Corporate Ownership & Control / Volume 3, Issue 3, Spring 2006

CORPORATE
OWNERSHIP & CONTROL

Editorial Address:

Assistant Professor Alexander N. Kostyuk
Department of Management & Foreign Economic
Activity

Ukrainian Academy of Banking of National Bank of
Ukraine

Petropavlovskaya Str. 57

Sumy 40030

Ukraine

Tel: +38-542-288365

Fax: +38-542-288365

e-mail: alex_kostyuk@mail.ru
alex_kostyuk@Uvirtusinterpress.org

WWW.virtusinterpress.org

Journal Corporate Ownership & Control is published
four times a year, in September-November, Decem-
ber-February, March-May and June-August, by
Publishing House “Virtus Interpress”, Kirova Str.
146/1, office 20, Sumy, 40021, Ukraine.

Information for subscribers: New orders requests
should be addressed to the Editor by e-mail. See the
section "Subscription details".

Back issues: Single issues are available from the
Editor. Details, including prices, are available upon
request.

Advertising: For details, please, contact the Editor of
the journal.

Copyright: All rights reserved. No part of this publi-
cation may be reproduced, stored or transmitted in

any form or by any means without the prior permis-
sion in writing of the Publisher.

Corporate Ownership eI Control

ISSN 1727-9232 (printed version)
1810-0368 (CD version)
1810-3057 (online version)

Certificate Ne 7881

Virtus Interpress. All rights reserved.

”
NTERFPRESS
VIRTUS,

KOPIIOPATUBHASI
COBCTBEHHOCTDb 1 KOHTPO/b

Anpec pegakuuu:

Aunexkcanap Hukonaesuu Koctrok

JIOLIEHT KadeIpbl YIpaBICHHS 1 BHEIIHE-
YKOHOMHUYECKOH JEATENHHOCTH
YkpauHcKkas akaieMus 0aHKOBCKOTO Jieia
HanmonansHoro 6anka YKpauHbl

yi1. [lerponaBioBckast 57

r. Cymsl

40030 Ykpauna

Teun.: 38-542-288365

daxc: 38-542-288365

i1 moyta: alex_kostyuk@mail.ru
alex_kostyuk@virtusinterpress.org

Www.virtusinterpress.org

Kypnan "KopmopatuBHas COOCTBEHHOCTH M KOH-
TpoJb" HW3MaeTCs YeThIpe pa3a B TOJ B CEHTAOpe-
HosiOpe, JnekaOpe-deBpane, MapTe-Mae, HIOHE-
aBrycre usjareiabckum aoMoM Buptyc MHTepnpecc,
yi. Kuposa 146/1, r. Cymsr, 40021, YkpauHa.

HUngpopmayus 0ns noonucuuros: 3aka3 Ha MOMIITUCKY
CITEIyeT afpecoBaTh PelakTopy KypHaia 10 3JIeK-
TPOHHOM MOYTE.

Omoenvuble HOMepa. 3aKa3 Ha TPUOOpPETEHHE OT-
JIeNIbHBIX HOMEPOB CJIeNyeT HampaBisiTh Penakropy
KypHasa.

Pasmewenue pexnamor: 3a uadopmaruein odparaii-
Tech k Penakropy.

Ilpasa na xonuposanue u pacnpocmpanenue: KOIH-
pOBaHUe, XpaHEHUE U PACIIPOCTPAHCHUE MATEPHATIOB
KypHaja B 000N (hopMe BOSMOXKHO JIUIIE C IIHChH-
MEHHOTO0 paspeurenust U3aaTenscraa.
Kopnopamusnas cobcmeennocms u KOHMPoAb
ISSN 1727-9232 (meuatHast Bepcusi)

1810-0368 (Bepcusi Ha KOMITAKT-AUCKE)

1810-3057 (3eKTpOHHAS BEPCHS)

Csuaerensctso KB 7881 or 11.09.2003 r.

Bupmyc Humepnpecc. JIpasa 3auumens.

