
Emiliano	DI	CARLO,	Ph.	D.	
Professor	in	Business	Administra.on	
dicarloe@uniroma2.it	

Course	of		

Courses	of:	
Fundamentals	of	business	(ENG)	
Corporate	governance	(ENG)	
Economics	of	business	groups	(ITA)	
Finance	and	governance	of	business	groups	(ITA)	
Social	responsibility	and	reputaJon	(ITA)	 347	

"Tor	Vergata"	University	of	Rome	

Emiliano	DI	CARLO	

Part	Three	–	Business	groups	governance	

Course	of	Corporate	Governance		

Department	of	Management	and	Law	

Part	three:	Business	groups	governance	

•  Chapter	VIII:	Business	groups	
•  Chapter	IX:	Pyramids	and	the	separa3on	between	control	and	

direc3on	of	non-financial	Italian	family	companies	

•  Chapter	X:	Related	party	transac3ons	and	separa3on	between	
control	and	direc3on	in	business	groups:	The	Italian	case	

Chapters	of	Part	Three	
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From	the	stand	alone	firm	to	the	business	groups	
	

Holding Alfa 

“A” “C” “B” 
100%	 60%	 95%	

Each	legal	enJty	of	the	group	has	a	board	of	directors	

Four	legal	enJJes	

Exis7ng	literature	is	full	of	evidence	that	business	group	
firms	behave	differently	from	stand-alone	firms	
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Fiat	CorporaJon	Fiat	Group	

2008	
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Business	group	definiJons	
Classifica3on	of	firm	networks	

Firm	networks	

Business	group	 Other	Firm	networks	
(parts	suppliers,	sub-contractor,	franchising,	

tech	alliances)		

Two	or	more	legal	
enJJes	designed	to	
provide	goods	and/or	

services	

Under	
common	
control	

CharacterisJcs	of	the	business	group	
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Our	concept	of	business	group	-	IAS	27	(Consolidated	and	separate	
financial	statements)	–	Key	definiJons	
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Business	group	structures	
Simple	structure	

A 

B 

Business	group	with	a	
simple	structure	

A B 

C 

D 

E 
A 

B C D E 
= 

Business	group	with	a	
simple	structure	
(star	or	comb)	

353	

"Tor	Vergata"	University	of	Rome	

Emiliano	DI	CARLO	

Part	Three	–	Business	groups	governance	

Course	of	Corporate	Governance		

Department	of	Management	and	Law	

Business	group	structures	
Legal	en33es	map	of	Schiapparelli	group	

Board	of	the	
holding	
company	

Subsidiaries	
boards	
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Legal entities map of 
Geox group  
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Business	group	structures	
Business	group	with	complex	structure	

A 

B 

Group with direct 
and indirerc control 

Group with different levels of 
grouping 

C 

A 

B 

C C 

B 

C 
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De	jure	indirect	control	(of	A	over	C)	

De	facto	indirect	control	(of	A	over	C)	

A	

C	B	

51%	 41%	

30%	

A	

C	B	

51%	 20%	

15%	

(51%	*	30%)	+	41%	=	56,3%	

(51%	*	15%)	+	20%	=	27,65%	

72,35%	is	dispersed		

De	jure	and	de	facto	indirect	control	
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Direct	and	indirect	investments	

H	

A	 B	

C	 D	

G	F	

E	

I	

80%	 99%	

60%	 70%	 51%	

40%	 51%	 20%	

Direct 
investments 

(voting rights) 

Indirect 
investments 
(cash flow 

rights) 
Firm Majority Minority Majority Minority 

H 100% 0 100% 0 
A 80% 20% 80% 20% 
B 99% 1% 99% 1% 
C 60% 40% 48% 52% 
D 70% 30% 56% 44% 
E 51% 49% 50,5% 49,5% 
F 40% 60% 22,4% 77,6% 
G 51% 49% 28,6% 71,4% 
I 20% 80% 10,1% 89,9% 
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What are the the cash flow 
rights  and the voting rights 
that Targetti owns in Tivoli?  

What are the the cash flow 
rights  that Giampaolo 
Targetti owns in Tivoli?  
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Sub H “Beta” 

“A” “C” “B” 

Sub H “Gamma” 

“D” “F” “E” 

Holding “Alfa” “Alfa” Group 

“Beta” sub-group “Gamma” sub-group 

Holding or parent 
company 
(headquarters) 

Sub- holding 

Subsidiaries 
(O1, O2, etc.) 

