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Abstract: Many specialty papers introduce the issue of castsprocesses to reduce them. However, they
do not specify the circumstances in which it is polsory to reduce expenditure and those where this
goal is optional. Also, there is not a logical segue of reducing expenditure and a minimum valubef
costs, below which they cannot be reduced withfatting the activity of the company. Based onghes
theoretical elements, this paper focuses mainlyeslucing expenditure in an industrial enterpriséneT
paper is circumscribed to private legal entitiasespective of their capital membership, size ampscof
activity undertaken. Thus, the author aims to datee the situations in which decreasing the costs i
compulsory, as well as to identify a methodologyetduce them by analyzing the main operational ex-
pense categories. Also is established a methoddmggduce costs by analyzing expenditure categorie
that have a large share in total expenditure anghlights the practical possibilities of materiatizi
them. For this purpose there are theoretical andagtical elements necessary to detach conclusiods an
supporting scientific endeavour. To illustrate Beentific enterprise is considered a data struetof an
industrial enterprise. With it are identified catages of expenditure that can be reduced to impitinee
activity.
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1. THE CURRENT STATE OF THE PROBLEM » identifying the categories of expenses that can be
reduced. To this end the main categories of expendi
ture are analyzed;
example of the scientific approach in a real data
structure. Methodology for cost reduction will bg-a
plied to a real data structure.
Achieving the paper objectives is done based en-th
retical and practical elements presented in thgdlitire.
A methodology is established to reduce costs byyana

As a general objective, permanent or temporargt co
savings are a concern that is found in the majaofty
families, businesses, state level and state itistitst Of
the businesses listed, the article is circumscriteefri-
vate entities, regardless of their capital, busingge or
scope of activity undertaken. The costs are raftbdh
all businesses, since it is a goal that will geteeeacom-

petitive advantage 2, 3]. ing expenditure categories that have a large shatiee

Achieving the objects of each operator requires th : L AP
use of all elements that make up the labour processtOtal expenditure and highlights the practical fiutes

Some of these are consumed in the production paves & TAPTAIER, TR T BARCS, TEC TR
marketing, another part is depreciating, while cthraust P y

be paid. Regardless how they can be used, the ialater sions and supporting scientific endeavour.

financial resources, human or environment resource§
. - . POSITION OF EXPENDITURE ON THE
used in the enterprise generates costs [6]. MANAGEMENT OF INDUSTRIAL ENTERPRISES

2. ORGANIZATION OF RESEARCH The fundamental objective of the company must be
identified in the economic theories or in the fioih
statements. Summarizing the conclusions thereangth
should be noticed that the fundamental objectivdi-of

. setting the position of the reduction in expenditur nancial management is to maximize the enterprikeeva

- Generally, value is a complex category at therente
(F:J(r)irsnepared to the fundamental objective of the enter'prise level that can be assessed in relation taa#isets

- o . currently held or expected results in the futuheptigh
» determining the situations where the enterprisetmus

d onl L taci the use of accumulated assets. In this respect;dire
reduce costs. Only some situations facing an enter['Jany is a variable that takes into account expepted
prise determined reducing costs;

sent value correlated with expected future revemysss

" Corresponding author: 29 Eroilor, 500036 BrasounRoia, erated from business activities [1, 22] .

Tel: 44 0268 477113- From the background a conclusion is drawn, namely
Fax: +4 0268 477113 that reducing costs is not the primary objectivethud
E-mail addressgheorghe.c@unibv.r(C. Gheorghe) company. If spending cuts should be the primargobj

For research, it should start from meeting itseobj
tives. In relation to the theme of the work, thee@rch is
aimed to achieving the following objectives:
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tive of the company, then one should always foltbeir
reduction over time.
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cover the accumulated loss of previous years. He f
that those businesses fall into such a categdbgdsuse

For example, interest expense arising from loanghe market has brought here, due to lower reveries.

made by the company in the current or previousoplsri
is considered. These expenses may be void if thanor
zation waives loans. Absence of leverage will lethe
company only alternative equity financing activity
solution that ensures stable but slow growth.

