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ABSTRACT
The main topic of this study is the analysis of the management control system adopted by large business groups to manage the relationship between companies in order to improve the performance of the entire group. Based upon an extensive literature review and upon the data from four case studies operating in Italy, this study attempts to improve a theoretical framework on control system in groups of companies and in multinational corporations. With the literature review we found that the previous research contributed to building a framework useful for defining the intensity and form of control. Our empirical analysis started from this framework. By applying a qualitative method, we examine four cases that are very relevant in the Italian economic context in order to create new theories on the adoption of a management control system in a group. There were two main results. The first involves the intensity of control: our research confirmed the findings in the literature that the intensity of control of a subsidiary depends on the degree of ownership and on the size of the subsidiary. The second result concerns the design of two elements of the management control system: the administrative function and the information structure. We maintain that the former is also determined by the degree of similarity in the businesses in which the group has invested and by the presence of a local authority which requires detailed information on the group’s activities. Instead, the number of the information systems installed in a group is due to the degree of similarity in the businesses and to the manner and speed of growth. 
INTRODUCTION
The main topic of this study is the analysis of the management control system adopted by large business groups to manage the relationship between companies and to monitor their work in order to improve the performance of the entire group. The management control system is a particular form of control, based on a periodic process of performance measurement, which is used to guide the organization towards its strategy. 

To develop this study we opted for the contingency framework, which is often applied by researchers to study the way control mechanisms function under different conditions. As in the case of other organizational mechanisms, the control mechanism should be designed in accordance with the features of certain variables, such as organizational structure, strategy and external environment. The first authors who began to develop the contingency approach applied its framework to study the impact of variables such as uncertainty, (Burns, Stalker 1962; Lawrence, Lorsh 1967; Thompson 1967), technology (Perrow 1967; Woodward 1965) and strategy (Chandler, 1962) on the organizational structure. Later, during the ’70s, other authors used the contingency approach to develop methods useful in the design phase of the control system (Burns, Waterhouse, 1975; Gordon, Miller, 1976; Newman, 1971; Vancil; 1973; Waterhouse, Tiessen, 1978; Daft, MacIntosh, 1978). Since that period the number of studies on the control system has greatly increased with a considerable rise in the number of works based on the contingency framework and on empirical research (Chennall, 2003). These works have gradually increased the number of contingency variables which seem to be determining factors in the effectiveness of a control mechanism. There has been research which relates different control systems to specific strategic paradigms, such as prospector/defender (Abernethy, Guthrie, 1994; Simon 1987), differentiation/cost leadership (Baines, Langfield Smith, 2003; Chenhall, Langfield Smith, 1998; Kaplan, 1984), build/harvest (Gupta, Govindarajan, 1984). Other studies have shown how the environmental uncertainty conditions the content and the frequency of reports (Amigoni, 1978; Chenhall, Morris, 1986; Evans, Lewis, Patton, 1986). 
The purpose of this paper is to analyse those variables which determine similarities and differences in the management control systems used to control large groups of companies. We first analyzed the previous literature on the control of groups and multinational corporations in order to define the evolutionary path of these studies and to build a framework of rules to be used to design a control mechanism . We then observed the features and the way in which the management control systems function in four of the most important groups of companies in Italy. We developed our research by applying a qualitative method based primarily on interviews with management, case writing and cross case analysis. The principal result of this research is a number of inductions useful for enriching the entire framework of rules to apply when planning a group control mechanism. 
LITERATURE REVIEW

With an analysis of the most important articles published since 1969 we outlined the evolutionary path of studies on control in large groups and we defined some of the factors which brought it about. We also devised a framework which specifies the primary rules for designing the control mechanism of a group of companies. At the beginning of our literature review, we selected and analyzed 32 articles published in scientific journals. The names of the authors and journals, the publication data and the main features of the research, such as objectives, methods and results, are summarized in Table 1. We classified the selected articles in four categories according to their content. The first category includes those articles which study the effects of the specific organizational structure of the multinational corporations on certain variables, especially on the mechanism of control. The works included in the second category examine the adoption of a policy of international transfer of managers as a mechanism of organizational control. The third category studies the use of new instruments of control and coordination based on “data management”, “manager management” and “conflict resolution”. The last category is the most orthodox, because the authors adopted an approach that is very similar to the contingency approach applied in the cited literature on control design. Table 2 shows the number of articles in each category, their research methods and their publication data . 
There are just 3 works in the first category, because their main topic is the development of the organizational structure in multinational corporations, so they do not strictly deal with the design of management control; however it is useful to observe the consequences of specific structures on control mechanisms. One article analyzed the impact of the degree of multinationality of a group on organization (Perlmutter, 1969): the author distinguished the “ethnocentric group”, oriented towards the home country, the “polycentric group”, oriented towards the host country, and the “geocentric group”, oriented towards the world. The research showed that the greater the degree of multinationality, the more informal the control. Another article in the same category was concerned with a study of the similarities and differences in organizational structure: it showed that with different “basic organizational orientation”, which is a concept very close to the abovementioned degree of multinationality, there are different reporting relationships between the holding and the subsidiaries and different degrees of centralization and formalization (Schollhammer, 1971). A third article analyzed the impact of a “conglomerate structure”, which is a company that has become highly diversified through merger and acquisitions, and of a “diversified major”, which is a company that has become highly diversified through internal growth (Berg, 1969). It demonstrated that different manners of growth will produce different models of control.
The second category of analysis includes four studies of the use of manager transfers within a group of companies as an instrument of organizational control. Three articles estimated the costs and benefits arising from a policy of manager transfers and highlighted the impact of such a policy on organizational behaviour and evaluated its control function (Galbraith-Edstrom, 1976; Kobrin, 1988; Kuin, 1972). The fourth article analyzed the impact on the group performances produced by an externally imposed transfer of managers, such as might occur as a result of a provision of a national law or pressure from a local government (Youssef, 1973).
The third group of articles studied application methods of some new instruments of control and coordination, such as task forces created to solve specific problems (e.g. conflict resolution), the process of change in reporting systems, which can be activated to influence the decisional process (data management), career paths (manager management), and the ways in which they function (Doz, Prahalad, 1981; Doz, Prahalad, 1984; Prahalad, 1976; Bartlett, 1981). These authors proposed a portfolio of mechanisms for management to coordinate distinct organizational areas in order to avoid radical change, such as the introduction of a new organizational structure. The three studies were explorative investigations and applied a qualitative method of analysis, because little has been written on this topic. 
Of the studies included in the selected sample, those which fully analyzed the mechanisms of control were the most numerous. The research process on this topic, begun in the ’70s, continues to this day. The most numerous publications were in the ’80s and’90s. The studies on control in large groups of companies examined either the variables which determine the intensity of control, or the form of control, or both (Beechler, 1992). 
Through an enquiry conducted in chronological order, we sought to discover the evolutionary path of the literature. We found that the oldest studies are those which described the impact of different organizational structures on control: in fact, it was the first research topic of scholars who carried out their work in the ’50s and the ’60s by adopting a contingency approach (Martinez, Jarillo, 1989). Then, starting in the ‘70s, researchers have studied the adoption of the mechanism of formal control and later they concentrated their efforts on specific instruments of control, such as informal control and individual control (Gupta, Govindarajan, Malhotra, 1999), or on specific environments of application, such as the Research&Development area (Nobel, Birkinshaw, 1998) and the IT area (Rao, Brawn, Perkins, 2007), or on specific, innovative subjects, such as the impact on control mechanisms produced by the nature of the knowledge flows exchanged among companies (Gupta, Govindarajan, 1991a; Gupta, Govindarajan, 1991b). Therefore, whereas the earlier studies on control in multinational corporations and groups examined the formal organizational structure and described the mechanism of control as a variable strictly related to the structure, the later studies also examined the informal organization and cultural control mechanisms, and the entire set of tools of control (formal and informal) was associated with specific causal variables, such as the organizational structure cited above, the external environment, the network of relationships inside the group etc. In recent years, researchers have tried to study in depth the causal relationships between some specific contingency variables and the control mechanism : we recall the studies on the effects of the intensity and the direction of the knowledge flows or those which analyzed the conditions under which specific tools of control function, such as individual control or the budgeting process (Hassel, Cunningham, 2004). In the period in which the studies on control were developed, there was a series of studies referring to new instruments: these studies attempted to define the way certain innovative tools worked by testing them directly in companies. The studies on control usually showed the external conditions which determine the effectiveness of a specific instrument and applied a qualitative or a quantitative method indistinctly, whilst the last category of survey, adopting a qualitative method of research, analyzed how to manage a specific set of tools, (Bartlett, 1981; Doz, Prahalad, 1981; Doz, Prahalad, 1984; Prahalad, 1976). 
Our primary purpose of this literature review was to try to explain the reasons for the evolution in the research on the control mechanisms in groups of companies. By observing the 32 selected articles, we noticed that the greatest evolution involved the transition from studies on formal mechanisms of control published in the ’60s and ‘70s to the studies of the ‘80s and ‘90s on the mechanisms of organizational and cultural control. This phenomenon was already highlighted in a study which gives two reasons for it: the first is associated with the organizational evolution which was characteristic of the multinational corporations during the ‘70s and ‘80s and the second regards the evolution in the studies of management (Martinez, Jarillo, 1989). The multinational groups transformed their structure from a federal system, which was subdivided into semi-independent units, to a much more integrated model, which involves the massive transition of flows of materials, components, technology, financial and human resources in a single network. Nowadays a multinational group often manages the whole supply chain of a specific business in an integrated manner. The greater the organizational integration, the greater the need of a system of coordination: consequently, with this organizational change, the groups of companies adopted task forces, informal information systems, and an organizational control in order to share objectives and values. At the same time, the evolution in the studies of management towards organizational and informal control (Ouchi, 1977; Ouchi, Maguire, 1975; Ouchi, Johnson, 1978) influenced the adoption of these new instruments both in companies and in groups. 
The second purpose of this literature review is to define a framework of primary rules for building  a control mechanism for groups of companies. As previously mentioned, the contingency variables can influence two aspects of the control mechanism: the intensity of control and the best form of control for each context. The variables related positively to the intensity of control in a group of companies are: the degree of ownership (Chang, Taylor, 1999; Youssef 1975), the size of the subsidiaries to be controlled, measured in terms of revenue, invested capital and number of employees (Beechler, 1992; Chang, Taylor, 1999; Egelhoff, 1984; Youssef, 1975) and the level of the headquarters’ dependence on the subsidiaries’ resources (Beechler, 1992). The degree of ownership would seem to be  an essential element in the activation of a control mechanism in a subsidiary: the intensity of control is directly proportional to the percentage of stocks possessed by the groups. When this necessary but insufficient condition for the activation of a control mechanism exists,  the difference between the benefits and costs of the mechanism will increase if the subsidiary  is large and/or it possesses financial, technical and human resources which are essential for the strategy of the whole network of companies. Otherwise, in the presence of this condition, lack of control will cause an increase in the agency costs in proportion to the subsidiary’s resources .The choice of the form of control, that best maximizes the difference between benefits and costs will depend on further variables. In the literature we found various types of control. When considering the type of influence exercised by the headquarters on the subsidiaries, some authors spoke of direct and indirect control in order to distinguish supervision and manager transfers from reporting and procedures (Alpander 1977; Youssef, 1975); other authors studied the object of control and examined the conditions of the application of input/output control and cultural control (Baliga, Jaeger; 1984; Chang, Taylor, 1999; Child, 1973; Egelhoff, 1984; Martinez, Jarillo, 1989); one author studied the perspectives of adoption of control in a single organizational unit or in the entire network (Cray, 1984). The variables that can influence the choice between direct and indirect control are the length of control over a subsidiary (Youssef, 1975) and the degree of ownership (Jaussaud, Schaaper, 2006). When the length of control increases, the best form of control is indirect: this is due to the fact that a greater amount of time is  required to implement a common set of reports or procedures in a group than to activate a mechanism of supervision. Instead, a low degree of ownership can block the implementation of an invasive direct control mechanism , such as supervision exercised by a headquarters’ pool of managers: in this case, the control mechanism  is more likely to be  based on reporting or procedures. The choice between formal control, such as monitoring input and/or output, and informal control, depends on the group’s manner of growth (Berg, 1969): external growth creates several difficulties in the adoption of formal control, because the adaptation of the rules of control in the acquired companies usually requires a long time. The organizational structure of the group can also have some impact on the choice of the form of control in a multinational corporation : when there is an international division which coordinates the activities of the foreign units, relations with the holding are more formal (Schollhammer, 1971). The adoption of a more informal control depends especially on the quality of communications between the holding and its subsidiaries, and so the physical and cultural distance between the units of the network can be decisive (Baliga, Jaeger, 1984; Hassel, Cunningham, 2004). Instead, the possibility of designing a more costly bureaucratic system of control is related to the level of the  headquarters’ dependence on the subsidiaries’ resources (Ghoshal, Nohria, 1989; Gupta, Govindarajan, 1991a, 1991b). These results are also confirmed by other researchers: three authors showed that with high degree of knowledge flows between the holding and its subsidiaries there is the adoption of a formal control, such as centralization of authority, definition of common rules and procedures and rigid evaluation of the  subsidiaries’ performance (Rao, Brown, Perkins, 2007). Two other authors confirmed these results in part, studying the best form of control for Research and Development units (Nobel, Birkinshaw, 1998). The perspective of control was studied by just one author (Cray, 1984). The need to adopt a broad perspective of control, based on a periodic process of negotiation and coordination among the units constituting the group, arises when the subsidiaries are large and they operate within the same business requiring complex technology. These conditions hinder adoption of a formal relationship based on a perspective of “one to one” control and require a mechanism of coordination, such as “mutual adjustment”. In fact, complex technology prevents the possibility of foreseeing the causal relationship between actions and results (Newmann, 1972), which is the main condition for the adoption of control over input/output, while the presence of a certain number of units in a specific business determines a great interdependence within the network, which can be managed with a permanent process of coordination. 

