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INTRODUCTION

Relevance of the research. In the management system of any enterprise
control plays a significant role. A well-organized and structured control system is
necessary in modern changeable conditions of a business environment. Control is a
key factor on the way to success for the enterprise. Except of providing
effectiveness of the development, helping in understanding a financial situation of
the enterprise, it is also a lever for creating a successful strategy and setting new
goals. In current business environment, managers should know more information
than their competitors, always be ahead with knowledge of new trends and use
modern techniques in management. As the situation in economics all over the
world changes rapidly, it is necessary to monitor all aspects of life not only inside
the enterprise, but also outside. Only having a high-quality control system and
improving it all the time, enterprise will be able to be competitive, make a high
profit and achieve goals. The growing essence of necessity of well-organized
control system at the enterprise determines the relevance of the research.

Some foreign and Ukrainian scientists have made researches connected with
the aspect of the control system at the enterprise. Among them it is necessary to
mention R. Simons, A. Fayol, H. Hanif, L. Siska, K. Mullakhmetov, M. Stehnei,
K. Merchant, L. Silva-Domingo, S. Sljivic, Z. Xianzhi, M. Shesternyak, S. Gitesh
and others [1-46]. Scientists investigated a lot of themes connected with control
and creating a strong control system. But there are a lot of new approaches and
informational technologies that appeared without attention, which can help in
building a competitive control system in modern conditions.

Purpose of the paper is to develop scientific approach to improving the
control system at the enterprise “ALEANA” LLC. According to the purpose, there
are such tasks were set: 1) define the essence, main tasks and elements of control
system at the enterprise; 2) research methods and indicators of control at the
enterprise; 3) provide a decomposition analysis of control system at the enterprise

“ALEANA” LLC; 4) evaluate the efficiency and effectiveness of the enterprise
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control system; 5) plan measures to improve the enterprise control system based on
best international practices; 6) predict evaluation of the results of improving the
enterprise control system.

Object of the research is the process of improvement of the control system
at the enterprise.

Subject of the research is theoretical, methodical and practical aspects of
the control system improvement at the enterprise “ALEANA” LLC.

General and special methods were used in the research such as analysis,
systematization, conclusion, comparison, modeling, monitoring, classification,
experiment.

Initial data of the final qualifying paper: reporting of the enterprise, data
of own researches, statistical data, results of researches of domestic and foreign
scientists, etc.

Scientific novelty of obtained results refers to the development of existing
researches in the sphere of control and creating new theoretical and methodological
aspects to the improving of the control system of the enterprise.

Improved: systematization of definitions of the term “control system”,
classification of control indicators, which will help to understand the state of
control system of the enterprise from different sides.

Further developed: methods and practical techniques that will help to
increase the effectiveness of the enterprise’s activity with the using of improved
control system at the enterprise.

Practical significance of the research refers to the development and giving
important recommendations for improving the control system at the enterprise with
the using of reporting data of "ALEANA" LLC. The results of the research were
partially covered in scientific article (Appendix A).

Structure and scope of the research. Research consists of the introduction,
three parts, conclusions and recommendations, references and appendices. The
main content of the research is set out on 51 pages. The work contains 24 tables, 3

figures. References include 50 items of sources.



PART 1
THEORETICAL AND METHODOLOGICAL FOUNDATIONS OF THE
CONTROL SYSTEM AT THE ENTERPRISE

1.1. The essence, main tasks and elements of control system at the

enterprise

Every business entity functions in uncertain environment. The main task of
managers and directors of the enterprise is to measure uncertainty and make right
decisions how to act in every situation. Effective and smart solutions will be the
fastest way to success of the enterprise. Control system will make a major
contribution in achieving short-term and long-term goals of the enterprise.

One of the main functions of management is control. It helps to monitor
opportunities and threats of the enterprise, predict the activity on the certain period,
assess every process and provide conditions for effective management process.
Control system lets the enterprise notice all risks on time and make intelligent
decisions how to solve a problem and not become a bankrupt. The successful
functioning of any enterprise is impossible without a well-organized integrated
internal control system. Top-managers of every company spend a lot of time and
efforts to establish a system of strict control over different important operations.
Control system has to be concentrated on using of all recourses of the enterprise:
material, financial, human and investment.

Management control has different objectives, for example, accuracy in
financial statements, certainty of upcoming information, compliance with laws and
rules, etc. In spite of all these spheres (audit, economics, law) are different, they
unit each other and set up the one system of control.

The importance of control and impossibility of success at the enterprise
without it was mentioned by A. Fayol [3, p.63]. He considered that well-organized
control is necessary for successful management; it can be a supplier of valuable

information, which normal routine supervision is not able to give. Control may be
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carried in different circumstances and can prevent unpleasant situations that can
lead to a disaster.

Control is a function of management that is responsible for achieving high
quality of work of the enterprises and organizations. Role of control in the activity
of enterprise is very significant. It has an integrated nature. It includes the
implementation and evaluation success of the management process and also the
individual functions, while providing management with information at all stages of
development and implementation of management decisions.

S. Slavoljub defines management control as “...a process in which
organization strives to achieve the planned or desired results, or performances”
[35, p. 40]. Management control helps managers to minimize a negative impact of
internal and external environment’s influence. According to H. Hanif,
management control “...conducted in a formal mechanism, beginning from setting
up company’s goal and strategy, followed by elaborating them into work program,
and elaborating work program into budget.” [12, p. 1199]. K. Merchant
emphasizes that management control is the instrument for managers to make sure
that their employees work hard to reach the objectives [24, p. 11]. Management
control protects the enterprise from undesired actions, which employees can
perform.

Simons [2] in his concept “Levers of control” stated that control of business
strategy is achieved by integrating the fours levers of beliefs systems, boundary
systems, diagnostic control systems, and interactive control systems. He mentioned
that functioning of these levers together, not separately, lead to the success of the
strategy and stimulation of growth control.

Diagnostic control systems are the essential management tools for
transforming planned strategies into realized strategies. Their goal is to achieve
results for the business or individuals within the business. Interactive control
systems are used for making experiments and finding opportunities that may result
in emergent strategies. Beliefs systems are used to inspire intended and emergent

strategies, and can include management’s vision, which motivates managers to
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create or search for opportunities to complete mission of the enterprise. Boundary
systems are used to control an opportunity-seeking activity.

Taking into account the above definitions and results of the research, we can
identify the role of control in the management system. Control has an integrated
nature as it is involved in the implementation and evaluation not only management
process as a whole, but also individual functions while providing the management
with information at all stages of development, adoption and implementation of
management decisions with the methods of preliminary, current and final control.
K. Mullakhmetov interprets the role of control as “...the analysis of decision-
making is considered fragmentarily and is reduced to the establishment of feedback
at the final stage of the entire process of preparation, adoption and implementation
of management decisions” [26, p. 4].

The concept of control system at the enterprise has been researched by a lot
of scientists. There is a systematization of approaches to the definition of the
concept “Management control system” (table 1.1).

Table 1.1
Systematization of approaches to the definition of concept

“Management control system”

Source Management control system
Siska. L. (2015) [34] is perceived nowadays as a set of controls which managers have at
their disposal to steer the organization towards the predetermined
goals
Simons, R. (1987) [1] is explained as formal systems and procedures that use information

to maintain or change patterns of activity within the organization

Merchant, K.A. and Van includes performance measurement mechanisms that organizations
Der Stede, W.A. (2017) use to verify whether the results are aligned with the objectives and

[24] to assess managers’ performance
Silva-Domingo, L. (2015) | implies a conscious design of every control mechanism and also of
[33] the interaction role of each part of the whole; a design with the

objective of influence the behavior of members in the organization

Source: Developed and systematized by the author.

Management control is considered as a system, when it implements the
activities on a regular or continuous base. An organization should study

management control elements first and only after that use control in its regular
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operations. Elements of control system are the factors that reveal the essence of
control and all parts of control system at the enterprise.

Z. Xianzhi emphasizes that management control environment is the most
important element of control system. This is the basis of all other management
control elements, procedures and modes. Management control environment is the
first thing that enterprise should monitor in order to know its current situation [43,
p.35].

Management control environment is considered to be divided into the
external and the internal environments. The external environment includes such
environments as social, political, technological, business, industry competitive,
suppliers, customers, etc. They also contain additional factors. For instance, social
and political environment includes moral, culture, ecology, religion factors;
government environment includes the factors of law and regulations; international
business environment consists of exchange rates, international capital markets, and
international trade policies. The internal environment of management control
consists of organizational strategy, organizational structure, responsibility center,
enterprise culture and human resource in most cases [43, p.36].

1) Organizational strategy. It is important for construction of management
control system. Formulation of strategy is the process of determining objectives of
the enterprise and how to achieve them, while management control ensures the
effective implementation of strategies.

2) Organizational structure. It is very important for the enterprise to establish
the organizational structure according to the strategy of the enterprise. Key
functional departments must be chosen and the personnel at different levels of
management must have enough knowledge and experience.

3) Responsibility centers. A company should allocate responsibility centers
in appropriate way and rely on management orders. Responsibility centers have to
include revenue and profit centre, expense center, investment center. The
enterprise should have coordinated delegation of obligations. It also should analyze

different situations and produce the knowledge in accordance to the requirements
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of employees. The enterprise has to establish the evaluation mechanism of
responsibility and motivation.

4) Human resources. The enterprise should provide all necessary processes
such as appointment of employees, their trainings, promotion and elimination. It is
necessary to create a motivational mechanism and evaluation of effectiveness of
their work.

5) Enterprise culture. The enterprise should establish systematic and adaptive
culture for development of positive and unique cultural atmosphere. The company
has to improve negotiations between employees and create its own philosophy of
running a business. It should establish principles of fairness and corporate values
[43, p.36].

There are three types of control:

1) input (feed forward control) — anticipates problem, refers to a preliminary
or preventive control that attempts to identify and prevent deviations in the
standards before their occurrence;

2) process (concurrent control) — corrects problem as they happen, regulates
ongoing activities and ensures that they must follow the organizational standards;

3) output (feedback control) — corrects problems after they occur, focuses on
the output after project is completed. It is applied to check whether the actual
information is as per the set of standards.

Internal control systems are vital in the enhancement of financial
performance of the enterprise [17]. According to K. Mullakhmetov, control
implements important tasks [26, p.211]:

1) providing accurate, timely and full information about deviations in
processes of development and functioning of the organization which is necessary
for solving a problem, preparation and making management decisions at
operational level, planning at tactical level and setting of the goals at strategic level;

2) monitoring of the functioning and development of the organization and
on-time informing about significant deviations from the expected intermediate

results in comparison with standards of management and effectiveness;
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3) comparison of the gained and expected results and revealing mistakes;
collection, comparison and analysis of deviations, their consequences and reasons,
presentation of corrective actions, which refer to effects of revealed deviations (the
ways how to eliminate negative results) and their reasons (why it was possible and
what to do to avoid it in future).

To make a conclusion, the existence of control at the enterprise lets
implement such tasks:

1) ensure continuity of implementing strategy of the enterprise;

2) save and use resources of the enterprise rationally;

3) provide accurate information to management of the enterprise;

4) monitor and prevent financial and commercial risks on time;

5) follow corporate rules, plans of documentation and orders of audit;

6) provide correctnessand completeness in registration of primary

documents.

1.2.  Methods and indicators of control at the enterprise

Methods of control are necessary part of the control system at the enterprise.
The choice of the method depends on the objectives of control, subject and object
of the control system at the enterprise.

Methods of control help the enterprise to achieve planned goals and include:

1) accounting methods (using a chart of accounts and double entry
accounting system, inventory counts and documentation of the business processes,
creating a balance sheet);

2) management methods (determining responsibility centers and cost centers,
cost rationing);

3) control-revision methods (verification of documents and arithmetic
accuracy of calculations; research of compliance with the accounting rules of

certain business operations, inventory, interview, request and confirmation, etc.).
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According to the research of M. Shesternyak [46] we can reveal that methods
of control can be equal to the ways of control implementation. Audit, inspections,
economic analysis, thematic inspection, research are considered as methods of
control.

Control methods can be classified into quantitative and non-quantitative.
Quantitative methods include data and other quantitative tools to monitor and
control amounts of production. The most common quantitative tools are budgets
and audits.

One more necessary tool is a chart, which is used to show time and activity in
contrast. A visual effect of a chart is one of its advantages, which helps to absorb
information faster. Nowadays a lot of charts are derivatives of the Gantt chart or the
Program Evaluation and Review Technique (PERT).

