o Univerzita Hradec Kralové
— Fakulta informatiky a managementu

The International Conference

Hradec Economic Days 2014

Economic Development and Management of Regions
Hradec Krdlové, February 4" and 5%, 2014

Peer-Reviewed Conference Proceedings
Part IV.

Hradec Kralové Gaudeamus

2014



The International Conference Hradec Economic Days 2014
Peer-Reviewed Conference Proceedings, Part IV.

Edited by Pavel Jedlicka

1st edition 2014, 350 copies

Published by Gaudeamus, the University of Hradec Krdlové, Czech Republic
Publication No 1309

ISBN 978-80-7435-369-7

Sborniky ro¢nikd jsou
zarfazeny do database

Web of Knowledge, Thomson Reuters



CONTENT

FOREW O R D ...ttt it e e et et e e e e ae s e et e s e e ettt tte s e e s 7
VISION, STRATEGY AND GOALS IN ICT STARTUPS
Michal Andera, Martin Lukes. ..., 9

AUDIT OF PERSONNEL MANAGEMENT AND ITS USAGE BY THE
ENTERPRISES

Martin AnArejJCak .. ..o 16
CROSS-BORDER FLOWS IN THE GERMAN-POLISH BORDER REGION

Bartosz BartniCzaK ... 23
THE IMPORTANCE OF CREATIVITY IN INNOVATIVE CLUSTERS

Bogustaw Bembenek ..., 30

MONITORING AND IMPROVEMENT OF MANAGERIAL PROCESSESS 1IN
PROCESS CONTROLLING
Agnieszka Bienkowska, Anna Zabtocka-Kluczka........................... 41

FUZZY MULTI-CRITERIA EVALUATION PROCEDURE
FOR THE INVESTMENT DECISON MAKING UNDER UNCERTAINTY
Adam BOFOVICKa .....ciiiiiiiiii i ittt e e tsaastasi s sia s e annsnnes 51

APLICATION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS BY
CZECH COMPANIES
ZAdENEK Brab el .. .o e 58

ECONOMIC AWARENESS AND DECISIONS OF GOVERNMENTS AND
REGULATORS: THE GREAT DEPRESSION AND THE CURRENT ECONOMIC
CRISIS

Grzegorz Cembala.........c.o oot e e e 64

CULTURE AND ORGANIZATIONS: THEORETICAL FRAMEWORKS AND
RELEVANT FINDINGS RELATED TO INTERCULTURAL COMMUNICATION
COMPETENCE AND MANAGEMENT PRACTICES

LUucie CVIKIOVA .. ... ittt e e eaaas 71

A NOTE ON INVERSE OPTIMIZATION: TWO APPLICATIONS OF THE BINARY
SEARCH TECHNIQUE

MICRAL COINMY .. e e 82
FOREIGN EXCHANGE RATE - CASE STUDY .

Jaroslava Dittrichova, Libuse Svobodova, Miloslava Cerna ........... 88
PROCESSES EVALUATION OF SMALL AND MEDIUM-SIZED ENTERPRISES

Viasta Dolezalova, Darja Holatova ... e 95

NEW OPPORTUNITIES FOR EUROPEAN ENERGY COMPANIES - STRUCTURAL
CHANGES IN THE VALUE CHAIN
[ T T T 0 AT o ] - 1 102

THE SPATIAL AND FINANCIAL ASPECTS OF PROTECTED AREAS USING THE
EXAMPLE OF THE BABIA GORA NATIONAL PARK
Alina KulczyKk-DynowskKa ..ot e e 108



LOCAL ECONOMIC IMPACT OF BIG CULTURAL EVENTS

Peter DZupka, Miriam SEbDOVA ...........ccuiieeeiiieeiieee e e 119
DIFFERENCES IN TAILS OF STOCK MARKET RETURNS

Krzysztof Echaust ... e 125
DESIGN OF MULTI-OBJECTIVE SUPPLY CHAINS

Petr Fiala .. ..o e e 134

ANALYSIS OF THE FACTORS INCREASING THE COMPETITIVENESS OF THE
FOOD INDUSTRY ENTERPRISES

Krzysztof Firl@j.......cooooviiiii e 141
SOVEREIGN SPREAD AND ITS MEASUREMENT
(] oY a0 o= B L= o L= N 149

RISK ADJUSTED A DEPOSIT INSURANCE PREMIUM - AN EMPIRICAL
ANALYSIS FOR POLISH BANKING SECTOR
Marcin GOSPOdArOWICZ .........oiiniiiiiiiie e et rineeaeeannneanneens 156

