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QUANTIFICATION OF COMPANY’S MANAGEMENT
CONTROL IMPACT AND ITS MODELLING
The main aim of this contribution is to present a possible approach to quantification of com-
pany’s management control impact towards the executive sections of company's organizational
structure. This impact is modeled by determining the amount of the so-called invariable propor-
tional manager's control impact. It is dealing with modelling possible amount of change in the
achieved level of fulfilling the determined target function — target in the company. Its basic mod-
elling characteristics for modelling control impact level are considered, the so-called flexibility and
incremental effectiveness (element of compensation) of the analyzed organization s target function.
Keywords: modelling, management by objectives, function’s elasticity, marginal effectivity.
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KIVIBKICHE OIIHIOBAHHSA ITOKASHUKIB YIIPABJIIHHA
KOMITAHIEIO TA IX MOJAEJIOBAHHS

Y cmammi po3pobaeno nioxio 0o KiabKicHO20 OUIHIOBAHHA NOKA3HUKIE YNPAGAIHHA
KoMnaniclo Ha pi3HUX pieHAX il opeanizauitinoi cmpykmypu. Pieenv enausy moodearoemocsa
WASAXOM BU3HAYEHHS MIDU 6NAUBY KONCHO20 MeHedxdcepa. 3M00eAb08aAH0 MONCAUBY KiabKicmb
3MIH 'y 00CACHYMOMY pi6HI GUKOHAHHA Ne6HOI Yiab06oi Qyukuii 6 komnanii. OcHOGHI
XapaKmepucmuku Mo0eal06aHHs — MAK 36aHi ZHY4Kicmb i Hapocmarova eghekmueHnicmo
(eaemenm Komnencauii) yiaboeoi pynkuii opeanizauii.

Karwwuosi caoea: modeniosanus, uinvboée ynpaeninHs, eaacmuuHicmv QYHKUii, epanuuHa
eghekmueHicmo.

Puc. 1. Dop. 12. Jlim. 12.

ITetp IlInanka, Annpea Yonmukosa, Cranucias I?)OHKOJ‘IBCKPI
KOJINMYECTBEHHAA OIIEHKA ITOKA3SATEJIEU YIIPABJIEHUA
KOMITAHUE N X MOJAEJINPOBAHUE

B cmamve paspaboman nooxod K KoauuecmeeHHOU OUeHKe noKasameaell ynpasieHus
KoMnauueil HA PA3AUMHbIX YPOGHAX ee OP2AHU3AUUOHHOU CMPYKMYypol. YpoeHv eausHus
Modeaupyemcs nymem onpedeieHust CmeneHu 6AUAHUS Kaxcdozo menedxncepa. Cmodeauposarno
603MONCHOE KOUMECMN B0 UBMEHEHUL 8 00CIMUZHYNIOM YPOGHE BbINOAHEHUS OnpedeaeHHOl eaesol
@yuxyuu 6 xomnanuu. OCHOBHBIE XAPAKMEPUCMUKU MOO0AUPOGAHUS — MAK HA3bIGAEMbLE
eubxkocms u Hapacmarowas 3¢gexmuenocmo (aemeHm Komnexcauuu) ueaeeol QyHKuuu
opeanuzayuu.

Katouesnie caosa: modenuposatue, yeaegoe ynpagienue, 1AcmuuHOCs QYHKYUU, npedenbHas
aghgpexmuenocmeo.

