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Abstract. Corporate governance in the Russian power companies is developing slowly, and its importance 

for increasing their investment appeal remains underestimated. In order to identify the main problems 

hindering such development, the assessment of corporate practices of these companies was carried out. It 

was performed mainly as per the criteria of the guidelines of Russia’s Bank on compliance with the 

principles of the Corporate Governance Code, as well as those not included in its guidelines. The results 

obtained were compared to those of the TopCompetence Corporate Governance Center, the Platforma 

Center for Social Engineering, the Center for Strategic Studies at the MGIMO University, the Corporate 

Governance Index of the Independent Directors Association and the HSE University. We benchmarked 

PJSC LUKOIL that ranks among the world's top 10 companies in terms of the total shareholder return as 

estimated by the Boston Consulting Group. On the basis of a generalization of all the obtained findings we 

delineated the topical issues of the development of corporate governance. These issues were mainly 

concerned with the Boards of Directors and were grouped according to the stages of their nomination, 

election, current operations and performance evaluation. The emphasis was put on the issues related to the 

adoption of new managerial technologies.  

Introduction  

In the course of reforming the Russia's electric power 

industry in 2003-2008, the main task of attracting 

investments remained unsolved. A non-market driven 

procedure of capacity contracting (CC) was adopted for 

financing, as a result of which the reformed power 

generating companies were indemnified for their 

investment in new capacity additions. After the 

expiration of the CCs, another large-scale upgrading 

program for combined heat and power plants was 

enacted again. The projects deemed eligible for the 

program will also be entitled to guaranteed break-even 

arrangements by imposing higher capacity tariffs on the 

consumer [1]. The investment appeal of Russian power 

companies (hereinafter "power companies") remained at 

a relatively low level. Its improvement depends on the 

quality of corporate governance, which is considered one 

of the determining factors in international practices [2].  

The main indicator of the quality of corporate 

governance is the compliance of companies with the 

Corporate Governance Code (hereinafter Code), 

developed on the basis of international standards [3]. 

This has resulted in allocating a high priority to 

assessment of compliance of corporate governance in 

power companies with the guidelines of Russia’s Bank 

(hereinafter Bank) on compliance with the Code and the 

identified criteria of the Code, which were not included 

in its guidelines.  

We performed a comparative analysis of the obtained 

findings against the evaluation data by analytical centers, 

for the purposes that included obtaining further 

information on the quality of corporate governance as 

based on online surveys of investors [4-8].  

PJSC LUKOIL's benchmarking was carried out, 

mainly to identify corporate governance problems faced 

by power companies when adopting new technologies.   

We studied the 12 public joint-stock companies of 

the electric power industry that published Annexes "On 

Compliance with the Principles and Guidelines of the 

Corporate Governance Code" in their annual reports for 

the year 2017 (Inter RAO, Enel Russia, RusHydro, 

OGK-2, Unipro, TGK-1, TGK-2, Mosenergo, Quadra, T 

Plus, TGK-14, Irkutskenergo) [9-20]. We made use of 

additional data: those coming from official corporate 

websites; the Bank's guidelines on compliance with the 

Code [21]; the author's published research on the subject 

[22]; the New Economic School [23]; the Russian 

Institute of Directors [24]; and the Boston Consulting 

Group total shareholder return rating for the year 2019 

[25].  

Unlike with the widespread approach that deals only 

with the largest power companies and thus precludes us 

from getting an overall view of the quality of corporate 

governance in the Russia's power industry, we studied 

virtually all of them.  

The results of the study are applicable to improving 

the efficiency of corporate governance in power 

companies and to making more informed and balanced 

investment decisions by investors. 

1 Corporate governance practices 
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The current practices of corporate governance in power 

companies are identified by the following assessment 

methods:  

 Compliance with the Bank's guidelines on compliance 

with the Code (a conventional and an in-depth methods), 

 Compliance with the Code criteria not included in the 

Bank's guidelines,  

 Compliance with the findings of the analytical centers,  

 PJSC LUKOIL's benchmarking. 

1.1 Compliance with the Bank's guidelines on 
adhering to the Code 

The assessment of compliance of corporate governance 

with the Bank's guidelines on compliance with the Code 

in power companies was mainly based on the data 

provided by the companies themselves in Annexes "On 

Compliance with the Principles and Guidelines of the 

Code of Corporate Governance" in their annual reports 

for the year 2017. The assessment was performed by a 

conventional and an in-depth method.  

