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The process approach and the question of how to use it at an enterprise is still topical because, so far, there
is no straightforward answer about its usefulness in all the business cases. In this article, the authors attempt to
analyze the typical situations when it is necessary to use the process approach and when it is absolutely
unacceptable.
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HO TIOAHWUMAETCST TIPY YIIPABICHUH TPEONPUITHEM. DTO CBA3aHO C OTCYTCTBMEM KOHKPETHOTO OTBETa Ha BO-
TPOC O TMOBCEMECTHON TTPUMEHMMOCTH JaHHOTO ITOIXona. B MaHHOM cTaThe aBTOPHI MBITAIOTCS TTPOAHATM3UPO-
BaTh TUIIMYHBIC CUTYaLlMK, KOTIA MPUMEHEHUE IIPOLIECCHOIO MMOAX0Aa HEOOXOAMMO M KOTIa OHO HEIOIYCTUMO.
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YIIPABJIEHHUE.

Concept of managerial efficiency evaluation:
subject, main issues

The analysis of the efficiency of the
company’s management is one of the most
important everyday issues for corporate executives
and external consultants worldwide. The need to
evaluate the efficiency is faced in a variety of
situations. The objective pursued while evaluating
efficiency is very simple: each owner or a third-
party investor tends to make all the settings of the
enterprise  (resources, technology, finance,
personnel, etc.) promote  xjebo3arorosthe
achievement of the main goal. The highest level
of this goal is to increase the company’s profit.
Difficulty in evaluating the managerial efficiency
often includes a variety of factors, like the
following: a possibility of only expert evaluation of
any business processes; volatile market conditions;
an excess — or vice versa — a lack of sufficient
information for evaluation.

For the operational and strategic management,
the tools to evaluate the company’s performance
should be applied regularly, using examples of
many companies. Methods for efficiency
evaluation must be constantly improved and
adapted to the industry in which the company
operates, as well as for specific business
processes under investigation.

In order to give a clear definition of
‘efficiency evaluation’” and, accordingly, to
propose options for evaluating the efficiency
using the process approach in management, the
key terms of the issue shall be considered.

Efficiency is defined as an achievement of
any specific results at the lowest possible cost
and the achievement of the maximum possible
production volume using a given amount of
resources [1]. The concept of efficiency is often
associated with the principle of Pareto
optimality, which states that the optimality is a
state in which it is impossible to make any one
indicator characterizing the system better off
without making at least one indicator worse off [2].
In the words of V. Pareto, «Any change which
brings no loss to anybody, and benefit to some
people (by their own estimation), is an
improvement» [3]. Efficiency indicator (relative)
is defined as the quotient of the potential impact
by the resource intensity of any operation,
project, and process [4].

Having defined the efficiency concept, it is
necessary to clarify the question: what is the
subject of the analysis? What kind of efficiency
are we talking about?

In English, the concept of efficiency in the
management is expressed by two key terms:
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managerial effectiveness (‘system’ efficiency) and
management efficiency (‘operational’ efficiency).
Managerial effectiveness depends on the efficiency
of the organization of the management, i. e. the
composition and quantity of links, their
subordination, and distribution of functions. In
other words, effectiveness of the management
system depends on the quality of the organizational
structure, management processes, but does not
depend on the qualities of any managers.
Management efficiency, i. e. ratio of performance
of management and overall effort, in contrast, is
primarily determined by business qualities of
managers, as well as by rational use of their
potential [5]. Both parts of the study are important
for the evaluation of efficiency within the process
approach. However, it is managerial effectiveness
which is the major subject of this study.

An efficiency indicator is a key element in
making managerial decisions based not only on
the specific numbers, but also on the expert
method. Consequently, the main challenges of the
matter are as follows: what data should be
correctly reflected in the formulas to derive this
indicator, how can the error of the indicator be
reduced, and what administrative levers are
required for the growth of this indicator. But the
most important question is how to derive this
indicator.