At the end of this theoretical discussion, we have introduced a framework in Table 3 which summarizes the variables that can influence the intensity of control and the best form of control to adopt for a group of companies. The model we have built is based on the findings that emerged from the selected literature. 
METHOD OF ANALYSIS

The focus of this study is to determine “what” influences the choice of a form of control system in a group of companies and “how” certain specific variables can change its structure and the way in which it functions. In order to answer the research questions with their focus on “what” conditions the control system and “how” it is conditioned, it was necessary to conduct a qualitative in-depth study of a few cases. A qualitative method allowed us to see the specific aspects of the control mechanisms at work in the headquarters and to discover the reasons for their origin and evolution. In our research we followed the qualitative method proposed by Eisenhardt (Eisenhardt, 1989; Eisenhardt, Bourgeois, 1988). This author systematized the previous literature on qualitative method in social science and attempted to create an operations manual for researchers who wanted to apply the case studies method in their work. Thus, this research process served as a guide during the various phases of our work on management control systems in the groups of companies. 
In the first phase of our research, we chose the focus of the project and then performed an analysis of the theoretical background information, as indicated above. In the second phase we selected the cases to study by applying a theoretical sampling, with our choice oriented towards those cases which could make a significant theoretical contribution to the research: with this criterion we directed our enquiry to large groups of companies with complex inter-company relationships which require a well-developed mechanism of group control. At the same time we adopted a less rigorous criterion, geared towards selecting those companies where data are much more accessible to researchers: for this we chose only Italian corporations, because their management speaks the language of the researchers (Italian) and these companies have an accounting culture more similar to ours than do foreign groups. With this in mind, we made the first appointment with the headquarters of Enel, Fiat, Telecom and UniCredit, in order to organize a series of meetings to study their systems of group control. The cases selected are four Italian groups which have some common features, such as their nature as stock ownership groups, their large  size , their multinational scale, their nature as listed companies. Enel is the biggest Italian producer and distributor of electrical energy; Fiat is a multinational group which controls the entire automotive industry in Italy; Telecom is a telecommunications group which offers a complete range of services spanning fixed-line and mobile telephony, internet access, multimedia content, TV, news, and office and systems solutions; the UniCredit Group is one of the largest banking and financial services organisations in Europe. These Italian companies were chosen specifically for their relevance in an international context, for their complex structure of subdivisions and for their continuous organizational evolution. These groups display some differences if we consider specific variables, such as the features of the industry in which they operate, the degree of similarity between the various activities of the group, the manner (internal or external) and speed of growth and the stability of asset ownership. Enel and Telecom are both former monopolies and today are the leading  companies in their respective businesses in Italy. They both have investments in public utilities industries, Enel in  energy and Telecom in communications, and are thus subject to strict oversight exercised by specific national authorities.  Instead, Fiat and UniCredit are engaged in the automotive and the financial industries respectively, which are characterized by a high level of competition caused by an increase in foreign and domestic competitors; moreover, the latter is subject to the supervision of a multitude of authorities, one for every country in which the group operates. Within the operations of each group there is a high degree of similarity, especially for Fiat, Enel and UniCredit each of which has invested in a single, well-defined industry; instead, Telecom, which operates in three distinct industries, phone communications, media and hardware, has a wider range of processes and operations with specific features. If we consider the manner and speed of growth, we see that: UniCredit follows a strategy of external growth which has been carried out very rapidly since 1993; Fiat sold off its  shares in insurance and other non synergic companies, in order to concentrate its activities in the automotive industry alone; Enel has grown by a slow process of acquisition of electric companies since 1962; through a process of merger & acquisition Telecom has diversified its business in the last 15 years by investing in the hardware and in the media industries. Thus, in terms of the manner of growth, Telecom and UniCredit are somewhat similar. As regards the last variable, the stability of asset ownership, Fiat enjoys great stability, because it is still controlled by the founding family; Enel was totally controlled by the Italian Government which now owns a relative majority of the shares; UniCredit and Telecom were also totally controlled by the Italian Government which then sold its shares: since their privatization, the former has been controlled by the same pool of banks, whereas the latter has undergone three significant changes in ownership. Table 4 summarizes the main features of the selected companies. 
Data Collection

In order to acquire comprehensive knowledge of each case, we collected data from various sources: the group’s web site, internal and external reports, a questionnaire and semi-structured interviews with the management of the group control area. Analysing the web site, we found data regarding the group’s history, organizational and business structure and the evolution thereof, and we were also able to retrieve specific documents, such as financial statements. We then sent a questionnaire to the chief of the group control area, to collect useful information for planning the interviews. These were conducted in a semi-structured manner and were undertaken, at first, with the chief of the group control area or with the CFO in those cases in which this role performs the management control activities as well. Other interviews were held with one or more members of the control group’s staff who were indicated by the head of the  group control area. Thus, we applied “snowball sampling” which is based on referrals from initial subjects to generate additional subjects (Salganik, Heckathorn, 2004). Internal documents, such as the flowcharts and further data regarding the organization, the business and their evolution, were collected during the interviews. The primary purpose of the interviews was to collect information directly from the persons who manage the control system. We organized more than one meeting with each person: the first interviews were useful for drawing up a draft of the case study, and subsequent ones allowed us to collect further information to enlarge upon the first draft and confirm its contents. The interviews were digitally recorded and then transcribed by the researchers. Interviewing and transcribing activities were conducted by both researchers who found it  more effective to control the entire process themselves. The interviews were conducted in “face to face” encounters, 60-90 minutes long, and were usually followed up by e-mails and phone calls, useful for elucidating aspects which had emerged. The multiple sources allowed us to apply triangulation to confirm our data or to request further information to improve our case studies. 

