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Key words: The purpose of the article is to review theoretical and to search for practical reserves
prime cost, production costs, ways, for reducing costs at the industrial enterprises. Industrial enterprises lead the main
reserves, factors, cost reduction sources, sector of the Ukrainian economy, but competition from Chinese manufacturers
indicators. caused by the lowest market prices does not allow further development of this

sector. Therefore, the Ukrainian industrial complex experiences difficult economic
times. The article deals with the problems of cost formation as the main factor in
the enterprise functioning and production efficiency and the main works of
scientists who have studied this problem are disclosed in the artice. The issues of
classification and different grouping of production costs of the enterprise to identify
reserves and ways of the cost reduction are investigated in the article. The main
reserves for the production costs reduction are considered. The main indicators of
the reserves for the production cost reduction and their impact on financial and
economic activity of PJSC “Zaporizhzhia Abrasive Plant” in 2014-2018 have been
analyzed. The focus is made on the certainty and the application in practice of the
more significant reserves to reduce the cost of industrial products, which will
influence the competitiveness of this type of the goods and result in its being break-
even on the market, or even better — its being cost-effective at all stages of the
production cycle. Cost reduction is the main and first task of a manager of any
enterprise. In the article the suggestions are made to reduce the prime cost of
industrial products, namely due to the following: automation and modernization of
the existing equipment; improvement of production technology for efficient use of
resources; production of innovative products in order to increase production and
sales volumes due to the reduced fixed costs; the use of economical production;
labor productivity increase etc.

HOmMYK TA BUABJEHHSA PE3EPBIB JJIA 3BHUKEHHSA COBIBAPTOCTI
HA MPOMUCJIOBUX HIIAITPUEMCTBAX

Hdyounina C. M.

3anopizbkuii HayioHanbHULl yHieepcumem
Ykpaina, 69600, m 3anopisxcorcs, eyn. Kykosecvkozo, 66

Kirouogi ciioBa: MeToro CTaTTi € PO3IJIsi]] TEOPETHYHUX 1 MOIIYK MPAKTHYHHX PE3EPBIB IS 3HIDKSHHS
co0iBapTiCTh, BUTPATH Ha BUPOOHMIITBO, co0iBapTOCTI HAa TNPOMHCIOBHX TiANPHEMCTBAX. I[IpOMHCIIOBI mignpueMcTBa
LUIAXH, pe3epBH, Gakropu, mxepena OYOJIIOIOTh OCHOBHHUH CEKTOp E€KOHOMIKM YKpaiHH, aje KOHKypeHIis 3 Ooky
3HMKEHHS CO6IBapTOCTI, MOKA3HUKH. KUTalHChKNX BUPOOHMKIB uepe3 HaitHIKYy LiHY Ha PHHKY HE J03BOJISIE PO3BHBATHCS

