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Abstract: This article discusses distinctive characteristics of corporate governance in XXI century Russian
companies and defines optimality conditions. We analyse the advantages and disadvantages of the inclusion
of managing director in the board of directors, perform a comparative study of theoretical descriptions of
independent and non-executive directors, define the advantages and disadvantages of the inclusion of
independent directors in the board of directors and study the connection between the image of an independent
director and the requirements of Russian companies. We also study the functions of corporate secretary as a
part of board of directors and suggest a new model of cooperation between corporate secretary office and
shareholders, board of directors and executive bodies that would improve the efficiency of such interaction.
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INTRODUCTION courses academic curriculum and during the training and

The end of XX century has seen the development of of Corporate Governance course.
a new market territory in professional management The practical importance of the study lies in the fact
services aimed at the strategic growth of the company and that its results may be beneficial for the development of
the attainment of profits. Unfortunately, more often than the economic entities; can help to improve the
not professional managers use their position  and  office collaborative mechanism of the big business, small
to amass wealth while neglecting the company needs. business, subjects of corporate social responsibility and
After passing this initial stage of development, the market the state; and assist in improving the competitive power
demand for a new generation of skilled workforce capable of the industrial undertakings. The results of this study
of increasing market value and developing market growth may present interest to the shareholders, members of the
of the company is still on the rise. board of directors, managers and entrepreneurs.

The corporation, by definition, implies a pooling of
shareholder capital. Generally, a corporation is a legal Material and Research Methodology: The theoretical
body which aim is to gain profits and it is very important basis of this study consists of the scientific papers
that this profit making organization is based on the prepared by corporate governance researchers with
pooling of capital (corporations gather capital through different countries of origin, periodicals, as well as
selling shares in the ownership to shareholders). In other Internet resources. In addition to this, we used legislative
words, a corporation is a business system the members of and statutory acts that regulate corporate relations in
which are interested in attaining material benefits in the Russia and other countries of the world.
form of money income. In our previous publications, we have already defined

The theoretical importance of the study is  defined corporate governance [1], performed an analysis of the
by the fact that the results presented by the authors may patterns of corporate governance in Russian companies
be applied for the development of higher education and identified the distinctive characteristics of the
institutions and continuing professional education corporate governance model used in Russia [2].

retraining of corporate management specialists-as a part
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The methodological basis of this study consists of information disclosure, audit and the structure and
modern methods of scientific research such as system
analysis, statistical, complex, comparative, economic and
mathematical, as well as economic and geographical
approach.

A study made in 2003 by D.K. Denis and J.J.
McConnell, has established that only the US have a
model of corporate governance that the investors feel
confident with. Other countries do not have a clear
corporate governance model-a fact that can also illustrate
the flaws in the national legal systems [3].

Nicholson, J. Gavin and Kiel, Geoffrey C. studied the
performance level of the board of directors. The
researchers outline the relationship between the board of
directors and the results achieved by the corporation and
define the effect of the board’s operations on the growth
of added value [4][5][6].

As the study by J.E. Core, R.W. Holthausen and D.F.
Larcker, shows, an increase of the remuneration level
among the board members impacts the company
performance in a negative way. [7] In other words, it is
possible that the remuneration has a negative effect on
the operations of executive bodies.

RESULTS AND DISCUSSION

The board of directors, the managers and the general
meeting of shareholders form a corporate structure of a
company. The corporate structure must be provided with
a feedback system that allows for an effective
communication between its elements, as all of them are
essential to the operations of the corporation. It is a good
practice to separate general board meetings and meetings
of the independent directors of the company.

It is very hard to evaluate the efficiency of corporate
governance in a short term. However, the companies with
effective corporate governance typically show a better
performance than the companies without if the data for a
period of several years is considered.

It should be noted that the efficiency of corporate
governance could be evaluated through implementation
of ISO management system standards in the existing
management body. The corporate governance can be
evaluated through the analysis of a few corporate
governance elements of the given company. Standard and
Poor’s corporate governance rating system allows for an
integrated assessment of the shareholding structure, the
external influence to company’s decision making process,
the rights of shareholders and their relationship with other
financially   interested parties,    financial   transparency,

performance of the board of directors-the last factor being
the most important one. In order to improve the corporate
governance rating, it is important to ensure that a formal
introduction of the new principles and methods of
corporate governance is followed by their real-world
implementation.

While evaluating the corporate governance, it is
important to look at the net profits connected to the
distribution of dividends to shareholders and EBITDA
index (Earnings before interest, taxes, depreciation and
amortization). As a result of this, the members of the
board of directors can ensure the positive development of
the shareholder value of the corporation.

One of the main features of the corporation lies in the
fact that it can attract new resources almost indefinitely
by the issue of shares. The shareholders can buy or sell
their interest very quickly. The funds obtained by the
issue of shares can be used for the strategic development
of the company. As a result of this, the number of shares
will increase, but their price can remain the same.

