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ABSTRACT
The modern market is characterized by dynamism, competitiveness and adoptable management. All these features encourage entrepreneurs (business entities) to develop new managerial tools that will enable them to adapt very quickly to changed business conditions. The role of managerial tools in any business entity is crucial, not only in terms of performance, but also in terms of maintenance of business operations, especially at the present time of global crisis. This paper focuses on the identification of controlling as a function of management in small and medium business entities in the Sibenik- Knin County. Also, it evaluates the use of the internal financial reports in decision-making process taken by small and medium entrepreneurs. The role of controlling as a function of management in a business entity is an important link between the accounting department and management. Controlling as a system allows the realization of competent abilities on the basis of creating an efficient business. The authors of this paper make an attempt to answer the following questions: Has controlling, as a necessary managerial tool, come into use in the most successful businesses in the area of Sibenik – Knin County? At what level entrepreneurs do accept controlling? Has the current crisis encouraged the entrepreneurs to introduce controlling as an effective way to improve their business operations, survive in the market, establish their positions and the like? Our aim is to point to the problem of the implementation of controlling and its role in a business entity at the time of global crisis. Also, we will try to emphasize the necessity of further education of the existing management with a view to increase the use of controlling and improve its effectiveness. In addition, we will try to provide the necessary guidance in order to improve the implementation of the internal financial reports as a relevant basis for decision making. Internal financial reports as a basis for the implementation of controlling function are not yet developed enough to be a sufficient basis for the controller – management relations. The process of controlling begins with collecting internal information arising from the entire organization, where financial reports of the accounting system are important foundations for further development and use of controlling. The quality of controlling in the first place depends on the cooperation of managers and controllers, as well as their successful coordination of the activities connected to this system, which is called controllership. This paper implies that the related business entities are unsuccessful in terms of using the system of controlling in order to ensure their long-term existence in the market, including the long-term profit. However, the major problem, especially in the area of the County mentioned above, is neglecting the position of controlling in terms of prevention of business crisis.
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1. INTRODUCTION
An active role of management is essential in improving business performance, occupation and maintenance of a certain acquired market position. Croatian economy, and the economies of other European countries have been facing with the global crisis recently. The Šibenik- Knin County is one of the less developed counties in the Republic of Croatia. Small and medium businesses face major business challenges during the recession that has not spared entrepreneurs in this county. The functions of management in small and medium-sized companies in the county are not separated from the ownership functions, and this is one of the reasons for non-implementation of the management functions, and thus the issue of management. This paper focuses on small and medium companies in the Šibenik- Knin County in order to provide a realistic presentation in the domain of using modern management instruments by the entrepreneurs in the area observed. There is another important reason for putting the small and medium entrepreneurs into the focus. In time of crisis SMEs face a number of constraints in their business. One of the limitations is related to personnel management which is usually reflected in the reduction of the administrative staff, that is, the Department of Management and Accounting Department. This practice certainly has its consequences in the quality of delivering services. This paper aims at identification of controlling as a management function and development of the internal financial reports as a relevant basis for decision making. 

The underlying hypotheses of the study are:

· The entrepreneurs in the Sibenik – Knin County have no organized controlling department or individual controllers in order to improve the management function. 
· The internal financial reports are not in the function of controlling in the small-and medium-sized entrepreneurs in the Sibenik – Knin County.
In addition to the basic hypotheses, one of the goals of this paper is to emphasize the necessity of further education of the existing management in order to increase the use of controlling as a management function and improve its efficiency. The paper will also seek to provide the necessary guidance in order to improve the implementation of the internal financial reports as a relevant basis for business decision making.
2. THEORETICAL FRAMEWORK
2.1. Controlling
Controlling can be defined and interpreted in different ways. The simplest definition interprets controlling as the process that is a result of adjusting the joint efforts of the management (individual or team) and controller in order to achieve a targeted goal of a business entity. A more concise definition is: "Controlling means the control of all the activities of the business entity aimed at realization of the company’s goals" (Lebefromm, 1997, p.1). Historically, controlling was developed in the U.S. in the early 20th c, or more accurately in 1931, with the establishment of the "Controller` s Institute of America" as a consequence of the Great 1929 Depression. 
The development of controlling was fueled by the increasing diversification of production of the U.S. companies such as DuPont, General Motors, Sears,... and the launch of their branches in different locations that had realized the need for investment feedback. Modeled on the American theory and practice, controlling begins a dynamic increase in the developed European countries (Germany, Italy, Austria,...), expanding into multinational companies during the 60-ies of the 20th century. Due to the development controlling becomes more complicated because of the need for harmonization of managerial functions (planning, organization, personnel issues, management and control), and its task remains the same: to support management in achieving the vision, mission and business goals of the company, giving them support in carrying out their functions.
The primary sources of the controlling are connected to five basic functions (Horvath, 2006, p.21):
(accounting-computed function
(internal audit function
(team-work and collaboration with external audit,
(tax function,
(function of interpreting the results and information.
Given that controlling contributes to transparency, coordination and integration of the organization's operations, it is considered that this contemporary philosophy and business functions actually support management at work (Osmanagic Bedenik, 2003, p.361). Control should involve a comparison between the planned and realized values for information on the outcome of an economic activity (Frese, 1968, p.53). The term "control" in management means mastering, control and execution of the management process. 
The term Management Control is defined as the management process that consists of (Anthony, Dearden and Govindarajan, 1992, p.3):
· Programming,