Ultimate owner 

9	legal	en..es,	one	group,	two	sub-groups	
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Bridgestone 
Corporation Tokyo 

Bridgestone 
Americas 

Holding, Inc. 

Bridgestone 
Europe NV/SA 

Pacific Ring  

Region Sub holdings 

Region	 Region	 Region	

headquarters headquarters headquarters 
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- Bridestone North 
American Tire, LLC 100% 
- BFS Retail & Commercial 
Operations, LLC 100% 
- BFS Diversified Products, 
LLC 100% 
- Morgan Tire & Auto, Inc 
64,4% 
- Bridgestone APM 
Company 100% 
- Bridgestone Aircraft Tire 
(USA), Inc 100% 
- Bridgestone Argentina 
S.A.I.C. 100% 
- Bridgestone do Brasil 
Industria e Comercio Ltda. 
100% 
- Bridgestone Chile, S.A. 
89,7% 
- … 

- Bridgestone Aircraft Tire 
(Europe) S.A.  100% 
- Bridgestone France S.A. 
100% 
- Bridgestone Deutschland 
G.m.b.H. 100% 
- Bridgestone Italia S.p.A. 
100% 
- Bridgestone Benelux B.V. 
100% 
- Bridgestone Finance Europe 
B.V. (in Netherlands) 100% 
- Bridgestone Poland  Sp.z o.o 
100% 
- Bridgestone Portugal Lda. 
100% 
- Bridgestone C.I.S. L.L.C. 
100% 
- Bridgestone Hispania S.A. 
99,7% 

-   Bridgestone cycle Co., Ltd. 
100% 

- Bridgestone Flowtech 
Corporation 100% 
- Bridgestone Elastech Co., Ltd 
100% 
- Bridgestone Kaseihin Seizo 
Corporation 100% 
- Bridgestone Sports Co., Ltd 
100% 
- Asahi Carbon Co., Ltd 99,4 
- Bridgestone Finance 
corporation 100% 
- Bridgestone Tire Hokkaido 
Hanbai K.K 100% 
- Bridgestone Tire Tokyo Hanbai 
K.K 100% 
- Bridgestone Tire Chubu 
Hanbai K.K 99,7% 
- Bridgestone Tire Osaka … 

Bridgestone 
Americas 

Holding, Inc. 

Bridgestone 
Europe NV/SA 

Pacific Ring  
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The Keiretsu is a 
set of companies 
with interlocking 
business 
relationships and 
shareholdings. It 
is a type of 
business group. 
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Business	group	structures	
The	listed	business	group	

	

Bianchi	and	Bianco	(2006)	
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Listed companies 
in Caltagirone 
group 
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From	the	single	legal	enJty	to	the	business	groups	
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From	the	single	legal	enJty	to	the	business	groups	
	

Holding Alfa 

“A” “C” “B” 
100%	 60%	 95%	

Each	legal	enJty	of	the	group	has	a	board	of	directors	

One	economic	enJty	composed	by	four	legal	enJJes	
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From	the	single	legal	enJty	to	the	business	groups	
Economic	en3ty	and	azienda	

ECONOMIC	ENTITY	 AZIENDA	
Boundaries	of	the	 Boundaries	of	the	

=	

369	
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Who is the ultimate 
owner of Esedra? 
Who is the ultimate 
controlling party of 
DMF Ltd (Cina)?  
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IAS	27	(Consolidated	and	separate	financial	statements)	–	Key	
definiJons	
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MulJdivisional	structure	

Corporate 
Managers 

CEO 

Divisional   
Managers 

Senior VP 
Marketing 

Senior VP 
Finance 

Senior VP 
Materials   
Management 

Senior VP 
Research and 
Development 

Functional   
Managers 

Corporate Headquarters Staff 

Division B 

Support functions 

Division D 

Support functions 

Division A 

Support functions Support functions 

Division C 

Legal	
boundaries	

One	legal	
en7ty	

One	
financial	

statements	
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Business	group	with	a	MulJdivisional	structure	

