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Abstract 
 

Costs have a central importance in the business policy of the company. In front of managers 
there is a serious task of analyzing any decision related to future amount of the costs which 
will occur as a result of decisions made. Cost management is target-oriented design of the 
costs. It focuses on the interplay of instruments to reduce costs, increase productivity of 
resources, long-term growth and enterprise development. This paper presents the main 
theoretical views on the importance of costs and cost management in the business and 
functional dependence of the success of the company on adequate decisions in cost 
management. The analysis was made in enterprise for soybean processing, according to data 
from official financial statements and documents from the company.  On the basis of specific 
results that were calculated in the analysis for change of the profit, there were presented few 
decisions that can improve business process in the enterprise and influence corporate 
efficiency. 
 

Keywords: Cost management. Costs. Efficiency. Profit. Profit rate. 
 

 

1. Introduction 

 

The focus in achieving economic success in a market economy is on the rational use of 

production factors, capital use and speed of the flow of capital in the reproduction. Tendency 

is directed to accumulation for extended reproduction, constant investing and rational use of 

invested capital.   Control of economic success is complete only if it is subjected to all kinds 

and forms of investment in reproduction (Jakovčević, 2007). 

Costs are one of the most important and influential elements of investment in modern 

business. As a value expression of spending of factors of production in the reproductive cycle, 

costs affect the most important economic indicators in the enterprise: efficiency, economy, 
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productivity, profitability, etc. All these and many more indicators define specific position of 

success of the enterprise. 

Main goal of the analysis made in this paper was to present methodology of the 

change in profit influenced by costs, to measure the influence that each cost is making on 

profit, so as to find out adequate response on determined changes.  

 

2. Theoretical Approach to Costs and Cost Management in Function of Corporate 

Efficiency 

 

Research of operating costs is significantly in terms of determining the role of costs in 

the economic success of the company. In fact, profit, as the ultimate goal and desire of 

management and owners, is obtained from the difference of revenues and expenditures. 

Expenditure categories are regular business, financial and extraordinary expenses.  In the 

category of ordinary business expenses there are recognized costs, as cash investments in 

reproductive factors for production and creation of new products and services. Also, in 

addition to define profit, costs are indicators of the efficiency of resource consumption, so as 

the factor that affects the most important decisions of management. 

Economic theory, particularly economics of production, defined costs in different 

ways. Through all those definitions of costs it may be concluded that are refer to investments 

in new products and services. Some authors have given the following interpretation of the 

costs:  „Costs are value expressed, operating necessary expenses of goods or services for 

production of products, and in the shortest formulation: costs are, by production, driven 

consumable goods“(Mellerowicz 1973:6). Here it is given one of the most used citations of 

costs in production. Beside this, another definition of cots given by accountants and according 

them “costs are resources sacrificed or foregone to achieve a specific objective. It is usually 

measured as the monetary amount that must be paid to acquire goods and services” 

(Horngren, Foster and Datar, 2000:27). 

Similar definitions of costs are given in domestic economy. For example, “Costs are in 

money expressed quantity of living labor, embodied labor and calculated obligations, under 

the contract, needed for production of output” (Mejcen, 1971:28) or  “Costs are value of 

expenditures in reproduction. Quantitatively explained, costs are expenditures of production 

elements multiplied with prices of those expenditures per unit” (Kukoleča, 1968:245). 
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One comprehensive definition of costs given is that “Costs presents a value expressed 

spending of working instruments and labor which are constituents of cost price of output, and 

it is important to connect costs to calculations i.e. cost price of output, and the expenditures 

which are not part of cost price should not be considered as costs” (Jakovčević, 1993:17). 

The final definition of cost presents all their uniqueness and importance for the 

enterprise and its business policy. Namely, costs are creating cost price of product, which is 

then increased by certain elements, and after adding those elements, it is created a selling 

price for the market (Jakovčević, 2008:32). 

Sp = Cq + Pr + (R + D) + Pq 

 

Sp – selling price; 

Cq – cost price (average costs of production per unit); 

Pr – expenses for marketing activities; 

R + D – expenses for research and development; 

Pq – average profit per output unit, residual value. 

 

Based on structured selling price company go out on the market and generates 

revenues, which are used to cover costs and expenses of company. Also, in definition of 

author Jakovčević it is clearly shown distinction between costs and other expenditures, 

because costs are considered as expenditures included in cost price, but not all expenditures of 

company.  

