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D The most important feature affecting airlines profitability today is the significant decrease in the demand for air travel. Considering this, there
is a need for a flexible pricing policy that allow airline management to reconsider traditional approaches to the calculation of the prime costs of
air services.

The article is devoted to a critical assessment of current methodology of operation cost accounting. A new methotology of prime cost calculation
was developed. The need for transition from calculating total prime cost to calculating their variable prime cost was justified as the result of the
research.

The most important precondition of implementating variable costs calculation practice by domestic airlines in conditions of economic crisis in
Ukraine is that fact, that the methodology of calculation for variable costs is adapted to the economic recession and an incomplete usage of
productive capacity. Considering this, calculation for variable costs allows airline management to concentrate their attentionon controling fixed
costs. In addition, it was proved that the formation of prime cost at the level of lower costs (without inclusion of permanent indirect costs) would
broaden performance capabilities of airlines in fixing flexible system of markups during definition of the most reasonable rates.

D Air transport services; method of calculation of the prime cost; variable costs; fixed costs; price policy; dumping price.

YAOCKOHAJIEHHSI METOAWKHN KAJIBKYJIFOBAHHSI COBIBAPTOCTI ABIATTIOCJIYT
3 METOIO HNIJIBUILIEHHSA EGEKTUBHOCTI ®YHKIIIOHYBAHHS ABIAKOMITAHIN YKPATHU
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D Halisaxnusiwor ocobausicmio yHKYiOHy8AHHA asiakoMnatxill y Cy4yacHux ymoeax € iCmomHe 3HUXeHHA nonumy Ha asianepege-
3eHHA | AK HaCNi0oK — NAadiHHA peHmabenbHOCMi iXHbOI 0ifIbHOCMI. Y 38’A3KY 3 YUM BUHUKAE Nepuioyep208a HeobXiOHicmb npogeoeHHs
2HYYKOI YiHOBOT NOMIIMUKU, WO 3MyWy€ KepigHUYM8o agiakomnauit nepeznadamu mpaouyiliHi nioxoou 0o po3paxyHky cobieapmocmi
asianocinye.
Cmamma npucesyeHa KpumuyHili oyiHYi HUHIWHBEOI 0611iK080I NpAKMUKU 8i006paxeHHs ekcnyamauyiliHux sgumpam y eapmocmi agianoc-
J1y2 | BU3HAYEHHI0 eKOHOMIYHO 06rpyHMOBAHOI MeMOOUKU KasbKy08AHHA cobisapmocmi nocsye agiampaHcnopmy Ha cy4acHomy emani
pO3BUMKY eKOHOMi4HUX 8IOHOCUH 8 YKpaiHi. Y pe3ynemami npogedeH02o 00C/idxeHHsA 06rpyHMo8aHo HeobXioHicmb nepexody 8i0 KanbKysIko-
B8aHH# N0BHOI cobisapmocmi nocsye agiampaHcnopmy 00 KaslbKyto8aHHA iXHbOI 3MiHHOI cobisapmocmi.
Hatibinew saxnueoro nepedymosolo 8npo8aoXeHHA KaabKyMo8aHHA 3d 3MIHHUMU 8UMpamamu 8 Npakmuky 8imyusHAHUX agianionpuemcmsa
8 YM08AX eKOHOMIYHOT Kpu3U 8 YKpdiHi € me, Wjo mexHiKa KasnbKymo8aHHA 3a 3MIHHUMU 8UMpamamu npucmocosaHa 0o makoi cumyauii, Konu
€NOCMepi2aembCsa 3HUXKeHHs memnie eKOHOMIYHO20 PO3BUMKY i AK HAC/IIOOK — HeNOBHe BUKOPUCMAHHSA 8UPOOHUYUX nomyXHocmel. Y 38’A3Ky
3 YUM KaJTbKYJII08AHHA 3d 3MIHHUMU 8UMpamamu 0de MoXsusicme KepisHUUMa8y agiakoMnatii 3ocepedumu ygazy Hacamnepeo Ha 3MiHHUX
sumpamax, a exe nomim KoHmpostoeamu nocmitiHi. Kpim mozo, dogedero, wjo popmysaHHa eapmocmi nociye Ha pigHi 6inbuw HU3bKUX 8UM-
pam (6e3 8K04YeHHA NOCMIUHUX HAKAAOHUX 8UMPAam) po3wupums MOX/1UBOCMI ABIAKOMNAHIT'y 8CMAHO8/1eHHI 2HYYKOI cuCmeMu HaYiHOK
Npu 8U3Ha4eHHi Halbinbw o6rpyHMosaHux mapudpie.
D [llocnyau agiampaHcnopmy, MemoO0 KanbKyMo8aHHsA cobisapmocmi, 3MiHHI sumpamu, nocmitiHi sumpamu, 4iHo8a nosimukda,

