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Abstract. Theoretical and methodological studies of quantitative measurement problems of the outcome eco-
nomic indicators in corporate management are examined in the article. The author’s vision of scientific explo-
ration as one of the corporate management optimization directions is offered and the basis of such direction
as profit margin calculation methodology is presented. It is also suggested to solve problems of quantitative
measurement of basic economic processes by using allocation of fixed costs in proportion to profit margin.
The methodological basis for evaluating cost-effectiveness with the help of profit margin ratio is developed by
the authors. It was revealed that fixed costs are the conditions for doing business and the functional purpose of
profit margin is the fixed costs coverage. It is proved that in case of multi-assortment production one of the most
effective corporate management approaches to cost estimation and pricing is the profit margin concept provided
in this article. One of the advantages of proposed profit margin concept is the availability of special tools reveal-
ing the resources that allow covering fixed costs and generating profit with a given level of cost-effectiveness.
The obtained results of further adoption can be applied as element of corporate management of manufacturing
companies and enterprises in conditions of multi-assortment production and changeable economic environment

1 Introduction

The quantitative measurement problems in corporate man-
agement have been studied by different economists during
decades. Great interest among scientists was aroused by
book “Economics: Principles and Policy” [1]. According
to W. J. Baumol and A. S. Blinder, the degree of dissat-
isfaction with the theory is growing among practitioners,
which does not equip us with tools for analysis and does
not lend itself to empirical testing. A similar position is
taken by H. A. Simon, a Nobel prizewinner (1978), who
underlined, that: “It would be a gross delusion to believe
that scientific research cannot be fundamental if its results
are primarily of an applied nature or if it is carried out
in response to problems raised by everyday life. The real
world is probably the most abundant of all sources of se-
rious problems requiring fundamental scientific research”
[2]. The same idea is carried out in the Nobel lecture of
M. Allais: “In my approach, I never went from theory to
facts, but, on the contrary, tried to deduce an explanatory
thread from the facts, without which they seem incompre-
hensible and useless” [3]. And R. Coase directly demands:
“What we need is an increase in empirical research" [4].

In its turn, the problem of quantitative measurement
of economic calculations was put forward in his Nobel
lecture by F. A. von Hayek and accordingly his lecture
was called “Pretence of Knowledge”. In his opinion, un-
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like the natural sciences, in economics all the circum-
stances that will determine the outcome of the process will
never be fully known or measured. Moreover, he is neg-
ative about the requirement of quantitative measurements
in economics. That’s why in his opinion, the problems
are not connected with theory, but with attempts to ap-
ply theories to a specific situation in the real world. “If
we want to protect the reputation of science and prevent
groundless claims of knowledge based on superficial sim-
ilarities with the methods of physical sciences, it is nec-
essary to direct great efforts to expose such claims, some
of which have now turned into the group interests of au-
thoritative university departments” [5]. F. A. von Hayek’s
views on the role of economic and mathematical modeling
as an instrument of economic science are of interest. Fur-
ther, F. A. von Hayek expresses his gratitude to K. Popper
for the proposed test, by means of which it is possible to
distinguish what deserves a scientific status from what is
not. According to F. A. von Hayek, many of the doctrines
that were recognized as scientific would not have passed
this test. F. A. von Hayek is a supporter of extreme liber-
alism, an opponent of any state regulation. In his opinion,
the results of research on such a complex phenomenon as
the market will never be fully known and measured. In-
deed, at the macroeconomics level, it is very difficult to
achieve quantitative measurements of economic processes,
as these studies are based on the use of the method of over-
simplification and these results are very difficult to use in
real practice.

It is necessary to emphasize that the problem of cost
allocation in profit margin formation process, as one of
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the basic problems of quantitative measurement in corpo-
rate management, is supposed to be one of the most im-
portant for manufacturing companies. Methods of costs
allocations are noticed as the most problematic in corpo-
rate management of multi-assortment production, but at
the same tame, it can be considered as the basis of profit
margin formation methodology. There is no generally ac-
cepted overall method of the cost allocation with some de-
gree of grounded justification for its effectiveness. Many
Ukrainian companies (as well as Czech Republic ones, for
example) keep in use the traditional techniques of fixed
cost allocation using wages, production volumes etc. as
the basis for allocating these costs.

