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INTODUCTION

Relevance of research. In modern conditions of widespread innovation and
network production and logistics concepts of supply chain formation by national
enterprises is in accordance with the requirements of the integrated logistics paradigm,
which came in the 21st century to replace the technological and marketing paradigm. The
efficiency of logistic activity of national enterprises is directly dependent on the logistics
chains they have formed and the implementation of supply chain management principles
— the most up-to-date enterprise management concept. SCM is the result of the
development of management, marketing and logistics and meets the requirements of the
modern stage of economic development, which is characterized by the development of
network production, is an economy of competence and interaction.

Among the foreign scientists involved in the study of logistics and supply chain
management should be noted M. Cooper, H. Ding, B. Guo, Z. Liu,J. Mentzer,
D. Bowersox, D. Waters, R. Handfield, J. Shutt. The theoretical aspects of supply chain
management in the current conditions of the Ukrainian economy were considered by the
following scientists: S. Dubovik,T. Kolodizieva, E. Krykavsky, N. Medzhibovskaya,
L. Sigida, K. Tankov, M. Cherna, N. Chukhray. However, the dynamic environment of
enterprises, the intensification of global competition, the deepening of interaction
between the participants in the supply chain requires the search for new theoretical
approaches and the development of practical recommendations for supply chain
management, so the topic of the study is quite relevant.

The purpose of the final qualifying paper is to justify theoretical positions of
enterprise supply chain management and to develop practical recommendations for its
improvement in the current economic conditions.

According to the stated purpose, it is necessary to solve the following problems:

N to determine essence, concept, goals of supply chain management;

. to characterize types of supply chain management on the enterprise;

~ to analyze of supply chain management of the enterprise;
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R to estimate the efficiency of supply chain management provided by the
enterprise;

o to determine development of possible ways for improvement of the supply
chains on the enterprise;

. to estimate of the proposed measures on the enterprise.

The object of the study is the process of supply chain management at LLC «Silpo-
Food».

The subject of the study is a set of theoretical, methodical and practical aspects of
improving the supply chain management of LLC «Silpo-Food».

Research methods. The theoretical and methodological basis of the study is the
dialectical method of cognition, a systematic approach to the study of economic
phenomena and processes, scientific works of leading domestic and foreign scientists,
devoted to the problem of supply chain management and logistics.

In the process, the following research methods were used: analysis and synthesis —
to study the features and patterns of supply chain management development; inductions
and deductions — to reveal the essence and content of supply chain management, to
formulate a general concept of a research object based on the combination of its
components; analogies — to study the essence of supply chain management; comparison
— for comparison of actual indicators with indicators of previous periods; graphical — to
visualize statistics and their ratios.

The information and regulatory base of the research are scientific works of
domestic and foreign scientists, materials of periodicals, statistics, materials of financial
and economic activity of LLC «Silpo-Foody, Internet resources.

Approbation the results of the study is represented in the scientific article on the
topic: «Essence, concept, goals of supply chain management» which published in the
KNUTE collection of scientific papers (Appendix A).

Structure and scope of work. The work consists of an introduction, three sections,
conclusions, a list of sources used. The work contains 13 tables, 13 figures. The list of

sources used includes 68 items.



PART 1
THEORETICAL BASIS OF THE ENTERPRISE SUPPLY CHAIN
MANAGEMENT

1.1  Essence, concept, goals of supply chain management

Business environment has been more and more competitive presently. Nowadays
companies are aiming to gain their competitive advantage as much as possible. Supply
chain management (SCM) is one of the most effective methods in our fast-moving world.

Development of SCM has certain basis. In 90's of the twentieth century three trends
were clearly evident: excess supply over demand, globalization of markets and
informatization of society. These trends have caused changes in the strategies for ensuring
competitiveness and profitability of business.

The starting point for the emergence and development of a concept of supply chain
management was the need to reduce uncertainty on the basis of methods and models of
cooperation and multi-echelon stock management, that is, at several enterprises
simultaneously, which intensively developed in the 80's of the twentieth century.

The term "Supply Chain Management" belongs to consultants R. Oliver and
M. Weber [41, p. 72], who came up with the idea to consider material flows from raw
material producers to end consumers as part of an integrated strategy, calling it supply
chain management in the article «Supply Chain Management: Logistics catches up with
strategy» in 1982.

Scientists have pointed out that in the 1980s the emergence of the term "supply
chain management” (SCM) was driven by the need to integrate and streamline key
processes from supplier to end consumer. The basic idea of supply chain management is
that enterprises operate in the logistics chain according to information on market
fluctuations, availability of goods and manufacturers [41, p. 72-75].

D. Waters [34, p. 248-251] views supply chain management as a single entity, not

as a set of components, that performs its own function. He defines logistics chain
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management as an integration theory for managing the total flow of the distribution
channel from the supplier to the end consumer. The author also believes that the modern
vision of supply chain management should bring together all participants involved in
conversion of raw materials into goods, supplying goods to consumers in the right
amount, at the right time, in the right place in the most efficient way.

American scientists in the field of Supply Chain Management define this notion as
follows: «This is the integration of key business processes from the end consumer to all
suppliers of goods, services, information» [3, p. 354]. Revealing this definition, they point
out that supply chain management is an integration of key business processes: customer
relationship management; fulfillment of orders; management of material flows;
procurement management.

By definition of the European Logistics Association Supply Chain Management is
an integrated business approach that reveals fundamental principles of logistics
management such as the formation of functional strategies, organizational structure,
decision-making methods, resource management, supporting functions, systems and
procedures [62].

The term “Supply Chain Management” itself has been widely used in the last ten
years. The newest and most significant world-class research which are devoted to current
issues of theory and practice of Supply Chain Management are represented in works [42,
43, 46-50, 52, 53, 57-60, 64-66, 68].

Ukrainian researchers make the following definition of SCM: “Supply Chain
Management (SCM) is a process of deepening the integration of all supply chain
participants - from end consumers to suppliers of goods, services and information, aimed
at meeting the requirements of the target market, as well as shaping supply chain
participants. social responsibility in accordance with the requirements of society as a
whole and of end users in particular.” It is also argued that the SCM concept is a “cure”
that enables the coordination and regulation of business partners in a rapidly evolving and
constantly changing business environment [9].

In our opinion, taking into account characteristic of logistic activity of trade

networks we formed such definition of Supply Chain Management: it is a complex
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process of planning, making and controlling of material, informational flows and business
processes in the logistic chain to meet the needs of all consumers of trade network.

There are different theoretical approaches to define the concept of Supply Chain
Management — most up-to-date and efficient concept of logistic management on the
enterprise. The Evolution of Supply Chain Management concept is a modern scientific
field of organization of interconnections between enterprises and providing for client
orientation of conducting modern business.

In the early stage of the formation of SCM was a reflection of current changes in
character, which is why it plays an important role in the study of a number of scientists.
Initially, the formation of SCM was interpreted as a complement to logistics, but today it
is an independent scientific discipline that includes logistics as its most important
component. In general, the concept of SCM is the result of the development of
management, marketing and logistics. It meets the requirements of the modern stage of
economic development, which is characterized by the development of network
production, is an economy of competence and interaction.

The first theoretical approach on defining supply chain management focuses on
coordination and integration of logistics processes between supply chain actors. For
instance, D. Lambert and J. Stoke emphasize that supply chain management is about
integrating key business processes from the end user to all suppliers of goods, services
and information that add value to consumers and other stakeholders [29]. The authors
consider supply chain management as an integrated business concept of cross-functional
and inter-organizational coordination. Thus, D. Menzer defines supply chain management
as the systematic and strategic coordination of traditional business functions and tactics
in the implementation of these business functions in a particular company and in all
supply chain firms in order to improve the long-term performance of individual
companies and supply chains as a whole [55, p. 18]. R. B. Handfield also defines supply
chain management as a concept of integrate supply and control over material flow as
main task [35, p. 37].

The second theoretical approach focuses on management functions and defines

supply chain management as a philosophy or method of management. M. Cooper and
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other scholars [44, p. 67-89] treat supply chain management as an integrated philosophy
of managing the overall flow in the channel from the original raw material supplier to the
end consumer and beyond, including the disposal process. The Collection of Logistics
and Supply Chain Management Standards provides a definition of Supply Chain
Management as the organization, planning, control and execution of a product flow from
design and procurement through production and distribution to the end consumer in
accordance with market requirements for cost-effectiveness [51, p. 26].