0eMniH208a YiHa.

COBEPHIEHCTBOBAHHME METOJAUKHU KAJIBKYJINPOBAHUS CEBECTOMMOCTH
ABUAYCJIYT C HEJIBIO TOBBIINEHUA SOPEKTUBHOCTU ®YHKIIMOHUPOBAHUSA
ABUAKOMITAHUI YKPAUHBI
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D BaxHeliwel 0co6eHHOCMbI0 hyHKUUOHUPOBAHUSA ABUAKOMNAHUL 8 COBPeMEeHHbIX YC/I08USAX ABIAeMCA CyujeCmeeHHoe CHUXeHUe cnpocd Ha
asuanepegosku U Kak ciedcmeaue — nadeHue peHmabesnbHoCmu Uux 0essimesibHOCMU. B c843u ¢ 3mum 803HUKaem nepgsooyepedHas Heobxo-
oumocme nposedeHus 2ubKol yeHo8ol NOAUMUKU, YMO 3acmassiaem pyKkosoocmao aguakoMnaHuli nepecmampugams mpaouyuoHHble
nooxodbl K pacuemy cebecmoumocmu aguayciye.

Cmamea noceaujeHa Kpumuyeckol oyeHKe cyujecmayroujeli yyemHol npakmuku ompaxeHus 3KCNJ1yamayuoHHeIX pacxo0os 8 CMoumo-
cmu aguaycnye u onpedesnieHuto SKOHOMU4Yecku 060CHO8AHHOU MemOOUKU KasbKy/IUpOo8AaHUA cebecmoumocmu yciiye asuampaHcnopma
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HA coepeMeHHOM 3mane pa3sumusd 3JKOHOMU4YecKux omHoweHul 8 prGUHe. B pe3yibmame nposeaeHHoeo uccnedo8aHus 060CHOBAHA
Heobxo0umMocmeo nepexoaa om KaJleKynuposaHus nosiHol cebecmoumocmu yanye asuampaHcnopma K KasieKysuposaHur ux nepemeHHoﬁ

cebecmoumocmu.

Haubonee saxHoli npeaHOCblﬂKOU eHeapeHun KaJlbKy/1uposaHud no nepeMeHHbIM 3ampamam 8 Npakmuky ome4dyecmeeHHbIX aeuanpeb-
npu,qmua 8 YCJ108UAX 3KOHOMUYECKO20 Kpu3uca 8 praUHe Ae8/19emca mo, Ymo MexXHUKA KaJ1bKy/1upos8daHUA no nepeMeHHbIM 3ampamam
npucnoco6ﬂeHa K makou cumyauyuu, Ko20a Hab10aemca CHUXeHUe memMno8 3KOHOMUYECK020 passumus u Kak cedcmaue — HenoJsiHoe
ucnose3zosaHue npOU3600Cm3€HHbIX MowHocmed. B cgAa3u ¢ smum KaJlbKy/iuposaHue no nepeMeHHbIM 3ampamam 0dem 803MOXHOCMb
pyKoeoacmey asuakomnasuu cocpeaomoqumb B8HUMAHUe npe)KBe 8(€20 HA hepeMeHHbIX 3ampamax, a yxe nomom KOHmpoJsiupogedme
NOCMOAHHbIE. KpOMe mo2o, 00KA3aHo, Ymo (I)OPMUPOBGHUG cmoumocmu ycilye Ha ypogHe 6osee HU3KUX 3ampam (6e3 8Kt0YeHUA nocmo-
AHHbIX HAK/TAOHbIX pacxoaos) pacwupum s03MOXHOCMU dsuakomMnaHuu 8 ycmaHosJieHuu 2ubKoli cucmemsl HaUeHoOK npu onpeaeneHuu