Traditional and modern methods of control are presented in table 1.2,

Table 1.2
Traditional and modern methods of control
Name of the method Characteristics of the method
Traditional | Budgetary Budget of the enterprise is a program for reaching the
control objectives for a certain period of time. They are used as

facts that must be integrated into the process of planning
the operation. Budgets are also used for previous
descriptions and financial information, which will be used
in annual resource management.

Internal Internal audit provides an independent evaluation of
audit accounting, financial and other operations. From a
management point of view, the audit measures and
evaluates the effectiveness of management control system
at the enterprise.

Personal The most traditional and popular method of control. It
observations allows managers to monitor the activity of their
subordinates. Usually managers note down what they
observe and can analyze productivity of the employees.
Comparison of effectiveness in the current year to the
previous one can show the effectiveness of enterprise’s

activity.
Modern Responsibility This method is divided into different responsibility centers.
accounting The heads of each department is named as “Responsibility

Head”, because he is responsible for the development and
growth of the department. There are different centers, for
example, cost center, revenue center, profit center,
investment center, etc.
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The end of the Table 1.2

Name of the method Characteristics of the method
Management This method is used for measuring the effectiveness of
audit manager’s activity. This is quite a new tool in
comparison with financial audit. Management audit
considers a development plan in general, actions of
managers and emphasizes possibilities of the
organization. It provides the changes in existing
management style and strategy according to the demands
of the environment.

Network Progamme Evaluation and Review Technique provides

Techniques information about planning and control of time and

(PERT & CPM) expenditures in the development projects. Critical Path
Method helps to analyze different operations and actions,
and all connections are determined and demonstrated on
the network diagrams.

Management It provides information and support for effective

Information System| decision-making process. Right and effective decision

(MIS) can be taken on time only in the situation when managers
receive accurate and complete information. Management
Communication System helps managers to solve
upcoming problems timely.

Source: Structured by the author on the basis of [49].

We can estimate implementation of control at the enterprise with the help of

normative method. Normative method is used to evaluate the strategy of the

enterprise. This is logical method that contains conditions of intensive type of

development.

In the basis of logical method there is such type of economic growth in

which high rates of declining of labour costs are predicted in comparison with the

cost of materialized value and growth of profit in created value that is ensuring of

expanded production. On this basis there is normative structure of growth rates is

formed:

where T, — growth rate of labour costs;

T.s — growth rate of cost of sales of products (goods and services);

Tyc — growth rate of material costs;
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T.p — growth rate of commodity products;
T;p — growth rate of gross profit.
Normative series defines conditions of creating and realization of strategy, in
which the enterprise can improve its opportunities and advantages.
Degree of conformity of normative and factual series are defined with the

help of Spearman’s rank, which is calculated according to the formula:

6-S(d)?

n3-n

K=1=

: (1.2)

where S(d)? — the sum of the squares of the ranks’differences of the series’
indicators,

n — the number of the series’ ranks.

Spearman’s rank allows us to monitor general change of economic results’
tendency as a result of strategy implementation.

Analysis of S. Sljivic’s publication, who researched the indicators of control
at enterprise, shows that there are three groups of them for monitoring activities at
modern management control systems: financial, non-financial and the combined
(financial and non-financial). Indicators of financial performance measure
profitability, risk and liquidity. Using only financial indicators will not bring
success to the enterprise, because they focus management activity on a narrow
circle of variables.

On comparison, the non-financial indicators focus on the impact of those
factors that may be equally important for business activity as much as material
resources. The disadvantage of traditional financial performance indicators is that
they refer to lag indicators. They show that performances that are a result of past
plans and strategies, and can do nothing with future activities [35, p.44].

According to the research of M. Stehnei there are such types of indicators
[36, p.216]:

1) external, which represent the state of the factors of external environment
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and connected with the environment of the enterprise , for example such indicators
as market condition, tax policy, competition, etc.

2) input, which reflect amount and quality of the incoming resources.

3) internal, which describe productivity and efficiency of processes inside
the enterprise.

4) output — a set of indicators that show how production, services or
information requires to the expectations of the interested people.

5) summarizing, which are based on the previous integration of the factors of
efficiency in realization of the strategy. If the deviations will be found, it can be a
trigger for more detailed control in this sphere.

Financial indicators characterize financial conditions of the enterprise and
financial results that should be targeted at definite stages of reaching the objectives.

Marketing indicators are used to determine the effect of internal efforts on
the behavior of customers. There are such indicators as market share by product,
price level, number of customers, distribution channels.

Production or operational indicators define the planned course of production
of goods or services.

Personnel indicators determine the quantitative and qualitative characteristics
of labor and personnel, which are important for getting positive results.

CEO indicators are used by senior managers to assess the situation inside the
enterprise, implement strategy and monitor environment changes that can have a
profound impact on the strategy.

Indicators of functional departments or services have combined the most
important indicators of control of the following areas of responsibility.

Indicators of business processes are used in the implementation of business
processes within the operating strategy.

Individual indicators are oriented at individuals in order to evaluate the role
of their actions in getting the results [36].

Classification of control indicators is presented in the table 1.3.
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Table 1.3

Classification of control indicators

By control ambit

By directions

By the levels of management

External Financial CEOQ indicators

Input Marketing Indicators of functional
departments

Internal Production (operating) Indicators of business processes

Output Personnel Individual indicators

Summarizing

Source: Structured by the author on the basis of [36].

Consequently, according to the results of the analysis, we can make a

conclusion that implementing of control at the enterprise is impossible without

using of methods and indicators. Every method and indicator reflects certain aspect

of control and reveals separate part of essence of this category. The effectiveness

of the control depends on right selection of an appropriate performance

management system. It means that managers should develop control system at the

enterprise taking into account all the methods and indicators to avoid problems and

mistakes in future activity.
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PART 2
INVESTIGATION OF THE CONTROL SYSTEM AT THE
ENTERPRISE “ALEANA” LLC, OBUKHIV

2.1. Decomposition analysis of control system at the enterprise “ALEANA”
LLC

“ALEANA” LLC is the leading Ukrainian production company for plastics
processing. The company manufactures products for kitchen, home, garden and
plastic furniture. Production capacity of the company consists of 36 modern high-
tech injection molding machines with a locking force from 50 to 1600 tons. Raw
materials used in production: polypropylene, polystyrene, polyethylene. The
production base of the enterprise is located 40 km from the city of Kiev. The plant
has installed and is constantly replenishing a park of equipment which is unique for
Ukraine. There is injection molding machines of the latest generation from LS
Cable. The most modern technologies and imported materials are used in
production.

The company has an extensive distribution network and operates on the
market of Ukraine, CIS countries, Europe. Warehouses are equipped with
technologies for fast loading of goods. Logistics department generates a route for
convenient and fast delivery of goods to the customer. The range of products of the
company is constantly expanding; designers are developing new models and
designs. The main principles of work — high quality, reasonable prices, fast
delivery. “ALEANA” LLC operates in accordance with the international quality
management system 1SO 9001: 2008 and has a corresponding certificate with the
number NQSP-0061 / 09-13. All manufactured products have an EAN barcode.
“ALEANA” LLC has its own brand store and recently launched online-shop. A
separate area is the manufacturing of products under licensing agreements with the
customer, such as television cases "Samsung Electronics Ukraine", "Saturn",

packaging and manufacturing of products to order. The company's products are
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widely represented in retail chains in Ukraine, the Russian Federation and the
Republic of Belarus: “Epicenter — K”, “Nova Liniya”, “Karavan”, “Amstor”,
“Megamarket”, “Kviza Trade”, “Auchan”, “Metro Cash & Carry”, “Leroy Merlin”,
“Praktiker”.

Management control of the enterprise is the integral element of every stage
of management process. It is separate stage that provides information transparence
regarding quality of management process at all other stages. Procedures of control
at “ALEANA” LLC are determined by the competence of top managers, managers,
workers, delegation of functional responsibilities, control of access to assets and
documents, implementation of periodic comparisons of credentials. These
components of internal control system should provide prevention, revealing and
correction of mistakes and distortion of information in the preparation of financial
statements. Management of “ALEANA” LLC develops an efficient system of
internal control and considers a variety of circumstances including those which are
included in the task of different subdivisions. The responsibilities of all employees
at “ALEANA” LLC are distributed in order to improve the quality of control.
Table 2.1 shows the allocation of control functions between the subjects of control.

Table 2.1
Control functions of subjects of internal control at “ALEANA” LLC

Subjects of Control functions of subjects of internal control

internal control
General Director | Control over the financial and economic activities of the enterprise and its
structural units. Receiving, using profit, analyzing the results of the
activity of the enterprise. Creation of favorable working conditions,
environmental protection measures. Introduction and use of the latest
technologies and techniques, labor motivation, ensuring investment
attractiveness and expanding the scale of the enterprise. Providing
evidence of compliance with the responsibilities undertaken for the
development and implementation of the quality management system and
continuous improvement of its efficiency by:
- bringing to the organization of the idea of the importance of meeting the
needs of customers, as well as — mandatory and regulatory requirements;
- adoption and implementation of policy;
- ensuring the acceptance of tasks in the field of quality;
- analysis;
- provision of resources.

Defining and informing the staff of the organization about
responsibilities, authority and the relationship between them.
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The end of Table 2.1

Subjects of
internal control

Control functions of subjects of internal control

Chief Accountant

The admission of primary documentation, the feasibility and compliance
of business operations with the legislation and the requirements of the
organization's management, the reasonable use of production resources,
compliance with estimates, increasing the cost of products, services,
works.

Chief Economist

Execution of budgets, determination and development of ways to
eliminate unfavorable deviations, compliance with norms and standard
costs, transfer prices. Revision of standards, accounting prices, costs of
material resources during the month. Organization of activities within the
Quality Management System, aimed at meeting the needs of customers.
Organization of activities for planning and spreading of information
necessary for the functioning of QMS.

Head of HR Control over the work of employees. Work on the recruitment of workers

Department in departments (selection and placement of personnel). Control over the
professional development of employees and the quality of personnel.
Conducting certification of employees.

Production Control over the consumption of fuel, all material and auxiliary resources,

Deputy search for reasons of deviations from the norms. Control over the
production process, providing it with documentation, the necessary
equipment, raw materials, materials. Execution of production schedules,
maintenance of reporting documentation for production.

Foreman Control over the quality of performed work and services, as well as

control over compliance with the technological process. Control over the
fulfillment of production targets for the output and quality of products
(works, services) in a timely manner, control over the calculations of the
material balance. Preparation of defective lists for repair of equipment.
Appropriate use of all production resources. Shift work scheduling.

Chief Mechanic,

Organization of management activities: technological equipment, energy

Chief Power equipment, control and measuring equipment.

Engineer

Procurement Control over the operation of the warehouse for storage, release,
Warehouse acceptance of inventories, packaging materials, labels, transport

Manager packaging, etc. Control over the process of registration and destruction of

defects. Records management. Control over loading and unloading
operations. Control over the process of daily cleaning of the warehouse.

Department of
Labor
Protection

Control over compliance with legislative and regulatory acts regarding
labor protection.

Source: developed according to the organizational structure of “4LEANA” LLC (Appendix C).

As we see from the table 2.1 every subject of internal control has own area

of control implementation which helps to monitor the situation at the enterprise

more efficiently. Control must be done in two directions. First is control for

operational and technical management, which requires quick reaction on deviation
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of actual control indicators from planned ones. The second direction is control over
strategic management, when the results of control give opportunity to evaluate
development of the enterprise, including comparison with competitors and
adjustments with environmental factors. The primary indicators, which are
selected in the process of monitoring and transmitted to control system of the
enterprise, can be similar for both directions of control, but the difference is in
their further processing and conclusions that can be made with their using.

According to increasing interest to ecological problem, it is necessary to
separate control of natural resources. The company is concerned about preservation
of the environment. It uses only energy-saving technologies in production, recycles
defended products and waste successfully, utilizes natural resources and raw
materials economically. The enterprise has created, documented and implemented
a quality management system (QMS) that meets the requirements of DSTU ISO
9001: 2015. In order to ensure its functioning and constantly increase its
effectiveness, the company:

1) identified the processes required for QMS;

2) determined the sequence and interaction of these processes;

3) identified the methods needed to perform and manage processes;

4) ensures the availability of resources and necessary information to control
these processes;

5) monitors, measures and analyzes these processes;

6) performs the actions necessary to obtain the planned results and
continuous improvement of these processes.

Quality control is carried out at each stage of production:

1) incoming quality control of raw materials using own laboratory;

2) control at the stage of production of goods, as well as on stages of
assembly and packaging, is constantly carried out by technical control service;

3) control of shipment by the warehouse service and security service with
video surveillance systems.

