MINISTRY OF EDUCATION AND SCIENCE OF UKRAINE

NATIONAL TECHNICAL UNIVERSITY
«KHARKIV POLYTECHNIC INSTITUTE»

LECTURE NOTES

of the academic discipline «Enterprise Economy»

for full-time and part-time students
in the specialties 072 «Finance, banking, insurance and the stock market»

and 073 «Management»

Approved by

the editorial and publishing council
of the university,

protocol Ne 1 from 15.02.2024.

Kharkiv
NTU «KhPID»
2024



Lecture notes of the academic discipline «Enterprise Economy» for full-time and part-
time students in the specialties 072 «Finance, banking, insurance and the stock market»
and 073 «Managementy/ authors: Havrys O.0., Havrys M.O., Khodyrieva O.0. Kharkiv
: NTU «KhPI», 2024. 90 p.

Authors:  0.0. Havrys
M.O. Havrys
0.0. Khodyrieva

Reviewer: docent S.E. Kuchina

Department of business economics and international economic relations



INTRODUCTION

"Enterprise economics" is one of the most important applied disciplines that provide
economic training of specialists for various industries and spheres of activity in modern
economic conditions. The special place of this discipline in the system of economic
sciences is determined by the fact that, on the one hand, it is based on the study of
economic theory (micro- and macroeconomics), and on the other hand, it is the basis for
special disciplines (accounting, analysis of economic activity, enterprise finance,
marketing, pricing, taxation, etc.).

The production of material goods and services in a market economy is carried out
with the help of entrepreneurial activities at enterprises. Therefore, the object of the study
"Economics of the enterprise” is the enterprise itself, where entrepreneurial activity is
carried out.

Enterprise economics is an independent economic discipline, the subject of which
Is the activity of the enterprise, the process of developing and making business decisions,
studying the economic system of the enterprise with the help of economic indicators that
make it possible to assess the operating conditions of the enterprise and develop measures
to improve production efficiency.

The purpose of the "Enterprise Economics" course is to provide knowledge of the
main sections of applied economics, with the aim of forming students' ability to think
independently, make management decisions, and perform economic calculations to
analyze the effectiveness of the enterprise's economic activities. At the same time, the
concept of "enterprise™ is considered from an economic point of view and is used in the
sense of "business entity".

The objective of the course is to study the functions and goals of an enterprise as
the primary link in the national economic complex of the state, modern methods of

farming and the processes of functioning of enterprises; analysis of resources and factors



of production; methods for assessing the effectiveness of their use; mastering skills for the
ability to analyze the results of the enterprise.

The structure of the discipline is built on the principle of identifying relatively
independent, logically interconnected sections, presenting material from a general idea of
the enterprise as an element of the national economy to the study of the enterprise's
resources, assessing the efficiency of their use, the formation of costs and results of the
enterprise, etc.

Since the total volume of classroom lectures is 32 hours (16 classes), some topics
must be partially studied independently. These ““ Lecture notes” on the topics of the course
suggest:

1) summary of theoretical material of the course “Enterprise Economics” by topic;

2) questions for self-testing knowledge for each topic;

3) topics of abstracts for independent study;

4) list of sources of information.

Lecture topics according to the educational programs are shown in Table 1.

Table 1 — Lecture course structure

Ne Subject of the lecture Number of
classroom hours
1,2 Topic 1. Enterprise as a business entity 4
3,4 Topic 2. Fixed assets of the enterprise 4
5 Topic 3. Working capital of the enterprise 2
6 Topic 4. Personnel and workforce productivity 2
7 Topic 5. Wages, its economic content, forms and systems 2
8,9 Topic 6. Costs and cost price of production 4
10,11 Topic 7. Prices and pricing of enterprise products 3
11,12 Topic 8. Income, profit and profitability of enterprises 3
13 Topic 9. Economic efficiency of production and innovative 2
projects
14 Topic 10. Enterprise investments 2
15 Topic 11. Innovative activity of the enterprise 2
16 Topic 12. Restructuring and bankruptcy of the enterprise 2
Ycporo 32




Topic 1. ENTERPRISE AS A BUSINESS ENTITY

1.1 Basic terms

1.2 The role of the enterprise in the national economy of the country
1.3 Classification of enterprises

1.4 Goals and objectives of the enterprise’s production activities

1.5 Self-test questions

1.1 Basic terms

Economics is a term of Greek origin, literally means the art of housekeeping. The
word «economics» comes from two Greek words, «eco» meaning home and «nomosy
meaning accounts. The subject has developed from being about how to keep the family
accounts into the wide-ranging subject of today.

In the classical sense, economics is the science of how society uses certain limited
resources to produce and distribute useful products. Economics is a set of laws, rules and
means of doing business.

But we are not just talking about the economy as a whole, but about the economy
of the enterprise. Enterprise economics can be formulated as the science of the efficiency
of the enterprise, ways and methods of achieving the best results at the lowest costs (at
the enterprise). Enterprise economics is a set of economic processes that are carried out at
the enterprise when using resources to meet material needs in accordance with the material
capabilities of participants in economic activity.

The object of discipline research is industrial relations and economic laws and
regularities that arise and operate only in individual enterprises and take into account the
specifics of the production of a particular enterprise.

Now let's look at a more academic definition of what an enterprise is: enterprise is
the leading link of the economy, its basis (basis of economy), because enterprises produce

products and services, concentrate in their ownership most of the social capital, determine

5



the business activity of the country's economy, provide employment, form the country's
budget. The main features that define the essence of the enterprise are the following:

1) enterprise is an independent main link in the national economy of every country;

2) enterprise is a separate specialized economic unit, the basis of which is a
professionally organized labor collective (team), which, using the means of production at
its disposal, produces the products necessary for the consumer, performs work, and
provides services;

3) an enterprise is an independent business entity established in accordance with the
current legislation for the production of products and the provision of services in order to
meet public needs and make a profit;

4) an enterprise is a legal entity that meets certain criteria established by the current
legislation of the country in whose territory it is registered.

Enterprises can be created both for entrepreneurship and for non-commercial
economic activity. Legal support for the activities of enterprises is determined by the laws
of Ukraine, resolutions of the Verkhovna Rada of Ukraine, presidential decrees, orders of
relevant sectoral ministries and departments. In each country, the activities of enterprises

are regulated by the relevant legislation of that country.

1.2 The role of the enterprise in the national economy of the country

The national economy of every country is an economically and organizationally
unified system of interconnected industries and spheres of human activity, which are
characterized by appropriate proportionality, mutually determined placement on the
territory limited by state borders. In this system, the production sphere (material
production) and the non-production sphere are traditionally distinguished in our country
(table 1.1). It is natural that the ratio of these spheres and industries, that is, the structure
of the economy.



Table 1.1 — The structure of the economy (areas of national economy)

NATIONAL ECONOMY
Sphere of material production Non-productive sphere
(sphere of non-material production)
1. Industry 1. Housing and communal services
2. Agriculture 2. Passenger transport
3. Forestry (Forest management) 3. Health care, physical education, sports
4. Water management 4. Education
5. Transport (freight) 5. Culture and art
6. Construction 6. Science and scientific service
7. Trade and catering 7. Management of the national economy; Public
organizations

8. Material and technical supply 8. Army and law enforcement agencies
9. Other activities in the field of material | 9. Other activities in the field of non-material

production production

Within each sphere, so-called complex branches are distinguished (industry,
agriculture, etc.). In turn, complex branches are divided into branches. For example, from
the complex branch “industry” the branche of mechanical engineering are distinguished.
Mmechanical engineering can be divided into sub-sectors, namely energy, transport, etc.
Thus, the following structural diagram of the national economy is built: national economy
— spheres of the national economy — complex branches — branches — sub-sectors —

enterprises — production divisions of the enterprise (workshop - teams - jobs).

1.3 Classification of enterprises

At all stages of development of a market economy, the main link of the national
economy is the enterprise. It is at the enterprise that production is carried out, various
types of services are provided, and a direct connection between the employee and the
means of production arises. The enterprise independently carries out its activities, disposes
of its products and the profit remaining after paying taxes and other obligatory payments.

The main features that define the essence of the enterprise are the following:
enterprise is an independent basic unit of the national economy; enterprise is a separate
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specialized economic unit, the basis of which is a professionally organized labor
collective, which, with the help of the means of production at its disposal, produces the
products necessary for the consumer, performs work, and provides services; enterprise is
an independent business entity created in accordance with current legislation to produce
products and provide services in order to meet public needs and make a profit; enterprise
is a legal entity that meets certain criteria established by the current legislation of the
country in which it is registered.

When carrying out any type of activity on the market, such characteristics of the
enterprise as the form of ownership, legal status and chosen field of business, industry
affiliation, size, as well as the purpose and nature of the activity, taking into account
territorial integrity, become of great importance. The formation of the market structure of
the Ukrainian economy has led to the emergence of various forms of modern enterprises
operating in developed countries. The classification of enterprises according to different

criteria is presented in table 1.2.

Table 1.2 — Classification of enterprises according to a number of characteristics

Characteristics Types of enterprises
1. Purpose and nature of activity Commercial, non-commercial
2. Form of ownership State, private, collective, communal
3. Capital ownership National, foreign, general (common)
4. Legal status Sole, cooperative, rental, business partnership
5. Industry-functional type of activity Industrial, agricultural, construction, transport,
trade, etc.
6. Number of employees, gross output Large, medium, small
7. Territorial subordination Main, subsidiary, associated
8. Structure of production Narrow-profile, multi-profile, combined
9. Method of creation and formation of the | Unitary and corporate
statutory fund




1.4 Goals and objectives of the enterprise’s production activities

In terms of market economic relations, the main figure in the enterprise is the
entrepreneur. The status of an entrepreneur (businessman) is acquired through state
registration of the enterprise. In this case, the subject of entrepreneurial activity can be an
individual citizen or an association of citizens.

The enterprise (company) carries out its activity independently, disposes of the
products, the received profit, which remained at its disposal after the payment of taxes
and other obligatory payments. Its main task - to meet social needs for products (works,
services) and the realization on the basis of profits of economic and social interests of the
workforce and property owner.

The goals of the enterprise — is to determine the qualitative and quantitative
characteristics of the enterprise, to achieve which it seeks.

The most important goals of the production (manufacturing) enterprise: 1) making
a profit; 2) providing consumers with products in accordance with market demand; 3) job
creation; 4) timely payment of wages; 5) environmental protection; 6) creation of
appropriate and safe working conditions for employees; 7) creating opportunities for
professional growth.

Enterprises play a crucial role in the formation of state and local budgets, as they
are subjects to taxation. Therefore, the state and local authorities are interested in the
efficient operation of enterprises, increasing profits, creating the necessary conditions for
this through legislation.

The environment in which the enterprise operates can be divided into internal and
external:

1) internal environment - fully under the control of the owner and managers, which
includes all types of internal links of the enterprise and the relationships between them.

Give some examples of the internal environment of an enterprise.



2) external environment —a set of economic subjects, social and natural conditions,
national and international structures and other conditions and factors external to the
enterprise.

The external environment is complex, changing, interdependent and, as a rule,
uncertain. Depending on the nature of the impact, the external environment is divided into
microenvironment and indirect macroenvironment.

Company's microenvironment is the factors that are closely related to the company
and affect its ability to serve its target customers. The microenvironment is an
environment of direct influence on the enterprise, that is, it is market participants who are
in direct contact with the enterprise. The subjects of microenvironment include suppliers,
intermediaries, consumers, competitors, "contact audiences", etc.

Macroenvironment is the external conditions of entrepreneurial activity that do not
depend on the firm, but which must be taken into account during the development of its
development strategy, business plan, etc. The macroenvironment consists of factors of
indirect action, that is, they are mostly not directly related to a specific enterprise, but
create a certain favorable or unfavorable environment for its economic and business

activity.

1.5 Self-test questions

What are the goals and objectives of the discipline "Enterprise Economics™?
Describe the enterprise as the primary link of the national economy.

What legislative acts regulate the economic activity of enterprises?

Define the most important areas of the company's activity in modern conditions.
What is the external environment of the enterprise?

By what signs are enterprises classified?

What are the main functions and goals of the enterprise?

© N o g ~ w N P

Name the main stages of formation and registration of the enterprise.
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Topic 2. FIXED ASSETS

2.1 Basic terms.

2.2 Classification of groups of fixed assets.

2.3 Depreciation of fixed assets.

2.4 Analysis of the efficiency of use of fixed assets.
2.5 Indicators of productivity of the fixed assets

2.6 Self-test questions

2.1 Basic terms

Enterprise economy — a set of economic processes that are carried out at the
enterprise when using different types of resources. For the production process, the
enterprise needs so-called productive forces, consisting of means of production

(production assets) and workforce (personnel) (table. 2.1).

Table 2.1 — Productive forces of enterprise
PRODUCTIVE FORCE

MEANS OF PRODUCTION WORKFORCE (PERSONNEL):

(PRODUCTION ASSETS): people who work for a particular
Machinery and equipment, transport, enterpise or organization
buildings, ect + cash, materials, etc

Production assets are the means of production, expressed in the monetary form.
Means of production — set of means of labour (cars, equipment, etc.) and subjects of labour
(raw materials, basic materials, etc.). Means of labour make the material contents of the
fixed production assets and subjects of labour make the material contents of working
capital. Thus, production assets represent set of the fixed production assets and working
production assets, to be exact — fixed assets and normalized working capital (table 2.2).
Structure of production assets is different in different branches. In mechanical engineering

the fixed assets make 60-65 % of production assets cost and working capital — 35-40 %.
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Table 2.2 — Production assets

PRODUCTION ASSETS 100%
FIXED ASSETS WORKING CAPITAL
(machinery and equipment, transport, (cash, stock inventory like row and basic
buildings, ect) materials, etc )
60-65% 35-40%

So, one of the main goals of the enterprise is to manufacture products. To do this
enterprise (company) must have the following resources:

1. Fixed assets: machinery and equipment, buildings and structures, vehicles, etc.

2. Working capital: money, raw materials, semi-finished and finished products, etc.

3. Workforce (personnel): people of different professions.

4. Intangible assets.

The topic of this lecture is fixed assets, so fixed assets are the part of production
assets, mainly means of labour which participate in many production cycles, does not
change its material form and gradually, in process of deterioration (wear and tear),
transfers its cost at the cost price of manufactured production (by means of depreciation).

According to National regulation (standard) of the financial accounting 7 "Fixed
assets", fixed assets are tangible (material) assets that an enterprise holds for the purpose
of using them in the process of production/activity or supply of goods, provision of
services, leasing to other persons or for the implementation of administrative and socio-
cultural functions, the expected period of useful life of which is more than one year.

Thus, we can highlight the following features of fixed assets:

1) participate in many production cycles;

2) do not change their natural form during use or storage;

3) expected useful life of more than one year;

4) gradually, in process of deterioration (wear and tear), transfers their cost at the

cost price of manufactured production.
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5) value criterion for determining fixed assets (in Ukraine): from UAH 20,000 and
above (for fixed assets put into operation since May 23, 2020), previously from UAH
6,000 and above.