Haubosnee 060CHOBAHHbIX Mapugos.

K] YC/'IyZU asuampaHcnopma, memoo KaJ/lbKyJiuposaHus cebecmoumocmu, nepemeHHble 3ampamel, NOCMOAHHbIE 3ampambobl, UeHo8aA

noauUMuKa, 0eMnNUH208as UeHa.

Problem definition

Air transport is one of the most important spheres
of economics of Ukraine. Its activity is aimed at the
satisfaction of the demand of business entities and pop-
ulation for transportation. However, there is meaning-
ful lessening of demand for air transportation in mod-
ern economic conditions. Among the main factors that
led to this, one can name the military-political situation
in the country and significant deterioration in finan-
cial condition of the population due to this fact. As
a result, a number of domestic airports do not work,
and the frequency of completion of separate flight was
delayed or reduced.

In 2014 passenger traffic in boarders of Ukraine
was provided by 25 domestic airlines, and interna-
tional flights were provided by 8 domestic airlines.
At the same time in comparison with 2013 year the
quantity of transported passengers reduced by 6% and
amounted to 5900 thousand people. As a result, this
has led to the reduction in profit for 7,5 % in compar-
ison with the data of 2013 [1].

The current state of the economy of the country
has put airlines in such conditions, when they can stay
on the market of the domestic air transportation and
retain a certain segment of the international market
only due to offering services at competitive prices.
Thus, in order to attract people to the usage of aviation
transport, and, consequently, to increase the profitabil-
ity of this industry, there is an urgent need to revise the
tariffs for air transportation.

At the same time one should remember, that pop-
ulation that use this type of transport includes both
passengers with high level of income and passengers
with average and low income. That is why tariff sys-
tem should be developed in such a way, that will allow
to avoid the reduction of quality of air services after
reduction of tariffs. It should be based on economi-
cally justified costs that form the cost of air services,
include loyalty leverages in pricing for loyal custom-
ers and contribute to additional attraction of passen-
gers with higher financial resources.

Calculus of prime costs of air services is called
calculation. In modern conditions, when determining
the prime cost of transport services most airlines base
their calculations on the measurement of costs associ-
ated with the fulfillment of the flight.

Calculation in airlines is necessary for solv-
ing problems of operating cost management, opti-
mizing pricing, predicting the behavior of finan-
cial performance in a rapidly changing economic
environment.

Analysis of recent research and publications

There is a significant number of scientific pub-
lications, devoted to questions of y operating cost
management in order to reduce them. Among them,
we should mention papers of Gorodetskaya L. [2],
Knyazeva N. [3], Kostromina E. [4], Sultanuva E.
[5]. However, in spite of this fact, there are no sys-
tematic investigations devoted to the justification of
methodical approaches to calculation of the prime
cost of air services.

Formulation of the task

The main task of this research is to evaluate in a
critical way the existent accounting practice of record-
ing of operating costs in the cost of air services and
to determine economically justified methods of cal-
culation the cost of air transport services at the pres-
ent stage of the development of economic relations in
Ukraine.