Areas of activity and responsibility for Quality Management in terms of
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Table 2.2

Areas of activity and responsibility in Quality Management System of
the enterprise “ALEANA” LLC

Areas of activity

Directorate

Departments or responsible
persons

Management of externally
supplied processes, products
and services

Head of Logistics Department

Logistics Department

Production

Production Deputy

Production

Personnel

General Director

Deputy General Director for
Personnel

Infrastructure management

Chief mechanic

Chief mechanic department

Management of control and
measuring equipment

Chief Power Engineer

Department of Chief Power
Engineer

Strategic planning

Financial Director

Leading economist of the
Planning and Economic
Department

Financial Management

Financial Director

Accounting

Testing of products for
compliance with the
requirements of TU, TO

Chief Technologist,
Deputy General Director for
Product Quality

Department of Chief
Technologist,
welding/processing workshop

Storage, delivery, shipment of
finished products

Head of finished products
warehouse

Finished products warehouse

Storage, delivery of raw
materials and unfinished
production

Head of raw materials,
materials and unfinished
products warehouse

Raw materials, materials and
unfinished products
warehouse

Management of externally
supplied processes, products
and services

Head of Logistics Department

Logistics Department

Leadership

General Director

General Director

Management of documented

Representative of the Head of

All departments covered by

information Quality Management QMS

Internal audit Representative of the Head of | --//--
Quality Management

Non-compliance and --//-- --/l--

corrective actions

Source: developed according to the organizational structure of “4LEANA” LLC (Appendix C).

The enterprise defines and revises the requirements for the competence of

personnel performing work within Quality Management System. Relevant

requirements are described in job and work instructions. Compliance of the

personnel with the established requirements is provided by its selection and

training. When hiring new employees or internal relocations, the compliance of
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employees with the established requirements is checked.

To meet the established requirements for competence, knowledge and
training of staff, the company:

1) determines the necessary competence of staff and reflects it in job and
work instructions;

2) draws up annual training plans and organizes staff training (both external
and internal) in accordance with these plans;

3) evaluates the effectiveness of measures for staff training through
questionnaires and analysis of their activities;

4) with the help of periodic certifications checks the compliance of staff with
the established requirements, as well as employees of their role in the functioning
of the QMS. All activities related to staff education and training are reflected in the
quality records.

To meet product requirements, the enterprise creates the necessary working
environment, which includes:

1) ventilation of the working area (according to the project);

2) luminance level of workplaces (according to the project);

The control over the observance of the requirements to the working
environment is carried out by the Deputy General Director for Labor Protection.

When demonstrating the validity of the results, the measuring instruments
are subject to the following operations:

1) regular in operation or previous;

2) the necessary initial and re-regulation;

3) marking;

4) protection against damage and deterioration during work with them, their
maintenance and storage.

In addition, in cases of non-compliance of measuring instruments with the
established requirements, the company evaluates and registers the validity of
previous measurement results. The enterprise takes the necessary measures for

such measurement tools and tested with their help product units. The enterprise
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regularly measures the performance of processes, 2 times a year the company
conducts an internal audit and external audit of the effectiveness of processes and
general analysis of QMS to ensure compliance with QMS requirements of DSTU
ISO 9001, achieving quality goals and conformity of manufactured products.
Based on the analysis, decisions are made to improve the QMS. Measurement and
analysis actions, as well as the frequency of their application, are reviewed
annually as part of the quality system analysis by management. Based on the
results of the analysis, decisions are made on the application of statistical methods
for the analysis of measurement results. The company takes into account customer
satisfaction through the presented data of marketing research conducted by
representatives of the Sales Department and employees of the Marketing and
Development Department.

The company annually draws up a schedule of internal audits of QMS,
which provides for the audit of each process or unit at least once a year. Audits
may be performed more frequently for the most important processes or divisions,
as well as for divisions where QMS inconsistencies occur. Audits are conducted by
qualified authorized personnel who do not participate in the work of the
department being audited.

During the audit it is checked that QMS:

1) meets the planned measures, the requirements of the standard DSTU 1SO
9001, DSTU ISO 19011: 2003 and the requirements of the documentation of the
enterprise;

2) implemented and operates.

All personnel of the enterprise conducts the audit and provides the necessary
information. A report is based and prepared on the results of the audit and
considered at the meeting of the Quality Coordination Board. If the audit has been
revealed non-compliance with the QMS, the decision is to take corrective action
immediately. The company, as part of the annual analysis, determines the
parameters for the main QMS processes by which their effectiveness is measured,

as well as the monitoring scheme specified in the documentation describing these
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processes. Target values are set for each of the measured parameters. Periodically
obtained measurement results are compared with the target values. If the target
value is not reached, a decision is made to implement corrective action.
Requirements for the measurement of QMS processes are defined in the Guidelines
on the quality of relevant processes.

To verify compliance with product requirements, the company controls at
the following stages:

1) entry control of incoming raw materials and materials;

2) product control in the production process;

3) primary control of finished products.

Control actions are reflected in the technological documentation. Thus for
each type of control the scheme of its performance and criteria of acceptance or
rejection is defined. The results of control are recorded in journals or
electronically. It is not allowed to ship products to the customer until the positive
results of all planned control measures. If the company found products (raw
materials, finished products and semi-finished products) that do not meet the
established requirements, it is determined as non-compliant and registered by the
shift supervisor (master) in the workbook. Its further use or supply is not allowed
until the decision is made by an authorized employee. In case of non-conformity of
the product, it is subject to repeated control or inspection to demonstrate
compliance with the requirements. All cases of an inconsistency, as well as
decisions made on them, are registered and analyzed to develop corrective action.
In case of non-compliance of the product after delivery to the customer, the
company conducts an analysis and provides corrections, product replacements or
other actions in consultation with the customer.

The company holds meetings of the Control Board with the participation of
managers and specialists aimed at analyzing the current situation and making
decisions to improve it. In the course of the analysis at various levels all
information received as a result of measurements, and also any other information

necessary for demonstration of suitability and efficiency of QMS is necessarily
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considered. The decision of the CB is recorded in the journal (F-5-02) with the
appointment of responsible persons and deadlines. In the course of the analysis the
tendencies of the measured indicators, their compliance to the established
requirements and achievement of the purposes are defined. Based on the results of
data analysis, decisions are made aimed at continuous improvement of the
effectiveness of the quality management system, increasing customer satisfaction.
Appropriate decisions are made in the Comprehensive QMS improvement plan,
other plans and programs.

Each time, in case of non-compliance (including deviation of actual results
from the set goals, receipt of a complaint from customers) during one of the
analyzes its causes are studied. Based on the results of the study, a decision is
made on the need for corrective action to eliminate the possibility of recurrence of
non-compliance. When a positive decision is made within the framework of the
analysis, the relevant action is determined at the Supervisory Board and is included
in the Comprehensive Plan for Improving the QMS. In this case, the employee
responsible for its implementation and deadlines are appointed. After the
expiration of the established term, the responsible employee provides for the
analysis of the records confirming performance of corrective actions and their
efficiency.

If necessary, in the framework of the next analysis, a decision is made to
take additional measures to control the corrective action. The risks of non-
conformities are periodically considered during the analyzes. For this purpose,
statistics of discrepancies for the previous period are used, as well as other sources
of information (including the proposals of the participants in the analysis). At the
same time discrepancies with significant risks of occurrence and their possible
reasons are defined. For such discrepancies, a decision is made on the need for
precautionary measures aimed at eliminating or reducing the likelihood of non-
compliance.

When making a positive decision in the analysis, the appropriate action is

determined and included in the Comprehensive QMS improvement plan. In this
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case, the employee responsible for its implementation and deadlines are appointed.
After the expiration of the established term, the responsible employee provides for
the analysis the records confirming performance of precautionary actions and their
efficiency. If necessary, in the framework of the next analysis, a decision is made
to take additional measures to control the performed preventive action.

“ALEANA” LLC has a lot of strengths, for example, this is a famous brand
and has a leading position on the market of plastic products. The enterprise has a
qualified manufacturing personnel and professional management. The quality of
products is very high and as result the enterprise has direct contacts with famous
world brands. “ALEANA” LLC has extensive distribution network and modern
high-tech equipment park. There are some weaknesses that inhibit development of
the enterprise. The main are dependence on input deliveries of equipment,
instability of national currency towards the world currency, not enough developed
advertising campaign and dependence on import deliveries of raw materials and
composite additives. The threats of the enterprise are additional governmental
control over the enterprises, unstable financial situation in the country, drop in
buyer’s income, increase in taxes and duties, failures in production process and new
competitors on the market.

As we see there are some weaknesses and threats at “ALEANA” LLC which
have negative impact on the activity of the enterprise, but there are also some
opportunities, that can be used to improve the situation. Among them we can define
using of innovative technologies, leading to higher quality with lower costs, entry
on market and sale of dyes, spread of geography of sales, entry on the market of
European Union and Asia, expansion of product ranges, import substitution,
learning the technology of wood-polymer materials, organization of a workshop for
the production of molds and displacing the main competitors from the market.

To sum up, the enterprise has a lot of strengths and opportunities. With the
help of qualified personnel and modern high-tech equipment, “ALEANA” LLC can
entry on new markets and increase amount of sales. There are also some threats and

weaknesses, but most of them are connected with unpleasant economic situation in
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country and instability of national currency. Nevertheless, the enterprise should pay
attention at the development of advertising campaign, because nowadays
professional promotion, especially on social networks can increase amount of

customers and sales.

2.2. Evaluation of the efficiency and effectiveness of the enterprise

control system

The direction of the main purpose of management control is to achieve the
following basic indicators of efficiency of management at “ALEANA” LLC:

1) correspondence of the enterprise activity to targets, guidance and strategy;

2) financial stability of the organization from the economic, market and legal
position;

3) the appropriate level and accuracy (truthfulness) of primary documents
and the quality of primary information for successful management and effective
management decisions;

4)regulatory use and preservation of resources and potential of the
enterprise;

5) observance by employees of the enterprise all the requirements, rules and
procedures established by administration — provisions on divisions, job
descriptions, rules of behavior, plans of documentation and document circulation,
plans of the organization of work, the order on accounting policy, other orders and
instructions;

6) indicators of infallibility of registration and processing of financial and
economic operations of the enterprise — presence, completeness, arithmetic
accuracy, formal resolution, time certainty, presentation and disclosure of data in
the reports;

7) rational and economical use of all types of resources;

8) implementation of the requirements of federal laws and regulations issued

by the authorities and their subjects, and authorized local governments.
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The effectiveness of control is often characterized by savings in losses
(damage) due to the functioning of the system, in other words: the difference
between the estimated size of losses in the absence of control and in its presence.
The efficiency of manufacturing activity of the enterprise can be assessed with the
help of the main indicators of financial and economic activity in the dynamics in
2017-2019 years (table 2.3).