2.2 Classification of groups of fixed assets

The fixed assets of the enterprise are divided into fixed production assets (function
in the field of material production of the enterprise; they are divided into active and
passive parts) and fixed non-production assets (assets of the non-production sphere of the
enterprise, i.e. those that do not participate directly in the production process and are
intended to serve the needs of housing and communal services, healthcare, education,
culture) (fig. 2.1). Fixed production assets participate in the process of making products
or providing services. They include: machines, equipment, appliances, transmission
devices, etc. Fixed non-manufacturing (non-production) assets are not involved in the

product creation process.

/' FIXED ASSETS \
/ FIXED PRODUCTION ASSETS: \ / FIXED NON-PRODUCTION ASSETS:\

buildings, structures
transmitting devices
machines and equipment
vehicles

tools and devices L
production and economic inventory swimming pools, saunas
working and productive cattle clubs

perennial plants and other / k other j

ACTIVE PART OF FIXED ASSETS

kindergartens

hospitals, medical centers
prophylaxis

schools

\_

>

PASSIVE PART OF FIXED ASSETS

transmitting
devices

(machines, equipment, vehicles, tools,
etc.)

(buildings, structures, etc.)

Figure 2.3 — Fixed assets

There are different classifications of fixed assets — for accounting purposes fixed

assets are divided into 9 groups, there are also classifications of fixed assets in industry
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and in tax accounting. In the table 2.3 presents the classification of fixed assets proposed
in the Tax Code of Ukraine.

Table 2.3 - Classification of groups of fixed assets

Group Contents Minimum
service life,
years

Group 1 Land plots -
Group 2 Capital expenses for land improvement that are not related to construction 15
Group 3 - building 20

- structures 15

- transmission devices (assets created to perform special functions for the transmission of 10

energy, substance, signal, information, etc. of any origin and type over a distance: power lines,

pipelines, water pipes, heat and gas networks, communication lines, etc.)
Group 4 Machinery and equipment 5

including:

computers and other machines for automatic processing of information, 2

connected with them, means or reading and printing of information, related computer software

(other than software acquisition costs are recognized as royalty and / or programs that are

recognized as intangible assets), and other information systems, switches, routers, modules,

modems, uninterruptible power supplies and means for connection to telecommunication networks,

telephones (including cellular), microphones and radios, which value is higher than 2500 hrn.
Group 5 Transport means S
Group 6 Instruments, equipment, inventory (furniture) 4
Group 7 Animals 6
Group 8 Perennial plants 10
Group9 | Other fixed assets 12
Group 10 Library funds -
Group 11 Non-current tangible assets of low cost -
Group 12 Temporary (denotified) facilities 5
Group 13 Natural Resources -
Group 14 Returnable packaging (reusable containers) 6
Group 15 Items of renting (rent objects) 5
Group 16 Long-term biological assets 7
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The structure of fixed assets is defined as the ratio of different groups of fixed assets
in their total amount. It reflects the technical armament of the enterprise and the efficiency
of capital investments. The structure of the main means of production of various industries
and enterprises depends on certain factors: the type of production, the technological
features of the manufactured products, the technical level of machines and equipment, etc.

The production structure of fixed assets is one of the most important indicators of
the technical level of the enterprise (industry, national economy in general), which has a
decisive influence on the efficiency of production. The higher the share of machines,
equipment, devices, i.e. the active part of the fixed assets of production, the higher the
return on capital, i.e. the more products are produced for each unit of the value of the main
means of production.

Along with the basic assets, concept of “intangible assets” is considered. Intangible
assets include so-called imperceptible assets, which can produce profit during several
years (patents, licences, complete sets of design and technological documentation,
technological secrets (know how), trade marks, software, the lease rights, “goodwill”
(reflection of accompanying advantages of assets — a convenient location, qualified

personnel, wide experience of work, traditions, etc.).

2.3 Depreciation of fixed assets

An important quality of fixed assets is depreciation, the economic meaning of which
is the gradual transfer of the value of fixed assets to the cost prise of manufactured
products. This is done through constant depreciation deductions. Depreciation deductions
are a part of the value of fixed assets in monetary terms, which is included in the cost prise
of production. By the way, intangible assets are also subject to depreciation! Depreciation
IS subject to those fixed assets that undergo to wear and tear, i.e. lose their value over time,
for them the minimum terms of useful operation established. Land plots are not subject to

depreciation, because they do not wear out, so they do not have a fixed useful life.
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It is necessary to mention the term wear and tear of fixed assets (not to be confused
with depreciation!) While in service and storage, funds wear out and lose their value. The
economic essence of wear and tear consists in decreasing of funds value. There are two
types: 1) physical wear and tear and 2) obsolescence of funds (moral wear and tear).

1. Physical wear and tear of fixed assets — this is the gradual loss by means of labor
of their original technical and operational qualities as a result of their use in production
(the first form), as well as in a state of inactivity — under the influence of the forces of
nature (metal corrosion, weathering) (the second form). The level of physical wear and
tear of fixed assets depends on the primary quality of fixed assets; degree of their
exploitation; level of aggressiveness of the environment; level of qualification of service
personnel; timeliness of planned and preventive repairs (PPR), etc.

2. Moral wear and tear (obsolescence) of fixed assets. The essence of moral wear
and tear is the depreciation of the means of labor, the loss of value before their physical
wear and tear, before the end of their useful life.

Essentially, depreciation is needed so that we can calculate when the cost of our
fixed assets will be recouped by the products produced with the help of these fixed assets.
For example, we purchased a sewing machine (this is the fixed assets) and spent $1,000
on the purchase, installation and adjustment of this machine. How can we get these funds
back? We have to sew clothes on this machine, and we add a small fraction of the cost of
this sewing machine to the full cost price (and then to the price) of each finished product.

In Ukraine the depreciation policy in accounting is stated in the standard 7 of
accounting "Fixed assets". According to it in accounting 5 methods of depreciation are
provided:

1. Straight-line method.

2. Method of reduction of residual value.

3. Method of the accelerated reduction of residual value.

4. Accumulated (cumulative) (method of sum of serial numbers of years).

5. Unit of production method.

16



The following three methods of depreciation are most often used in Ukraine and in
the world — straight-line, accumulated (cumulative) and unit of production method.

Next, we will consider the peculiarities of calculating when using these methods:

1. With the straight-line depreciation method, the value of an asset is reduced
uniformly over each period until it reaches its liquidation (salvage) value (liquidation
value is the value of fixed assets at the time of decommissioning.). Straight line
depreciation is the most commonly used and straightforward depreciation method for
allocating the cost of a capital asset. It is calculated by simply dividing the cost of an asset,
less its liquidation value, by the useful life of the asset. So:

FA, - FA

AT 2.1)

where FA, - liquidation value of fixed assets, UAH; T — the normative lifetime of
fixed assets, periods (for example years); FAi, — the initial (balance, book) value of fixed
assets, UAH. An initial value of the fixed asset is the amount of funds spent on its
acquisition or creation. Besides that, the initial value of an asset comprises costs for its

transportation and installation (Costs:.), insurance and taxes (CostSother). SO:
FAin = Purchase price + Costs.i + CoStSother, (2.2)

2. Accumulated (cumulative) method (method of sum of serial numbers of years).
Its essence lies in the fact that most of the write-off of the value of fixed assets occurs in

the first years of its operation.
A= (FAin — FA|) : CCi, (23)

Where Cc; — is the cumulative coefficient. It shows how much of the value of the

fixed asset is depreciated in this period:

ce :Lﬂj (2.4)
=

sum

17



A; = (FA,, — FAL) * (jﬁ“), (2.5)

sum

where T — is a number of years of regulatory operation (normative lifetime of fixed
assets); T; — the number of current years of service; Tsm — IS the sum of serial numbers of
years of lifetime of fixed assets.

The cumulative coefficient can be calculated according to the following scheme:

Co_ number of remaining years of useful life
® " sum of serial numbers of years of useful life -

Example: T = 3y; FAi, = 10000 UAH

Cecy =3/ (1+2+3) =12 — Al = 10000/2 = 5000 UAH:;
Cey=2/(1+2+3)=1/3 — A 2 =10000/3 =3333 UAH;
Ccsy = 1/6 — A3 = 10000/6 = 1667 UAH.

3. Unit of production method calculates depreciation charge on the basis of actual
usage of asset. The expected total output, usually express in units produced or hours
worked, is estimated at the time of acquisition and based on the activity in the period

proportionate depreciation is calculated.
A;=Q;-Da, (2.7)

where Q; - the volume of products of i-th period; Da - depreciation rate. Here the
depreciation rate is calculated by dividing the depreciated cost by the total amount of

production that the company expects to produce using the fixed asset:
Da= (FAin —FA)/>Q, (2.8)

where > Q - the total volume of products that the company expects to produce using
the asset.
Depreciation costs per item are calculated:
Aitem = A; I Nj (2.9)
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where N; — the number of products of i-th period

The method of depreciation of fixed assets is chosen by the enterprise
independently, considering the expected method of obtaining economic benefits from its
use and is revised in case of a change in the expected method of obtaining economic

benefits from its use.

2.4 Analysis of the efficiency of use of fixed assets

The activity of the enterprise is inextricably (inseparable) linked with the
availability and use of fixed assets, which must be characterized by the appropriate
composition and structure for the implementation of the production process. To ensure the
competitiveness of the enterprise and obtain the required amount of profit, it is necessary
to carry out a constant analysis of the efficiency of the use of fixed assets and to study the
factors that affect this change. The task of analyzing the condition and efficiency of the
use of the fixed assets can be defined as follows:

a) identification of the provision of the enterprise and its structural subdivisions
with fixed assets, i.e. establishing compliance of the size, composition and technical level
of the assets with the enterprise's production program;

b) determination of the level of use of fixed assets and factors affecting it;

c) establishing the appropriate completeness of the available equipment park;

d) finding out the efficiency of equipment use in time and by productivity (power);

e) calculation of the impact of the use of fixed assets on the volume of production;

f) identification of reserves for improving the efficiency of the use of fixed assets.

2.5 Indicators of productivity of the fixed assets (use indicators)

Productivity of fixed assets largely determines the efficiency of the entire
enterprise. Indicators of productivity of fixed assets are divided into two groups: general
and partial (private).

1. General indicators serve to generalize the effectiveness of the use of all fixed
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assets. So, the following general indicators of productivity of the fixed assets use should
be calculated: capital productivity, capital intensity and fixed capital per worker.

1) The most important and applied indicator is capital productivity (fund return)
(CP). It shows how many products (in value terms) are produced by 1 unit value of the
fixed production funds. However, it is necessary to keep in mind, that this indicator

characterises the productivity of only one part of resources — the fixed assets:

~co
=C (2.10)

aa

CP

where CO — volume of commodity output, it can be equal to the revenue; Caa —

average annual value of the all fixed production assets. C.; may be defined as:

Caa:Cb_l_ZCn'Tl_ZCr'TZ
12 12

(2.11)

where C, — the value of the fixed assets at the beginning of the year (01.01); >C, —
total value of new funds. The sign £ means, that the funds can be added or removed in
several stages; 71— operating time of new fixed assets during the year (months); C, — the
value of removed fixed assets; 7> - time of inactivity of removed funds during the year
(months).

2) The capital intensity (CI) is an indicator, inverse to the capital productivity:

cl = Ca
=co = lcP, (2.12)

It shows the value of fixed assets for one hryvna of output.
3) Capital endowment (fixed capital per worker) (FC,) shows the value of fixed

assets, which falls on 1 employee. It is calculated as:

C

FC,, = —=
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where Caa - average annual value of the fixed production assets; N - the number
of manufacturing workers or all industrial-manufacturing staff.

4) Factor of updating of fixed assets (F.):

- (2.14)

In the developed countries, especially in the high technology branches, where
modern technologies are applied, this value makes up to 30%.

2. Partial indicators are used to characterize the use of certain types of machines,
equipment, production area, for example, the average production output in natural terms
per unit of equipment per shift, production output per 1m2 of production area, etc. Partial
indicators of efficiency of the fixed assets are divided into indicators of extensive and
intensive use of the fixed assets. Indicators of extensive use an estimation of the fixed
assets use in time and indicators of intensive use — the productivity per unit of time.

1) Indicator of extensive use of the fixed assets Fe:

T
F.=—%, =F. Freg (2.15)
Tp

where T3, T, — accordingly, actual and planned funds of operating time of the fixed
assets (the same meaning Fa.: and Freq—accordingly, actual and planned funds of operating
time of the basic assets (see table 2.2 below)).

This value should tend to 1. The higher Tais, the longer is the operating time of the
equipment and more production is manufactured by the enterprise.

2) Indicator of intensive use of equipment is the factor of intensity of use (F;):
F=— (2.16)
where: P, and Py — actual and maximum (passport - specified in the regulatory

documentation) productivity of the equipment.
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3) The integrated factor is defined as a product of factors of extensive and intensive

use of the fixed assets:

FI =F-F, (2.17)

4) A factor of shift-working arrangement of the equipment is frequently applied as

the indicator of extensive use. The simplest methods of its calculation is the following:

n+n,+n
sta:%' (218)
0

where, ni, Ny, N3 is a quantity of units of equipment which work during the first,
second and third shift; no — the overall number of the units of equipment, installed in the

considered subdivision.
One of the main factors that significantly affects the efficiency of the use of fixed

assets is the working time fund. There are three main types of this fund (table 2.2).

Table 2.2 — Calculation of equipment operating time funds

Funds of operating time of equipment Non-working hour
Calendar fund of time, Fcal, hours
Feal = 365 - 24 = 8760 hours
Nominal (planned, regime) fund of equipment

operating time, Freg (hom), hours. Freg = (104 + 10) - 8 - Nay;
(It depends on the operating mode of a particular | 104 — weekends during the year
enterprise). 52 weeks per year so: 52 - 2 = 104,
Freg =0ua 1L = (365 — (104 + 10)) - | - toni (52-2=104);

dwa = 365 — 104 - 10 = 251 days 10 — public holidays throughout the

dwa — working days during the year year,
| - number of shifts per day;
tsnitt - duration of one shift in hours (8, 6 hours).
3. Actual annual fund of operating time, Fact, hours. L: - percent of losses of time for
L maintenance service and repairs (3-6
Fou = I:reg 1-— %)
100 '

Lt — losses of time
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An important factor of competitive advantages is the management of the efficiency
of the use of the company's fixed assets, i.e. the ability of the company to quickly
reorganize the managerial influence, to make and implement decisions that are adaptive
to the formed economic circumstances regarding the management of the evaluation
process of the company's fixed assets. This is necessary to support the innovative activity

of the enterprise

2.6 Self-test questions:

1. Productive forces and production assets - features of the concepts.

2. Definition and composition of fixed assets of the enterprise.

3. The structure of the company's fixed assets and factors influencing it.

4. By what features are the fixed assets of the enterprise classified?

5. The essence of the concept of depreciation of fixed assets, methods of calculating
depreciation.

6. What are the types of depreciation of fixed assets?

7. What are intangible assets of the enterprise?
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Topic 3. WORKING CAPITAL

3.1 Structure of working capital

3.2 The turnover of the company's working capital
3.3 Indicators of productivity of working capital
3.4 Working capital rationing

3.5 Self-test questions

3.1 Structure of working capital
Except the fixed assets, every enterprise need working capital for production
manufacturing. The structure of working capital is presented in Figure 3.1 and described

in more detail below.