· Budgeting,

· Execution,

· Evaluation.
According to Horvath, the expression Management Control should not be translated literally, as in the domain of management controlling also covers the company management. Thus, according to the bibliography on management, American English-speaking areas use the term "controllership" describes the managerial tasks whose primary holder is the "controller" (Horvath, 2006, p.19). It represents every person who uses the term "Management Control" in the American literature, while the Croatian and German communication commonly translates it as "kontrolor", which is wrong, and what is even worse, "controlling" is translated as the process of "control”. The controller and manager are the conditional operators of the controlling process, that is, there is no controlling without them. The controller’s tasks cannot be described simply by the terms "control", or "controlling". He/she is an active carrier of the controlling tasks and participates as a subject in the "controllership" as the system of controlling relations inside the enterprise, which inevitably include the management or manager (Lukovic, Lebefromm, 2009, p.26).
The controller’s goal is to minimize the risk in making a timely election strategy in order to ensure competitiveness of the company. A pre-condition for the operation of controlling department is to deliver and suitably process information from the entire company. Controlling is a function within the management system, which increases its efficiency and effectiveness, and thus the ability to adapt to changes within and outside the enterprise (Weber, 1993, p.46). For example, Mayer and Weber, setting the goal of the company to the forefront, defined the basic characteristics of controlling (Table 1):
Table 1. Basic characteristics of controlling
	FOCUSING THE COMPANY’S GOAL
	EFFECTS OF CONTROLLING

	· Formulation of objectives

· Leading to the goal

· Realization of the goal
	· a narrow market orientation, monitoring supply and demand in order to realize operational and strategic success / goal
· Target-oriented organization and functioning of all activities of the economic entity,
· Orientation and conduct of all activities in order to make a profit,
· Orientation and managing all processes toward the future in terms of a successful business in the future.


Source: adapted by the Lukovic, according to: T. Mayer, E. & Weber, J., "The Handbook of Controlling", CE Poeschel Verlag Stuttgart, Stuttgart, 1990., p. 35
The concept of controlling aims at ensuring the long-term existence of the company carried out in two directions. The first direction is to ensure the long term survival of the company on the market, and the other is to ensure the long-term realization of profits. The concept is based on the long life that has adopted a philosophy of sustainable development, which means meeting broader and clearer goals. The basic controlling classification is in accordance with the management classification, so, considering the market orientation of management, we differ the Operational and Strategic Controlling. Strategic Controlling aims to increase business effectiveness that provides "real things at the right time" in order to meet market needs. It is also aimed at improving the capabilities of business success, building growth potential and preparing companies to market changes. The Operational Controlling functions as support to the management in daily operations and decision making. Its primary mission is to assist in increasing the efficiency of operations that is aimed at "providing the highest possible output with minimal input." It helps to increase the efficiency, liquidity and keep the substance and the coordinated use of operational management tools. There are two basic forms of the way of controlling organization and its position in the company: centralized and decentralized. Centralized controlling organization connects several functions in the company, while a decentralized controlling organization is organized by departments or by products and works closely with the Sales Controlling. In a market-oriented management decentralized controlling is aimed at the customer needs and performs the selection of product characteristics in order to meet their needs. The concept of controlling develops high sensitivity to changes, external and internal. Internal changes are resolved by the internal standards and adjustments, while external are of key importance to the concept of controlling within a company (Osmanagic Bedenik, 2007, p.84). 
The basic model of the concept of controlling supports six basic concepts of company (Lukovic and Lebefromm, 2009, P.20):
· a system of values,
· the planning system,
· control system,
· an information system,
· human resources management system and
· the system of organization.
Controlling business philosophy consists of three pillars (Lukovic and Lebefromm, 2009, p.21):
· action-oriented planning at all levels,
· decentralized personalization of accountability at all levels of operation and decision making,
· qualified control dimension of realization of the planned tasks and evaluation of achievements.
The conception of controlling occurs via realization of the three pillars of the philosophy of controlling, via the use of controlling instruments, controlling organization and establishing the process of controlling, that is the concept of controlling is a system of harmonized performance of all functions that are planned, measurable and goal-oriented (Horvath, 2006, p.99). Plans are quantified objectives of the company (Perčević, 2006, p.2). Controlling includes all activities that company managers take with the intent to achieve results as closer to the planned result (Donnelly, Gibson and Ivanievich, 1990, p.225). Planning is one of the five basic stages of strategic management and it is divided into the financial and operating plan. The plan also includes the budget plan, drafted by the controller as an anticipation of the future business. The most important segment of the operating plan is the financial plan. The financial plan is normally made by the Accounting Department according to information provided by the management with the support of the controller. In addition to the financial plan, controlling and management use a series of reports due to the needs of control. A good part of the reports is stemmed from the Accounting Department (external and internal financial reports).