All the data were collected from January to June 2007 and, therefore, do not reflect any events which occurred in the companies after this period. 
Data Analysis

The case studies were compiled by following a questionnaire structure: the first part is an introduction on the group, and then the administrative function, the organizational structure with its responsibility centres, the control process and the information system are examined. The drafts of the case studies were written after going through the information acquired in the questionnaire and interviews, and were integrated with information collected from other sources, such as the web site and company documents, and were then presented by the researchers to the head of the group control for approval. Afterwards, the four approved case studies were used to make comparisons adopting “within case analysis” and “cross case analysis” techniques (Miles, Huberman, 1984). This process was begun with no a priori hypotheses. After the first type of analysis we created a table to summarize each case history in a uniform schema: this table allowed us to compare the cases and to examine similarities and differences so as to define rules for designing a management control system for a group. In this phase we applied the second technique based on a cross case comparison. We compared every case to the others, grouping the cases according to the potential variables of interest: the features of the industry in which they operate, the degree of similarity in the various activities of the group, the manner (internal or external) and speed of growth and the stability of asset ownership. 

By repeating this comparison process, which lasted four months, we built our framework which describes how the selected variables condition the design of a management control system in a group of companies. At the end of the empirical research we compared our theory with the evidence that had emerged from the literature review, and we highlighted the similarities and differences  in their results. This comparison was opportune because it signalled to the researchers the validity of the theory which had been developed. 
MANAGEMENT CONTROL SYSTEMS IN THE ITALIAN CONTEXT: FOUR CASES OF ANALYSIS
Enel
Enel is one of the major companies in the energy business in Europe. Its organization has been structured to improve the synergy of a multitude of areas which operate in this same business.  The structure is composed of four divisions: Italian Market Division, Generation Division and Italian Energy Management, Italian Infrastructures and Network Division, International Division. There is also a Services and Other Activities area which offers administrative and information services, training for managers and other residual activities. The headquarters coordinates all these activities, defines the strategic objectives and oversees their achievement. Every division is further subdivided into “business” areas, managed by the subsidiaries of the group.
The Administration, Planning and Control function is directed by a manager who reports to the Group CEO. This manager is not a proper CFO, because he is not responsible for the finance area, which in Enel is under the responsibility of a specific corporate level manager. Administration, Planning and Control provides traditional administrative services and, at the same time, offers specific control services to the entire group through the work of three areas: Group Reporting, which compiles and consolidates the main financial report; Planning and Control, which monitors every division of the group; Business Analysis and Risk Control, which defines the main economic scenarios of the  energy industry useful for drawing up the periodic group business plan, coordinates the process of investment authorization and controls the risk level of  the group. In every division there is a controller who reports directly to the divisional CEO and to the Chief of Administration, Planning and Control. This double chain of command is a combination of the two traditional methods of organizing control activities: placing the controller under the authority of the divisional CEO or of the CFO. In the case of Enel, the mix of the two solutions offers the advantages of both approaches and, at the same time, the risk of confusion and lack of coordination is limited by a detailed definition of the various responsibilities. Thus, every controller is strictly linked to his division and supports it with his service as business consultant. We find the same features in the planning and control function at a corporate level because of the industrial nature of the holding, which requires constant decision-making support. There is intense communication among the controllers, achieved through formal and informal channels. The Chief of Administration, Planning and Control communicates daily by phone and e-mail with the divisional controllers. A formal meeting is organized monthly and is attended by the group and the divisional CEOs and by the Chief of Administration, Planning and Control and his staff, who support the divisional CEOs in analyzing data and taking decisions. In Enel the preparation of information and reports is treated as a technical problem and is carried out automatically with the support of information technology, so that it is possible to emphasize the value added activities of analysis and discussion of reports. Therefore, in the control area, the number of jobs dedicated to the preparation of information is very low. 
There is a broad organizational structure with various centres of responsibility. In the Enel model of management control,  the divisions are treated as profit centres and are formed by cost centres, revenue centres and investment centres. In Enel the investment centres do not coincide with the current definition of investment centre found in literature: in this group the term is used to identify every area which controls just one specific project with its own investments, because the majority of asset acquisitions are made by the headquarters. There are many expense centres to control the high overhead costs of the services functions, such as Administration, Planning and Control, Internal Audit, Investor Relations, Finance and so on. In this organizational structure, divided into three main levels – “corporate”, “divisions” and “businesses” – , the International Division is an interesting exception. This area coordinates the legal entities which operate in all countries except Italy: thus this criterion of aggregation leads to a combination of subsidiaries with multiple businesses and consequently four organizational levels : “corporate”, “divisions”, “business” and, within the business level, a “legal entity” level. Every subsidiary has a CFO who reports to the controller of the International Division. However, in order to improve control of group performance, the foreign subsidiaries are also aggregated according to the business they execute, which makes it possible to control every business segment, regardless of the nationality of the subsidiary. The management control system covers every company in which the degree of the holding’s ownership is at least a relative majority of the votes, otherwise it monitors only the trend of the company’s performance. The most important key performance indicators used by management control systems and assigned to the centres of responsibility are of a financial and non-financial nature: the latter are more numerous and measure qualitative and quantitative aspects, such as  market share,  and plant and project performance. The system of key performance indicators is   common to all of the people of the group control function, also due to the high degree of similarity of the corporation activities.  The ability to control the entire system of key indicators at every level (corporate, division, business/legal entity), though in a varying degree of detail, permits effective control and allows the entire organization to be guided towards continuous improvement of the same measures. 
The  control process starts with the strategic plan, drawn up by top management and then communicated to the divisions which, in turn, define their own objectives in order to obtain a more detailed plan. Therefore, the process starts from the top level and ends with consolidation of the divisional objectives which is carried out at the corporate level. This process permits sharing of the periodic objectives within the organization and thus increases the likelihood of their achievement. Without this sharing process among the managers, the objectives could not guide the whole organization towards development of the business strategy. In Enel, to achieve greater manager involvement, the management control mechanism and the system of personnel evaluation are linked: the wage of every manager who is responsible for a specific set of measures is partially proportional to the achievement of objectives, in keeping with the principle of management by objectives. The objectives are defined annually and are derived from the strategic lines included in the plan; subsequently, the Group Control function draws up a monthly current report which is also used to update the budget, but the objectives used by the MBO system remain those initially negotiated. Twice per year, in June and October, a complete forecast of the economic and financial budget is made: this report is crucial for drawing up the budget of the following year and  for analyzing the likelihood of achieving the annual objectives. Every two months a meeting for a general review of performance is organized and attended by the CEO, the Chief of Administration, Planning and Control, and the divisional CEO. Obviously, there are also informal meetings among these managers for continual review of performance and for solving specific problems. 
For the information structure for the management control system, Enel has a single ERP which covers all the processes of the legal entities and permits the consolidated financial statement to be drawn up in few days. The Services and Other Activities area provides services for all the Italian legal entities of the group, whereas every foreign subsidiary has a specific function: this structure permits standardization of the administrative process, especially within the Italian subgroup. This coordination is performed to speed up  communications within the group, but at the same time it is concerned with the laws of every country and the specificities of each business, which might require a specific report to a single subsidiary. The data analysis in a division is performed by an OLAP (on line analytical processing) system which can query every aspect and magnitude of the division’s performance. This information system is available only in those divisions with great similarity of activities, which allows monitoring detailed results with the same analysis  perspectives and dimensions, such as products, markets, clients, plants and so on. Of course the headquarters does not  work with only one OLAP system to control the entire group because of the differences in activities of the various companies, but the corporate controllers can use the system of a single division to examine certain relevant performance trends The simpler spreadsheet is used to make specific reports and it is a dialogue interface with the software for data consolidation (Hyperion). At the moment, there are some reports based exclusively on the ERP and the OLAP system, but the majority are produced by integration SAP and the spreadsheet. 
Fiat
Fiat is a multinational group of companies which operates in the automotive industry. In Italy it is the most well-known firm, whose important history has been linked to Italy’s since its origin. The company is structured as an equity group and develops industrial and financial activities in the industry. During the 1980’s Fiat adopted a diversification strategy by investing in the insurance and communications industries, which are not strictly related to  its original core business. In 2003, with the advent of new top managers, Fiat divested the non-synergic business and concentrated its resources exclusively in the automotive industry. Nowadays the core business is subdivided into four areas: Automobiles; Agricultural and Construction Machines; Industrial Vehicles and Components; Production Systems. The group is organized in a divisional structure, divided into two levels. The first is represented by the holding, with its service functions. The second level is further divided into four areas, each managed by a subject who answers directly to the group CEO. Every area is a legal entity which controls an entire business. The group holding does not operate in a specific business; in fact its managers carry out support activities, such as foreign relations, investor relations, finance, human resource management, industrial relations, internal audit and purchasing. In this case as well, the person responsible for each function answers directly to the group CEO, as does the division head. The finance area of FiatGroup consists of the Treasury and the Group Control, whose chiefs answer hierarchically to the CEO. Even at the divisional level, the finance function is subdivided into the Treasury and the Control Group and is managed by the divisional CFO. At the second level of the organizational structure, group control area is divided functionally through  appropriate offices: every division carries out activities of industrial control, brand control, purchasing and investment control. Thus, the management control system has a primary organizational structure divided into divisions and then, within every division there is a functional organization of the control activities . In the chain of command, the divisional CFO is linked functionally to the Chief of Group Control and reports hierarchically to the divisional CEO. This kind of chain of command is ideal for improving dialogue between managers and the control function: although with this structure there can be less coordination and standardization in the information processing in the legal entities, controllers at every level can support managers during their decision-making processes by acting as business consultants. Within the Group Control function, communications are often managed by means of  intranet. In some particular steps of the control process , such as definition of budgets or discussion of current results, communication between the Group Control function and management takes place at formal meetings, organized every two months with the group CEO, the divisional CEOs, the group controller and the chief of the Treasury area present to  discuss and analyze the report produced by the Group Control function. The participants in this meeting are members of the Group Executive Council (GEC), which is a team created in 2004 to share the processes of strategic decision-making and discuss the results. The most important activities of the control function are analysis of reports and discussion of results with the managers; instead, the report preparation process is identified as a non-value-added activity and is managed by strong recourse to information technology, which can automate a great part of the administrative processes. 
The organizational structure is formed by divisions, whose chiefs are evaluated on economic results and cash flows. These measures constitute the official objectives of the divisions and are the basis for the mechanism of rewarding and sanctioning of managers. Within the management control systems, the divisions are considered to be centres of economic and financial responsibility: by establishing objectives in terms of gross operating profit and cash flow, management is guided towards maximizing sales volumes and efficiency and gradually reducing invested capital. Control of non-operative activities, such as the financial and the fiscal, is coordinated by the headquarters, because  it is only at this level that the decisions on investment, loans and fiscal strategy are taken. The Group Control function prepares additional non financial information, regarding the commercial and production areas, such as market share and production and stock volumes. No legal entity can escape the action of the management control system of Fiat: in fact, the control function periodically monitors the results of strategic joint ventures and divisions; then every single division monitors in detail the specific companies belonging to its business. This cascade mechanism allows analysis of only relevant information, but at the same time it permits inquiry into a single legal entity when there is specific reason to do so.
