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Cost management of the innovative business
with the using of model of the value factors
Development of the innovative component of Russian economics implies the using of value-based management. In the process of managerial decision-making in the domain of small-scale innovative business it is possible to use two management models – value factor model and the model of production and financial cycle indexes used on the later stages of business activity.
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The development of market economy in Russia goes hard and long way. Role of strategic management is being reinforced in the business domain and internal mechanisms of business structures. At the same moment it is being said about shifting economy onto innovation rails. The need of involving powerful instrument for strategic management – the value-based management (VBM) – for innovative sector of small business rises as a result.  
Moving to the VBM implies the need for detection of factors of business cost increase. Using these factors managers could achieve results required [1].
The system of value internal factors consists of measures of activity of the business and certain elements of one. These measures are being detailed for each level of management, while each subdivision responses to factors, which can be influenced by it [1].
The VBM methodology proposed is presented on the fig. 1. The methodology is used as a base for development and making decisions related to all kinds of business, and yet using one for small innovative business has its own specific features.
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Pic. 1. The system of value management

Interaction of value with other structural components goes on at following levels:
· funding strategy (“Value-Finances”). Activities aimed for value increase, which are determined in accordance with principle of sufficiency of financial resources at all the stages of the strategy implementation;
· evaluation of alternatives (“Values-Strategy”). The strategy of a business development is being corrected to increase it’s value, with subject to choice an optimal strategy of business development from available;
· systems of controlling target norms (“Values-Operations”). The link closing cycle of value building is a system of interrelated measures and norms which are used to evaluate achieving targets assigned and determine a share of each one in the whole company success [2].
An effective cost management of a business implies creating of working model of value factors (evaluation of current business value with subsequent detection of key value factors), used for creating general value management strategy as a mandatory act. Then the system of operational value management is being created and implemented in practice.

Innovative business value evaluation is being performed in the network of one of the following three groups of evaluation approaches:

· approaches based on the data generated by the patent system or the whole system of legal safeguard of results of intellectual activity and the means of individualization;
· approaches similar to ones used for business evaluation, generally based on financial data;
· approaches based on financial mathematics (price theory for options), probability and game theories.

The task of developing an effective strategy is being implemented in practice by means of building the following models:

· value factors model, which includes:
· diagram of value factors;

· calculation model;

· models of production and financial cycle indexes (on the later development stages).
The models mentioned have been used by author for creating the value management system of small innovative business – ООО “Technosorb” (“Technosorb Ltd.”). The business produces hydrophobic aluminum-silicate sorbent at industrial scale, gaining budget funding from the Fund of Assistance to Small Innovative Enterprises.

The main point of the factors model is concluded in creating of value factor diagrams that represents visual image of the model elements at first, and then in creating of calculation model which combines a set of tables and formal relations between them. At the same time each of the table corresponds to an element at value factors diagram, as well as formal relations are to dependences between the diagram elements [3].

The advantages of the model are simplicity and universality. The head of the business usually knows which factors should be affected to increase earnings from the business, and how to increase the business value as a result. The only thing required is to formalize the dependence using calculation formula [4, 5].

The base formula used in income approach for evaluation of discounted cash flow (DCF) analysis is being utilized as the foundation:
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where Vb – business value;

n – the number of time periods;

CF1-CFn – expected cash flows to equity for appropriate forecasting period;
r – discount rate;

g – expected growth rate in cash flow being discounted.
The cash flow formula used has the following form:
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where CFi – cash flow to equity for i-th year;

EBITi – earnings before interest and taxes for i-th year;
Ai  – amortization for i-th year;
IEi – interest expenses for i-th year;

TEi – tax expenses;

CEi – capital expenditures for i-th year;

NBi,  NBRi  – net borrowing and net debt repayment accordingly;

CWCi+,  CWCi-  – changes in working capital accordingly.
Taking into account specific character of small innovative business that gains budget funding via “START” program, formula (2) is being shaped into the following form:
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where TFi – amount of target financing for i-th year.
The component of net debt repayment is omitted since the project financing sources are the funds of the Federal budget. Variation of net borrowing and changes in working capital are also not assumed. Target budget funding isn’t treated as an income for tax purposes and doesn’t take place in building of tax base during income tax estimation in accordance with subparagraph 14 of paragraph 1 of article 251 of Tax Code of Russian Federation. Thus earnings amount in the network of target budget funding forms an additional component of formula for Fi.