Corporate 
Managers 

CEO 

Divisional   
Managers 

Senior VP 
Marketing 

Senior VP 
Finance 

Senior VP 
Materials   
Management 

Senior VP 
Research and 
Development 

Functional   
Managers 

Corporate Headquarters Staff 

Division B 

Support functions 

Division D 

Support functions 

Division A 

Support functions Support functions 

Division C 

Legal	
boundaries	

Five	legal	
en77es	

Five	separate	
financial	

statements	

One	
consolidated	
financial	

statements	
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Business	group	with	a	MulJdivisional	structure	

Corporate 
Managers 

CEO 

Divisional   
Managers 

Senior VP 
Marketing 

Senior VP 
Finance 

Senior VP 
Materials   
Management 

Senior VP 
Research and 
Development 

Functional   
Managers 

Corporate Headquarters Staff 

Division B 

Support functions 

Division D 

Support functions 

Division A 

Support functions Support functions 

Division C 

Legal	
boundaries	

Five	legal	
en77es	

Five	separate	
financial	

statements	

One	
consolidated	
financial	

statements	
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Business	group	with	a	MulJdivisional	structure	

Corporate 
Managers 

CEO 

Divisional   
Managers 

Senior VP 
Marketing 

Senior VP 
Finance 

Senior VP 
Materials   
Management 

Senior VP 
Research and 
Development 

Functional   
Managers 

Corporate Headquarters Staff 

Division B 

Support functions 

Division D 

Support functions 

Division A 

Support functions Support functions 

Division C 

Often, separate 
legal entities 
are created to 
invest directors 
with 
responsibility 
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Stakeholders	of	the	firm	and	stakeholders	of	the	business	group	
The	business	group	is	not	a	single	legal	en3ty	

Sub H “Beta” 

“A” “C” “B” 

Sub H “Gamma” 

“D” “F” “E” 

Holding “Alfa” 

Suppliers 

Shareholders 

Lenders 

Customers 

Government 

Alfa Group 

Dependent 
Beta Group 

Dependent 
Gamma Group 

Shareholders 
Customers Lenders 

Government 

Suppliers 

Shareholders 
Customers Lenders 

Suppliers 

Government 
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Suppliers 

Shareholders 

Lenders 

Customers 

Government 

Suppliers 

Shareholders 

Lenders 

Customers 

Government 
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“Imagine,	for	example,	that	you	are	a	director	of	a	wholly-owned	
subsidiary.	You	suspect	that	the	parent	company	wants	to	loot	
the	subsidiary	or	have	the	subsidiary	engage	in	various	
sweetheart	deals	with	the	parent	in	order	to	improve	the	parent's	
boVom	line.'	What	should	you	do?	You	certainly	have	a	fiduciary	
duty	to	the	parent.	But	you	also	have	a	duty	to	the	wholly-owned	
subsidiary	as	an	en7ty.'	In	addi7on,	you	may	(depending	on	the	
circumstances)	have	du7es	to	the	subsidiary's	creditors,	as	well	as	
certain	government	regulators.	Finally,	the	interests	of	other	
cons7tuencies	may	need	to	be	considered...	

Subsidiary’	board	dilemma	
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…You	are	faced	with	a	dilemma.	You	can	either:	serve	the	parent	
and	risk	being	sued	by	creditors,	regulators	and/or	other	
cons7tuencies;	serve	the	subsidiary	and	risk	being	sued	and/or	
fired	by	the	parent;	or,	you	can	quit.	Where	shall	you	look	for	
guidance?	This	is	obviously	an	important	area	of	the	law	…”	

	

Subsidiary’	board	dilemma	
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The	role	of	subsidiary	boards	in	mulJnaJonal	enterprises	

Direct	control	
Dual	repor7ng	
Advisory	Board	
Local	Board	
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The	role	of	subsidiary	boards	in	mulJnaJonal	enterprises	
	

The	four	models	proposed	are	the	following:		
1.  Direct	Control:	the	parent	board	governs	the	subsidiary,	while	the	local	

board	is	a	mere	compliance	board	with	no	responsibili7es	other	than	
those	required	by	law;	

2.  Dual	repor7ng:	there	are	both	a	local	board	and	a	parent	board	governing	
the	subsidiary,	with	the	local	CEO	facing	a	dual	repor7ng	line	(i.e.	to	the	
local	board	and	to	the	parent	management	structure);	

3.  Advisory	Board:	the	parent	company's	management	solely	undertakes	the	
subsidiary's	corporate	governance	but	it	is	assisted	by	a	local	advisory	
board	when	greater	local	market	knowledge	is	relevant;	

4.  Local	board:	the	local	board	is	legally	cons7tuted	and	governs	the	
subsidiary	with	full	autonomy.	In	this	model	the	parent	only	acts	as	a	
shareholder.		
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The	role	of	subsidiary	boards	in	mulJnaJonal	enterprises	
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The	role	of	subsidiary	boards	in	mulJnaJonal	enterprises	
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Within	a	business	group	control	is	separated	from	management	
when	the	parent	company	delegates	the	exercise	of	the	decision-
making	power	to	the	boards	of	its	subsidiaries.	