1.1.1 Conventional method  

The conventional method is typical of most companies 

and assesses their compliance with the 79 Level 2 

principles of corporate governance of the Code that have 

three-digit codes assigned to them (for example, "1.1.1." 

or "1.2.3.", etc.). The status of compliance with these 

principles ("compliant", "partially compliant", "non-

compliant"), when relying on this method, was treated 

without a further breakdown by the compliance criteria 

for each of them.  

The conventional method of assessment revealed the 

presence of leading and outsider companies with respect 

to their compliance with corporate governance 

principles. Of the 79 principles reviewed, the leading 

companies (PJSC Inter RAO, PJSC Enel Russia and 

PJSC RusHydro) complied with the 73, 62 and 59 

principles, respectively. PJSC Quadra and PJSC TGC-2 

that are the outsider companies that ranked at the bottom 

of the list complied with 33 and 32 principles 

respectively. PJSC Inter RAO, PJSC Enel Russia, and 

PJSC RusHydro proved partially-compliant with 4, 13, 

and 17 principles, respectively. The corresponding 

values for PJSC Quadra and PJSC TGK-2 are 27 and 32 

principles respectively, thus lagging behind PJSC Inter 

RAO and scoring 7 to 8 times lower. The disparity 

between the companies that performed best and worst 

with respect to the number of principles they failed to 

comply with was even more pronounced. In particular, 

the number of principles PJSC Quadra does not comply 

with exceeds that of PJSC Inter RAO by a factor of 9.6. 

These results are more evident when it comes to the 

share of each compliance status ("compliant", "partially 

compliant", "non-compliant") in the total of 79 assessed 

principles: PJSC Inter RAO - 92%, 5.5%, 2.5%; PJSC 

Enel Russia - 75%, 22%, 3%; PJSC RusHydro - 74.7%, 

21.5%, 3.8%. Outsider companies: PJSC Quadra - 

41.8%, 34.2%, 24.0%, PJSC TGC-2 - 40.5%, 40.5%, 

19.0%. Outsider companies saw a clear increase in the 

number of principles they "partially comply with" and 

"do not comply with" to that of the leading companies.  

1.1.2 In-depth method 

The in-depth method of assessment allowed for a more 

unbiased view of corporate governance practices in the 

companies we studied. All 128 criteria for compliance 

with Level 2 principles of the Code recommended by the 

Bank were taken into account here. The leading 

companies identified earlier had the following values of 

the compliance status with respect to these criteria: PJSC 

Inter RAO - 91%, 6%, 3%, PJSC Enel Russia - 81%, 

13%, 6%, and PJSC RusHydro - 78%, 20%, 2%. The 

shares of compliance status values have been 

redistributed, mainly towards an increase in the number 

of the criteria that were not complied with. This was 

more typical of the outsider companies: PJSC Quadra - 

51%, 22%, 27% and PJSC TGC-2 - 47%, 31%, 23%. 

However, this method of assessment significantly 

reduced their lagging behind PJSC Inter RAO in terms 

of all compliance status values. Moreover, we identified 

PJSC TGC-1 as having the compliance status values 

comparable to those of the leading companies, that is 

80%, 18%, and 2%, respectively.  

We would like to reiterate that the assessment was 

made on the basis of the data provided by the power 

companies in their reports "On Compliance with the 

Principles and Guidelines of the Corporate Governance 

Code". A thorough analysis of their reliability was not 

carried out. However, the study revealed unreliable data, 

which increased the number of the criteria that power 

companies failed to comply with. In particular, all power 

companies claimed their compliance with Level 2 

principle 5.1.3 that states that "A company has the anti-

corruption policy in place". However, only two of them 

(PJSC Inter RAO and PJSC RusHydro) actually 

developed, approved, and presented the Fraud and 

Corruption Prevention Policy in their internal 

documents.  