According to scientific view of P. Novák and B.
Popesko: “companies are now very often lacking sophisti-
cated tool for proper identification and allocation of costs
and hence their proper factored into the price of products”
and as they summarize: “most companies, up to 70%, al-
locate their overhead costs on the basis of historical over-
head costs evolution. This situation is most striking es-
pecially in small and medium-sized companies. And a
fluctuation in capacity utilization often leads to inadequate
coverage of fixed (overhead) costs” [6]. One of the objec-
tives of their research was to find out the costing methods
used by companies in Czech Republic. In fact, many com-
panies keep in use the traditional techniques known from
1970s, as well as companies in Ukraine.

At the same time, R. Lin and Z. Chen revealed two
kinds of fixed input allocation problems: the problem of
fixed cost allocation across a set of comparable decision
making units (DMUs) and that of fixed resource alloca-
tion with sharing a common output target among DMUs.
As the result, the authors adopt the data envelopment anal-
ysis technique to build models for solving two problems
of allocating the above two kinds of fixed inputs among
all DMUs and common output target sharing problem that
is accompanied with the fixed resource allocation, respec-
tively. This method is quite specific and based on special
algorithms [7].

Considering another’s scientific view points it is nec-
essary to admit that K. Janovská, S. Vilamová, M. Piecha,
J. Kutác, R. Kozel and J. Citbajová proposed model for
allocation of overhead activity costs which focuses on the
allocation of overhead costs and calculation of assignment
rates of overhead activities, which mutually cooperate.
The model enables the objective stipulation of assignment
rates of mutually cooperating overhead activities using ex-
act economic-mathematical methods – the Leontief struc-
tural model [8]. Some studies do not pay attention to cost
allocation methods, giving general review of CVP analy-
ses and break-even calculations [9]. The practical appli-
cation of breakeven analysis in production planning and
control in different countries is presented by other authors
[10], but the problem of overheated costs as usual is out
of consideration. M. Potkanya and L. Krajcirova [11] sup-
posed to calculate break-even point of each product line
as product line revenue in total company revenue, divided
by average selling price of the product, multiplied to BEP
of Company. These calculations will carry over revenue
of certain product in the whole structure to weight of the

product line in break-even point of company. These au-
thors also suggest distributing fixed costs on the base of
variant costs, which we believe in totally wrong.

Such authors as P. T. M. Ingenbleek, R. T. Fram-
bach and T. M. M. Verhallen [12] believe that they pro-
vide insight into the relationship between pricing practices
and new product performance by difference between new
product market performance and price level as two major
outcomes of new product pricing. The authors consider
that value-informed pricing has an unjustified positive im-
pact on relative price level and market performance. The
effects of cost-informed and competition-informed pricing
may differ depending upon the objective (market perfor-
mance or higher prices), product conditions (product ad-
vantage and relative product costs), and market condition
(competitive intensity). As the result, it is suggested to
consider different factors in new product pricing: the ex-
plicit pricing objective; product advantages, relative prod-
uct costs, and competitive intensity. The regression anal-
yses was used to determine interact of variables. The re-
search was based on collected data from managers who
recently had been engaged in such a decision-making pro-
cess.

Authors group of D. De Toni, G. S. Milan,
E. B. Saciloto and F. Larentis [13] consider suggesting
and testing a theoretical model showing the impacts of
pricing policy on corporate profitability. For this purpose
150 companies of Northeast of Rio Grande do Sul State,
Brazil were under the consideration. The authors used 15
questions related to the aspects considered or not in the
price defining process. The factor analysis was made. The
data analysis became the basis of conclusions made by re-
searches. As we consider, this can not be understood as
methodology of pricing policy.