Subsidiary	autonomy	can	be	defined	as	the	decision-making	rights	
that	are	granted	by	the	parent	(Gammelgaard	et	al.,	2012).	A	
subsidiary	possesses	high	autonomy	when	it	exercises	the	power	
to	direct	the	opera7onal	and/or	strategic	decisions.	Low	
autonomy	arises	when	the	parent	largely	makes	such	decisions.		

SeparaJon	between	control	and	direcJon	in	business	group	
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RPTs	are	those	transac7ons	that	the	firm	engages	with	its	subsidiaries,	parent	
company,	associates,	managers,	directors	and	majority	shareholders,	as	well	as	their	

close	rela7ves	(IAS	24,	2009).		

IAS	24	provides	guidance	on	the	disclosure	of	transac3ons	with	
related	par3es	in	the	financial	statement	

What	are	the	related	party	transacJons	
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B 

Mr. Rossi  

Rossi’s son 
Rossi’s wife 

C 

C1 C2 

E 

CEO 

60% 

70% 

H 

D 
100% 

Related parties of the group: “H”, “C”, “C1” e “C2” 
Related parties external to the group: Mr. Rossi, Mr. Rossi’s son, Mr. Rossi’s wife, “D”, “E”, “B” 
Unrelated party: “G” 

56% 90% 

Ownership ties 
Personal ties 

80% 

G 

30% 

Alfa Group 

Minorities of Alfa group: 20% in H, 40% in 
C, 44% in C1, 10% in C2  

Internal	and	external	related	parJes		
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Font: Form 20-F (2003) Fiat group 

Example	of	directors’	related	party	transacJons	in	Fiat	group,	
disclosed	in	the	financial	statements	
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Related	party	transacJons	(internal	and	external)	

Sub H “Beta” 

“A” “C” “B” 

Sub H “Gamma” 

“D” “F” “E” 

Holding “Alfa” 
Alfa Group 
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The	pyramidal	business	group	is	one	of	the	more	common	features	of	
ownership	structure	in	con7nental	Europe.	This	is	an	organiza7onal	
arrangement	in	which	a	holding	company	at	the	top	owns	shares	in	
subsidiaries,	which	in	turn	have	subsidiaries	of	their	own.	The	
subsidiaries	at	the	boVom	of	the	pyramid	are	also	called	opera7ng	
companies,	while	those	at	intermediate	levels	are	known	as	subholding	
companies.	

A	family	that	controls	51%	of	a	listed	corpora7on	that	controls	51%	of	
another	that	controls	51%	of	yet	another	and	so	on	actually	owns	only	
0.51n	of	the	corpora7on	n	7ers	down	the	in	pyramid,	with	the	
remained	of	each	corpora7on	financed	by	public	or	minority	
shareholders	

	

Pyramids	and	the	separaJon	between	ownership	and	control	
Defini3on	
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Morck, 2004 
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Tunneling	and	propping	

Tunnelling:	is	defined	as	the	transfer	of	assets	and	profits	out	of	

firms	for	the	benefit	of	their	controlling	shareholders.	