Table 3.1 — Structure of working capital

WORKING CAPITAL

Material part: Intangible part:
1) funds embodied in stocks (manufacturing stocks); 1) deffered cost;
2) work-in-progress; 2) cash;
3) finished product. 3) receivable debt (receivables)

So, from a financial point of view, working capital can be attributed to:

1) Material part:

— funds embodied in stocks (manufacturing stocks) — raw and basic materials,
purchased accessories and half-finished products, auxiliary materials, fuel, invaluable and
high-wear tools and inventory, tare and tare materials, spare parts for repairs;

— work-in-progress — work pieces, machine parts, assembly units, the items which
have not been finished in production, that is not tested and not packed. l.e. work-in-
progress is products of all levels of readiness except finished products;

— finished product — packed, tested and ready for sale.

2) Intangible part:
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— deffered cost — a part of costs for development and implementation of new items,
expenses on rationalisation and invention, work in progress of subsidiary productions,
etc.;

— cash;

— receivable debt (receivables) — debts owed to a company by its customers for
goods or services that have been delivered or used but not yet paid for,

Structure of working capital is the specific weight of their separate components. It

is different for different branches of the national economy.

3.2 The turnover of the company's working capital

Working capital — part of the production assets of the enterprise, which is
completely consumed in each technological cycle of manufacturing products and fully
transfers its value to the cost price of these products. Working capital invested in the
production of products is consumed in full and is reproduced immediately after the end of
the production cycle due to the sale of manufactured products. That is, we invested money
in materials — produced product — sold product — returned funds invested in materials
— again invested in materials — produced the product again — and so on in a circle.

Figure 3.1 depict phenomenon which has a name turnover of working capital.

Money

Finished product Manufacturing stocks

Work-in-progress

Figure 3.1 — Turnover of working capital
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These assets are not accidentally called working or circulating — they are really
always in motion. We can say that working capital (assets) work efficiently only when
they move, that is, products are manufactured, sold, new materials are purchased and
products are manufactured and then sold again.

The main point — working capital of the enterprise always moves. During the
analysis, three stages of movement are allocated. At the first stage, monetary resources,
cash (M) transform into stocks of commaodities and materials (Sy). At the second stage
commodities and materials go to production process and turn into the work in progress
(Wp), and then into finished products (P*). At the third stage, finished products P* go into
the sphere of circulation and are sold for the amount of money M?. This process can be

represented as:

M =S, —.W, —..P'=M",

As a rule, M*> M. The difference between M! and M is a profit.

3.3 Indicators of productivity of working capital (turnover indicators)

The main issue of managing the company's working capital, as in the case of fixed
assets, is increasing the efficiency of their use, that is, obtaining the maximum result with
minimal investments in working capital. Effective use of working capital is their
functioning, during which a stable state of financial resources is ensured and the highest
performance results are achieved at the lowest costs of the enterprise.

Turnover is an important indicator of the efficiency of the use of working capital.
For a better understanding of the meaning of the concept, let's understand what the
turnover of working capital is. The turnover of working capital is the process of converting
cash into physical form (raw materials and materials), passing them through the
production sphere and further converting them into cash after the sale of products.

Let's consider the main indicators that will allow us to evaluate the efficiency of the

use of working capital of the enterprise:
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1. Inventory turnover factor (factor of turnover of working capital) - shows the
number of turnovers that are carried out by working capital over a certain period of time
(year, six months, quarter, month):

_ TR

IT —E, (31)

where TR — total revenue for the period; CC, — the average value of working
(circulating) capital for the period, hrn. CCa is calculated by the formula of the average

chronological value.
CCa =>CCil 12 (4, 2), (3.2)

2. Duration of one turn-over (duration of one turn of the circulating capital):
D, =—, (3.3)

where T — duration of the planned period in days. If T is a fiscal year, then it is =
360 days, and if financial quarter, 7= 90 days, month = 30 days. This indicator is applied
for the analysis of working (circulating) capital efficiency. Its value should be as low as
possible. Circulation acceleration even for one day releases significant amount of money.
3. Loading factor of working assets (working capital utilization ratio) - determines
the amount of working capital per unit of product sold (amount of working capital in

hryvnas, which is used to create one hryvna of production manufactured):

1
R = F (3.4)

The amount of working capital released as a result of accelerating the turnover of

working capital can be calculated by the formula:

cC, =—2__.p, D
a—m‘( u~Dp) (3.5)
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4. The efficiency of working capital can also be estimated by the material

utilization rate Ru:
Ru =Wnet/CR, (3.6)

where Whpe; — finished product weight (net weight); CR — material consumption rate.

3.4 Working capital rationing

Rationing is determining the need for working capital. Working capital are divided
into rationed and unrationed. Let's go back to table 3.1 and find answers there about the
elements of working capital that should be rationed. All three groups of material part and
the first group of intangible part are rationed.

In order to determine the company's need for working capital, working capital is
being rationed. The rationing of working capital refers to the process of determining the
economical need of the enterprise for working capital, ensuring a normal production
process. It is easiest to understand the essence of this concept using the example of raw
materials. Your company manufactures products — how much raw material and material
do you need for the smooth operation of your company? So that, on the one hand, you
don't reload and increase the storage space, and on the other hand, it doesn't happen that
you suddenly run out of materials, and as a result, your equipment will be idle? For
example, you have a bakery and you bake bread. Rationing of working capital should help
you correctly calculate how much flour, yeast, sugar, salt, eggs, etc. should be in your
warehouse for normal, uninterrupted work.

But remember, not only raw materials but also other elements of working capital
are rationed. The total standard (stockpile) of the company's working capital is calculated
only in monetary terms and is determined by summing up the working capital standards

for individual elements

Wiotat = Wns + Wwip + Wfp + Wy, (37)
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where Wns — manufacturing stocks standard (stocks of raw materials), UAH; Wy, —
standard (norm) of work-in-progress, UAH; W, — the standard of stock of finished
products in the company's warehouses, UAH; Wy — the standard of deffered cost (spending
of future periods), UAH.

The norm of working capital characterises minimum stocks of commodities and
materials and is calculated, as a rule, in days of stock. Standard is the concept similar to
the norm.

1. Standard (need) for manufacturing stocks (stocks of raw materials) can be found

as follows:

Wms = -Ir-nr ) Ntotal ) (38)

Where: Cyr — consumed all material resources per period; T — duration of the
planned period in days; N — norm of stock in days (it determines for how many days

the company should be provided with working capital for this type of production stock).
Niotat = Ne + Nir + Ni + Niecn, (3.9)

where N, — the current stock rate, days (it is the main type of stock, therefore the
working capital rate in the current stock is the main determining value of the entire stock
standard in days. The size of the current stock is affected by the interval of supplies of
materials (supply cycle), as well as the volume of their consumption in production); N —
transport stock (it may be equal to the duration of transportation); N; — the insurance stock,
days (it 1s provided to prevent the consequences of supply failures. The rate of insurance
stock is can be set within 30-50% of the current reserve rate); Nich - the norm of
preparatory (technological) stock, days (preparatory (technological) stock is created in
cases where materials coming to the enterprise require additional preliminary processing

(drying, sorting, cutting, trim, etc.).

_—mr

It should be noted that this T

Is the average daily need for material Cyy gaily SO:

29



Wms - Cmrdayly ) Ntotal ) (3-10)

2. Standard (norm, need) of work-in-progress:

Cmf
Woip =15 F (3.11)

wip m a,

where Cns — manufacturing cost price of output; T — duration of the planned period
(so Cy¢ /T —average daily costs for output (by total production cost of finished goods); tn
— duration of the production manufacturing cycle; F, — product readiness factor (expenses

growth factor) — it shows the average level of product readiness at the enterprise).

3.5 Self-test questions:

1. Definition and composition of current assets of the enterprise.

2. Sources of formation of working capital of the enterprise.

3. Circulation of working capital.

4. The essence of rationing of working capital. Concepts of norm and norm.

5. Indicators of the efficiency of the use of current assets, their economic meaning
and relationship.

6. What are the directions for increasing the efficiency of the use of working

capital?
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TOPIK 4. PERSONNEL AND WORKFORCE PRODUCTIVITY

4.1 Personnel: definition and structure

4.2 Planning the number of workers of the enterprise
4.3 Workforce productivity

4.4 Self-test questions

4.1 Personnel: definition and structure

The efficiency of any enterprise depends not only on compliance with the correct
principles of production organization, but also on the knowledge, skills, competence of its
employees, their qualifications, the ability to solve non-standard tasks, discipline, labor
motivation systems, etc. Personnel (workforce, employees) — is the third necessary
component of the production process, along with fixed assets and working capital. The
efficiency of the personnel use greatly influences the results of the enterprise activity and
its competitiveness. Workforce moves the material elements of production, creates
product, value and profit. Workforce productivity (WP) is a generalized indicator of
personnel efficiency.

Personnel of the enterprise are formed and changed under the influence of internal
(nature of products, technologies and organization of production) and external factors
(demographic processes, legal and moral norms of society, the nature of the labor market).

The impact of the latter is specified in such macroeconomic parameters as: the
number of the active (able-bodied) population, the general educational level, the supply
of labor, the level of employment, and the potential reserve of labor. In turn, these
characteristics determine the quantitative and qualitative parameters of labor resources.

According to its place in manufacturing process personnel of enterprises is divided

into industrial-manufacturing personnel (IMP) and nonproduction personnel.
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Nonproduction personnel — employees, who work in non-productive subdivision of
enterprise (housing-and-municipal services, child care centres, cultural, medical and
educational institutions etc).

Industrial-manufacturing personnel (IMP — employees, who are directly or
indirectly engaged in basic and auxiliary production, in service units, commissioning
shops, etc. These categories represent more than 90% of the total number of employees at
the enterprise (or 100% in the most cases).

Depending on the functions performed, industrial-manufacturing personnel (IMP)

are divided into five categories (table 4.1).

Table 4.1 — Structure of IMP

Ne IMP % (as a whole by % (in power
industry) engineering)

1 | Workers (main + auxiliary) 80,5 71,5

2 | Engineering and technical staff (engineers,
economists, accountants, sociologists, legal advisers 13 22
etc), including administrative and management staff

3 | Employees (clerks, secretaries, printers etc) 4,0 3,5

4 | Junior service staff (couriers, cleaners) 1,5 1,5
Security ( guard)

5 | Apprentices 1,0 15
Total 100 100

1. Workers must receive secondary specialized education. Workers are divided into
the main (basic) and auxiliary. Main (basic) workers - workers that directly involved in
the manufacture of products (turners, drillers, seamstresses). Auxiliary workers - workers
that serve the basic production and promote its effective execution (equipment adjuster,
electrician, repairman).

2. Engineering and technical staff must have higher education. Engineering and
technical personnel - specialists who perform ordinary management functions, provide
technical, organizational, economic management of production processes, as well as
organize the activities of industrial and production personnel. This category includes

engineers, economists, accountants, sociologists, legal advisers, raters, technologists and
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more. Administrative and management staff must have one or two higher educations
(management and industry).

3. Technical executors (employees) - employees who prepare and execute
documents and so on (clerks, secretaries-typists, timekeepers, draftsmen, copyists,
archivists, agents, etc.). To fulfill their official duties, it is enough for them to have a
secondary specialized education.

4. Junior service staff do not require special education (cleaners, loaders).

5. Apprentices at the enterprise are persons who gain practical experience in
performing tasks and duties at the workplace of an enterprise, institution, organization
before starting independent work under the direct supervision of an experienced specialist.
An internship when applying for a job is provided for persons of certain categories. These
include: civil servants; students of higher and vocational educational institutions; some

other categories of persons provided for by law.

4.2 Planning the number of workers of the enterprise

The efficiency of economic activity directly depends on the determination and
provision of the necessary number of personnel in specific production conditions, which
will ensure the high-quality and timely performance of production tasks while observing
science-based work and rest regimes. In the market conditions of business, it is extremely
important to determine the optimal number of employees necessary for the
implementation of the production program.

Planning the number and composition of personnel is an important task of intra-
company planning, which provides for the establishment of the average composition and
attendance composition of employees in all groups and categories. All planning and
economic calculations for the number and composition of personnel are made on average
annual indicators. As can be seen from the personnel structure at the enterprise, the largest
group is workers, so we will take a closer look at planning their number at the enterprise.

The number of workers is planned using two basic methods:
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1) In accordance with labour intensity (rpymomictkicte) of the production
program (for main workers);

2) In accordance with number of work places and norms of service (for auxiliary
workers).

1. The first method is applied to define the number of workers engaged to

normalized works. In most cases these are the main workers:

=1

n .= =l
T T = (4.)

where ny wi — humber of main workers of i-th category of the given profession and

speciality; t; — Labour intensity of unit of work (operation) of i-th category (h); Qa —

quantity of units of products for period (units); i:ZmQai -t. — labour intensity of the

=)
program for the planned period in norm-hours; T — total labor intensity for period T = Q*t;
F. — effective fund of the working time of one worker (working time of one worker during
the planned year); m — quantity of categories on works of the given profession and
speciality; Fr — factor of fulfilment of time rates.

The effective fund of the working time of one worker (F.) is defined as:

L[(W)
Fe - Freg(W) {1_100% , (42)

where Freg ) — regime fund of an operating time of one worker for the period, hours
(for workers with normal working conditions (Freg w) = (365 — 104 — 11) * 8 = 2000 h),
Freg w) Can be taken h/year; for work with severe and harmful working conditions — 1836

h/year); Lyw) — percentage of planned losses of working time of workers (absences: tariff
vacation etc.) (10-12 %).
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2. The second method is usually used to estimate the number of auxiliary workers,
but sometimes the main ones. The calculation is carried out in the following sequence:

a) It is necessary to find the quantity of machine tools (number of work places)
calculated (Qnmy);

b) find the quantity of machine tools actual (Qact);

c¢) find the quantity of auxiliary workers of the given profession (na wi).

Definition of quantity of calculated units of machine tools equipment (Qm:):

_ZAa'ti _&

th B I:act ) Ff ’ " I:act ’ Ff (43)

where 4, — annual amount of production in units or quantity of units of work of i-

th category (for period); t — labour intensity of unit of work (operation) of i-th category;

F: — factor of fulfilment of time rates; T — total labor intensity; F.. — effective fund of the
working time of one units of equipment (working time of one units of equipment during
the planned year).