As its primary output the control process generates the three-year strategic plan, drawn up by the GEC, approved by the administrative council of Fiat and then communicated to the markets. In this process, the Group Control function supplies the information regarding relevant current results and the estimates of future trends: its work is restricted only to drawing up the reports useful during GEC discussion, and it does not participate directly in the strategic decisional process. During the three years covered by the plan, the budgeting process is activated annually, with three periodic forecasts, and the closing process , which occurs monthly for the production of internal reports, and quarterly and annually for the external financial statements. With this planning, budgeting and closing procedure, the key performance indicators of every area, such as the economic and financial, can be monitored by the headquarters every month. If we analyze this process in greater detail, it is possible to see that the budget objectives are established by the divisional CEO, according to the strategic plan; then, the Group Control function will consolidate all the divisional budgets in a single document, which will be compared with the same period of the strategic plan in order to evaluate its conformity with the strategic objectives. Thus, the first step of the planning process is top-down, because the objectives of the plan are defined by the top management; then, the divisional managers can independently determine their specific objectives, with respect to the general indications of the plan. this second step applies a bottom-up logic. As previously stated, the meetings where management discuses the budget and current results are called GEC: in this council, management analyzes the trend of the key performance indicators during the month and the quarter. 
In the system of reports, which is the output of the information structure, the main document for group control is the consolidated financial statement, along with the profit and loss statement, the assets and liabilities statement and the cash flow statement. These documents are drawn up monthly. The consolidation procedure calls for closure of the  financial statements by the tenth work day of the following month. For the quarterly and annual financial statements, which require an external audit, the process is twelve days long. Apart from the financial statement, the reports used to control group activities contain further specific information of an economic and financial nature. The reports are usually very highly standardized: only a specific request during the GEC, due to an exceptional transaction or to a critical trend in one of the divisional key performance indicators, can induce the Group Controller to create a new report that was not provided for by the existing procedures. In the system used to produce the reports, every legal entity uses the same information system based on SAP technology and linked to another software program which is used to consolidate all data. It is the use of a single information system that ensures the rapid closure of internal and external financial statements. The production of specific reports is ensured by a multitude of business intelligence systems, which are found in every division: the presence of different systems is due to the specific characteristics of every business segment. In the main divisions the use of these systems is delegated to the divisional controller; it is only for the small,  residual areas, such as the press, that this form of analytical control is executed directly by the Group Control function through adoption of newly released software for consolidation, which ensures an in depth analysis as well.. 
Telecom Italia
Telecom is the most important telecommunications group in Italy. It was created by a merger of 5 companies, which had been controlled by the Italian Government. Telecom Italia is composed of 4 operating divisions controlled directly by the group CEO: Domestic Fixed Services, Domestic Mobile Services, Top Clients & ICT Services, Technology. The CEO coordinates the work of TIM Brazil, a foreign company which is developing the telecommunications business in Brazil, and  he also coordinates the service function. The CEO of Telecom Italia reports to the Chairman, as do the directors of General Counsel and Legal Affairs, Public Affairs and Telecom Italia Audit. The CEOs of two business units, Media and Olivetti, also report to the Chairman. The president is responsible for supervising the strategic process. The current structure of the Telecom Italia Group is quite complex, because the group operates in many businesses and in different geographic areas. The group holds shares of companies in three main businesses: telecommunications, media, printer and applications software. 
The function of Planning and Control is highly centralized and is divided into sub-functions, one per business. These divisional areas assure adequate support for execution of the control processes  in every division. The Group Control Function, known as Group planning, Control reporting & Business analysis, covers control activities at a corporate level and is divided into 5 functions which carry out different parts of the control process : Group & TLC planning & Control, Group & TLC Reporting, Industrial accounting & Investment Evaluations, Planning & Control Group Function, Business Analysis & Financial Evaluations. The 5 corporate area controllers and the divisional controllers report directly to the chief of the Planning and Control Function who reports to the CFO, who, in turn, reports to the Chairman. Moreover, every controller is linked functionally to the operations manger responsible for each single area, and the Group Controller reports functionally to the CEO. Despite these complexities, the organizational structure satisfies the need to create a strong link between the planning and control area staff and the business managers. However, in order to guaranty the independence of the controllers, the structure has a chain of command which hierarchically links every controller to the chief of his own function. The hierarchical relationship which affects the control area affords good coordination between every level, so they are all working by the same rules and producing reports with the same features. However, it can also give controllers the role of “inspector” rather than of consultant for support of business management, running the risk of putting greater emphasis on the phases of report production  rather than those of analysis and discussion. Within a division every legal entity has a specific function of administration and control, coordinated by a controller who reports to the CFO of the same entity. The entire organizational structure for the management control system is composed of  about 400 controllers: the majority of them have had significant experience in the group and have acquired extensive knowledge of the business. A wide range of instruments are used to carry out the communication process within the control area: videoconferences, meetings, e-mail, and phone. However, a large part of communications flow through specific information systems which gather the information for planning and control. Moreover, formal meetings are periodically scheduled and attended by the controllers to discuss specific aspects and problems of their work and to prepare the analyses which have to be presented at the meetings with the operations managers. Every two months a meeting of the controllers and managers of the group is organized to discuss business trend . The main topic of discussion could be the current report of the month, quarter or year, and comparison of this data with the budget in order to develop new policies for improving group performance. Most of the Group Control function activities involve analysis and discussion of reports: report preparation is carried out by a single sub-function, known as Group & TLC Reporting. The existence of a single sub-area for the preparation of information confers a high degree of standardization to reports that refer to group performance. Usually, the CEO requests reports from the Group Control function and, more specifically, from the Group & TLC Reporting, while the divisional CEOs request information from divisional controllers. However, the divisional CEO can also ask for information from the Group Control function when he wishes to analyze the performance of an aggregation of businesses. 
The organizational structure covered by the management control system is formed by every company owned by the holding, even though there can be differences in the details of the analyses depending on the degree of ownership and on the company’s relevance measured in terms of its revenues and investments. The organization is comprised of profit centres and cost centres: there are no investment centres, because investment is controlled separately from the centres of responsibility. The cost centres and, more specifically, the expense centres correspond to the corporate functions which offer services to the group’s businesses; the service functions “sell” their services to the divisions at a transfer price equivalent to the cost of production and so they are just formal profit centres, while their real measure of performance is the cost of production. The set of key performance indicators throughout the organization is made up not only of financial measures; there are also qualitative and other non financial indicators, such as the capabilities of human resources, the volume of traffic in the network, the amount of waste in the network, the volume of byte flow, the acquisition of new clients.
In the control process, objectives are set through a combination of the coordinated hypothesis prepared by the corporate function and the analytical target prepared by the divisions. In July/August the corporate level analyzes the market trend and defines the new policies to be included in the strategic plan. This document includes the coordinated objectives which must be communicated to the operations managers as a guide for  definition of their own detailed hypothesis. A long bargaining process between the two levels starts in September and,  in January, presents its main output, the official 3-year business plan, to the market. Under the strategic plan there is the annual budget, which is periodically updated with current data to help managers analyze their past performance and devise new action. The budget is the contract stipulated by the managers with the administrative council. The current results are discussed monthly in a specific meeting, known as the “business trend meeting”. The variances between current results and budget are first discussed in the division and then presented at the group meetings. The report with the variance analysis is linked to the system of personnel evaluation: the principal measures which condition managers’ wages are EBIT and the amount of debt, which represent the most important objectives for the entire group. Every manager has a scorecard with more than one indicator, such as profit per segment, network performance, volume of traffic and so on. 
There is an advanced, complex  information structure to support the functioning of the management control system. The entire group does not have just one ERP, but every business requires its own. Olivetti, Telecom Italia Media, Domestic Fixed Services and Domestic Mobile Services have their own systems. The systems of the Domestic Fixed Services and the Domestic Mobile Services are integrated in a single data warehouse which collects information useful for producing reports on the telephone industry. However, the SAP release used in these two division cannot process all the measures for control: therefore, the qualitative and non financial indicators are produced by a single software program at the corporate level and then are sent to the divisional information systems. The data warehouse called “Everest” allows consolidation of the financial data of the Mobile and Fixed services divisions: it produces reports for the divisions and for the group. Along with these systems, there is widespread use of the spreadsheet as a typical instrument of control: it is easier to process a query with Excel than with the divisional ERP, and it gives greater flexibility in production of reports. Despite the use of this flexible instrument there is a high degree of standardization in the reports: this is also due to the particular organization of the control function with its hierarchical chain of command of controllers and to the increase in the automation  of the administrative processes. This makes it possible to produce timely reports with an acceptable number of errors . 
Unicredit
UniCredit is one of the most important banking groups in Europe for volume of sales, geographical extension and large number of services offered. Today, 7 divisions form its structure : Retail, Corporate, Private Banking & Asset Management, Markets & Investment Banking, Polish Markets, Central Eastern Europe, Global Banking Service. Every division combines specific services offered by various legal entities. The reasons for the impressive, rapid  growth of this former state group were the need to differentiate the banking services it offered and to seek new markets to improve the economies of scale. In the UniCredit Group the control function is managed by the CFO, who coordinates the Treasury, Book-keeping and the Studies, Planning and Control Area. The latter area is further subdivided into three other areas: Studies and Research, for macroeconomic surveys, Planning and Control and Cost Control. The Planning and Control Area is formed by the Planning Area and the Management Control Area. The former carries out the typical activities of planning and control, performing the budgeting process , forecast, closing and analysis of results. The latter supports the Planning Area by defining the best procedures and rules for data production. Thus, this area defines in detail how to measure a specific indicator, the dimension of analysis, the procedures for collecting, processing, classifying and communicating the data: it has the job of designing and improving the information system for management control. Like Management Control, the Cost Control Area supplies specific services to the Planning Area, to define the proper algorithms to calculate the costs for the single items, such as an organizational area, a product, a service and client.  Unlike Studies and Research and Cost Control, the Planning and Control Area is subdivided into three levels: the first is the headquarters, where there is the person in charge of the group control; the second is the divisional level, where there are 7 controllers for every division; the third level is formed by the chiefs of the Planning and Control function of every legal entity. In some cases, the organizational structure of the administrative function is like a matrix, where there are two lines of control: the first is represented by the divisional controller and the second corresponds to a geographic or market controller. This particular administrative structure is present in HVB and BA-CA: this company is a universal bank which operates in a multitude of banking businesses; its performance is monitored by the divisional controllers for the operations under their responsibility, but at the same time, there is a local controller who oversees the entire subgroup to ensure effective control over this entity and draw up financial statements and the other documents required by the local authorities. There is a  functional relationship among the controllers operating at different levels so as to emphasize their role as consultants to the divisional managers and to create an image of the control mechanism of supportive instrument rather than one of inspection. Controllers communicate with each other daily through the intranet and weekly by phone. Formal meetings are less frequent: they are organized at the end of the control process to analyze reports and to define new objectives, and are attended by the divisional and group CEOs. Occasionally, when necessary, special meetings are called for controllers only: their primary purpose is to discuss organizational and procedural aspects of the control function. Usually, the Planning and Control Area work concerns activities of resolving information problems, preparing reports and data analysis and discussion with managers. More specifically, the first activity is carried out by the Management Control Area, while the others are the responsibility of the Planning Area. This distribution occurs only in conditions of stability: otherwise, during the frequent processes of organizational change, such as the acquisition of new companies, the people responsible for the control function work primarily on the definition of control rules and procedures, temporarily leaving aside their other activities. 

