ISSN:2226-2172

Ne5(63), 2022

ECONOMICS: time realities

DOI: 10.15276/ETR.05.2022.7
DOI: 10.5281/zen0do.7662652
UDC: 657.312.2

JEL: M40

THE INTERRELATION OF A COMPANY'S BUDGET EXECUTION
CONTROL SYSTEM AND MOTIVATION SYSTEM

B3A€EMO3B'SI30K CUCTEMHU KOHTPOJIIO BUKOHAHHS
BIOJIKETY KOMITAHII I3 CHCTEMOIO MOTHUBAIIII

Tetiana V. Davydiuk, DEcon, Professor
National Technical University "Kharkiv
Polytechnic Institute”, Kharkiv, Ukraine
ORCID: 0000-0003-3990-5926

E-mail: tetiana.davydiuk@khpi.edu.ua

Lyudmyla V. Chyzhevska, DEcon, Professor

Zhytomyr Polytechnic State University, Zhytomyr, Ukraine

ORCID: 0000-0002-0361-3529
E-mail: chizhev@ztu.edu.ua

Svitlana O. Kuznetsova, PhD in Economics, Associate Professor

Hasuorwxk T.B., Yuocescoka JI.B., Kysneyosa C.O. Bzaemoss'szox
cucmemu KOHMPONIO BUKOHAHHA 0I00XCemy KOMNAHIL i3 CUCmemoio
momusayii. Hayxoeo-memoouuna cmamms.

VY craTti BU3HAUEHO TMEpeNiK OIOJPKETHHMX IIOKAa3HUKH, IO
HiUISIraloTh  00OB'SI3KOBOMY ~ KOHTPOJIIO, BCTaHOBJCHO — aJrOPHTM
po3po0ky eeKTUBHOT CHCTEMH MOTHBALIii MPaLiBHUKIB MiIPUEMCTBA,
[POAHATi30BaHO B3a€MO3B’SI30K  OIO/KETHHX  IiJIeil, BH3HAYCHMX
BJIACHHKAMM KOMIIaHil Ta NMOKa3HUKAMH JUIs KOHKPETHUX CTPYKTYPHHX
migpo3ainiB. B KOHTEKCTI PO3pOOKM CHCTEMH CTHMYJIIOBAHHS IS
HPALiBHUKIB MiJNPHEMCTBA 3alPONOHOBAHO CTPYKTYPY IIOMICSYHY
OIUIaTy Tpali KOXHOrO CHiBpOOITHMKA y BiANMOBIZHOCTI 1O CHCTEMH
OlO/UKETYBaHHsI, 10 NpPEJCTaBIeHa y BHUINIAAI TPhOX CKiajoBux. Ha
HOPUKJIAAI  CTPYKTYpHMX  HiJPO3AUIIB  TOProOBENbHOI — KOMMaHii
HPECTABICHO MEPeNiK KIOYOBHX IOKA3HHKIB, 110 J03BOJISIOTH
OL[HUTH iX e()eKTUBHOCTI 3a pe3y/IbTaTaMi POKy. BCTaHOBIICHO mepertik
npodieM, 3 AKMMU MOXeE 3IIITOBXHYTHCS KEPiBHULTBO MiANPUEMCTBA Y
poreci po3poOKH CHCTEMH KITIOYOBUX ITOKA3HHKIB.

Knouosi cnosa: OHOJDKETYBaHHS, CHCTeMa MOTHBAIlii, KOHTPOIb
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HpeMiOBaHHS

Davyduk T.V., Chyzhevska L.V., Kuznetsova S.O. The Interrelation
of Company's Budget Execution Control System and Motivation System.
Scientific and methodical article.