1.2 Compliance with the Code criteria not 
included in the Bank's guidelines 

Criteria not included in the Bank's guidelines were 

identified by comparing the guidelines of the Code [3] 

against those of the Bank [21]. Their compliance was 

assessed on the basis of the information coming from 

official websites of power companies. Based on the 

results of the assessment of compliance with the 

identified criteria of the Code that were not included in 

the criteria recommended by the Bank, the number of 

criteria the power companies fail to comply with 

increased by 6-10%.  

Of all the criteria of the Code that were identified as 

those not complied with, we highlighted the criteria that 

the overwhelming majority of power companies failed to 

meet. They were grouped according to the principles of 

the Code. More than half of them were directly related to 

violations of the principles that deals with the Board of 

Directors. The other criteria that were not met were 
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related to the principles of remuneration systems, 

material corporate actions, information disclosure, and 

shareholder rights. All these criteria were indirectly 

related to the Boards of Directors, as they belonged to 

their area of responsibility within the scope of delegated 

authority.  

1.3 Alignment with the findings of analytical 
centers  

The obtained findings were compared to the relevant 

data of the TopCompetence Center and the Corporate 

Governance Index of the Independent Directors Association 

and the HSE University based on the criteria of the British 

Good Governance Index and turned out to be comparable 

with respect to the assessment criteria. However, taking 

into account the data of analytical centers based on 

online surveys of stakeholders, none of the power 

companies made it to the top 10 [6,8]. It turned out that 

these companies were not competitive scoring low on the 

factors that are deemed crucial for investors that is the 

Board of Directors, market capitalization, transparency 

and consistency of the dividend policy.  

Based on the Q4 Quarterly Reports for the year 2018, 

only the leading companies we identified enjoyed 

average market capitalization (more than 2 billion US 

dollars): PJSC Inter RAO - 5846.7 million US dollars, 

PJSC RusHydro - 2977.9 million US dollars. The rest of 

the power companies (except PJSC Unipro) had low 

market capitalization. In particular, the outsider 

companies were valued as follows: PJSC Quadra – 80.8 

million US dollars, PJSC TGK-2 – 49.0 million US 

dollars. Internationally, companies with low market 

capitalization generally have bad reputations and are 

risky. In most cases, they are considered to be 

fraudulent, involved in uncontrolled cash withdrawals to 

foreign offshore zones, including non-transparent 

transactions with offshore partners that are oftentimes 

affiliated with their key shareholders.  

The findings of the study of dividend history data of 

power companies in 2013-2018 showed a relatively low 

return on their shares, lack of transparency, and an 

inconsistent dividend policy.  

1.4 PJSC LUKOIL's benchmarking 

The Russian energy company PJSC LUKOIL was 

chosen for benchmarking due to the high total shareholder 

return in the Boston Consulting Group rating published in 

2019. Benchmarking was carried out mainly with respect 

to the adoption of new managerial technologies in the 

corporate practice, including the use of 

telecommunication means at the stages of nomination, 

election, current activities, and performance evaluation 

of the Boards of Directors. The benchmarking data were 

taken into account when formulating the problems of 

corporate governance development faced by power 

companies.  

2 Problems of corporate governance 
development 

On the basis of the generalized data of the performed 

assessment of corporate governance in power companies 

we arrived at the topical issues inherent in its 

development that were mainly related to the Boards of 

Directors. A strong Board of Directors as it stands in 

modern corporate practice is the key management body 

and the main instrument to ensure the leadership of 

companies in the field of corporate governance. Its role 

is becoming truly strategic in the face of the new 

challenges of changing the general paradigm of 

corporate governance and the development of digital 

technologies.  

The main problems of corporate governance 

development were grouped according to the "life cycle" 

stages of the Boards of Directors:  

- Nomination. 

- Election. 

- Current activities.  

- Performance evaluation.  

2.1 Nomination 

 Absence of a list of persons entitled to participate in 

the General Meeting of Shareholders (GMS) that enables 

shareholders to do the following: evaluate the balance of 

power at the upcoming meeting; jointly nominate 

candidates to the Board of Directors; discuss and agree 

on possible voting options; and appoint their 

representative to participate in the GMS. 

 Non-transparent procedure for nomination of 

candidates to the Board of Directors.  

 Absence of comprehensive information on the 

candidates to the Board of Directors approved for voting, 

which is necessary to get an idea of their personal and 

professional qualities (information on who nominated 

them, whether they are free of conflicts of interest, as 

well as the information on their relations with affiliated 

persons and major counterparties of the Company, 

compliance with independence criteria, and other 

information that may affect the performance of their 

duties). 