Table 2.3
Dynamics of financial and economic indicators at “ALEANA” LLC
during 2017-2019 years, thousand UAH

The absolute The relative
Indicators 2017 2018 | 2019 | _deviation,+- deviation, %
2018/ 2019/ 2018/ 2019/
2017 2018 2017 2018
Net income (revenue)
from sales of products | 296914 | 360077 | 416499 | 63163 | 56422 | 21,27 | 15,67
(goods and services)
Cost of sales of
products (goods and 232161 287244 | 324274 | 55083 | 37030 23,73 12,89
services)
Gross profit 64753 | 72833 | 92225 | 8080 | 19392 | 12,48 | 26,63
('\gfglfi'ga”c'a' resull 22420 | 21144 | 44710 | -1276 | 23566 | -5,69 | 111,45

Source: developed on the basis of the financial statements of “ALEANA” LLC (Appendix B)

According to the data in table 2.3 there is a growth of the net income from
sales of products and profit. The amount of net income was 296,9 million UAH in
2017, it increased in 21,27% in 2018 and to almost 416,5 million UAH in 2019,
which is more in 15,67% than in 2018. However, together with the growth of
revenue from sales of products, the cost of sales of products also increased. There
was almost 232,2 million in 2017 and it increased in 23,73% in 2018 and 12,89%
in 2019 in comparison with 2018. Gross profit increased in 12,48% in 2018 year in
comparison with 2017, and in 26,63% in 2019 in comparison with 2018. Net
financial result decreased in 5,69% in 2018 in comparison with 2017 and increased
in 111,45% in 2019 in comparison with 2018. Increase of profit can be influenced

by the impact of change in the amount of sales, changes in the structure and range
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of products, changes in the cost of products sold, changes in the level of prices for
products. To determine in more details the level of profitability of the enterprise
and the efficiency of its work, profitability calculations are performed in table 2.4.
Table 2.4
Dynamics of profitability indicators at “ALEANA” LLC
in 2017-2019 years, %

The absolute deviation,+,-
Indicators 2017 2018 2019 2018/ 2019/
2017 2018

ROE (Return 200 66,03 68,84 -133,97 2,81
on Equity)
ROA (Return 11.24 953 19 -1,71 9,47
on Assets)
ROI (Return 2789 25,36 28,44 -2,53 3,08
on Investment)
ROR (Net
Profit Margin) R »! = o e
ROS (Return 0.66 736 13.79 R 6,43
on Sales)

Source: developed on the basis of the financial statements of “ALEANA” LLC (Appendix B)

Dynamics of profitability of “ALEANA” LLC was changing during 2017-
2019. Return on Equity (ROE) was 200% in 2017. This multiplier shows in
percentage terms how much net profit per year equity capital is able to generate.
ROE decreased to 66,03 % in 2018 and increased to 68,84% in 2019. The higher is
ROE, the better. Return on Assets (ROA) was 11,24 % in 2017, decreased to 9,53%
in 2018 and increased to 19% in 2019. Increasing of ROA in 2019 is caused by
increasing of the amount of net profit of the enterprise, tariff escalation on products
or growth in asset turnover. Return on Investment (ROI) decreased in 2,53% in
2018 comparing to 2017 and increased in 3,08% in 2019 comparing to 2018. Net
Profit Margin (ROR) was decreasing during 2017-2018 from 7,55% to 5,87% and
increasing to 10,73% in 2019 comparing to 2018. Return on Sales (ROS) was
9,66% in 2017, decreased to 7,36% in 2018 and increased to 13,79% in 20109.
Increase of profitability indicators in 2019 present the continuous progress of the
enterprise in the development of activities, in sales and the profitability of current

assets.
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It is very important to identify the dependence of the enterprise on external
sources of financing, including borrowed capital, using indicators of financial
stability (table 2.5).

Table 2.5
Dynamics of financial stability indicators at “ALEANA” LLC
in 2017-2019 years

Financial The absolute The relative deviation,
o deviation,+,- %
Strztt’i'(')'sty fae | 87 R 200~ Fogar 20197 2018/ 2019/
2017 2018 2017 2018
Equity Ratio| >05 | 0,1 | 0,19 | 0,35 0,09 0,16 90 84,21
Debt Ratio >0,5
<06-| 09 | 081|065 -0,09 0,16 -10 -19,75
0,7
Capitalizatio| >0,5
n Ratio <0,6- | 0,76 | 0,61 | 04 -0,15 -0,21 -19,74 -34.43
0,7
Financial 1 4 15| 93 | 400|184 | -508 238 54,62 56,40
Leverage

Source: developed on the basis of the financial statements of “ALEANA” LLC (Appendix B)

Analyzing the calculated indicators of financial stability in table 2.5, it should
be noted that Equity Ratio is equal to 0,35 in 2019. The enterprise can finance only
35% of assets from its own funds. In comparison with 2018, it increased in 84,21%
and in 2018 to 2017 — in 90%. Debt ratio shows the proportion of company’s assets
which are financed with debt. Debt ratio was 0,9 and 0,81 in 2017 and 2018 in
accordance, which was higher than it should be. But in 2019 the ratio was lower —
0, 65, which is within normal rate. Capitalization ratio was 0,76 in 2017 and 0,61 in
2018, but it decreased to 0,4 in 2019. Capitalization ratio allows to convert net
capital flows from the use of the object to its value. The financial leverage ratio
reflects the degree of use of borrowed funds in the amount of total capital. Financial
leverage was 9,3 in 2017 and 4,22 in 2018, which means that organization was
losing financial independence and its financial position became volatile. But then
the financial leverage decreased to 1,84 in 2019, which is a little bigger than a

normal rate. Analyzing the indicators of financial stability, we can notice a
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declining trend in dependence on borrowed funds, which indicates an intensive
policy of the enterprise to accumulate assets and own funds.

One of the most important indicators is indicators of business activity. They
make possible to assess how effectively the enterprise uses its funds. Dynamics of
business activity indicators of “ALEANA” LLC is presented in table 2.6.

Table 2.6
Dynamics of business activity indicators at “ALEANA” LLC
in 2017-2019 years

The absolute The relative
Indicators 2017 | 2018 | 2019 | deviation+,- deviation, %

2018/ 2019/ | 2018/ | 2019/
2017 2018 2017 2018

Asset Turnover 1,49 1,62 1,77 0,13 0,15 8,72 9,26
Inventory Turnover 3,09 3,43 3,89 0,34 0,46 11 13,41
Agcomts\ReSeivalileN~' | o 4.98 401 | -039 | -097 | -7,26 | -1948
Turnover

Accounts Payable 2,58 351 | 527 | 093 | 176 | 3605 |5014
Turnover

Days Inventory

Outstanding (Days 184 177 182 -7 5 -3,8 2,82
Sales of Inventory)

Gash Cogyersion 44 74 114 30 40 68,18 | 54,05

Cycle

Source: developed on the basis of the financial statements of “ALEANA” LLC (Appendix B)

According to the data in table 2.6, Asset Turnover Ratio was increasing in
2017-2019 years from 1,49 to 1,77, which has a positive influence. If Asset
Turnover Ratios increases, the company generates more revenue per hryvnya of
assets. Inventory Turnover was 3,09 in 2017, then it increased in 11 % in 2018 and
13,41% in 2019 in comparison with 2018, which indicate strong sales. Accounts
Receivable Turnover decreases from 5,37 to 4,01 in 2017-2019 years, which means
that company should develop its credit policies to collect receivables on time.
Accounts Payable Turnover was increasing in 2017-2019 from 2,58 to 5,27. It
means that the enterprise improved organization of relationships with suppliers and
provided a profitable payment schedule. Days Inventory Outstanding were
decreasing from 184 to 177 days in 2018, but in 2019 it increased to 182 days,
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which means that the company turns its inventory into sales more slowly. Cash
Conversion Cycle was increasing from 44 to 114 days during 2017-2019. It means
slowing down the efficiency of company’s production activities. In general, the
calculated indicators of business activity of “ALEANA” LLC show that the
enterprise develops a production and ensures its efficiency.
It is very important to assess the efficiency of the strategy at “ALEANA”
LLC. We can make this with the help of the value of the growth rate of the
normative series, which will reflect the growth rates of the enterprise and necessity
to make some corrections at the strategy of “ALEANA” LLC (table 2.7).
Table 2.7
Growth rates of economic indicators at “ALEANA” LLC
in 2017-2019 years

Growth rates
Yeaj Tic Tes Tyvc Tep Tep
2017 146,97 119,59 117,65 121,75 117,89
2018 145,15 123,73 120,50 102,86 112,48
2019 126,61 112,89 99,82 96,20 126,63

Source: developed on the basis of the financial statements of “ALEANA” LLC (Appendix B)

Using the growth rates of economic indicators, we can define factual series

and calculate Spearman’s ranks (table 2.8).

Table 2.8
Factual series of the dynamics at “ALEANA” LLC
in 2017-2019 years
Year Tic Tcs Tvc Tep Tep igﬁ?(rTz?
2017 1 3 5 2 4 -0,5
2018 1 2 3 5 4 -0,9
2019 2 3 4 5 1 0

Source: developed according to growth rates of economic indicators at “ALEANA” LLC

According to calculated Spearman rank we built a diagram, which indicates
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the change of this indicator (figure 2.1).

0 0
0,1 /
0,2
-0,3
-0,4 /
-0,5 05 ;

-0,6 NG /

0,7 -
0,8

0,9 9.9
-1
2017 2018 2019
Indicator value -0,5 -0,9 0

Figure 2.1. Dynamics of Spearman’s rank correlation coefficient
in 2017-2019 years

Source: Developed by the author.

The graphical representation of the change of coefficients (figure 2.1) has a
wavy character and allows us to conclude that the current and operational solutions
have an advantage in the management of the enterprise. Decisions are implemented
on the basis of short-term circumstances and without some strategic behavior. We
can make a conclusion that “ALEANA” LLC did not implement a strategy plan of
the development successfully, especially in 2018 year. There is a change of
indicators’ ranks (table 2.9) and it means absence of developed strategic plan and
decreasing of efficiency of the enterprise’s activity. The reason is a quick change
of directions of the company’s activity and not determined targets to achieve. The
enterprise uses its labour and manufacturing resources not efficiently. The
Spearman rank was negative in 2017-2018 years, but it decreased to O in 2019.
There was a negative tendency, which a little improved in 2019 but there is still a
necessity to make some changes at the strategic plan to receive better results in the
activity of the enterprise.

For better understanding of market, where the enterprise is functioning, it is

necessary to systematize customers by the type of the market (table 2.9).
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Table 2.9

Customers’ systematization of “ALEANA” LLC by type of market

Type of market Groups of products
Plastic furniture For garden For home For kitchen
Industrial market | Brand companies | Greenhouses, - -
(“Coca Cola”, flower shops,
“Pepsi” and garden centers
others)

Reseller market | Wholesalers, Wholesalers, Wholesalers, Wholesalers,
dealers, retail dealers, retail dealers, retail dealers, retail
chains chains chains chains

Consumer market | Catering services, | End-user End-user End-user
owners of country
houses and estates

Source: developed on the basis of web-site of “ALEANA” LLC

According to the table 2.9, we can notice that “ALEANA” LLC is
functioning at different markets, for example an industrial, reseller, and consumer
ones. The enterprise works with brand companies, retail chains and end-users. The
activity of “ALEANA” LCC depends on different factors, especially on factors of
external environmental. One of the most common methods that helps to analyze
external environment is PEST-analysis. Evaluation of factors is presented in points
from 0 to 3 (table 2.10).

Table 2.10
Analysis of factors of indirect influence on the activity of
“ALEANA” LLC (PEST-analysis)

Factor The essence of the factor Character | Evaluation
of of factor in
influence points
Political factors
Political instability | Constant changes in legal and tax regulation in - 2

Ukraine leads to instability of profits from export
and import products

Conflicts inside the
country

Military conflict in the Donetsk and Luhansk - 2
regions causes disruptions in the supply of certain
categories of goods, the need to find new
suppliers or substitute goods

Cooperation with
European Union

It is difficult for the company to enter European - 2
markets due to strict certification conditions and
requirements for quality of products
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End of the Table 2.10

Factor The essence of the factor Character | Evaluation
of of factor in
influence points
Deceleration of Lack of changes and new opportunities for - 1
economic reforms | enterprise development and entrance into new
by political forces | markets; lack of economic growth
Economic factors

Negative dynamics | The negative impact of the spread of COVID-19 | - 2
of GDP and other constraints such as slowdown in import

supplies and investment activity, high competition

in import activity, instability of domestic orders,

decrease in demand for electricity and unstable

operation of coal-fired TPPs, shutdown for

scheduled and overhaul of NPP units
Fluctuations of Financial losses due to changes in the exchange - 3
currency rate and loss of potential customers due to changes

in prices
State of sources of | High prices for energy and fuel resources causes | - 2
raw materials and | the growth of utility costs for the company
energy resources

Social factors

Decreasing of the | Reduction of the number of potential buyers of - 2
population consumer goods and possible increase of the tax

pressure on wages of employees of the enterprise
Large number of There were 442287 people in 2017, 629276 people| - 3
people who leave | in 2018, 576032 — in 2019.There is outflow of
country qualified personnel in technical sphere abroad
Increase in The number of unemployed in May 2020 is more | - 2
unemployment than on the same date last year by 196 thousand, or

64%
Decline in birth rate | 363987 people were born in 2017, in 2018 — - 2

335874, in 2019 — 308817. As a result, decrease in

the number of potential buyers, shortage of

workers and specialists, government pressure on

formation of salaries

Technological factors

Level of modern Production capacity of the company consists of 36 | - 3
equipment modern high-tech automatic molding machines

with a locking force from 50 to 1600 tons
State control over| Company stimulates the improvement of + 2
quality and safety | production technologies by high quality of goods
products and services due to the introduction of certification

standards
Using of the most | The enterprise has installed and is constantly + 3

modern equipment

replenishing a unique fleet of equipment for
Ukraine - TPA of the latest generation of LS Cable

Source: Developed on the data of State Statistic Service (http://www.ukrstat.gov.ua/)



http://www.ukrstat.gov.ua/

35

To sum up the results of research, we can make a conclusion, that there is
uncertain situation in politic, economic spheres and as result in social one. The
enterprise should adjust to the constant conditions and use its modern and effective
technologies to produce high-quality products. It is necessary to negotiate with
suppliers and choose reliable ones to get raw materials at not very high price and

with a good quality.
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PART 3
DEVELOPMENT OF SCIENTIFIC APPROACH TO IMPROVING THE
CONTROL SYSTEM AT THE ENTERPRISE “ALEANA” LLC, OBUKHIV

3.1. Planning measures to improve the enterprise control system based on best

international practices

In modern conditions the question of control at the enterprise becomes one of
the most important aspect which is justified both by the increased requirements
from the company’s customers regarding the purchased products, and by the
difficult economic conditions, in which modern domestic enterprises operate.