The article defines the list of budgetary indicators subjected to
mandatory control, establishes an effective developing motivation
system for an enterprise employees, and analyzes the relationship
between budgetary goals determined by the enterprise owners and the
indicators for the specific structural units. In the context of developing
the labour incentive system for the enterprise employees, proposes the
structure of the monthly salary for each employee in accordance with
the budgeting system which is presented in the form of three
components. Using the example of structural divisions of a trading
company, a list of main indicators is given, which allows to evaluate
their efficiency based on the results of the year. A list of problems that
the enterprise management may face in the process of developing a
system of key indicators has been established.
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he budgeting system is not only an

important tool for implementing the

company’s strategy but also a flagship of its

success. The strategic goals formulated by
the enterprise owners and managers determine which
indicators will be included in the budgets. For the
company in the budgeting system, the process of
planning budget indicators is important, and the
extent to which the budgets are justified, realistic, and
achievable. However, it is important for the company
management to monitor the budgets implementation,
to know the reasons for the actual indicators
deviations from the planned ones, to be able to
explain them.

In order for the budget execution control system to
be full-fledged, it is necessary to develop the system
of motivating the company’s employees for the
planned indicators fulfillment. That is why the study
of the relationship between the company’s budget
execution control system and motivation system is
relevant, as it affects the increase of employee’
interest in the company’s activities results.

Analysis of recent research and publications

Both domestic and foreign scientists were engaged
in the study of theoretical aspects of the enterprise
budgeting system. Thus, in S.I. Tsiolkovskaya’s
study [1] among the main budgeting functions of
agribusiness enterprises, such as forecasting the
activities results; resources allocation; activities
coordination; authorization; activity  results
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evaluation; analysis and control of activity efficiency,
staff motivation was also highlighted. Studying the
budgeting  organization at the  enterprise
A.V. Tirynova established in her research that
budgeting makes it possible to motivate employees to
implement budgets [2]. T.P. Basiuk conducted a quite
timely study of theoretical aspects of the budgeting
process at food industry enterprises in the conditions
of the martial law economy [3]. V.M. Namiasenko,
studying aspects of improving the enterprises
efficiency, emphasizes the budgeting problems [4].
The study conducted by O.V. Storozhuk and
0.V. Zaiarnik is very interesting in terms of studying
issues related to the company’s staff motivation in the
context of building a talent management system [5].
Yenni Carolina's publication analyzed the budgeting
practice of banking sector companies from the
viewpoint of impact on the employees’ motivation
and analyzed the impact of the employee’s motivation
on the budget indicators performance [6]. Foreign
scientists conducted the study of functional
relationship between budgetary approaches and
employee motivation in the Nigerian hospitality
industry [7].

Unsolved aspects of the problem

Despite numerous publications on the budgeting
system as a component of the enterprise management
accounting, the practical aspects of evaluating the
budget execution control system and its impact on the
enterprise personnel motivation system require further
research.

The aim of the article is to determine the list of
indicators that are subject to budgetary control in the
enterprise budgeting system, to analyze the directions
of introducing the motivation system through
changing components of the enterprise employees’
monthly remuneration in accordance with the
budgeting system, to develop key indicators for
evaluating the effectiveness of structural units in
connection with the bonus fund of the enterprise.

The main part

Budgetary indicators, which are subject to
mandatory control by comparing the actually
achieved values with the planned ones, can be divided
into groups:

1. Resulting indicators of activity, the analysis of
which will allow to establish whether the desired
results were achieved by the company as a whole.
This group of indicators includes sales revenue, cost
of manufactured and sold products, net profit, as well
as such basic production indicators as: volume and
structure of production, percentage of completion of
the production programme, volume of work-in-
progress and finished products, etc.

2. Strategic indicators, the analysis of which will
make it possible to establish whether the company’s
strategic goals have been achieved. However, the list
of these indicators depends on the defined strategic
goal, for example, if the company seeks to enter new
sales markets, then the sales volume should be
considered in terms of sales markets, and if the
production expansion is planned, then it is worth

evaluating the amount of investment in the production

expansion, the volume of manufactured products,

including in terms of product types, etc.

3. Key factors, the analysis of which should be
carried out every quarter, since even a slight change in
them can significantly affect the company’s
performance. The list of these indicators depends on
the type of enterprise activity, its strategy, and the
chosen economic model. So, for example, we can talk
about such indicators as the price of a certain type of
raw material (for companies in the oil sector),
exchange rates (for investment companies and
organizations engaged in foreign economic activities),
etc.