The actual necessary quantity of units of equipment (Qac) is calculated, considering
that the actual factor (coefficient) of equipment loading (Ke) should not exceed the value
0,85-0,95.

_Q g

act

Q
Quct = % (4.4)

K

el

Quantity of auxiliary workers of the given profession:

_ ZQact .

M Normgi

n (4.5)

where | - number of shifts per day; Normsi — norms of service of equipment by one
worker of the given profession.
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4.3 Workforce productivity

How can we assess the effectiveness of the use of personnel? Workforce
productivity is a crucial factor in improving production efficiency. The economic essence
of workforce productivity is that it expresses the relation between the amount of products
produced and the labor time spent on manufacturing them.

Workforce productivity is a generalized indicator of efficiency of the use of
personnel (labor resources) at the enterprise, which, like all efficiency indicators,
characterizes the ratio of results and costs, in this case, labor results and labor costs.
Increasing workforce productivity means getting more done with the same number of
team members. Workforce productivity can be measured in:

1) natural unit of measurement is based on accounting for work in natural terms
(tons, meters, m3, liters) for a unit of time — month, year, shift, hour;

2) labor unit of measurement consists in the calculation of labor costs spent on a
unit of production. The indicator calculated in this way is characterized by labor intensity
and is the inverse of the natural indicator;

3) valuable units of measurement — the essence is that the entire volume of
merchandise (gross) production of the enterprise, manufactured (sold) per unit of time is
accepted for calculations. It is measured in monetary units.

Workforce productivity is one of the most important indicators of overall
performance of any enterprise. It is widely applied in all countries and economy types,
though calculation procedures may be different. Workforce productivity (labour
efficiency) is the 1) quantity of production made in unit of time (better ti maximize) or 2)
time spent to produce a unit of production (better to minimize).

There are direct and inverse methods of WP definition. The direct method allows
defining of production output that is quantity of production, which is produced in a unit

of time:

WP = CO/n,, (4.6)
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where CO — volume of commodity output for the given period (in monetary or
natural units of measurement); n,, — number of workers.

Production output (productivity, WP) — the most widespread and universal
indicator of workforce productivity. Production output (productivity) is the quantity of
commodity output produced per unit of work time, by unit of equipment or by one worker,
per hour, shift, month, quarter, year.

The inverse method of WP definition allows finding amount of working time for
manufacturing of a unit of production (labour intensity of production is denoted by a letter
t). Time spent to produce a unit of production is labour intensity.

The higher WP is — the higher is economy of live and public work that is less time
required to produce a unit of output. Growth of WP means production cost reduction,
profit and profitability increase, growth of accrued taxes, tax proceeds, part of profit which
remains at the enterprise. There are hourly, daily, monthly, quarterly and annual WP. This
division of WP indicators is necessary to plan and analyze changes in workforce
productivity, depending on changes in various factors of production. Hourly WP

(production output per hour) is defined as an output of one hour of worked time:

WPh=CO/T,, 4.7)

where CO — volume of commaodity output for the given period (in monetary or
natural units of measurement); T, — quantity of hours, fulfilled during the given period.

WP is analyzed and planned at different levels of management and in all types of
economy. In the developed countries WP is constantly traced and analyzed. At planning
of WP, level and growth of WP on output and labour intensity indicators are defined.

Growth of WP is in most cases defined as an increase of output:

WPpi2)=WPp1)

AWP = WPaD)

-100% (4.8)

where WPy, — productivity in planned (next) period; WPy, — productivity in base

(previous period).
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Each enterprise is characterized by a certain level of workforce productivity, which
can grow or decline under the influence of various factors. An increase in workforce
productivity is an undoubted condition for the progress and development of production.

The growth of workforce productivity is an important indicator of the country's
economic growth. Since an increase in the social product per capita means an increase in
the level of consumption, and, consequently, in the standard of living, growth of
workforce productivity as a main part of economic growth becomes one of the main goals
of states with a market economy system.

Workforce productivity in the world. Today, the generally accepted economic
indicator characterizing workforce productivity, on the basis of which international
comparative analysis and assessment of trends are carried out, is the volume of GDP per
hour of time worked. It is believed to be more relevant for characterizing productivity than
GDP per working person. According to experts' estimates, by 2020 the leaders in this
indicator among countries will be such countries as Ireland, Latvia, Poland and Lithuania.
For example, in Ireland, labor productivity should increase by 50% between 2010 and
2020, while the national average is only 9%. The reason for this increase is obvious: the
development of the IT sector, thanks to which Ireland turned from the poorest country of
the British Isles to one of the richest.

So it is obvious that workforce productivity is an important economic indicator that
is closely related to economic growth, competitiveness and standard of living in the

economy of each country.

4.5 Self-test questions

1. Composition and structure of the company’s production personnel.

2. What factors determine the number of workers?

3. Workforce productivity and its components.

4. Labor intensity of products and its relationship with production volume.

5. Factors of workforce productivity growth, their classification.
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Topic 5. WAGES, ITS ECONOMIC CONTENT, FORMS AND SYSTEMS

5.1 General concept of wages, its functions
5.2 The concepts of minimum wages

5.3 Nominal and real wages

5.4 Wages structure.

5.5 Tariff system of remuneration

5.6 Remuneration package

5.7 Self-test questions

5.1 General concept of wages, its functions

Scottish economist A. Smith in his book “Studies on the Nature and Causes of the
Wealth of Nations” (1776) noted back in the 18th century that a person should always be
able to exist by his own labor, and his wages should at least be sufficient for his existence.
It even in most cases should slightly exceed this level; otherwise it would have been
impossible for him to support his family, and the race of these workers would have died
out after the first generation. Therefore, a worker of the lowest grade must earn at least
twice what is necessary for his personal support, so that he can raise two children.

Wage functions. Extremely important role of wages in the functioning mechanism
of the market economy is determined by the fact that it must perform the following main
functions: reproductive, stimulating, optimizing, regulatory, social, ect.

1. The reproductive function consists in providing workers and their family
members with the necessary life benefits to restore labor power spent in the production
process and reproduce generations.

2. The stimulating function of wages consists in establishing the dependence of
the amount of wages on the personal contribution of the employee and the results of the

activity of the entire team of the enterprise.
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3. Resource allocation function ensures certain proportions in the growth of the
wage level and labor productivity.

4. The regulatory function is a means of redistributing the labor force taking into
account market conditions. State bodies interested in the full functioning of the labor
market are more "inclined" to the regulatory function of wages.

5. The social function is designed to ensure equal pay for equal working conditions
and eliminate any discrimination in pay.

6. The measuring and distributive function of wages is aimed at reflecting the
measure of living labor in the distribution of consumption funds between employees and
owners of the means of production.

7. In addition to the above functions that reflect the essence of wages, a number
of others are considered, for example, the function of forming the solvent demand of the
population. Solvent demand is such a situation in the market when potential consumers
have the desire and ability to buy any goods.

Wages as a socio-economic category, on the one hand, are the main source of cash
income for workers, so its value largely characterizes the level of well-being of all
members of society. On the other hand, its proper organization will interest workers in
increasing the efficiency of production, and then has a direct impact on the pace and scale
of the country's socio-economic development. Wages are monetary remuneration for work
in accordance with its quantity and quality, as well as the legislative and regulatory
documents on remuneration and encouragement of labor.

The following organizations are engaged in compiling annual ratings of average
wages and in general determining current global trends in wages: International Labor
Organization (ILO); Organization for Economic Cooperation and Development (OECD);
Eurostat and others.

5.1.1 Terms "salary" and "wages"

The terms "salary" and "wages" are often used interchangeably because they both

describe an employee's pay. But the fact is that these two terms have certain differences
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and employers calculate and plan this pay in different ways. The essential difference
between salary and wages is that a salaried person is paid a fixed amount per pay period
and a wage earner is paid by the hour. Salary employees usually earn a specific amount
over an entire year, whereas waged employees earn by the hour or piece of work. Salaries
are an agreed amount per year and include holiday and sick day benefits. Wages suit
employers in specific industries, often those employing staff whose schedules are more
inconsistent.

Two main types of wages:

1. Time rate. A time rate means that a worker will get paid for the amount of time
they work.

2. Piece rate. A piece rate is when a company pays workers for each piece of work
they complete, regardless of how long it took.

Two main types of salary:

1. Base salary: A base salary, or base pay, is a salary agreed by both parties that
doesn't vary over time. It has a payment frequency decided by the employer, which is
usually paid monthly.

2. Variable salary: A variable salary is an annual payment that can change
depending on an employee's performance that usually includes a base salary agreed
between the two parties. However, there can be targets and incentives that, if met by the

employee, can increase the overall pay.

5.2. The concepts of minimum wages

The concept of minimum wage exists in the legislation of many countries. Minimum
wages have been defined as “the minimum amount of remuneration that an employer is
required to pay wage earners for the work performed during a given period, which cannot
be reduced by collective agreement or an individual contract”. Minimum wages can be
set by statute, decision of a competent authority, a wage board, a wage council, or by

industrial or labour courts or tribunals. The purpose of minimum wages is to protect
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employees against unduly low pay. They help ensure a just and equitable share of the
fruits of progress to all, and a minimum living wage to all who are.

Minimum wages across the world differ significantly. In 2019 Australia holds the
world record for highest nominal minimum wage with AUS$18.93 (US$14.15), beating
out Luxembourg by a cent. New Zealand’s minimum wage increase to NZ$17.70
(US$12.25), effective April 1, will elevate the country to the third global rank.

Minimum wage is the lowest remuneration that employers can legally pay their
employees — the price floor below which employees may not sell their labor. Most
countries had introduced minimum wage legislation by the end of the 20th century.
According to Wikipedia, 80% of countries in the world currently have a statutory
minimum wage. Surprisingly, these are not always the poorest countries. Thus, of the 28
EU members, there is no minimum wage in six countries. These are Austria, Denmark,
Italy, Cyprus, Finland and Sweden. It is also absent among European countries in Iceland,
Norway and Switzerland. However, this is not the result of opposition to minimum wages,
but the result of the existence of an alternative, primarily sectoral agreements between
workers and managers. For example, Switzerland has collective bargaining agreements
that provide minimum compensation for unskilled and skilled workers. In 2014, the
country even held a referendum on establishing an hourly minimum wage, but this

decision was rejected by three-quarters of those who voted.

5.3. Nominal and real wages (salary)

You may have heard statisticians or economists refer to the term "nominal wage"
and wonder what it means. These words are usually followed by the concept of “real
wages” — it creates additional questions that often confuse even more. How can person
understand if his or her wages is “nominal” or “real” and has it increased at all?

The fact is that the economy is constantly changing: the incomes of the population

can rise or fall, as well as prices by all means. In a healthy economy, price growth should
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not be faster than income growth. However, the opposite often happens. When nominal
incomes grow more slowly than inflation, the real state of the population falls.

In order to depict this phenomenon, statisticians define two important economic
indicators - nominal and real income of the population. So, wages are divided into nominal
and real. Nominal wages are the wages received by a worker in the form of money.
Therefore, nominal wages are also called money wages. Since a nominal wage is not
adjusted for inflation, it does not accurately reflect the purchasing power of your wages.
Real wages show the value of wages adjusted for inflation. Real wages are a guide to how
living standards have changed. For example, if nominal wages increased 5%, but inflation
was 5%. This would mean the purchasing power of your wages had stayed the same.

Real vs nominal explained:

~ Nominal values are the current monetary values.

- Real values are adjusted for inflation and show prices/wages at constant prices.

- Real values give a better guide to what you can actually buy and the
opportunity costs you face.

Example of real vs nominal:

- If you receive an 8% increase in your wages from £100 to £108, this is the
nominal increase.

- However, if inflation is 2%, then the real increase in wages is (8-2%) 6%.

~ The real wage is a better guide to how your living standards changes. It shows
what you are actually able to buy with the extra increase in wages.

— If wages increased 8%, but inflation was also 8%, the real increase in wages
would be 0% — in effect, despite the monetary increase in wages of 8%, the amount of
goods and services you could buy would be the same.

Real wages can be defined as the amount of goods and services that worker
purchases from his/her nominal wages. So real wages characterize the purchasing power
of nominal wages under the influence of changes in consumer prices for goods and

services and the level of taxes and mandatory payments. The real wage index is calculated
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by dividing the index of accrued nominal wages (excluding personal income tax and
military service) by the consumer price index (inflation index). The inflation index, or
what is also the same, the consumer price index is an indicator that characterizes changes
in the general level of prices for goods and services purchased by the population.

Real wages rise if:

— nominal wages are rising, but prices are standing still;

— the nominal wage remains the same, but the price level falls;

— the growth of nominal wages faster than the rise in the price level;

— nominal wages fall more slowly than prices fall.

Real wages fall if:

— nominal wages fall and prices stay the same;

— nominal wages remain the same, but prices rise;

— the growth of nominal wages is slower than the growth of prices;

— the decline in nominal wages is faster than the fall in prices.

Nominal wages can increase indefinitely, but if their growth is not confirmed by
the growth of workforce (labor productivity), then prices will simply catch up with it. It
is the growth of real wages that reflects the fact that workers and enterprises become more

efficient, earn more, spend more, invest more - all this contributes to economic growth.

5.4 Wages structure

The main document in Ukraine that regulates the organization of labor
remuneration at the enterprise is the Law of Ukraine "On Remuneration of Labor",
according to which the basic positions of labor remuneration, the amount and features of
calculating the minimum wage are determined. In addition to the state ones, there are other
restrictions on wages, which are stipulated in collective agreements.

According to the Law of Ukraine "On Remuneration of Labor", wages (salary) must
have the following structure:

1) basic wages (salary);
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2) additional wages (salary) (afterpayments and bonuses that are regular);

3) other incentive and compensation payments (they are irregular).

Now let's look at these components in more details.

1) basic wages are reward for the work performed in accordance with the
established labor standards (standards of time, output, job duties). It is established in the
form of tariff rates (salaries) and piece rates for workers and official salaries for
employees;

2) additional wages are reward for work beyond the established norms, for work
successes and special working conditions. It includes additional payments, allowances,
guarantees and compensatory payments provided for by current legislation, bonuses

related to the performance of production tasks and functions of a systematic nature;

3) other incentive and compensatory payments — reward based on the results of
work for the year, bonuses under special systems, compensatory payments that are not
provided for by acts of current legislation or are carried out in excess of established norms.

For example, consider the salary of a university teacher and look the structure of it:
1) the monthly official salary of a teacher according to the legislation is the basic salary;
2) systematic monthly allowances, for example, for years of service (for seniority), are
additional salary; 3) non-systematic bonuses, such as, for example, a bonus on the
occasion of the anniversary of the department, or the anniversary of the university or on

another occasion, these are other incentive and compensation payments.