In resent article A. Farm offers a theory of pricing in
consumer markets that views cost-plus pricing and value-
based pricing in conjunction with price competition and
price leadership, including, in particular, competitive price
leadership. Various theories of pricing were given with
cost-plus pricing, value-based pricing etc. It is necessary
to notice, that “cost-plus pricing also implies, – what au-
thors agree with, – that indirect costs and normal profits
are allocated to a firm’s products in proportion to their
direct costs” and it also stated in the article, that: “the
markup is obtained by summing two ratios, namely the
ratio of indirect costs to direct costs for estimated sales,
and the ratio of normal profits to direct costs for estimated
sales” [14]. The next calculations we believe were mis-
taken because of using direct costs as a base for allocation
of indirect costs. On the other hand it is underlined that
there are many variants of cost-plus pricing depending on
the systems of cost accounting, different definitions of nor-
mal profits, and different markup techniques.

Taking into account the view point of B. Cohen and
M. Neubert, who emphasize that product-oriented pricing,
company-oriented, competition-oriented pricing should be
considered in multi-assortment production. The authors
refer to R. Luostarinen and M. Gabrielsson [15] who stud-
ied 89 companies in Finland, “these companies often by-
passed cost-informed pricing (setting a product’s price
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floor) by choosing below cost pricing for their first interna-
tional customer, and thereafter applying value-added pric-
ing based on the benefits brought to its customers” [16].
That means the company-oriented pricing (cost informed
pricing to be more precise) with its pros and contras is used
very often in lot of industries and our developments can be
useful there as well.

“In this case, it should be underlined three main sys-
tems necessary to solve company’s or enterprise’s sus-
tainability tasks connected with accumulation of potential
of success in managerial decision making. Such systems
include: strategic planning, implementation and control;
these systems are respectively responsible for the devel-
opment, implementation and revision of current strategy”
[17] and manufacturing activity of legal entity as well.
Thus, complex application of these systems in corporate
managerial decisions is one of the effective company’s
management directions in machine-building production.

Practically, view point of these authors on the eco-
nomic processes research in corporate management is ca-
pable of future gradual implementation of theory into real
life. In this article we try, through empirical research,
to consider specific problems that are encountered in real
practice and to propose methods for solving these prob-
lems. Quantitative measurements are especially difficult
in a multi-assortment manufacturing environment. Obvi-
ously, therefore, scientists try to carry out their calcula-
tions in the single-item production conditions. According
to the research, for a market economy, especially at the
present stage, characteristic feature is the rapidity of struc-
tural changes that relate to all areas of the enterprise, and
this is especially true for the problems of calculating the
prime cost, profit, cost-effectiveness and prices. These in-
dicators are mutually influenced by changes in the scale
of production, the structure of the assortment, prices, the
value of fixed and variable costs. In this situation, it is
very important to clearly define the components of this re-
lationship and which of these elements play a decisive role
in corporate decision making process.

The importance of break-even calculations distribution
of fixed costs proportionally to profit margin and the ne-
cessity of pricing on the break-even ratio basis in the frame
of corporative management is observed and grounded in
comparative calculation examples of the article. Taking
into consideration that large enterprises with comparative
management systems are interested in high volumes of
multi-assortment production and therefore in large sales
revenue we have chosen two profitably known enterprises
in our region for break-even calculations, because such in-
dicators are more evident for companies. In conditions of
multi-assortment production it is the corporations, large
enterprises that should take into account target profits,
pricing, fixed costs and cost-effectiveness since these indi-
cators cannot be calculated in isolation from output struc-
ture and scale production changes.

Before starting the specific study it is necessary to de-
fine clearly the list of problems that interfere with making
effective management decisions and, after forming the cor-
rect problem view point, the necessary decision-making
tools can be developed.

2 Methodology of researching

The goal of the research is the elaboration of methodolog-
ical decision making apparatus for corporate management
on the basis of economic-mathematical modeling that can
accumulate information on assortment structure, pricing,
fixed and variable costs and cost-effectiveness.

At most enterprises in Ukraine, fixed costs are dis-
tributed in proportion to direct wages and our break-even
calculations at a number of machine-building enterprises
showed that using the distribution of wages as a base, in
order to achieve break-even, it is necessary to increase
the production volume of unprofitable products and reduce
profitable ones, which clearly contradict common sense.
That’s why we can confirm that break-even calculations
are not carried out at Ukrainian enterprises at all.

Thus, the profit margin calculation methodology bases
on the concept of fixed costs distribution in proportion to
the profit margin is proposed to Ukrainian corporate man-
agement and uses in calculations of this research.