4. The most significant items of expenses and
income of the enterprise budget. Attention should be
paid to the budget items that make up a significant
part of the total amount of the company’s income or
expenses. For example, a rule can be established:
items whose volume is at least 10% of the amount of
income or expenses are subject to control. Using the
principle of large items, the company controls all
budget items that are significant for it, without
wasting time on insignificant indicators.

Every company has a system of its employees’
motivation, in most cases such a system should not be
complicated, since employees must understand the
volume and quality of their work, which will allow
them to receive the desired amount of remuneration.
However, it should be noted that the employees’
motivation  system should also be closely
interconnected with the budgeting system. The
success of implementing the latter depends on the
developed incentive system before the beginning of
the process of planning the company’s indicators for
the budget period. It is a misconception that the
motivation system should cover only production
workers, because in this case, other workers will not
be interested in improving their work results, and
therefore, improving the company’s efficiency as a
whole will remain in the management's plans.

The motivation system development algorithm can
be presented as follows:

— to plan indicators of operational budgets for all the
enterprise units, and then for these units’
employees, who are determined to be responsible
for the formation and implementation of their
units’ budgets.

— in accordance with the planned indicators of
operational budgets, to form a rewards scale for
their implementation for the relevant units and all
staff of these units;

— to establish a certain bonuses scale for
administrative and management personnel, but in
connection with the indicators performance of the
enterprise financial budgets.

The developed employee motivation system
linked to the budgeting system will be effective if,
firstly, the budget indicators are achievable, and
secondly, the proposed rewards system will be linked
to the indicator of the company’s profit amount.

An effective staff motivation system development
should begin with a clear formulation of the budget
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goals set by the company’s owners, their detailing
according to the functional responsibilities of the
company’s existing units, and end with the definition
of criteria for the company’s staff motivation system

development. An example of what target indicators
can be formulated for a specific unit of the enterprise
(using the example of a trading company) is given in
Table 1.

Table 1. Budgetary Goals of the Company’s Units for a Budget Year

Unit

Indicators

Purchasing
department

Average delay of payments to suppliers (days)

Sales department

Product sales volume(thousand UAH), sales profitability (%), average payment delay from buyers
(days), ratio of overdue receivables to product sales volume (%)

Logistics
department

Commodity stocks turnover period (days), use of transport

HR department Staffing (%)

Financial service
volume (%),

The ratio of operating expenses to revenue (%), the ratio of overdue receivables to the product sales

Administration

The average cost of loans (thousand UAH), business profitability (%)

Source: authors' own development

There are no universal recommendations
regarding the personnel motivation system, since such
a system should take into account the industry
specifics in which the enterprise operates, its financial
capabilities, the average level of wages in the foreign
labour market and, of course, the strategic goals of
business development.

In order to increase the staff interest in the budget
plans implementation, it is worth paying attention to
the observance of the following principles:

— the wage growth dynamics in the company should
not outpace the growth dynamics of its financial
result;

the planned indicators of the company’s operating
and financial budgets should be neither too low
nor too high

the premium part for achieving budget indicators
in the general wage fund should be significant (at
least 30%);

the motivation system should also contain
information on additional incentives for exceeding
the employee's personal budget plan;

the motivation system should provide for
deprecation for non-fulfililment of budget plans.
However, in the developed motivation system, the
company can foresee redistributing this money in
favour of those employees who have better coped
with the budget goal

Financial incentives in the form of bonuses and
various additional payments are useful from the
viewpoint of attracting and keeping the best
employees in the company. In the motivation system,
it is worth considering not only the material
component, but also the non-material one. The
personal trust given to the employee by the enterprise
director or the department head is also a rather strong
side of motivation. We fully agree with the Czech
researchers’ opinion who note that it is also important
for an employee that he is trusted [8].

For a clear understanding of the incentive system
developed for the company’s employees in
accordance with the budgeting system, the monthly
salary of each employee can be presented in the form
of three components:

1) permanent part, i.e. fixed sums, which include
salaries according to hourly rates, as well as
additional payments (for example, for combining
positions) or compensation of a fixed amount
(compensation for travel, apartment rent, etc.);

2) the first premium part, i.e/ bonuses for the
fulfillment of the company’s financial budgets and the
budgetary goals of the unit where the specialist
works;

3) the second premium part, i.e. bonuses for
achieving personal budget goals and payments for
personal achievements that affected the overall
performance of the company or a specific unit.