THE EFFICIENCY OF BANKS IN THE SLOVAK REPUBLIC AND CZECH
REPUBLIC
(Y= TG 1 1 1= 11 V7= 164

OKUN LAW: AN EMPIRICAL INVESTIGATION OF AN INCREMENTAL VERSION
FOR THE CZECH REPUBLIC, 1997 - 2012
Marta GrYCOVaA. .. .ottt e e r et e e e eaens 171

INTEGRATION OF MANAGEMENT SYSTEMS IN THE CONTEXT OF STRATEGIC
THINKING IN ENTERPRISES IMPLEMENTING ORGANIZATIONAL
ECOINNOVATIONS

Marzena Hajduk-Stelmachowicz.................ciinine e 177
THE OIL-MACROECONOMY RELATIONSHIP IN THE CZECH REPUBLIC
VIadimir HaJKo ... e 185

ENTREPRENEURSHIP VERSUS EMPLOYMENT CONTRACT - PILOT BASIC
RESEARCH ON CONDITIONS FOR BUSINESS IN THE CZECH REPUBLIC
Eva Hamplova, KatefFina Provaznikova................cocoiiiiiiiniininnns 192

COMPARISON OF THE MULTICRITERIA DECISION MAKING AND CLUSTER
ANALYSIS IN RCBS MARKET
Martina Hedvicakova, Alena Pozdilkova.................ccciiiiiiiiininnnns 200

EVALUATION OF CURRENT STATE AND IMPORTANCE OF SMALL AND
MEDIUM-SIZED ENTERPRISES IN THE REGIONS OF THE SLOVAK REPUBLIC
EMilia HUBEMANOVA .. ..ot eee et eeeessrnsssesnssssrnsssssnsssnsnsnnnnn 207

DOES THE YIELD CURVE PREDICT FUTURE ECONOMIC ACTIVITY? THE CASE
OF EU-28 AND USA

JanNa HVOZAeNSKaA ... e ettt et aaaaaanes 213
THE USE OF THE METHOD BALANCED SCORECARD
Darina Chlebikova, Maria MiSankova.............c.cccc i e 220

PAYMENT CARDS - ON THE BORDER OF RETAIL BANKING AND MICRO
ENTERPRISES
=T oo o TR e -4 1 227



ANALYSIS OF METHODS FOR DERIVING PRIORITIES IN PAIRWISE
COMPARISONS
JOSef JabloNSKY ... ... e 234

MANAGERS' EMOTIONS AS INSTRUMENTS OF DECISION-MAKING UNDER
CONDITIONS OF UNCERTAINTY
Marzena JankowsKa-MIiRUIOWICZ..........coiiiiiiiiiii it ieen et rrnanennees 241

ON SELECTED LEGAL ASPECTS OF COLLECTIVE INVESTMENT IN THE LIGHT
OF THE NEW ACT OF 2013

[0 T o T 1= 11 7 248
RELATIONSHIP BUILDING STRATEGIES: A NETWORK PERSPECTIVE
= L= T Lo 2 1= 2 o 256

THE USE OF VALUE-AT-RISK MODELS TO ESTIMATE THE INVESTMENT RISK
ON AGRICULTURAL COMMODITY MARKET
Malgorzata Just .. ... e 264

MACROECONOMIC OVERVIEW OF THE CIS COUNTRIES AS THE TARGET
MARKET FOR CZECH EXPORTS

Aleksandr KIJUCNIKOV..........ccoiiiiii e aeas 274
FUZZY APPROACH FOR PORTFOLIO SELECTION PROBLEM
Maria Kobzareva, Jan PeliKan ..........ccociiiiiiiiiiiii i i nnnenneens 282

QUANTIFYING THE EFFECT OF THE CNB INTEREST RATE CHANGE ON REAL
ECONOMY: THE CASE OF THE CZECH REPUBLIC

Jan Kodera, Tran Van QuUang .........cooviiiiiiiiiiii it vnieesaninneeeanes 290
DETERMINANTS OF CZECH TRADE WITH ROAD VEHICLES
Veronika KONCGIKOVA .......cooiiiiiiiiiii i v e e eae e inaeeaas 300

THE IMPORTANCE OF TYPES OF CUSTOMERS FOR HOUSING
COOPERATIVES FROM THE SWIETOKRZYSKIE PROVINCE

Izabela KONIGCZNaA ... ....ci ittt te s e e arererarrannnnnnnes 307
EFFECTIVE CORPORATE TAXATION OF THE VISEGRAD GROUP
Ivana Kosturikova, Beata Blechova .............cocviiiiiiiiiiiiiiinvnneens 312

TERRITORIAL BUDGET AND DEVELOPMENT OF SELECTED RURAL
MUNICIPALITIES IN THE SOUTHERN BOHEMIAN REGION

Sylvie Kotaskova, Renata Korcova.............cocoiiviiiiiiiiiiiicicieceaen 319
IMPORTANCE OF INDIGENOUS KNOWLEDGE FOR DEVELOPMENT
Jaroslav Kovarnik, Peter Mikulecky..............cciiiiiiiiiiiiiieinenens 326

