Building-up viable corporate government framework pat-
terns was facilitated by the implementation of the OECD Princi-
ples of Corporate Governance, originally released in 1999 [17]
and then revised in 2002 considering the results of corporate
government experience monitoring in the OECD countries.

In Russia, the development of corporate governing was
facilitated by the adoption of the Code of Corporate Conduct
(2002) and then the Code of Corporate Governance (2014)
[18]. Following the provisions of those documents by both
the shareholders and the management with a focus on busi-
ness efficiency growth as well as investment attractiveness en-
hancement benefitted the corporate governance quality for a
great many of Russian companies.

The need to comply with the highest corporate gover-
nance standards in Russia is determined by the following fac-
tors: a) a great number of joint-stock companies (over 182,000
in 2012); b) the national stock market dynamics and its deve-
lopment prospects [19].

The distinguishing features of corporate governance as a
complex multidimensional process are covered in the OECD
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Principles of Corporate Governance and the Commentary.
Consequently, it is essential to follow the provisions of the do-
cument while working out analytical support for corporate go-
vernance. «At that, consideration of methods for corporate
economic activity analysis shows that specific aspects of joint-
stock companies and the way they bear upon the content of the
financial state of a company, investment attractiveness and effi-
ciency analysis patterns is insufficiently addressed» [20, p.15].

In our opinion, a system of analytical support for corporate
governance must include the following constituent elements:
analysis of company’s transparency; analysis of remuneration
for the board members and top management; analysis of cor-
porate dividend policy and dividend payout rates; analysis of
corporate target values; analysis of transaction costs; analysis
of company’s market activity level.

Element 1. Information disclosure and transparency is one
of the principles of successful corporate governance. Informa-
tion disclosure is about financial position of a company, its key
economic figures, shareholding and governance structures, re-
muneration for key managerial and executive personnel. Insuf-
ficient transparency increases investment risks and leads to
company’s capitalization abatement.

Business transparency analysis involves assessing the fulfil-
ment of obligatory requirements for information disclosure refer-
ring joint stock companies. Those requirements concern accoun-
ting statements, quarterly and annual reports, corporate events,
corporate charter, information on the affiliated persons and on the
facts which may influence the value of securities. Then, it is ne-
cessary to assess the contents disclosure of the Rules and Re-
gulations for the General Shareholders’ Meeting, the Rules and
Regulations for the Executive Organs, the Rules and Regulations
for the Board of Directors, the Rules and Regulations for the Re-
view Committee. The next step is to check the existence of such
documents as the Rules and Regulations for the Dividend Po-
licy, the Rules and Regulations for the Company Secretary and
to disclose their contents. It is as well necessary to make certain
that there are such bodies as audit, remuneration and personnel
committees and define the terms of their reference.

Despite the positive trends towards corporate transparen-
¢y improving in Russia, some problems remain unsolved, such
as: 1) insufficient disclosure of information concerning bene-
ficial owners of a company; 2) most frequently occurred mis-
statement of expenses on remuneration for top management;
3) insufficient non-public joint stock companies transparency;
4) lack of information on companies’ long-term goals and stra-
tegies (which is essential for both shareholders and investors).

Following the Russian corporate law reform (2014), a signifi-
cant part of joint stock companies (JSCs) were converted to the
non-public JSCs. As a result, a number of the Russian compa-
nies which provide stock market members with fully disclosed
information reduced from 7,633 in 2010 to 3,120 in 2015 [21].
Since 2013, the Russian Regional Integrated Reporting Network
(RRIRN) carries out the annual survey on corporate transpa-
rency of the major Russian companies. In 2015, the investiga-
tion in annual corporate reports covered 729 companies. Among
them, only 44 companies (6%) corresponded with international
transparency standards (corporate transparency levels | and Il).
Level Il is related to the degree of information disclosure ex-
ceeding Russian legal requirements. In total, 182 companies of
729 (25%) were ranged | to Ill (of the five levels possible), whe-
reas 181 company (24.8%) were found opaque. The companies
in the nuclear sector and oil and gas industry were recognized
as the national leaders in corporate transparency, the compa-
nies in ferrous and non-ferrous metallurgy and machine-building
showed the medium level of information disclosure, construction
and trading companies were found the least transparent [22].