1. Introduction. Main aim of this contribution is to present a possible approach
to modelling of the control's level through the intensity of controlling influence of
company's managers on productive units in a company. This controlling influence is
most often implemented through the competent managers' decisions. But before we
introduce the example procedure of possible modelling of the intensity of controlling
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influence (controlling level) in the system management by objectives (subsequently
system management by exceptions-variation) we will introduce primary input con-
sideration for this modelling (Dorf, Bishop, 2001; Snapka, 2002; Snapka, 2004;
Snapka, Konkolski, 2007). The example of modelling process we will show in the
defined objective, which is the level (amount, size) of cost profitability, e.g. of a given
company's production process. Modelling will be implemented on the basis of specif-
ic model's characteristics marked as elasticity and marginal effectivity of the analysed
company's target function. Target function (criterion, relation) enables the modelling
quantification in the company of the formed objective (output of this function) to
certain amount (level, value) of input factors (variables), whose application makes
possible the fulfilment of a given objective. In our case, the target function (relations)
will be further mentioned relations for cost profitability. In the future, the ability to
optimize cost upon knowledge of business processes will be crucial for companies to
stay competitive (Voznakova, Janovska, Vilamova, 2011).

Level (amount) of the control intensity will be modelled through the character-
istics of elasticity of the target function. This elasticity quantifies relative change of
the fulfilment level of given company's objective with relatively little change of size
(value, level) of individual input factor of this function (it takes into consideration
that values' changes of these factors are small enough, e.g. by 1%). In the final form
for the modelling of the level of the intensity of controlling impact, is this character-
istics adjusted to the form of characteristics marked as invariable (Kp), that is invari-
able of proportional influence's controlling. Invariable models the intensity level of
controlling impact of managers in the sense of ensuring the process of fulfilling the
established company's objective. Second, already mentioned model characteristics
are bound to defined objective is characteristics, the so-called marginal effectivity of
this function. It is also possible to talk about a compensation effect. This characteris-
tic makes it possible to model the intensity of necessary change of one of the input
factors (variables) of the mentioned established function (in our case cost profitabil-
ity) in the way that projected level (amount) of the defined objective is kept. Change
of one of the input factors (variables) of target function, as above mentioned, is nec-
essary due to influence of failure within the framework of other input factor. It is also
possible to take into account the compensation effect.

Production process is for further consideration structurally thought of as a sys-
tem compounded of two subsystems namely: controlled (efficient) subsystem, where
implementation takes place, e.g. material and economic-financial output from this
process and controlling (managerial) subsystem, which formulates objectives and
shows controlling impact on efficient subsystem in the interest of fulfilling the defined
objectives. Within the framework of the modelled example the fulfilment of objectives
will be in the economic-financial area in the form of the required level (amount) of
cost profitability of the production process' implementation.

The modelled structuralization of the considered system (with regard to model-
ling aim) and information description we can feature in Fig. 1.
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v(t) — disturbance influence (failures) incoming to the analysed system of the company, which jeopardizes
the fulfilment of the defined objectives of this system (in our case the production process);
Fp — transfer of the failure's influence (failures') to the system;

k(t) — level of failure's influence on the targeted behaviour of the system;
Fy — transfer of the compensation of failure's influence to controlling subsystem's output;

R,(t) — level of impact of the compensation influence on system's behaviour;

Rp — level of the objective of controlled subsystem in the requiered amount of cost profitability in imple-
mentation of production process;

R(t) — level of reached cost profitability in time (t) in system (production process), i.e. R)t) = RM(t) + k(t);
e(t) — rate of variation in fulfilment of system's objectives, i.e. e(t) = Rp(t) - R(t), it means that undesirable
variation is occurring in the case when R(t) is lower than Rp;

FRr — transfer of the controlling subsystem's reaction on the incurred undesirable variation;

R;(t) — controlling impact formed by the controlling subsystem in the interest of fulfilment of the defined

objectives in the area of cost profitability of production process' implementation;
Ry(t) — controlling impact of the controlling subsystem in the area of cost profitability after the absorption
of compensation, i.e. Rv(t) = R1(t) - R2(t);
Fg — transfer of the reaction of controlled (efficient) subsystem on controlling impact R(t);
Rp(t) — level of possible reaction of the controlled subsystem on controlling impact in the area of cost prof-
itability;
t — time factor (time interval).
Figure 1. The modelled structuralization of system