5.5 Tariff system of remuneration

Commercial enterprises themselves can set the rules for calculating the wages of
their employees in compliance with the current labor legislation. However, no one here
will invent something new and already existing forms and systems of labor payment are
reproduced. The basic system of remuneration at enterprises in Ukraine is the tariff
system. Tariff system is used to differentiate the wages of personnel depending on their

qualifications, responsibilities, working conditions (i.e. its harmfulness, severity,
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intensity, noise level, etc.), its quantity and results. With the help of the tariff system,
ratios are established between low and highly paid categories of personnel.

The tariff system reflects the division of personnel according to professions,
specialties and qualifications.

Profession characterizes the labor activity and employment of the employee in
accordance with the training received by him, the acquired theoretical knowledge and
practical skills (for example, turner, locksmith, miner).

Specialty reflects the intraprofessional division of labor. This concept is already
compared with the concept of "profession” (for example, carousel turner, plumber,
equipment repairman). Consequently, the specialty requires deeper knowledge and the
acquisition of practical skills in a narrower range of work. Qualification — a set of
production knowledge, skills, certain practical skills.

Tariff system contains the following basic elements: hour tariff rates, tariff grids;
directories of tariff qualifications.

The tariff grid, as an important element of the tariff system, serves to determine the
ratio in the remuneration of workers who perform work of different complexity. It
contains a certain number of categories and their corresponding tariff factors
(coefficients). The tariff category reflects the level of qualification of the worker, i.e. a
worker with a higher qualification has a higher category of the tariff grid. Tariff factors
show how many times the wage of each category of skilled workers is higher than the

wage of a worker of the 1st category (table 5.1).

Table 5.1 — Tariff grid in engineering

The wage category 1 2 3 4 5 6 7 8
Tariff factor (TF) 1 1,12 1,35 1,56 1,71 2 2,2 2,4

If the average category of works is not an integer, its tariff factor is defined by the

method of interpolation:

TR, =TFi+j(TFu—TF) (5.1)
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where j — fractional part of the wage category.
Hour tariff of the first category, Th;, hrn/h:

W 120 %
168 (5.2)

Th, =

where Wi, — minimum salary per month; 168 — average number of working hours
per month.

Based on the tariff grid and hour tariff of the first category, the hour tariff rates of
each subsequent category are calculated. Thus, it is the basis for calculating the wages of
workers, a ready-made basis on which calculations should be based.

Now let's review an example of calculating the average tariff factor, using the table
5.1:

TF;=TFi+j - (TF i1 —TF), (5.2)

TF52=TF5+02 - (TF6-TF5)=1,71+0,2x(2-1,71) =1,768

This will help us calculate the hourly tariff rate of category 5.2:

Ths,=Thi*TFs, = 48*1.768

Note that a particular worker can only have an integer wage category (3, 5, etc.),
but if, for example, a team of turners from several people works, then the average for the
team can be non-integer wage category!

In the framework of the tariff system of remuneration, two main forms are
distinguished: time-based (hourly) and piece-rate.

Time-based form of remuneration is used in the case when the number of hours
worked is used as a measure of the results of labor (for example, a turner of the 5th
category worked 185 hours per month, where his wages will be equal to 185 * Ths.

The time-based form has the 2 systems:

1. The direct time-based wages (Wt) is calculated by the formula

WtZTactThl TFl (53)
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where Te— time actually worked during the month (h).

2. Time-based bonus wages (Wt-b) is calculated:
Wt-bon = Wt + Bonus. (5.4)

The employee receives a bonus if output is better than expected when comparing
the time planned with the time actual.

Piece-rate form of remuneration is used when the quantity of manufactured
products is used as a measure of labor results. It is also necessary to know how much a
worker receives for one manufactured product. For example, a seamstress sewed 300
products in a month, and for each product she receives UAH 57/piece, then her monthly
salary will be 300*57 = 17100 UAH = 420 USD/h).

The piece-rate form has the following 3 systems:

1. Direct piece-rate wages (Wp) is calculated by the formula:

Wp = ZR' * Nacti y (56)

where R; — rate paid per unit of production (piecework rate) (UAH/unit); Nact; —
number of units completed in the pay period.

Rate paid per unit of production:

R = (tmin)/60) - Tha - TF; (5.7)
where tmin) — labor intensity (in minutes).
2. Piece-rate bonus wages (Wp-b) is calculated:

Wp-b = Wp + Bonuses, (5.8)

When the focus is on quantity, the quality of output may suffer. Bonuses for high
quality is especially useful in this case. Bonus for overfulfillment of the plan can also be

paid as well as bonuses for other criteria.
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3. Piece-rate progressive wages (Wp-p) — type of piece-rate wages, in which
products manufactured within the plan are paid at the usual piecework rate, and above the
plan - at higher rates. Here the rate is progressing, i.e. increasing.

Piece-rate progressive wages is calculated by the formula:
Wp-p= Npl R+ Nl : Rincl + N2 ) RincZ; (59)

where Ny — products manufactured within the plan; N; and N, — products
manufactured above the plan (attention, Nact = Npi + N1 + N2); Rine1,2 — increased rate paid

per unit of production.

5.6 Remuneration package

Remuneration refers to overall monetary and non-monetary compensation that
employees or independent contractors receive for providing services to an organization or
company. The employment contract breaks it down into the base salary, bonuses,
incentives, overtime payments, commissions, vacations, etc.

In respectable organizations, remuneration for work is not only a monetary reward,
but there is such a concept as a remuneration package, in Ukraine it is called a social
package. For example, imagine a specialist looking for a job and he or she has two options
in front: Company One is offering an 80,000 (per year) salary, as well as the mandatory
holiday leave, pension, statutory sick pay, and maternity/paternity benefits. Company
Two is offering a 70,000 salary and the mandatory benefits. But they’re also offering an
attractive remuneration package that includes childcare vouchers, flexible work hours,
extended annual leave, a subsidized gym membership, and more. For the majority of UK
workers, Company Two wins their skills and expertise. This is especially true for
Millennial workers —40% of whom say a benefits package (AKA a remuneration
package) is more important to them than a basic salary.

In simple terms, a remuneration package is the group of benefits that an employee

receives when they work for a company. This package goes beyond your average salary
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and includes things like non-cash benefits and flexible work hours. Remuneration
packages are typically negotiated during the hiring process. At most companies, they’re
also reviewed during the employee’s annual evaluation or when an employee is promoted.

The remuneration package consists of financial and non-financial perks that a full-
time or independent worker gets for their work. It is the precondition of employment and
acts as a motivation for employees who desire fair compensation. Companies develop
a remuneration policy to reward and motivate their staff to be better and more productive.

There are two types of remuneration: direct (fixed) and indirect (variable).

Direct compensation includes a variety of different types of pay: salary: fixed
amount of compensation, usually paid on a monthly or biweekly basis; wages:
compensation employees earn based on the number of hours that an employee works and
paid on a weekly, biweekly or monthly basis; commission: payment made based on
employee performance and designed to encourage maximum performance and
productivity; bonuses: payment awarded to employees in addition to their base pay and
usually intended to encourage the best possible performance

Indirect compensation includes both cash and non-cash incentives, such as health
and life insurance, paid time off, retirement contributions, use of a company car, equity-
based programs, sick leave, profit-sharing, gym reimbursement, transit allowances,
flexible working hours or the option to work from home. A strong remuneration package

can make a business more attractive to skilled candidates.

5.7 Self-test questions

1. The essence of the concept of "salary" and its functions.

2. Salary structure.

3. Principles of wage organization in Ukraine.

4. What do the terms "Tariff grid”, "Tariff rates” mean and what are they used for?
6. Peculiarities of calculating wages for hourly and piecework forms.

7. What is the essence of the remuneration package?
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Topic 6. COSTS AND COST PRICE OF PRODUCTION

6.1 Concept and classification of costs

6.2 Cost price of the enterprise's products

6.3 Classification of costs according to their dynamics (by response to the changes
in production volumes)

6.4 Break-Even Analysis

6.5 Self-test questions

6.1 Concept and classification of costs

Any enterprise, starting a production process or deciding on its expansion, must be
sure of its profitability. Comparison of costs and results of activity allows to assess the
efficiency of the enterprise. Without such a comparison, irreparable errors arise when
choosing the economic policy of the enterprise, making important management decisions,
choosing the types of business activity, determining the optimal volumes and structure of
output (works, services), as well as prices for products (works, services).

The main financial result of the enterprise is profit, which is the basis and source of
funds for its further development. Profit can be increased by increasing production
volumes or prices for products (work, service) produced. However, this is not always
possible and advisable. Therefore, in the system of enterprise development in the
conditions of significant economic restrictions, the increase in financial results is directly
related to the decrease in costs.

Costs are the amount of consumed production factors (material, financial, labor
resources) necessary for the enterprise to carry out economic activities aimed at obtaining
profit and maximizing the well-being of the owners in monetary terms.

Enterprise costs are expressed in monetary terms volume of all consumed

production factors: material, energy and labor resources for the production and sale of one
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or another type of product (works, services) or any other type of operational activity of
the enterprise.

All costs of the enterprise can be broadly divided into two blocks: 1) current
expenses, which are associated with the solution of such tasks as the purchase of materials
(including raw materials), maintenance of material and technical base, etc; 2) long-term —
associated with solving the strategic tasks of the enterprise, such as construction, etc.

Enterprise costs can be classified according to different criteria. Cost classification
IS necessary to determine the cost of products and, accordingly, pricing; to determine the
cost of production, that is, local costs. Of great importance is the classification of costs in
their management and, above all, for the calculation of the cost of production for various
management needs. Successful cost management, their analysis and accounting
completely depend on the classification of costs. The basis of the classification of costs is
the principle — different costs for different purposes — the classification of costs is very
diverse and takes place in different sections, according to different sources and objects,

depending on the needs of the enterprise or other needs.

6.2 Cost price of the enterprise’s products

Enterprise's costs are included into the cost price of production. Cost price as an
economic category is the sum of all costs for the production and sale of products,
expressed in monetary terms.

To control the use of material, labour and other resources, costs must be grouped
according to certain characteristics. In economic terms, costs are grouped:

— by economic elements;

— by costing items.

1. The economic element of costs — a set of economically homogeneous costs. The
normative document that provides for the grouping of expenses by economic elements is
the Regulation (Standard) of accounting 16 “Expenses”. All costs that make up the cost

price are grouped in connection with their economic content. Accounting Regulation
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(Standard) 16 provides for the classification (grouping) of expenses according to the
following economic elements: 1) material costs; 2) costs for wages; 3) deductions on
social needs (Single social contribution); 4) depreciation; 5) other operational costs.

2. The essence of the classification of costs by costing items is that the costs are
grouped according to the principle of commonality of their production purpose, on the
basis of a close degree of connection with the manufacturing process. According to this
classification, the place of occurrence of costs is important.

Calculating the full cost price of products (works, services) is a set of techniques
and methods that ensure the calculation in monetary terms of the full cost price of a unit
of individual types of products (works, services) produced by the enterprise in terms of
cost items. On the basis of costing, the cost price of production is determined, which, in
turn, can be different: planned cost price; normative cost price — the one that ideally should
be at the enterprise, if all standards were met; actual (reported) cost price.

Full cost price is a monetary expression of all costs of the enterprise for production
and sales of products, as well as administrative costs. When calculating the cost by costing
items, usually all calculations are tabulated. Below is an example of such calculation in
the table 6.1.

According to acting standard documents the full cost price of an item (Cy) includes:

Ct = Cpt + Cagm + Cs, (61)

where Crt — manufacturing cost price (costs for production), hrn.; Cagm — administrative
expenses, hrn.; Cs — sales costs, hrn.

In turn the manufacturing cost price is defined as:
Cmf = Cm + C()m + Cpa + Cfe + Wb + Wa + SSCn + Cmo + CW + WL + Co y (62)

where C, — material costs; Com — semi-finished products of own manufacturing; Cpa
— expenses for purchased components and semi-finished products; C — expenses for fuel

and energy; W, — the basic wages; W, — the additional wages; SSC — single social
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contribution; Cn, — costs for equipment maintenance and operation; C, — whole-
manufacturing expenses; WL — losses from wastes; C, — other expenses.

It means: C; = Cm + Com + Cpa + Cfe + Wb + Wa + SSCn + Cmo + Cw + WL
+ Co + Cygm + Cs.

The full cost price is the sum of expenses for manufacturing and sales of a unit of
production of the given type.

When calculating costs at enterprises, as a rule, the following calculations are made:

1. Costs of basic materials (Cr,) and semi-finished products of own manufacturing

(Com) are defined under the formulas:

1=m

C,=K;-3N,-P—RW, (6.3)

I
i=1

Com = f Nahi 'Cnpi ' (64)

i=1

where K, — factor considering transport and loading-unloading costs for materials
(K:=1,01-1,1); N,; — norm of application of a material (material consumption rate) of i-th
kind per unit of production (in the accepted units of measure); P; — the price of unit of i-
th kind of a material, hrn.; RW — cost of a returnable wastes, hrn.; m — quantity of kinds
of the basic materials; Npni — norm of application of semi-finished products of own
manufacturing of i-th kind per unit of production; C,, — the manufacturing cost price of a
unit of i-th kind of semi-finished products of own manufacturing, hrn.; m — quantity of
kinds of semi-finished products of own manufacturing.

2. Costs of purchased components and semi-finished products (Cp,). Calculations

of these expenses is executed under the formula:

=}

j=

where Kt — the factor considering transport costs for purchased components (K, =

1,05-1,1); Py;—unit price of j-th kind of the the purchased components, hrn.; N,; — quantity
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of the purchased components of j-th kind for unit of production; n — quantity of kinds of
purchased components for unit of production

3. The costing item "Fuel and energy for technological purposes™ includes costs
for all types of fuel and energy (both received from third-party enterprises and
organizations and produced by the enterprise itself), which are directly used in the
production process, for example, fuel for heating, electricity for lighting, fuel for cars, etc.

4. Costs for basic wages (Wb). The basic wages are defined as:
Wp = Wy + A, (6.6)

where Wy — direct wages of basic industrial workers, hrn.; A — afterpayments to
direct wages, hrn.

The direct wages for one product is calculated by the formula:

i=m
W, = leThl *TF, *t, 6.7)
iz

where Thy — hour tariff of the first category (the base of calculation is the minimum
wage in the billing period); TF, — tariff factor of average category of i-th kind of works; t;
— labor intensity of i-th kind of works for a unit of production; m — number of kinds of
works.

5. Additional wages (W,). The additional wages of manufacturing workers are
taken proportionally to the sum of the basic wages.

6. Single social contribution (SSC). The single social contribution is a
consolidated insurance contribution in Ukraine, which is collected in the system of
compulsory state insurance on a mandatory basis and on a regular basis. The single social
contribution is paid by employers, private entrepreneurs, and self-employed citizens. The
single social contribution rate is established at 22%. However, the maximum taxable
amount of the single social contribution shall not exceed 15 minimal wages.

