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5.3 The organizational aspects of improving the enterprise’s investment
management

In contemporary economic conditions, an important way to increase production
efficiency is the formation of a mechanism for active investment policy. It is known,
that investments are all types of property and intellectual values that are invested in
objects of production, business and other activities, as a result of which the profit
(income) is created, or a social effect is achieved.

The total amount of investments is investment potential. Capital investments are
funds that the company sends for reimbursement, as well as the accumulation of fixed
assets for production and non-production purposes. When assessing the effectiveness
of capital investments, it should be borne in mind that in economic practice they are
repaid not by the growth of gross domestic product or profit, but by depreciation.

The growth of gross domestic product and profit - indicators of efficiency not only
of capital investments, but of all social production: labor productivity, the general level
of its social organization, fixed assets efficiency, etc. Between the investments and
income there is an intermediate link - production, the result of which crucially shapes
the efficiency of capital investment.

In the investment-reproduction cycle, the efficiency of capital investments is
determined by a system of local indicators. Own sources of financing of capital
investments are called to provide first of all simple reproduction of the basic means of
production. The exception is the replacement of equipment that has fallen out as a result
of accidents, as well as its replacement in the event of a sharp reorientation of
production. Extended reproduction in most cases is also carried out at the expense of
own sources of financing of capital investments. In turn, own sources of financing of
capital investments are formed at the expense of profit, depreciation deductions and
funds received from the sale of surplus equipment. According to many economists, the
simple reproduction of fixed assets can be fully secured by depreciation, and the

expanded reproduction by the profit that goes to the production development fund.
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Statistics show that in recent years there has been a variable trend in the share of
depreciation deductions in both production costs and capital investments. Table 5.3.1
presents the cost of production in industry and the share of depreciation and wages.

Table 5.3.1
The cost of production (goods and services) of enterprises in 2012-2019

Years | Cost of production Of these, the component costs

(goods and Amortization Wages and salaries

services), thst. UAN n % to thst UAN | in % to

thst. UAN the total the total
2012 1155360086,9 62509214,5 54 123478442,0| 10,7
2013 1105414502,9 681768394 6,2 127880241,8 | 11,6
2014 1084722077,3 71833903,2 6,6 115242030,3| 10,6
2015 1351983391,3 80332058,4 6,0 126115009,3| 9,3
2016 1498586798,6 93983179,4 6,3 150162035,1 | 10,0
2017 1879666066,9 | 1003149329 | 5,4 190349354,2 | 10,1
2018 | 2242650422,7 |120166382,7| 5,4 |238331691,4| 10,6
2019 | 2313033556,9 | 145098611,7| 6,3 |282339101,4| 12,2

Source: is developed based on [180]

The growing share of depreciation in production costs reflects the general trend
of replacing labor by capital. At the same time, today in many enterprises the share of
wages in production costs is growing very slowly or even decreasing.

The share of depreciation in capital investments may increase due to several
reasons. First, the change in depreciation rates, an increase in the structure of fixed
assets, the share of their active part. Second, the decline in the growth rate of funds is
due to a slowdown in the growth of net investment, and as a consequence, a decrease
in their share in gross capital investment. The constant increase in the share of
depreciation in capital investments makes such issues of depreciation theory as:

- the use of depreciation not only for simple but also for extended reproduction;
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- taking into account both physical and moral depreciation in depreciation deductions;
- use of regressive and accelerated depreciation in business practice.

The analysis of depreciation policy, as well as the economic practice of
reimbursing worn-out funds, show that the latter did not provide optimal proportions
between reimbursement and accumulation of means of labor. This discrepancy is
manifested in the incomplete implementation of the renovation. To a large extent, the
practice of not meeting the needs for renovation is due to the depreciation policy and
the current depreciation system. The latter is characterized by: "bifurcation" of the flow
of accrued depreciation for major repairs and renovations with a disproportionately
large share of its first part; lack of mechanisms for under-depreciation and re-
depreciation (when depreciation is accrued during the entire period of use of equipment
in accordance with regulations); not taking into account in depreciation deductions the
decrease in consumer value of fixed assets as they depreciate (uniformity of
depreciation); high degree of differentiation of depreciation rates depending on
industry specifics, types of equipment and conditions of its operation.

With regard to external sources of investment for the company, it should be noted
that high investment properties have securities, the issue of which with the
development of joint-stock management is constantly expanding. Under the securities
of enterprises, joint-stock companies understand the certificates of equity ownership,
which give its owner the right to a share of profit (income) of the enterprise, as well as
the right to vote in management decisions.