However, the staff motivation system and the ratio
of parts of the motivational model for each unit
should be set individually, taking into account the
specifics of each unit’s activity. As an example, we
can offer an incentive system for financial service
employees:

1) fixed part of the salary — 50%,

2) the first premium part — 25% (including bonus
for fulfilling the company’s budget —15%; services —
10%);

3) the second premium part — 25% (including
bonus for fulfilling personal budget goals — 20%;
other bonuses and additional payments — 5%).

Participation in budgeting has a positive effect but
is not significant for individual efficiency. After all,
work motivation can strengthen the internal control
system and participation in the budgeting of
individual results.

The research presented in Mertyani Sari Dewi’s
article [9] shows the significant influence of the
budgets internal control system n the individual
efficiency of the employee and the close relationship
with the motivation system implemented in the
company as a moderator. The foreign author
emphasizes that when developing a motivation
system, it is necessary to take into account the degree
of influence on the budget indicators achievement of
various categories of company employees. As for
processes that the employee can directly influence, he
should be given a higher percentage of additional
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payments than for the results of processes he is

indirectly involved in.

Using the example of the trading company, we
will formulate how the key performance indicators for
the relevant units can look like (Table 2).

The indicators list for each company unit should
be as detailed as possible, therefore, when defining
them, it is necessary to involve these departments

implementation, it is also worth considering the
amount of workload on personnel associated with the
collection and processing of information necessary for
these indicators calculation. Therefore, these
indicators list should include only those that are really
needed by the management for administration and
will allow for assessing the degree of achievement of
the set goals by this or that unit and the company as a

heads who will be responsible for their  whole.
Table 2. Key Performance Indicators of the Company Units for a Year
Aim | Indicator | Rating, % | Targetvalues [ Bonus, % bonus fund
Purchasing department
Applications percentage <40% 0
To process applications on time r%%ess ed on 't)im o g 50 40-90% 1-29
P >90% 30
To submit documents to the <80% 0
accounting department within 5 | Documents percentage 35 80-99% 1-19
working days after the reporting | submitted on time ~99% 20
period
0 10
To avoid shortages and defects E]redg:fg?ser of requests 15 1-9 1-9
>9 0
Sales department
Deviations from the sales <1% 30
To execute the sales plan lan 40 1-10% 29-19
P >10% 0
<25% 0
To ensure sales growth Percentage of growth 30 S250% 30
New customers’ <25% 0
To increase the number of new percentage from the 30
customers working customers’ total >25% 10
number
Logistics department
. . <40% 0%
To deliver cargo on time Oer}gémz deehvery 40 40-90% 1-39%
P g >90% 40%
To adhere to the deadlines for Timely transfer of all 20 Not on time 0%
the invoices transfer invoices On time 10%
S . The number of 0 10%
To maintain transport in .
working order ggﬁﬁgg%ul}ted repairs 20 1-9 1-9%
: : : . Amount of damaged 0 10%
To deliver cargo in the integrity cargo 20 19 1-9%
HR department
<2 weeks 10
Vacancy closing period 10 2-3 weeks 7
> month 0
. within the budget 15
Recruitment costs 15 > budget 0
To close company vacancies Percentage of closed 100-80% 15
vacancies 15 79-60% 10
<60% 0
The employees’ 100-80% 14
percentage who 10 79-60% 10
successfully completed <60% 0
the probationary period 0
0,
Personnel turnover 20 3802 105
To motivate imployees The staff motivation plan 10 <70% 7
Implementation >70% 0
The number of trained 10 Accorgllgg to the 7
Train employees employees <plan 0
. Within the budget 7
Personnel training costs 10 >budget 0

Source: authors' own development
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The algorithm for calculating each of these
indicators should be clearly defined and understood
by managers at different levels of the company,
therefore, for each indicator it is possible to develop a
certain information card that will contain data on the
main parameters of this indicator, the method
description of its calculation, the calculation
frequency and review by the person responsible for it
calculation, etc.