ROLE OF WRITE-DOWNS OF RECEIVABLES IN THE BALANCE SHEET
OF LOCAL GOVERNMENT ENTITIES
Magdalena KowalCzyK ...........ccoiiiiiiiii e 334

CORPORATE GOVERNANCE IN THE UNFAVOURABLE ECONOMIC
CONDITIONS
Emilia Krajnakova, Herbert Strunz...................ociiii i 342

METHODS FOR JUSTIFICATION AND ASSESSMENT OF ENTERPRISE
INFORMATION PORTALS: REVIEW AND IMPLICATIONS
[\ el 2 1= 1 I L= 1 350



FINDING EQUILIBRIUM IN A MONOPOLY PASSENGER RAILWAY MARKET:
A COMPARISON OF AGENT-BASED SIMULATIONS WITH THEORETICAL
PREDICTIONS

ONAFE] KICaAl. ... e e 357

USE OF TREASURY MANAGEMENT SYSTEMS FOR EFFECTIVE FINANCIAL
MANAGEMENT AND DECISION-MAKING OF ENTERPRISES

Michaela KrechoVska...........c.cooiiiiiiiii e e e eaeas 364
THE NEED OF BIG DATA ANALYVSIS
Anna Krizanova, Lubica Stefanikova..................cooiiien, 370

ANALYSIS OF BUSINESS EXPENDITURES ON RESEARCH AND
DEVELOPMENT IN THE CZECH REPUBLIC

Zuzana Kristkova, Michiel Van DijK.................coo i 377
FACEBOOK’'S IMPLEMENTATION IN TO STUDY PROCESS
Vilmante Kumpikaite-Valiuniene, Kestutis Duoba......................... 386

THE USAGE OF MULTINOMIAL LOGISTIC REGRESSION TO RESEARCH THE
DIFFERENCES IN HOUSING SITUATIONS OF POLISH HOUSEHOLDS IN THE
RELATION URBAN - RURAL AREA

IzZzabela KUFZawWa ... .o ettt ettt e e eaanas 393

AGENT-BASED SIMULATION AS TOOL FOR TEACHING PRINCIPLES OF
MICROECONOMICS
[ e 2 = L QT2 T 21 Lol L T 401

FOREIGN DIRECT INVESTMENT INFLOW AND RESOURCES LOCATED IN THE
POLISH AUTOMOTIVE INDUSTRY

Justyna Lapinska .. ... e 408
INTEGRATION POLICY TOWARDS M&A IMPLEMENTATION IN KAZAKHSTAN
Jan Lojda, Lyudmila Davidenko ..............coooiiiiiiiiie e 414

INTEGRATION PROCESSES IN THE CONDITIONS OF EXPANDING ECONOMY
OF KAZAKHSTAN
Jan Lojda, Valentina Shelomentseva....................cooiin. 428

AN APPLICATION OF THE FUZZY ANALYTIC HIERARCHY PROCESS TO
EVALUATE THE FACTORS INFLUENCING THE DEVELOPMENT OF
AN ADMINISTRATIVE UNIT
AleKsandra LUCZAK ... e e e 443

SOCIO-ECONOMIC ANALYSIS OF SMALLER TERRITORIAL UNITS AS A
STARTING POINT FOR FORMULATION OF MEASURES TO SUPPORT
ECONOMIC DEVELOPMENT

MIroslava LUNQGOVA ........ooiiiiiiei e e i e e st s aar st ra e s aaraenaernenes 451



FOREWORD

The Faculty of Informatics and Management, University of Hradec
Kralové, The Department of Economics organised on 4. - 5. 2. 2014 12t
international conference Hradecké ekonomické dny 2014 (Hradec
Economic Days, HED 2014).

The aim and intention of the conference are to present the results of scientific
research activities in the fields of economics, business economics and
management, creating a platform for regular encounters of experts of related
fields, strengthening relationships and research, establishing personal contacts
so important for submission of joint research projects and creation of space for
presentation and publication of young teachers. The HED 2014 conference meets
all these requirements.

Five parts of the reviewed HED 2014 conference proceedings include 184 papers
in Czech, Slovak and Polish, another part of the proceedings presents 116 papers
in English. Most papers were registered in the section of Business economics and
management and of Economy and Management of Enterprises and Regions.

The papers were divided thematically and discussed in eight sections.

Latest issues in the banking and financial markets
Regional development macroeconomic context
Tourism economics

Business economics and management

Economy and management of enterprises and regions
Ekonomia i zarzgdzanie regionow i przedsiebiorstw
Mathematical models in economics

Modern trends in management

PNOURWNH

I would like to thank all those who contributed to the preparation of the
conference, members of the scientific, organisational and programme committee.
Many thanks go to the reviewers and editor for the preparation and publication of
the proceedings.