An aim of any company’s activities is to
maximize profits and reduce costs. These
indicators are quantitative, and can be expressed
in monetary terms. The achievement of these
indicators relates to the operational
management, and constitutes an important part
of management. However, quantitative indicators
are inseparable from quality indicators. It is
worth giving a simple example: if a product is
not in accordance with ISO or any other
standards, obtaining marginal profit is
impossible. The same approach can be applied to
the business process of creating this product.
That is, the concept of quality can refer both to
a specific product and the system of processes of
its manufacturing. The process approach, being
analyzed in this study, aims at improving the
performance of certain business processes or the
whole system. The application of the process
approach is known to be recommended in
various series of ISO international standards. So,
it is assumed that quality improvement through
the use of the process approach affects the
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quantitative indicators of the company, as well
as various intangible assets, such as goodwill.

As it was mentioned before, efficiency is the
ratio of the effect (including profit) from any
activities, and the cost of such activities, thus, it is
necessary to emphasize the importance of the
latter in this formula. Costs are expenses of
enterprises, entrepreneurs, and private producers
of production, sales and marketing expressed in
monetary terms [6].In other words, costs are the
volume of the resources used in the process of
economic activity during a certain time period.
Management decisions are characterized by both
costs of quantity and quality of the manufactured
products; an improvement of production chains;
reengineering activities of business directions of the
company. Consequently, making a management
decision does not require an aggregated efficiency
indicator but an indicator, derived with maximum
clarity, showing quantity and justifying costs, both
qualitative and quantitative; and this is an
important issue of this study.

The issue of quality costs has always caused a
lot of argument. A process of figuring out,
whether there are costs of quality and how they
can be separated from the quantity costs, is still
on. ISO 9000:2000 standards specify mandatory
activities to improve the efficiency and performance
of the processes and the whole quality management
system. However, a practical implementation of
such activities is more complicated, multifaceted,
and laborious.

Effectiveness is determined by ISO 9000:2000
as a degree of the implementation of planned
activities and the achievement of the planned
results [7]. Furthermore, effectiveness can
include enforcement, achievement (completeness
degree),and accomplishment, conduction (degree
of execution) of a command, responsibility
(obligation),assignment (objective), and promise.
According to ISO 9000:2000, efficiency is the
ratio of the results achieved and the resources
used. Therefore, defining the efficiency indicator
is not possible without using quality costs,
quantity and cost of the process. Hence we
obtain the isolated task: we need to evaluate the
efficiency of the process approach, for which we
need to know criteria of economic efficiency and
effectiveness (in monetary terms), but, first, we
need to calculate quality costs of the process.

Graphically, the above can be reflected as
follows:
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Thus, the evaluation of the process approach
efficiency, in general, is the analysis of three
main areas: economic effect of the process
approach application expressed as an aggregate
in monetary terms; the quality of the internal
organization of business processes; goodwill.

Significance of key performance indicators
for the process approach evaluation in management

In each of these three areas, in order to
assess the process approach efficiency, the key
metrics should be defined, which are used for
the calculation of general efficiency indicator.

In this study, the metric refers to a criterion of
a process, stage, state which gives a qualitative
characteristic in clear quantitative terms. The
definition of the metric, in most cases, does not
require a complex formula because the logic of the
process approach implies the understanding that
each stage in the process has its own input and
output. Input includes resources and requirements
to the stage. Output is a result used by the
following link, and compliance of the result
obtained with previously stated requirements.

In a broader sense, the process approach
application requires the development of a system
of key performance indicators (KPI). KPI is an
evaluation system that helps organizations to
determine the achievement of strategic and
tactical (operational) objectives [8].