The third theoretical approach focuses on the focal company and managing its
relationship with key participants in the supply chain - partners who are directly involved
in value creation for the customer. In the context of this supply chain management
approach, it 1s about establishing long-term relationships with suppliers and consumers,
entering into mutually beneficial agreements, sharing risks and rewards, transitioning
from competition, responsibilities and mistrust to mutual support and free exchange of
information [35, p. 85].

A fourth theoretical approach defines supply chain management in response to
consumer demand for value creation, as a synchronization of consumer requirements with
the flow of materials from the supplier to achieve supply chain optimization by customer
service criteria and reduce unit cost by optimizing the supply chain, optimizing the supply
chain the result of adding value at every stage of product or service creation [8, p. 52].
The main focus of this theoretical approach is the implementation of the procedure
"design - deconstruction - reconstruction" of the value chain, which, according to
E. V. Krykavsky, should be a generalized evaluation of the supply chain in terms of its
effectiveness in aspects of customer service, revenue (profit), elasticity, innovation,
business relevance to human values [13, p. 125]

The newest stage in the development of the concept of supply chain management
is characterized by a reorientation of the supply chain in the direction of recognizing the
interests of end users. Its place as the primary point of supply chain management is due
to two major reasons: changes in the nature of consumption, i.e. increasing awareness of
end consumers, increasing the variability of their interests, increasing their participation

in product creation processes (explicit and implicit), etc.; increase of opportunities,
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providing modern information and communication technologies in collecting and
analyzing consumer information, in carrying out joint processes of product development
and design, etc.

To define the crucial role of consumers in the supply chain, a new term was
introduced - Demand chain management DCM. Developing the concept of sustainable
supply chain management builds on the SCM concept in the area of social responsibility
of chain participants and the ethics of doing business. In this context, SSCM is the concept
and methodology of the activity. This approach helps to perceive supply chain links from
the point of view of the shared influence and interdependence of the chain members and
the world, including nature, society, employees, shareholders, etc. In other words, the
object of SSCM is not only the relationships between network members as business
entities (like SCM), but also their relationships with the outside world.

The SSCM logic is that environmental and social problems cannot be solved by a
single company. They must be addressed by the entire set of supply chain enterprises and
jointly formulate long-term strategies for business and society. Examples of business
processes that are part of SSCM are reverse logistics, development, production, purchase,
or use of materials or products that help to reduce, reduce and / or control environmental
pollution, waste management, replacement, and / or reuse of materials, waste disposal,
recovery, repair and recycling, etc. These may include the development and
implementation of ethical standards, labor standards, employee rights and
responsibilities, rules of engagement with the surrounding community, etc. [22].

In general, it should be noted that the formation of a customer-oriented economic
paradigm has led to the emergence of SCM as a concept that most fully reflects the
systematic, interconnectedness and interdependence of business partners within the
supply chain in the context of ever-growing socio-economic requirements.

A supply chain is the connected network of individuals, organizations, resources,
activities and technologies involved in the manufacture and sale of a product or service.
A supply chain starts with the delivery of raw material from a supplier to a manufacturer,
and ends with the delivery of the finished product or service to the end consumer. The

scheme of supply chain we can see on the figure 1.1.
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RAW MATERIALS SUPPLIER MANUFACTURIER

A4

CONSUMER RETAILER DISTRIBUTOR

Fig. 1.1. Supply chain scheme
By the author

The main reason for the implementation of the concept of logistics chain
management 1s the desire to increase the competitiveness of the company. At the same
time, competitive advantages in the formation of logistics chains are cost reduction or
quality improvement for the goods (services) provided to the end consumer.

We can discharge 5 branch directions where supply chain management is one of
the main instruments of upgrading business efficiency:

\ aircraft construction;

t vehicle manufacturing;

N electric engineering;

S wholesale and retail;

< consumer and pharmaceutical goods.

Essentially, the world can be viewed as one large supply chain. Consumers and
producers are constantly communicating with each other, and a product goes through
many hands before reaching its destination. Supply chain management deals with major
issues such as the growth of multinational corporations, partnerships, global brand
expansion, and outsourcing.

Supply chain management is aimed both to optimize inter-organizational
interactions based on modern management methods and information technologies, and

optimization of enterprise logistics.
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On the one hand, supply chain management, is part of logistics, and on the other
hand, logistics is part of the supply chain management, because elements of logistics,
production management, enterprise organization, marketing and informatics are
integrated in the supply chain management. This concept is the key to modern logistics
and will continue to develop rapidly in the future.

There are a lot of examples of successful SCM in practice. The implemented
projects of supply chain management show the possibility of reducing overall costs in the
supply chain up to 60 %, inventory levels up to 60 %, manufacturing time and supplies
up to 50 %, increasing the accuracy of supplies to 60 %, improving capacity utilization
up to 20%, increasing profits at the expense of optimizing the process of creating value
and reducing transaction costs in the field of procurement and sales up to 30 %, improving
product quality up to 30 %, increasing turnover and market share by increasing the
reaction rate and flexibility of supply chains up to 55 % [45].

Supply Chain Management aims to achieve two main effects:

1. Increase in the amount of income from sales of products or services by
increasing the level of service, accuracy of supply and decrease in demand fluctuations;

2. Reduced costs by reducing stock levels, reducing overhead and transaction
costs in procurement, storage and sales, as well as improving the use of production and
logistics facilities [67].

The modern concept of SCM is widely used in most economically developed
countries as it is an effective business tool. SCM provides opportunities and benefits such
as:

~ reducing costs, adhering to contractual discipline and improving
management efficiency by transforming an existing linear, consistent supply chain into a
reactive supply chain;

— improving the quality of products and the level of customer service
throughout the supply chain based on the integration of business processes of
development, supply, production support and distribution among all participants in the

supply chain;
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— achievement of client-oriented business processes, their openness to
knowledge exchange between business partners; - Reducing time to market, eliminating
costly mistakes and unsuccessful endeavors through close cooperation in the planning,
organization, motivation and control of the entire supply chain;

— increasing the social responsibility of business, taking into account the
contemporary challenges of environmental protection and regulating social processes.

The main goal of supply chain management: increasing profits, increasing market
share and minimizing aggregate costs in the supply chain in order to ensure the stability
and competitiveness of the business in the long run. To achieve this goal there is a whole
range of different strategies, concepts, methods and technologies, the various
combinations of which can greatly improve the efficiency of business in various sectors
of the economy.

Today supply chain management is developing rapidly and getting significance for
industrial, logistics and trading enterprises. It is necessary to support and improve this
sphere as it 1s important and essential part of enterprise logistic system. Every year the
role of logistics increases and the importance of logistics management grows. Successful
implementation of supply chains will help to identify all available market opportunities

and improve the decision-making system.

1.2. Types of supply chain management on the enterprise

Today thanks to the global economy the supply chain looks more like a web with
the manufacturer in the middle of the web. Supply and logistics are the backbone of every
business. It can affect the success of a business and unfortunately also be the downfall of
a business. Without a strong supply chain management model in place a business will not
thrive.

While there are 6 models of supply chains all of them fit into either one of two

categories. Either the model is focused on efficiency or it is focused on responsiveness.
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The reality is all supply chains have elements of both efficiency and responsiveness, but
cach supply chain model can have a primary focus of either [63].

The overall business need is ultimately the driving force behind which model is
going to be best for the business. There are several things that are determinants when
reviewing the types of supply chain models and which one will deliver the support a
business can depend on:

— the framework of the specific industry;
— the value proposition that the business has to offer;
— focus of management.
Each model has unique qualities that can support the overall organizations goals.
Let’s get right too it. The 6 supply chain models are:
The continuous flow models.
The fast chain models.
The efficient chain models.

The custom configured model.

BA R PN 2

The agile model.
6. The flexible model.

Here 1s a synopsis of each model.

The continuous flow model for supply offers stability in high demand situations
that vary very little. Manufacturers that produce the same goods repeatedly with very little
fluctuation can benefit from the continuous flow model. It isideal for commodity
manufacturing and is one of the most traditional supply chain models.

The fast chain model is ideal for manufacturers that manufacture products that are
trendy with short life cycles. It works well with a business that must change their products
frequently and that needs to get them out fast before the trend ends. It is a flexible model.

The efficient chain model is a model that is best for businesses that are in very
competitive markets and where end to end efficiency is the premium goal.

The custom configured models focus on providing custom configurations
especially during assembly and production. It is a combination of the agile model and the

continuous flow model, a hybrid of sorts.
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The agile model is primarily a method of supply chain management that is ideal for
businesses that deal in specialty order items. It is a model that focuses on the ability of
the supply chain to amp up in some cases but also be solid when there is not much
movement happening.

The flexible model gives businesses the freedom to meet high demand peaks and
manage long periods of low volume movement. It can be switched on and off easily.