From the foregoing, it can be concluded that the cost management is getting more and 

more important as the proper cost policy can significantly reduce costs, to the extent 

necessary for the normal functioning of the enterprise, achieving an advantage of appearance 

on the market (with lower selling prices) and successful struggle with the competition. In 

addition, cost management will ensure successful consideration of all critical business points 

in the enterprise, and give timely information on when, where and what to do in order to 

position enterprise more successfully and achieve greater efficiency and effectiveness. 

Costs have central role in business policy of the company. Management of the 

company has very serious task to analyze each decision with respect to future costs which will 

occur as a result of decisions made. It is necessary to consider this issue because, however 

much it seemed abundantly, cost management becomes more and more important especially 

in the modern business environment characterized by uncertainty and constant presence of 
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risk, the economic crisis with the effects of recession, growing competition, increase in prices 

of basic energy for initiation of production capacity, new regulations in the field of ecology 

and social responsibility, changes in consumers preferences, etc.   

As a measure and important factor in business of enterprise, costs are used in many 

field of decision making (in actual business policy) (Ničić, 2008): 

• Selection of production range; 

• Selection of material in preparing of production; 

• Selection of organizational type of production;  

• Determine quantity and structure of product; 

• Organization of production and working position;  

• Changes in organizational structure; 

• Selection of market of reproductive material, machines and equipment;  

• Selection of market of sales and realization of products, channels of 

sales, way of distribution of products. 

In addition to the field of decision making, it can be briefly mentioned a few 

generalizations that emphasize all the importance and imperatives of cost management in 

business policy of enterprise, both, current and developing policies. Summarized importance 

of costs in the development business policy is reflected through the following elements: 

• Determine the profit, a result of enterprise’ business in certain period of 

time; 

• Measuring the level of capacity usage, through constant desire for 

optimal using of capacity and cost reduction; 

• Determine selling prices; 

• Adaptation of production to all requirements and changes of demand (for 

buyers and consumers); 

• Implementation of new techniques and technologies because of strong 

technological progress, through analysis of costs in fast restructuring of 

existing capacity, installation new ones and implementation of new 

technology in production. 

Cost management can be defined as achieving managerial objectives on basis of 

optimal cost engagement. Wider definition explains cost management as:  

• Prediction, planning, budgeting and control of costs;  
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• Analysis that show cost behaving in relation to change of circumstances 

in which they occurred;  

• Analysis of cause of deviations from predicted values; 

• Keeping costs in acceptable limits;   

• Insurance of information for managers for selection between alternatives 

(for achieving optimal economic results).  

 

3. Materials and Methodology 

 

Cost management implies implementation of different analytical instruments for 

determination quantitative indicators which are used for decision making and analysis of 

decisions made in enterprise business. In this paper it is used model of coefficient of the 

change in profit. Two main elements of profit were analyzed, revenue and costs. First, it was 

determined coefficient of profit conditioned by selling price and quantity (as elements of 

revenue) and then detailed analysis was conducted on costs that influence profit. Very 

important part of total analysis have costs according to factors of production (cost of material, 

cost of labor force, costs of working instruments and costs of capital). Measurement of the 

changes of these costs gives analytical data very important for decision making in field of cost 

management. Also, analysis considers measuring changes in costs observed from the aspect of 

dynamic of production (variable and fixed costs). Resulting data were useful when it came to 

applying strategies for costs reduction and control.    

Analysis was conducted in three parts. First part included defining main elements 

which will be used in measuring and analysis of change in them. Second, it has been done 

analysis of influence of revenue on profit. Third, analysis has been expanded on each type of 

costs and their influence on profit.  

Materials that have been used in analysis are data taken from domestic enterprise form 

Serbia, for soybean processing. According to these data, from official financial statements and 

sector for planning and analysis in 2008 and 2009 year, it was conducted detailed analysis of 

influence of revenue and costs on profit. 
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Table 1 Basic data used in analysis of the change in profit in EUR 

NUM ELEMENT SYMBOL 2008. 2009. 