I believe that the Hradec Economic Days conference contributed to the exchange
of professional knowledge, establishing and strengthening collegial relationships.

Significant achievement and appreciation for the Department of Economics,
Department of management and the entire team was the inclusion of the
Hradecké ekonomické dny conference proceedings of the years 2005-2011 in
the CPCI database (Conference Proceedings Citation Index) on the Web of -
Science. We will also strive to implement the HED 2014 conference proceedings
in this database.

Hradec Kralové of 13. 1. 2014

Ing. Jaroslava Dittrichova, Ph.D.

Head of the Department of Economics
Faculty of Informatics and Management
University Hradec Kralové



INTEGRATION PROCESSES IN THE CONDITIONS OF EXPANDING
ECONOMY OF KAZAKHSTAN

Jan Lojda, Valentina Shelomentseva
Banking Institute Prague, Innovative University of Eurasia

jlojda(@bivs.cz, valshelom@mail.ru

Key words:

corporate management mergers acquisitions antitrust policy economic
integration

Abstract:

This paper summarizes the best practices in corporate management, law and integration
management based on merger and acquisition transactions. The analysis of modern
integration policy of the Republic of Kazakhstan from the perspective of expanding
economic ties with Europe has been carried out. A retrospective and contemporary
assessment of integration processes in the most attractive sectors of Kazakhstani
economy has been given. The recommendations on the formation of process-oriented
concept of the company's growth based on merger and acquisition transactions have

been developed.

Introduction

Globalization of world economy is related to integration processes, which are
manifested in the formation of economic alliances between states, strengthening the role
of transnational corporations, the growth of investment activity of public and private
companies through transactions with and without partners’ capital.

The global crisis has strengthened measures to consolidate the joint actions of the
Republic of Kazakhstan with the European Union, the Eurasian Economic Community,
Shanghai Cooperation Organization and the Commonwealth of Independent States. The
ultimate goal of integration processes is the creation of a competitive industrial and
technological base of innovative type.

Due to the modernization of production and export of raw materials over the past three

years, Kazakhstan's economy has provided a high rate of economic growth. According
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to the Information of Joint Stock Company Regional Financial Center of Almaty (JSC
RFCA, 2011), the international agency Standard & Poor's estimated the position of the
Republic of Kazakhstan as follows: long-term foreign currency sovereign rating of
Kazakhstan upped from “BBB” to “BBB +7, the outlook — “stable”. Short-term
sovereign credit rating of the country rose from “A-3" to “A-2.” National scale rating
“KzAAA”- the agency confirmed. Long-and short-term local currency rating were
affirmed at the level of “BBB +” and “A-2", respectivelyl. It is emphasized that the
external financial position and budget of Kazakhstan improved significantly as a result
of budget surpluses, sustained economic growth, prudent fiscal policy and foreign
investment inflows. The agency also took into account that increased oil production
almost doubled over the next decade, and the fact that the net inflow of direct
investment is on average 4% of GDP, and GDP growth in 2011-2014 will make up
average 6%.

This information is confirmed by the static data of the Agency of the Republic of

Kazakhstan on Statistics (2012), Table 1.

TAB. 1: Main Macroeconomic Indicators of Republic of Kazakhstan (as % of the

previous year)

Indicator 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Gross

domestic 1135 109,8 1093 1096 1097 110,7 1089 103,3 101,2 1073 107.5

product
Industrial

114 110 109 110 105 107 105 102 103 110 103,5
production
Capital

145 111 117 123 134 111 114 105 103 97 1024
investments

Source: Agency of the Republic of Kazakhstan on statistics.
Kazakhstan's economy is referred to a type of economy of developing countries, and the
dynamics to the openness and security for private investment is clearly observed. This is

supported by the international community. In 2012 at the 152nd session of the General

' Database of Joint Stock Company Regional Financial Center of Almaty (JSC RFCA,
2011): “Standard & Poor's raises Kazakhstan's sovereign rating 08/11/2011".
Available at: http://www.rfca.kz/en/news/1001741.
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Assembly of the International Exhibitions Bureau the Republic of Kazakhstan won the
right to host EXPO-2017. Despite the efforts there is an acute problem to overcome the
negative trends, such as:

- weak economic diversification with the predominance of extractive industries;

- lack of high-tech equipment and manufacturing facilities with high added value;

- lack of transparency and predictability of business - environment;

- lack of foreign direct investment.