Supply Chains Built for Efficiency. Efficiency supply chain models include, the
efficient chain model, the fast chain model and the continuous flow model.

A supply chain model example of this group is the commodity manufacturer that
1s making low cost clothing and they are fighting for customefs. The market is flooded
with similar manufactured products all selling to the same type of consumer. Consumers
may not realize the unique value of a certain product and all they are looking at is the cost.
An efficient focused supply model will help the producer have the materials they need
when they need them to stay competitive and create the volume that will keep costs down
thereby appealing to the consumer base. These models are based on end to end efficiency.

The supply chain process flow in this type of model is all about speed and cost
cutting. The models that fall into the “efficiency” category have components built into
the supply chain to ensure that things are moving quickly and with a certain rhythm.

For companies that are in highly competitive situations, it is critical to have
inventory on hand to complete orders quickly.

It is an ideal model for manufacturers that do not typically veer from what they
produce. They utilize the same processes and materials over and over.

Most industries that use an efficiency model do it to help save on costs or are
offering low value items that are produced in very high volume.

Responsive Supply Chains. The three responsive supply chain models are the agile
model, the flexible model, and the custom configured model. These models are ideal for
“on demand” situations. They are ideal when there is a level of uncertainty in the product
manufacturing. These three models offer the flexibility for industries that provide custom
order products, trendy products and for manufacturers that often make changes in the

products they produce.
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The idea behind “responsive supply chains” is that they respond on demand.
A good exampleis a manufacturer that produces products for different industries,
their supply chain must be flexible to meet the needs of the specific client. This week they
may be making bags for an electronic manufacturer to house components, next week they
may be making plastic plugs and screws for a furniture manufacture. They must have
the flexibility in their supply chain to quickly switch raw materials and other supplies.

Unlike the efficiency models that are built on sameness and schedules these models
require quite a bit of human interaction which of course leaves the system prone to human
error.

From the outside looking in, it can be difficult to define which model is being used.
Supply models are similar in so many ways because they all have similar goals:

— keep costs down;

— reduce risk;

— satisfy the end user;
— enhance productivity.

Every supply chain today uses supply chain IT systems to improve efficiency and
responsiveness to the needs of the business. Every supply chain today is less like a chain
and far more like a web. Only in rare cases is the supply chain the older straight-line
model, because there are typically suppliers coming from different directions and logistics
moving in different directions and it is all happening simultaneously.

Each model is similar in that it is part of a supply chain network and typically it is
not one concrete supply chain model that is being followed, it is typically a hybrid of one
or two of the models. Today’s market place requires supply chains that are both efficient
and responsive to deliver what the modern business needs to stay competitive.

Depending on the functions the supply chain management systems perform, they
are classified into two categories, namely supply chain planning systems and supply
chain execution systems [62].

Supply Chain Planning Systems provide information that help businesses in the
planning of their supply chain. Some of the important supply chain planning functions

are as follows:
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— forecasting demand for specific products and preparing sourcing and
manufacturing plan for those products;

— estimating the quantity of the product to be manufactured in a given time period;

— deciding the location where the finished goods are to be stored;

— 1dentifying the transportation mode to be used for delivering the products;

— setting the inventory levels for raw materials, intermediate products, and finished
goods;

— determining the product quantity, a business should make in order to meet all its
customers’ demands.

Supply Chain Execution Systems provide information that help businesses in the
execution of their supply chain steps. Some of the major supply chain execution functions
are as follows:

Managing the flow of products from the manufacturers to distributors to retailers
and finally to customers in order to ensure the accurate delivery of products

Providing information about the status of orders being processed so that the
vendors could provide the exact delivery dates to customers

Tracking the shipment and accounting for the products that have been returned or
are to be repaired and serviced

The supply chain, being a complex network structure, contains a focal company,
suppliers and consumers of various levels with the broadest geography of manufacturing,
warehousing and transportation facilities, as well as numerous intermediaries.

Mentzer et al. [54] there are three levels of complexity in the supply chain: “direct
supply chain” (Fig. 1.2), “extended supply chain” (Fig. 1.3) and “maximum supply chain”
(Fig. 1.4).

The direct supply chain consists of the company, the supplier and the consumer
involved in the upstream and / or downstream flows of goods, services, finances and / or
information. An example would be either a very large vertically integrated supply chain,
or a very small company that does not have the resources or the need to track second-tier

partners.
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In its simplest form, the supply chain consists of suppliers and customers of the
company. Such a small group of participants can already form the simplest form of supply

chain.

CONSUMER I LEVEL

A
v

SUPPLIER I LEVEL FOCAL COMPANY

Fig. 1.2. The direct supply chain
By the author

The Extended Supply Chain contains suppliers of direct supplier and customer of
direct customer relative to the research company involved in upstream and / or
downstream flows of goods, services, finances and / or information. This is the traditional
supply chain.

The Extended Supply Chain contains additional types of participants. The first
“supply supplier” or supplier is at the beginning of the supply chain. The next type of

customer is located at the far end of the supply chain.

SUPPLIER I LEVEL » FOCAL COMPANY 5 CONSUMER 1
LEVEL
r
A 4
SUPPLIER 1I CONSUMER 1II
LEVEL LEVEL

Fig. 1.3. Extended supply chain
By the author

Maximum (final) supply chain includes all organizations involved in the upstream

and downstream flows of goods, services, finances and information from the initial

supplier to the end customer [54].
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SUPPLIER I LEVEL »] FOCAL COMPANY > CONSUMER 1
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7 ¥
l v
PRIMARY FINAL
SUPPLIER CONSUMER

Fig. 1.4. Maximum supply chain
By the author

The last level of complexity of the supply chain involves the additional presence
of a group of companies providing services to other companies in the supply chain
(logistics, financial, marketing and information, etc.).

There are several levels of suppliers and consumers, depending on their position
relative to the focal company: suppliers and consumers of the first level (organizations
that interact (buy or sell products and services) directly in the focal company); second-
tier suppliers and consumers (tier-one suppliers and first-tier consumers, etc. down to the
initial supplier (natural resource provider) and end consumer) [27, p. 64].

Each supply chain is characterized by a combination of companies, with a specific
role to play. Such companies include manufacturers, distributors, wholesalers, retailers
or customers in the form of legal and natural persons or end users of goods. Other
companies support the activities of these companies as providers of a wide range of
required services.

Manufacturers are households, businesses and organizations that produce goods.
These are companies that are producers of raw materials and are engaged in the

production of finished goods for both consumer organizations and end consumers.
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Distributors are companies that make large volumes of deliveries from
manufacturers to customer groups. As a rule, they sell them to other companies at a higher
level than would be the case with a single recipient. Distributors are a kind of buffer for
manufacturers, protecting them from fluctuations in product demand by purchasing
inventory and managing sales in purchasing, and customer service. For clients,
distributors carry out the mission of Time and Places - they deliver products exactly where
the customer needs them, and just when they need them.

Retailers stockpile and sell in small quantities to a wide range of consumers. These
organizations are also designed to accurately track and analyze the preferences and
demand of customers to whom they sell products. They are also direct advertising, often
using a combination of price, product selection and service delivery, providing customer
comfort to attract customer attention to the products they sell. Stores provide discounts to
attract customers by offering attractive prices and a wide range of products. Exclusive
specialist stores offer a unique range of products and high level of customer service.

Customers and consumers are any organizations that buy or use a product. A
customer organization may purchase products to include in another product that is sold
to other customers. The customer may also be the end user of a product that buys it for
their own consumption.

Service providers are organizations that provide services to manufacturers,
distributors, retailers, and customers. These are companies that have a high level of
specialization and have gained considerable experience in a particular area of activity
required for the supply chain to function. For this reason, they can provide services in the
industry more effectively than manufacturers themselves, distributors, retailers or
consumers.

All types of suppliers in each supply chain are transportation and storage service
providers. These are freight forwarding companies and warehouses commonly known as
logistics operators. Financial service providers provide services such as lending, credit
analysis, and accounts receivable. These are banks, credit and collection agencies. Some
service providers provide market analysis and advertising services, while others design

products.
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The management of many of the focal companies around which the network is built
prefer to manage their logistics chains only to the point of consumption, because the one
with end-user relationships plays the most important role in the supply chain.

In this case, there should not be too many supply chain members, as this can lead
to a decrease in management efficiency, but at the same time their number should not be
too limited, as it may interfere with tracking the business processes occurring in the
supply chain, which may reduce efficiency. management. The task of creating the
optimum supply chain structure can be solved through the configuration of a logistics
network that involves identifying supply chain participants, linking them, identifying
business processes to be associated with each participant, and integrating them. This
requires different methods of forecasting and designing supply chains [25].