Presentation of the basic material of the research

Methodological basics of formation of the prime
cost of air services in Ukraine are defined by the rules
of Regulation (Standard) of Accounting 16 «Costs»
[6], Guidelines on the formation of the prime cost of
conveyance (works, services) by transport [7], Guide-
lines on the formation of the prime cost of air trans-
portation for domestic and international traffic, taking
into account guidelines of International Civil Aviation
Organization [8].

6



ISSN 2306-0050

Practical science edition “Independent AUDITOR” N216(1l) 2016

According to these regulations the prime cost of air
services can be formed:

- at the level of total production prime cost. Prin-
ciples of calculation for total costs are its basis for
calculation;

- at the level of variable (partial, truncated) prime
cost. Principles of calculation for variable production
costs are its basis for calculation.

Illustration of methodological approaches to the
recognition of costs in the prime cost of services in
the calculation systems for total and variable costs was
presented in the Table 1.

When comparing methodology of calculation of
the prime cost in systems of calculation for total and
variable costs (table 1), one can convince that there
is difference is in the approach to recognition of fixed
production indirect (general) costs in the prime cost
of services. During formation of total prime cost, the
entire amount of indirect costs (both variable and
fixed) is included into the cost of air services. At the
same time, the prime cost, which has been calculated
on the basis of variable costs, involves the assign-
ment of a constant component of indirect costs for
the financial result of the period in which these costs
are incurred. They are not assigned to the cost of air
services.

Investigation of peculiarities of the usage of calcu-
lation systems of the prime cost of services for total
and variable costs at enterprises of the air transport

Gnilitskaya L.V., Al-gazu Ali

industry allowed to summarize their main advantages
in the Table 2.

Despite the fact that the methodology of calcula-
tion for the variable cost of services has more benefits
in economically unstable situation, the methodology
of calculation for total cost of transport services pre-
vails at domestic air transport enterprises. First of all
this can be explained by that fact, that this methodol-
ogy is the basis for the formation of profit for tax pur-
poses, as well as its recording in the system of public
financial statements (Statement of Financial Perfor-
mance (Income Statement)) of the enterprise.

However, the usage of the total prime cost in the
capacity of the guidepost in the pricing system of air
transport enterprises in today’s economic climate is
no longer relevant, since the “weighted” due to poorly
controlled fixed indirect costs total prime cost is prac-
tically not oriented to market changes.

In order to confirm this conclusion, we should prove
the need for transition from the traditional methodol-
ogy of calculation of services to the methodology of
determination of their variable costs. This can be jus-
tified by sectorial features of air transport enterprises.

Firstly, calculation of the prime cost of services
on the basis of variable costs excels with simplicity
and objectivity of calculation, since there is no need
for a conditional allocation of fixed production indi-
rect costs. This makes the prime cost of services more
transparent and helps to control fixed costs.

APPROACHES TO RECOGNITION OF COSTS IN THE PRIME COST OF SERVICES IN CALCULATION

SYSTEMS FOR TOTAL AND VARIABLE COSTS

SYSTEM OF COST ACCOUNTING AND

Table 1

COSTS THAT FORM THE PRIME
COSTS OF SERVICES

CALCULATION OF THE PRIME COSTS
OF SERVICES

COSTS COVERED BY THE FINANCIAL RESULT

Direct material costs

Marketing costs

Direct labor costs

Administration costs

Calculation system for total costs

Other direct costs

Other operating costs

costs

Variable production indirect

Fixed production indirect costs

Direct material costs

Marketing costs

Direct labor costs

Administration costs

Calculation system for variable costs

Other direct costs

Other operating costs

costs

Variable production indirect

Fixed production indirect costs
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COMPARATIVE CHARACTERISTICS OF CALCULATION OF THE PRIME COST OF SERVICES

FORTOTAL AND VARIABLE COSTS

CALCULATION SYSTEM FORTOTAL COSTS

Table 2

CALCULATION SYSTEM FOR VARIABLE (PARTIAL) COSTS

1.1s focused on the total coverage of all production costs

1.1s focused on the coverage of only variable production
costs

2. Is the basis for the formation of the full prime cost of
services that meets all requirements of current legislation
in the field of financial accounting and public reporting