To overcome the structural deformation and enhance the innovative activity is possible

FIGURE 1: Structural and Logical Scheme of Scientific Research

The aim of scientific research:
to reveal the essence of global integration processes (including merger and acquisition

v

transactions, M & A) and adaptation of international experience to the Kazakhstan’s economy

v

Tasks of scientific research:

- to generalize the advanced experience in corporate management, law and integration of
management;

- to characterize the merger and acquisitions as part of a successful business development
strategy;

- to analyze the integration policy of the Republic of Kazakhstan with a view of extending
economic relations;

- to characterize attractive sectors of Kazakhstan’s economy for investment;

v

Methods and techniques of scientific research:

- analysis of statistical information;

- historical analysis of the M &A processes development;

- analysis and synthesis in identification and classification of trends of M &A processes
development;

- analogy in describing the similarities of domestic and foreign M &A processes;

- comparative and systematic analysis in the study of the mechanisms of implementation and M
&A processes;

- diagnostics and forecasting

v

Stages of scientific research:
. Explanation of necessity of study of integration processes for the economy of the country
Explanation of the essence of corporate strategy aimed at the development of business
integration: financial and economic basis; legal basis; assessment of advanced experience in
corporate management using M & A transactions.
3. Historical analysis of Kazakhstan’s market of mergers and acquisitions.
4. Analysis of the current integration policy of the Republic of Kazakhstan with a view of
extending economic ties.

5. Explanation of process-oriented concepts of company growth based on M & A transactions.

o=

Source: compiled by authors
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using special financial - economic instruments, including the integration at the level of
companies with mergers and acquisitions (merger and acquisition transactions, M & A),
as well as forms of international cooperation without direct equity (Non-Equity Modes
of International Production). Therefore, the aim of this study is to reveal the essence of
global integration processes (including merger and acquisition transactions, M & A) and
adaptation of international experience to the Kazakhstan’s economy to enhance its
transparency. The tasks which the study is based on, as well as methods of scientific

research can be described as follows (Figure 1).

1. Essence of corporate strategy aimed at the development of business
integration

An important role in the development and implementation of an effective business
strategy by integrating is carried out by the scientific and research works of famous
scientists and consulting firms.
Research in the field of mergers and acquisitions take into account the signs by which
one can give an accurate assessment of what happened and is happening in the business
- environment. The research methodology is a set of techniques and methods of
scientific knowledge applicable to the study of integration processes (Table 2).
Scientific developments touch both historical analysis and forecasts of companies’
development. So Richard Brealey, Stewart Myers [1] in their work “Principles of
corporate finance” reveals the essence of mergers and acquisitions as an economic
category. Along with this work, a professional interest is attracted by the statistics of M
& A market of the United States of America, tracked over the 90-s. A special place in
this study is given to the observation of trends and methods of cost estimating, the
payment, sellers and buyers’ motivation. Frank C. Evans, David M. Bishop [4] interpret
the term “‘strategic synergism”, appreciate objective and subjective factors of forecast of
merger or acquisition synergy.
The scientists of the Commonwealth of Independent States are studying the European,
American experience and adapt it to their own economic, legal conditions. The
researcher Ignatishin, J. V. [9] gave a description of the sources, forms and methods of

financing of M & A transactions in Russia. Gomgcjan, S. V. (2010) in his monograph
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presented findings based on a comparative legal analysis of the acquisition of joint stock

companies in Russia and the European Union.

TAB. 2: Methods of Study of Mergers and Acquisitions processes (M&A)

Name of research methods

Methods description

Historical analysis of development

Methods of analysis and synthesis

n the identification and
classification of trends m M & A

process development

Economic methods of M & A

study:  comparison;  grouping;

graphic.

Methods of statistical analysis

Methods  of  diagnosis  and
prediction

The method of analogy in
describing the similarities of

domestic and foreign M & A

Processcs

Study of M & A processes business integration in chronological

order.

Review of M & A process from different angles (historical stages,
territorial boundaries, transboundary or domestic nature of a

transaction and other features).

Comparing and grouping of economic performance of enterprises
(according to quantitative and qualitative criteria) before and after
integration into a specific group of companies;

Graphic representation of results of analysis.

The use of average and relative values of the index method to
develop a methodology for the analysis of investment
attractiveness and protect companies from hostile takeover.

The use of extrapolation methods and expert assessments,
economic analysis to develop a methodology for the analysis of
investment attractiveness and protection of companies from

hostile takeovers.

Identification of general properties of M & A processes of

domestic companies with foreign M & A processes.

Source: compiled by authors

For the scientists, concerned with the assessment of sustainable development and

investment attraction, the works of Novikov, A. V. [10], Endovitsky, D. A., Soboleva,
V. E. (2010), Gvardin, S. V. (2006), Kurbangaleeva, O. A. (2004) are of great interest.

These scholars have focused on the study of the investment characteristics of the M & A

Processes.