The translation of the words key (main,
characterizing a degree of achievement of a goal,

v

indicators

For example:

goodwill;

number of «lost» clients;
etc.

essential for the work of one of activity directions of
the company) and indicator (indicator) in to Russian
is easy, but the word performance can not be
interpreted unambiguously. ISO 9000:2008 provides
the right interpretation of this word. It divides
performance into two terms: effectiveness and
efficiency, as it has been said before. Once again,
effectiveness is a degree of achievement of the
planned results (the company's ability to focus on
results), and efficiency is a ratio of the results
achieved and the resources invested (the company's
ability to achieve their goals and plans with a specified
quality level, expressed specific requirements — time,
cost, a degree of achievement). Thus, the correct
translation of the KPI in Russian is «kmoueBoit
roKasaresib pe3yibTara aesteabHocT» (key indicator
of the activity’s result), as the activity’s result includes
both the degree of achievement, and the costs of
achievement of the result.

What is the difference between KPI and the
stages’ metrics then? In this study, similar to the
common practice in Western companies, metric
refers to a smaller criterion unit, located at the
junction of the stages within one process. KPI,
in its turn, covers either the whole process or the
network of processes, being a measuring instrument
for the set goals.

The most important rules for creating a KPI
in the process approach are as follows [9]:

1. 10/80/10 Rule: The company must have about
10 key performance indicators, up to 80 operational
indicators, and 10 key efficiency indicators.
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Stages’ metrics

KPI

document no. 1, document no. 2, document no. 3.
Directorate B in two days.

within a week.

with the most favorable construction works

Set of documents provided from unit A and unit B, must contain|Preparation and approval of technical
Written report shall be provided by the Department A to the|Responding to the applicants not later
Approval of project documentation by unit A and unit B shall be made |fegistration.

Waiting time to apply for the conclusion of a power supply agreement

in the Customer Center A shall not take more than 5 minutes.

After the first phase of the investment program the Directorate A shall
select and provide to the Directorate B not less than 100 agreements

conditions within 10 days.

than 3 days after the application’s

Technological losses during transmission
in Lodejnopolsk region shall be not more
than 1MVA per 1 year

2. Management ability and control ability
principle: The persons responsible for any KPI
have all required resources for its enforcement, it
can be controlled.

3. Integration of the process of evaluating of
indicators, accountability and  productivity
improvement: it is necessary to create and
constantly improve integrated circuit of efficiency
evaluation, reporting, etc.

Large Western companies and domestic
corporations with a wide geography, large market,
two or more core directions can provide a lot of
good examples of KPI and metrics. In this study,
we take a network distribution company X,
specializing in electric power. The examples are
taken from all three groups of indicators.

In summary, in order to find out, whether
the process approach is effective:

1. Evaluation of three main groups of
indicators (qualitative, quantitative, goodwill)

1.1. availability and optimality of KPI of the
processes as a whole,

1.2. availability and optimality of the stages’
metrics,

1.3. definition of costs
concept of the process
conditional period of time;

2. Comparison of economic indicators before and
after the implementation of the process approach, in
the main business directions of the company
(where the approach has been implemented)

3.The conclusion, based on the above, about
the possibility of the calculation of an integral
indicator of the efficiency of the process
approach application

It should be noted that the result of this
analysis provides the answers to two questions:
What was the efficiency of the process approach
application? And Is the process approach
application efficient for a particular direction of the
company under study?

of applying the
approach for the
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Definition of areas where the process approach
application can be considered ineffective

Modern management in a market economy
aims to react as flexibly as possible to all changes
that are dictated by the market or carried out by
the organization itself. Depending on the specific
industry of a company, and its functions in the
market, the question of the appropriateness of the
process approach application should be raised.

When choosing an approach for the
management of the organization’s activities, it
should be assumed that one organization may
have multiple management approaches. In both
theory and practice of management three major
approaches to management have dominated: in
1960—1980 entrepreneurs sought to establish a
clear organizational structure, in which each
division and a separate unit understood the limits
of their liability. A proper distinction of functions
and persons responsible for them became a key
success factor for many organizations. The apex
of this approach was the development of the
international standards ISO 9000 version 1994.