LBOMY CEKTOPY, TOMY TPOMHCIIOBHI KOMIDIEKC YKpaiHH (YHKIIIOHY€E B CKIIaHi
eKOHOMIUHI Yacu. Po3rsiHyTO npobnemu opmyBaHHs cO0IBapTOCTi SIK TOJIOBHOTO
YMHHKKA (QYHKIIOHYBaHHS MiANPUEMCTBA Ta e(EKTUBHOCTI BUPOOHHIITBA, OCHOBHI
Tparli BYEHHUX, SIKi JOCIIDKYBAIH L0 pobiemaTuky. Jocnipkeno knacudikanito i
pi3He yrpynyBaHHs BUTPAT Ha BUPOOHULITBO MiIPUEMCTBA JUTS BUSIBIICHHS PE3epBiB
1 NUISIXiB 3HIKEHHS c00iBapTOCTi. PO3IIsIHYTO pe3epBu 3HIKEHHS co0iBapTOCTI HA
BupoOHMNTBI. [IpoaHami3oBaHO OCHOBHI TIOKa3HMKH PE3EPBIB  3HIHKECHHS
co0iBapTOCTi BUPOOHHUIITBA Ta iX BIUIMB Ha (PiHAHCOBO-TOCTIONAPCHKY IisUTBHICTD
[pAT «3anopizekuii abpasuBHUA KoMOiHaT» 3a 2014-2018 pp. AkIleHTOBaHO Ha
BH3HAYEHOCTI Ta 3aCTOCYBaHHI Ha IMPAKTHII OLIBII BarOMHX pPe3epBiB 3HIKEHHS
co0iBapTOCTI TPOMHCIIOBOT HPOJIYKIIii, 110 CTaHe YUHHUKOM
KOHKYPEHTOCIIPOMOYKHOCTI Ha PUHKY LIbOTO BHIY TOBapy OyTH 0€330MTKOBHM, a
Kpalme — peHTa0enbHMM Ha BCIX CTafifX BHPOOHHYOTO IHKIy. 3HIDKEHHS
cobiBapTocTi — 16 OCHOBHEe 1  Haifmepiie 3aBOaHHS  MEHEMKepa
OyIp-IKOrO MiANpUEMCTBA. BHECEHO MPOMO3MIi 100 CKOPOUCHHS BHTpAT Ha
BUPOOHHUIITBI TMPOMHUCIIOBOI TMPOAYKINi, a caMe 3a paxyHOK: BIPOBADKECHHS
aBTOMATHU3aIlii, MOJIEpHi3allii iCHYI04Oro oONIaJJHaHHS; YIOCKOHAICHHS TEXHOJOTIT
BUPOOHHIITBA 3 METOI0 e(EeKTHBHOrO BHKOPUCTAHHS pECYpCiB, BHITYCKY
IHHOBAIIHOT MPOAYKIii 3 METOI0 30UIBIICHHsT 00CATIB BUPOOHUIITBA 1 peaizallii,
Yepe3 L0 CKOPOTATHCS YMOBHO MOCTiifHI BUTpaTH; BUKOPUCTAHHS OI[a/UTHBOTO
BUPOOHHUIITBA; 301IbIICHHS IPOYKTUBHOCTI Iparli Ta iH.
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Statement of the problem

Nowadays domestic industrial enterprises are facing the
problem of non-competitiveness on the world and
domestic markets. Outdated equipment, old buildings
together with obsolete technologies, unused production
capacities, endless energy tariffs increase, VAT refunding
delays, lack of investments, high credit rates, loss of the
domestic market, passive innovation activities, slow
structural reconstruction - all this characterizes the
stagnation of this complex, a high loss level, downtime
or bankruptcy. It is generally accepted that the
competitiveness of a domestic producer is a problem of
economic security of the state. Therefore, achievement of
these goals is possible only through the further
development of the state industrial enterprises.

It is well known that the end consumer pays the market
price for the quality, so the better the price is the faster the
products will be bought. Quality and price indicators are
inextricably connected with the prime cost of production.
A detailed study of the structure of cost formation reveals
reserves and ways to reduce costs.

Analysis of recent studies and publications

Cost reduction and cost management issues in
Ukraine have been studied by such scholars as:
O. I. Gomenyuk [1, p. 21-26], V. K. Gorkaviy [2, p. 79-93],
M. 1. Ishchenko [3, p. 114-23], U. V. Lavryk [4, p. 360-369],
K. V. Melnykova [5, p. 214-219], L. V. Mikhalchuk [6, p. 47-
50], A.Yu.Orlova[7, p. 119-123], I. Ya. Romankiv 8, p. 141-
147], E. M. Rudnichenko [9, p. 40-46], L. A. Svistun [10, p. 57-
62], O.M.Sinchuk [11], S.M.Spivak[12, p.78-82],
A. V. Cherep [13], I. A. Shapiro [14, p. 342-348],
M. Yudina [15].

