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Development and implementation of integrated corporate structures is a way of realizing the
company potential in a more efficient way. In conditions of internalization and integration of the
global world market this type of business organizing becomes more and more frequent. According
to these changes there is an increase in the role of supervision and management systems in these

structures.

Adverse economic and legal environment where
Russian enterprises exist, become a reason why
the value of being a shareholder of the company
for any interested party is often not connected to
the expected dividend growth and currency value
(as in the western practice), but with possibility
of retrieving some personal benefits from control.
With this we also normally have a significant in-
crease in agency costs.

The high agency costs, of course, undermine
the market of the company shares, displacing in-
vestors disinterested in control. As a result the
share capital is concentrated in the hands of inter-
est groups and some subsequent conflicts over
the redistribution of property appear. The subject
of the conflict usually is the same - private bene-
fits of control'.

We can not exclude that the removal from the
private control benefits the underlying formation
of the financial base of Russian corporations as
well. For example, researchers from the Institute
of the Transition Economy believe that the unify-
ing tendencies of Russian enterprises are often
poorly justified from an economic point of view,
and many corporations are synthetic and political
creatures.

World experience shows that the only path to
success in the establishment of a competitive in-
dustrial structure is the concentration of capital
and production capacity, vertical integration by
the technological principles. Bigger sizes increase
formalization of the organization and reduce the
potential for organizational change. Such rigidi-
ties, of course, are the lack of large organiza-
tions, but their advantages still are a significant
power in the market and a good resource base.
Accordingly, a small company can understand the
need to change faster than a large corporation,

but not be able to implement them because of the
low resource base’.

Analyzing the situation in the domestic econ-
omy, it can be concluded that the search for opti-
mal production and management structures has
led to the emergence and development of organi-
zational forms, based on various combinations of
small, medium and large businesses. This com-
bined business organization must meet three main
requirements: efficiency in terms of the policy of
entrepreneurship, constant renewal, providing an
adequate level of response to changing internal
and external factors.

The most important result of these efforts is
an integration process in companies in the forma-
tion of complete process chain from extraction of
resources to implement the final product, as well
as subcontracts with more adaptive and therefore
effective for small and medium enterprises.

In a business development towards the cre-
ation of all kinds of associations lead the pro-
cesses of corporatization. Many researchers and,
in particular, J. K. Galbraith, determined the in-
dustrial system as part of the economy, which is
characterized by the activities of corporate struc-
tures.

In domestic economic literature there is no
universally accepted definition of “integrated cor-
porate structure” (ICS). In this context, the term
is used to refer to the business entity formed by
several legal and (or) individuals, each of which
can be considered as a separate economic entity
associated with the other actors by property, a
joint business, common economic interests.

In order to identify characteristics of struc-
turing, kinds of integrated corporate structures
are systemized and proposed classification of ICS,
developed using the tools of morphological analy-
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sis by eight classifications, such as the purpose
of creation, the purpose of the operation, the area
of operation, the sphere of operation, the degree
of formalization, the nature of integration, the dom-
inance of interest participants, the type of capital.

A feature of the ICS management is that the
object of management is, often, a combination of
administrative independence from the other eco-
nomically interacting agents, each with its own
function. Managing the organizational structure
serves control functions, which may include gath-
ering information on the operation of enterprises,
the definition of strategy, planning, manufacturing
(service), motivation, supervision, distribution of
profits, interaction with the fiscal authorities.

The most relevant modes of interaction be-
tween enterprises in modern Russian market con-
ditions are different forms of corporate alliances
with vertically integrated structures of business
and management. A feature of this approach is
that, unlike the separate businesses, where com-
munications with the external environment occurs
only from the standpoint of just one enterprise,
and unlike other options, where the external envi-
ronment is perceived to be unnecessary for the
development of the individual participants, cre-
ation of a vertically integrated structure relation-
ship with the participants and between them and
external environment, is a subject of corporative
goals and objectives®.

According to this scheme, in some specific
periods of time, concrete participants may even
incur losses, but in the entire corporate merger
should be pursued economic effect, which is fur-
ther redistributed in proportion to the contribu-
tion of each participant and compensates for losses
incurred prior to selected participants.

Such integration increases the production ef-
ficiency by reducing transaction costs and reduce
indirect taxation intermediate products manufac-
turing.

The high liquidity of products, substantial cap-
ital base and competitiveness of the production
serve to ensure that foreign investors consider a
vertically integrated structure (VIS) as a reliable
partner, which projects can be confidently financed.
In its turn, VIS can ensure return for these invest-
ments.