The organizational structure of UniCredit consists of centres of responsibility with various features. The revenue centres, which correspond to the hundreds of offices of the Retail Division, are the most numerous kind.. There are quantitative and qualitative measures used as indicators to evaluate these centres: the Planning and Control Area supplies reports with the volume of business, customer loyalty and satisfaction for every office. There are cost centres, such as the IT, real estate and other units which offer office services in retrurn; in this case there are also qualitative and quantitative measures. In UniCredit the role of the investment centre is very important, because every division is controlled on the basis of economic value indicators, such as Economic Value Added (EVA®) and residual income. Therefore, the set of measures in UniCredit is now moving from economic and financial indicators to qualitative and value added indicators in order to adjust the management control mechanism to the new strategy profile of the group. The units of the organizational structure covered by the management control system include only those companies in which the degree of ownership of the holding is at least a relative majority of the votes: on the contrary, those entities controlled with a lesser degree, such as joint ventures and others consolidated by equity method, are under a less rigid control. It must be noted that the number of legal entities which escape management control is very small compared to the total number of companies which constitute the group. 

The control process begins with the production of the three-year strategic plan, which is discussed by the group CEO in conjunction with the markets. This document is drawn up on the basis of previous discussions and analyses by the top management. Before the beginning of the year the guidelines of the plan are communicated to every division, to develop the analytical hypothesis which constitutes the annual budget: after this, the group controller of the holding consolidates all documents to draw up the master budget. The top managers will compare the master budget to the relative year of the plan to verify correspondence between divisional objectives and the plan guidelines. Once approved by the holding, the master budget becomes  an official document for the organization. Thus, the first step is a top-down process , of communication of the plan guidelines to the divisional managers, and the second step is a bottom-up process when the specific objectives established by the divisions are consolidated and then compared with the plan of the top managers. This budgeting process is activated every year. The targets which have been determined for the most important measures of a division are placed into a scheme used to evaluate mangers: this is a management by objectives mechanism which is linked to the management control system. The initial targets are not updated with forecasts, and their achievement is decisive for the rewards offered to the managers. The closing process is activated monthly for the economic results and quarterly for the financial: so every month it is possible to analyze a profit and loss statement with its significant indicators, and every quarter the group CEO, the divisional CEO and the group controller also discuss the assets and liabilities statement. Before this meeting the primary task of the Group Controller is to indicate the critical areas that have emerged from an in-depth study of the data to establish an agenda for the meeting. The local controller, who operates in a division or in a legal entity, has to support the operations managers during interpretation of results and variances, preparing the  managers for the meeting with the group CEO. 

The report system, as the main element of the information system, has different features according to the level of the organizational structure: the higher  the level, the more synthesized and economic-financial the information. This inevitably depends on the headquarters need to aggregate the quantitative and qualitative performance of different divisions under a single measure: this single measure can only be economic-financial, which gives a global view of the performance trend of the entire group. Specific non-financial indicators which enrich the set of measures used to analyze the performance of the businesses are created for every division: for instance, the Retail Division controls the number of clients per year and the customer satisfaction per office, while the Corporate Division controls the amount of business per client. Most reports are processed with the Tagetik software program, produced by a company of the same name: this program consolidates internal and external reports for the entire group. Although the legal entities of UniCredit have distinct information systems which had usually been installed before the company entered  the group, there is information integration because of  adoption of the same rules of book-keeping and the Taketig software which collects all the data from the various companies and consolidates them. Uniformity of the administrative procedures is due to a process of standardization conducted after the acquisition of a new company: this process is based on adoption of the best rules, choosing from among those of UniCredit and those of the acquired company. The software used to consolidate financial data works as an instrument for corporate performance management. Its installation is very fast and it can be managed directly by the users without the support of a programmer. The choice of this software in UniCredit is consistent with the expansion strategy adopted by the group: the rapid increase in the number of legal entities which have become part of the group requires a very flexible instrument which can dialogue with different applications programs. Of course, within the professional family of controllers there is a widespread use of simpler software, such as spreadsheets and text files: the former are an interface between the ERP and CPM adopted by UniCredit, and, consequently, are used to process data further to create specific reports and organize presentations. 

DISCUSSION AND MAIN RESULTS 
The management control systems examined in this study present many similarities because of the similar features of the groups queried. The four groups are extremely similar for their large size, measured in terms of revenues, invested capital and number of employees, for the fact that they are all listed on the Italian stock exchange, for their high degree of ownership of the legal entities, which often varies between a relative majority and 100% , for the concentration of the majority of their investment in a single industry and the operative nature of the holding, for the large number of exchanges between the companies belonging to the group, and for the design of their organizational structure. We believe that these common features are the main reason for the similarities in their management control systems. Tables 5 and 6 summarize the main features of the management control systems. If we analyze the data collected on the four elements of this system – the administrative area, the organizational structure covered by the management control, the information structure and the control process, –  we can argue that the greatest differences were recorded for the first and the third elements, while there is total correspondence in the organizational structures and in the control processes. 