They have studied problems such as determining the
composition of the cost structure and its classification;
production costs management, the search for reserves to
reduce production costs in modern conditions. Despite the
theoretical and practical researches of scientists, the author
of the article will discover the reserves of production costs
reduction and their impact on the production cost on the
example of an industrial enterprise.

I. A. Shapiro, K. F. Kovalchuk point out that cost
management is a necessary part of the economic work at the
enterprise, because for the purpose of the planned and
actually perfect activity of the enterprise, the reasons for the
occurrence of the target result as well as the preconditions
for making management decisions must be revealed [14].

Romankiv I. investigates the following concept: "Prime cost
describes all aspects of production activity of the economic
unit. Prime cost and cost management is an important
element of economic management. Production costs, on the
one hand, are one of the main objects of economic
management at the micro level, and on the other hand are the
important part of management accounting” [8].

According to O. I. Gomenyuk, the cost of production is a
synthetic, generic indicator that reflects all aspects of the
enterprise activity in their unity and interconnection. This
is a quantitative and qualitative indicator of production
and economic activity [1].

In  her research, OrlovaA. accepts that the
competitiveness of machine-building products in terms of
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range is a dynamic complex characteristic, which is
influenced by many factors. They are divided into those
that depend on the enterprise and those that are
independent of it. Factors that depend on the enterprise
include the level of equipment, technology and production
organization used to produce it; cost and price of products;
quality of products, service and after sales service,
marketing support of products; availability of the required
certificate of conformity, quality system certificate, image
of the enterprise [7].

But today, when Ukraine is experiencing crisis and hard
economic conditions, when the struggle not only for
foreign markets but also primarily for the domestic market
is intensifying, in such conditions the issues of relevance
of reducing the cost of production of industrial products
become especially relevant.

Thus, in their study, Melnikova K. V. and Vasilkova Y. K.
have come to the conclusion that the effect of equipment
modernization is significant for the enterprise. The
introduction of innovations will not only make a profit but
will also reduce the level of production costs in growing
products, which is much more important for the level of
competitiveness of the enterprise in general and products
in particular [5].

In her work A. V. Cherep emphasizes that production
costs of the enterprise differ. They have thousands of
names, varying in place, time, purpose and economic
content. Therefore, it is necessary for each object of study
to carry out a detailed classification and different grouping
to identify reserves and ways to reduce cost in order to
improve production efficiency and competitiveness of the
enterprise [13, p. 337].

Objectives of the article

The goal of the article is to review theoretical and to search
for practical reserves to reduce the prime cost at industrial
enterprises.

The main material of the research

Prime cost is one of the significant indicators of financial
and economic activity of an enterprise and is an integral
part of the production process. Cost management is the
most important tool for achieving high profitability and
financial independence of an enterprise.

The cost management system in an industrial enterprise
must be comprehensive, meet the requirements of
management decisions that would help reduce costs and
efficiently use the material resources.

In the process of production, an industrial enterprise incurs
many costs that have different classifications and different
groupings. In economic publications the terms such as
ways, reserves, factors and sources (Table 1) are used as
internal cost management at the enterprises for planning,
accounting, managerial decision-making in order to
reduce prime cost. In order to find reserves of the
industrial production cost reduction, let us focus on
identifying the actual cost reduction factor
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Table 1 — Grouping to identify cost reduction reserves

Technical ways

Creation of new innovative products;
rational use of resources;

[%2)
§ automation, mechanization, production modernization.
3 Organizational Organization of labor and production management improvement;
S ways certification, standardization of production and products;
2 reengineering of the business processes.
z Economic Cost management approach;
8 ways economic incentives for staff;
= increase in production volumes;
attraction of investments.
Depend on the Improved use of labor tools (improvement of production
enterprise technology, full utilization of production capabilities,
mechanization and automation of production processes)
Improvement of production, labor and management organization
" (improvement of staff qualification, scientific organization of
s Domestic labor and management, reduction of working time losses,
§ production improvement of normalization and motivation of work)
g Improvement of the use of work items (Computerization of
@ accounting of working capital movements and description of
g production losses, prevention of losses from defects,
4 improvement of normalization of material losses, saving of
o material losses)
Do not depend on Inflationary processes in macroeconomics
the enterprise Prices for consumed resources
External
Tax burden
Specialization and cooperation in a competitive environment
External, internal
Factors

Objective and subjective

Cost reduction planning methods

Enlarged It is based on the structure of the cost of production of the reporting period and the
expected change in costs for individual cost items in the planning period compared
with the reporting

Refined It is carried out by comparing the detailed planned and actual calculations for

individual products.