2.2. Financial reports as support to the function of controlling

The objective of financial reports is to present a true and fair financial position, financial performance and cash flows of the business owners. A fair presentation requires a faithful presentation of the effects of transactions and other events, and in accordance with the criteria for recognition of assets, liabilities, capital, income and expenses (HSFI, eng. Croatian Standards for Financial Reporting, 2008). The financial reports combine the essential business information and necessary managerial instruments are based on the information from the financial reports. One of the fundamental characteristics of the financial reports is their fair presentation of the information contained. The basic financial reports (external) contain specific information needed to make appropriate business decisions. However, all the information is not properly contained only within the basic financial statements. There is a number of the reports that are largely customized by form and substance to its customers. These reports are generated not only within the Accounting Department, but also within other business units of the company. Such reports are generally not standardized, and their form is free and is created according to the needs of individual users. Typically, these reports contain targeted information, closely related to the activity of entrepreneurs, because the basic financial reports are sometimes too generalized and not sufficient grounds for making certain business decisions. Creating content and structure of internal financial reports in the free form and according to the user needs provides a lot of options and flexibility to meet the individual and specific requirements of the internal users. However, the lack of standardization requires more effort, work and knowledge when creating the internal reports. The very methodological basis for developing such reports is known, scientifically grounded and practically tested (Vašiček, 2011, p.680). Following that the external reports should provide relevant and comparable data, the need arises to provide relevant sources of information for their creation. The elaboration of the instruments of the internal accounts is indirectly imposed as a necessary precondition for successful implementation of the externally presented reports (Persic, 2009). So, preparing the internal reports should be primarily focused on the real needs of users. Therefore, the proper development of the internal financial reports largely depends on a quality information system in which accounting occupies a dominant position. On the basis of the developed information system it is possible to exercise control. Therefore, the information on financial reports, in particular the internal financial reports, is useful to the management and controlling of businesses. The primary role of the internal financial reports is consolidation of information for the purposes of "internal" users, therefore, the management and controlling.