To this conclusion it should be added that, inlyana
ing various types of consumption, nota bene, ugdel
efficient operation, making an income requires exibe
ture and vice versa. Expenditure-income relatignsgbi
valid default for operating activities, crucial fmdustrial
enterprises. Exceptions to this rule occur if ficiahand

tions aimed at increasing incomes are desirabliethay
are usually theoretical. For them the best is talyaze
costs and identify ways to reduce some of them;

C) Unprofitable businesses experiencing significant
losses which have taken equity accumulated in presvi
periods. The analysis may result in expendituratgmis,
but they should be done in a prior period. Rathegse
companies are turning to reorganization or rechpda
tion by shareholders or shareholders' agreementeiGe
ally these businesses are facing a negative eguoiynet
situation. The latter is defined as the differebeéween

exceptional expenses not generate revenue as keventotal assets and total debts:

realization not necessarily involves items of exjime.
From the above it results that any analysis ofeexp
ditures, total or by category of activities shadl Garried
out separately, but in close correlation with theoime
categories whose accomplishment contributes.

4. COST REDUCTION METHODOLOGY

Net situation = Total assets - Total debts. (1)

A negative net situation is the result of negaties
loss conclusion of the current year or previousryekn
this case, total debt contracted by the compangesed
the real asset. The negative value of the net sheows
bankrupt situation, but cannot be installed in ey\ghort

Enterprises in the economic environment can be deperiod of time.

lineated into three categories, depending on tbeaaic
and financial results obtained:

A) Profitable enterprises, characterized by higiesa
of earnings, that record permanent cash surplussaxe
eral years in a row. In their case it is not corspty to
save money, but rather their supervision. In toage it
is mandatory spending cuts. More suitable are ttierss
that lead to their economic growth such as:

- investing in tangible assets;

- penetration on foreign markets;

- opening new branches or subsidiaries;

- allocation of resources to their own researcleesp

- assimilation of new products;

- adding value to products manufactured,;

- studies and research on possible takeover orrtimo
processes of profitable business;

- diversifying financial investment portfolio.

There are signs should not be neglected by tlan{in
cial manager, for the period preceding the mosbittigmt
being:

- profit reducing;

- decrease of other financial indicators;
- increasing cash deficits;

- shift from profit to loss;

- gradual consummation of equity.

Many of the companies from this category go to a
reorganization process. The law of insolvency &if@s
two categories of judicial reorganization [6]:

- reorganization based on the partial capitalizatbthe
debtor’s assets, in view of paying off the lialglg de-
clared and accepted at the statement of asset&biid
ties;

- reorganization based on an operational and/antiial
recovery having as consequence a debt satisfaetion

B) Low return businesses or those that are easy téeast to the share obtained in case of bankruptcy.

Table 1
Evolution of minimum annual salary during 2000-2012 period
Y ear The minimum annual salary Aver age exchange rate RON/ Minimum annual salary
(RON) [7-16] EUR (EUR)
200( 10C 1.995¢ 50.11
2001 14C 2.602¢ 53.7¢
200z 17t 3.125¢ 55.9¢
200: 25C 3.755¢ 65.5€
200¢ 28C 4.053: 69.08
200t 31C 3.623¢ 85.5E
200¢ 33C 3.524¢ 93.63
2007 39C 3.337: 11€.8€
200¢ 52C 3.6827 141.2C
200¢ 60C 4.237: 14159
201(C 60C 4.209¢ 14252
2011 67C 4.237¢ 15¢.09
201z 70C 4.456( 157.09
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Fig. 2. The average inflation rate during 2(-2012 (% ).

It is important to mention that in the Romaniagise
lation no legal provisions exist that should auttiosdly
launch bankruptcy, as in other European countiiée

over and with limited assets have no real reorgsdioin
chances;
- situations existed wherein a creditor introduttesl pro-

reorganization and bankruptcy procedure in Romaniacedure opening application, and the debtor, bedhgeat

may start either through the application addressethe
debtor himself, in insolvency, or by the creditorsder
the following conditions [6]:

- the creditors have not been paid for at leadd&8;

- the debts of tradesman, come from labour or cald-

and not wanting to enter the procedure, until tinst f
peremptory date, paid off his debt. If the creddgosi-
tion is considered, there has to be very well known
whether the procedure is efficient to this purpee,a
solvent debtor will never accept to enter this prhoe

tions, are greater than six average wages on ecgnomand will obviously pay off promptly the back delbhe

settled according to the law;
- the tradesman’s debts, come from commercialiogiat

treasury exposure. already submitted to pressemuse
of the lack of cashing and of liquidities).