Defining the essence of business integration processes through mergers and acquisitions

can be summarized as Table 3. In our opinion, in defining the nature of mergers and
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TAB. 3: Classification of Approaches to the Revealing the Essence of Integration

Processes through M&A Transactions

Essence and mechanisms of M&A Purpose of M&A Source
merger acquisition
Business Combination (Assets and Liabilities) (p.898) Increasing the value of a Brighem Ju,
merged company (p.898) Gapenski L.
(1999)
Mergers and acquisitions - response to the changing market M & A as part of a global Timoti Dzh.
situation. The transformations that can radically change the development strategy is Galpin, Mark
organizational structure or the external business considered in management Hendon
environment of the company (p.55). of change (p.55). (2005)
Merger - a kind of purchase (p.924). Acquisition provides Damodaran
companies with a shortcut A (2006)
to achieve strategic
objectives (p. 923).
Combination of two The term “takeover” is more M & A serve companies Gokhan
companies in which one of uncertain, may refer to growth Patric A
them survives, and the “friendly and hostile (2004)

other ceases to exist (p.
21).

Merger of organizational
forms - the process of
reorganization, which
results in formation of a
new company on the basis
of merging

(p.31).

Merger — combination on

companies

certain terms of assets and
management functions of
several companies under
one corporate merger or

under its auspices (p.11).

takeovers” (p.22)

Acquisition is the process of
rights of

corporate control unilaterally

acquiring the

and within the existing

organizational - legal forms

(p-29).

Acquisition is equated to

merger. Types: “Friendly

takeovers”, “Hostile

takeover” (p.12).

M & A is the goal of

integration management.

Mergers and acquisitions -
economic categories.
Mechanisms for

implementation:

- purchase of votes;

- direct purchase of shares;
- reorganization in the
form of merger or
affiliation;

- assets acquisition (p. 14).

Ignatishin JV
(2005)

Gomgcjan SV
(2010)

Source: compiled by authors
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acquisitions as a form of business integration it is important to focus on the economic
and legal bases of these processes.

The definition of the M & A process within the legal legislation is in the Law of the
Republic of Kazakhstan “On joint stock companies” (2003)2. The merger of companies
is recognized as the emergence of a new company through the transfer of the entire
property, rights and obligations under the merger agreement and in accordance with the
transfer acts of two or more companies to cease their activity. At the same time the
charter capital of a company formed by the merger of companies, is the sum of the
equity of the reorganized companies.

According to international practice regulated by the International Financial Reporting
Standard (IFRS) 3 (2008) “Business Combination”, a business combination is defined
as a transaction or event in the result of which an acquirer obtains control over one or
more types of businesses3. Business is defined as an interrelated set of activities and
assets managed in order to provide investors or other owners with income. As the basic
mechanisms of business combination reflected in the standards there are four types
presented in Figure 2.

[t historically developed that any corporation that wishes to increase its value through
integration, bases on growth strategy, including M & A transactions (Figure 3). The aim
to increase the value is the starting point for choosing strategic alternatives, as M & A
transactions have meaning only if they provide the value growth of the company [6].
Recent economic studies show that now multinational companies make extensive use of
models of development based on contracting industrial and agricultural manufacturing,

transfer of services to outsourcing (outsourcing), franchise and licensing.

? Law of the Republic of Kazakhstan of 13 May 2003 N 415 On joint-stock company (2003)// Register of
Parliament of the Republic of Kazakhstan, 2003., N 10, article 55; Newspaper “Kazakhstan’s truth” of
16 May 2003 N 141-142. Available at: http://www.ordacapital kz/files/laws/a02007 .pdf.

? The international standard of the financial reporting (IFRS) 3 Business Combinations (2008). Available
at: http://static.bdo.uk.com/imported/2010/3/IFRS_3 Business Combinations.pdf.
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FIGURE 2: Business Combination Mechanisms According to (IFRS) 3 Business

Combinations

The international standard of the financial reporting (IFRS) 3 Business Combinations

New company formation

N

Purchase of net wealth . Reorganization of one or
(or their part) Combination more companies

Purchase of controlling interest

Source: compiled by authors

However, the integration processes at the level of companies also involve direct
participation in the capital of companies - partners, .e. M & A transactions. Such
transactions can be carried out both among small firms, and at the level of transnational

corporations.

FIGURE 3: M&A Transactions and Strategic Management

Vision
v

The strategic success position

Q&tegy of developmentofﬁ)

Strategy of a segment of

]‘\11Q1‘1"‘| AQQ

¥ ~a
p| Portfolio of its strategic business units Strategical one business units
v v
Value increase strategies Competitive advantages

v

New adjustment

Mergers & Acquisitions

Source: compiled by authors
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Despite the fact that the growth of companies through M & A is more expensive than
licensing, franchising, outsourcing, it is able to improve the economic, social
responsibility of the newly formed company or the company - buyer to the employees
of the acquired company. In the case of integration of companies without equity
participation there is a high risk of refusal of the service company, under contractor's
agreement with the main corporation, or the probability of termination of the contract

before the expiration if there is a company - analogue.