Propping:	 Internal	 capital	 markets	 are	 used	 to	 save	 firms	 from	 failure	 during	

especially	moderate	negaJve	economic	shock	periods.		

q  Funds	 in	 profitable	 firms	 or	 resources	 brought	 by	 large	 shareholders	 are	

transferred	to	firms	that	are	in	distress	to	save	them.		

q  The	short	term	costs	of	funding	 is	 less	than	the	expected	benefit	of	 	 future	

cash	flows.	

q  Once	these	distressed	firms	become	profitable	again,	they	may	become	the	

new	targets	of	tunneling.		
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Corporate	
ownership	is	

measured	by	cash	
flow	rights	

Control	is	
measured	by	
vo7ng		rights	

14,493,935 
Net Income 
2004 2,134,847,902 

(Luca Enriques and Paolo Volpin, 2007) 
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29.1% x 25% = 

58% x 50.2% = 

7.3% x 50,4% = 

3.7% x 18% = 
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Corporate	
ownership	is	

measured	by	cash	
flow	rights	

Control	is	
measured	by	
vo7ng		rights	

14,493,935 

78,989,372 

155,843,897 

621,240,739 

1,238,211,783 

2,134,847,902 

Dividends received from the ultimate owner if the € 2,134,847,902 net income were realised by: 
-  Olimpia 
-  Pirelli 
-  Camfin  
-  GPI  

395	

Targetti orders to 
ESEDRA to sell 
goods to Neri at a 
higher price than the 
market price. Is that 
tunneling or 
propping? Why? 
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Conflict	of	interest	
 

(Grossman and Hart, 1998; 
Jhonson et al. 2000; 

Shleifer and Vishny, 1997; 
Zingales, 1994; Almeida 
and Wolfenzon, 2005; 
Friedman et al., 2003), 	

Efficient	
transac.ons	

 
(Claessens et al., 2006; 
Goto, 1982; Leff, 1978; 

Khanna and Palepu, 1999; 
Khanna and Yafeh, 2007; 

Loon, 2009) 	

The three perspectives 

Contingency 
(Pizzo, 2011) 

The empirical literature on RPTs has sought various ways to demonstrate the effect that 
disclosure of  RPTs may have on firm performance (Ge et al., 2010; Kohlbeck and 
Mayhew, 2010; Cheung et al., 2009a; Jian and Wong, 2010). However, researchers 
come to conflicting results and inappropriate policy solutions. 

Literature	review.	How	to	interpret	the	related	party	transacJons?	
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•  The Italian Legislative Decree No. 6/2003 has introduced a set of corporate 

rules (the ‘Corporate Law Reform’) for the regulation of corporate groups: 
•  (1) the subsidiaries have the obligation to disclose if they are managed 

and coordinated by the parent company and the reasons that led to 
transactions with some particular types of related parties (e.g. RPT 
between two subsidiaries directed and coordinated by the parent 
company) 

•  (2) Holding company is liable for the damage caused to the outsiders of 
the subsidiaries; 

•  (3) the prejudicial impact of the parent company’s decision may 
eventually be offset by the benefits arising from the directed companies’ 
participation in the group structure.  

•  The purpose of the group regulation is not to prevent the possibility of the 
parent to manage its subsidiaries, but rather to advert and discourage 
transactions imposed by the group without considering the interests of the 
subsidiaries and their stakeholders (Pernazza, 2010). 

The	insJtuJonal	Italian	background	
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Under	art.		
-sexies	there	is	a	legal	presump7on	(unless	proved	otherwise)	that	the	direc7on	and	coordina7on	of	
companies	is	exercised,	inter	alia,	by	those	companies	which	control	them	pursuant	to	Ar7cle	2359	CC.	It	is	
therefore	important	to	briefly	describe	the	contents	of	this	and	its	related	provisions.	
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Conclusions (1/2) 

•  All	types	of	RPTs	can	poten.ally	be	efficient	or	harmful	to	the	company.	Find	out	which	are	the	
RPTs	concluded	with	the	first	rather	than	with	the	second	purpose	can	be	extremely	difficult,	if	
not	impossible	for	the	outsiders.		

•  Normally,	it	is	neither	the	nature	of	the	related	party	(e.g.	manager,	dominant	shareholder,	
subsidiary)	nor	the	type	of	transac.on	(e.g.	loans,	sells	of	goods)	in	being	able	to	represent	the	
watershed	between	benign	and	fraudulent	transac7ons,	but	the	price	charged.		

•  However,	even	the	price	may	not	be	indica.ve	when	the	RPT	is	not	performed	in	the	interest	of	
the	company	and	its	outsiders,	but	in	the	interests	of	insiders	(e.g.	managers	and	dominant	
shareholder).	

•  The	explanatory	analysis	shows	that	in	case	of	high	separa.on	between	ownership	and	control,	
parent	company	tends	to	demonstrate	that	the	group	is	not	managed	as	a	single	economic	
en.ty	and	then	that	subsidiaries	are	free	to	engage	in	intragroup	transac.ons.	