1. Quantity of production Q 56,054 68,238 
2. Selling prices Cq 247 235,5 
3. Variable costs Tπ 10,673,564 12,533,651 
4. Fixed costs Tφ 1,320,636 1,502,454 
5. Costs of material Tm 9,957,872 11,695,894 
6. Costs of labor force Tr 897,514 852,799 

7. 
Costs of working 
instruments 

Ti 392,291 427,725 

8. Costs of capital Tk 746,523 1,059,687 
Source: Official financial statements of enterprise “XY” and data from department for analysis and 

planning of enterprise 
 

Methodology used in this paper implies implementation of analytical instruments such as 

coefficient of the change in profit. First, it is important to determine coefficient of the change 

in profit conditioned by dynamic of costs and revenue, given in table 2: 

 

Table 2 Methodology for the analysis 

NUM COEFFICIENT SYMBOL FORMULATION 

1 
Coefficient of profit change conditioned 
by dynamic of cost of material ,DO TmK  ,

1
DO Tm Tm

Tm
K K

Do
= ×  

2 
Coefficient of profit change conditioned 
by dynamic of cost of working 
instruments; 

,DO TiK  ,

1
DO Ti Ti

Ti
K K

Do
= ×  

3 
Coefficient of profit change conditioned 
by dynamic of cost of labor force; ,DO TrK  ,

1
DO Tr Tr

Tr
K K

Do
= ×  

4 
Coefficient of profit change conditioned 
by dynamic of cost of capital. ,DO TkK  ,

1
DO Tk Tk

Tk
K K

Do
= ×  

5 
Coefficient of profit change conditioned 
by dynamic of proportional costs ,DO TK π  ,

1
DO T T

T
K K

Do
π π

π
= ×  

6 
Coefficient of profit change conditioned 
by dynamic of relatively fixed 
(unbalanced) costs 

,DO TK ρ  ,

1
DO T T

T
K K

Do
ρ ρ

ρ
= ×  

7 
Coefficient of profit change conditioned 
by dynamic of fixed costs ,DO TK ϕ  ,

1
DO T T

T
K K

Do
ϕ ϕ

ϕ
= ×  

8 
Coefficient of profit conditioned by 
dynamic of costs ,DO TK  

,

1

1
DO T T

T
K K

Do
= ×  

, , , , ,DO T DO Tm DO Ti DO Tr DO TkK K K K K= + + +  

, , , ,DO T DO T DO T DO TK K K Kπ ρ ϕ= + +  

9 
Coefficient of profit conditioned by 
dynamic of quantity of production ,DO qK  ,

1

1
DO q q

C
K K

Do
= ×  

10 
Coefficient of profit conditioned by 
dynamic of selling prices ,DO CqK  , , ,DO Cq DO C DO qK K K= −  
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11 
Coefficient of profit conditioned by 
dynamic of revenue ,DO CK  ,

1

1
DO C c

C
K K

Do
= ×  

12 Coefficient of profit change KDO , ,DO DO C DO TK K K= ±  
Sources: Jakovčević. K, Andrašić. J, (2009) “The Influence of Costs on the Dynamics of Economics Quality 

in Agricultural Production”, In: 4th Aspects and Visions of Applied Economics and Informatics, 
Debrecen, Hungary, pp. 225 – 232. 

 

4. Results of the Analysis 

 

 Data in Table 3 present changes and coefficients of changes in main elements 

included in measuring the coefficient of profit.  

 

Table 3 Analysis of the change in elements during second year in EUR 

NUM ELEMENT SYMBOL 2008. 2009. CHANGE 
COEFFICIENT 

OF CHANGE 

1. 
Quantity of 

production 
Q 56,054 68,238 12,184 Kq 0.2174 

2. Selling prices Cq 247 235.5 -12 Kcq -0.0466 

3. Total revenue C 13,845,338 16,070,049 2,224,711 Kc 0.1607 

4. Total costs T 11,994,200 14,036,105 2,041,905 Kt 0.1702 

4.1. Variable costs Tπ 10,673,564 12,533,651 1,860,087 Ktp 0.1743 

4.2. Fixed costs Tφ 1,320,636 1,502,454 181,818 Ktf 0.1377 

4.3. Costs of material Tm 9,957,872 11,695,894 1,738,022 Ktm 0.1745 

4.4. 
Costs of labour 

force 
Tr 897,514 852,799 -44,715 Ktr -0.0498 

4.5. 
Costs of working 

instruments 
Ti 392,291 427,725 35,434 Kti 0.0903 

4.6. Costs of capital Tk 746,523 1,059,687 313,164 Ktk 0.4195 

5. Profit Do 1.851.138 2,033,944 182,806 Kdo 0.0988 

Source: Data from Official Financial Statements and accounting records of the enterprise 

   