2. The legal bases of integration processes regulation
Turning to the Kazakhstan’s experience of regulation of operations on the integration of
companies one can focus on important issues that relate to economic concentration and
the participation of foreign companies. In 2009 the Republic of Kazakhstan introduced a
new law “On Competition” (2008)4. The law “On Competition” was prepared in the
period of the beginning of the economic recession, at the time of the burst of mergers
and acquisitions. The processes of economic concentration led to fundamental changes
in the fuel and energy complex, chemical industry, telecommunications and banking
environment of the Republic of Kazakhstan.
The law of economic concentration, subject to preliminary agreement with the antitrust
authority, admits:
- merger or acquisition of market entities;
- acquiring by a person 25% or more percent of shares of market entity;
- getting basic fixed production assets and (or) intangible assets of another entity of the
market into the ownership;
- the acquisition by the market entity the rights enabling to determine the business
activity in another market entity;
- participation of the same individuals in the administrative organs of two or more
market entities provided the determination of business activity.
In connection with the expansion of the international borders the urgency of legal

regulation of business combination involving foreign partners is growing. According to

* Law of the Republic of Kazakhstan “On competition” of 25 December 2008 Ne 112-IV (2008).
Available at: http://www.azk.gov.kz/rus/ml/npbazza/cgtrnm/.
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the analytical report5 of the Department of Mergers and Acquisitions of Law firm
“Sayat Zholshy & Partners” (2011), the share of foreign participation in authorized
capital is limited in the Republic of Kazakhstan: air transport - 49%; mass media - 20%;
telecommunications and the main lines of communication - 49%; financial sector:
pension funds -25%.

International practice shows that the observance of legitimacy of transactions on

business combinations is the basis for their future financial well-being.

2.1 Studies of advanced experience in corporate management of integration
processes

A striking example of a corporate culture based on M & A transactions, is a corporation
«Cisco» - hi-tech industry representative. The corporation “Cisco™ has 25- year history,
for the period of 1993-2009 the company acquired 129 companies and 85% of the
employees of the acquired companies kept jobs in acquired structures6. “Cisco”, being
the product of venture investment, controls the venture capital of more than two billion
dollars. As the exchange of innovative experience one can focus on the following
positions of integration policy “Cisco” (see Table 4).

The “Cisco” partnership programs are of great interest in IT industry. In late 2009 for
the first time in CIS in Kazakhstan, the IP project - new generation network based on
optical networking solutions of “Cisco” has been implemented. When implementing the
project “Cisco Systems” actively cooperates with “Kazakhtelecom”.

The corporation “Cisco” uses financial mechanisms to maintain profitability of partners

and companies entered the corporation. For example, the employees of the company

* “Peculiarities of legislation of the Republic of Kazakhstan on the realization of transactions of mergers
and acquisitions” (2011): Department of Mergers and Acquisitions of Law firm “Sayat Zholshy &
Partners”, March, 2011. Available at: http://www.zakon.kz/fag/kuplya-prodaga.html.

® Hilton Romanski “We paid special attention to the acquisition of companies which could bring 1,0
billion dollars a year”// Journal * Merger and Acquisition™ Ne3(73) 2009
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TAB. 4: Characteristic Features of Corporate Development Strategy of the

Corporation “Cisco”

Element of corporate

development strategy

Characteristic features of the element of corporate development strategy

Compliance with | To make the world more comfortable for work, study and rest.
corporate strategy
Aims  of  corporate [ e Using the market transition condition and holding the leading position of

development strategy

“Cisco”in the sector.
e Ensuring the optimal level of investment, acquisitions, technology and

partnership relations.

Structure of corporate

development department:

. subgroup of

business development;
e technology

subgroup.

Functions of subgroups of corporate development department:

- assessment of the potential of new acquisitions and investments through the
“matrix” approach, including both geographical and technological factors;

- close cooperation with the subgroup of business development, from the
earliest stages of assessing future acquisitions till supporting them after the
completion of the transaction, providing smooth entry of a new company into
the structure of “Cisco™;

- assessment of potential acquisitions for the best technologies and products.

Principles of functioning
the corporate

development department

Performance of various functional responsibilities and close cooperation in
the interest of maximizing growth of the strategic potential of each market

initiative.

The quality criteria for a
positive decision on the
question of new

acquisition

- the target company must have a solid business and share strategic views on
business and technology “Cisco”;
- the target company must have a solid business and share strategic views on

business and technology “Cisco”.