The advantages resulted following the researches inflexibility of the contractual partners; a coany

carried out as well following the consultation dfet

within reorganization no longer benefits from tlwpgort

companies having confronted themselves with such a@f the contractual partners, who count many times i

situation are:

- the insolvency procedure is a solution for thétdes
as, ever since the date of its opening, the risthefli-
abilities is stopped and the assets of the compaanie
conserved, due to the most important effect ofpttuee-
dure, which is the interdiction upon the interelswt
delay penalty and increase at not guaranteed debts;
- the debt recovery by the debtor is done withetkemp-
tion of the stamp taxes;

- all judicial and extra-judicial actions launchegon the
debtor are stopped;

- the maintenance within the business circuithef thon-
est debtor, in a repairable financial situatiore (tebtor
has the possibility to continue his activity, howeeom-
plying with the conditions established through tker-
ganization plan);

- recovering debts, to a higher extent than indhse of
bankruptcy;

- maintaining the working places, at least for parthe
employees;

- in the relation with the debtor within the juditireor-

increasing the recovery chances;

- the procedure is public, which leads to the domadf a
negative situation upon the company: you are labell
"you are in reorganization” — which, in the opiniorf
many companies, means bankruptcy.

To increase the competitiveness, many works com-
mend cutting costs. The challenge can hardly bestra
lated into practice in an emerging economy whefla-in
tion shown in Fig. 1 remains stubbornly high and th
minimum wage (or average) the economy is growing.
The presence of inflation causes price increaseswf
materials, materials and energy resources is often,
damental to any product containing material.

Table 1 shows the value of the minimum wage estab-
lished under the Romanian legislation. Average arge
rate of the national currency against the euroenay
quotations media is announced by the National Bafnk
Romania for some time. It is calculated as the Bmp
arithmetic average of daily exchange rates forriogeof
one year [23].

It is found an increase of the minimum wage, which

ganization procedure, the suppliers should not be a represents the wage policies of public and priveate

fected.

ployers. Data on annual minimum wage expressed in

At the same time, several disadvantages wereiident RON taking into account that 1 July 2005 was hedel d

fied, where of the most important are:

- the confirming procedure of the reorganizatioanpl
proves to be particularly complex;

- real inconveniences for the creditor: suspendimg

individual pursuits against the debtor, freezing debt at
its nominal value during the procedure opening;

- the practice shows that the debtors with reduocead-

mestic currency [18]. The data presented shows that
market due to objective causes increases the manufa
ing costs of industrial products, while the litenst
shows the need to reduce their.

A few rules for the identification of undertakingad
where it is necessary to reduce costs were prdyious
detached. Before reducing the costs, the firstctor in
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taking action will be in the area of incomes, aigito
increase them.

Of course, these actions will be accompanied by re
duction of costs according to what logic will ben@ved.
Reducing costs will start from total expenditune.this
respect, the procedures made available by literadne
[19, 20]:

A) Dynamic analysis of costs;

B) Study of the structure and composition of expend
ture;

C) Calculation of efficiency of expenditure rates;

D) The application of factor analysis models.
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operating expensesZOE — amount of operating ex-

i=1

n
penditure by types of activities; ZOR — amount of
i=1
income from exploitation by types of activities.
Categories of expenditure shall be determined with
the largest share in the total of those in senAeg;. solu-
tion to reduce them will result in an economy tiaat
result in relative profitability. From the strucalipoint of
view, the running costs comprise the following item
A) Expenses relating to the consumption of raw mate

Among the most effective there are the processesials, auxiliary materials, fuels etc.

listed under points C and D. To this end, calcukate
model the dynamic efficiency rates of total expéundis
by reporting their volume, total revenues for thspec-
tive periods [17]. Since the process will alwayaddo
the need to increase revenue, such solutions arestea
as they were previously treated.

The first examined are the total expenditure to be

reported the total revenues constituting an efficyerate.
Tracing the evolution of the expenditure total rave is
at an average rate of efficiency of the overallendgiture
(or cost per 1 000 RON total revenue) determinethily
relationship:

Zn: E
Rer ==1—1100Q

>R

i=1

()

whereRgt represents the average rate of efficiency of the

n
total expenditure;ZEi — amount of expenditure by
i=1

n

category of activities;ZR — amount of revenue by
i=1

category of activities.