Further, the process approach was developed,
resulting in the creation of ISO 9000 version 2000
[10, 11, 13]. However, despite the widespread desire
to apply the process approach with its clearly
structured inputs and outputs, there were
organizations engaged in the construction of unique
objects, or producing a limited number of units for
special requirements''. In such organizations, the
project approach is dominant when the project has
a beginning and an end, resources are limited, and
each project is done once, using a given sequence
of actions in unique environments. The developers
of ISO 9000 tried to solve this problem and
include the project activity in the standards of
quality management by calling the project a special
case of the process. In this study, it is implied that
the project is a completely different activity.

Thus, the overall structure of various
management approaches might look as follows [12]:
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Administrative form

(Directions
of the company’s head)

Process approach

(An act or its result are
repeated or to be repeated)

These types of management approaches are
used most frequently. Administrative approach
is characterized by direct instructions given by a
person in authority to other persons in the form
of commands, directions and demands. But in
any case, the scope of application of this form
is a relatively short-term task, with a more
or less clear solution. For example, the
instruction ‘to connect to a representative of
the supplier’.

The functional approach is applicable and
effective when people need to repeatedly perform
a specific job, but the way of work execution is
not defined or not known in advance. Moreover,
there may be different ways to do this work in
different  situations  (subject to  variable
conditions), and none of them is preferred in
advance. In such cases, the personnel is said to
be entrusted with a function. For example,
function ‘to connect to the representatives of the
suppliers’. In cases where the actions and their
results are repeated or should be repeated
(especially if it concerns the product’s or
service’s characteristics, etc.), i. e. must be
reproducible, for example, if it concerns the
part’s characteristics, conduction of internal
audits, etc., activities should be organized as a
process.

Functional approach

(Multiple execution
of the specified work)

Project approach

(Works are carried out
oncein unique conditions
and in a unique way)

For the process approach reproducibility is a
key distinctive feature. It is its expectation that
requires the reproducibility of the process of
input, as well as actions in the process and the
conditions of its occurrence (execution). For
example, we want to receive quarterly
information on our customers, which we contact
on many issues. We regularly want to know their
opinion about our products and services. This
kind of activity can and should be organized as a
process. In this case, it is necessary to identify
the owner of the process who is to call the same
people with a list of questions each quarter in
order to get a report of a definite structure,
which will be submitted for the analysis.

The project approach is for such activities
which are performed once in unique
circumstances and in a unique way. A good
example is the management of the current
construction of a nuclear power plant. A nuclear
power plant construction elsewhere will be
fulfilled according to a completely different
project. It may have processes inside, say, supply
of bricks for the construction of the
administrative building. But in general it will be
a project.

The foregoing description can be presented
in a table [12].

Forms of management of different activities in organizations and relevant types of relationships

Classification criteria

Activities not suggesting specific planning

Activities involving special planning

on a constant basis)

Single activity (has a start|Management form — administrative | Management form - project
date and an end date) Relationship  form superior— | Relationship form — customer —
subordinate contractor
Continuous activity (repeated | Management form functional | Management form - process

Relationship form — periodic reporting

Relationship form — customer — supplier

115



‘St. Petersburg State Polytechnical University Journal. Economics no. 6-2(185) 2013

It should be concluded that the application
of any single approach for the whole enterprise
is impossible. The more diversified the company
is, the more it is likely to use two or more
management approach. It should be noted that
it is the number of different internal and
external areas of work which is significant in
this case, not the number of the company’s
personnel.

Example of mixing management approaches
at the enterprise

Let’s consider an energy company which core
business is to work with consumers in the sphere of
energy consumption data monitoring; to enter these
data in the specialized information systems for the
subsequent listing of energy consumption balances
by consumer groups and by regions; to define the
level of electricity losses in transmission.