Organization of effective control system at the enterprise is very complicated
task, which requires a lot of efforts of employees who have a big experience and
strong knowledge background. As we see from previous analysis, there are some
problems in control system at “ALEANA” LLC. The enterprise has not developed
strategy, does not use all its potential and as result has lower financial results than it
could have. The implementation of the Balanced Scorecard can be a successful tool,
which will definitely improve control at the enterprise.

The Balanced Scorecard involves the development of a sustainable
development strategy for the enterprise that identifies the relationship between
organizational capacity, effective business processes, customer value, stakeholder
satisfaction, sustainability indicators, and market and financial results. A scorecard
is a statistical tool that is used to structure measures and report progress towards a
specific goal. With the help of such system, we can visually see the progress or
regression of the company's activities.

The Balanced Scorecard (BMS) is also a management system that allows
managers to transform the strategic goals of a company into a clear operational plan
for departments using key performance indicators. The main emphasis in the BSC
is placed on the assessment of not only financial, but also non-financial indicators

of the enterprise. The main idea of the BSC is to provide managers with the
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information necessary to control the sustainable development strategy in a concise,
structured form of indicators. It becomes possible to manage not only financial
indicators, but also intangible assets, to exercise management not in isolation for
each goal or aspect, but on the basis of chains of cause-and-effect relationships
between them. For each goal of the financial component, a specific goal (or several
goals) is formulated in the client component, ensuring the achievement of the first.
In turn, each goal of the client component is supported by the corresponding goals
of the component of internal business processes, and these goals are supported by
the goals of the learning and development component. This approach to the
formalization of the strategy significantly increases the chances of its
implementation. The balanced scorecard concept considers the company's strategy

in the form of goals, grouped into four equal components (figure 3.1).

/ The financial \ / The customer \

component determines component determines
what financial results what unique value
the company must proposition the
achieve in order to look company should make
successful from the to its customers in order
point of view of to gain their loyalty and
shareholders and / thereby achieve

\ investors / K financial goals j

/ The component of \

training and development
determines what
opportunities for training
and development of
personnel the company
should use in order to

BSC

components

/ The component of \

internal business
processes determines
which internal processes
need to be brought to
perfection in order to
ensure the achievement achieve the goals

of the company's client associated with the

\ and financial goals / k previous aspects /

Figure 3.1 Components of the Balanced Scorecard

Source: Structured by the author on the basis of [48].
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The BSC has certain requirements on the formation of the goals of the
organization. Goals should be formulated as concretely as possible and measured
by an indicator that reflects the main content of the goal. A strategic goal cannot be
achieved if it is not accurately formulated or impossible to measure.

The goals should be meaningful, should not be easily achievable in order to
increase the company's performance, but at the same time they should be
achievable, otherwise the interest in them from the employees weakens, and
motivation is decreasing.

It is necessary to allocate only the main goals that are most significant for the
implementation of the strategy, not to waste resources and efforts to achieve
secondary and insignificant results.

At the same time, goals should be formed for each aspect of the company's
activities in an amount sufficient to implement the strategy. All goals should be a
unified system based on cause-and-effect relationships and balanced.

The actions and decisions necessary to achieve one goal should not interfere
with the achievement of others. These components of the BSC allow the enterprise
to achieve a balance between long-term and short-term goals, between the desired
results and the factors to achieve them.

Goals and objectives of BSC:

1) formation of a mechanism for managing the company's strategic goals;

2) maintaining a systematic approach to the formation of the company's goals;

3) coverage of all goals formed by management through a system of indicators;

4) ensuring control over the timeliness and completeness of achieving the set
goals;

5) compliance of decisions made by management with the long-term goals of
the company;

6) creation of a mechanism for selecting the most effective projects in terms of
achieving the set goals.

The BSC implementation has several advantages:
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1) BSC offers a powerful concept for building and communicating a strategy.
The business model is visualized on a strategic map that helps leaders take cause
and effect into account in goal setting. The BSC complex implies a clear setting of
goals in the form of target values of indicators, which improves strategic planning;

2) The fact that the strategy with all its interrelated goals is presented on one
sheet of paper allows the company to easily discuss the strategy inside and outside
the company. A compact visualization promotes a better understanding of the
strategy and helps to involve employees and external stakeholders in working with
the strategy;

3) The BSC approach implies the development of key performance indicators
specifically for the strategic goals of the company. This focus demonstrates that
companies are measuring what really matters. Research demonstrates that
companies using the BSC have higher quality management information and benefit
from using this information to guide management and decision-making processes;

4) Companies using the BSC approach generate more revealing activity
reports than companies that do not use this structured approach. The BSC reporting
system does not change when the requirements for company transparency are
increased;

5) A properly implemented BSC promotes alignment with strategic focus of
processes such as budgeting, risk management and analytics. These measures create
a truly strategic company;

6) A correctly implemented BSC also helps to align organizational processes
such as budgeting, risk management, analytics on strategic priorities. Such steps
strengthen the strategy of the enterprise.

To use BSC correctly and efficiently, it is very important to identify mission
of the company, its current type of strategy and strategic goals.

Mission of “ALEANA” LLC is the production of high-quality plastic
furniture and plastic products of economic and household direction with access to

the international level of quality and modern business. This is reflected in the
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company's vision, designated as having a stable and reliable company image,
created through the successful implementation of projects.

The company implements a strategy of limited growth, which is in line with
its economic and production potential, as well as in line with the opportunities and
limitations of the market segment for the production of plastic products.

Based on the mission and vision, “ALEANA” LLC sets the following
strategic goals:

1) save leading positions by types of products, quality, volumes of production
and sales;

2) maximization of production of basic, best-selling products;

3) displace imports of mass products;

4) displace main domestic manufacturers from the market;

5) master the production technology of metal-plastic furniture;

6) master technology of wood-polymer materials;

7) market entry and sale of dyes;

8) secondary processing of raw materials for own needs and for sale;

9) organization of a workshop for the production of molds;

10) increase in volume and expansion of the company's sales geography.

The company plans to achieve these strategic goals by performing the
following tasks:

1) ensuring the use of quality materials and high-tech equipment;

2) employee motivation systems to improve labor results;

3) strengthening partnerships with major suppliers of materials and equipment;

4) correct selection of products for production based on market needs;

5) using of effective business development tactics;

6) strengthening the company's image, thanks to the successful implementation
of orders.

Functional goals of “ALEANA” LLC are distributed according to the
prospects, indicating the departments responsible for their achievement as well as

the planned terms of their implementation (table 3.1).
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Table 3.1
Distribution of functional goals of “ALEANA” LLC by BSC prospects
Prospects of the Functional goals Time of Responsible
BSC implementation department
Finance Growth of net profit in 20%| 3 years Planning and
Economic Department
Increase in market share in | 3 years Planning and
15% Economic Department
Cost reduction in 20% 3 years Planning and
Economic Department
Clients Increasing amount of Every year Marketing department
customers
Increasing level of Every year Marketing department
customers’ satisfaction
Business processes | Reducing of material costs | By December 2021 | Purchase Department
in 10%
Implementation of planned | Every year Technical director
orders in time
Reducing of production By December 2021 | Technical director
terms in 10%
Training and Increasing the level of By December 2021 | HR Department
development motivation of the
enterprise’s employees
(according to the survey
results, 80% of employees
should be satisfied with the
existing working
conditions, and also
interested in participating
in the management process)
Formation of the team of | By December 2021 | HR Department

qualified specialists

Source: Developed by the author.

The above functional targets reflect different aspects of the strategy of

“ALEANA” LLC, which is its decomposition. This stage can be named as the

preparation for giving information about the implemented strategy to employees.

It is very convenient to clarify the goals of the enterprise to lower

organizational levels by establishing its causal relationship. This can be made with

the help of strategic maps, which show a graphical reflection of functional goals

grouped by perspective, linked by a certain sequence (figure 3.2).
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employees’

team of qualified
motivation

development VA
specialists

| Growth of net Increase in Cost reduction
Finance ! profit market share
Clients : Increasing amount Improving
; of customers customers’
: satisfaction
Business : Reducing of Implementation Reducing of
processes : material costs of planned production
orders on time terms
Training and Increasing of Formation of the

Figure 3.2 Strategic map of “ALEANA” LLC

Source: Developed by the author.

Increasing of employees’ motivation is very important aspect in improving
the activity and control at the enterprise. Creation of motivation system allows not
only stimulate the activity of the employees, but also attract new smart
professionals. The first step is creating of the program of actions in the aspect
“Training and development”.

The targets at the aspect “Business processes” can reduce the manufacturing
defects, implement the planned orders in time and reduce the terms of production at
“ALEANA” LLC. Reliable approach to the implementation of the orders will
increase the reputation of the enterprise and will have direct impact at the
increasing amount of customers and improving their satisfaction.

The final step in achieving of the strategic targets is financial results such as
increase of profit, high liquidity ratios and high profitability indicators.
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KPI allow representing strategy in quantity measurable indicators. Using of
them provides flexibility and adaptability of management system because of
comparison of factual and planned values, assessment of developed and future
realized strategic steps as well as adjusting them in the absence of the required
result, changes in the conditions of business functioning (table 3.2).

Table 3.2
Establishment of actual and planned KPI values for various prospects
based on internal information of “ALEANA” LLC

Prospect KPI Factual value Planned value
Finance Operating profit 61598 73918
ROS 0,138 0,159
Other operating 10987 8790
expenses
Clients Number of new attracted| 17 25
clients
Percentage of 6% 2%
dissatisfied customers
Business processes | Reducing of material 209178 188260
costs in 10%
Percentage of orders 96% 100%
completed on time
Time of reducing the 3 weeks 2 weeks
production of new
orders
Training and Percentage of 80% 90%
development employees satisfied with
working conditions
Number of employees | “-* 3
who have improved their
qualifications
Number of new 3
employees

Source: Calculated by the author.

After determination of KPI we can create strategic measures that contribute
the implementation of goals not by one, but by several prospects, which
complicates the development of such measures by functional areas. Taking into
account the fact of the general orientation of strategic sub-goals, we develop a set
of actions based on strategic objectives, existing potential of the enterprise, its

available recourses and external factors of influence (table 3.3).
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Table 3.3
Actions of “ALEANA” LLC to achieve strategic goals
Strategic Prospects of Strategic activities Responsible
objectives the BSC department/
person

Ensuring the use | Business 1. Development and implementation of an | Technical
of quality processes annual action plan for maintaining Director
materials and compliance with the requirements of the
high-tech QMS (ISO)
equipment 2. Development of a program of measures

to minimize the percentage of defects that

arose at the stage of introducing new

technologies

3. Form a list of requirements for the

quality of materials coming from

contractors

4. Implement the use of regular reporting

on quality management of work

performed
Employee Business 1. Introduction of the bonus part of wages | HR
motivation processes tied to the volume of work under Department
systems to additionally concluded contracts
improve labor Training and 2. Personal allowance for project
results development managers, paid in case of implementation

the project schedule

3. Implementation of measures to improve

the qualifications of engineers, IT

specialists
Strengthening Business 1. To develop conditions for receiving Purchase
partnerships with | processes compensation from suppliers in case of Department
major suppliers of delivery of low-quality products, or
materials and violation of delivery times, by developing
equipment standardized contracts

2. To work with reliable suppliers in order

to establish long-term mutually beneficial

cooperation through mechanisms for

agreeing on the pricing procedure and

supply volumes
Correct selection | Finance To conduct a research with the use of Marketing
of products for qualitative and quantitative methods asa | Department
manufacturing Clients result of which the conformity of the
based on market products on the market to the needs and
needs Business requirements of consumers is determined,

processes as well as competitiveness is assessed.