In time the process can be changed by the controlling impact of the regulated cost
profitability (R,(t)) of the determined system (production process). Change can pro-
ceed firstly based on how can (in relation to limitation of change implementation) con-
trolling subsystem suggests change (give orders). Further how can be the suggested
changes of amount (level) of the input factor determining amount of cost profitability
implemented by the efficient subsystem. Relation (target function), which is quantify-
ing the amount of the cost profitability example can be presented as (1):
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Z(t) 100= c(t).Q(t) - F(t)—v(t).Q(t)
N(t) F(t)+v(t).Q(t)

ry(t) = -100 (1)
rN(t) — the level of cost profitability in operations of a given system (further only
system), in %;

c(t) — input factor — price for production's unit (output) from the system in
CZK/unit;

Q(t) — input factor — production's amount from the system in units;

F(t) — input factor — the amount of operational systems' fixed costs in CZK for
given time (time interval);

v(t) — input factor — the amount of operational systems' variable costs in CZK
/unit;

Z(t) — profit in CZK from process operations in a given time (within the frame-
work of time interval);

N)t) — costs incurred from system operation in a given time (within the frame-
work of time interval) in CZK;

t — given time, i.e. time interval in which or for which we are evaluating the
amount of cost profitability (Baye, 2010; Samuelson, 2008; Truett, Truett, 2004).

The abovementioned relation (1) can be modified to relation (2) in the form:
() _ c(t).Q(t)—F(t) - v(t).Q(t) ()
100 F(t)+v(t).Q(t)

The relevance of individual variables (2) was already mentioned. It is evident that
during the operation of exemplatory production system, the efficiency can change
and by that so can the accomplished amount of target argument in the form of cost
profitability R(t). The amount can change in time depending on change (failure
influence) in the accomplished level (amount) of already mentioned input factors
which are influencing (determining) the level of accomplished cost profitability R(t).

In compliance with the systems' relation quantity of controlling (regulation) sys-
tem's feedback indicated in Figure 1 (with the exception of linear transformation of
the sub element's input changes of this system to its output in time), it is possible to
describe dynamics of change (dynamics of controlling impact) as the following rela-
tion (3):

R(t) =

R(t+1)=Kpe(t)+R(t) 3

The meaning of individual variables in relation (3) was already mentioned in the
text, except for quantity R(t+1). Invariable labelled (K,) was previously only partly
characterized. R(t+1) indicates the level of cost profitability of a given production sys-
tem in future after time (t), i.e. in the time of controlling impact of controlling subsys-
tem on subsystem controlled. This means, that decisions are communicated by con-
trolling subsystem and there is a change of implementation in efficient subsystem with
the objective of elimination of the undesired variation in the attained level of operation's
cost profitability of determined production system.

As we already mentioned, invariable (Kp) will be indicated as invariable of pro-
portional controlling impact (intensity's level of this controlling impact). Which way
we will further analyse how this invariable gains different amount in dependence on

AKTYAJIbHI NTPOBJIEMW EKOHOMIKU, Ne6 (144), 2013



HOBUHU CBITOBOI HAYKU 543

that, with which input factor (its change) influencing quantity R(t) is taken into con-
sideration. It means that it will not be systematically dealing with one level (amount)
of this invariable, but different levels (it will deal with different invariables base on its
amount) in dependence on already mentioned relations.

Invariables model transfer (transformation) of reaction, i.e. the level of control-
ling impact on incurred impact failure, which leads to occurrence of undesirable vari-
ation (e(t)) in fulfilling the defined objective in the area of cost profitability.

As it was already mentioned, for example of the control's intensity impact level
modelling including consideration, which is pertaining to the problematics of com-
pensation, we will use established function (relation) determining the level of the
reached cost profitability R(t) and its 2 characteristics: function's elasticity (S;) and
marginal, the so-called substitution influence (S,). Characteristics of the elasticity
will be used for determination of the level (intensity) of controlling impact.
Characteristics of substitution influence is then applied for overall check of possible
compensation influence of the amount of level's change of chosen input factor as a
substitution, capable to solve negative change of other input factor's level, which was
evoked by the occurrence and failure impact. By this, compensation is able, in our
case, to ensure fulfilment of defined objective in the area of cost profitability of given
production system.