There are the following approaches in the world of supply chain organization:

1) the company independently creates a logistics department, whose functions are
to carry out all processes of logistics activities (1PL);

2) outsourcing part of logistics functions to third parties (2PL (from the English.
Second Party Logistic - traditional logistics));

3) transfer of all logistics functions to third parties (3PL (from Third Party
Logistic));

4) close collaboration with the logistics provider (4PL (with English Fourth Party
Logistic - integrated logistics).

According to experts in Europe and the US, more than 60% of manufacturers resort
to the services of specialized logistics companies, working with them on the 3PL and 4PL
approaches. About 40 % of companies outsource only 2PL to outsourcing firms. Only
large companies use the logistics department and the 1PL approach [33, p. 26].

Three management models are currently in place and are being actively used in
supply chain management in Ukraine's food retail chains. Management models can be
grouped as follows:

X model of disordered (decentralized) supply chain management;

- an orderly (well-established, centralized) supply chain management model;
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X a cross-docking model of supply chain management (a practice in logistics
that involves overloading of goods from one vehicle to another without the process of
storage in a warehouse).

A more common way of managing your supply chain is to manage and manage it
well. In this case, the company creates its own distribution center, and is managed through
a separate supply chain link. Or the logistics functions of the distribution of goods are
outsourced to the logistics operator - outsourcing of logistics functions.

If this management method is used, transportation costs will be reduced, and the
costs of storing goods on the network will be reduced, in addition, suppliers will reduce
the cost of goods by reducing transport costs [3, p. 303].

Delegating to outsourcing of any trading network process always involves a cost-
effective decision, since the main idea behind outsourcing is to trust and transfer
responsibility for tangible and intangible values. When outsourcing one or more logistics
functions to a logistics operator, it is important to understand that the control over the
execution of these functions belongs to the logistics operators.

It should be noted that the main reasons and motives for outsourcing are the desire
to focus on performing the main activities and the need to reduce the costs of doing
business. And the main reasons for refusing to delegate logistics functions to logistics
agents are: the economic disadvantage of outsourcing some business functions,
uncertainty about the professionalism of the potential performer; possible leakage of
confidential information. [10, p. 243-248]. These reasons testify to the underdeveloped
market for outsourcing services, as well as the fact that some enterprises for some reasons
do not adapt to modern ways of managing logistics chains and do not search for new

forms of business management.
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PART 2
INVESTIGATION OF PRACTICE OF LLC "SILPO-FOOD" SUPPLY

2.1. Analysis of supply chain management of the enterprise

Silpo is the leading supermarket chain in Fozzy Group's sales structure. Fozzy
Group 1s one of the largest industrial trade groups in Ukraine and one of the leading
Ukrainian retailers, with over 500 outlets all around the country. Besides retail, the
Group's interests’ businesses include food production, bank business, and restaurants.

Today, the Silpo chain consists of 241 supermarkets in 60 cities of Ukraine. Silpo
retail chain is one of the largest national chains of food supermarkets. Silpo supermarkets
are self-service stores with product ranges consisting of up to 20 000 items of food and
related products, depending on the sales area of each store.

We will study the dynamics of indicators of financial and economic activity of LLC
«Silpo-Food» for 2016-2018 (Table 2.1) on the basis of the financial statements of the
enterprise (Appendix B).

Table 2.1
Dynamics of indicators of financial and economic activity of LLC «Silpo-Food» for

2016-2018, thousands UAH

Absolute Relative deviation,
Indicators deviation, +,- %

2017/ 2018/ 2017/ 2018/
2016 2017 2018 2016 2017 2016 2017

718790 | 944276 | 1171732 | 225486 | 227456 31,37 24,09

Net income (sales) from sales of
products (goods, works, services)
Cost of sales of products (goods,
works, services)

549992 | 743393 | 894377 | 193401 | 150984 35,16 20,31

Gross profit (loss) 168798 | 200883 | 277355 | 32085 | 76472 | 19,01| 3807
Other operating income 1332 | 32780 5234 | 31448 | -27546 | 2360,96 | -84,03
Administrative expenses 38441 | 43865 19244 5424 | -24621 14,11 -56,13
Selling expenses | 39268 | 65750 | 127193 | 26482 | 61443 | 67,44| 9345
Other operating expenses 13480 | 40586 13155 27106 | -27431 | 201,08 -67,59
5 éﬁi?;g results from operating | 7041 | g3460 | 122007 | 4521 | 39535 | 573 | 4737
Other financial income 139 4 54 135 50 | -97,12 1250

Other income 8 110 523 102 413 1275 375,45
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End of the Table 2.1

Relative deviation,
Indicators Absolute deviation, +,- %

2017/ 2018/ 2017/ | 2018/

2016 | 2017 | 2018 2016 2017 2016 2017
Financial expenses 33095 | 52656 | 52093 19561 563 | 59,11 -1,07
Capital losses 860 0 0 -860 0 -100 0
Other expenses 0 217 | 44099 217 43882 0 | 20222,12
Financial results before tax 45133 | 30703 | 27382 -14430 -3321 | -31,97 -10,82

Income tax on ordinary activities

10938 | 11106 | 2354 168 -8752 1,54 -78,8
Net financial result 34195 | 19597 | 25028 -14598 5431 | -42,69 27,71

Calculated by the author based on the financial statements of LLC «Silpo-Food»

In 2016 the total net income of LL.C «Silpo-Food» was UAH 718790000. In 2017
this indicator was 31,37% higher comparatively to the previous year. In 2018 the total net
income increased by 24,09% as compared to 2017, resulting UAH 1171732000 of the
total net income of LLC «Silpo-Food» at the end of 2018. The increase of the provided
goods and services has a positive effect on the financial position of the enterprise,
increasing its market share.

In 2017 the increase of the cost of sales exceeds the increase of the revenue
reaching 35,16 %. This is a clearly negative trend, which indicates that LLC «Silpo-Food»
had less finances to spend on other expenses. In 2018 the situation is improving as the
cost increases at a slower pace as compared to the amount of revenue: 20,31 % - increase
of the cost of sales, while 24,09 % - increase of the sales revenue.

In the period of 2016-2018, the gross profit of LLC «Silpo-Food» increased from
UAH 168798000 to UAH 277355000, or by 64,31 %.

As we can see from the data of the Table 2.1, in the given period, the sales costs on
the market increased significantly. Thus, in 2016 the amount of sales expenses was UAH
3968000, in 2017 they increased by 67,44 %, and in 2018 - by 93,45 % comparatively to
the previous year. Thus, at the end of 2018 the amount of sales expenses was set at UAH
127193000. This is mainly due to the increase of the fuel price.

In 2016 the amount of administrative expenses summed up to UAH 38441000.

Opposite to the previous season, in 2017 the increase of those expense items was
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14,11 %. After that, in 2018 there was a change of trend and decrease of the amount of
administrative expenses by 56,13 %.

In 2016 the profit from operating activities amounted UAH 78941000, which
indicates the effective major activity of the enterprise. In 2017 operating profit increased
to UAH 83462000, or 5,73 %. In 2018 operating income increased to UAH 122997000,
or 47,37 % compared to the previous year.

In 2016-2018 there is a negative trend of financial results before taxation of LLC
«Silpo-Food». Thus, in general, the profit before tax of the enterprise in the studied period
decreased from UAH 4513300 to UAH 27382000, which indicates a decrease of the
activities effectiveness.

However, overall, LLC «Silpo-Food» has a positive financial result in terms of net
profit. In fact, the amount, in the period, ranges from UAH 19597000-34195000. It should
be noted that at the end of the investigated period, namely in 2018, the amount of net
profit of the enterprise was UAH 25028000, which is 27,71 % more than the previous
year.

Let us analyze the dynamics of profitability indicators of LLC «Silpo-Food» for
2016-2018 1in table 2.2.

Table 2.2
Dynamics of profitability indicators of LLC «Silpo-Food» for 2016-2018, %

Absolute deviation,
Indicators e
2016 2017 2018 2017/2016 | 2018/2017

Return on equity (assets) on net income 20,2 5,21 53 -15 0,1
Return on equity 66,95 17,51 18,64 -49.45 1,14
Profitability of production funds 35,11 9,86 11,33 -25,25 1,47
Profitability of sales on sales revenue 12,67 9,67 11,17 3,01 151
Profitability of sales on operating

income 10,98 8,84 10,5 2,14 1,66
Profitability of sales on net profit 4,76 2,08 2,14 -2,68 0,06

Calculated by the author based on the financial statements of LLC «Silpo-Food»

The profitability of the assets of LLC «Silpo-Food» in 2016 amounted 20,2 %, that
is, for every hryvnia of assets, the company received UAH 0,202 of net profit. In 2017,
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UAH 0,0521 of net profit was received for each invested in the hryvnia assets. In 2018,
the value of the return on assets was 5,3 %.