According to the
technical and
economic factors

Costs for 1 UAH of commodity products are determined according to the reporting year

The planned prime cost of the planned year is calculated under the conditions of the
current one

Cost reduction is planned for TEF, considering the time of innovation within the
planned year

Improvement of the technical level of the enterprise

Improvement of the organization of production and labor

Changing the volume and structure of products

The cost of the planned volume of production under the conditions of the planned
year is determined

Costs for 1 UAH of commodity production are calculated in the conditions of the
planned year

Determined planned cost reduction in %

Factors of | Increasing the technical level of production

actual Improvement of the organization of production and labor
cost Changing the volume and structure of products
reduction

Improving the use of natural resources

Sectoral and other factors

Note: Written by the author based on source [13]

The research in order to identify the actual factors that
have influenced cost reduction will be started with
improving the technical level of production, namely the
introduction of new technology, new products,
automation, mechanization, modernization of existing

production facilities, the introduction of energy-saving
technologies, environmental measures. The research is
done on the basis of actual data of PJSC “Zaporizhzhia
Abrasive Plant” activity in 2017-2018 (Table 2).
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Table 2 — Main Indicators of Actual Expenditures on the Technical Reequipment Fund (TRF) of PJSC "Zaporizhzhya

Abrasive Plant" in 2014-2018. (thousand UAH)

Absolute Relative
Indicators 2017 2018 deviation deviation
The development of new types of products 0 495,4 495
Automation, mechanization, modernization of existing
production 0 3197 3197
Introduction of energy saving technologies 7119 4225,8 -2893 -41
Environmental measures 602,3 3494 2892 480
Total: 77213 11412,2 3691 48

Note: calculated by the author based on the actual data of PJSC “Zaporizhzhya Abrasive Plant”

As can be seen from the Table 2, there is a tendency to the
increase of the company expenditures on the re-equipment
fund. In 2018 the expenditures amount has increased by
3691 thousand UAH (48%), including the development of
new products by 495 thousand UAH, automation,
modernization of existing production by 3197 thousand
UAH, but the expenditures on the introduction of energy-
saving technologies have decreased by 2893 thousand
UAH (41 %), while the cost for the environmental
protection measures have increased by 2892 thousand
UAH (4.8 times).

The increase in TRF costs is caused by the increased
production and sales volumes as well as increased revenue
and profits. For each TRF measure, an economic effect is
calculated, which is reflected in the prime cost reduction.
At the same time, transitional savings are also considered
in the following years. The savings of measures planned
to be implemented over next several years are calculated
based on the volume of work only in the reporting year,
without the initial implementation period.

Table 3 — Main Performance Indicators (TFR) of PJSC “Zaporizhzhya Abrasive Plant” in 2017-2018 (thousand UAH)

indicators Absolute Relative
2017 2018 deviation deviation
Income 1271231 1558885 287654 23
Prime Cost 993805 1186304 192499 19
Profitability, % 28% 31% 3% 13
TRF costs 77213 11412,2 3691 48
The effect of such TRF implementation, savings 14410 16210 1800 12
Expenses for TRF for 1 UAH of income, cop 0.61 0.73 0,125 21
Effect of introduction of TRF on 1 UAH of costs, cop 1.45 1.37 -0,084 -6

Note: calculated by the author based on the actual data of PJSC “Zaporizhzhya Abrasive Plant”