@



Corporate Ownership eI Control / Volume 3, Issue 3, Spring 2006

PEOAKUMOHHBLIUA COBET

Aunexcandp Koemrwx, x.3.H., YKkpauHcKkas akagemus 6aHKkoBckoro aena (Ykpauna) - ['mas-
HBII peaKkTop;

Csp Ameopone Baiin, 1.3.1H., npod., mpe3uneHT u npopektop Koponesckoro yHusepcuteTa
(BenukoOpuTaHusi) - MOYESTHBIN WieH PelakIMOHHOTO COBETA,
Cap Amepgppu Oysn, 0.3.1H., npod., JIoHnoHCKas MmKOoIa SKOHOMHKH (BennkoOpuranus) -
MIOYETHBIN uieH PegakimoHHOro coBeTa,;
Maiixn Awmeercen, n.3.1., mpod., I'apBapackast mkona 6usneca (CLLA) - moyeTHbIH wieH
PenakunonHoro cosera,

Cmegparn Assuc, 1.5.1., npesnnent komnanun Davis Global Advisors, Inc. (USA); Bpadern Yegpgurne,
1.3.H., npod., KemOpmmxckuit ynusepcuter (BemmkoOpuranus), beprapd buask, n.3.H., 1pod.,
Crandopackuit yausepcutet (CILUA); Cumon Auxun, n.3.H., ipod., 3aB. Kaheapoil KOPIOpaTuBHOTO
ylpaBiIeHus, IKosna OusHeca, KemOpmmxckuii yHuepcuter (BemmkoOpuranus); Assud Epmax,
1.9.H., mpod., yausepcuret Hero-Mopka (CIUA); Honemeu Kum, 1.5.H., 3aMECTUTEIb eKaHA MIKOJIBI
MeK/TyHApOHBIX OTHOIIEHH , yauBepcuteT Vonceit (IOxuas Kopes); Awmedgpu Hemmep, n.o.1.,
npod., kadenpa 6GaHKOBCKOTO Jena 1 (puHaHCOB, Koyutek OusHeca Teppu, yHuBepcureT [>KOpIoKum
(CIOA); An Pamecu, n..4H., upod., MensOypuckuit yuusepeurer (ABcrpanus); Awworaman Badime,
aupextop kommnanuu Institutional Design (BennkoOpuranus); ~1uy Aswyrxai, 1.3.H., npod., 3aMecTH-
Tenb aupektopa MHcruryra npaBa Kuraiicko axamemun Hayk (Kwurait); Aowornaman Meicu, n.3.1.,
npod., TMPEeKTOp YIeOHBIX MIPOTPAMM II0 NPaBY M IKOHOMHKE HIKOJIBI ITpaBa KopHenbckoro yHuBep-
cuteta (CHIA); Pobepm Maxlu, n.3.H., npod., IpopeKkTop IIKOIBI OM3HEca, yHHMBepcHTeT Bappu
(CIOA); Puanrna Ecosep, OCIOP, nemapraMeHT KopropaTuBHOro ynpasnenus (Ppanuns); Asexcarnop
Aox, n.5.H., ipod., Harmonaneueiii yausepcurer Cunranypa (Cunramnyp); Anus Llusdacanu, n.53.4.,
npod., mkona 6usHeca Kenan-®narep, yausepcuter CeepHoit Kapomuusl (CIUA); Pado boxunx,
a.3.H., npod., Jlrobmsuckuii yausepcurer (Cnosenust); I appu Bpoomar, 10.3.H., TIaBHBIH S5KOHOMUCT
Muposoro 6anka B EBpone u Llentpansuoit Asun (CIIA); Podossgpo Anpeda, 0.3.1., mpod., yHUBEp-
cutet Jlecema (Aprenruna); Awdpea Meaue, n.5.1., npod., yausepcurer Kambsapu (Uramns); Xacen
Aundumadm, peKTOp MKOIBI MEHeMKMeHTa, yHUBepcuteT Kapncpye (I'epmanus); Xyuo I lurdado,
A.3.H., npod., yHuBepcuter Canamanka (Ucmawmus), [lemp Tamosuw, n.3.H., mpod., I'manbckuit
UHCTHUTYT HccienoBanuii peiHka ([Tonbria); Hmp I'aoxoym, n.3.H., mpod., yausepcurer Kpebeka
(Kananma); Buxmop Mendec, n.».H., xadenpa skoHomukn yruBepcurera Ilopry (ITopryraimms);
Anexcandp Kparoscxus, ynpasnsronmii komnanueit Ukraine Investment Advisors, Inc. (CLIA); I lemzp
Muxasu, n.3.1., npod., xkapeapa sxonomuku, LlenrpansHo-EBponetickuii yHusepcurer (Benrpusi);
Boasgpearne Apobey, n.3.1., npod., bazensckuit yausepcurer (ILLBettnapus); Awer Yern, n.3.1., npod.,
nupektop LleHTpa KopropaTuBHOTO yHpaBleHUS B pa3BHBAIOIIUXCS CTpaHax, yHUBepcuteT Croppeit
(Benukxobpuranus); Kraye 1yesep, n.3.H., mpod., kadeapa >KoHOMHKH, BeHckuii yHHBepcuTer
(ABctpus); Awmdap Kapamu, n.3.H., mnpod., ynusepcutrer Yembca (BemuxoOpuranus), Kapemen
Cnpenzep, xadenpa sxoHOMUKN U OnsHeca, yHuBepcuteT [Tomney ®abdpa (Mcnauns); Top Ipurcon,
I.3.H., npod., OmsnHec-mkona Aapxyc (Manus); Hopsarso Huemegoopd, n.3.H., npod., KOIIESIK
bupx6ek, Jlonnonckuii ynusepcuter (BemukoOputanus), Awon Hpas, 1.3.H., mpod., TUPEKTOP
Wnucruryra uccnenosanus 3ansroctu (CIUA); Tow Kupxmaiiep, n.3.H., npod., JIonnoHCKas MmKona
skoHOMUKH (BemukoOpuranus); Teodop Dayme, n.e.H., mnpod., DpaHKYpTCKHH YHHBEPCHTET
(Tepmanus); Amyaun Dacmon, 0.5.1., npod., yausepcuter Lientpansroit @nopunst (CILHA); Aervup
Enep, n.3.1., mpod., USAID (bocuus u I'epuerosuna); Mapmun Kowdion, n1.3.1., npod., BapToHckas
mkouna 6usneca (CILUA); Awmsgp Cmanadon, 0.3.1H., npod., MensOypHCKHil yHUBEpCUTET (ABCTpanus);
Eeseernuti Pacmopeyes, Vicnonusionmii MeHepKep, M3aTensckuil oM «Buptyc Muteprpece» (Vk-
pauHa).