When a new stakeholder becomes a member of the
board of directors, it can benefit the company in a number
of ways: improvement of the strategic and executive
management practices, raising new funds for mutual
benefit, improvement of creditor’s confidence,
improvement of conditions of access to credit, risk
sharing, possible establishment of long-term relations as
a token of the business stability and strength. 

Another good practice of corporate governance is
separation of the strategic management and executive
management systems. The internal audit service should
be independent from the CEO. Otherwise it is very hard to
avoid misconduct and abuse of office. The internal audit
service is accountable to the audit committee which
includes independent directors.

In order to improve the corporate strategy of an
industrial undertaking in accordance with the local
conditions, it is important to establish effective
communication and cooperation with other industry
players:

On the first stage, the resource structure of each
company is determined and a division of labour is
implemented after a careful joint consideration.

On the second stage, the general regional strategy is
developed and the foundation for the cooperation with
the other regions is laid.

On the third stage, the allowances for the local
resource supply are made.
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In order to improve the corporate governance, the important, relevant and informative in its own way. For
shareholders should observe the following instance, the managing director, by the virtue of his
recommendations: the writing and mailing of extensive knowledge of the company’s affairs, can act as
shareholder’s proposals for the general meeting and/or a very competent and qualified employee of the company
shareholder’s bulletin should be recorded with a video and demonstrate a successful initiative, as a result of
camera. In this case, the registrar or other person which a closer collaboration between him and the
responsible for the registration of bulletins and general members of the board becomes possible. If this
meeting proposals would not be able to deny the receipt collaboration is possible, then the inclusion of the
of an empty letter. managing director to the board of directors should be at

An original copy of the proposal should be sent or least considered.
delivered in any way other than the original of the If the board of directors has a lot of independent
proposal. The original and the copies of the original directors in its ranks, then the company is more open and
should be marked with the same reference number and can gain more confidence among the investment funds
should contain the same proposal and the same passport and other prospective portfolio investors.
data of the candidates nominating for the management In order to enable a full participation of the
and supervisory positions. At best, each copy should independent directors in the activities of the board of
contain a reference to the total number of copies made for directors, it is important to establish a contact with mass
the document (e.g. total number of copies of the media. It will bring the necessary information to the
document with number). prospective and existing investors. The “independent”

This innovative approach to the handling of status of the members of the board should be monitored
proposals may help to avoid forged copies with content constantly and the membership of the newly dependant
or a reference number that differs from the original. As a or affiliated directors should be avoided (Table 2).
result of this, the rights of the shareholder are not violated Independent director and non-executive director are
and the proposal is added to the list of issues discussed two different terms that are in use today.
at the annual meeting. The purpose of such forged copy As the table above shows, the common feature of the
is to distract the recipient attention from the real content independent and non-executive director is that both of
of the proposal as it resembles the original proposal in them cannot participate in the corporate management. 
outward appearance. As a result of this, the receiving The comparative analysis (Table 3) allows us to
party may not add the proposal to the list of issues conclude that independent directors should have
discussed at the general meeting and violate the rights of necessary qualifications in order to resolve some more
the shareholders involuntarily-which is one of the complicated issues.
objectives of the greenmail. It is necessary that independent directors take part in

As pointed out by O.V. Osipenko [8], the authenticity the resolution of the issues related to the supervision and
of the signature is verified by the shareholder by means remuneration, but in no case in the decisions of the
of the notary certification. Alternatively, the signature can strategic importance to the company.
be verified during a phone call to the signee from the In order to establish an objective supervision we
corporate secretary. In this case, the corporate secretary recommend inviting non-resident independent directors
uses the phone number provided by the shareholder. The with a different country of origin to the board of directors.
board of directors and the managing director, representing A non-resident has a different mindset and cultural
the executive power single-handedly, play a very values. Such inclusion is only possible if the independent
important role in the corporate governance. We compared director in question is able to carry his point during the
negative and positive points of the inclusion of the board meetings and audit work.
managing director to the board of directors (Table 1) and There is hypothesis that says that the best
found out that there are approximately the same number independent director possible for any company should
of pros and cons. have an experience as a present or former managing

This is, of course, only some of the negative and director of another developed company. At any rate, if all
positive points of such inclusion. At the same  time, strategic decisions for another company were made by
every theoretical comparison and comparative analysis is him [9].
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Table 1: Negative and Positive Points of the Inclusion of Managing Director to the Board of Directors

Positive points: Negative points:

1. MD is more knowledgeable about the real factors that influence the company’s business; 1. Theseparation between strategic and executive management
2. The executive branch starts to show some initiative; is no more;
3. Establishment of closer cooperation between the board of directors and MD; 2. Some of the strategic decisions may benefit the MD, but
4. The decisions made jointly are executed better. not necessarily the company;

3. More complex and challenging issues which are at the same
time very important for the development of the company
will be left for the MD’s judgement.