The following general company information
is available:

Number 43
of  personnel
working
in the office
Number 50
of  personnel
involved in the
«field» work
Organizational | Director-General, 5 Deputy General
structure Directors, 8 heads
of departments/sectors, line personnel
Activity 1 Conduction of energy audits in order
to create programs for energy
conservation and efficiency
Activity 2 Preparation and implementation
of programs for energy conservation
and energy efficiency
Activity 3 Installation/maintenance/replacement
of meters at the balance borders of the
networks’ owner and the consumer
Activity 4 Carrying out checks of the
performance control of measurement
systems used
Activity 5 Surveys and preparation of control
readings certificates
Activity 6 Regular tripping of the objects
belonging to the consumers illegally
connected to the grids
Supporting Accounting, legal, administrative
activities and economic activity
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In order to decide which form of organization
of activities should be chosen according to the
objectives set within the activity, it is necessary to
carry out decomposition steps in order to achieve
these objectives.

For example, let’s consider the form of
activities involving making up the balance of
electrical energy. The electrical energy balance is
inextricably linked to the electric power balance
— balance of the consumers’ maximum load and
generating capacity subject to the rational
amount of the reserve, MW. The purpose of this
area of work is to ensure balancing through the
following basic steps:

1. Installation  of
systems;

2. Reading of the measurement systems of
the consumers not yet equipped with intelligence
systems;

3. Settlements on consumption standards
depending on the seasonality of the consumers
not included in the group mentioned in
paragraphs 1 and 2;

4. Entering the
information system;

5. Consideration of issues of legal validity of
the meters replacement, procedure of reflection
of updated information of the meters in the
information system;

6. Planning of repeated survey of the same
facilities once in a month;

Preparation of financial and other reports,
providing  information to the  network
organization for the subsequent separation of
data on the circuit of electric power balance.

Among the above sub-steps, even at first
glance, sub-steps of paragraphs 1, 2, 4 look like
processes. Let’s consider, for example, the top
level of paragraph 1.

In general, the sub-process is as follows (see
Fig.).

Each of these blocks can be decomposed
several times and described. This scheme shows
that, in general, activity associated with the
installation of metering units, is a process in its
nature: each separate unit is localized, input and
output parameters are well-defined. The result is
also obvious — the sealed meter at the
consumer’s. However, despite the process
approach and the KPI system applied to this
sub-process, there are some blocks which are
associated with functional features. They include

intelligence  metering

data obtained in the
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The consumer’s
application
for installation
of a meter

Economic eval-

uation
of the application

A 4

Installation
of the meter

Coordination
with regulative

bodies, making
up relevant acts

A 4

Job delivery

—

Design

and survey
works

A 4

Construction
and installation
works

Coordination
with the technical

department

of the network

primarily all kinds of activities connected with
the consideration and coordination with the
legal services — within the company and upon
coordination with the network organization,
due to the fact that legal departments often
perceive the problem beyond the process and its
features, including rigid time limits under which
similar work is usually conducted. The same
approach can be applied to the making up of
the accounts, which is the final stage of the
work with the consumer.

The mixing of approaches in the
organization of work cannot be unambiguously
considered only negative. Hypothetically, the
integration of all participants in the process is
possible. However, for persons working only
with meters and conducting planning of this
activity, it is easier to carry out their activity as
a mechanical automatic operation rather than
by diversified units supporting functions of the
processes.

Thus, the more specified are the tasks of the
unit, the faster and more efficient is the

implementation of the process approach in
management. It should also be noted that the
units responsible for the compliance of the
company’s activities with all required standards,
in most cases, remain in the zone of functional
organization, since the issues considered can be
addressed deep enough down the internal
hierarchy of the units.

The mixing of management approaches is the
most common phenomenon in management
nowadays. There is no thesis which would
uniquely state that there is a universal approach
or tool. The mixing of approaches may not apply
only to the task itself and to the process of
solving certain issue but also in cases when on
the contrary, inside a unit, certain tasks are
carried out using the project approach, and some
of the tasks are carried out by the rules of the
functional organization of activities. That is why,
when choosing a particular approach and setting
goals, inputs, outputs and key performance
indicators, a thorough audit of the current work
order is to be conducted.
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