 Absence of an online bulletin board for preliminary 

discussion by shareholders of candidates to the Board of 

Directors, which would allow taking into account the 

diversity of opinions of shareholders and ensuring that 

the Board's composition complies with the requirements 

of the law, the objectives of the company, and its 

corporate values. The special importance of such a 

procedure lies in the discussion of the ethical and 

behavioral qualities of potential candidates, their ability 

to work as a team and to make concessions, as well as 

the identification of advocates of "support groups", 

bystanders, conventionalists, and "constant" critics who 

are undesirable as the Board of Directors members.  

2.2 Election 

 Absence of telecommunication facilities that would 

ensure remote access of shareholders to participate in the 

GMS (GMS broadcasting on the Company's website, 

adoption of video-conferencing). 
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 Absence of an electronic voting system that would 

enable filling in the ballot through a personal account on 

the company's website and ensuring adequate reliability, 

security, and authentication of persons participating in 

the GMS. 

2.3 Current activities  

 Absence of appropriate Committees of the Board of 

Directors and (or) their poor performance, which 

compromises the quality of important decisions made at 

the meetings of the Board of Directors and efficiency of 

their consideration without proper preparation by these 

Committees.  

 Absence of the team-spirit in the activities of the Board 

of Directors members when making decisions without 

comprehensive discussions of the issues under 

consideration and not being informed by different 

opinions.  

 Meetings tend to be held by correspondence with no 

telecommunication facilities for the participation of 

members of the Board of Directors in the discussion of 

important issues by means of remote access.  

 Low competence of members of the Board of Directors 

in the field of innovation, information, and digital 

technologies. 

 Inadequacy of individual critical decisions and the 

culture of the decision-making process.  

 Lack of monitoring of the implementation of decisions 

taken. 

 Failure to update the composition and content of the 

body internal corporate documents to meet changed 

conditions and new challenges of our time. 

 Lack of an actual anti-corruption policy and efficient 

models of interaction with persons interested in reporting 

such violations. The inefficiency of a traditional 

confidential communication channel for such 

complainants available on websites of some of the 

companies as it generally boils down to an email address 

or phone number details.  

2.4 Performance evaluation 

 Lack of a formalized procedure for performance 

evaluation of the Board of Directors, analytical tools, 

and the use of the retrieved data.  

 Absence of the Regulation "On Performance 

Evaluation of the Board of Directors" developed and 

approved in the internal documents of the companies, 

including its justification; procedure and tools; and the 

format of public disclosure. 

 Non-transparency of the amount and determination of 

annual remuneration for the members of the Board of 

Directors. 

 Substantial amounts of this remuneration without 

objective grounds.  

 Absence of correlation between the amount of annual 

remuneration of the Board of Directors members and the 

performance of power companies, which does not 

contribute to the convergence of their financial interests 

and those of shareholders.  

Conclusion 

In order to enhance the investment appeal of power 

companies, it is necessary to handle the issues of the 

quality of corporate governance. For the purpose of 

identifying such problems, an assessment of their current 

corporate practices was performed. It stood out from 

commonly used assessment methods in two ways.  First 

of all, it was the coverage of virtually all companies 

active in the electric power industry, not just the biggest 

ones. Secondly, it was the application of all 128 criteria 

of compliance with the Level 2 principles of the Code 

recommended by the Bank along with those not included 

in its guidelines.  

A significant number of criteria were identified that 

were power companies failed to comply with. We 

delineated the topical issues of corporate governance 

development based on the criteria related to the Boards 

of Directors that the overwhelming majority of power 

companies fail to comply with. The issues were grouped 

according to the stages of the Boards nomination, 

election, current activities, and performance evaluation. 

These issues were clarified and supplemented by the 

results of their comparison with the data published by 

analytical centers and the PJSC LUKOIL's 

benchmarking, mainly in the context of the adoption of 

new managerial technologies.  

It is possible that the identified problems of corporate 

governance development in electric power companies 

will be mitigated in the future, in particular, by assessing 

the criteria for compliance with the G20/OECD 

corporate governance principles that were not included 

in the Russian Code.  
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