Product research allows to get the most
valuable information from the buyer's
point of view about the consumer
properties of the product and data for the
formation of a successful advertising
campaign.
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Continuation of the Table 3.3

Strategic
objectives

Prospects of the
BSC

Strategic activities

Responsible
department/per
son

Using of effective
business
development
tactics

Business
processes

1. Networking at targeted conferences,
trade shows and events

2. Providing assessments and/or
consultations

3. Demos (in-person or digital)

4. Using a proposal toolkit

5. Speaking at targeted conferences or
events

6. Nurturing prospects through phone
calls

7. Publishing written blog posts on
website

8. Digital ads (pay-per-click, banner
ads, etc.)

Marketing
department

Strengthening the
company's image

Finance
Clients

Business
processes

Training and
development

1. Conducting a thorough technical and
economic feasibility study of the orders
being implemented, including:

- assessment of possible production and
economic risks;

- development of measures for
transformation and financing of risks
arising in the production segment;

- assessment of the contribution of the
order to the increase in the value of the
company;

- attracting qualified specialists.

2. Ensuring the planned
implementation of the project:

- analysis of the effectiveness of
management decisions taken in the
course of work;

- ensuring regular supplies of necessary
materials.

3. Measures to provide feedback to the
customer:

- development of regular reporting on
the progress of work.

In case of successful sale of products,
receiving a positive response from the
customer with the ability to use this
feedback in a PR campaign

Planning and
Economic
Department

HR Department
Planning and
Economic
Department

Logistic
department
Marketing
department

Source: Calculated by the author.




46

Developed strategic actions can be successfully implemented in case of
effective existing feedback at the enterprise. It is very important to regulate
communication between different departments. EXxisting of corporate database,
using of standardized rules of document forming and regular monitoring of
activities can simplify this process.

“ALEANA” LLC has full information system of internal using, where all the
documentation is structured and all employees have access to it. This will speed the
introduction of new ways of coordination and simplify management reporting of

different departments.

3.2. Predictive evaluation of the results of improving the enterprise control

system

The implementation of the proposed strategy requires certain investments, an
effective system of standardization of work and distribution of products, a reliable
management system that includes an effective organizational structure, process
control systems and motivation. Rapid development is planned due to large
investments. Implementation of BSC requires the efforts of qualified specialists and
their work should be paid. Total costs for the development of the project to improve
the control system at “ALEANA” LLC are presented at table 3.1.

Table 3.1
Costs for the improvement of the control system at “ALEANA” LLC
Cost items Amount, UAH

The cost for implementation of Balanced Scorecard Software 53760 UAH
"Sisense"
Labour costs for implementing BSC for 5 people 585600 UAH
Total costs for the improvement of the control system at 639360 UAH
"ALEANA” LLC

Source: Calculated by the author.
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To evaluate economic effectiveness of proposed strategy it is necessary to
evaluate the effectiveness of the project. Calculations allow identifying compliance
of the project with the goals and interests of the involved parties (table 3.2).

As already mentioned, the total amount of required investments is 639,36
UAH.

Table 3.2
Forecast of cash flow dynamics during the implementation of the project to

improve the control system at “ALEANA” LLC according to a realistic

scenario
t IC, Bt Ct Bt-Ct, K Discounted NPV, Pl
thousands| (income), thousands| discounting| cash flows, | thousands
UAH | thousands UAH (r=25%) | thousands UAH

UAH UAH
0| 639,36
1 1535,65 - 1535,65 0,80 1228,52
2 1589,14 - 1589,14 0,64 1017,05
3 159861 | - | 159861 0,51 815,29
4 1608,13 - 1608,13 0,41 659,33
5 1617,72 - 1617,72 0,33 533,85
z 794927 | - 4254,04 | 3614,68 | 6,65

Source: Calculated by the author.

The discounted rate of return on investment (DROI) reflects the return on
investment in the investment project in relative terms.

For the proposed measures it is:

DROI = PI — 1, (1)
where Pl — Profitability Index.

DROI=6,65-1=5,65 > 0, the project is acceptable.

Also a necessary component to assess the effectiveness of the project is to
calculate a discounted payback period that allows us to detect and analyze the
terms of gaining the profit. It is the time required for the investment to provide
sufficient income to recover investment costs, taking into account the time value of

money (table 3.3).
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Table 3.3

Forecast of the discounted payback period during the implementation of the

project to improve the control system at “ALEANA” LLC according to a

realistic scenario

t Cash flows, K discounting | Discounted cash Accumulated
thousands UAH (r=25%) flows, thousands | discounted cash
UAH flows, thousands
UAH
0 -639,36 -639,36
1 1535,65 0,80 1228,52 589,16
2 1589,14 0,64 1017,05 1606,21
3 1598,61 0,51 815,29 24215
4 1608,13 0,41 659,33 3080,83
5 1617,72 0,33 533,85 3614,68

Source: Calculated by the author.

According to the calculations in table 3.3, we can see that all losses are
covered by the end of the term, thus this project is economically effective.
Evaluation of the effectiveness of the investment project is presented in table 3.4.

Table 3.4
The main indicators of the project effectiveness at “ALEANA” LLC

according to a realistic scenario

Indicator Indicator value
Net Present Value (NPV), thousands UAH 3614,68
Discounted Return On Investment (DROI) 5,65
Profitability Index (PI) 6,65
Discounted Payback Period (DPP) 6 months

Source: Calculated by the author.

A necessary indicator of the effectiveness of the project is return on
investment. As we can see that the calculated values of the accumulated discounted

cash flows are positive (without any losses), the payback period is 6 months.
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the involves some

assumptions regarding capital and current costs, sales volumes, cost and market

Planning implementation of investment project
prices, project terms. A detailed calculation of future economic effect does not
always guarantee accurate result and success. That is why it is necessary to evaluate
the effectiveness of the project according to a pessimistic scenario (table 3.5).
Table 3.5
Forecast of cash flow dynamics during the implementation of the project to

improve the control system at “ALEANA” LLC according to a pessimistic

scenario
t IC, Bt Ct Bt-Ct, K Discounted NPV, Pl
thousands| (income), thousands| discounting| cash flows, | thousands
UAH | thousands UAH (r=25%) | thousands UAH

UAH UAH
0| 639,36
1 851,77 - 851,77 0,80 681,42
2 899,4 - 899,4 0,64 575,62
3 902,96 - 902,96 0,51 460,51
4 906,53 - 906,53 0,41 371,68
5 910,11 - 910,11 0,33 300,34
z 4470,78 | - 2389,57 | 1750,21 | 3,74

Source: Calculated by the author.

Calculation of the discounted payback period according to a pessimistic
scenario is presented in table 3.6.
Table 3.6
Forecast of the discounted payback period during the implementation of the
project to improve the control system at “ALEANA” LLC according to a

pessimistic scenario

t Cash flows, K discounting | Discounted cash | Accumulated
thousands UAH (r=25%) flows, thousands | discounted cash
UAH flows, thousands
UAH
0 -639,36 -639,36
1 851,77 0,80 681,42 42,06
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Continuation of the Table 3.6

2 899,4 0,64 575,62 617,68
3 902,96 0,51 460,51 1078,19
4 906,53 0,41 371,68 1449,87
5 910,11 0,33 300,34 1750,21

Source: Calculated by the author

According to the table 3.6 we can see that the calculated value of the
accumulated discounted cash flows is positive for all periods. In general, the
pessimistic scenario is quite effective. Evaluation of the effectiveness of the
investment project according to a pessimistic scenario is presented in table 3.7.

Table 3.7
The main indicators of the project effectiveness at “ALEANA” LLC

according to a pessimistic scenario

Indicator Indicator value
Net Present Value (NPV), thousands UAH 1750,21
Discounted Return On Investment (DROI) 2,74
Profitability Index (PI) 3,74
Discounted Payback Period (DPP) 11 months

Source: Calculated by the author.

As we see from the table 3.7, the payback period is 11 months. A matrix of
possible profits from the project implementation according to different scenarios of
economic environment is presented in table 3.8.

Table 3.8
Alternative scenarios for the development of the economic effect of the
project at “ALEANA” LLC

Scenarios Probability Profit, thousands UAH
Realistic 0,6 3614,68
Pessimistic 0,4 1750,21

Source: Calculated by the author.
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We can make a conclusion, that our project to improve control system at
“ALEANA” LLC with the use of Balanced Scorecard (BSC) will be successful.
Realistic scenario is more acceptable for our enterprise, because the profitability
index is 6,65 and the payback period is 6 months. These indicators are better than
they can be according to a pessimistic scenario (profitability index is 3,74 and
payback period is 11 months).

Implementing of BSC can help to compose full picture of business for
enterprise, receive relevant information, which can help to make right strategic
decisions, warn the appearing of crisis situations. BSC helps to make
communication between departments more effective, which positively affects on

the volumes of sales and productivity indicators of labor.
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CONCLUSIONS AND RECOMMENDATIONS

In modern unstable conditions control system at the enterprise is essential
factor that determines the success of its activity. In Final Qualifying Paper we
considered theoretical and methodological foundations of the control system at the
enterprise. We also proposed planning measures to improve the enterprise control
system based on best international practices and made predicted evaluation of the
results of improving the enterprise control system. During the research, we
accomplished all tasks and can make the following conclusions:

1. Control system of the enterprise cannot exist individually, it has integrated
nature. It evaluates not only management process as a whole, but also individual
functions while providing the management with information at all stages of
development, adoption and implementation of management decisions. Control
allows implementing the strategy of the enterprise more efficiently, using resources
rationally, providing accurate information to management, predicting and avoiding
risks, providing correctness and completeness in registration of primary documents.
There are three types of control: input (feed forward control), process (concurrent
control) and output (feedback control).

2. “ALEANA” LLC is the leading Ukrainian production company for plastics
processing. The company manufactures products for kitchen, home, garden and
plastic furniture. The enterprise has a qualified manufacturing personnel and
professional management. The quality of products is very high and as result the
enterprise has direct contacts with famous world brands. “ALEANA” LLC has
extensive distribution network and modern high-tech equipment park. Due to the
analysis of production and economic activity, there is relative stability of economic
indicators. In general, the organizational structure of the enterprise is optimal and
appropriate, as it is represented by various functional units that perform certain
duties and instructions of line managers. With such volume of production, the

delegation of authority is appropriate to ensure effective operations.
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The company implements a strategy of limited growth, which is in line with
its economic and production potential, as well as in line with the opportunities and
limitations of the market segment for the production of plastic products.

According to implemented research it is clear, that “ALEANA” LLC has
some mistakes in implementation of the control. According to calculated Spearman
rank, enterprise has a weak strategic plan and as result it cannot use its potential at
maximum level. Detected that enterprise should develop a strong strategy with
terms and responsible people for the result if its implementation.

3. To improve the control system of the enterprise the Balanced Scorecard was
proposed to use. It ensures development of the strategy, structuring measures and
reporting progress towards a specific goal. It can help visually observe the progress
and success of the company. The BSC also gives a possibility to transform
strategic goals into a clear operational plan for departments using key performance
indicators. It helps to select the most effective projects, maintain a systematic
approach to the formation of the goals of the enterprise and ensure control over the
actions for improving control system.

4. The system of strategic measures that will improve the control system at the
“ALEANA” LLC is developed with the use of Balanced Scorecard. Predictive
evaluation of the results of improving the enterprise control system is implemented
according to the realistic and pessimistic scenarios.

According to a realistic scenario for “ALEANA” LLC, the profitability index
IS 6,65 and the payback period is 6 months. Due to a pessimistic scenario,
profitability index is 3,74 and payback period is 11 months. The realistic scenario is
more desired for our enterprise.

In conclusion, we can admit that using of BSC will improve not only control
system at “ALEANA” LLC, but also will make it highly competitive enterprise
with a developed strategy and highly qualified employees, who know how to act

even in an unexpected situation.
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TEXHOJOIISE TA ®VHKIUI MEHEKMEHTY B OPTAHIZALUIT

ENTERPRISE' CONTROL SYSTEM: THE ESSENCE AND ELEMENTS

AZEDOVA L, the 1" year of Master program FEMP KNUTE,
Specialization « Trade Managementy

In the article the éssente ‘and elements of duterprise’ control System are unatyzed. The
necessingof using @eontrol spstem in the activityof the gmterprise is proved

B-Cmammi npoanarisosano Clemesy xukmpo o iogpicuemed. If Cymmicinn ma exesehima.
CONrs umOsaio neafixiouicmy, GuKOPICMENGLCHCMEA RONMPOII0 ¢ DiRIeHOCmI nidnpuescmed

Relevance of research. The wellsorganized wnd profitable activity of the enferprise depends
on o comrol systen: 1t is the key to'sudcess of apy company. Control is necessary al agy stage of
enierprise finctioping, -that's why it is very jmpottam o understand it's essence’ and | cresie
Tavorable conditions for iCs implementing.