Controlling as a function of management incorporates the following strategic tasks (Ocko and Švigir, 2009, p.39):
· permanent look to the future based on the analysis of the market trends and competition,
· making strategic forecast,
· help managers to assess the future development of guidelines,
· adjust operations based on economic trends,
· informing and advising management on the way to achieving the vision,
· raise the overall efficiency of a company (its values)
· help managers to shape their goals and balancing them via the Balance Score Card (qualitatively and quantitatively),
· continuously monitoring the environment (macroeconomic trends, customers, suppliers, political and social environment), the primary focus on the environment in which the company operates or is about to act,
· help the management via the SWOT analysis through detection of all the good and bad in the company, but also the surrounding environment and
· help to manage human resources.
Controlling operational tasks can be summarized in (Očko and Švigir, 2009, p.40):
· continuous communication throughout the company;
· continuous efforts to improve the information system, with emphasis on the financial accounting service;
· active cooperation on the development of operational plans;
· determination of relative values and indicators needed to understand the status and trends of business events in the company;
· establish standard size with respect to the activity;
· testing various tools and instruments of controlling, as well as many economic indicators and the selection of those which show the best of the most important parameters for the evaluation of business in the particular case;
· special attention should be paid to correlations between different sizes, 
· identifying positive and negative trends and suggestions for improvements,
· making business reports according to specific needs,
· initiating and organizing meetings at various management levels…
In practice, controlling is usually associated with the financial and management accounting, which usually depends on the size and organization of the company, particularly from the Accounting Department, Controlling draws the largest number of information, through internal and external financial reports. Managers are increasingly aware of the importance of this information. 
However, before the introduction of the function of controlling every company should study the reasons for that, and therefore bear in mind the limiting factors like need for innovation, company size, complexity, principles and organization, basic strategic position of the company, tradition of controlling and state of development of information technology (Buble et all, 2005). The proposed determinants will have an influence on the organization of the company controlling. Controlling arose during the period of uncertainty in the business on the one hand, and the need to control, or supervise from the other side in order to reduce the risk of making a wrong strategic and operational business decisions. Therefore, the authors of the paper have met the challenge of engaging into a research in the area of Sibenik – Knin County and investigated whether entrepreneurs have recognized the importance of controlling their business operations in an environment of crisis.
3. RESEARCH METHODOLOGY
Hypotheses that were outlined at the beginning of this paper were tested in an empirical research on the medium and small companies in the Sibenik – Knin County. The definition of small and medium-sized companies is based on the Accounting Act (Narodne novine 109/2007). The sample for the empirical research has been taken on the basis of a list of the top 400 companies in the Sibenik – Knin County in the year 2010. (Anonymous, 2010). Telephone surveys (personal testing) were selected as the test method due to simplicity and high speed performance tests. The sample was selected empirically and includes 112 most successful companies with the highest net profit in 2010, because it is assumed that the most successful companies are more likely to have an organized controlling function, either as an individual controller or a separate department. The selected sample consists of companies of different activities, categorized as small and medium enterprises, with 58.82% of the sample relating to medium enterprises and 41.18% to small businesses. Of the total number of respondents 88.24% are in majority domestic private ownership, 8.82% are owned by the state - public domain, and only 2.94% are of foreign private ownership. The structure of the basic activities of the company is shown in the following graph (Figure 1).
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Graph 1. Structure of the main activities of the companies (own creation)
If we look at the structure of activities according to NKD classification (Croatian National Classification of business activities) of the surveyed business entities, most of them are businesses of other services (S) 29%, 23% in construction (F), 12% in trade (G) and by 9% in real estate business (C), health care and social welfare (L) and manufacturing (Q). 6% related to transport and storage (H), and 3% of the activity of water supply (E). It is significant to single out the information that most of the respondents come from a variety of service industries (29% of the other facilities, 9% real estate, 9% of health care services, transportation and storage of 6% and 3% of supply), then 23% of the construction industry and 9% of businesses surveyed in the manufacturing industry. Due to problems of business crisis, therefore, imperfect conditions in which this empirical research has been conducted, thus defined sample is considered relatively representative, while the rate of return of 30.36% is considered moderately representative. Market research during the last 10 years cited the low rate of return of only 20% (Jelenc, 2005, p.1066) and 24% (Kuliš, 2004, p.348). Therefore, this rate of return is assessed as satisfactory. The questionnaire in this empirical study consisted of closed questions, multiple choice questions, and questions on intensity (semantic differential). A questionnaire was used as an instrument of the telephone survey, and the target respondents were potential controllers, and alternatively managers, owners and managers of accounting in the absence of controlling in a business entity. The study was conducted at two levels: theoretical and empirical, with empirical data collected and systematized via the methods of classification, description, and comparison. Research results related to the arithmetic mean and correlation.
4. RESEARCH RESULTS
Studies in developed market economies have shown that the size of the company is one of the determinants of the institutional aspects of controlling (Osmanagic Bedenik, 2010). The age structure of the companies in this study suggests they are 20 years old on average, 82.35% of them were founded between the 1990 and 2010. Of that number, 55.88% were established after 2000. We may suggest that the survey covers mainly companies younger than 11 years. Organization age and controlling functions have introduced a weak link for the observed pattern. The correlation is positive and amounts to 0.365668, but not statistically significant.
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Figure 2. The age structure of the surveyed companies (own creation)
The research shows that as many as 55.88% of the surveyed companies are not familiar with the function of controlling and its role in a company. The reason for this might be found in the fact that nearly half of the respondents were in the category of small businesses. According to the earlier studies conducted in the Republic of Croatia (Osmanagic Bedenik, 2010), it is more likely that larger companies have introduced the function of controlling. Another reason may be sought in the problem of separation of ownership and control functions, which is substantiated by the fact that the majority of respondents were in private ownership and dominated by the authoritarian management style. Furthermore, in response to the question of whether an entity is planning to introduce the function of controlling, 12% of them responded that they planned to introduce the controlling function soon, 40% had plans to introduce controlling but in better market times, and even 52% did not even have intention of introducing a strategy of controlling. Precisely, these data indicate that a large number of businesses surveyed are not based on controlling and modern managerial concept. Taking into account that the management style that dominates was authoritarian in 55.88% of the businesses surveyed, paternalistic in14.71%, and consultative in only 29.41%, we may suggest that the percentage of the owners’ participation in deciding was dominant. In such an environment, the development of the controlling function is not gaining ground. This contention is supported by the finding that only 7.14% of the sample companies have introduced some form of controlling function, that is 26.47% of the companies that responded to the questionnaire. 
The causes of these results might be:
· undereducated management,
· staff reduction caused by the economic crisis,
· inadequate form of management...
The research also shows that development of controlling in the Sibenik- Knin County started during the last 10 years, with the stimulus coming from the management of their own (37.5%), domestic consultants (50%) and other sources (12.5 %). Controlling is organized as a separate department in 37.5% of the companies, and in 62.5% of them it is associated with another department. As an indicator of the intensity of the important role of controlling in making business decisions on the scale from 1 to 10, where 10 is the highest intensity score, the importance of controlling in companies in the Šibenik- Knin County is 6.75. We suggest that controlling is still in the stage of introduction and development, and that it still does not have a strategic role, but its role is certainly not trivial. The internal financial reports, as a basis for the successful implementation of the controlling function, should be fully supervised by the controller. They are generated according to the needs of their users. The relationship between the controller and the internal financial reports should be interactive, which means that communication between the Department of Accounting and Controlling is necessary. The empirical research shows that the internal financial reports are in the function of controlling in the sense that they meet their current needs at the level of satisfaction intensity which amounts 7.375 (scale of 1 to 10, with 10 meaning the complete satisfaction). A high intensity score does not mean that the internal financial statements fully comply controlling. Taking into account that the function of controlling is not at a high level in the field of business management, this result could be interpreted in such a way that there is a good interaction between the users of the financial statements and the Accounting Department, which prepares the internal financial reports. This hypothesis is supported by the results of the accounting monitoring system (Table 1.).
Table 2: Rating the level of the accounting monitoring system
	Levels of the accounting monitoring system
	Satisfaction of controlling (1 -10)