” @

NTERPRESS
VIRTUS,



Corporate Ownership eI Control / Volume 3, Issue 3, Spring 2006

EDITORIAL

Dear readers!

This issue of the journal is devoted to the issue of corporate ownership that is originated from the
title of our journal. We tried to consider the issue of corporate ownership from various positions. A
focus was done toward the markets of different countries and regions such as Asia and Europe, Ca-
nada, the USA, UK and others. Authors of the papers on corporate ownership made their utmost to
deliver the new findings to the reading audience.

The very progressive element of the research on corporate ownership presented in the journal is a
very thorough comparative analysis of corporate ownership structure in various countries both deve-
loped and developing. That gives a new incentive to investigate the issue of corporate ownership
more.

Besides that we introduce you papers on such challenging issues in corporate governance as corpora-
te control with application to European countries, corporate governance and financial system with
application to Japan, employee stock options, mergers and acquisitions and few others. We expect
that these papers will be interesting for you and make you consider an opportunity to submit a pa-
per to the journal.

A special section on corporate governance in a particular country is devoted to Germany. The papers
published in this section concerns the major direct impacts of SOX on the European Union (EU) and
Germany as a Member State, the importance of corporate governance for growth companies, derives
specific requirements for them and evaluates the corporate governance quality for companies listed
on Tec-Dax, the financial impact of initial IFRS adoption on the statement of changes in equity and
the income statement of German companies. All these issues are on the forefront of corporate gover-
nance in Germany.

“Practitioner’s corner” narrates on the research of the corporate board practices. Special attention is
paid to the issue of the director independence. Moreover, this is a detailed analysis of factors influen-
cing the board composition.

We hope that you will enjoy the journal content and join the author or subscriber groups of our
journal.