Having determined the expenditures on TRF it should be
defined what effect these measures have produced, to
which extend the production costs have been decreased
and the share of TRF and savings in revenue and cost
respectively should be calculated as well. Analysis of the
main indicators of the effectiveness of the TRF
implementation at PJISC "Zaporizhzhia Abrasive Plant"
during 2017-2018 are presented in Table 3. The effect of
the implementation of TRF at the enterprise in 2018 has
increased by 1800 thousand UAH (12%) compared to
2017.
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Now we should consider other factors which influence
the cost reduction. These are introduction and
development of the new products, the development of
new production, the elimination of outdated technologies
and their replacement for more modern and innovative
ones at PJSC "Zaporizhzhia Abrasive Plant" in 2014-
2018 (Table 4).

The study showed that in the period of 2014-2018 years
the highest costs for innovation at the enterprise occurred
in 2014 and reached 3010 thousand UAH. In 2015 they
decreased to 363.7 thousand UAH, resulting in their total
absence in 2016-2017. This happened due to the general
economic crisis in 2014-2015, a sharp deterioration of
the situation in the country, a complete loss of the state
influence over the economic processes.
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Table 4 — Main Indicators of Innovative Implementation at PJSC "Zaporizhzhya Abrasive Plant" in 2014-2018 (thousand
UAH)

Indicators 2014 2015 2016 2017 2018
Costs for innovation , thousand UAH 3010,1 363,7 0 0 4954
Incl. the acquisition of machinery 517,6 0 0 4954
marketing | 2492,5 363,7 0 0
own funds | 3010,1 363,7 0 0 4954
Volume of innovative products sold 387 4165,4 5900,3 26827,9
Incl. export 64,5 391 5156,9 26827,9
Total sales of products at the enterprise 581815,7 | 898133,2 | 955223,3 | 1265918 | 1559178
The share of sales of innovative products ,% 0.00% 0.04% 0.44% 0.47% 1.72%
Number of embedded new types of products 2 1 0 0 2
Incl. only new to the enterprise 2 1 0 0 2
The share of workers of the enterprise that have higher
education ,% 20 18 18.6 18.9 19,1
Absolute Deviation 2018
Indicators 2015 2016 2017 2018
Costs for innovation , thousand UAH -2515 132 495 495
incl the acquisition of machinery -22 495 495 495
marketing -2493 -364 0 0
own funds -2515 132 495 495
Volume of innovative products sold 26828 26441 22663 20928
Incl.exports 26828 26763 26437 21671
Total sales of products at the enterprise 977363 661045 603955 293260
The share of sales of innovative products ,% 0 0 0 0
Number of embedded new types of products 0 1 2 2
Incl. only new to the enterprise 0 1 2 2
The share of workers of the enterprise that has higher education , % -1 1 1 0
Relative deviation 2018 .
Indicators 2015 2016 2017 2018
Costs for innovation , thousand UAH -84 36
Incl.the acquisition of machinery -4
marketing -100 -100
own funds -84 36
Volume of innovative products sold 6832 544 355
Incl.exports 41494 6761 420
Total sales of products at the enterprise 168 74 63 23
The share of sales of innovative products ,% 3893 2095 269
Number of embedded new types of products 0 100
Incl. new only to the enterprise 0 100
The share of workers of the enterprise that have higher education ,% -4 6 3 1

Note: Prepared by the author on the basis of the actual data of PJSC "Zaporizhzhia Abrasive Plant", forms of statistic

reporting Nel-innovation "Survey of innovative activity of industrial enterprise” approved by the State Statistics
Committee of 10.11.2015 Ne319, statistic "Survey of innovative activity of enterprise” Ne INN (once for two years)
approved by the State Statistics Service of 25.11.2016 Ne225 (thousand UAH).