The international practice has extensive experience in the use of securities in
business. In the United States, corporate securities fall into three main categories:
corporate bonds, corporate stocks, and commercial paper. Corporate bonds have
maturities and fixed interest payments, and the yield on them at maturity varies
depending on changes in their price. The set maturity is in the range of ten to thirty
years. Shares of a corporation mean that their owner has ownership of the relevant
portion of the corporation's capital. The shares have no maturity and are not subject to
mandatory periodic payments to their owners. The shareholder receives dividends only

if the company's directors declare profits and dividends. Shareholders have the right to
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vote in resolving issues related to the management of the enterprise. Commercial
securities are short-term securities that represent unsecured debt. Therefore, only
corporations with a solid credit standing can raise funds in this way. To increase their
funds in this way, some firms have to secure their obligations with bank letters of credit,
and sometimes with guarantees from insurance companies. Commercial papers are
mainly issued by industrial corporations, financial firms and bank holdings. Often,
small companies combine to issue commercial paper in order to obtain cash at a lower
cost than bank interest. Typically, commercial papers are repaid forty-five days after
issue, or earlier. Commercial papers have denominations often ranging from fifty
thousand to a million dollars.

The issuance and sale of securities - is a loan of funds from employees of
enterprises, members of joint stock companies (investors). Among the main
requirements that interest investors, should be considered profitability - the ability to
receive dividends and the interest on securities. A specific quantitative expression of
the yield from securities indicates the dividend rates on them. Forecasting these
indicators is an objective element of the feasibility study for the issue of securities in
the formation of joint stock companies. The dividend mass is the part of the net profit
of a joint-stock company that can be used to pay dividends on shares. When forecasting
the dividend mass, it is necessary to determine the net profit based on sales revenue
(taking into account the dynamics of prices under the influence of market conditions),
its cost, balance sheet profit, the amount of taxes and fees payable.

The distribution of net income is a controversial and complex process. In the
distribution of net profit there are certain objective contradictions between members of
joint stock company. This concerns, in particular, the share of the dividend fund in net
profit. Ordinary shareholders are interested in increasing the share of profits that goes
to pay dividends, while for shareholders who own a controlling stake, high dividends
are less interesting because they care about the strategic development of the
corporation. The rational solution of the problem of distribution of net profit should be

based on the prospects of development of the joint-stock company, which in turn
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should take into account trends in demand for products, their competitiveness, market
capacity and so on.

The dividend policy of the management of the joint-stock company includes the
definition of the dividend fund, as well as the regime of dividend payment to
shareholders. Dividend policy is developed by the general meeting of shareholders,
which decides on what part of the net profit is paid in the form of dividends, which is
directed to the development of the company and the reserve fund, how to stimulate
managers for the company's results and more.

When distributing net profit as a guide, it is advisable to use the minimum
permissible in world practice annual excess of the company's net profit over dividends:
for industrial companies - 3 times, for state-owned enterprises in the field of utilities -
2 times. Corporate statistics show that deviations from these indicators in the direction
of increasing dividend payments can lead to a crisis in the company or even its
bankruptcy.

The projected value of the dividend rate is used to determine for investors the
feasibility of investing in securities compared to other objects of investment. The
dividend rate or the yield of securities is determined by the ratio of the mass of the
dividend to the authorized capital (nominal value of the issued shares) of the joint-
stock company. To determine the feasibility of investing, it is recommended, first of
all, to compare the estimated dividend rate (DR) with bank interest rates (BR) on long-
term retail deposits and corporate deposits. Fulfillment of the condition DR > BR
indicates a sufficient level of security of return of securities, their investment
attractiveness for shareholders. Otherwise (ie when DR <BR) the yield of securities
should be considered insufficient and therefore the company needs to develop specific
recommendations to increase it in order to attract investment.

In the context of an active investment policy, the development of investment
scenarios and strategic management is becoming increasingly important. One of the
priority tasks of strategic management is to find ways to reduce the vulnerability of the
enterprise, ie to protect the capital that has already been obtained and formed. The next

tasks may already be the development of measures to increase and develop it.
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Increase in return on invested capital (AE") in economic literature is recommended

to calculate by equation:

_G+AG G

- (1)

 K+AK K’

AE

where G — the amount of profit provided while the existing position is maintained;

K — the amount of current capital investment of the enterprise in the strategic
management area;

AK — increase in investments required to ensure an optimal position;

AG —profit growth [181].

With the existence of a more or less stable economic system, the future
development of the enterprise can be determined by the method of extrapolation of past
trends and planned production targets. In modern conditions, when companies do not
have a clear and stable growth prospects, there is a need for a differentiated assessment
of external conditions for the company by limiting trends, ie all that is called in the
economic literature "strategic management areas". The mechanism of technical renewal
of enterprises is based on the formation at the expense of profit (income) of funds for
various purposes (production development fund, social sphere fund, material incentive
fund, etc.). The pace and effectiveness of technical renewal is largely determined by the
ratio between these funds. As a link not of macro- but of microeconomic economic
mechanism, the process of making appropriate contributions to the funds of special-
purpose enterprises directly affects the interests of enterprises for the technical renewal
of existing production. However, currently these processes are significantly influenced
by the mechanisms of market regulation of the economy.

The analysis of the current order of enterprise’s management of investment
processes shows, that they are usually almost unmanageable, resulting in reduced
efficiency of capital investments in general. This applies primarily to the renewal of
fixed assets, which is the main area of investment. Therefore the processes of renewal
of fixed assets require proper and purposeful regulation.