The self-determination theory authors note that
rewards can have a positive effect on motivation if
their informational aspect is enhanced [10] and if the
remuneration system is perceived as fair [11].

In the process of developing a system of key
performance indicators, the enterprise management
may face a number of problems, in particular: the
employees’ resistance; the need to adjust the
accounting policy for the purposes of financial and
management accounting; ensuring the collection of
necessary data for the selected key performance
indicators calculation, etc. In order to avoid such
problems, the company’s management should discuss
in advance the issue of introducing a system of key
performance indicators with the company’s staff and
explain how the salary will be formed, prepare staff
documents (employment contracts, staffing schedule,
etc.), to agree on the relevance of the organization and
financial accounting methods to the management, to
think about the management reporting formation on
this performance indicators implementation of the
company’s units.

The management report is needed in order to
control the accrual and payment of bonuses to the
company's employees, as it should be formed in such
a way that it combines information on the number and

composition of the enterprise structural unit, the wage
fund, and the method of calculating bonuses. It can
also be supplemented with performance indicators,
the percentage of their completion, graphs, and charts.

Before implementing the motivation system, it is
necessary to test it for several months in several units
of the enterprise, so that it is possible to identify
possible shortcomings of this system or difficulties
that the enterprise personnel may face, and therefore
to make timely adjustments before the full
implementation of the motivation system at the
enterprise.

Conclusions

Thus, the employees’ motivation system
development in close connection with the company’s
strategy and the system for monitoring the budget
indicators performance will allow to: motivate the
staff, broadcast the company’s priorities and tasks,
monitor their work effectiveness, use the wage fund
optimally, attracting and retaining high-quality
specialists. After all, all this will allow creating the
company a system of work effectiveness indicators
that is understandable for the management, to
delegate responsibility to a wide range of managers.

We consider a promising direction of further
research on aspects of the budgeting system in the
analysis and comparison of approaches to the budget
control implementation, in particular, the study of
advantages and disadvantages, as well as the
feasibility of using a simple analysis of deviations,
oriented to the subsequent plans correction, as well as
in the analysis of the deviations, oriented to further
managerial decisions and in the analysis of deviations
under uncertainty conditions.

Abstract

The budgeting system is not only an important tool for implementing the company’s strategy but also a
flagship of its success. The strategic goals formulated by the enterprise owners and managers determine which
indicators will be included in the budgets. For the company, in the budgeting system, not only the process of
planning budget indicators is important, but also the extent to which budgets are justified, realistic, and
achievable. However, it is important for the company’s management to monitor the budgets implementation, to
know the reasons for the actual indicators deviations from the planned ones, and to be able to explain them.

In order to the budget execution control system will be complete, it is necessary to develop the motivation
system for the company’s staff to fulfill the planned indicators. That is why the research of the relationship of
controlling the implementation of enterprise budget and the motivation system is relevant, since it affects the
increase of the staff interest in the results of the enterprise activities.

The aim of the article is to determine the list of indicators that are subject to budgetary control in the
enterprise budgeting system, to analyze the directions of introducing the motivation system through changing
components of the enterprise employees’ monthly remuneration in accordance with the budgeting system, to
develop key indicators for evaluating the effectiveness of structural units in connection with the bonus fund of
the enterprise.

The motivation system for the enterprise staff in accordance with the budgeting system can be presented in
the form of the following components: permanent part is fixed amounts that include wages; the first premium
part includes premiums for the implementation of the company’s financial budgets; the second premium part
contains bonuses for achieving personal budget goals.

Therefore the employees’ motivation system development in close connection with the company’s strategy
and the system for monitoring the budget indicators performance will allow to: motivate the staff, broadcast the
company’s priorities and tasks, monitor their work effectiveness, use the wage fund optimally, attracting and
retaining high-quality specialists. So, all this will make it possible to create in the company a system of work
effectiveness indicators that is understandable for the management, to delegate responsibility to a wide range of
managers.
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