2. Is the basis for the formation of the variable prime
cost of services, which is an instrument of operational
management of economic activity of the air transport

enterprise

3. Provides for capitalization of fixed indirect costs in the
prime cost of consummated services, and correspondingly
their coverage at the expense of the consumers of these
services

3. Provides for direct allocation of fixed indirect costs for
the financial result of the enterprise in the period of their
occurrence. This enables real reflection of the financial
result from the position of management

4. Is effective for making long-term management decisions
in a relatively stable economic environment

4. |s effective for making short-term managerial decisions
in a rapidly changing economic situation in the air services
market

The last thing is especially important, since the
accounting policies of the most part of air transport
enterprises of Ukraine provides 100 percent of allo-
cation of actual indirect costs for the prime cost of
sales of services basing on a single (often unjustified)
distribution base. This can be explained by the fact,
that according to the existing methodology of alloca-
tion of indirect costs, the amount of allocated costs is
included into the prime cost of the finished product,
and the retained part of the indirect costs is written off
to the prime cost of sales.

However, considering technological features of the
activity of the air transport industry, which does not pro-
vide for the formation of the finished product, irrespec-
tive of the amount of actually incurred indirect costs,
all of them, one way or another, will be allocated to the
prime cost of consummated services. This methodology of
allocation of indirect costs do not allow to determine the
impact of the usage of production capacity of the air trans-
port enterprise for the prime cost of transportation, and to
determine on this basis routes (flights, specific aircrafts),
which work is effective, or vice versa is ineffective.

The usage of the methodology of calculation for
the variable costs will require obligatory division of
indirect costs for variable and constant components.
At the same time, considering the need for the flexi-
ble pricing of air transport services, the most rational
factor for justification of the variability of the general
production costs is the possibility of their direct com-
parison with a separate flight (aircraft).

In turn, fixed indirect costs will acquire features
of operating costs and, passing the prime cost of ser-
vices, are allocated to the financial result of the air-
line. This will make information about them transpar-
ent, and therefore more controlled.

Secondly, the use of the methodology of truncated
(variable) calculation at the enterprises of the airline
industry will not affect the principles of formation of
costs for profit taxation purposes. Since, due to the
lack of finished goods inventory and work in prog-
ress, all incurred costs in the reporting period will be
considered as costs of the period, and thus commen-
surate with the income of this period during the for-
mation of profit.

With regard to the format of financial statements,
the reflection of information about the constant indirect
costs in the additional separate line in the Statement of
Financial Performance (Income Statement) will only
strengthen the ability to determine their impact on the
profit margins of the airline.

Thirdly, the usage of the methodology of truncated
calculation involves the formation of both financial
results of the airline as a whole and the interim finan-
cial results (at the level of marginal income) for esti-
mating the activity of individual segments of the
airline (routes, transport vessels, customer groups,
species of airports and etc.). This will allow man-
agement to control changes in the performance dur-
ing a number of periods, to determine the segments
with higher profitability, and to reorient the activity
of the airline in accordance with the changing mar-
ket conditions.

Fourthly, calculation of the variable prime cost of
services at the level of lower costs (without including
fixed indirect costs) will open more opportunities to
establish a flexible system of margins in formation of
the most reasonable rates.

This is especially important as the current situa-
tion in passenger air traffic has led to the fact that the
level of demand is the only one indicator that must be
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taken into account during the process of pricing of air
services.

However, in terms of price competition it is nec-
essary to know the lower limit of the price, which
allows to fulfill the air transportation without loss.
The variable prime cost plays the role of the lower
limit of the price. At the same time, one should
remember that application of this approach to pric-
ing is advisable only in that case, when the fixed indi-
rect costs can be reimbursed in the prices established
for the basic flight.