3 Results

3.1 Proofs of the concept of fixed costs
distribution in proportion to the profit margin

Long-term research on the examples of machine-building
enterprises led us to the conclusion that in the multi-
assortment production conditions on the way of real cal-
culations of profit, prime cost, cost-effectiveness and the
formation and adjustment of prices, there is a controver-
sial problem of fixed costs distribution between types of
products. In general, the choice of the base distribution
is subjective and, therefore, choosing the base, we set the
prime cost value in advance. Depending on the distribu-
tion base, we can get several prime cost values. Does this
mean that there can be several managerial decisions?

In Economist magazine we published an article “Do
the ends always justify the means? How to distribute con-
ditionally fixed costs” [18], where for the first time it was
proposed to distribute fixed costs in proportion to the profit
margin. What considerations did we proceed when justify-
ing this method from? Margin theory underlines that at the
break-even point the profit margin is equal to fixed costs.
Therefore, having determined the break-even points and
the profit marginal amount for these volumes, we can ac-
tually determine the amount of fixed costs for each group
of products. Since a priori it cannot be that for the calcula-
tion of break-even (as the balance of fixed costs to relative
profit margin) there can be one value of fixed costs, and
another for calculating the cost.

As a matter of fact, a number of proofs that for the
distribution of fixed costs only the profit marginal should
be used as the distribution base is given in addition to this
provision, and some of these proofs are presented below.

The first proof. Foreign economists in their
works suggest break-even calculations using the average
weighted profit marginal, which are based on the rela-
tive weight of each product in physical or value terms
[19] and similar calculations are presented in many works
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of Ukrainian and Russian scientists. They are extremely
complicated and it is almost impossible to produce them
if the number of products exceeds ten. But the most im-
portant thing is that the results of these calculations com-
pletely coincide with the break-even calculations using the
break-even ratio (formula 1):

BER = FC/PM, (1)

where BER – break-even ratio,
FC – fixed costs,
PM – enterprise profit margin.
At the same time, there is no need in the calculations

to take into account the relative weight of each product
group, as the requirement for the invariability of the assort-
ment structure is observed in calculations, then to achieve
break-even it is necessary to increase the production of
each group of products by 10%.

The second proof. A. Upchurch, and after him many
other authors, in their calculations give break-even indi-
cators for types of products, but do not bring these cal-
culations to indicators of profit and cost-effectiveness, as
they practically do not calculate the value of fixed costs by
product types. These calculations are not difficult at all,
since they have data on the values of direct costs, prices
and break-even points by product types.

Taking into account calculations, it is known that the
break-even point for product types is determined by the
formula 2:

BEPi = FCi/(Pi − VCi), (2)

where BEPi – break-even point for product types,
FCi, VCi, Pi – fixed costs, variable costs and price for

product types.
Since in these calculations the values of BER, P and

VC are known and calculated, it is easy to calculate the
value of fixed costs (formula 3):

FCi = BEPi · (Pi − VCi) (3)

Therefore, it isn’t also difficult to calculate the prime
cost and profit by product types as information on price
and variable costs is available in the original version.

In is to understand, why do foreign and domestic sci-
entists do not use the break-even calculations to the indica-
tors of prime cost, profit and cost-effectiveness by product
types? Perhaps, because in this case it would be necessary
to recognize that the most optimal method of allocating
fixed costs is a marginal approach.

The third proof. The formula of BER indicator can
be derived from the well-known formula of “break-even
turnover”, widely used in economic literature:

BET = FC/PMR, (4)

where BET – break-even turnover;
FC – fixed costs;
PMR – profit margin ratio for the whole enterprise,

which is calculated as the relation of profit margin (PM)
to sales revenue (S R) that is (formula 5):

PMR = PM/S R (5)

Therefore, BET indicator formula can be transformed
as follows (formula 6):

BET =
FC
PM
× S R (6)

According to proposal the break-even ratio formula
will look like formula 7:

BER = FC/PM (7)

Thus, the break-even calculations method can be re-
flected as formula 8:

BET = BER × S R (8)