Element 2. Analysis of the current policy and practice of
remuneration for the board members and the management is
a significant part of corporate governance analytical support
system. It is one of the most widely discussed issues and one
of the most poorly disclosed aspects in corporate governance
practices. The scheme of remuneration for key managerial per-
sonnel is extensively reported in the literature [6; 23-24].

Remuneration amount and scheme directly depends on
the three factors: the level of shareholders’ interest satisfaction;
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equity ownership structure (ownership concentration and stake-
holders’ consensus in evaluating the results of managerial ac-
tivity); double-duty practice (overlapping positions of a mana-
ger, i.e. an agent, and an owner, i.e., a grantor) [23, p.221].

As a rule, remuneration scheme includes several parts:
1) fixed part of remuneration, i.e. emoluments for execu-
ting direct duties; 2) variable part of remuneration, which de-
pends on achieving certain results; 3) fringe benefits.

The main problems of remuneration for top management
and the board of directors in Russian public companies are:
1) weak correspondence between the amount of remuneration
and actual target values; 2) unsatisfactory disclosure of remu-
neration expenses [24, p.101].

Only two thirds (126) of 182 companies surveyed by the
RRIRN in 2015 explain their policy in terms of remuneration to
the corporate management body and the Board. Most of the
companies (137 of 182) disclose the amounts of remuneration
to the Board members; 97 companies disclose the remunera-
tion scheme, but only in 52 companies remuneration is corre-
lated with key performance indicators (KPI). Information con-
cerning remuneration to company director-general, or presi-
dent, remains the least transparent: only 35 companies dis-
close the remuneration amounts, one third of the companies
surveyed disclose the remuneration scheme, and 71 company
correlates remuneration with the company KPI [22].

For example, in 2015 Public Joint-Stock Company «No-
volipetsk Steel» (NLMC) from RAEX-600 and Top-100 lists is
ranked the second in Russia by the amount of remuneration
(the company is one of the top ten companies as for the vo-
lume of sales and occupies the 17-th position in terms of ca-
pitalization according to 2014 year end) [25]. NLMC annual re-
ports [26] disclose the amount and the scheme of remunera-
tion to the Board members for their participation in the acti-
vity of the corporate management body which made 72.6 mil-
lion RUB in 2013 and 75.9 million RUB in 2014 (to nine Board
members). Information on the amounts of individual remunera-
tion is not disclosed. At present, NLMC is deploying a program
of long-range key management motivation [26].

Element 3. Amount of dividend payouts and their consis-
tency are characteristics of smart corporate governance. Corpo-
rate dividend policy is deemed to set up a proportion between
the parts of net earnings to be consumed and to be reinvested
with a purpose to benefit market value of the company assets
and wealth of the shareholders. Dividend policy has an effect
on company’s rank by its market capitalization, and, in particu-
lar, on its stock prices.

Theoretical aspects of dividend policy and its key determi-
nants are addressed in research works of V. Kovalev (2010) [9],
D. Yendovitsky (2012) [7] and other authors. For successful di-
vidend policy analysis, it is firstly necessary to check the exis-
tence of the corporate Rules and Regulations on Dividend Poli-
cy. The document availability conforms to the guidelines of high
standard corporate governance practices and facilitates most
full enjoyment of the shareholders’ rights to dividend payouts.
It is intended to provide shareholders with information concer-
ning corporate policy on amount, frequency and consistency of
dividend payments.

The first step in dividend payout analysis is to assess the
amount and dynamics of corporate earnings as the main source
for dividend payouts. It is required to single out the part paid out
as dividend and the part to plough back, or reinvest. The next
step is to calculate Dividend Payout Ratio (dividends declared
to total net earnings of a company) and Reinvestment Ratio
(plough-back earnings to total net earnings). Those should be
calculated for a number of periods in order to expose the trends.

After that, net earnings growth to dividend growth ratio ana-
lysis is conducted, covering both the company assessed and a
reference pool of major Russian companies. Faster growth of
dividend payouts compared to earnings is indicative of corpo-
rate governance improvement. Finally, common share dividend
rates and growth is analyzed. For comparative dividend policy
analysis, the following indices are commonly used: dividend
yield, dividend payout and dividend cover [9, p. 389].

As reported by the RRIRN, in 2015 information on divi-
dend policy was disclosed in 121 of 182 companies sur-



veyed (66%), which correspond the standards of the top three
transparency levels (according to the RRIRN rating). Infor-
mation on dividend amount, dividend per share and dividend
yield was disclosed by 145 companies (80% of the companies
surveyed). Dividend history was disclosed by 103 companies
(57%). Corporate dividend information is best disclosed by the
companies whose reports meet the requirements of the world
business [22].