Considering multi-variance of provided air ser-
vices, which excel in range of flights, their frequency,
regularity, the number of passengers on board, etc., it
is necessary to justify the most appropriate price of the
air transportation.

For example, the cost of the services of so-called
“air taxi” depends on the number of passengers on
board and can be used for payment by passengers
with a high level of income (the highest percentage
of margin).

In addition to this, the budget air transportations
(charter flights), which weight ranges from 15 to 70% in
different airlines [5] require the establishment of lower
tariffs up to the dumping prices for the flight. This can
be explained by the fact that the receipt of the order for
the execution of the charter flight, unlike regular flights
depends on the cost of services offered to passengers, so
the margin on such flights should be minimal.

Thus, during the period of dumping policy both
regular flights and non-regular flights of “air taxi” can
play the role of basic ones in order to strengthen the
place of the airline at the market. In the cost of their
services, one should include a high percentage of mar-
gin, which allows to cover fixed indirect costs while
the cost of irregular flights should be formed at the
level of variable costs. In this case, all rules of tax and
accounting legislation will be met. Moreover, trans-
portation will not be unprofitable even at the level of
dumping prices.

Fifthly, calculation of the variable prime cost is the
basis for the analysis of “cost-volume-profit” (break-
even analysis), which is used as a tool for estimating
the relationship between costs and profit. The use of
the break-even analysis in the activity of air transport
enterprises allows to determine the dependence of the
operating costs of the volume of air services rendered
or the extent of the use of motor-aircraft fleet. In addi-
tion, it allows to calculate the critical volume of traf-
fic, predict the behavior of operating costs depend-
ing on the type of aircraft, route direction, season and
other factors.

Break-even analysis must be the key issue in the
airline during making decisions on the establishment

Gnilitskaya L.V., Al-gazu Ali

of airfares, the choice of the optimal route network of
air transport, the most efficient usage of the aircraft, the
development of marketing strategy for the upcoming
period. Moreover, the break-even analysis can be used
as a management tool for detection of hidden reserves
of profitability of airline, which cannot be determined
by means of using the traditional methodology of fac-
tor analysis of profit.

Conclusions

Conducted research allows to formulate a number
of general provisions that reveal directions of improve-
ment of methodical basics of accounting in the part
of recording of operating costs and calculation of the
prime cost of air services in order to improve the effi-
ciency of functioning of Ukrainian airlines.

1. Further research in the field of improvement
of methodological approaches to calculation of the
prime cost of air transport services in order to man-
age operating costs, optimization of pricing, predict-
ing the behavior of financial performance in a rapidly
changing economic environment, should be associated
with the development of the most substantiated rec-
ommendations of practical implementation of meth-
odology of variable calculation into the practice of
airlines of Ukraine. This will allow to strengthen the
role of accounting information as well as to increase
the possibilities of cost-benefit analysis in justifica-
tion of different sorts of air transport enterprise man-
agement solutions.

2. The most important prerequisite for the introduc-
tion of calculation for variable costs into the practice
of domestic airlines in conditions of the economic cri-
sis in Ukraine is that the technique of calculation for
variable costs is adapted to a situation of economic
slowdown and underutilization of production capac-
ity. Considering this, calculation for the variable costs
enables management of the airline to focus on variable
costs and only then to control fixed costs. This can be
explained by the fact that at a certain period of time
fixed costs remain the same and start growing only
after the expansion of the production capacity. At the
same time, the growth rate of fixed costs is lower than
the rate of economic recovery.

3. In addition, analysis of the variable prime cost is
an instrument of information support of management
decisions in the system of economic security of the air-
line during the financial and economic crisis. It is not a
coincidence that some western authors [9; 10] call the
system of calculation for variable cost as mechanism
of “Management of economic security of the enter-
prise”. They highlight the importance of the account-
ing information received in this system to ensure the
safety of operation of the company.
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