The sum of these costs forms the manufacturing cost, and by adding sales and
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administrative costs, we get the full cost price.

7. Costs for equipment maintenance and operation may include costs for:

— functional supervision and maintenance of technical equipment,

— restoration and repair of structural elements, road surface, painting of technical
equipment,

— emergency actions, such as fixing any components that have loosened by
adjusting the wrong position.

8. Whole-manufacturing expenses may include expenses for the organization of
production and management of shops, divisions, branches, teams and other divisions of
the main and auxiliary production.

9. Losses from wastes.

10. Other expenses may include all other production costs that were not included in
the previous cost items.

11. Administrative expenses include expenses for managing the enterprise: general
corporate expenses (organizational expenses, expenses for conducting annual meetings,
representative expenses, etc.); expenses for business trips and maintenance of the
enterprise's management apparatus and other administrative personnel; expenses for
maintenance of fixed assets and non-current assets of administrative purpose (operating
lease, property insurance, depreciation, repair, heating, lighting, water supply, drainage,
security, etc.); fees for professional services (legal, auditing, property valuation, etc.);
communication costs (postal, telegraphic, telephone, telex, fax, etc.); expenses for the
resolution of legal disputes; taxes, fees and other mandatory payments provided by law
(except for taxes, fees and mandatory payments that are included in the production cost
of products, works, services); fees for settlement and cash service and other bank services;
other costs of administrative purpose.

12. Sales costs include costs related to the sale of products (goods, works, services):
costs of packaging materials for canning finished products in warehouses; costs for the

repair of containers for product storage; wages and commissions to sellers, sales agents
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and employees of sales units; expenses for advertising and market research (marketing);
costs for pre-sale preparation of goods; travel expenses of employees engaged in sales;
costs of maintaining non-current assets related to the sale of products, goods, works,
services (operating lease, insurance, depreciation, repair, heating, lighting, security); costs
for transportation, transshipment and insurance of finished products (goods), transport
forwarding and other services; costs for warranty repair and warranty service; other
expenses related to the sale of products, goods, works, services.

Further, the enterprise calculates the full cost price, profit and wholesale price.

The wholesale price is the sum of a given product’s cost price plus the
manufacturer’s profit margin. When calculating the cost of costing items, all calculations
are tabulated. Below is an example in the table 6.1.

Next, VAT (more information below) and the enterprise's selling price are
calculated. Value-added tax in Ukraine and in the world. The value-added tax (VAT) in
Ukraine rate is 20%. For pharmaceutical products, the VAT rate is 7%.

Table 6.1 — Calculations of the full cost price and price of the item by costing items

Costing items Amount of expenses, hrn/unit

. Basic materials, Cn,

. Half-finished products of own manufacturing, Com

. Fuel and energy, Cte

. Basic wages, Wy

. Additional wages, Wa

. Single social contribution (22% W), SSC

. Costs for equipment maintenance and operation, Cmo

O INO|O|BR|WINF-

. Whole-manufacturing expenses, Cw

9. Losses from wastes (% > 1+.....+8) (from the amount of
previous expenses)

10. Other expenses (% > 1+.....+9), (from the amount of previous
expenses)

11. Administrative expenses (% Cmuf), Cadm

12. Sales costs (% Cnf), Cs

Full cost price (Cy)

Profit of manufacturer, Prof

Wholesale price, Pw

Value-added tax, VAT

Transfer price of the enterprise, Pt
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It should be noted that 0% VAT rate is applied to export of goods in the customs
regime from the territory of Ukraine. The taxpayer is obliged to register as a VAT payer
if the aggregate value of supplied goods or services exceeds UAH 1 million for the last 12

months.

6.3 Classification of costs according to their dynamics (by response to the
changes in production volumes)

To justify the company's commercial strategy, it is important to classify costs
according to the degree of their dependence on production volumes into fixed and variable
costs. Fixed and variable costs are the difference in the classification of an enterprise's
costs as static or fluctuating when there is a change in activity and sales volume.

1. Fixed costs (FC) — costs, the volume of which at the moment does not directly
depend on the size and structure of production. Examples are fees for premises, costs for
building maintenance, costs for training and retraining of personnel, deductions to the
repair fund, depreciation of fixed assets. Such costs may increase over time, but they
remain constant over a period of time (for example, rent for a year). The term "fixed"
indicates, that costs do not change automatically with changes in production. Fixed costs
can change for another reason, for example, as a result of any management decision.

2. Variable costs (VC) — costs, the total volume of which at the moment of time is
directly dependent on the volume of production and sales of the company's products.
Variable costs are, for example, costs for the purchase of raw materials, wages, energy,
fuel for production purposes, costs for containers, packaging for products, etc.

Thus, the sum of fixed and variable costs forms total costs (TC).

TC =FC + VC. (6.8)

Total cost is the sum of expenses a company needs to manufacture a specific level
of output. It’s a total of fixed and variable costs, calculating which helps product managers
evaluate their overall profit margin.
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We talked about the dynamics of the behavior of fixed and variable costs on the
volume of output over a period of time. But what about the variable and fixed component
in the full cost price of a unit of output? Will it change depending on the change in the

volume of output?

6.4 Break-Even Analysis

Break-even analysis entails calculating and verifying a margin of safety for an
enterprise based on the revenues collected and associated costs. In other words, the
analysis shows how many sales it takes to recoup the cost of doing business.

Break-even analysis in economics, business, and cost accounting refers to the point
at which total costs and total revenue are equal. So break-even analysis is a financial

calculation used to determine a company’s break-even point.
BEP = FC/ (P, — VCUY, (6.8)

where FC — total Fixed Costs are costs that do not change with varying output; Py
— wholesales price per unit; VC'"*— Variable Cost per unit is the variable cost incurred to
create a unit.

The main conclusions regarding the break-even analysis are presented below.

1. Break-even analysis shows how many units of a product must be sold to cover
the fixed and variable costs of production.

2. The break-even point is considered a measure of safety margin.

3. Break-even analysis is widely used, from trading stocks and options to corporate
budgeting for various projects.

The break-even graph is built on the volume of production (not per unit!), because
it will allow us to estimate at what volume of output we will break even - that is, cover all
our costs (all fixed costs and variables for this amount of production, which is equal to the
BEP). To construct a break-even graph, we must calculate:

1) Variable costs per unit:
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VCUt = Cpy + Com + Cpa + Wp + Wy + SSC,y + 0,7*Cpyo + 0,2%Cs . (6.9)

2) Variable costs per volume of output: VC = VCU"t * A;

3) Fixed costs of output: FC = TC - VC;

3) Total cost of output: TC=Cs*Aor TC=FC + VC

4) Revenue from the sale of the volume of output (total revenue): TR = Pw * A,

Key Takeaways:

1. Break-even analysis reveals when your investment is returned dollar for dollar,
no more and no less, so that you have neither gained nor lost money on the venture.

2. Break-even analysis is a financial calculation used to determine a company’s
break-even point (BEP). In general, lower fixed costs lead to a lower break-even point.

3. Business will want to use a break-even analysis anytime it considers adding costs
— remember that a break-even analysis does not consider market demand.

4. There are two basic ways to lower your break-even point: lower costs and raise
prices.

Thus, it can be concluded that the calculation of the break-even level plays a
significant role in making management decisions at the enterprise. It is the analysis of the
break-even level (drawing a graph and finding the break-even point) that enables company
managers to analyze the necessary volumes of production to achieve the required level of

profit and profitability.

6.5 Self-test questions

1. Classification of production costs.

2. The concept and meaning of costs and cost price.

3. Grouping costs by economic elements.

4. The essence of the calculations of full cost price by costing items.
5. Types of cost.

6. What is the meaning of dividing costs into fixed and variable?

7. The essence of break-even analysis.
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Topic 7. PRICES AND PRICING OF ENTERPRISE PRODUCTS

7.1 Economic content and functions of prices
7.2 Types of prices. Retail price
7.3 Self-test questions

7.1 Economic content and functions of prices

Pricing is the process of setting prices for goods and services, the process of
developing, adopting and practical implementation of pricing decisions. There are two
fundamentally different approaches to pricing — cost and market. The cost approach to
pricing is based on the company's actual costs for the production and sale of goods. In

general, the price is calculated according to the formula:
P=Cf+ PrOﬁtnorm, (71)

where Profitnom is the normative profit.

The advantage of the cost principle is its simplicity and logic. The manufacturer is
obliged to return the money spent, which is what this approach ensures. However, this
approach ignores market conditions and problems of marketing products. The use of the
market principle involves setting a price at the so-called equilibrium level, the value of
which is determined by the supply-demand relationship and depends on various market,
often unregulated factors. Under these conditions, it is important to ensure a balance
between the market price and the price of a specific manufacturer.

In a market economy, it is difficult to overestimate the role of such an economic
category as price. Price is the basis of commodity-money relations; most economic
relationships in society are formed through it. Price is the norm for the exchange of goods
for money, but at the same time it reflects the consumer properties (utility, usefulness) of

the goods, the purchasing power of the monetary unit, the degree of rarity of the goods,
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the strength of competition in the market, the influence of the state on the market and the
behavior of economic entities on it, etc.

Prices reflecting socially necessary costs for the production and sale of products are
consistent with the requirements of the law of value (law of value is a law stipulating that
the production and exchange of goods should be carried out on the basis of their value,
that is, as an exchange of equivalents). They allow the comparison of costs and production
results, provide an equivalent exchange of products, allow the use of cost characteristics
to establish the correct economic proportions, etc.

Price — is the monetary value of a product, an important economic category that
influences both the development of a country's economy as a whole and the economy of
each individual enterprise. Price is the monetary expression of the value of a product, the
amount of money that is paid (received) for a unit_of a product or service.

The prices used in the market economy perform several basic functions: 1)

accounting and measuring, 2) distributive, 3) stimulating, 4) regulating.

7.2 Types of prices. Retail price

At its most basic, a price is the amount of money that a buyer gives to a seller in
exchange for a good or a service. When someone hands over $2.00 and receives a pound
of tomatoes, the price is straightforward observation: $2.00 a pound. When an actual,
observable transaction takes place, the price is sometimes called the traded price or the
spot price. But there are many other types of price.

All prices operating in Ukraine can be classified according to various features (there
are more than 10 classification features and several types of prices for each).

Although there is no single classification, the following types of prices are
traditionally distinguished:

— wholesale prices;

— purchase prices for agricultural producers;

— estimate prices in construction;
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— retail prices in trade;

— transport tariffs;

— tariffs for services.

The first and most important feature of price classification is the dependence on the
stage of the commodity circulation at which they are formed. Usually, mass merchandise
goes through three stages of merchandise circulation:

— manufacturing enterprise;

— an enterprise engaged in wholesale trade;

— an enterprise engaged in retail trade — sells goods to consumers.

Three types of prices correspond to these stages of merchandise circulation:

— wholesale price of the manufacturer (sale price);

— wholesale price of industry;

— retail price.

Retail price — the price of a product sold for personal consumption in small
quantities; the price of goods in retail. The retail price is the price that a customer will pay
when purchasing a product at a retail store. This is the final price that customers pay for
products they purchase. Retail prices are the prices on which trading organizations sell
production to the population. In the diagram presented in fig. 7.1 you can see all the stages
of formation of retail price and calculate it.

Full cost price, Ct Profit of | Excise duty (for | Value- Margin of | Trade
manufacturer, excisable added wholesale margin,
Prof goods), ED tax, VAT | intermediaries, | M,
(20%) M
Wholesale price of manufacturer,
Pw m)

Selling price of the enterprise without VAT, Pswithout
VAT

Selling price of the enterprise with VAT (purchase price of the
wholesale intermediary), Pswith vaT

Sale price of wholesale intermediary (purchase price of trading enterprise), Pw g

Retail price, P,

Figure 7.1 — Stages of formation of retail price
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Many tasks are solved with the help of prices. The price acts as a carrier of
information and occupies a special place in the national economy management system,
being an important tool for analysis, forecasting and planning of all economic indicators
In monetary terms.

Price functions reflect socially necessary labor costs for the production and sale of
various types of goods (works and services), their consumer properties, and at the same
time regulate the demand and supply of goods and services.

So, prices perform the following main functions:

— accounting and measuring department;

regulatory (balancing supply and demand);
— distributive (redistributive);

— contributes to the rational placement of production;
— stimulating;

— social.

7.3 Self-test questions

1. The essence of the concept of "price".

2. Basic pricing methods

3. Types of prices.

4. Pricing algorithm.

5. Retail price structure.

6. Price functions.
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Topic 8. INCOME, PROFIT AND PROFITABILITY OF ENTERPRISES

8.1 Economic essence of the enterprise's revenue and income
8.2 Profit and profitability, its types
8.3 Self-test questions

8.1 Economic essence of the enterprise’s revenue and income

In Ukraine, according to accounting, revenue is interpreted as earnings from the
sale of goods, works or services without deducting the discounts provided, the return of
previously sold goods and indirect taxes and fees (value added tax, excise duty, etc.). In
general revenue — earnings from the sale of products, the provision of services and the
performance of works, excluding value added tax and excise duties.

Sometimes income can be equal to revenue, but in general Income is a broader
concept than revenue, which summarizes all cash receipts of a business. Thus, in addition
to revenue, it may include additional receipts (HagxomkeHHs ) such as:

— lease payments from counterparties;

— Interest on bank deposits;

— proceeds from the sale of equipment and inventory;

— received dividends;

— income from financial investments, etc.

Obtaining income indicates that the company's products have found their
customers, they meet the requirements and market demand in terms of price and quality.
This creates the basis for self-financing of the enterprise, provided that the amount of
income is sufficient to cover the enterprise's costs of production and sale of products,
fulfillment of obligations and generation of net profit.

It is necessary to distinguish between the concepts of gross and net income. Gross

income is the total amount of income received by the enterprise from all types of activities
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for a certain period of time. Net income is the difference between income from the sale of

products and mandatory payments included in the price of products.

8.2 Profit and profitability, its types

The company's profitability is one of the most important indicators that reflect its
financial condition. The main result of the enterprise's activity is determined using a
number of indicators, which are divided into absolute and relative. The absolute ones
include the company's profit, which is sometimes mistakenly equated with the concept of
"Income”, and the relative ones — the company's profitability.

Profit and profitability are two terms that are often used interchangeably,
however, they are not the same. The clarification of both terms is different and those
who are able to interpret them correctly can expect to witness the financial success
of a company.

To determine whether a company is financially sound or not, business owners
and investors need to keep a track of the company’s profit from its profitability.

To keep the business afloat, you need to always ensure a smooth working
capital and cut business costs and expenses as much as possible.