The results of the break-even calculations according
to formulas 4 and 8 are identical, but if formula 4 allows
you to calculate the break-even turnover only for the whole
enterprise, then using profit margin you can calculate the
break-even turnover in physical and value terms both for
the whole enterprise and for individual products types, and
also to distribute fixed costs by product types. Thus, on the
one hand, with the help of the margin of safety (MOS ),
which is directly related to BER, we can calculate the en-
terprise profit (loss) as a whole by formula 9:

MOS = 1 − BER (9)

And on the other hand, we can calculate profit (loss)
for individual product types by formula 10:

Pi = MOS × PMi, (10)

where PMi – is the profit margin for the i-product type.
And the fourth proof. Only with the distribution of

fixed costs in proportion to the profit margin using BER
the observance of the CVP system limitation is ensured,
i.e. the invariance of the assortment structure when cal-
culating the break-even by product. All other distribution
bases distort the assortment structure.

3.2 Calculation system of profit margin and price
indicators according to the profit margin
concept

The concept of fixed costs distribution in proportion to the
profit margin has its own assumptions. It is assumed that
all fixed costs (including production costs) are irrelevant
for making management decisions. Since fixed costs can
be partially semi-variable or semi-fixed, this approach can
affect the accuracy of product prime cost calculations. It
should be noted that all methods of allocating fixed costs
always allow some element of inaccuracy. “The best that
can be counted on,” notes A. Upchurch, “is to get an ac-
ceptable result that minimizes such inaccuracy” [20].

But the essence of the problem lies in the fact that
the accuracy of calculating the prime cost, though it may
sound paradoxically, does not really matter in manag-
ing costs, profits, cost-effectiveness and prices by product
types. Actually, the purpose of this article is to disclose
the relationship between all elements of the calculation in
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this system and identify those of them that play the main
role. But to find out these relationships, and at the same
time to check the realistic assumptions in the distribution
of fixed costs, it is possible only by conducting empirical
studies on examples close to reality, which will ensure the
reliability of the recommendations proposed on their basis.
The results of calculations are presented in table 1.

According to the table 1, for this example BER =

1104/1380 = 0.8; MOS = 0.2; P = 1380 – 1104 = 276.
With the help of MOS we can easily calculate the profit

on products without preliminary calculation of the prime
cost. So, for product “A” the profit is: 0.2 × 8 = 1.6 and
for the volume: 0.2 × 480 = 96. But for our research
it is very important to find out how the cost will behave
under certain changes. In table 1 it is necessary to note
that for products “A” and “C” the indicators of PMR and
cost-effectiveness are 0.4 and 8.69, respectively.

Due to market conditions changes, the following mod-
ifications have occurred in the product range:

1. Product “D” was discontinued.

2. Variable costs for product “C” have decreased by 1.2
units. Thus, there are two possible options. The first
is to keep the same price, which will lead to an in-
crease of cost-effectiveness, but taking into account
the current market situation, it will lead to sales de-
crease. The second is to reduce the price, keep the
same costeffectiveness with PMR = 0.4 and thereby
sales will increase by 30 units and the enterprise has
chosen the second option.

3. The enterprise has accepted an order for the product
“E” with variable costs of 14, production of 20 units
and decided to include cost-effectiveness into price
at the level of product “B” with PMR = 0.5.

According to these calculations we have such results:
For product C. The price is calculated using the for-

mula:
PRini =

VCi

1 − PMR
. (11)

Thus, the results of calculations according to this for-
mula, in which fixed cost are not taken into consideration
and hence the prime cost too, are: PRC = 4.8/(1˘0.4) = 8;
PMiC = 8˘4.8 = 3.2; PMC = 3.2 × 50 = 160.

So, for the newly ordered product “E” we have the fol-
lowing results: PRE = 14/(1˘0.5) = 28; PMiE = 28˘14 =

14; PME = 14×20 = 280. As a result, the profit margin for
the enterprise will amount: 480 + 720 + 160 + 280 = 1640;
fixed costs increased by 44 units and amounted about
1148. And thus we can observe new values of BER
and MOS : BER = 1148/1640 = 0.7; MOS = 0.3;
P = 1640˘1148 = 492.