Further information which pertains to input consideration in the framework of
these characteristics is possible to find in the literature (Snapka, 2004).

2. Utilization of The Characteristics Of Established Function’s Elasticity For
Modelling The Intensity Controlling Impact Level (Invariable Kp). With regard to the

already mentioned literature (Snapka, 2004) it is possible to model the intensity con-
trolling impact level on the basis of invariable (Kp) to use characteristics of estab-
lished function's elasticity (relation), which enables us to quantify (model) determi-
nation of the cost profitability amount. It is dealing with already mentioned relation
(2). In this relation subsequently c(t), F(t), v(t) and Q(t) are, as it was mentioned,
input factors (variables), which influence the achieved level (value, amount) of cost
profitability of a given company's system.

Symbolically we can record this function as R = f(c,Q,FEv). Even though we will
not further mention the symbol of time (t) in the relations, we will always keep in
mind, that the level (amount) of these factors and cost profitability are variable in
time.

Subsequently we will mention the determination of elasticity level of the defined
objective in the form of cost profitability (further just function) for individual input
factors, which influence (determine) the achieved level of this profitability with the
utilization of relation (2) without symbolic representation of time factor (t). This
elasticity (Si) for individual input factors will be labeled as: S, S, Sg and S,.

Relations for individual elasticity quantification:

a) elasticity (S.) function in case the input factor is price ( ¢ ):

oR

_Ro R __Q o @
dc dc Ry, F+vQ R,
Co

Se
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b) elasticity (Sq) function in case the input factor is quantity (Q):
oR

Ry _RQ__cF G
©70Q 'Ry (F+v.Q)? Ry

Qo
c) elasticity (Sg) function in case the input factor is fixed cost (F) in a given pro-

duction system:

(&)

R
Ry _RF___ cQ F (6)
FTOF "9F'Ry,  (F+v.Q)? R

FO

d) elasticity (S,) function in case the input factor is variable operational cost of a
given production system:

JR
2
g =fo Rvy _ cQ vy )
v 'R, (F+v.Q)? Ry
Vo

In relations (4) to (7) labelling of quantities with index (0) means we are dealing
with input factors with the cost profitability with the level (amount), which they are
achieving before failure impact, which lead to occurrence of undesired variation in
the fulfilment of defined objective in the area of cost profitability in a given system.

With the utilization of information from the literature (Snapka, 2004) it is then
possible to establish the amount of invariable (K). Accuring from this is possibility to
model intensity of controlling impact controlling subsystem in the area of cost prof-
itability R(t) in the relation to individual input factors: ¢, v, Q and E, whose amounts
influence the level of this profitability. The amount of the modelled invariables is pos-
sible to formulate as the relation (8):

S.
Koi =700" ®)

where index (i) marks the individual input factors of the established function, i.e. i =
¢, V, Q, F (in case of applying the changes and its amount).

Then there is a question about the range of possibility (limitation) and also com-
petence of managers, who formulate decisions on changes by the form of controlling
impact, and executor (performer in the efficiency subsystem) of these decisions, by
which from the input factors they will be able to decide on the necessary amount of
change and make it happen (Mikusova, Horvathova, 2012; Miklosik, 2010). This
assessment in the model example will be executed with regard to the amount of influ-
ence's intensity to the achieved level of cost profitability.