The quantitative criteria
of a positive decision on
the question of new

acquisition

- the prospect of getting the revenue from a newly acquired company of the
amount of § 1 billion a year;
- the resource-saving policy, preference to the companies operating in close

proximity to areas of “Cisco” functioning.

The composition of the

investment portfolio

- direct investment: China Communications Services ($ 100 million),
VMware (U.S. § 150 million), Nimbus Communications ($ 20 million),
Alibaba (17,5 million), and others;

- venture capital funds: Softbank Asia Infrastructure Funds I, IT and III, Bodhi
(China and India), CoreOptics (Italy, India, USA), 3TS-Cisco Growth Fund
[II (Central and Eastern Europe), CXC (China), Almaz Capital Partners

(Russia), etc.

Source: Compiled by the authors




developed a financial program “Cisco Capital”, which allows purchasing the equipment
“Cisco” on credit on reasonable terms. The users of the program are companies with
high reputation, good credit history, expanding business with “Cisco”.

Harmonizing business relations can serve as a basis for conducting mutually beneficial
transactions in the near future connected not only with the realization of assets but also
the integration of corporate business - structures of new generation with participation of

Kazakhstan’s firms.

Conclusion
Global changes in the world economy are a complex process that takes place under the
influence of a set of socio-economic and political factors. In this case the main factor of
economic growth of a single state may be called the investment attractiveness of sectors
of its economy, i.e. quantitative and qualitative indicators of inflow and outflow of
capital that contribute to the strengthening of its internal and external socio-economic
policy.
Measures to increase the investment attractiveness are the formation of an effective
integration policy development, implementation of specific government programs,
overcoming of structural deformation, support of efficient and competitive enterprises,
transformation of old ties, identification of specific investment and innovation priorities,
continuous monitoring of the country’s economy.
The most important indicator of investment climate in any country in the world is M &
A transactions. Their nature, qualitative and quantitative parameters, sectoral belonging
carry an objective assessment of the state functioning from side of the strategic partners.
Meanwhile the key indicator is the dynamics of foreign direct investment. Direct
foreign investments are a means by which transnational corporations and groups realize
the industrial migration from some countries and regions to the other ones, make
mergers and acquisitions (M & A) of required assets.
The analysis of international practice shows that the transactions at M & A market are
mainly international and carried out to enter a new country. Therefore, it is not
surprising that the development of the market is held with a significant participation of
foreign capital. Undisputed leaders in the level and dynamics of integration processes

are the countries of the European Union. Among the CIS countries Russia and

439



Kazakhstan play a significant role in the transformation of bilateral economic relations.
The crisis has brought its changes in all economic phenomena, including the processes
of companies’ combination: reduction in the number and value of transactions in 2007-
2008, and a gradual increase in 2009-2011. Kazakhstan managed to reach a positive
economic growth, which in 2011 made up 107, of 5%.

Ministry of Industry and Trade of the Republic of Kazakhstan offers to investors to take
part in four key areas of industrialization of Kazakhstan's economy, namely:

- infrastructure development, which involves the implementation of investment projects
in energy, transport and telecommunications;

- deep processing of raw materials;

- promotion of related industries related to the commodity sector and the development
needs of the country (it seems promising to strengthen the oil and gas, transport,
agricultural machinery industry, pharmaceutics, service companies, providing high-tech
services);

- technological development, which will be supported by innovation grants through the
system of innovative development institutions to increase productivity and efficiency of
enterprises.

These directions do not exclude the possibility of the appearance of new companies at
the Kazakhstan market, both existing and formed in the process of mergers and
acquisitions. M & A transactions are common in the world, but the problem of their
effectiveness is the greatest during the crisis. Management of domestic companies must
use innovative approaches in the formation of the integration policy of their companies.
Newly reorganized companies will have support from the government in the form oftax
incentives, favorable credit conditions.

To improve the quality of M & A transactions, partnerships are formed to attract
financing to the global market. the example of such partnership is the Global M & A -
one of international partnerships in the field of mergers and acquisitions. This system
combines the professional market players, helps to expand the search for investors and
partners for Russian companies and make it international. The Czech Republic with the
support of the Ministry of Finance and the Agency Czechlnvest has implemented the

unique project CzechLink, designed to ease the Czech companies to establish contacts
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with investors, to ensure the capital replenishment of business entities and raising the
flow of foreign direct investment to the Czech Republic, Jeneralova Ivana [8].

The analysis of trends in mergers and acquisitions market in Kazakhstan showed that
the country has innovation potential for the operation of such projects. It can be
assumed that the gradual processes of mergers and acquisitions of Kazakhstan’s
companies will shift from the raw materials and financial sectors into the spheres
proposed by the Ministry of Industry and Trade of the Republic of Kazakhstan as
priority spheres for economic development. Soon these may be the representatives of
real estate and construction, food processing, hotel, pharmaceutical business,

consulting, education.
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