According to calculations we can analyze the results.
For products “A” and “B” practically no changes occurred
either in prices, sales volumes, or in the value of variable
costs, but there was a redistribution of fixed costs. The de-
crease in fixed costs for these products by 120 units was
taken over by products “C” and “E”, which led to a de-
crease in the prime cost and increase in profit for prod-
ucts “A” and “B” by 120 units and a significant increase in

their cost-effectiveness. For product “C” the price was re-
duced by 20%, which ensured the volume of sales up to 50
units, the previous value of PMR = 0.4 remained and cost-
effectiveness increased from 8,69% to 13,6%. New prod-
uct “E”, in price of which we have included PMR = 0.5,
i.e. at the product “B” level, is sold with cost-effectiveness
of 17,6%, as in the case with product “B”. Thus the ques-
tion can be put, what conclusions can be drawn from these
examples?

First of all, in the conditions of multi-assortment pro-
duction, the cost of goods by type of product is not a sub-
ject, but an object of calculations, as its value cannot be
determined in isolation from changes in the structure of
product assortment. Therefore, in these conditions, it is
impossible to set the task of determining the “target cost”
and “target profit” and, naturally, the cost price by type of
product cannot be the basis for the prices formation and
adjustment.

Secondly, these examples clearly show that the deci-
sive role in the calculations is played by the “margin profit
ratio” by product type. With the help of PMR certain
level of comparative cost-effectiveness, can be included
in calculations, price changes can be made and what is
of great importance, there can be formed prices for new
orders. The proposed pricing formula fully meets the re-
quirements of anti-cost (value) pricing, the supporters of
which completely reject participation of full cost in pric-
ing. “If, when setting prices, one proceeds from full costs,”
R. J. Dolan note, “as it occurs in practice, the price is de-
termined by fixed costs, and this is logically incorrect”
[21]. Fixed costs do not take part in the proposed pric-
ing formula (11), but with the help of PMR, such a level
of marginal profit is included in the calculation, which al-
lows you to cover fixed costs and generate a profit with a
given level of cost-effectiveness.

Thirdly, it should be noted that, in fact, using PMR, we
form a comparative cost-effectiveness by product types,
regardless of changes in the assortment structure. Scien-
tific approach towards economic situation demands thor-
ough analysis of all indicators and components but in prac-
tice employees of industrial enterprises are not aware of
the existence of such indicator as “profit margin ratio”
(PMR), and in the economic literature and textbooks its
role is not given much attention.

Quantitative measurements suggested by our author’s
group as a margin calculation methodology are developed
specially for the most profitable machine-building enter-
prises of Khmelnytskyi region with the aim of their corpo-
rative management improvement.

Analyzing proposed materials of Public Joint-Stock
Company “Temp” it was realized that it has purchased
a laser machine at about UAH 5 million and usage of
this equipment has led to a reduction of materials cost,
wages and technological energy for products manufac-
ture. Fixed costs distribution proportionally to wages led
to an increase of distribution ratio, because fixed costs
have increased due to depreciation, and enterprise wages
decreased as a whole. In this case, fixed costs for the prod-
ucts processed on this machine decreased, and accordingly
the entire “load” of fixed costs increase due to depreciation
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Table 1. Calculation of prime cost, profit and cost-effectiveness in the distribution of fixed costs proportionally to the profit margin

Products Quantity Price and revenues Variable costs Profit margin Fixed costs Prime cost Profit Cost-effectiveness
PR R VCi VC PMi PM FC PC P PMR CE,%

A 60 20 1200 12 720 8 480 384 1104 96 0.4 8.69
B 40 36 1440 18 720 18 720 576 1296 144 0.5 11.1
C 30 10 300 6 180 4 120 96 276 24 0.4 8.69
D 20 12 240 9 180 3 60 48 228 12 0.25 5.26∑

P 150 3180 1800 1380 1104 2904 276 0.436 9.5

Table 2. Calculation results with account changes

Products Quantity Price and revenues Variable costs Profit margin Fixed costs Prime cost Profit Cost-effectiveness
PR R VCi VC PMi PM FC PC P PMR CE,%