Regarding the index of return on equity of LLC «Silpo-Food», in 2016 each owners
invested hryvnia brought them UAH 0,6695 of net profit. This is a low indicator that
shows poor performance of the enterprise. In 2017, each owners invested hryvnia brought
UAH 0,1751 of net profit, that 1s, the efficiency of work significantly decreased as
compared to the previous year. In 2018, the return on equity was 18,64 %, slightly higher
than the previous year.

The profitability of production funds of LLC «Silpo-Foody» in 2016 amounted
35,11 %, that is, for every hryvnia of production funds the company received UAH 0,35
of the net profit. In 2017, UAH 0,986 of the net profit was received for each hryvnia funds
investment. In 2018, the value of the profitability of production funds was 11,33 %.

Sales profitability for sales revenue shows how much revenue is earned per unit of
revenue. It allows to determine the amount that remains after deducting cost, business and
management expenses to cover the other expenses (other operating expenses, interest on
credit, income tax). In 2016, the figure was 12,67 %. That is, LLC «Silpo-Food» had
funds left for the other expenses. In 2017, the profitability of sales on profit from sales
was 9,67 %. At the end of the reviewed period, each hryvnia of the revenue allowed to
receive UAH 0,11 of the profit from the sale.

The profitability of sales on net profit shows how much net profit per unit of the
revenue is attributable to. As a rule, high-level enterprises have higher revenues as they
have better available to them resources. In 2016, each revenue hryvnia allowed to receive
about UAH 0,05 of net profit. In 2017, the profitability of sales on the profit from sales
amounted 2,08 %. At the end of 2018, this indicator was set at 2,14 %.

Let's analyze LLC «Silpo-Food» with the help of SNW-analysis — strategic analysis
of the internal environment from the standpoint of strengths, weaknesses and neutrals of
the organization. SNW-analysis for LLC «Silpo-Food» is shown in Table 2.3. The
weightiness degree of the parameters of the internal environment of LLC «Silpo-Food»

was estimated on a 10-point scale.
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The data of the table 2.3 indicate that the strongest points of LL.C «Silpo-Food» are
working conditions, motivation and stimulation of the staff, information support, quality
of services provided, organization of marketing at the enterprise, pricing policy, and
consumer orientation. The weaknesses are high staff turnover, planning organization,

staffing, and enterprise development strategy.

Table 2.3
SNW - Analysis for LLC «Silpo-Food»
Ne Key parameters of enterprise activity S N w
1 Salary 5
2 Working conditions 9
Motivation and stimulation (inspitation?) of
3 8
the staff
4 Frame (Staff) turnover 1
5 Staff qualification 5
6 Assessment of quality of work of personnel 0
7 Social package 5
8 Planning organization 3
9 The level of technical equipment 5
10 Information support 8
11 Quality of services provided 10
12 Organization of marketing at the enterprise 9
13 Volume of sales J
14 The range of products 6
15 Staffing 4
16 Salary 6
17 Image (business reputation) of the company 7
18 Psychological climate in the team 7
19 Financial stability of the enterprise 5
20 Territorial location 5
24 Pricing policy 8
22 Sales 7
23 Consumer oriented 8
24 Enterprise development strategy 4
By the author

In order to investigate supply chain management of LLC «Silpo-Foody, it is
necessary to identify the factors that influence precisely the supply chain management at
the enterprise. Among them there are the factors of external and internal environments of

the enterprise.
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We will analyze the influence of the environmental factors on the supply chain
management processes of LLC «Silpo-Food». For a more detailed study of environmental
factors, a PEST analysis matrix (Appendix C) should be constructed, by which we will
determine the directions of influence of the environmental factors on the supply chain
management processes of LLC «Silpo-Food».

In this way, following the PEST analysis, we can conclude that there is a number
of factors that strongly affect the supply chain management processes of LLC «Silpo-
Food». They mainly include the unstable political and economic situation in the country.

The main risks of the activity of LLC «Silpo-Food» are economic (inflation, in
particular, dollar rising), political (increasing uncertainty in the business environment).
Factors that positively influence the activity of LLC «Silpo-Food» are mainly implication
of new technologies, expansion of the range of services and products, work motivation in
the company.

LLC «Silpo-Food» micro-environment, or direct impact environment.

Suppliers. They are various entities that provide LLC «Silpo-Food» with the
necessary material and technical, labor and information resources. Each manufacturing
company must carefully monitor the dynamics of the prices of the supply objects, the
regularity of deliveries of the resources necessary for the execution of the production
program. Otherwise, manufacturing and marketing problems may quickly arise, and, in
the long run, there is a risk of losing the image of the enterprise acquired over the years
and the commitment of its regular partners and customers. Therefore, LLC «Silpo-Food»,
which is also a manufacturing company, is very cautious about choosing suppliers
(especially if there are alternatives), but strive to maintain long-term relationships with
those who work in the light of common interests.

Intermediaries. These are the enterprises, organizations or individuals
(entrepreneurs) who assist in the sale of goods on the relevant markets. These include
resellers, turnover specialists (including transportation companies, warehouse network),
marketing agencies (specialty research, consulting, advertising, etc.), as well as credit and
financial institutions (commercial banks, insurance companies) [2, p. 155] cooperation

with intermediaries helps LLC «Silpo-Food» to gain strong market positions, work
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effectively and develop. LLC «Silpo-Food» very carefully chooses intermediaries,
because it understands that the unsuccessful choice of intermediaries, which only "wind
up" the product price, but do not care about its effective sale, can bring the company into
bankruptcy.

Consumers are those who buy and use goods, order work and services for personal,
non-profit-related needs. Each of us is a consumer, wishing in any way to satisfy our
needs. The consumer is a firm, an organization, overall, a country. Businesses aim to meet
the needs of all categories of consumers while generating revenue.

Nowadays, Silpo has more than 3500000 active customers and they are divided in
such groups: primary, secondary growth breadth (low categories), secondary growth
frequency (low visit), occasional, one time buyers. That largest part (31 %) is occasional
buyers. Every time they shop, they typically have no real pattern to their purchases.
Primary group usually is not the largest group but they are very important for the
enterprise. It is a group of customers that are those buyers who are the first priority for
Silpo and they take 19 % from all customers. General Situation activity of the buyers we

can see on the figure 2.1.

® Primary

® Secondary growth breadth (low
categories) ’

# Secondary growth frequency
(low visit)occasional

# Occasional

# One time buyers

Fig. 2.1 Activity of the buyers
By the author

Price sensitivity can be defined as the degree to which consumers' behaviors are

affected by the price of the product or service. Price sensitivity is also known as price
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elasticity of demand and this means the extent to which sale of a particular product or

service is affected. Figure 2.2 shows us price sensitivity of Silpo customers.

& Price sencetive

M Price sencetive/Price neutral

# Price neutral

# Price neutral/Price non-sencetive

#i Price non-sencetive

27%

Fig. 2.2 Price sensitivity of the buyers
By the author

Competitors. The largest competitors of LLC «Silpo-Food» (Silpo supermarket
chain) in the Ukrainian food retail market are Eco-market, Furshet, Velyka Kyshenya,
ATB-market.

Figure 2.3 shows the organizational structure of LLC «Silpo-Foody, where a clear
hierarchy and department of responsibilities of each office can be observed, which
ensures the smooth operation of all components, including supply chain management.

Supply chain management of LLC «Silpo-Food» - is a complex of logistic network
and administration system which is formed on the enterprise for the implementation of
its logistic and supply strategy. It is based on the logistic operations through the own
distribution center of LLC «Silpo-Food». That is why the enterprise was able to establish
timely provision of goods to the shops all over the country. Except that, LLC «Silpo-
ood» has its own quality control system which ensures complying with high standards of

storage, transportation and sale of goods.
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Fig. 2.3 The organizational structure of LLC «Silpo-Food»

Source: based on data of [23]

Each shop that belongs to LLC «Silpo-Food» has small warehouse, which is
necessary for storage and supplementation of goods, presale preparations and sales of
goods. All the goods come to local warehouse from central warehouse or distribution
center.

Distribution center - is the structure element of LLC «Silpo-Food»where selection,
storage and allocation for retail shops «Silpoy» occur.