According formulas given above in the Table 2, analysis gave next results for each 

coefficient of profit change, in Table 4. 
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Table 4 Coefficients of profit change 

NUM COEFFICIENT SIMBOL 
VALUE OF 

COEFFICIENT 

1 Coefficient of profit chage KDO 0.09875331 

2 
Coefficient of profit chage conditioned by dynamic 
of total revenue 

KDO,C 1.20180721 

3 
Coefficient of profit chage conditioned by dynamic 
of total costs 

KDO,T 1.10305391 

4 
Coefficient of profit chage conditiond by dynamic 
of quanity of production 

KDO,q 1.62572861 

5 
Coefficient of profit chage conditiond by dynamic 
of selling prices 

KDO,Cq -0.42392139 

6 
Coefficient of profit chage conditioned by dynamic 
of the costs of material 

KDO,Tm 0.9388938 

7 
Coefficient of profit chage conditioned by dynamic 
of the costs of instruments for work 

KDO,Ti 0.01914174 

8 
Coefficient of profit chage conditioned by dynamic 
of the costs of labour force 

KDO,Tr -0.02415541 

9 
Coefficient of profit chage conditioned by dynamic 
of the costs of capital 

KDO,Tk 0.16917377 

10 
Coefficient of profit chage conditioned by dynamic 
of the proportional costs 

KDO,Tπ 1.00483432 

11 
Coefficient of profit chage conditioned by dynamic 
of the fixed costs 

KDO,Tf 0.09821958 

Source: Author’s calculation  

 

In Table 4 Coefficient of profit change is positive (Kdo) and it is 0.09875331. As this 

coefficient is bigger than 0 it means that profit is earned, and revenues are higher than costs. 

This coefficient was calculated as difference between coefficient of profit change conditioned 

by revenue (KDO,C = 1.20180721) and coefficient of profit change conditioned by costs (KDO,T 

= 1.10305391). Both of these two coefficients are positive. For revenue this is good, because 

it means that enterprise managed to enlarge revenue needed for covering the costs. On the 

other hand, coefficient of costs has been also positive, which is bad because it is mean that 

costs has grown in second analyzed year. For now, enterprise is working normally, but this 

growth of costs that follow revenues can be dangerous for further profit.  

 

5. Discussion on the Results 

 

On the basis of calculated coefficient of profit change it cannot be understood which 

type of costs or which part of revenue influenced profit change and in which percentage. For 

better understand these elements, analysis was made for each of them.  
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First, it was important to measure the influence of components of revenue on profit 

change. This was made according to given equation: 

 

KDO,C = KDO,Cq  KDO,q = - 0.42392139 + 1.62572861 = 1.20180721 = (- 35,27% ) + 135,27% 

= 100% 

 

Percentage share of revenue showed that main influence on the grow of revenue had 

volume of production, with 135.27%, but selling prices fell down and they influenced 

negative to revenue with 35.27%.   

Second, measuring of influence on profit was made for costs systematized by factors 

of production. 

 

KDO,T = KDO,Tm + KDO,Ti + KDO,Tr + KDO,Tk = 0.9388938+0.01914174+(-0.02415541)+ 

0.16917377 = 1.10305391 

 

% , , , , ,DO T DO Tm DO Ti DO Tr DO TkK K K K K= + + +  = 100.00% = 85.12% + 1.74% + (-2.19%) + 15.34%  = 

100.00% 

 

  Percentage share showed that main influence on profit change had costs of material, 

with 85.12%. This is usual for production enterprise because they are intensive by material. 

But, for further success of the enterprise, it would be significant to decrease amount of costs 

of material. Namely, main obligation for managers is profit for owners, so decisions in way of 

cost reduction are necessary. Of course, cost reduction should never go at the expense of 

quality of products. Second major influence on profit made costs of capital, and that is 

15.34%. This is because enterprise took few loans from certain bank, for investments in new 

machines, and these costs are necessary for improvement of production. For now, enterprise 

normally and timely pays obligatory payments (interest rate) for bank. After these two major 

influences, costs of labor force had reduction, and they positively influenced profit. Costs of 

labor force dropped, and they influenced positive change in profit for 2.19% (as this 

coefficient is negative). This change was made as respond to demand of more efficient 

production, so management of enterprise decided to invest more in machinery and less in 

labor force. Besides that, few workers went to pension, so number of employees decreased, 
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also. Fourth group of costs, of working instruments, had the smallest influence on profit as 

they had very small change from 2008 to 2009 year, and they are constituted from costs of 

amortization of working instruments.  