	level of cost centers 
	5,875

	level of divisional organizational units
	6,125

	level of budgetary centers 
	6

	level of the organizational units
	5,5

	level of entrepreneurs
	6


Source: own creation
Despite of the general satisfaction with the internal financial reports, when conducting a comparative analysis of the accounting monitoring system at different levels, it is evident that the internal financial reports meet only the most basic needs of controlling. Only at the level of divisional organizational units the satisfaction with the accounting monitoring was evaluated as 6.125 (on a scale of 1 to 10), which would mean an average grade, while the accounting monitoring of the level of budgetary centers and levels of entrepreneurs was rated the grade 6. The level of cost centers meets controlling with the grade 5.875, and the level of organizational units with the grade 5.5. Therefore, the very accounting monitoring of various levels of the company is not at a high level, which means that the observed companies still have plenty of room for improvement and development, not only in the Accounting Department, but also in controlling. These results confirm the appointment of the second hypothesis.
The necessary guidance in order to improve the level of accounting monitoring system, and thus the level of financial reporting, with a special emphasis on the internal financial reports, would be reflected in improvements in:
· defining strategies,
· linking strategic and operational plans,
· defining detailed plans,
· cost control and
· measuring performance plans…
5. CONCLUSIVE REMARKS
Based on the results of the research, we may suggest that the companies in the study area do not use modern managerial tools. Further development of the economic business will certainly depend to a large extent on the flexibility of managers and their acceptance of controlling as an essential instrument of any successful management. Introduction of controlling would also mean better preparation of the companies for crisis conditions, especially for prevention. Controlling which rests on the interaction of all departments of the company is successful controlling. The connection between the Controlling and the Accounting Department, as the primary source of data for controlling, brings an insight into a complete state of the company to the management and controller, in the field of planning, execution and control of operations. 
Controlling quality primarily depends on the cooperation of managers and controllers, as well as their successful coordination of activities within the system, which is called controllership. This study was conducted in medium and small companies in order to indicate the business functions of controlling and understand the necessity of controlling in modern business. Although it was assumed that the function of controlling would not be significantly represented in small and medium-sized companies, our aim was to identify the existence of these functions in the poorly developed Sibenik – Knin County.
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