Through the usage of regional distribution centers and the introduction of an
automated inventory management system, the chain “Silpo” has been able to establish an
efficient supply system. The use of a distribution center allows “Silpo” stores to reduce
purchase prices, as well as the load on stores when receiving goods, that is why this

system promotes more rational organization of the trade and technological process.
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The use of a distribution center allows «Silpo» stores to reduce purchase prices, as
well as the load on stores when receiving goods, which promotes a more rational
organization of the trade and technological processes.

The functional cycle of supply chain management at LL.C «Silpo-Food» is divided
into three stages: procurement logistics; in-store logistics; sales and service logistics.

Purchasing Logistics of LLC «Silpo Food» is an area in which issues related to
provision the company with the products, raw stuff and materials are being solved. For
Silpo-Food LLC it is one of the most important areas, as at this stage the suppliers of
goods are studied and selected, the supply contracts are concluded and the mechanism of
control over their implementation is used.

In-store logistics of LLC «Silpo-Food», in general approach - production logistics
- solves the problem of creating wealth or providing services. The specificity of this arca
is that the bulk is performed within the one enterprise area. The participants of the
production process interact with each other as a result of the decisions made by the
enterprise supply chain management system.

Production logistics for LLC «Silpo-Food» consists of the following operations:
acceptance of goods by quantity and quality, storage, pre-packing and packing of goods,
their movement and display in the trading halls of shops, organization of storage, etc. It
provides processing of goods flows, beginning with the receiving goods at the store and
ending with full preparation for sale. These operations are a continuation of the process
of production in the sphere of circulation, they are done without participation of buyers
and directly affect the consumer properties of goods. One of the elements of Silpo Food's
in-house logistics is merchandising, which is considered to be a complex of measures
produced in the trading floor, aimed at increasing sales of a product. Affirmatively,
organized arrangement of goods on store shelves allows to increase sales by at least 15%.

Sales logistics of LLC «Silpo-Food» includes performing such operations as:
demand research and product assortment formation, choice of forms and organization of
sales of goods, cash service, goods dispatch (including packaging and checking of
functioning of goods), as well as after-sales operations (delivery of goods to order,

warranty service, etc.).
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2.2. The efficiency of supply chain management provided by the enterprise

We will analyze the efficiency of asset management related to supply chain
management, LL.C «Silpo-Foody» for 2016-2018 (Table 2.4). Typical asset management
performance indicators related to supply chain management are: total asset turnover,
inventory turnover, finished product turnover, working capital turnover, and operating

cycle duration.

Table 2.4
Dynamics of Performance Management Indicators Related to Supply Chain

Management, LLC «Silpo-Food», 2016-2018

Absolute Relative
deviation, +,- deviation, %

2017/ | 2018/ | 2017/ | 2018/
2016 | 2017 | 2018 | 2016 2017 2016 2017

Indicators

Asset turnover, (turnover
( ) 425| 2,51 | 248 -1,74 -0,02 | -40,93 -0,99

Working capital turnover ratio,
(revolutions) 8,83 | 4,81 | 4,02| -402| -0,79| -4551| -16,35

Period of one turnover of working capital,
(days) 40,77 | 74,82 | 89,45 | 34,05| 14,63 | 83,53 | 19,55

Inventory turnover ratio, (revolutions)
32,4 | 22,86 | 13,95| -9,55| -8,91 | -29,46 | -38,96

Period of one turnover of stocks, (days)
11,11 | 15,75 | 25,8 4,64 | 10,05| 41,77 | 63,83

The turnover ratio of finished products,
(revolutions) 151,6 | 106,3 124 | 536 17,77 | -29,92 | 16,73

Calculated by the author based on the financial statements of LLC «Silpo-Food»

At the beginning of 2016, the value of the asset turnover was 4,25. With the use of
each hryvnia, assets were manufactured and services provided to LLC «Silpo-Food» in
the amount of UAH 4,25. In 2017, the value of the indicator is reduced and each invested
hryvnia to the assets allowed to receive UAH 2,51 revenue. That is, the efficiency of the
use of assets of LLC «Silpo-Food» as a whole decreases. In 2018, the indicator continues

to decline and for each invested hryvnia the enterprise received net income of UAH 2,48.
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The data in Table 2.4 indicates a steady decline of the asset utilization of LLC «Silpo-
Food» throughout the period.

In 2016, working capital made 8,83 turnovers. In 2017, it reduced to 4,81 turnovers.
The decrease in the intensity of use of working capital is also observed in 2018, in which
they made 4,02 turns, so 0,79 less than the previous year.

According to a decrease in turnover, the average turnover period increases. If at the
beginning of 2016 the value of one turnover of working capital is 40,77 days, then in 2018
— 89,45 days.

In 2016, inventories made 32,4 turnovers. If the ratio is much higher than the
industry average, it creates a risk associated with insufficient inventory, which will result
in a decrease of sales revenue. Too high ratio may be a sign of a lack of available funds
and a signal of a potential insolvency of the enterprise. The normal value of the ratio can
vary from 4 to 8 for different business areas. In 2017, the value of the indicator decreases
by 9,55 compared to 2016. This indicates a decrease in inventory management efficiency
and may be a sign of a decline in sales activity. In 2018, the trend remains unchanged and
there is a decrease in the utilization of stocks of LLC «Silpo-Food». In 2018, the stock
made 13,95 turnovers.

Accordingly, as the inventory turnover decreases, the average turnover period
increases. If at the beginning of 2016 the value of one turnover of stocks is 11,11 days,
then in 2018 — 25,8 days.

Operating cycle period means the period during which raw materials and goods
become monetary. The downward trend is a positive trend. In 2017, there is an increase
in the operating cycle by 34,85 days than over the previous year. In 2018, the trend
continues, that is, the period during which raw materials and goods acquire monetary
form, had been steadily increasing. This has a negative impact on the enterprise's
operations, since, with the increase in the duration of the operating cycle, the time
between the purchase of goods, raw materials and the receipt of revenue increases, which
reduces the profitability of the enterprise.

We will analyze the volume and structure of cost management related to supply

chain management, LLC «Silpo-Food» for 2016-2018 (Table 2.5).
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Table 2.5

Dynamics and structure of costs related to supply chain management of

LLC «Silpo-Food» for 2016-2018, thousand UAH

2016 year 2017 year 2018 year
thousand thousand thousand
Cost Articles UAH % UAH % UAH %
Purchasing costs 72498,8 36,2 95969,3 35,5 100206 30,3
Production logistics costs 10844,1 49 12800,2 4,7 15972,7 4.8
Selling expenses 27487,6 12,5 46879,8 17,4 92087,7 27,8
Warehouse costs 16389,8 7.4 23119,5 8,6 24083,4 7,3
Transportation costs 40499,1 18,4 46233,6 17,1 48219,6 14,6
Costs of material flow management 13749.8 62 19030,9 7 21611,6 6,5
Costs of logistics administration 10999.8 5 178414 6.6 20448.9 6.2
Cost of service 7599,7 3¢S 8160,3 3 8325 259
Total cost 200069 100 270035 100 330955 100

Calculated by the author on the basis of the financial statements of LLC “Silpo-Food” and the

data of the logistics departments of the enterprise

According to the provided data, it can be concluded that the costs of LLC «Silpo-

Food» related to supply chain management tend to increase every year. In 2016, the costs

of LLC «Silpo-Food» related to supply chain management amounted to UAH 200069000,
in 2017 they increased to UAH 270035000, which is 34,97 % more than in 2016. In 2018,
these costs increased by 25,56% and were UAH 330955000, as shown in Figure 2.4.
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Fig. 2.4 The costs of LLC «Silpo-Food» related to supply chain management

By the author
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Figure 2.5 shows the overall cost structure of LLC «Silpo-Food» in 2018 for supply

chain management. The vast majority are purchase costs — 30,3 %, transportation costs —

27,8 %, sales costs — 14,6 % and other costs — 27,3 %.

® cost of purchasing
B transportation costs
i costs of marketing

® other costs

Fig. 2.5 Overall cost structure of LLC «Silpo-Food» in 2018 for supply chain

management

By the author

We will analyze the performance indicators of cost management related to supply
chain management of LL.C «Silpo-Food» for 2016-2018.

According to table 2.6, during 2016-2018, the share of costs related to supply chain
management in the total cost structure of LLC «Silpo-Food» ranges from 28,2-32,1 %.
Depending on the type of activity, geographical location, scale of the enterprise and other
characteristics, each enterprise attributes some of its costs to the group "costs associated
with supply chain management". Their sum may vary, ranging from 5-45 % and may
increase under the influence of external and internal factors.