Table 2: The Difference between Independent Director and Non-Executive Director

No NED: ID:

1 May be affiliated. May not be affiliated.
2 Cannot participate in the corporate management. Cannot participate in the corporate management.
3 May be financially dependent from the company’s business May not be financially dependent from the company’s business

(remuneration for the board membership is not included) (remuneration for the board membership is not included)
4 Can have more than 2% of voting shares. Cannot have more than 2% of voting shares.
5 May have more than 5 % of corporate stock. May not have more than 5 % of corporate stock.
6 Can be one of the relatives of the board member. Cannot be one of the relative of the board member.
7 Can be an employee of the company. Cannot be an employee of the company.

Table 3: Negative and Positive Points of the Inclusion of Independent Directors to the Board of Directors

Positive points: Negative points:

1. New and unconventional managerial decisions; 1. Lack of extensive knowledge about the company’s business;
2. Objective and independent opinions; 2. Potential infringement of confidentiality;
3. Added motivation for the managing directors to fulfil their commitments 3. Excessive attention to the minority holders;

to the company;
4. Independent motivation and control solution by the medium of audit 4. Restriction to the role of company’s “image-maker” with the lack of

committee and remuneration committee. real influence over the company’s affairs;
5. Lack of direct interest in the company’s business. 5. Affiliation of previously independent members of the board.

Table 4: Company Needs and Characteristics of the Independent Director

No Company needs: Characteristics of the Independent Director:

1 Entering international markets. Strong leader, good experience in intercultural communication (different for different
nations and cultures; e.g. if we plan to expand to Japan, then the leader should pass the
age qualification; if we plan to expand to Muslim countries, then the leader should be male).

2 Acquiring favourable attitude of the local government. High level of influence in the target political structures, he should be able to influence the
development of different issues in a way beneficial for the company.

3 Development of a highly competitive strategy. Managing director of another and successful company with an extensive experience of the
strategy development and implementation.

It is important to note that the characteristics of the will carry out all formal administrative and management
independent director are defined by the current needs of functions (legislation, provisions, acts, statutes and other
the company (Table 4). documents that regulate the activities of the company).

Companies that plan to expand to another country The board then creates an illusion of compliance with all
should take into account the legal system specific to the corporate standards and requirements.[10]
target country. The best practice of the corporate governance

The board of directors can be either formalized, or implies that the communication between strategic and
formalized and active in decision-making process. Some executive branch  is  provided  solely  by  the  corporate
companies have formalized board of directors. Such board secretary (Fig. 1, 2).
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Fig. 1: Corporate Secretary as a Part of Corporate Governance (simplified diagram)

Fig. 2: Interaction Between the Corporate Secretary Office and Shareholders, Board of Directors and Executive Branch

We recommend that the corporate executives are Corporate secretary is engaged in a close interaction
present during the meetings of the board of directors, as with the corporate governance committee. Corporate
it allows for a quick and effective definition of the governance committee, as a part of the board of directors,
questions of present interest. Today, an audio record is is responsible for the monitoring of the changes to
often made during the meetings of the board. It is legislation. The researchers today take into account the
important to note that the visual environment of the trends of modern business ethic and develop
meeting is sometimes very important too. Therefore, we advantageous methods of implementation of new
recommend making a video record in addition to audio principles as a part of corporate code of conduct,
record of the meeting. This innovation can be useful corporate code of governance, boards of directors charter,
during the subsequent analysis of the meeting results. regulations   for   the   committees   operations,  corporate
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charter and other inside documents. Corporate corporate conduct assisted in establishing of a German
governance committee is responsible for tackling the corporate governance model. The local conditions,
issues attributable to the general meeting of shareholders- however, do not allow for a full-scale development of this
while taking into account the shareholders’ interests-as model, as the labour collectives are not represented in
well as the issues related to reorganisations, mergers, real-world scenarios. It is possible that in the future
takeovers and spin-offs, as well as defining the status of Russian corporate governance will allow representatives
the board members and interaction with business units of the labour collectives to join the board of directors. 
and associated companies. The establishment of multinational corporations is

, GMS-General meeting of shareholders; CS- one of the main corporate governance trends today. In
corporate Secretary; BD-Board of Directors; CBD- this case, the producing sector is positioned in the
Chairman of the Board of Directors; C1, C2, C3- developing countries such as China, India, or Korea.
Committees of the Board of Directors; CC1, CC2, CC3- The structure of the board of directors is directly
Chairmen of the Committees of the Board of Directors; M- related to the performance of the corporate government
Management; M1, M2, M3-Managers. model.

One of the ways to optimize the whole system is to It is important to take into consideration the mission
include the chairman of the board to all the committees of the company and the scope of its activities while
related to the board. The chairman then will act as a organizing the board of directors. Corporate secretary can
communication agent between these committees which play an important role in its operations. In order to create
will ensure that their work is well coordinated. an effective corporate governance model, the structure of

Functions of the corporate secretary as a part of the the board of directors should reflect the shareholding
board of directors: structure.
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