An industrial enterprise acts as a socio-economic system, which is an organically

integral and dynamic set of objectively determined elements, the interaction of which
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creates the possibility of systematic and rational updating of tools, taking into account
external and internal factors. This is an organizational prerequisite for the rational
construction and efficient operation of subsystems for managing the renewal of fixed
assets at the enterprise, and especially the fleet of equipment. Modern business practice
does not single out the issue of organizing the management of the renewal of the
equipment park of the enterprise from the general management function. These issues
are resolved by various departments - technical and technological departments, design
department, production department, production development department, etc. However,
the diversity and complexity of the tasks of managing the renewal of fixed assets
determines the feasibility of allocating it to a separate subsystem, which has a certain
independence and organizational autonomy. Its managerial influence will be aimed at
organizing the renewal of physically and morally obsolete equipment. However, the
object of management will not be individual means of labor, and production teams of
shops, services, departments and individual performers, directly engaged in the renewal
of fixed assets.

The organization of equipment fleet renewal at the enterprise is carried out by
management services of different hierarchical level: special management units
(departments of chief engineer, technologist, capital construction; design and technology
departments, production managers, etc.); management units that perform general
management functions on the enterprise (planning and economic department,
accounting, finance department, etc.); units of line management and service units (main
production shops and sections, repair and mechanical shop, etc.). Such a dispersion of
functions and the lack of objective conditions for comprehensive coordination of
services and departments do not allow for a purposeful implementation of a single
technical policy in the renewal and in turn reduces its effectiveness.

In the process of renewal of fixed assets, many organizational, economic, technical
and social problems are solved. In modern conditions, the range of these tasks is
expanding, and their complexity is growing. Therefore, the specifics of modern
industrial production requires constant and clear regulation and coordination of all

services and departments that are engaged in updating equipment at the enterprise.
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The problem of integrated management of the equipment park renewal of existing
enterprises is not sufficiently developed both in theoretical terms and in practice. At the
same time, the processes of renewal are objectively characterized by regulated, planned
and purposeful principles. Therefore, the renewal of fixed assets should have a clear
organizational structure, characterized by the unity of purpose, formed by the autonomy
of the processes occurring in it, and the circle of necessary information. The process of
equipment renewal management is reduced to solving a certain range of management
tasks, the synthesis of which should be the basis for the formation of the subsystem
management upgrade of the equipment for existing enterprises. From this point of view,
each task qualitatively and quantitatively shows its specific relation to the subsystem of
equipment fleet update management. On the other hand, a prerequisite for solving each
problem is the presence of the subject, ie employees who organize and carry out the
renewal process, and the object in relation to which the solution of this problem is
directed.

Tasks of updating fixed assets differ in content and direction of actions associated
with their solution. As well as any production activity, they are characterized by
existence of exclusively executive (production) acts and acts of preparation and
acceptance of administrative decisions. Therefore, the whole set of tasks of the
equipment upgrade management subsystem can be divided into production and
technological and management tasks. Production and technological tasks that are solved
in the process of upgrading equipment, mainly form the managed part of the subsystem,
as in most cases are regulated by special documentation - a system of planned and
preventive repairs for major repairs, technical tasks for equipment upgrades, etc.

In the most general form, the function of managing the renewal of fixed assets can
include planning, regulation, accounting, analysis and control. The basis of the
organization of the equipment upgrade management subsystem is the formation of its
internal structure. The formation of the internal structure of the control subsystem should
be carried out in the following sequence: - substantiation of the composition and content
of management functions, their grouping by type of activity; - construction of the scheme

of interconnection of functions and definition of the enlarged administrative links in the
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directions: the account of a condition and movement of the equipment, planning of
updating, realization of capital repairs, modernization and replacement; - distribution of
management functions, administrative rights and responsibilities of departments at the
enterprise; - creation of a specialized unit to manage the renewal of fixed assets, the
formation of its organizational structure.

The formation of the equipment upgrade management subsystem and the
mechanism of its operation should provide the following basic requirements: 1)
efficiency, ie ensuring a high level of productivity of employees of services engaged in
the renewal of fixed assets, quality performance of the planned volume of work; 2)
efficiency, ie coordination in time of processes of updating and changes in a technical
condition of the equipment; 3) reliability - a reliable reflection of the state of fixed assets
and their updating in the analytical and reporting information; 4) optimality - the choice
of the most effective forms of renewal: overhaul, modernization, replacement.

The full coverage of all tasks is an important prerequisite for the formation of a
rational organizational structure for managing the renewal of the equipment fleet on
enterprises. It should be borne in mind that the range of problems and tasks does not
remain unchanged. With the development of production, improvement of forms and
methods of management, new management tasks appear, which can make adjustments
to the existing management structure of equipment upgrades. Experience shows that the
creation of special services at enterprises that would deal with the management of fixed
assets, in mechanical engineering is not practiced. At the same time, at some enterprises
the services which administrative task is the organization of technical re-equipment of
production are created. The practice of their work shows that they do not fully cover the
whole complex of works on the renewal of the equipment fleet, but only occasionally
deal with current issues of modernization and replacement of certain types of equipment.

Summarizing the above, it should be emphasized that in modern business
conditions an important way to increase production efficiency is to improve the
management of investment processes and the implementation of active investment

policy.
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