Our primary purpose is to highlight the contingency variables which could be responsible for these differences in the four cases studied. 
The administrative areas in the four cases differ in the roles and in the chains of command. In the case of the roles, the management control mechanism is under the responsibility of a corporate level manager. However, in Telecom, the Planning and Control function is subdivided into further areas, and, in particular, there is a specific area dedicated exclusively to the group control whose chief reports directly to the Head of the Planning & Control: the group controller consolidates financial information and makes analyses of the group performances. Each case examined has a control function subdivided into different levels: the first is the group control area of the holding, and the other levels of control are located in the divisions, businesses and legal entities. Nevertheless, in Fiat, divisional control is subdivided functionally so as to aggregate human resources with a common area of competences, such as production, brand, trade and so on. Among the four cases there are also some differences regarding the relationship between the planning and control function and the CFO. In Telecom and UniCredit there is a strict link between the control and the finance activities, which are included under the “Administrative, Finance and Control Area” managed by the CFO, and therefore, the group control area reports directly to this subject. Instead, in Fiat and Enel the group control area reports to the CEO: this is probably due to the higher degree of similarity of the subsidiaries’ activities than in Telecom and perhaps than in UniCredit, so the link between the group controller and the CEO is designed to emphasize the controller’s support role as a business consultant. 

There are many differences in the chain of command of the 4 cases. With the exception of Telecom, the cases studied have a divisional control function hierarchically related to the divisional CEO, in order to provide good staff support to the decisional processes. The control area in Telecom has a functional relation with the group and divisional CEOs: a controller reports hierarchically to his head in the control area and ultimately to the CEO. This is due to Telecom’s need to maintain a clear distinction between controller and controlled subjects; this chain of command grants a great deal of  independence to the controller and a high degree of standardization of the control processes , but, at the same time, it risks presenting the control mechanism as an invasive form of inspection. This structure has always existed in Telecom: it may be due to the nature of Telecom as a former state-owned company and to its investment in an industry ruled by a national communications authority , which requires detailed reports of  all group activities , which are also produced by the Planning & Control function. These variables give great importance to the timeliness of the information and, consequently, to the standardization of the administrative processes of the group. Another possible cause for preserving this chain of command is the lack of stability of Telecom’s asset ownership, which obstructs initiation of the long process of organizational change within the group control area. Of the other three cases, Enel has a double chain of command which links the controllers to both the CFO and CEO, while Fiat and UniCredit have their administrative personnel linked only by a functional relation. As we have said, in Enel, as in Telecom, the presence of a hierarchical relationship among the controllers could be due to the need to produce detailed reports periodically for the national industry oversight authority; but in Enel, unlike in Telecom, the hierarchical link between controllers and the CEOs allows a consultancy  service to be offered by the administrative function. 
The information structures have fewer differences between one case and another: the main difference is the number of ERP systems installed in the group. The divisions of Telecom and UniCredit record their operations in different systems, while in Enel and Fiat there is just one software program for the bookkeeping process, with the exception of the smaller, less important subsidiaries. This could depend on two variables: the degree of similarity in the various activities of the group and the manner and speed of growth. The first variable, together, to some degree, with the second, influences the information system strategy of Telecom: in this case there is a great deal of diversity in the group’s businesses, such as the fixed line and mobile telephony, internet, TV and office systems solutions, which work with different processes. Instead, Fiat and Enel can operate with just one system thanks to their investment in one specific industry and to the similarities in the processes of their companies, such as the purchasing, production and sales processes. The second variable conditioned the strategy of UniCredit. This group acquired many bank units in a very short period of time, which allowed them to maintain the differences in the systems of the legal entities while, at the same time, top management imposed common rules of bookkeeping to facilitate the process of data consolidation. The software adopted for data consolidation was chosen for its ease of installation and its flexibility, despite its rather low capabilities of analysis. Exhibit X shows a matrix where the four cases are positioned with respect to their degree of similarity and their manner and speed of growth. Exhibit 7 shows the factors which condition the IT strategy in the four groups
The other elements of the information structure are very similar in the four groups. Every case applied more then one system of business intelligence to analyze the data of their divisions. Every division usually works with its own system because of the specific features which characterize the processes of every business in a group. This also influences the content of the report used to control group performance.. Significant diversity in the businesses of a group requires a management control system based exclusively on economic and financial measures which form a common denominator for the performance of the different units. Only in Enel and in Fiat there are a great number of non-financial measures in the group reports due to the similarities in their businesses, which also allow measurement of group performance with some production and sales indicators, such as the number of vehicles produced/sold and the amount of sales kw/h. The four cases have highly standardized group reports which are strictly defined by administrative procedures. The divisional reports show a lesser degree of standardization, because of the different businesses and information systems. The ability to draw up separate reports derives from widespread recourse to the spreadsheet as the most common instrument of analysis. 
The organizational structure covered by the management control system is similar in the four cases. The determining factor for the activation of a control mechanism in a subsidiary is the degree of ownership, which must be greater than a relative majority: in the four case studies there is no legal entity owned with more than a relative majority of shares which can escape the group control mechanism. The control over a subsidiary is executed directly by the holding, or by a division or its sub-areas by means of a cascade mechanism. The intensity of the control depends on the relative importance of the subsidiary, evaluated in terms of its figures (revenues and invested capital). These things confirm the results of the literature analysis undertaken for this article. The indicators used to evaluate managers are often economic and financial measures, with a few exceptions such as market shares, customer satisfaction, sales volumes and production indexes.

Except for frequency, the control processes in the four case studies also have common features. There is always a three-year strategic plan and an annual budget drawn up from an overview of the plan. The strategic plan is a corporate document which is published in response to the markets’ request for information; the annual budget is a consolidation of the targets set by the divisional managers and is approved exclusively by the holding. There is always a monthly closing with economic and financial data. At the same time a meeting of top managers, divisional managers and group controllers is organized to analyze the current performance. The forecast is produced twice a year in some cases, such as Enel, and three times in Fiat. In none of the cases does the updating of the annual budget, accomplished through the forecast, modify the personal targets set for each manager by the management control system. These important similarities in the control processes are probably due to the similarities in the processes of external communications established by the market and by law. Every group studied is listed on the Italian stock exchange, Borsa Italiana, and must comply with Italian law, which also requires listed companies to publish a quarterly and semi-annual financial statement, in addition to the annual statement required of all companies. 
In conclusion the four critical differences which characterize our case studies contribute to the design of the group management control systems. The degree of similarity in the various activities of the group, the features of the industry and the stability of asset ownership seem to influence the way in which a planning and control function is organized. Instead, the fourth variable, the manner and speed of growth, associated with the degree of similarity in the activities, determines the number of information systems applied in a group. Moreover, two specific variables, the degree of ownership and subsidiary size, appear to influence the possibility of activating a management control system over a legal entity. In this study, it was  difficult to ascertain the effects that trading the holding’s shares on the stock exchange had on the control process, because all the companies are listed on the Italian stock exchange. See Table 8.
CONCLUSIONS AND FURTHER RESEARCH

Based upon an extensive literature review and upon the data from four case studies operating in Italy, this study attempts to improve the theoretical framework on control system in groups of companies and in multinational corporations. Our research analyzes the management control system, as a particular form of control, in order to come up with variables which can influence its structure and the way in which it functions in groups of companies. We found that the previous research contributed to building a framework useful for defining the intensity and form of control. The former is influenced by the degree of ownership, the size of the subsidiary and the headquarters dependence on the subsidiary’s resources: the lower the value of these variables the less the intensity of control. The forms of control studied in the selected literature are formal vs informal and control vs coordination. The variables that influence the degree of formalization of the control are the manner of growth, the organizational structure, the physical and cultural distance between the headquarters and its subsidiary and their interdependence, the headquarters’ dependence on subsidiary’s resources, the subsidiary’s know-how and the environmental stability. Coordination works better than control when there are the following conditions: a large subsidiary, complex technology and the group operates in just one business. 

Our empirical analysis started from this framework. By applying a qualitative method, we examine four cases that are very relevant in the Italian economic context in order to create new theories on the adoption of a management control system in a group. There were two main results. The first involves the intensity of control: our research confirmed the findings in the literature that the intensity of control of a subsidiary depends on the degree of ownership and on the size of the subsidiary. The second result concerns the design of two elements of the management control system: the administrative function and the information structure. We maintain that the former is also determined by the degree of similarity in the businesses in which the group has invested and by the presence of a local authority which requires detailed information on the group’s activities. Instead, the number of the information systems installed in a group is due to the degree of similarity in the businesses and to the manner and speed of growth. 

Despite its contributions, this study has several limitations that offer interesting opportunities for further research. First, it used a limited number of cases, which gave only a partial view of the problem. Second, this study investigated the management control systems primarily by interviewing managers: this influences the independence and accuracy  of the work, which was based especially on personal judgments and analysis. For these reasons we feel that future research will have to consider a larger  number of cases, perhaps also including small groups or non-listed groups, and it will have to be based primarily on document collection and manager behaviour analysis.
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	Year of publication
	Purpose of the research
	Method
	Main results
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	Berg N.
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	Academy of Management Journal
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	Study on the benefits of manager transfers
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	Youssef S.
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	The critical variables are: the percentage of owned shares and the age of the foreign subsidiary

	Brandt W., Hulbert J.
	Journal of International Business Studies
	1976
	Study on the variables which  affect the quality of the inter-company communications
	Extensive survey on a sample of 63 multinational corporations
	The critical variables are: the percentage of shares owned, the complexity of the organization, the existence  of personal relationship between the holding’s managers and the subsidiary’s.