[Fmanagers do not kngw the elements of the cantrol system or do not Know how 10 organize
conttoly it candead to ipeffictent acGvities of the enterprise in the warket. That is why the issue of
clearly defining the elements of the control System at the énterprise is very felevant,

A review of research publications and recent papers. Theorctical and practical aspects of
enterprise” control system appear in the studies of famous researchers al) over the world: M. Gedz
(WK Novikova [7),H. Hanif [ {2}, F. Kabuye [3], K. Mullakhmetoy (4], K. Merchant 5],
G Michelon [6] and others. With the help of named authors we can deeply undetstind the rale of
the control system in the funetioning of the enterprise.

However, as'the role of control svstent is growing on the market, the aim of oor research is
to fovestigate it essence and elements, and justify it's significanct at the enterprise activity.

The main results of the research. Before the characterization of the enterprise cantrol
system-it is important 1o anderstand what 1s. control.

Control s fanction of management that is responsible for achiieving high qoality. of werk
of the enterprises and organizations, Role of ontral i the activity-of enterprise is very significant:
[t has jan wtegrated natyre, Jt includes - the | implementation and._evaluation Success  of the
mahagement. process and also the vindividual * functions, while “providing ‘manggement with
informavion at all stages of development ant-implenyentation of management degisions.

Entreprevearial eontrol is & creauve-and inpovative course of action the-entreprenetr-
directors take to reahze the goal of @ business which is (o \multiply theé compuny's wealth: - The
entreprencurint-control is a social ¢ontrol. It1s a ereative and inmovative action.of the entreprencus
divectors ©- utilize socio-eultaral copdition of the «societys in the company ‘thut refers to the
eniplovees-and_investors, Having been able to properly réad. the socio-cultural condition of the
society; the entreprencur-directors will_beé able 1o, Seék wwiys 1o, controly that-can be said’ an
apptopriate control in.conjunction with the heart of the ssocietys/in the arganization; This can Jead
toran effective contralling provess [2,.p.1202],

The folé of control in the managentent system has an inegrated nature us it is involved in
thé implementation snd evaluates not only mandgement process asa whole, but also individual
functions while providing the management with infortation atall stages of development, adoption
and implémentation of management decisions with the methods of preliminacy’, current and-final
conrol :
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ole of the control is the analysis of deCision-making is considered fragmentatily and is
du establishment of feedback at'the final stage of the entice process of preparation,

nd implementation of management degisions [4,p. 204].

‘:., reprencurial control has the following elements: SelfsControl, cross«control, und everyone
 gapiroller in the company. The employees sificercly 'work hard-to meet their findngidl goal,

AN time, this can belp the investors and entreprencur-director o meet their goal as well

_\

‘s‘ 1 aiel_control helps managers, 1o tmanage business. prodesses more effettively. The main
giche system of intermal control §s 1o reduce financintexpenditures; pravide adaptation of the
Q}hmw of internal and extemat enviromment in dme; save and use ¢ffectively different
d potentials of the organization [1.p: 80),

¥ the main features of the control dis-effectiveness. 1115 oriented not 1o discover the

Qtﬁ, but to. prevent it Every function of management is integrated with the. control
X 113)

conlml problems that cannot be avoided, and those for which decisions have been
mmagm must implement ane or meee control mechanisms that are gencrally
1 gement controls. The eollection of ¢ontrol mechanisms that are used is generally
perred lumamscmcn! control system {S. p. 19}
5!“' ement control systems are/not similar for differeat organizations. Some management
are aimed 1o hire people whowill bevery responsible and will help 1o make the
‘ -successful: Others provide incentives. to accomplish targets in defined térms.
» s evaluate subjectively the performance of workers; others use nonfinancial
pafommcc There are some companies,. which sét a range of procedures. for
’ the staff and there are such ones that do not have these procedures and make
pthout any ‘strict rules. The success of management control system depends on correct
gigemer control, which includes elements, procedures and necessary contents,
\pohtml systems are. processes - aimed -art assuring the achievément of -an
‘ tives in eperational effectiveness and. efficiency, reliable financial reporting,
oc With laws, regulations, and policies [6:p-3).
'\. internal control- sysiem redutes asset loss, ensures that the organization
nplete and accurate, financial statements are reliable and the organization's
ed in accordance with the provisions of the applicable faws and regulations,
ration’s management (the agents) should desipn, implemént and maintain an
d internal controls in order 1o achieve their financinl objectives [3. p. 3.
nent control is used by managers af middie Jevel 10 achieve the goals-of the
 Qperational control is implemented by the emplovees of a lower level, Corporate
Bed 10 CEO s, board of direttors and sharcholders, and is used for the décision of the
problems. The ided of mnagement control dan be associnted with strategic control and
Ranagement control can be associated with manggement (and operational) control for
owever, this. Teasoriing may imply that three differont management control
i every organization, what seems (o be, at feast; 100 costly. From another poirit
ly that the same managenmient cantrol system should address three different und
ectives. If any attempt will be made 1o, unify these hypothetically, different and
thet o unique approach o the design of the overall control system séems 1o be 3
consideration (9, p. 14].
nro) and their charactermstics are shown 4t the table ).
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v B e - v
Saurce._Biiiie on the baxis. of [4. p2TH,

Tabie'?
Types of control and their characteristics
Typesof | Coptenis ufthe key |~ Feicvancesn T“‘“:::’,"“ Tasks of she control x
coutrol | cantrof procedure Fo‘; o’ R ) procedures
Prelimis Monttoring of the - | During the MD™ - Constantly Presentation bf “Improving the
nary managed preparation und quality (accurate, elficiency of
(controtied) adoption timely and complete] « | management
processes and {in planning) and relevant L hctivities to
abjects, information sbout the 1 contribute to
) N A\ L N probled best achieve the
Querent Y Control over the During the MO TComstGmiy ‘ Exolosion of £ouly of the
personnel actionss 1 implementation ' wignificant deviations' 1 organization
Operationg, frofm plans and
milestanes und instructions (perfo-
pedomiance rmanke standards)
‘standards 2 N A et
| Finel Carival over results | Aftercompletion. -~ |Upon the Assegsment of the
of ymplementation | of the MD Feomplition ol | gbecess of the
of MID taken implementations ¢ the implementition of the
management | dedisions taken;
eyele [Hsseminution of
syceessful experience.
. L4 Tnaining eftéct

As e see gt the table 1, there are three types of control and each.of them has the same goal
to imprave the efficiency of the enterprise activity.

The basic principles of establishing and implementing management control [10, p. .

1) The placning priveiple. It is the essential principle. [t means that enterprises” manugement
gontrol should refleet complete programs and accomplishment of planned objectives.

2) The suitability. principle. Management control of an enterprise should take into account

the features Of orgadizational ‘environment and act-in approprite way dccording o different
Cireumstances.

3) The materiality principle. The essence of this principle is the management control of an-

enterprise-should be concentrsted o the wain and_ the most_important_tagks and ignore not
important isues that are not threats to the targets of the organization.

4) The trend-conteol principle, The manugement cunirol should discover all the: problems
and thireats of the enterprise with the help of histarical tata andcurfent situation.in the process of
managethent control. Next step is to.take all the pecessary actions fo'prevent the enterprise from
stmilar istakes.

§) The exception control principle. The main task for the enfetprise is to, control abnormal
dnd uncorventional sitt@tions, which is the main requirement 1o improve the controf efficiency,

6) The presactive control printiple: The essence is that an enterprise should take preventive
camtrol measures inadvance through improving the quality of the contral subject. Pre-active cantrol
principle emphasizes the traling of those responsible for management control is of key impartance,

One of the modern problems of the efficient tontrol at the-enterprise management system is
the diffieulty. 1o, integrate control fufictions in current and- strtegic dbjectives of this system. The
problem of internal control is qiite important and can influence on the activity of the enterprise, for
exarfiple, the mistakes in financial reports, in rélationships with customers and suppliers, in current
ohjectivey can cause bunkruptey -of the enterprise. - The solution of this problem is fo:form special
methodology foranalysis of the control system and then iv's imeractionwith enterprise manggement
system, This implementation can be based on matrix models. '
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‘ e iug the role of control at the enterprise wctivity, we should to vonsider
\dontrol at every stage of management process {table 2).

\{\ Tubie 2
/"

R

2
> e\ 1 Role of control in management process

-~

-

—

d }_J!” Al e el ' Rale of control
Sais (hatery of opevation and | Introdicrion bf qaAbtative nformation abous the state of ebjects and
\ \@tveiopment) ,  processey in the orpandration through feedbeek channely
. ::t‘ " "‘ ""’:3’ 0 Disstmination of sutectsful gxperience (providing mnfaraaton on
e ““”‘") | stctessful redptigion of cimilar probiéms and chatleages in prictice) l
;“' s i schieving | Monkoring of the achiey ement of targets by deadlincs, resgurees, results, )
pration A objectives | Prexemation of information about deviativns 3
O Development and Providing information ot the cofsequences wnd cwises of deviations: ¥
' Sugestion O feasonabie uptions of the correctivg action l

" Determimng the ‘m»mcmm.&gmm

Generalizatsan and dissem ination of positive cxpenance. training effect ﬁ
tdentification of the caust (paor-quality managerrel decisions, paor-
quality implementateon of managena) decisions, significant changes in *
the envitonmient). apan of the carrective scuons |
. Colloenion, gewesalization md analysis of devistians in the development, |
adoption and implemensation af managernal Secistons, idemification of’
thet as a problem: Provifien of infonpation on aew problem thraugh
O \Mfeedbatk channcls
Providing wformabun 1 the swsicm mode abot acheeving the objectives
c i . of the organization, signmificans deviations from the objectves, by
 Dbyect environmental fxetors of th¢ Rinctioning and development of the
A AN o . wrganizstion ©
CBaNt on the basis of (4. p 242)

el

X

AN

N

A at the fuble 2, the control should be implemented ut every Stage of management

et 1o prevent mistakes and sec the result of implewnented actions.

focnt control a8 a-system should impletent oner br several activities ‘regutarly or

;“~ control elements must “be undenstood | by the | enterprise “belore
ol will be done. Control systeuts clements of the enterprise are factors that react

o W»maﬂol and alt parts of management contral system.
sk toh basic clements that enterprise has 10, pay ancation Tor implementing effective
Szl sysiem 10, p. 34)

siviconment. This environent consisty of internal and external environment, 61
* &Wﬂ fiices it when performing control activities. The enterprise firstly

ﬂ ariables. They are the key objeciives that eficet the strategic objectives uf the

j-&” serol of such key fhctors as.risk factors and value driving factars that influence an

na goals are the kéy t¢ successful achicysmnt of organizatiual goats. The
ghoose controt vaniables which are the most importnt in definite situation.

grol standards. Control standards are also One of the main parts of cantrol system.

Qedrtifications of the contro! variables. They can bedivided into the budget control

_ c‘gmol standrds, historical control standurds.-¢te, Control_standards must be

\«

E
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4) Information reports. The enfterprise sélects necessary information, which must be in time
and-effective. Information reports measure, record and report the data- about the, activity of the
enterprise-and reflect what the orgamization is doing.

5) Executing evaluation. [t'is the provess of wssessment and appraisal on/an organization’s
activities. An enterprise should compare information tfeports with contral standards and ‘analyze
them.

6) Deviation correction. This is the process of correcting the unfavorable variance barween
the actuat tesulis and control standards after evaluation. It niust be done just after evaluation.

7y Performance’ evaluation. it is the evaluation of the results of completed work. The
performance of an_organization may be diffetent from that of managers. When implementing
manxgement control, an enterprise must be concentrated on the eyvaluation of the performance of the
managers or contratlers.

8) lncentive mechanisor. This mechanism s wecessary-m order o _give a reward for good
implementation ‘of work <and punish for bad one. The results of management cootrol musy be
connected; with ‘the remuneration of managers 10.motivate them Lo work better and improve. the
coptrol of the enterprise in this way.

9) Communication. Jt i§ necessary for trrmsmitting information o the top management in
time. That's whty communication miust be enhianced in the process of management controd, because t
\s the gugrantee of success of the enterprise dévelopment,

10)_Menitoring, This_is, the process_ which medns 16 monitor the implementation’, of
management-control and controlling of managentent control system, which is the main element of @
sound control system.

Management control environmient 1s the main clemient of jnanagement control system. It is
the basis of (he other rhanagement control élements; the premist 6 management control procédures,
the reason of chooSing mansgement control mudes, and the guarsnice of executing management
control activities. That's why; ‘en enterprise should, analyze managericaf control environment at
first: The other management control elements will be infraduced in the part of management control
procedures and management control modes.