After this analysis, third percentage share in total amount of costs is related to costs 

systematized by dynamic of production. The production cost is the essence of the 

management of the entity in general and of the financial management in particular, because it 

reflects the way in which the fundamental objectives of the management and those of the 

entity’s strategy are achieved: the use of the resources, the achievement of the discounted 

profit, the financial and economic balance, the competitive capacity, the increase of the value 

of the firm, the image of the firm, its attractiveness, the creational climate, the efficiency and 

its perspectives [Briciu 2008]. 

 

KDO,T  = KDO,Tπ + KDO,Tρ + KDO,T  = 1.00483432 + 0 + 0.09821958 = 1.10305391 

 

% , , , ,DO T DO T DO T DO TK K K Kπ ρ ϕ= + +  = 100% = 91.10% + 8.90% = 100.00% 

 

Issues relating to the costs of unused capacity (fixed costs) have gained in importance 

in recent years. This is due to further fluctuating changes in customer demands, in 

combination with the seasonal nature of products and rising costs in fixed capacity. The 

financial crisis, which has been destabilizing world markets, has also had a very negative 

influence on the ability of producers to sustain the profitability of operations in situations of a 

high portion of fixed costs of a company (Popesko, 2009). Namely, the cost absorbs all the 

production expenses of the entity at a certain level of the activity. When the level of the 

activity of the entity increases, the unit cost decreases, because the same value of the fixed 

expenses is distributed to more products, work and services. On the contrary, when the level 

of the activity decreases, the unit cost increases, because the same value of the fixed expenses 

is redistributed, this time, to fewer products and services (Briciu, 2008). 

In enterprise, most important influence had proportional costs, as element of variable 

costs. They have grown and influenced profit change with 91.10%. This is major influence, 

and it is characteristic for production enterprise. In them, main types of costs that have been 

growing in past year are costs of material. In relation to fixed costs, they had small influence 

on profit change, only 8.90%, as they had a little change in their total amount. For example, in 

the analysis of enterprise for candy production made in Serbia (Berber, 2009:638) main 
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influence on profit change had proportional costs, with 62.2%, then fixed costs with 34.82% 

and the smallest influence on profit had relatively fixed costs with 2.98%. 

 

6. Conclusion 

 

The analysis of the dynamics of profit, costs and revenues in, this case, soybean 

processing company, identified the most important indicators of business processes in a given 

company. Based on these values, management may take appropriate business strategy to 

ensure business success in the future. Analysis of influence of costs and revenues on profit 

has enabled the company to focus its efforts on those factors that most influence the change in 

profit. In front of management there are many actions that need to be carefully selected, such 

as:  

• increasing the volume of production,  

• better placement on the market,  

• better organization of work processes to achieve maximum efficiency of resources 

used (Berber, 2009:638),  

• finding adequate supply chain,  

• favorable cost price from suppliers of materials,  

• reduction of excessive spending and shatters the material in the production 

process (through setting realistic norms of materials in the future).  

Besides these measures related to variable costs, it is important to manage fixed costs. 

To eliminate the influence of the absorption of the fixed expenses by costs and to overlook 

more easily other causes of deviations, the managers can use the method of rational charge of 

the fixed expenses, taking into consideration the real level of the activity, the production 

obtained, effectively (Qr) and a normal level of the activity (Qn), the normal capacity of the 

production. To eliminate the influence of the fixed expenses based on the variability of the 

volume of the activity, it can be used a multiplier of rational charge (Briciu 2008): 

 

Qr
Kr

Qn
=  
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In this case, the charged fixed expenses (Cfi) which are taken into consideration for 

the current period can be determined by balancing the fixed real expenses (Cfr) with the 

multiplier of rational charge: 

 

Cfi Cfr Kr= ×  

 

All these measures are related to cost management. Cost management is effective only 

if are, through analysis, found critical points of business and implement appropriate and 

timely measures to prevent further uncontrolled growth and increasing of costs. The 

conclusion of the whole analysis is carried out in the fact that corporate resource management 

is one of perhaps the most affordable measures to encourage business in the current business 

conditions. Cost management, with all its analytical instruments, such as indicators of 

efficiency, productivity, profit rate and the like is an important area of management in the 

function of the company's success. As the conditions of business are more unpredictable and 

highly variable, companies must turn to internal opportunities to establish more efficient 

production process in order to be able to survive and develop on the market.  
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