Reduction of the rate level equals with an inceelas
efficiency with which financial, human, material dan
environmental aspects of the company were usedi- Sim
larly, increasing the value of the report showsealide
in the efficiency of the enterprise [21]. Such aqadure
does not usually lead to solutions, but ratheramnaew

of the company's revenue and expenditure and on the

B) The costs of the work and services performed by
third parties;

C) Expenses with taxes, fees and similar payments
incurred by the patrimonial unit;

D) Staff expenditure;

E) Expense with depreciation of fixed assets;

F) Other operating expenses.

From the previous enumeration one can see the larg
number of operating expenses. Theoretically, we can
create efficiency rates or other computational noedad
analysis. Next it will examine each element to tdgn
the practical possibilities of finding solution.

A) The analysis of raw materials and the materials
will be performed using a rate set efficiency agaia
consistent income category. Thus, also an effigieatio
is obtained called the costs of materials to 1 B@N
operating revenue (or turnover):

E
m = o 1000 @)
where EFPR — costs of raw materials to 1000 RON

operating incomek,, — costs of raw materials and mate-
rials; OR— operating income.

The relationship of computation shows that thedir
tions for action are: raising revenues placed m -
merator and/or denominator costs decrease. Asirtste f
solution has already been identified, it remairesrgduc-
tion of raw materials and materials which can be ex
pressed as:

Erm = chj Eb] , (5)
J

formation of the gross income. Therefore, analysis

should continue, observing previously identified.

One should proceed to analyze operating expense
whereas they held at the industrial enterprises|aigest
share in total expenses.

As a result, their sum is in close dependency With
objects of the company. The average efficiencypdre
ating expenses will be calculated by the relatignsh

>0F
_i=l

n

> OR
i=1

Roe (100Q (3)

where Rog represents the average rate of efficiency of

wherecs; —specific consumption of material resourges

%} — price of the resource materials supply

The form of expression indicates that any possible
reduction in material costs by reducing specifim-co
sumption and / or supply to obtain lower pricese Tihst
solution is more consistent and should be a cohstan
cern. Solutions are mainly technical and engingerin
concerns many aspects of design and technologyy-man
facturing and purchasing. The second one is canmiti
on quantities purchased, payment and bargainingggow

B) Expenditures generated by the services rendered
by third parties shall be expressed as a ratefmiegfcy
as follows:

ES20OR = % [100Q

(6)
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where EX2PR — costs of the works and services to 1000

RON operating incomeE,s — costs of the work and ser-
vices executed by third parties.

The thinking is similar and will lead to reducex e
penditure on these activities. The solutions cannazev-
ing of some services or works insofar as they dboaffo
fect production or investment activity, or findisgrvice
providers or performers of works which offer lowates.

C) Expenditure with taxes, fees and similar payment
incurred by the patrimonial unit conduct, accordioghe
same reasoning, to the desire to reduce their amoun
Although theoretically may consist of analysis ajdels
for the reduction and their application will resiuitthe
need for legal changes, unable to look, or spewgelat
unethical behaviours which, even being legal, avé n
advisable.

D) Staff expenses can be expressed as:

E

10000R = _—S D.OOQ
OR

S

(7)

EéOO(DR

where — expenditure on staff to 1000 RON op-

erating incomeks — staff expenditure.

Staff costs analysis will be done in conjunctioithw
the annual average labour productivity. Labour pmd
tivity growth and that of the average salary cdoggi an
integral part of the salary policy of the entererig\d-
vancing growth of the average wage by average tabou
productivity leads to savings on the wage bill, ethis
reflected positively in increasing the rate of @ffncy of
the overall expenditure [5].

E) The analysis of depreciation expense relatéseo
issue of depreciation, physical wear monetary valfie
fixed assets included in cost of products. Deptixrias
an element of production costs in general and aidtrén
tive expense in particular.

Whatever form of expression of the indicator iseta
as the basis of comparison, depreciation analysiey
performed throughout the activities of the compalfy.
depreciation expense is reported in operating irc@m
different rate of efficiency is obtained:

D
ElOOCOR - D.OOQ 8
d OR (8)
where E}**® - depreciation expense to 1 000 lei operat-

ing income;D — amount of depreciation expenses.