The profit of an enterprise in the general sense is part of the value of the surplus
product and is an integral part of the income of the enterprise. In market conditions, profit
is the main indicator of the enterprise. In general, profit is the difference between the
wholesale prices and the full cost price of the product. Profit per 1 product (Profit;) is

defined as the wholesale price (Pw) minus the full cost price (Cf):

Profit1 = Pw-— Cfl, (81)
Profit 4r0ss = Revenue — Cf = PW*N — Cf{*N, (8.2)
Profit net = Profit gr0ss — Tax on profit (18%), (8.3)

Profitability is an integral indicator that reflects the efficiency of the enterprise,

which is aimed at obtaining profit in the short term and which indicates the quality of
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management decisions related to the financial, operational and investment activities of the
enterprise. In such a definition, it is emphasized in which cases profitability is really a
criterion of the economic efficiency of the enterprise, and it is also considered that
different indicators of profitability can testify to the effectiveness of different areas of
management's work.

Currently, complex crisis processes are observed in the economy. In such
conditions, it is extremely important to look for available reserves to increase profitability,
which would allow business entities to conduct uninterrupted activities, to carry out
simple and extended reproduction. The high cost of borrowed funds, the rapid
depreciation of the value of the national currency, the small domestic market - all these
factors contribute to increasing the relevance of the study of the aspects of managing the
profitability of the enterprise in order to ensure its effective operation.

The general level of profitability of the enterprise, which reflects the overall

efficiency of the enterprise, is calculated according to the formula
Profitability = (Profit/Cf)* 100% . (8.4)

The company is profitable if the amount of proceeds is sufficient not only to pay
production costs, but also to generate profit. Thus, profitability characterizes the
efficiency of the enterprise's work, gives an idea of the enterprise's ability to increase its
capital. Depending on the purpose of analyzing the company's activity, the following types

of profitability are distinguished.

8.3 Self-test questions

1. Interpretation of the essence of the concept of income and revenue.
2. Sources of enterprise income formation.

3. Name the factors affecting the formation of profit at the enterprise.
4. What are the main ways to increase the company's profit?

5. What is the economic meaning of the concept of profitability?
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Topic 9. ECONOMIC EFFICIENCY OF PRODUCTION AND
INNOVATIVE PROJECTS

9.1 Types and content of the concept of "economic efficiency"

9.2 System of indicators for assessing economic efficiency of production
9.3 Calculations of the efficiency of investing in innovative projects
9.3.1 Concept of cash flow, its types and calculation

9.3.2 Criteria for economic efficiency of innovative projects

9.4 Self-test questions

9.1 Types and content of the concept of ""‘economic efficiency""

Increasing production efficiency is the most important complex problem facing
every enterprise, firm, and organization. In a significant number of cases, this is a problem
of a strategic nature, which is not solved immediately, but over a long period of time,
involving more or less resources, and is solved in stages. As a rule, solving such problems
has serious positive (and not only!) consequences of various kinds. This includes, of
course, economic, as well as social, environmental, organizational and other results.
Social efficiency is mainly the number of newly created jobs, the emergence of additional
opportunities for the population, an increase in their solvency, an increase in trade
turnover and, in general, an increase in living standards and economic efficiency.
Environmental efficiency is a reduction in anthropogenic load on the environment, the
appearance of clean water bodies, soil, air, i.e. everything that significantly affects the
duration and quality of life of the population, and therefore improves living standards.

In any case, solving such problems involves the use of more or less significant funds
over long periods. Therefore, the question of economic efficiency of investment always
arises. For an operating enterprise, in terms of its innovative activities, the issues of
increasing production efficiency are also relevant and are resolved by attracting

investments during the planning period.
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Efficiency is a complex, multifaceted (has many sides) concept that characterizes
the expediency, economic and commercial success of the project under consideration.
Since there are many situations where it is necessary to determine the efficiency of
different projects, the indicators of economic efficiency in different cases will also be
different. In general, economic efficiency of production refers to a level of maximum
capacity in which all resources are being fully utilized to generate the most cost-efficient
product possible. At maximum production efficiency, an entity cannot produce any
additional units without drastically altering its production process.

Every enterprise has at least 3 comprehensive goals:

1. Production goal — produce products of the required assortment, quantity and
quality, which is able to satisfy a certain need and, therefore, have a sale.

2. Commercial goal — obtain the maximum profit.

3. Social goals — workplaces with decent conditions, wages and social services.

All these goals are closely interrelated. In fact, success in business is possible only
by combining efforts to achieve all these goals. However, the leading link of this chain, at
least in the conditions of Ukraine, currently for a number of reasons is innovative activity
in the production sphere. Only through the modernization of equipment, technologies and
manufactured products can you achieve results in all these areas. Therefore, the main
attention in this case will be paid to the assessment of economic efficiency.

When assessing economic efficiency at an industrial enterprise, the following
situations can be distinguished: assessment of the efficiency of an operating enterprise;
assessing the feasibility of investing in an innovation project; assessment of the
effectiveness of alternative technical and technological projects and solutions.

There are situations when it is difficult to assess the economic feasibility of a project
by direct calculation of economic efficiency in monetary terms. In such cases, you can
limit yourself to the calculation and analysis of cost indicators and non-economic

performance parameters, such as aesthetics, safety, etc. An example of this type of project
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could be projects for lighting and advertising installations on various office and public

buildings, etc.

9.2 System of indicators for assessing economic efficiency of production

In market conditions, the assessment of the economic efficiency of production is of
great importance for solving at least two of the most important problems facing the
managers of any enterprise — problems of tactics and strategy of enterprise development.

First, the owners and management of the enterprise must clearly know what position
the enterprise occupies on the market, its strengths and weaknesses, in order to correctly
determine the tactics of behavior in time and the development strategy in the future.
Secondly, this information is no less important for use by various financial organizations
and investors when considering the company's applications for the provision of loan or
equity capital for the implementation of various innovative projects.

Economic efficiency of production is a multifaceted concept that can be evaluated
by a system of indicators, each of which determines one or another aspect of production.
In particular, in relation to an industrial enterprise, we can talk about the evaluation of the
efficiency of the use of various production resources with the help of specific indicators
that we have already studied. This includes indicators of efficiency of use: fixed assets,
equipment, etc.; raw materials, materials and semi-finished products and working capital
in general; personnel; financial resources of production. With this approach, the problem
arises of reducing the considered indicators to generalizing one, so you can use one of the
scoring methods or other mathematical methods for obtaining integral estimates.

In practice, from the whole variety of indicators, the main ones are selected, which
are the criteria that allow one to draw a conclusion about the efficiency of production.
Currently, in accordance with current accounting standards, all these indicators are
divided into four families of financial ratios, namely: liquidity indicators; leverage

indicators (solvency); profitability indicators; indicators of efficiency of asset use.
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9.3 Calculations of the efficiency of investing in innovative projects

To maintain an enterprise in a competitive state, it is necessary to constantly update
the enterprise’s machine equipment, its technical components, improve technology,
master the production of new or modernized products, develop new markets, etc.

In other words, to ensure the competitiveness of an enterprise, it is necessary to
constantly pursue a modernization or innovation policy, which requires certain monetary
costs, time for the development and implementation of these innovations, labor resources,
etc. The most common case is the calculation of the economic efficiency of an innovative
project, which requires significant one-time investments (investments or capital
investments), and as a result, various technical, organizational or business innovations can
be obtained, the implementation of which leads to the appearance of an economic effect.

According to modern ideas, calculations of the economic efficiency of such projects
are carried out based on the following considerations:

— in the presence of several sources of investment, it is necessary to determine the
price of capital;

— calculations are carried out for the calculation period, during which the operation
of the project and the receipt of profit are expected,;

— all cost parameters of the project (investment and operational costs) must be
discounted at the discount rate taking into account the risks at the time of the project
effectiveness assessment;

The main efficiency criteria are the amount of net cash flow, the internal rate of
return (IRR) and payback period (PP).

9.3.1 Concept of cash flow, its types and calculation

The Dbasis for calculating economic efficiency is the concept of cash flow (CF),
which is generally defined as the difference in receipts and deductions as a result of the
company’s activities over a certain period of time or as general changes in cash balances

in the company’s accounts for the same period .
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When applied to investment analysis (specifically, to calculating the effectiveness
of innovative projects), cash flow is defined as the sum of net profit and so-called implicit

(not visible) income, which are depreciation charges.
CF = Profit . + Depreciation, (9.1)

where Profit . — net profit; Depreciation — depreciation charges.

All costs associated with the development and implementation of the project are
discounted at the time of calculation, the beginning of the process or the end of the
investment. Discounting is the process of bringing the value of money received or spent
in the past or future to the present moment (usually to the time of calculation). Discounting
considers the decline in the value of money in the future due to natural, normal inflation
and the risks associated with any investment and expenditure of funds. Money tends to
lose value. Due to inflation, 2000 hryvnias now is not equal to 1000 hryvnias in the future.
This must be considered in the framework of investments.

Discounting is carried out at a discount rate equal to the discount rate of capital at
the time of calculation, considering risks determined either by insurance risk or by the
current situation in the economy. Discounting refers to a technique used to determine the
present value (PV) of a future payment or a sequence of cash flows that will be received
in the future. It is an important technique in the valuation process and price estimation.

The time value of money is one of its underlying fundamentals, and it is relevant in
analyzing the present value of future cash flows. Hence it is the main variable utilized to
price a stream of future cash flows. Businesses use discounting techniques like Net Present
Value and Internal Rate of Return to estimate the profitability of potential investments.

Discounting is the process of converting value received in a future period of time
into an equivalent value received immediately. For example, a dollar received 50 years
from now may be worth less than a dollar received today (perhaps 80 cents)—and it is

discounting that measures this relative value. Discounting is carried out at a discount rate,
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which is equal to the discount rate of capital at the time of calculation, considering risks
determined either by insurance risk or by the current situation in the economy.

The Discount Factor is calculated using the compound interest formula, namely:
Discount Factor = 1/ (1 + Discount rate)t, (9.2)

where discount rate (r) equal to either the price of capital or the interest on capital
considering risks; this value is determined for each specific period of time; t — number of
the year of profit so, Discount Factor =1/ (1 + ).,

Determining the discount rate is an important task in the implementation and
justification of investment projects, as well as in the assessment of the value of intellectual
property objects. From an economic point of view, the discount rate is the rate of return
on invested capital that an investor usually receives from investments of a similar content
and level of risk. To assess the commercial efficiency of the project as a whole, foreign
experts in financial management recommend applying the commercial rate of discount,
set at the level of the cost of capital.

Since in most cases it is necessary to attract capital not from one source, but from
several (equity capital and loan capital), the cost of capital is usually formed under the
influence of the need to ensure some average level of profitability. Therefore, the weighted
average cost of capital WACC ( Weighted Average Cost of Capital ) can be defined as the
level of profitability that an investment project should bring so that it is possible to ensure
that all categories of investors receive income similar to what they could receive from
alternative investments with the same risk level.

The discount factor is most often used to determine the present value (PV) of a
series of future cash flows. The present value of a cash flow — i.e. the value of a future
cash flow discounted back to the present date — is calculated by multiplying the cash flow
for each projected year by the discount factor, which is driven by the discount rate and the

matching time period.
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Generally speaking, there are two methods to calculate the discount factor, but in
either case, the discount factor is a function of the following two variables.

1. Discount Rate — The discount rate can be thought of as representing the
percentage of return that you could have received by investing that dollar, if you had
received it today.

2. Time Period — The time period refers to the future date on which the cash flow
IS expected to be received.

The reason you would prefer to have $1 today than $1 three years from now is that
if you received the $1 three years from now, you would have missed out on a full three
years when you could have invested that $1 and ended up with more than $1 by the end
of that time. If the funds spent in previous years are brought to the present moment, then
the amount of invested funds (investments) is divided by the discount factor, and the
discounted funds will be greater than their value at the time of calculation.

If future funds (income) are discounted to the present moment, then they are
multiplied by the discount factor, i.e. the amounts given will be less than the original cost

due to inflation and risks, and the calculation formula will be:

PV = CF x Discount Factor = PV =CF x1/(I +r)t
S PV=CF/(l+r), 9.3)

So, to arrive at the present value using the first approach, the discount factor must
be multiplied by the cash flow to compute the present value (PV).

Efficiency calculations are made considering the project implementation period, i.e.
calculation period equal to the expected duration of the project. Typically, the calculation
period is taken to be 4-5 years for Ukraine, since the economic situation is unstable and
the likelihood of plans for a longer period is not high enough. In addition, in market
conditions, the market situation changes quickly and planning for a longer period has a
low degree of reliability. This, however, does not apply to large energy companies, etc.

projects whose implementation period is 10 years or more.
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9.3.2 Criteria for economic efficiency of innovative projects

In real practice, for business projects, the following performance criteria are most
often used: Net Present Value (NPV); Internal Rate of Return (IRR); Profitability Index
(P1); Payback Period (PP).

For analytical purposes, it can also be used other indicators, including various
profitability indicators. As the main, mandatory criterion for the effectiveness of projects,
the indicator of net present value or net cash flow (NPV) is used, which is the discounted
cumulative cash flow for the entire reporting period under consideration. Net present value
is used to determine whether or not an investment, project, or business will be profitable
down the line. The NPV of an investment is the sum of all future cash flows over the
investment’s lifetime, discounted to the present value.

To calculate net present value, you need to determine the cash flows for each period
of the investment or project, discount them to present value, and subtract the initial

investment from the sum of the project's discounted cash flows.

NPV =3 PV — Initial Investment. (9.4)

The NPV indicator is an absolute indicator* with all the inherent shortcomings of
such indicators. (Absolute indicators are always expressed in natural, cost or other units
of measurement. Natural units of measurement such as tons, kilograms, square, cubic and
simple meters, miles, kilometers, gallons, liters, pieces, etc. are used).

In the practice of investment analysis, many relative indicators* are used that have
different values. (Relative indicators are quantities that express quantitative relationships
between economic phenomena, which are obtained by dividing two quantities. They can
be measured as a percentage or in the form of a coefficient).

The most commonly used indicators include the fo IRR, PIl, PP, MC (Minimum

Cost, essentially coinciding with the concept of consumption price).
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The consumption price reflects the full costs of the consumer for the purchase and
operation of the product during its service life. Total costs consist of one-time and current
costs. One-time costs include the costs: for the purchase of the product (purchase price);
transportation; tax fees; assembly and adjustment. Current costs include the costs of: for
post-warranty repair; fuel and energy; components and materials consumed during the
operation of the product. For some goods (vehicles, refrigerators, etc.), current costs
exceed one-time costs. It is because of the subsequent lower current costs that the buyer
often chooses a more expensive product (with a higher purchase price).

The Internal Rate of Return (IRR) is the discount rate that makes the net present
value (NPV) of a project zero. In other words, it is the expected compound annual rate of
return that will be earned on a project or investment.

The Profitability Index (P1) is calculated as the ratio between the present value of
future expected cash flows and the initial amount invested in the project. A higher Pl
means that a project will be considered more attractive.