3. Marginal Effectivity Characteristics For Compensation Modelling. Marginal
effectivity (S,) of individual input factors (variables) of the example established func-
tion describing possible level of cost profitability (R) enables to determine value
(amount) of necessary change of one from the input factors of the function, so that
the projected level of cost profitability of a given system is retained. Change of the level

AKTYAJIbHI NTPOBJIEMW EKOHOMIKU, Ne6 (144), 2013



HOBUHU CBITOBOI HAYKU 545

(amount) of this input factor is de facto evoked in a given system by effectivity limit-
ing failure. This situation leads to occurrence of undesired variation in the level of ful-
filling the required objective in the area of cost profitability. This situation is possible
to solve with the application of compensation system in the form of levelling up the
negative influence of undesired change of level of one of the input factor by affecting
failure (failures). Compensation is implemented by the required level's change of other
input factor, whereas compensation's influence shows in preservation (sustainment) of
the required target level of cost profitability, i.e. AR(t) =0

Marginal effectivity (marginal rate of substitution) of individual input factors
(variables) function of cost profitability can be formulated by partial derivation:

oR JdR aHaBR
dc'0Q oOF ov '

The relation between increase, that is increase and decrease (changes of the amount)

of individual factors R(t) = Rp we will determine basing on following relation (9):
a—RA +a—RAO+a—RAF+a—RA =0 9)
dc Q oF av

Left side of the relation (9) is the total differential of the function (2).

Consequently, we will introduce the determination of marginal effectivity (S,)
for solution of the failure's influence compensation on the example of substitution
input factor's relation ( ¢ ) and (Q). Here at input factor (Q) will show substitution
effect (it will compensate the influence, which is limiting failure in the framework of
price as the input factor ( ¢ ) with the aim to sustain the status fulfilling the level of
cost profitability of a given system.

With (9) we can determine the marginal effectivity between (c) and (Q) as fol-
lows:

oR oR
—.Ac+—AQ=0 (10)
ac "o
From the formula (10) derives:
oR
AQ _ __oc _ _(F+v@)Q
Ac W TR " CF (1
Q

From the relation it derives, that when the effect of limiting failure in the frame-
work of the price as an input facto (its reduction by the amount of AQ) it is necessary,
in the interest of sustaining required amount of cost profitability to change (increase)
the level of the achieved production (Q) by amount of AQ.

The amount of AQ we will determine by relation (12):

AQ=8,,, Ac (12)

This means that in the framework of controlling effect the responsible manage-
ment must be able to put decisions together and assure the following implementation
with relation (12) given change of the input factor's Q in the amount of DQ. The
amount of possible change determines a border (limit) of a solution for undesired
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variation occurred by failure's influence (failures) within the framework of unit's price
(c) of a given system. In case when it is impossible to use the compensation element,
i.e. to apply necessary changes of the input factor's level (Q) or other factor, the exist-
ing undesired variation in fulfilling target objectives of the required cost profitability
level would be permanent.

4. Conclusion. From the content of this contribution it is obvious that it is possi-
ble to use 2 presented characteristics, i.e. elasticity of the analysed target function and
marginal rate of substitution between input quantities (factors) of this function to the
solution of assignments connected to company's management.

The first place assignments (analytical and decision-making) are connected to
application of system management by objectives, or consequential management sys-
tem by variation including possible feedback up to the application of BSC.

It is exemplatory dealing with the possibility:

— to model levels’ evaluation (intensity) of controlling effectivity in a given area
of controlling, and by that ex-ante evaluate the level and impact of controlling deci-
sions in the company aiming to ensuring fulfilment of its objectives, possibly solving
undesirable variations in the fulfilment;

— to evaluate the risk's levels of the defined objectives' achievement in a compa-
ny in given entrepreneurial areas which are connected to expectations of interest
groups, which are influencing company's behaviour;

— to assess the compensation actions when deciding on the possibilities to level
the undesirable variations;

— to create the company's outcome (output) database of controlling effectivity
and compensation process with the possibility of its utilization for management of
real situations connected with the system management by objectives.

It is evident that in this example is presented the application of target function in
the area of cost profitability, that is one of wide variety of applications to evaluate tar-
get function in the sense of diverse structure of company's objectives. It possibly deals
with evaluative application of the mentioned consideration to other functions, which
makes it possible to quantify company's objectives not only in the area of economi-
cal-financial interests but also in other areas.
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