On amount of depreciation there is influence fittin
average annual value of fixed assets, fixed ass@tsan
average rate of depreciation has been recorded.

A&
"~ 100

9)

whereA; average annual value of fixed assets; aver-
age rate of depreciation.
Continuing the approach will lead to lower depaeci
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tion expenses, something which, according to the- re
tionship can be achieved by reducing the valueixafdf
assets and / or average rates of depreciation. ditefu
the volume of fixed assets is not desirable (onlgeér-
tain circumstances) otherwise it appears as a psoce
disinvestment, or equipped with lower level teclool
gies. Then, the solutions can only be achievedebyic-
ing the average rates of depreciation. Since theycal-
culated as weighted arithmetic average, it wouldame
that times have changed average depreciation efl fix
assets governed by the legal elements! It stilhtifies a
category of expenditure that cannot be reducedthumirt
content translates to better capitalization of dixessets
owned by the enterprise.

E) Other operating expenses such as losses from a
theoretical claim can be theoretically analyzed thetr
share is small, the solutions will have negligibtgpact
on business profitability.

For example, consider a data structure presemed i
Table 2. In columns 2 and 3 data from the profid &ss
account of a company on two consecutive years g w
extracted. Columns 4 and 5 include efficiency rdtes
each category of expenditure. Respecting the thieare
elements presented above, the following conclusions
could be drawn:
operating costs expressed per 1 000 RON operating
income accounting for a larger share of 672.478 RON
(period 0) to 797.409 RON (period 1). This shows of
profitability of service degradation and the need t
reduce costs;
the largest share is accounted for by expenditare o
raw materials and materials in both periods. The in
crease in value from 430.674 RON in the period 0 to
462.850 RON in the next period, their reportinghte
same category of revenue;
staff expenditure is significant and increasingnfro
132.649 RON in the period 0 to 169.547 RON in the
period 1. They can be analyzed with the aim of-find
ing solutions to reduce them. according to the peced
tivity of those two periods;
other expenses have little clout, having little aop
on reducing their profitability of the enterprisehile
others cannot be reduced.

5. CONCLUSIONS

Reducing costs is not an objective itself, bubheatas
one particular provision under certain circumstance
these could be at the enterprise level. In sitnatwhere
we have to reduce expenses, the article makesabiail
some logic to this approach that applies to findiog-
crete solutions. In most cases, in order to redihee
costs, it proceeds to their analysis. Always spemdi
will report revenue and not vice versa, causingeimer-
gence of revenue expenditure. The starting poirthés
total expenditure and the approach continues with t
categories of expenditure that hold the largesteshap
to finding solutions.
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Table 2
Aver age efficiency of operating expenses between 0 and 1 period

Efficiency ratesfor each
Amount (RON category of expenditure
Name ( ) €J y(RONF;
Period 0 Period 1 Period 0 Period 1
1.a. The costs of raw materials and sumable materia 53¢ 87¢ 59160z 43(.674 462.85C
Other material costs 28 484 2 950 22.722 2.307
b. Other expenses from outs 1442¢ 18 55€ 11507 14517
c. Expenditure on goo 12147 867C 9.68¢ 6.78%
2. Staff expenditu 16€ 28¢ 21€711 132.64¢ 169.547
a. Salarie 12£89C 16€914 10C.42¢ 132152
b. Expenditure on social protection and insur. 4039t 47797 32.224 37.394
gé?é Er?]%rfr(]:gggon and provisions for depreciatidribed es- 14 508 55 448 11573 43380
a.l. Expenst 1450¢ 5544¢ 11.57¢ 43.38C
a.2. Revent 0 0 - -
b. Adjustment of the amount of circulating as 0 0 - -
b.1 Expense 0 0 - -
b.2 Revenu 0 0 - -
4. Other operating charg 67267 12£ 29C 53.66C 98.022
4.1. Expenditure on external servi 5840¢ 11€67E 46.594 92.847
4.2. Expenditure on other ta. fees and similar paymel 4673 447¢ 3.727 3.501
?rfhsf(é?rgg?gsatlon expen. donations and assets will 4185 2139 3.338 1.673
Total operating expens 84299t 101€227 672.47¢ 797.40¢
Total operating incon 125256¢ 127¢€17:2 - -
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