®
NTERPRESS
VIRTUS,



Corporate Ownership I Control / Volume 3, Issue 3, Spring 2006

CORPORATE OWNERSHIP & CONTROL

Volume 3, Issue 3, Spring 2006

CONTENTS

Editorial 5

SECTION 1. ACADEMIC INVESTIGATIONS AND CONCEPTS

Corporate control and relationship finance by banks or by non-bank institu-
tional investors? A review within the theory of the firm 10

Ettore Andreani, Doris Neuberger

In continental Europe, banks are more and more replaced by non-bank institutional investors in the
financing and control of firms, which may imply a shift from relationship finance with insider control
to arm’s length finance with outsider control. However, non-bank institutional investors may develop
relationships with firms similar to the traditional long-term bank-firm relationship, providing substi-
tutive services. The present paper differentiates between relationship banking and relationship in-
vesting within the theory of the firm and reviews the financial and corporate control services pro-
vided by both arrangements.

The Financial System and Corporate Governance in Japan 28
Mitsuaki Okabe

Corporations may be said to be engines of any market economy and their proper behavior is a key to
economic, hence human, security. This paper argues that one of the most important causes for the
prolonged period of recessions of the Japanese economy in the 1990’s is deeply rooted in the long-
established financial structure of the economy and in the closely related issue of corporate governan-
ce. Although Japanese corporations have been traditionally understood that their activities are moni-
tored and governed by “main banks,” this framework has been changing over the last 10-15 years
toward corporate governance driven by pressure from capital markets.

Managerial Discretion in Non-Profit Organizations: an Application to
Spanish Work Accident Mutuals 40

Eugenia Suarez Serrano

This paper explores the problems of managerial discretion in the non-profit sector, with special con-
sideration to Spanish Work Accident Mutuals (MATEPS). Firstly, from Transaction Costs, Property
Rights and Agency perspectives, the economic rationale of mutuals is analyzed, paying particular
attention to MATEP’s peculiarities and incentives in terms of competition, regulation and ownership.
Subsequently, the effectiveness of governance mechanisms is discussed, showing that the status quo
leaves excess power in the hands of the managers of these organizations.

Employee Stock Option Exercises - an International Analysis 50
Steven Balsam, Richard Gifford

In this paper we use a proprietary data set that consists of all stock option grants and exercises for a
Fortune 100 multinational corporations from 1990 to 1999 to show that the exercise patterns of
employees varies across countries. When we examine the variables overall exercise responds to we

4



Corporate Ownership eI Control / Volume 3, Issue 3, Spring 2006

find evidence that the variables vary with culture, e.g., in general patterns in English speaking count-
ries appear to be comparable, but not so for other countries. We found it also varies across countries.

Mergers and Acquisitions: a Review of the Literature 56
Raymond A. K. Cox

This paper is a selected literature review of the theories and empirical evidence on mergers and ac-
quisitions. Initially, the fundamental factors, and the underlying theories, causing mergers is explo-
red. Subsequently, the empirical evidence is examined on: (1) the operating performance of the ac-
quirers and the acquired firms before and after the merger, (2) stockholder wealth impact, (3) form of
payment used to complete the acquisition, (4) conglomerate mergers, and (5) corporate governance
affecting the firm’s ownership and control.

SECTION 2. CORPORATE OWNERSHIP

The Asian crisis and corporate governance
- ownership structure, debt financing, and corporate diversification 61

Masaharu Hanazaki, Qun Liu

Based on firm-level analysis, this paper suggests that ownership concentration enabling controlling
shareholders to expropriate other shareholders; fund raising through debt that is short of effective
monitoring by creditors; and inefficiency caused by the ill effects of diversification are all associated
with significantly worse performance during the Asian crisis. The region’s predominant governance
structure, characterized by family control and conglomerates, was considered a factor in its miracu-
lous economic development but has been seen since the crisis as the origin of crony capitalism.