LLC «Silpo-Food», during 2017-2018, spends UAH 0,40 on all expenses related
to supply chain management for the maintena}nce of one hryvnia.

In 2016, UAH 0,30 for each hryvnia revenue of LLC «Silpo-Food» is spent
offsetting the costs associated with supply chain management, in 2017 - UAH 0,50, and
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in 2018, for each hryvnia, income of LLC «Silpo-Food» spent UAH 0,40 offsetting the
costs associated with managing the supply chain of the enterprise.

In general, there will be a further increase in the efficiency of logistical costs
formation of LLC «Silpo-Food», since the growth rates of logistics costs in 2018 are less

than the growth rates of sales (0,9) and the growth rate of total costs (0,9).

Table 2.6
Dynamics of cost management performance indicators related to Supply Chain

Management of LLC «Silpo-Food» for 2016-2018

Absolute deviation, | Relative deviation,
Indicators Ty %
2017/ 2018/ 2017/ 2018/

2016 2017 2018 2016 2017 2016 2017
Net income from sales of
oy6dugt SN LfioSsands 718790 | 944276 | 1171732 | 452942 | 227456 31,4 24,1 7
The total cost of the
ehteris, UAH. thousaats 686074 | 957573 | 1152515 | 466441 | 194942 39,6 20,4
Material costs of the
teriige, UAHNASusaxde 399680 | 623974 | 782951 | 383271 | 158977 56,1 25,5
Supply chain management
Sosts DA thoeands 220069 | 270035 | 330955 | 110886 | 60920 227 22,6
Costs related to supply chain
management, UAH 32,1 28,2 28,7 -3,4 0,5 -12,1 1,8
thousands
All cost ratio associated with
managing the supply chain )
and material costs of the B o e "y 0 K 3
enterprise
Cost ratio related to supply
chain management and sales 0,3 0,5 0,4 0,1 -0,1 73,1 -20,8
volume
Ratio of growth in costs
associated with supply chain N 0.4 0.9 5 0,5 , .
management and total
enterprise costs
Ratio of growth costs related
to supply chain management X 0,7 0,9 X 0,2 X -4
and sales volume

Calculated by the author on the basis of the financial statements of LLC «Silpo-Food» and the
data of the logistics departments of the enterprise

Therefore, we can make a conclusion that the efficiency of supply chain
management at LLC «Silpo-Food» is at a rather high level. Among the general

shortcomings in the logistics management system of LLC «Silpo-Food» there are the
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following: insufficient activity of the company in the field of market segmentation and
product positioning; low efficiency of use of information technologies; lack of an
established system of interpersonal communications.

Among the general advantages in the supply chain management system of LLC
«Silpo-Food» there are the following: existence of the unified methodological approach
to the concept of supply chain management of the company; orientation of the company
management on the latest concepts; an effective supply chain management service at the
enterprise and purposeful activity in the field of supply chain management; the existence
of clear strategic goals and plans for the company and line units.

The analysis of the efficiency of the supply chain management system LLC «Silpo-
Food» allowed to establish that the company has a sufficiently effective system of supply
chain management, and there are a number of shortcomings that need to be corrected in
the future to ensure the effective operation of the investigated enterprise as a whole, and

to increase its level of competitiveness in the retail market of Ukraine.
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PART 3
IMPROVEMENT OF SUPPLY CHAIN MANAGEMENT OF
LLC "SILPO-FOOD"

3.1. Development of possible ways for improvement of the supply chain

management on the enterprise

The current state of enterprises and the conditions for forming a strategy for their
development are characterized by radical changes in the management system. An
important management problem is its strategic focus. In this regard, the application of
advanced supply chain concepts and technologies by Ukrainian companies should play
an important role.

The practice of logistics shows that the highest results in business are achieved by
those enterprises that use the concept of integration in supply chain management, which
allows to combine efforts of management personnel of the enterprise and logistics
intermediaries in the through-line management of commodity and information flows in
the integrated business structure: «production - distribution - sale - service». Therefore,
there is a question implementation of an adaptive control system with a focus on supply
chain management, which will significantly increase the efficiency of supply chain
management LLC «Silpo-Food» and ensure the legitimate interests of owners and
management of the enterprise in the results of activities [§, p. 151].

In a market economy, a rapid change in the market situation and high competition
requires the management of LLC «Silpo-Food» to constantly monitor the activity of the
enterprise and all the processes that take place. The effectiveness of the management
process is directly dependent on the level of awareness of the manager about the real state
of affairs, which, in turn, makes it possible to make informed strategic and operational
management decisions.

Controlling is a special management function that synthesizes, integrates and

coordinates the basic functions of managing the activity of an enterprise in order to
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achieve strategic goals in the conditions of uncertainty and variability of the environment
[19, p. 13].

The purpose of supply chain management controlling is the prompt and strategic
management of the supply chain of the enterprise in order to mutually reconcile tangible
and intangible flows in terms of achieving a strategic goal. Since supply chain
management as an integrated flow management enterprise covers all its functional units
and areas (supply, production, marketing, transportation, warehousing), controlling of
this activity is determinative in the enterprise management system. Controlling is
intended to provide management of the enterprise with the information necessary for
decision-making in the field of supply chain management, as well as to coordinate and
optimize material flows with other processes occurring at the enterprise.

Analyzing the activity of the company, there are three major streams: real
(material), nominal (financial) and information [26, p. 301-306].

Integration of controlling and supply chain management occurs exactly through the
information flow, its importance for the coordination of material and financial flows both
inside and outside the enterprise is constantly increasing, as information flows contribute

to the formation of logistics infrastructure (Fig. 3.1).
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Fig. 3.1. Place of Controlling in the Process of Supply Chain Management
By the author
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Controlling as an open system processes the incoming information flow for supply
chain management through analysis, monitoring, forecasting, planning, control,
regulation and generates input for management decisions. Ongoing monitoring of supply
chain management allows to identify a discrepancy between actual and planned values
and adjusts logistics decisions made in the process of strategic logistics goals.

Effective supply chain management in an enterprise is impossible without the use
of a systematic approach, which allows to identify, evaluate the interconnection and
integrate the elements of the management system in such a structure that would direct the
activity of each element to achieve the common goal by agreeing the private conflicting
interests of the constituent subsystems and created a certain economic result of synergistic
interaction of these elements. A systems management approach allows to avoid the
situations when a decision in one industry turns into a problem for another because this
approach assumes that any solution or action has consequences for the entire system [33,
p. 125].

Measuring the results of supply chain management at LLC «Silpo-Food» in the
process of controlling is a necessary condition for achieving the goals of the management
strategy, as it provides the feedback necessary for effective management. In this sense,
supply chain management controlling has two aspects: first, the establishment of a
specific system of measures (quantitative and qualitative indicators - criteria, scales of
relationships and preferences); second, directly measuring the outcome of management
decisions on supply chains.

Controlling raises the supply chain management of the enterprise to a new level,
integrating, coordinating and directing the activities of various services and units of the
enterprise to achieve operational and strategic goals. The main purpose of any business
is to make a profit, gain market share, eliminate competitors. Regardless of the purpose
of the enterprise, controlling is a system of profit management of the enterprise, orienting
the efforts of the enterprise to achieve the set goals.

The mechanism of controlling functioning with the focus on supply chain

management is shown in figure 3.2.
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By the author

We will consider the presented mechanism with more details. The result of the

adopted and implemented management decision is the process of tracking the current

results. In this case, introduced management decision must be relevant to the target

criteria of the set of possible alternatives and the consequences of their adoption. In the

process of tracking, the controller oversees the results, collects analytical information,

monitors the processes of the enterprise.

The next step is to report on the performance of the enterprise for periods of time

(days, weeks, months, years), the data of which are compared with the target planned

results [3, p. 154].
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On the basis of such comparison, conclusions are made, after which the controller
analyzes the deviations, possible threats of the environment, the strengths and weaknesses
of the enterprise.

Such an analysis makes it possible to develop a forecast of changes in the potential
of the enterprise and its external environment, which is the basis for development a new
managerial decision more appropriate to the given -circumstances, or making
recommendations for correcting the previously made decision.

The results of the invedtigstion conducted by the controller are presented to the
head of the company for a decisive decision: adoption of a new or adjusted managerial
decision, means when the circle closes [30, p. 56].

At the present stage of the open Ukrainian economy, economic agents are strongly
influenced by external and internal factors. The problem of creating a favorable climate
in the entrepreneurial environment in terms of the supply chain management of the
enterprise is of particular importance, becomes a decisive factor in determining the
prospects for the development of entrepreneurship. That is why controlling activity
should be aimed at ensuring of effective supply chain management of the enterprise.