•  The	declara7on	of	no	direc7ng	ac7vity	by	the	controlling	party	seems	used	to	persuade	
minori.es	that	there	would	not	be	extrac.ons	of	private	benefits,	and	thus	to	prevent	a	
reduc7on	of	share	value;	
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•  In	Italian	business	group	the	conflict	of	interest	perspec.ve	seems	to	prevail	on	the	efficient	one;	

•  In	case	of	direc7ng	ac7vity,	considering	the	interest	of	the	group	means	do	not	interpret	the	

intra-group	transacJons	as	isolated	transacJons	but	in	a	wider	perspec7ve,	that	of	the	group;	

•  The	interpreta7on	of	RPT	by	prac77oners	and	scholars	should	take	into	account	not	only	the	

disclosure	of	the	RPT	(e.g.	type,	nature	and	price	charged),	but	also	the	following	disclosure:	(1)	

the	reason,	the	business	purpose	that	lead	to	RPT;	(2)	the	interest	of	the	company	in	engaging	

such	transacJons;	(3)	the	procedures	for	their	approval;	

•  It	is	also	important	that	the	interpreta7on	takes	into	account:	the	ownership	structure,	the	

separaJon	between	ownership,	control	and	direcJon	and	the	governance	characterisJcs	of	the	

firms	involved	in	such	transacJons	(e.g.	board	independence).	

Conclusions (2/2) 
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Using the article of Di 
Carlo (Related party 
transactions and 
separation between 
control and direction) 
answering to the 
following question: 
Targetti orders to 
ESEDRA to sell goods 
to Targetti Polska 
(Polonia) at a higher 
price than the market 
price. Is that tunneling 
or propping? Why? 402	



Interpret the 
transactions between 
Duratel and Tivoli using 
the business group 
perspective 
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You are the CEO of 
ESEDRA. This 
company declares to 
be directed by the 
holding Tergetti. 
The parent Targetti 
orders to ESEDRA to 
lend money to 
Giampaolo Targetti. 
The interest rate (4%) 
is in line with market 
conditions. How do you 
interpret such 
transaction? 404	
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Esedra	lends	money	to	Giampaolo	Targel	
Statement of financial position of ESEDRA Income statement of ESEDRA 

100 

4 
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The	previous	transacJon	is	detrimental	when	alternaJve	investments	with	
unrelated	party	generate,	for	example,	a	ROI=6%		

Statement of financial position of ESEDRA Income statement of ESEDRA 

100 

6 
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You are the CEO of 
ESEDRA. This 
company declares to 
be directed by the 
holding Tergetti. 
The parent Targetti 
orders to ESEDRA to 
lend money to Neri. 
The interest rate (2%) 
is lower than the fair 
market conditions. How 
do you interpret such 
transaction? 
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Esedra	lends	money	to	Neri	
Statement of financial position of ESEDRA Income statement of ESEDRA 

100 

2 
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AlternaJve	investments	with	unrelated	party	(ROI=6%)		
Statement of financial position of ESEDRA Income statement of ESEDRA 

100 

6 
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Under	art.	2497-sexies	there	is	a	legal	presump7on	(unless	proved	otherwise)	that	the	direc7on	and	
coordina7on	of	companies	is	exercised,	inter	alia,	by	those	companies	which	control	them	pursuant	to	
Ar7cle	2359	CC.	It	is	therefore	important	to	briefly	describe	the	contents	of	this	and	its	related	provisions.	
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What happen in the 
previous case if Esedra 
declares to be not 
directed by Targetti? 
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You are the CEO of 
Targetti North America 
(Italian company). This 
company declares to be 
directed by the holding 
Tergetti. 
The parent Targetti asks 
you to lend money to Neri 
that is also located in Italy. 
The interest rate (2%) is 
lower than the fair market 
conditions. How do you 
interpret such 
transaction? 412	
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Under	art.	2497-sexies	there	is	a	legal	presump7on	(unless	proved	otherwise)	that	the	direc7on	and	
coordina7on	of	companies	is	exercised,	inter	alia,	by	those	companies	which	control	them	pursuant	to	
Ar7cle	2359	CC.	It	is	therefore	important	to	briefly	describe	the	contents	of	this	and	its	related	provisions.	
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