	Galbraith J., Edstrom A.
	Columbia Journal of World Business
	1976
	Study on the benefit of manager transfers in foreign subsidiaries
	Exploratory research on 4 multinational groups
	The outcome of the work is the hypothesis that manager transfers are beneficial when there is a high degree of interdependence of the units and the managers are placed in various units.  Transfers facilitate value sharing

	Prahalad C.
	Harvard Business Review
	1976
	Study on the mechanisms that affect power distribution and strategic choices of a multinational corporation
	Research on an anonymous single case study
	The adoption of key managers and the management of information flows can affect the distribution of power in a multinational corporation

	Alpander G.
	Best Paper Proceedings: Academy of Management Annual Meetings
	1977
	Study on the variables which determine the need for indirect control
	Extensive survey on a sample of 250 companies. The rate of response is 25%
	The adoption of indirect control increases when decentralization increases 

	Picard J.
	Columbia Journal of World Business
	1980
	Study on the information systems of US and European multinational corporations
	Extensive survey on a sample of 70 companies. 80% were actually interviewed
	The European companies sampled show a prevalence of a direct line of reports between the unit’s CEO and the Group’s Chairman; there is more market than financial information; there is extensive recourse to expatriates

	Doz Y., Prahalad C.
	Sloan Management Review
	1981
	Study on the adoption of the instrument for strategic control in multinational corporations
	Exploratory research on 4 cases
	A set of mechanisms has to be well balanced in order to avoid an opposite effect

	Bartlett C.
	The Journal of Business Strategy
	1981
	Study on the ways to integrate the units of a group, avoiding revolutionary reorganization of the company
	Exploratory research on 9 companies
	Power redistribution, task forces and manager transfers are developed as mechanisms of integration

	Jaeger A.
	Journal of International Business Studies
	1983
	Study on the differences between the mechanism of control of the ideal types A and Z
	Exploratory research on two specific case studies
	The ideal type Z uses more expatriates,  socialization and informal control than ideal type A

	Egelhoff W.
	Journal of International Business Studies
	1984
	Study on multinational corporations of different countries
	Exploratory survey on 50 multinational corporations: 24 US, 6 UK and 20 European
	In different countries there are often different control mechanisms; the size of the subsidiary is a determining factor  in  the need for control

	Cray D.
	Journal of International Business Studies
	1984
	Study on the variables which require different kinds of control
	Extensive survey on 57 units of 34 US multinational corporations
	A small sized subsidiary and a great physical and cultural distance require a typical mechanism of control; a complex technology requires a mechanism of coordination

	Baliga B., Jaeger A.
	Journal of International Business Studies
	1984
	Study on the variables which require different kinds of control
	Conceptual study based on a literature review
	A cultural control is useful with high interdependence of the subsidiaries; otherwise the mechanism of control is chosen by analyzing the cultural proximity between a unit and its holding

	Doz Y., Prahalad C.
	Journal of International Business Studies
	1984
	Study on the mechanisms for the strategic control of subsidiaries
	Exploratory research on 3 case studies
	A set of mechanisms has to be well balanced   to avoid having an opposite effect. Alternatively, a corporation can invest in a single business to solve the problem of integration of different units

	Dyment J.
	The Journal of Business Strategy
	1987
	Study on the mechanism of control in a “global company”
	Conceptual study
	A global company is managed with a single strategy and consequently the control system has to  focus  on the entire supply chain

	Kobrin S.
	Human Resource Management
	1988
	Study on the effects of a decrease in manger transfers
	Conceptual study
	A decrease in transfers determines: a decrease in  managers who know the entire corporation, a lack of control over the foreign subsidiaries, a lack of competence in managers

	Martinez J., Jarillo C.
	Journal of International Business Studies
	1989
	Study of the reasons for  the  evolutionary path of the literature on control in multinational corporations
	Analysis of 85 papers
	The evolution was due to the progress in the concept of control and to the radical change in the organizational structure of multinational corporations

	Ghoshal S., Nohria N.
	Strategic Management Journal
	1989
	Study on the variables which require different kinds of control
	Extensive survey on a sample of 438 units of multinational corporations. The response rate is 15%
	When the headquarters’ dependence on a subsidiary’s resources increases, the most useful kind of control is formal. When environment complexity increases, socialization is the best kind of control

	Gupta A., Govindarajan V.
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	1991
	Study on the variables which require different kinds of control
	Conceptual study based on a literature review
	Some hypotheses are formulated on the relationship between the best form of control and the direction and intensity of knowledge flows

	Gupta A., Govindarajan V.
	Best Paper Proceedings: Academy of Management Annual Meetings
	1991
	Study on the variables which require different kinds of control
	Extensive survey on a sample of 997 chairmen of multinational corporations. The rate of response is 36%
	When knowledge flows change, the use of the mechanisms of management integration and communication will also change 
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	ASEAN Economic Bulletin
	1992
	Study on the variables which require different kinds of control
	Exploratory research on 11 units of 7 Japanese multinationals operating in the electronics industry
	The critical variables are: the size of the subsidiary, the headquarters’ dependence on the subsidiary’s resources, and the cultural proximity for adoption of cultural and clan control

	Birkinshaw J., Morrison A.
	Journal of International Business Studies
	1995
	Study on the relationship between the strategy of the subsidiaries and their link to the network
	Extensive survey on a sample of 578 subsidiaries. The rate of response is 21,7%
	When the unit’s strategy changes, the lateral relationship with the network and the unit’s autonomy will also vary 

	Nobel R., Birkinshaw J.
	Strategic Management Journal
	1998
	Study of the best form of control for a Research and Development unit in a multinational corporation
	Extensive survey on a sample of 220 R&D units . The rate of response is 50%
	The units with a high degree of innovation have to be monitored by a clan control; the units which adapt a technology in a single country are monitored by a formal control; the units which adapt a technology worldwide are monitored by centralization

	Chang E., Taylor S.
	Journal of Management
	1999
	Study on the variables which require different kinds of control
	Extensive survey on a sample of 667 Korean subsidiaries of US multinational corporations. The rate of response is 19%
	The critical variables are: the percentage of owned shares and the size of the subsidiary (measured by revenue and investment). The number of exchanges with the holding and the number of functions carried out by the subsidiary are not relevant

	Gupta A., Govindarajan V., Malhotra A.
	Strategic Management Journal
	1999
	Study on the variables which determine the tendency towards individual control in a multinational corporation
	Extensive survey on a sample of 987 units. The rate of response is 38%
	If a unit covers a small supply chain there is  low role conflict and high role ambiguity:,so individual control is lower. 

If a unit is laterally integrated and highly connected to the holding, the individual control will be higher

	Hassel L., Cunningham G.
	Journal of International Accounting Research
	2004
	Study on the relationship between physical and cultural distance and the adoption of budget
	Research on a sample of 36 units of a Finnish multinational corporation. The rate of response is 84%
	A great emphasis on budget associated with a small distance between a unit and its headquarters has positive impact on performance

	Jaussaud J., Schaaper J.
	Journal of International Management
	2006
	Study on the variables which require different kinds of control
	Extensive survey on a sample of Chinese units of European and Japanese multinational corporations. The usable questionnaires are 316
	The critical variable is the percentage of owned shares

	Rao M., Brown C., Perkins W.
	Journal of Management Information Systems
	2007
	Study of the form of control for the IT units
	Extensive survey on a sample of 610 multinational corporations. The rate of response is 12,7%. 
	The critical variables are: the level of dependence on IT resources from the headquarters and the information flows which characterize a specific unit


Table 2. The four categories of studies on group control mechanisms 
	The topic of research
	Number of studies
	Year of publication
	Method
	Main results

	Organizational structure
	3
	The end of the ‘60s – the beginning of the ‘70s 
	Exploratory studies
	The impact on control mechanisms caused by the manner of growth and the organizational structure 

	Policy of manager transfers
	4
	The beginning of the ‘70s
	Exploratory and conceptual studies
	The impact on control mechanisms caused by the policy of manager transfers

	Development of new control mechanism 
	4
	The end of the ‘70s – the beginning of the ‘80s
	Exploratory studies
	The impact on organizational behaviour caused by specific instruments of control



	Management control systems
	21
	Since the middle of the ‘70s
	Especially extensive surveys
	They discover variables which require a different intensity of control and different mechanisms



Table 3. The primary rules for designing a control mechanism in a group of companies
	INTENSITY OF CONTROL

	HIGH                                                                                                                                                                            LOW

High degree of ownership                                                                                                            Low degree of ownership
Large subsidiary                                                                                                                                         Small subsidiary             

High headquarters dependence on subsidiary’s resources          Low headquarters dependence on subsidiary’s resources

	FORM OF CONTROL

	DIRECT                                                                                                                                                              INDIRECT

Short length of ownership control                                                                                   Long length of ownership control

Degree of ownership: 100%                                                                                                       Degree of ownership: 50%

	FORMAL MECHANISMS                                                                                                  INFORMAL MECHANISMS

Internal growth                                                                                                                                            External growth