If consider the control management system as the open one, for example, we can select the
clement of monitoring of external environment, But if we consider the close system of control, this
clement won't be there, According to the theoretical hasis and the essencé of managetment control at
the epierprise, we cun select such clementsof managément control: control of the extérnal
envirunment: control changes, standards of ¢ontrol, information réports. evaluation control, control
of devidtions, effectiveness evaluation, mechanism of stimulation,, communication, -monitoring,
Every element provides it's unigue function in the process of managemeént contral and is the main
batsis of the conteol system’s quality 8, p.52).

Management control enyironment is divided imo the extermal and the internad-envirariments.
Both-af them consist of specific factors. The external environment of management control includes
social environment, political  cowronment, techniological < éavironmeny, -business. envitconment,
industry compatitive epvifonment, supplices and customers enyiconment, ete. They consist of subs
factors. For example, social and polincal environment includes the factors of\moral; culture,
religion, ecology;-¢tc.; government activities. inclode the. factors o institutions, laws, tegulations,
etc.; intematienal business environment includes the factors of exchange rates, intemational capital
markets; international, rade-policiey; cte. The internat environment of mansgement control mainly
includes ocganizational strategy, organizational structure, vesponsibility center, enterprise culture
and human resource, ete {10, p, 3§),

Organizational Stratégy is important , for constniction of management control_system.
Formulation of strategy 15 the process of defermining objectives of the enterprise-and. how o
nchieve them, while management control enisures the effective implementation of strategies:

Organizational ‘structurg’ is very important for enterprise 1o establish the organizational
structtire according 10 the strategy of the enterprse. Key functiopal departmenits must be chosen and
the personnel at different levels of management must have enoagh Knowledge and experience.
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A enterprise shall authorize réasonably. make a clear division of responsibility centers and
authorities with responsibilities, The responsibility eenters should inchude révenue center,
T Lo ater, profit center and investment denter. The enterprise should have @ clear delineation
e mespective responsibilities, It should also analyze itefa- by iten and pravide the knowledge
WS- that, the jobs need, All the husiness units, branches and employees of the enterprise. shall
corresponding duties specified within the authorization. The enterprise should establish
sibility evaluation and incentive feedback meehanism.
nresource. An enterprise should establish the hasic persannel management rules such
pent, training, job rotation, promotion and. ¢limination:, building an  objective, fair and
erformance evaluation and incentive. mechanisin, and. establishing ‘seientific human
) management rules 10-ensure that cmployee’s have and maintain the quality. of
). iaimess and professional competence.
atic and adaptive Culture must be created by thie enterprise for a positive and o
=l 'almb:phcrc The enterprise is befter 1o improve all Jevels of eultures including
_ *  spirit level and material level: form an éntreprencurial management philosophy and
> . and establish the principle of good faith and teasonable personal core values and
- ulm (10, p. 36),
iding a-striet basis for w good contro! environment the: top management of the

x“: oard of Directors-should emphusize on the mamagement cantrol, improve specifie
guirements for it, establish standards and procgsses and manage the employees to be
“und concentrated op- implementing their work,
2 To sum up the gained result in the process of investigation the essence and
M enterprises’ control syStern; we can-admit that control {8 very important at the activity

*“’ . Enterprise’s control -system is the mechanism that promotes-the achievement of
wides information about any- deviations in. different spheres of enterprise™s activity
d solutions for ¢limination of these deviations and {mprovement the level of
wterprise’s-activity, For betier implemeating of control the enterprise should pay
ents of the control system- and provide convenient circumstances for better
ents. Without well-organized contral system the culerprise can become a
Fitis very important 10-use control at every stage of management process and
hich must be eliminated in ume.

;
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METOIMYHI ITAXOAN 10 ®OPMYBAHHS CHCTEMH
MEHEAKMEHTY HA NUNPHEMCTBY

AHAPYIIKO O., I wype ®EMIT KHTEY,
CueniaLic s «Menemmen sy,
crneniazianis «Yupasainun Gisnecomy

M cmammil giomavei CYmicmy. cucmean MenedNCxeumy- nionpuesmemea, Oxapaxme-
PUIOBARO Memadwin yiliYodu -da, dopsyeduns” cucmesi MenOMCAenmy' na mionpucuemel mia
POWPUMD. i} cmpynipy. (Ofipynmosend ockoni HARPRMKIE 6O0CKUNQACHRA_ CHEMEMN MeHed N0~
MEHMRY ua e e mal.

The arhicle defines the “essence of the eutérprise | mamagement system. Methodical
approaches to the formation of the_management spstem at the enterprise are described. and jts
Structime Is revealed -The basic. directions of improvement-of the management system  at \the
enterprisd ave subsiantiated \ .

Hocranonka wpobaesm. Opnny 1 KHOUOBUX TIORATH MCHEARMEHTY, SIKe Beanacepesmin
UHHOM TOB A3aHe. 3 Gy uxuissy, niaswn, MPONECOM YUPISTIHNA, & TaKow 3 poboTod Yupasamuiv i
PUSHOLLAOM NOBHOKEKENL MINC HITMHU WU BUKOMAHHA BHIKAYCROT METH, © ¢NCTeMa YIOpantismg
HA TANPHENMETR. B vewix sasitieHor CHETCMM miaBYBAcThON, YBCCH yripaniinceXi nposee, 8
AKOMY BpAMIOTS, S9aCTh. Vipasdinm Boix pisdis. Cicrela MEHETRMENTY ULUIIPHEMC 183 hops
MYETLCR 3 MOTOIO_CBOCHAHOIO 18 MRICHOLO BalitcHemts nelx NPORCCIB, RE UPOTIKAIOTH B HEOMY.
Came Tomy axinui s MEHCARMEHTY. T8 Beanocepenho kepibHik DipHeMeYha npuaiasiors il
SHATUY. VBRI, MO0 KA MeTI_Gésrepeppne midckovdgenitg 14 POIBHTOK Vi Cuagoniy. Faxum
HHHOM. _ GopMYBAIAR ek iAo} CHCTEMH MCHETAMENTY (B paMKAX . OKpesorn NAUPHEMCTBA
CHPHAE_TOCHIWEHHIO _nocTakienny. WM uiseh Ta sannaby B konrexer] lasuawenoro suime
HOCALDKCHAS MCTOIMMNIN_iaxois A0 dopmyBasun cucremp MCHEIAMCHTY 1 WANPHEMCTRI ¢
BRPAi 2Ky WILHUN SOBAMHMAM,

Anagiz ocraumix gocaiesens i nyGaikanii. Teoperwumi, wmerogmanl fa TIPAK THYHI
actexT GopMyBanis cueresy MEREDKMCATY. Ha NLANPMEMC TR A0CT0RY AN Taxi BITYHEANT 10
3apySinmi wewi, ak: - Mouiex, b. Mimehxo. /1. bepratandi, O Bixancukudh, 1. Ocobeska.
0. Ocouscuiuit, A Haymos, P, Darxynainos, L. Ancopd. T. Inartona, J1. Howraus, B. Fepacuarayk,
D. Xeaoypi, M. Mecxou, T1. Hpyxep, A. boraanos, O, Sy, 1. Bopontiona, 10. Yepus, ©. X,
O. Kyvismitl taGarato it llpore, Hespaxaionn pa MeneHy HAYKOBT 20PoOKI. 200 TIIREHHE
CYURCHHX MEPOAHMANRY - X0 10 thopmysasmis | ciucremm MEHCIDEMCHTY _HA 1/ PREMCTRI
notpelye noanmmoro POIAILLY, WO MIC Pa3 AOBOUITH AKTYATLHICH oOpanni ves crarl.
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Appendix B
Table B.1. Retrospective balance sheets at "ALEANA" LLC in 2017-2019
years, thousands UAH

01.01. 01.01. 01.01. 01.01.
Assets Code 2017 2018 2019 2020
1 2 3 4 5 6
I. Fixed assets
Intangible assets: 1000 13 4 118 66
initial value 1001 98 98 255 255
accumulated depreciation 1002 85 94 1&7 189
Incomplete capital investments 1005 182¢ 90 56 163
Fixed assets: 1010 36651 48956 38535 27885
initial value 1011 48921 69606 70300 64321
depreciation 1012 12270 20650 31765 36436
Investment Property 1015
Long-term biological assets 1020
Long-term financial investments:
that records under the equity method
other enterprises 1030
other financial investments 1035
Long-term receivables 1040
Deferred tax assets 1045
Other fixed assets 1090
Total for Section | 1095 37991 49050 38709 28114
Il. Current assets
Inventories 1100 67864 82623 84984 81754
Current biological assets 1110
Accounts receivable for products, goods,
works, services 1125 47517 63099 81649 126193
Receivables accounts:
for advances paid 1130 14824 12279 13318 9571
with a budget 1135 868 1663
including income tax 1136 845 699
Other current receivables 1155 177 837 211 236
Current financial investments 1160
Money and cash equivalents 1165 745 2680 3102 1990
Prepaid expenses 1170 7566 7572 20 24
Other current assets 1190 477 1220 543 226
Total for Section 11 1195 140038 171973 183827 219994
I11. Non-current assets held for sale
and disposal groups 1200
Balance 1300 178029 221023 222536 248108
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01.01. 01.01. 01.01. 01.01.
Liability Code 2017 2018 2019 2020
’ 2 3 4 5 6

I. Equity
The registered capital 1400 29 29 29 29
Capital in revaluation 1405
Additional capital 1410
Reserve capital 1415
Retained earnings (uncovered loss) 1420 (1000) 21420 42564 87274
Unpaid capital 1425
Withdrawn capital 1430
Total for Section | 1495 971 21449 42593 87303
I1. Long-term liabilities and ensuring
Deferred tax liabilities 1500
Long-term bank credits 1510
Other long-term liabilities 1515 62432 67992 67074 57379
Long-term ensuring 1520
Targeted financing 1525 18
Total for Section 11 1595 62432 68010 67074 57379
I11. Current liabilities and ensuring
Short-term bank credits 1600 450 9760 10000 19190
Current accounts payable
for the long term obligations 1610
for goods and services 1615 85788 94279 69511 53458
for payments to budget 1620 272 377 2037 4973
including income tax 1621 1909
for insurance payments 1625 300 417 691 716
for payments of wages 1630 1126 1548 2622 2762
Current ensuring 1660 1691 2143 3637 4199
Deferred income 1665
Other current liabilities 1690 24999 23040 24371 18128
Total for Section 111 1695 114626 131564 112869 103426
IV. Liabilities related to non-current
assets held for sale and disposal groups 1700
Balance 1900 178029 221023 222536 248108
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Table B.2. Retrospective analytical statements of income at "ALEANA" LLC
in 2017-2019 years, thousands UAH

Item Code 2017 2018 2019

Net income (revenue) from sales of 2000 296914 360077 416499
products (goods and services)
Cost_ of sales of products (goods and 2050 932161 287244 324974
services)
Gross:
profit 2090 64753 72833 92225
loss 2095
Other operating income 2120 8428 19317 29361
Administrative expenses 2130 6731 8480 8489
Selling expenses 2150 23144 32532 40512
Other operating expenses 2180 14069 20913 10987
Financial results of operations:
profit 2190 29237 30225 61598
loss 2195
Income from equity 2200
Other financial income 2220
Other income 2240
Financial expenses 2250 1896 4425 6660
Losses from equity 2255
Other expenses 2270 11 407
Financial results before tax:
profit 2290 27341 25789 54531
loss 2295
Expenses (income) income tax 2300 4921 4645 9821
Profit (loss) from discontinued operations 2305
after tax
Net financial result:
profit 2350 22420 21144 44710
loss 2355
Il. ELEMENTS OF OPERATING
COSTS

Name of index Code 2018 2018 2019
Material costs 230 173905 | 209558 | 209178
Labour costs 240 35667 51771 65545
Deductions for social measures 250 7762 11235 14326
Depreciation 2515 9809 11536 11062
Other operating costs 270 55201 71814 73753
Total 280 282344 | 355914 | 373864




Appendix C

Organizational structure of “ALEANA” LLC
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Secretary p General | . > Lawyer
Director
\ v y
Sales HR Planning and Purchase
Department Department Economic Department
Department
Sales Manager N Department of Administrative
(South Ukraine) Labor Protection Chief > Department
1
Accountant
4 (sz\allestl\Jzna_ger) - ESer_lior N Cféief_Power
est Ukraine naineer ; naineer
N Production g
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Sales Manager o Marketing | Chief Mechanic
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Ukraine) Mahader
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