As a result of analysis performed we have detected product item price and annual production program (flexibility for indexes being modified is 3.29 and 2.53 accordingly) to be the most significant factors influence business value; and repair costs, transportation costs, operative costs to be the less significant factors (sensitivity is -0.007, -0.094 and -0.2 accordingly).
In addition to using of mathematical apparatus formalizing can be performed using certain computer software, starting from Microsoft® Excel spreadsheets, finishing with Project Expert Holding 6.1 and Project Expert Professional 7.19.
The initial stage of using the model in this case consists in creating the value factors diagram which provides end-consumer with a picture of value building and opportunities of its optimization [3].

The specific feature of small innovative business gaining target budget funding (absence of interest expenses) in this case is taken into account forming perspective “Finances” of the diagram. In accordance with this feature the base component of perspective “Cash flow from financing activities” is absent in the model being built. Analysis should be performed only for components “Cash flow from operating activities” and “Cash flow from investing activities”.

Value factors diagram for business being analyzed is depicted on fig. 2. The red color is used for business value as the primary criteria; yellow one is for controllable factors, i. e. available for direct manipulation; green and blue color is used to mark factors which can be influenced by yellow ones; and factors that have take their final form and can’t be influenced due to objective reasons is marked with pink.

The figure shows that the last block of value factors model (“Growth”) depicts particular initiatives which can be directed to business value increase:

1. Purchasing own vehicle and revision of transportation costs;

2.  Marketing actions to promote the production within Far East of Russia.

3. Sorbent-producing installation upgrade.

Calculations performed with Project Expert Holding 6.1 revealed first activity to be inexpedient, leading to value decrease by 4%; while second and third used together facilitate value increase by 37%.

In the later stages of lifecycle of the business and project being implemented by one, it became available to use another value management model – the model of production and financial cycle indexes. The base for reasoning in this case is the following postulate: changing business value due to making management decision shouldn’t be negative. The amount of value changing is being calculated using amounts of cash flows arises at the moment of paying of bills payable and one of gaining payments for factory shipments from debtors [4, 6].
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Pic. 2. The diagram of value factors of “Techosorb Ltd.”
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Pic. 3. The structure of production and financial cycles of a business

In the network of model of production and financial cycle indexes non-decrease criteria of business value has the following form:
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where t – period for which cycle influence is being examined;

R – 1 + discount rate;

Ec – cycle value;

APP – average payment period;

LFC – length of financial cycle;

CFBP – cash flow due to paying for bills payable;

CFBR – cash flow due to bill receivable.

It is advisable not to make management decision or to delay it until more favorable circumstances to come if the in-equation is being disturbed as a result of making the decision.

The advantage of using the model is less laboriousness in comparison with previous model and an ability of making operative decisions in short time periods.

Small innovative businesses that gain target budget funding are being characterized with small amounts of cash flows formed by paying for bills payable and receivable. Since major portion of assets for such businesses is itemized manly by articles “Other noncurrent assets”, “Fixed assets” and also “Inventory”, and of liabilities by “Other short-term liabilities” and “Deferred revenue”, specific weight CFBP and CFBR in the business value is insignificant. Thus, influence of the mentioned indexes of production and financial cycle is weakly expressed.

As for indexes like average payment period and average collection period, length of production cycle – their values and specific weight in the business value is different in each particular case. However, value sensitivity to these factors change is smaller than influence of cash flow indexes, being formed by paying for bill payable and receivable.

Particularly, using model being analyzed with respect to “Technosorb Ltd.” revealed sensitivity of business value to changing cash flows amounts, being formed by paying for bill payable and bill receivable to amount 0.004 and 0.031 accordingly; and to average collection period and to length of production  cycle -0.00078 and -0.00003 accordingly. This argues that using model of production and financial cycle indexes with respect to small innovative business gaining target funding, is limited by small sensitivity of value.

Thus, using the VBM methodology as the means of functioning effectiveness increase for small innovative business is possible while taking into account it’s specific character and should be performed with some modifications. The more detailed analysis is possible using value factors model, which provides wide variety of instruments for analysis of business value and management decisions making.
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