Structure with geographic  areas                                                                                             Structure with business areas
High physical and cultural distance                                                                               Low physical and cultural distance
Little interdependence                                                                                                                       Great interdependence 
High headquarters dependence on subsidiary’s resources          Low headquarters dependence on subsidiary’s resources
Subsidiary with great amount of  knowhow                                                                      Subsidiary with little know how
Highly stable environment                                                                                                                 Unstable environment

	CONTROL                                                                                                                                             COORDINATION
Small subsidiaries                                                                                                                                    Large subsidiaries
Simple technology                                                                                                                               Complex technology
More then one business                                                                                                                             Just one business


Table 4 – General features of the four groups
	Main features
	ENEL
	FIAT
	TELECOM
	UNICREDIT

	
	

	Sales (Mil. €)
	37.497
	51.832
	31.275
	23.464

	Total assets (Mil. €)
	54.500
	58.303
	89.457
	823.284

	Number of  employees
	58.548
	173.726
	79.993
	139.061

	Number of companies
	About 300
	637
	231
	495

	Listed (Yes/No)
	All are listed on the Italian Stock Exchange

	Degree of ownership
	Very high for the majority of the companies of the four groups

	Minority interest/Total stockholders’equity
	3%
	7%
	4%
	10%

	Internationalization (profit or sales produced abroad)
	10% of the  gross operating profit
	79% of sales
	16% of the  gross operating profit
	55% of the  gross operating profit

	Role of the holding
	Operative

	Organizational structure
	Divisional

	Manner of growth
	Gradual acquisition of electric companies and privatization in the ‘90s
	Concentration of resources exclusively in the automotive industry
	Privatization in the ‘90s and external growth with mergers and acquisitions of companies in the communications and hardware industries
	External growth based on mergers and acquisitions

	The speed of growth during the last 15 years


	High in the last five years
	Started a fast process of divesting in 2004
	Few significant mergers and acquisitions since the ‘90s
	Very fast external growth since the ‘90s

	Degree of similarity in the operations of each group
	High, because every company operates exclusively in the energy business
	High, because every company operates exclusively in the automotive business 
	Medium, because there are investments in the telecommunica-tions business, media and hardware
	High, because every company operates in the banking industry

	Degree of stability of asset ownership
	Medium
	High
	Low
	High

	Most relevant events occurring in the last 15 years
	1999: deregulation of the electric industry; 

Listed on the stock market 
2007: acquisition of Endesa
	2002: crisis, followed by concentration on the automotive industry
	1997: privatization;

1999: Olivetti acquired Telecom;

2001: Pirelli and Benetton acquired control of Telecom;


	1993 privatization;

1998 UniCredit Group was founded;

2007 merger with Capitalia

	Features of the industry
	Ex-monopolies and market leader
	Intense competition
	Ex-monopolies and market leader
	Intense competition

	Oversight by  a National Authority (Yes/No)
	Yes
	No
	Yes
	Yes


Table 5. Planning and Control Function

	Planning and Control Function
	ENEL
	FIAT
	TELECOM
	UNICREDIT

	Presence of a Planning and Control Function (Yes/No)
	Yes
	Yes
	Yes
	Yes

	The Group Controller is responsible for the Planning and Control Function (Yes/No)
	Yes
	Yes
	No
	Yes

	Breakdown of the Planning and Control Function at the corporate level

	-Group reporting;

-Planning and Control;

-Business Analysis and Risk control
	- Treasury;
-Group Control;
-CFO
	-Planning and control;
-Reporting;
-Industrial accounting and investment evaluation;
- Group Planning and Control;
-Business analysis
	- Research and Studies;

- Planning and Control;

- Cost control

	Breakdown of the Planning and Control Function within the group
	Holding, Divisions, Businesses and Legal Entities
	Holding, Business, and functions within the business
	Holding, Business and Legal Entity 
	Holding, Divisions, Legal Entities and in one case Countries

	Number of employees of the Planning and Control Function
	About 600
	Difficult to estimate
	About 400
	Difficult to estimate

	Relationship between controller and operations managers
	Hierarchical
	Hierarchical
	Functional
	Hierarchical

	Relationship between Group Controller and local controller
	Hierarchical
	Functional
	Hierarchical
	Functional

	Kind of communications used in the Planning and Control Function
	E-mail and phone calls: Daily;
Formal Meetings: Monthly 
	75% email;

15% formal meetings;

10% conference calls
	Phone calls overall; 
Then e-mail;

Monthly: video-conference
	40% e.mail;

50% phone calls;

10% formal meetings

	More time consuming control activities
	Analysis of reports and Production of reports
	45% Analysis of reports;
30% Discussions of results;

15% Production of Reports;

10% Resolution of information problems
	Equally distributed
	Equally distributed


Table 6 –Other elements of the management control system
	The infomation system
	ENEL
	FIAT
	TELECOM
	UNICREDIT

	Presence of a single ERP within the group (Yes/No)
	Yes, with exception of a few, less important companies
	Yes, with exception of a few, less important companies
	No, there are four different ERP systems, one for every business
	No, there are many ERP systems; but there is a single CPM software 

	Areas of adoption of a specific system of business intelligence
	Divisions
	Businesses
	Businesses
	Businesses

	Adoption of the spreadsheet (Yes/No)


	Yes, for the production of specific reports and presentations
	Yes, for the production of specific reports and presentations
	Yes, for the production of specific reports and presentations
	Yes, for the production of specific reports and presentations

	Degree of standardization of reports
	High, with the exception of the units which operate abroad

	High
	High
	 Medium

	Main differences between the information used at the corporate level and that used in the divisions

	At the holding level there is greater synthesis 
	At the holding level there is greater synthesis and there is only financial information
	At the holding level there is greater synthesis
	At the holding level there is greater synthesis and there is only financial information

	The organizational structure
	ENEL
	FIAT
	TELECOM
	UNICREDIT

	The most widespread centres of responsibility within the group
	The divisions are considered to be profit centres. The service functions are cost centres
	The divisions are considered to be investment centres
	The divisions are considered to be profit centres


	The divisions are considered to be investment centres; every single unit of the Retail Division is a revenue centre and the service functions are cost centres


	The main indicators used to control every centre
	Financial and non- financial indicators
	Financial indicators
	Financial and non- financial indicators
	Financial and non- financial indicators

	Kind of financial indicators
	Gross operating profit
	Gross operating profit and cash flow
	Gross operating profit and amount of debt
	Sales, costs, economic value added and residual income

	Kind of non- financial indicators
	Market share, plant performance
	Market share,  production volume, stock of products
	Hours of traffic, number of network wastes
	Customer satisfaction, number of clients

	Conditions which determine the intensity of the management control over a company
	Ownership of a relative majority of the votes
	Ownership of a relative majority of the votes
	Ownership of a relative majority of the votes and a significant amount of sales
	Ownership of a relative majority of the votes

	The control process 
	
	
	
	

	The role which defines the strategic plan
	Top management
	Top management (Group Executive Council)
	Top management
	Top management

	The role which defines the specific target of the annual budget
	Divisions
	Divisions
	Divisions
	Divisions

	The length of a planning cycle 
	Three years
	Three years
	Three years
	Three years

	The length of a budget cycle 
	One year
	One year
	One year
	One year

	The frequency of the budget reviews
	Every six months
	Every four months
	Not mentioned
	Every three months

	Frequency of discussion of results
	Monthly
	Monthly
	Monthly
	Monthly

	Managers who discuss the results
	CFO, CEO, Divisional manager
	CFO, Group Controller, Treasurer; CEO, Divisional manager
	Group Controller, Divisional Controller, CEO, Divisional manager
	Group Controller, CEO, Divisional manager

	Presence of an MBO system (Yes/No)
	Yes
	Yes
	Yes
	Yes

	Updating of the annual target used by the MBO system (Yes/No)
	No
	No
	No
	No


Exhibit 7. The two variables which condition the IT strategy

	DEGREE OF SIMILARITTY 

OF ACTIVITIES
	HIGH
	            Fiat                Enel 
	                            UniCredit

	
	
	Single information system
	Multiple information systems

	
	
	
	Multiple information systems

	
	LOW
	
	         Telecom

	
	INTERNAL AND SLOW
	EXTERNAL AND FAST

	
	MANNER AND SPEED OF GROWTH
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Table 8. Upgrading of our theoretical framework

	THE INTENSITY OF CONTROL

	HIGH                                                                                                                                                                            LOW

High degree of ownership                                                                                                            Low degree of ownership
Large subsidiary                                                                                                                                         Small subsidiary

	THE MANAGEMENT CONTROL SYSTEM

	THE ADMINISTRATIVE FUNCTION

FUNCTIONALLY RELATED TO THE CEOs                                   HIERARCHICALLY RELATED TO THE CEOs

Presence of regulation by a national authority                                        Absence of regulation by a national authority (or

                                                                                                              presence of multiple authorities, local and foreign,

                                                                                                                                                    as in the case of Unicredit)

CFO AS THE HEAD OF CONTROL AREA                                              PRESENCE OF A GROUP CONTROLLER

Low degree of similarity of activities                                                                       High degree of similarity of activities

THE NUMBER OF INFORMATION SYSTEMS

HIGH                                                                                                                                                                            LOW

Fast external manner of growth                                                                                          Slow internal manner of growth 

Low degree of similarity of activities                                                                       High degree of similarity of activities








PAGE  

5
October 18-19th, 2008

Florence, Italy