For example, NMLC (which is in the top 20 Russia’s most
profitable companies [25]) follows a certain dividend policy and
regularly brings it up to date. According to its new amendment, on
the one hand, dividend payout ratio has been become 30-50%
(compared to 50% before), on the other hand, dividend amount
range has been made dependent on net debt by EBITDA ratio
[26]. NLMC disclose their dividend per share par value: as of the
end of the year 2014, it amounted to 2.44 RUB per share (0.67
RUB for the year 2013; 0.62 RUB for 2012; 2.00 RUB for 2011).
The company dividend payout ran at 38% for 2014, 35% for 2013,
20% for 2012, 28% for 2011 [26].

Element 4. Corporate target value analysis. Such values as
profit amount and profit growth rate, sales growth, market share
gains, return on assets (ROA) and return on equity (ROE), mar-
ket capitalization growth can be taken as the company’s target
values. However, information concerning the goals and strategy
of the company, which is essential for assessing its economic
growth prospects, is far not always available for shareholders
and investors. «Assessing the efficiency of a corporate strategy
involves previous diagnosis of the strategic targeting accuracy.
That is assessed by means of comparing strategic thresholds
achieved with strategic thresholds approved on each and eve-
ry stage of the strategy implementation» [27, p.30].

Today, Russian companies start operating indices widely
used in international corporate practice. Such indices as EVA,
EBITDA and efficiency indices calculated on the basis of those
mentioned above are critical for both assessing short-term re-
sults and achieving long-term goals, like SVA (Shareholder Va-
lue Added) and MVA (Market Value Added) growth.

Most of the biggest Russian companies (as of 2015) con-
form to relatively high transparency standards (182 compa-
nies). Their annual reports contain information which makes it
possible to view the prospects for their further development.
However, only 138 companies (75% of those surveyed) pro-
vide insight into their strategies. Only 72 companies (40%)
provide the description of their corporate goals in quantita-
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tive terms [22]. As to the goal disclosure, such companies as
«Vnesheconombank», PJSC «Federal Grid Company of United
Energy System», «Sberbank of Russia», PJSC «RusHydro»
and PJSC «Rosseti» occupy leading positions.

Element 5. Analysis of transaction costs. «Extension of
economic relations among corporations caused considerable
increase in transaction costs, which are incidental to market
entry and exit, property rights protection, business relationship
formation and servicing, ensuring resource access, business
integration etc.» [11, p. 28]. Since for the time being economic
transactions and costs incurred are not considered as separate
accounting objects, the analysis is hindered enough. The need
for organizing a set of cumulative data on transaction costs for
making economic decisions prompted investigating into the is-
sue with the purpose of designing a specific accounting model:
typology and methods of assessing expenses, grouping the
cost-related facts of corporate economic activity and recogni-
tion of them in company accounts [28, p. 49]. N. Sapozhnikova
(2013) suggests the following «transaction cost typology: en-
forcing property rights; ensuring resource access; information
retrieval; negotiating and contracting; resource quality assess-
ment and monitoring; property rights and resource protection;
protection against opportunist behaviour» [28, p. 52]. This solu-
tion deems to provide accountability of the expenses and, thus,
facilitate the cost analysis.

Element 6. Analysis of a public company market activi-
ty includes calculation and assessment of the following in-
dices: 1) Earnings Per Share (EPS); 2) Price/Earnings Ratio
(P/E); 3) Dividend Yield; 4) Dividend Payout Ratio; 5) Tobin’s
Q-ratio [9].

5. Conclusion. After careful consideration of modern ap-
proaches to corporate governance, a cumulative author tech-
nique in that field has been proposed. We singled out the prob-
lems with corporate governance practical assessment in Rus-
sia at the example of market analysis and summing up ongoing
practices. It is possible to conclude that corporate governance
analysis is closely connected with strategic management and
requires clear and full set of information for being conducted,
which make it almost impossible for independent parties to
realize. For the most Russian companies, developing a smart
system of analytical support for corporate governance and its im-
plementation in practice is deemed to ensure upgrading corpo-
rate governance quality, fund raising, capitalization growth and
building up trust with international business community.
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