A 60 20 1200 12 720 8 480 336 1056 144 0.4 13.6
B 40 36 1440 18 720 18 720 504 1224 216 0.5 17.6
C 50 8 400 4.8 240 3.2 160 112 352 48 0.4 13.6
D 20 28 560 14 280 14 280 196 476 84 0.5 17.6∑

P 170 3660 1960 1640 1148 3108 492 0.455 15.8

has moved to the of products prime cost that were not pro-
cessed on this equipment. With the distribution of fixed
costs proportionally to the profit marginal, the situation is
exactly opposite. Since the increase of profit margin (and
profit) was greater than the increase of fixed costs, then the
profit margin ratio and cost-effectiveness increased for the
products processed on this machine, the profit margin de-
spite the fact that they have taken on the “load” of fixed
costs. However, for other products such like situations
have led to a positive profit increase.

Thorough research of Public Joint-Stock Company
Krasilovagromash economic situation, we carried out sim-
ilar calculations in connection with the introduction of new
equipment that was used for some products and obtained
similar results. With the distribution of fixed costs pro-
portionally to wages some of low-profit products, in pro-
duction of which no new equipment was used, turned into
unprofitable ones.

These two examples (and there could be given much
more of them) prove certain threats for enterprise financial
condition in case wrong decisions would be taken and, at
the same time, such examples can be of significant impor-
tance in making business decisions. And vivid proof of
such like conclusions can be the advice of E. A. Helfert,
who wrote: “... common sense suggests that most of the
analytical efforts should be directed to those areas where
the probability of insufficient analysis is the greatest ...”
[22].

Generally speaking, it is very difficult to break the
stereotypes that have evolved over the centuries, and that
the proposal, when setting prices and profits, does not take
into account the production prime cost as the main com-
ponent is rather provocative, but at the same time, we are
sure that in the sphere of manufacture of production tech-
nically purposed products, this technique has the right to
life and that in the near future it can be widely used.

4 Conclusions

The corporate management mechanism provides such con-
ditions of its functioning that ensure stability of the com-
panies and enterprise development. Corporate manage-
ment contains a wide complex of tasks, especially in con-
ditions of multi-assortment production but absence of ana-
lytic instruments doesn’t support the precise evaluation of
decision making results of well grounded managerial so-
lution. That’s why the variability directions of corporate
management should be considered at the new and, at the
same time, effective basis as profit margin concept with
fixed costs distribution in proportion to the profit margin
methodology proposed in this article for Ukrainian enter-
prises.

Summarizing research results the following conclu-
sions can be given:

1. The proposed base for fixed costs distribution in
proportion to the profit margin transforms the dis-
tribution system into a system for managing costs,
prices, profits and cost-effectiveness by product
types.

2. Fixed costs and marginal profit are a kind of “black
boxes” that collect and store all information on vol-
ume changes and assortment structure, prices and
prime costs, which can be used in any moment to
carry out the necessary calculations with the help of
BER and MOS .

3. In the conditions of multi-assortment production,
the prime cost by product type cannot be formation
and adjustment basis of prices, since it strongly de-
pends on changes of production volume and assort-
ment structure of the whole enterprise.

4. Products with the same PMR will be of the same
cost-effectiveness regardless their production vol-
ume.
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5. The proposed pricing formula on anti-cost basis can
be used for “value” pricing. The degree of “value”
should be correlated with the value of PMR in price
calculation.

6. Prices changes are advisable by product types in
case of variable costs increase or decrease using the
profit margin ratio in order to ensure given cost-
effectiveness.

Thus, it is necessary to admit that the most important
tool in proposed profit margin concept is the “margin ra-
tio” by product type, because it provides price formation
on the anti-cost basis and with its help the required level
of cost-effectiveness is set. The role of this indicator in
the economic literature is underestimated and in practice it
isn’t simply used. The proposed calculation formulas have
a direct effect, do not require additional time and resources
are easy in use and have internal logic. Consequently, dif-
ferent companies can profitably use suchlike methodology
for expenditure decrease and therefore in profit and pro-
duction volume increase. Suggested methodology is ad-
visable for any corporate management system as it can as-
sist in improvement of such indicators as profit margin and
cost-effectiveness.
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