Payback Period measures the amount of time required to recoup the cost of an initial

investment via the discounted cash flows generated by the investment.
PP = Initial Investment/PV,,, (9.5)

where PV,, — average annual positive discounted cash flow generated by an

investment project.
PVaa = (PV1+...PA, (9.6)

where PVi, PV, — present value by years, t — years of project implementation.
Assume that $500,000 was invested in the project, and cash flows are generated

across periods as indicated in the table 9.1 below.
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Table 9.1 — Example

Period, years Investments in the Discounted cash flow | Cumulative discounted
project for the project (PV) cash flow (3 PV)

0 (2022) 500 000

1 (2023) 80 000 80 000
2 (2024) 120 000 200 000
3 145 000 345 000
4 160 000 505,000
5 170 000 675,000

Therefore, the payback period of the project will be 4 years, because the cumulative
discounted cash flow exceeding the initial investment amount of $500,000 will be reached
by the end of the 4th year and will be $505,000.

9.7 Self-test questions

1. What does the company's financial condition depend on?

2. What is the liquidity of the enterprise?

3. Define the solvency of the enterprise

4. What is the economic effect and economic efficiency of the enterprise?
5

Name the performance indicators of the enterprise.
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TOPIC 10. ENTERPRISE INVESTMENTS

10.1. Concepts and types of investments
10.2. Sources of investment financing

10.3 Self-test questions

10.1 Concepts and types of investments

In the broadest sense, investment is a way of placing capital, which should ensure
the preservation or growth of the amount of capital.

In accordance with the Law of Ukraine "On Investment Activities", investments are
all types of property and intellectual values that are invested in objects of business and
other types of activity, as a result of which a profit (income) is created or a social effect is
achieved." According to this law, the property and intellectual values invested in
entrepreneurial activity include: cash, targeted bank deposits, units, shares and other
securities; movable and immovable property (houses, buildings, equipment and other
material assets); property rights arising from copyright, experience and other intellectual
values; a set of technical, technological, commercial and other knowledge, formalized in
the form of technical documentation, skills and production experience, necessary for the
organization of one or another type of production, but not patented (“know-how"); rights
to use land, water, resources, houses, structures, equipment, as well as other property
rights; other values.

Investments in objects of entrepreneurial activity are made in various forms, they
can be classified according to certain characteristics. Investments are classified according
to the following characteristics: by investment objects; according to method of
participation in investment process; depending on form of ownership of investors; by time.

1. According to investment objects, investments are divided into financial and real
(capital). Financial investment is the investment of funds in various financial instruments:

purchase of securities, shares, bonds, parts and shares in the statutory fund of other
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enterprises, investment of money in deposit accounts in banks for interest. Real (capital)
investments are investments in tangible and intangible assets of the enterprise. They are
divided into gross and pure. Gross investment is the total amount of investment in both
simple and advanced reproduction of tangible and intangible assets of the enterprise. Pure
investment is an investment in advanced reproduction only. It is calculated as the
difference between gross investments and the size of depreciation deductions for tangible
and intangible assets of the enterprise.

2. According to the method of participation in the investment process, direct and
indirect investments are distinguished. Direct investments are characterized by the direct
participation of the investor in the selection of investment objects and the investment of
funds. They are carried out, as a rule, in the form of a loan without investment
intermediaries for the purpose of acquiring a controlling stake in the enterprise. Indirect
investments are investments made by financial intermediaries (investment funds or
investment companies).

3. Depending on the form of ownership, state, private, and foreign investors are
distinguished.

4. According to the sign of time, short-term and long-term investments are
distinguished. Short-term investments are investments for a period of up to one year.
Long-term investments are investments, respectively, for a period of more than a year.

Depending on the directions of use, the following structures of investments at the

enterprise are distinguished: reproductive, industry and technological.

10.2 Sources of investment financing

The required amount of capital investment depends on the economic situation on
the market and in the enterprise. At the same time, three options for the development of
events at the enterprise are possible: simple, extended and narrowed reproduction.

In the case of simple reproduction at the enterprise, the reproduction of fixed assets

must be carried out at the expense of depreciation deductions. Therefore, the volume of
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capital investments for the year in value terms will be equal to the amount accrued for the
same period of depreciation. With extended reproduction, the amount of additional
investments is added to the volume of capital investments that ensure simple reproduction
of fixed assets — directed to the expansion of fixed assets. In the case of narrowed
reproduction at the enterprise, it is necessary to consider options for restructuring the
technical and technological base of production. Therefore, the amount of capital
investment will depend on the investment option selected according to certain criteria.
The studies of many scientists have established a direct relationship between the
country's GDP growth rate and capital investment. At the same time, world experience
shows that for stable economic growth, gross capital investment should be at the level of
20-25% of GDP. The same indicators can be used at the micro level, that is, at the level
of a specific enterprise. At the same time, it should be remembered that net investments
should be at least 65% of gross investments. The main sources of capital investment
financing at the enterprise are: own funds; loan funds; means involved; budget allocations.
The basis for assessing the effectiveness of investment projects is the definition and
correlation of costs and results from their implementation.
The economic efficiency of real (capital) investments is determined using indicators
of general (absolute) economic efficiency and comparative (relative) economic effect.
Indicators of general economic efficiency include the efficiency ratio (Ke) and the

payback period of capital investments.

10.3 Self-test questions

1. What are investments?

2. Features of investment classification

3. What sources of investment financing do you know?
4. What is simple and advanced asset reproduction?

5. Name the indicators of investment performance evaluation.
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TOPIC 11. INNOVATIVE ACTIVITY OF THE ENTERPRISE

11.1 General characteristics of innovative processes
11.2 Scientific and technical progress, its general and priority directions

11.3 Self-test questions

11.1 General characteristics of innovative processes

The entire set of processes (phenomena) occurring at enterprises of various
branches of the national economy can be conditionally divided into two groups: 1)
traditional; 2) innovative. Traditional processes (phenomena) characterize the normal
functioning of the national economy, its branches and enterprises, and innovative ones -
the development of the latter at a qualitatively new level.

During a long period, when the economy functioned and developed mainly due to
extensive factors (the use of an ever-increasing volume of public resources - personnel,
production assets), traditional evolutionary processes dominated production. Since
extensive factors have practically exhausted themselves or become economically
unprofitable, the development and intensification of modern production should be based
mainly on new solutions in the fields of technology, engineering, organizational forms
and management methods. Development, adoption and implementation of such decisions
constitute the content of innovative processes.

In a general sense, innovative processes that take place in any complex production
and economic system are a set of progressive, qualitatively new changes that continuously
occur in time and space. The result of innovative processes are novelties, and their
introduction into economic practice is recognized as an innovation.

Innovative processes are initiated by certain branches of science, and are completed
in the field of production, contributing to progressive changes in the latter. The primary
impulses for introduction of innovations at enterprises are not only social needs and the

results of scientific research, but also the use of foreign progressive experience in the field
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of technology and production organization, modern forms of management.

11.2 Scientific and technical progress, its general and priority directions

Potential opportunities for development and production efficiency are determined
primarily by scientific and technical progress, its pace and socio-economic results. The
more purposefully and effectively the latest achievements of science and technology,
which are the primary sources of the development of productive forces, are used, the more
successfully the priority (relative to production) social tasks of society's life activities are
solved. Scientific and technical progress in the literal sense means a continuous
interdependent process of development of science and technology; in a broader
substantive sense, it is a constant process of creating new and improving applied
technologies, means of production and final products using the achievements of science.

Scientific and technical progress can also be interpreted as the process of
accumulation and practical implementation of new scientific and technical knowledge, a
complete cyclical system "science - technology - production”, covering several stages:
1) fundamental theoretical research; 2) applied research works; 3) research and
development; 4) development of technical innovations; 5) increasing the production of
new equipment to the required volume, its application (operation) within a certain time;
6) techno-economic, ecological and social obsolescence of products, their permanent
replacement with new, more efficient models. Scientific and technical progress is
characterized by evolutionary (associated with the accumulation of quantitative changes)
and revolutionary (due to jump-like qualitative changes) forms of improvement of

technological methods and means of production, final products.

11.3 Self-test questions
1. What is an innovation? What is the classification of innovations?
2. Name the priority areas of scientific and technological progress.

3. What is a scientific and technological revolution?
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TOPIC 12. RESTRUCTURING AND BANKRUPTCY OF THE
ENTERPRISE

12.1 Essence, factors and types of enterprise restructuring
12.2 Concept and essence of rehabilitation of the enterprise
12.3 Bankruptcy and liquidation of the enterprise

12.4 Self-test questions

12.1 Essence, factors and types of enterprise restructuring

Termination of the activity of a business entity is carried out by means of its
reorganization (merger, merger, division, transformation) or liquidation — by the decision
of the owner (owners) or bodies authorized by him, by the decision of other persons — the
founders of the business entity or their legal successors, and in cases, provided for by this
Code, by a court decision. Restructuring means the implementation of organizational,
economic, legal and technical measures aimed at changing the structure of the enterprise,
its management, forms of ownership, increasing competitiveness and work efficiency.

In a broad sense, restructuring involves the complexity of changes and is at the same
time a tool of enterprise management. The need for restructuring can be dictated by both
external and internal factors. External factors of enterprise restructuring can be: scientific
and technical progress; state policy; changes in the situation on markets. Internal factors
can be: need to adapt to new economic conditions; decrease in the competitiveness of the
enterprise and products; high level of costs; unsatisfactory level of management. Thus,
the restructuring of the enterprise solves two tasks: ensure the normal functioning and
restore the solvency and competitiveness on the market.

12.2 Concept and essence of rehabilitation of the enterprise
In accordance with the Law of Ukraine "On restoring the debtor's solvency or
declaring him bankrupt", the following court procedures apply to the debtor: disposal of

the debtor's property; the settlement agreement; sanitation; liquidation.
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Sanation (from Latin Sanatio — treatment, rehabilitation) is a system of measures
carried out during the bankruptcy proceedings of an enterprise, aimed at improving the
financial and economic situation of the debtor, as well as satisfying the demands of
creditors in full or in part.

At the same time as issuing a decision on rehabilitation, the arbitration court
appoints a rehabilitation manager by its decision, and the rehabilitation is carried out
without the participation of the debtor's administration. Within three months from the date
of issuing the decision on the rehabilitation of the debtor, the rehabilitation manager is
obliged to submit the debtor's rehabilitation plan to the creditors' committee for approval.

The reorganization plan must contain measures to restore the debtor's solvency, the
conditions for investors' participation, the term and sequence of debt payments, and the
terms of the investor's liability for non-fulfillment of the obligations accepted in

accordance with the reorganization plan.

12.3 Bankruptcy and liquidation of the enterprise

The concept of bankruptcy is inherent in modern market relations. It characterizes
the inability of the enterprise (organization) to satisfy the demands of creditors regarding
the payment of goods, works, and services, as well as to ensure mandatory payments to
the budget and extrabudgetary funds. The Law of Ukraine "On Bankruptcy" defines
bankruptcy as the inability of a legal entity of a business entity to meet its creditors'
demands and fulfill its obligations to the budget due to a lack of liquid assets.

Under normal business conditions, shareholders and creditors expect a reward, the
level of which depends on the degree of profitability of the firm. One of the first signs of
a move toward bankruptcy is a decline in the company's profitability below the cost of its
capital. Interest on the loan and dividends paid by the firm cease to correspond to modern
market conditions of business, and investing in such a firm becomes unprofitable.
Creditors (bond holders and others) receive certain amounts determined by credit
agreements, but the relative profitability of their investments in this company decreases,
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and due to the decline in the value of equity capital, the price of shares also falls, the risk
of non-return of funds increases, the firm has difficulties with in cash, especially if
creditors do not extend credit agreements for the next period and the firm will be forced
to pay not only interest, but also the principal amount. A liquidity crisis may arise and the
firm will enter a state of "technical insolvency”. This phenomenon can already be
considered as bankruptcy. The reasons for the bankruptcy of enterprises (organizations)
can be very diverse. Generally speaking, they can be divided into two groups: 1) externat;
2) internal.

External factors can be international and national. International factors are formed
under the influence of the dynamics of general economic indicators of the development
of leading countries, the state of the world financial system, the stability of international
trade, customs policy, the movement of international capital, etc.

It is the unjustified economic policy of the government, uncontrolled inflationary
processes, a total economic crisis, political instability of society, and the decline of
business activity in the economy that have the greatest impact on the results of enterprises,
primarily due to the imperfection of the legislative framework.

Bankruptcy can occur at each of the stages of the life cycle of a firm's competitive
advantage. Researchers name the following main factors contributing to the bankruptcy
of the firm.

12.3 Self-test questions

. Name the possible reasons for the termination of the enterprise.
. Name the factors and types of restructuring.

. What is rehabilitation of the enterprise?

. What are the measures to restore the company's solvency?

. Name the reasons for the bankruptcy of the enterprise.

. Who liquidates the enterprise?

. Sequence and order of satisfaction of creditors' demands.

co N oo o1 A W N PP

. What documents regulate the bankruptcy process?
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ESSAY TOPICS FOR INDEPENDENT STUDY

1. Optimization of the sectoral structure of Ukraine's economy.

2. Peculiarities of defining the mission and main areas of activity of enterprises of
various forms of ownership and branches of the economy.

3. Peculiarities of creation and functioning of joint ventures in international
business. Development problems of such enterprises are possible.

4. Foreign experience of centralized enterprise management.

5. Peculiarities of the formation of the personnel structure of enterprises of various
economic sectors, sizes and forms of ownership.

6. Assessment of business qualities of leaders and managers of enterprises.

7. Practical significance of fixed and current assets for conducting economic
activity.

8. Directions of intensification of reproduction and ways of better use of the
company's fixed assets.

9. Legal protection and efficiency of use of intangible resources of the enterprise.

10. Patenting and licensing of business activities and company resources.

11. Modern resource conservation policy and effectiveness of its implementation in
Ukraine.

12. Basic approaches to the economic substantiation of investment projects of
enterprises.

13. Impact of innovative processes on production. The main trends of
organizational progress.

14. Trends in the formation of national scientific and technical potential.

15. The essence, stages and logic of developing a business plan of an enterprise.

16. Development of the system of strategic planning and business planning of
enterprises.

17. Reserves for increasing labor productivity and ways of using them at the
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enterprise.

18. World experience of using labor motivation models at enterprises.

19. Formation of remuneration policy at enterprises of various forms of
ownership.

20. Graphical and analytical methods of determining the critical production
volume of enterprises.

21. Possible ways of improving the pricing of enterprise products.

22. Directions of using profit at the enterprise.

23. Dynamics of the level of profitability of enterprises of various sectors of the
economy.

24. Dynamics and ways of increasing profitability at enterprises of various
branches of the economy.

25. Economic security in the system of enterprise activity.

26. Areas of investment in the enterprise.

27. Innovative enterprises of Ukraine

28. The current state of efficiency of enterprises in Ukraine.

29. Reasons for enterprise restructuring.

30. Analysis of the bankruptcy process of enterprises in Ukraine.
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