In 2016 the situation in the country was improved, the Byt not only the crisis has affected the reduction of costs
tension of the crisis has fallen, and since 2016 the forinnovative products, but also low skills of the company
company has begun to gradually increase production and  personnel which is acknowledged by the low share of

sales volumes. That is why we see the company’s next employees of the enterprise with higher education which
investments into innovative products in 2018 only and in 2014-2018 did not reach more than 20%.

they reached 495.4 thousand UAH only. The cost of
innovative products consists of the cost of purchasing
equipment and marketing, all investments at the
enterprise's own expense.
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Table 5 — The main technical and economic indicators of economic activity at PJSC "Zaporizhabraziv" in 2014-2018

(thousand UAH)

Indicator Unit 2017 2018 fibsote | - Relative
Product: in current prices thousand 1226178 1554379 328201 27
in comparative prices - - 1070391 1330415 260024 24
Realization - - 1271231 1563479 292248 23
including export - - 1012191 1273342 261151 26
Ukraine only - - 259040 290137 31097 12
Utilizing capacity % 45.05 51.28 6 14
The costs for production thousand 1071964 1339950 267986 25
profitability % 14,4 16 2 11
Profit from the product thousand 154214 214429 60215 39
The fund payment labor PPP - - 114318,8 163900,1 49581 43
Number in full- time equivalent people 1335 1348 13 1
The average monthly salary UAH 7136 10132 2996 42
Average monthly output UAH 56943,8 66815,9 9872 17

The most important factor in prime cost management is
the consideration of factors responsible for the technical
and economic conditions of the enterprise, that is analysis
of economic activity, the use of production capacity, the
organization of production process, the use of raw
materials, labor etc. Certain reserves to reduce costs are
laid in the normal organization of production, elimination
of overtime, use of maximum capacity. This is ensured
primarily by increasing labor productivity, that is, by
increasing it in the unit of output, its share decreases in
cost. The dependence of labor productivity, the use of
capacity on the cost of production will be examined on the
example of PJSC "Zaporizhzhia Abrasive Plant™ in 2017-
2018. (Table 4).

The main task of the analysis is to find a cost reduction
reserve by increasing production volumes. Therefore, in
2018 the commodity products at current prices were
increased by 328201 thousand UAH (27%), and at
compared prices - by 260024 thousand UAH (24%),
capacity utilization in 2018 was increased by an absolute
value of 6% (by relative value to 14%) compared to 2017,
and that is the source of cost reduction. Another source of
cost reduction is the reduction of production costs by
improving labor productivity. Thus, in 2018 the labor
productivity was increased by 9872,100 UAH (17%)
compared to 2017. Company profit in 2018 increased by
60215 thousand UAH (39%), profitability of production
increased by 2% (11%) by 2017.

With the increase of production volumes, the number of
employees involved was increased in 2018 by 13 persons

(1%), while the average wage was increased by 2996 UAH
(42%), with the wage bill increasing by 49581 thousand
UAH (43%) compared to 2017. Production costs in 2018
increased by 267986 UAH thousand (25%) compared to the
expenses in 2017. That is, the reserves to reduce the cost of
the enterprise really exist and one of these is unused
capacity which in 2018 made only 51,28% at the enterprise.
With the increase of industrial output, only variable costs
increase while the constants remain unchanged, resulting in
a lower prime cost of production.

Conclusions

The search for the cost reduction reserves can be divided
by terminology into the ways, reserves, factors and
sources of cost reduction, which in their turn are divided
into internal, external, subjective or objective, technical,
organizational and economic ones. Cost reduction
methods are planned or actual. As an example, the article
presents financial and economic activity data for the last
years at PJSC "Zaporizhzhia Abrasive Plant". It should be
noted that actual factors that reduce prime cost are
identified which correspondingly results in the profit
increase of this industrial enterprise. But there is a great
many of other reserves of the prime cost reduction that
need to be applied. Among them are such as the
introduction of innovative products to increase production
volumes and reduce the relatively constant costs per
production unit, the automation of equipment, the
restructuring of staff to increase productivity, the
introduction of lean production for the rational use of
resources, improving technological level etc.
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