Ownership structure and expropriation in stock exchange listed firms 80

Yoser Gadhoum, Jean-Pierre Gueyié¢, Mohamed Hentati

This paper analyses firms’ ownership structure and corporate governance in seven countries, with an
emphasis on stock exchange listed firms. This focus is, in our view, important because these firms are
more representative of the economies of countries included in our sample. Our results indicate that in
Canada, Europe and East-Asia, ownership structure is highly concentrated. In the U.S., firms’ owner-
ship structure is more diffuse. Being listed on the stock exchange can explain the firm’s ownership
structure.

Agency Costs, Ownership Structure, and Corporate Governance in Pre- and
Post-1po Firms 89

Wallace N. Davidson 111, Amani Khaled Bouresli, Manohar Singh

Following the approach in Ang, Cole, and Lin (2000), we estimate the impact of CEO ownership on
agency costs in pre-1PO firms and again in the post-1PO period when they have become publicly tra-
ded companies. We find that CEO ownership is large in both the pre and post-1PO firms. Greater
CEO ownership is associated with lower agency costs both before and after the 1PO, and CEO ow-
nership in these firms seems to dominate all other agency control mechanismes.

Ownership Structure, Large Inside/Outside Shareholders, and Firm Perfor-
mance: Evidence from Canada 97

Eduardo Schiehll

This study gathers additional evidence on the association between ownership concentration and firm
performance, as measured by the firm’s Q ratio. | examine whether direct and indirect monitoring on
the part of large shareholders has an impact on the association between ownership concentration and
firm performance. Along with the distinction between large inside and outside shareholders, this
study also investigates whether concentration of voting rights is associated to firm performance, and
whether the identity of the owner affects this association.



Corporate Ownership I Control / Volume 3, Issue 3, Spring 2006

SECTION 3. NATIONAL PRACTICES OF CORPORATE
GOVERNANCE: GERMANY

Extraterritorial Impacts of the Sarbanes-Oxley Act on External Corporate
Governance — Current Evidence from a German Perspective 113

Axel Haller, Jirgen Ernstberger, Christian Kraus

The paper analyzes the major direct impacts of SOX on the European Union (EU) and Germany as a
Member State. The focus of the analysis is on rules concerning external corporate governance in-
struments. Additionally, the paper investigates whether the contemporary regulatory activities in the
EU and Germany concerning external corporate governance can be explained as indirect institutional
consequences of SOX. The paper demonstrates that several rules of SOX quite obviously served as a
model for the EU regulatory activities. The same phenomenon can be observed for the new German
regulations of external corporate governance.

Corporate governance of German growth companies.
Empirical analysis of the corporate governance quality and the
structure of supervisory boards of companies listed on TEC-DAX 127

Alexander Bassen, Maik Kleinschmidt, Christine Z6llner

This article analyses the importance of corporate governance for growth companies, derives specific
requirements for them and evaluates the corporate governance quality for companies listed on Tec-
Dax. Growth companies’ characteristics imply a comparatively high importance of corporate govern-
ance due to a high level of business and agency risk. The empirical results imply a high conformity of
the Tec-Dax companies with the GCGC criteria with some exceptions for specific companies and cri-
teria.

Voluntary Adoption of IFRS in Germany: A Regulatory Impact Study 138
Soledad Moya, Ester Oliveras

The purpose of this paper is to analyse the financial impact of initial IFRS adoption on the statement
of changes in equity and the income statement of German companies. The results are that the impact
of initial adoption of IFRS was, both individually and overall, significant. In relation to the specific
sectors analysed, impact is also relevant, although not as much as in DAX companies, but differs bet-
ween the sectors.

SECTION 4. PRACTITIONER’S CORNER

How independent should the board be? Corporate board structure
from a voting perspective 148

Haiying Huang

This paper proposes a model of corporate voting in which private information and individual prefe-
rences of board directors drive the board decisions. The optimal board structure and optimal firm
value are solved numerically and their dependence on director and firm characteristics are studied.
The optimal board structure is determined by outside and inside directors' relative informedness
about the firm, insiders' bias, outsiders' advisory ability as well as the characteristics of the projects
that the firm have. Voting rules other than the majority voting rule are considered. It is found that the
majority rule often is not the optimal rule and it is optimal for a firm to have more inside directors
while adopting a tougher voting rule.

SECTION 5. CORPORATE WORLD NEWS

Reported by Alex Kostyuk 157

Instructions to authors/Subscription details
158