Evidence that the top leadership of Russia
has sought to assist in the development of the
domestic competitive industry is the fact that Rus-
sian ex-President Vladimir Putin holds annual meet-

ings with representatives of business. These meet-
ings are also proof that with the removal of all line
ministries and departments in the country, a new
form of interaction between government and busi-
ness is developing, which would replace the prin-
ciple of sectoral management of the economy, char-
acterized by the planned economy. So it makes
clear that businesses can influence the situation in
the sectors of the economy. The product of this
interaction, according to the authors’ opinion,
should be harmonization of the positions of state
and big business in an enabling environment for
the formation of an effective structure of the econ-
omy.

It should be noted that the same kind of meet-
ing, which discussed the internal and external eco-
nomic issues and trends, regularly held in all de-
veloped countries and unofficially have become
universally institutes of economic power.

To illustrate the scope of ongoing integration
process here can be mentioned the structural
changes that have occurred in recent years in the
largest corporations in the world.

In Russia, the processes of production and
capital centralization are occurring, especially in
export-oriented sectors of the domestic industry.

The reason for this is that competition in world
markets of raw materials and intermediate prod-
ucts from foreign manufacturers, such as metal
producers, forces Russian metallurgists to take
measures to improve the efficiency of production,
primarily through consolidation by centralizing a
number of independent productions. So, the cen-
tralization of capital occurs on the way the hori-
zontal and vertical integration.

The objectives of management companies of
Russian corporations include strategy of develop-
ment, marketing, consolidation of assets, corpo-
rate finance, control and execution of profitable
investment programs to modernize and expand
production, the interaction with government and
public relations, as well as the acquisition of new
assets.

On the first plan there came the questions of
development - the construction, acquisition of new
assets, the sale of those assets that are not stra-
tegic to the company. All this required the em-
powerment of second-tier leaders of the company
and as a result of the transition of such compa-
nies in the divisional management structure.

Under the divisional structure of governance
is understood the organization, based on the per-
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formance of large self-supply-management units
(divisions) and their corresponding levels of gov-
ernment in the submission of these units quickly -
the production of self-reliance and to shift to the
level of responsibility for profit. The main profile
companies of this type are legally remaining inde-
pendent, retaining the organizational form of JSC,
but all support branches and cervices are central-
ized. Former directors of the corporation lost their
statuses in the scheme and carry out their duties
as the executive “managing directors”, who are
employees of the management company.

Currently, for example, the corporation “RUS-
AL” oversees the production of more than 70%
of Russian and 10% of the world’s aluminum. In
accordance with the requirements of Antimonop-
oly Department of Russia, in the statutory capital
of the corporation have been put actual aluminum
assets (shares of 10 companies), previously pro-
cessed in offshore companies.

Thus, according to accepted western prac-
tice, in a number of Russian companies was pro-
duced the separation of the functions of owner-
ship and management company. In order to create
the western model, there is usually appointed a
foreign top-manager for the post of general man-
ager of the company.. Joining with foreign part-
ners allowed them to withdraw shares of Russian
companies in international markets, increased the
confidence of foreign companies and thus greatly
increase the market value of the company.

So, in the early twenty-first century, there is a
qualitatively new stage in the development of alu-
minum industry in Russia, involving the creation
of large vertically integrated corporations. It is
this form of business organization that meets the
needs of today’s market and underpins the com-
pany’s competitiveness.

Considering control as a tool in corporate
governance, there are three areas:

4 manage the property or shares (shares in
the authorized capital);

4 management - marketing processes;

+ management of financial flows.

Based on these fronts, the following forms of
corporate control can be implemented:

4 equity control, or control over the property.
The ability to ensure the adoption or rejection of
the outcome of the subject of governance, includ-
ing in the composition of the board of directors
and collective executive, as well as the appoint-
ment of a sole executive.

¢ supply-side controls. Control over the pro-
duction and marketing.

Financial control. Making an impact on the
distribution of financial flows.

Designed by a model of corporate control
in the management of the corporation requires
assignment to critical processes in the manage-
ment of corporate strategic, operational and fi-
nancial management, quality management, per-
sonnel management, information management,
marketing management, innovation management,
security management, etc.

Corporate control, being an integral part of
corporate governance, links all of these processes
among themselves. The nature of share ownership
defines the right of shareholders control of the
activities of the organization. This is due to the
impact of ownership on the economic behavior of
the organization. Otherwise, in whose hands con-
trol is kept and how it is managed to be fully
realize, is up to its effectiveness for the owners.

Through the control function all the manage-
ment functions are associated. It allows them to
withstand the desired direction of the organiza-
tion and to correct inaccurate solutions.

The functions of supervision and regulation in
the management of a corporate-type association is a
flexible tool for its progress which is continuously
(in real time for each production unit) introduced in
the strict framework, set by plans to obtain reve-
nues, profits, market share and value of business.
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