The overall mechanism of controlling-oriented supply chain management is to
produce the desired result for the enterprise.

Therefore, in order to overcome a number of negative trends in the process of
supply chain management at LLC «Silpo-Food», we propose the introduction of a supply
chain management controlling system at the enterprise, which will enable:

— coordinate management activities related to the achievement of goals of supply
chain management at LLC «Silpo-Food»;

—  to provide information and advisory support for decision-making process
related to supply chain management at LL.C «Silpo-Food»;

—  to create and ensure the functioning of the general information system of supply
chain management LLC «Silpo-Foody;

—  ensure the rationality of the management process;

— ensure effective supply chain management at the enterprise.
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The main task of controlling the supply chain management is the operational
control over the cost effectiveness of the processes of storage and transportation of
material resources. Controlling should provide management of LLC «Silpo-Food» with
the information necessary for rational decision-making in the supply system, as well as
coordinate and make best use of material flows with other processes occurring in the
organization.

The necessity of controlling the supply chain management in LLC «Silpo-Food» is
explained by the following reasons:

X increasing environmental instability puts additional demands on the supply
chain management system;

N\ shift of emphasis from the control of the past to the analysis of the future;

- increasing the speed of reaction to changes in the environment, increasing
the flexibility of the enterprise;

< the need for continuous monitoring of changes occurring in the external and
internal environments of the enterprise;

Y the need for a thought-out system of actions to ensure the viability of the
enterprise and prevent crisis situations;

3 the complexity of enterprise management systems requires a mechanism of
coordination within the management system;

< the availability of a large amount of information, but the lack of relevant
information requires the construction of a special system of information support supply
chain management;

_ desire for synthesis of activity.

Given the complexity of supply chain management at LLC «Silpo-Food», it is
necessary to set up a special structural unit, the Supply Chain Management Control Unit,
for effective activity and a clear definition of responsibility at LLC «Silpo-Food». At the
studied enterprise, the most appropriate is seen in the implementation of controlling the
supply chain management headquarters management organization, that is, direct

reporting to the management of the enterprise. In the absence of a controlling system, the
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implementation of the supply chain management department should proceed gradually

with a clear definition of the goals, sequence and importance of each stage (Fig. 3.3).

PREPARATORY

STAGE

IMPLEMENTATION

v

STAGE

STAGE OF THE
AUTOMATION (IF
NEEDED)

Fig. 3.3. Stages of Implementation of Supply Chain Management Controlling System at

By the author

LLC «Silpo-Food»

Head of Controlling Department of SCM

/r

B

Controller-technologist

Controller analyst

i

Controller of information
svstems

Functional responsibilities

— development of forms of
gathering analytical information in
the context of centers of
correspondence;

— collection of analytical
(planned and actual) information
from the responsibility centers;

— calculation of analytical
indicators of work of logistic units
and the enterprise as a whole;

— forecasting of revenues,
costs and profits by the method of
controlling;

— analysis of deviations of
actual data from the planned ones,
identification of the causes of
deviations and identification of
specific culprits;

— preparation of analytical
reports for the CEO or his / her
deputy for logistics expertise of
management decisions related to
the expenses of the subdivisions of
the enterprise.

— development of
procedures for transferring data
from logistic departments to the
controlling service;

— development of proposals
for optimization of accounting
process in logistic departments
from the position of analytical
service;

— economic expertise of
management decisions.

— estimation of expediency
of automation of controlling work
at separate stages,

— evaluation of options and
proposals of automation department
for automation of controlling work;

— calculations and
justification of costs for automation
of controlling work;

— developing forms for the
automated collection of
information;

— optimization of workflow
at the enterprise;

— coordination of work of
automation department in the field
of automation of controlling work;

— evaluation of the quality of
functioning of the systems of
automation of financial and
economic activity of the enterprise
and making a proposal to improve
the operation of these systems.

Fig. 3.4 Proposed composition of the Supply Chain Management Controlling

Department at LLC «Silpo-Food»

By the author
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At the initial stage of the process of implementation and adaptation, it would be
sufficient to include 3-4 employees in the controlling department with the respective job
responsibilities (Fig. 3.4) [4, p. 132].

Controlling within the problems established as a result of the analysis of supply
chain management of LLC «Silpo-Food» will solve the following tasks:

- plan costs for processes associated with managing the enterprise supply
chain;

- determine the scheme of involvement of financial resources in the processes
of supply chain management with minimal losses for the enterprise.

It is important to clearly define, understand and communicate to employees both
the newly established control service and the entire management unit of LLC «Silpo
Food» a system of goals, which will be facilitated by the supply chain management
control department.

Therefore, the main functions of the Supply Chain Management Controlling
System of LL.C «Silpo-Food» should be aimed at:

<3 making qualifying decisions to overcome possible problems in managing the
supply chain of LL.C «Silpo-Foody;

= support and assistance to the Head of Supply Chain Management Controlling
Department, together with management, forms the basis of enterprise management and
thus is integrated into the overall enterprise management system;

= ensuring the interconnection of supply chain management control with
virtually all management functions;

> control of costs of the enterprise, connected with management of supply
chains, as the main object of management in the controlling system;

X organization of operating centers of cost, profit, revenue and investment
centers;

= constant analysis of the costs of the company related to supply chain

management;
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S development of measures and preparation of management decisions aimed
at improving the supply chain management of LL.C «Silpo-Foody.

Also, the Supply Chain Management Department of LLC «Silpo-Food» will act
as an analytical service and provide managers with prompt information on the cost of the
enterprise related to supply chain management, periodically prepare detailed analytical
reports, forecast supply chain management indicators.

In addition, the Supply Chain Management Controlling Department conducts an
economic examination of management decisions related to cost and profit, defines the

methodology for planning the supply chain management of the enterprise.

3.2. Estimation of the proposed measures on the enterprise

We will conduct an economic evaluation of the proposed project to improve the

efficiency of supply chain management of LLC «Silpo-Food» on the basis of controlling.

To open a new additional service, the Supply Chain Management Controlling

Department of LLC «Silpo-Foody, it is necessary to provide the employees of the new
department with the necessary equipment, as indicated in Table 3.1.

Table 3.1

Costs (equipment) for the opening of the Supply Chain Management Controlling
Department of LLC «Silpo-Food»

Name of equipment Service life | Depreciation (year),% | Cost, ths. UAH
(in months)
Computer Prime PC Business JISHD (4 | 60 20 24,0
pcs.)
Printer Samsung JM3408 (1 unit) 60 20 3,1
Radiotelephone Phillips Si 5620 (1 unit) | 60 20 3
Furniture (chairs - 4pcs., Desks - 4pcs., 60 20 19,6
Cabinets - 2 pcs.
Total: 48,0
By the author

As can be seen from Table 3.1, the investment costs (equipment) for the opening
of the Supply Chain Management Controlling Department of LLC «Silpo-Food» are
UAH 48000.
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The total costs of organizing the work of the Supply Chain Management
Department of LLC «Silpo-Food» are listed in Table 3.2.

Table 3.2

Costs required for opening a supply chain management controlling department of

LLC «Silpo-Food»

Activities N Budget, UAH
1. Purchase and installation of equipment, | 48000
communications

Total cost of opening a department 48000

Personnel wage costs (4 people), 372000

1 month =1 * 10000 + 3 * 7000 = UAH. For
the year 31000 * 12

Single social contribution «kESV» payroll 81840
(22%): 1 month. = 6820 UAH. For the year
6820 * 12

Total expenses for maintenance of current 453840
activity
Total costs 501840

By the author

The necessary expenses for the opening of the Supply Chain Management
Controlling Department of LLC «Silpo-Food» are UAH 501840.

Let us analyze the economic efficiency from the implementation of the project of
implementation of the Supply Chain Management Control Department of LLC «Silpo-
Food». Analysis of project development scenarios allows us to evaluate the impact on the
project of a possible simultaneous change of several variables due to the likelihood of
each scenario. For the sake of simplicity, there are a limited number of scenarios up to
two: realistic, pessimistic.

Experience in the use of controlling indicates that the implementation of its
mechanism contributes to the growth of basic economic and social performance
indicators, optimization of profit (controlling in some aspect is a system of profit
management of the enterprise), increase innovation activity.

Of the main positive results of the functioning of the controlling mechanism of
supply chain management should be noted the following [1, p. 69].

— increase in sales of products from 0,2 to 0,8 %;

— increase of profit from 1,0 to 1,2 %;
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— profitability growth from 0,8 to 1,1 %j;
— increase of labor productivity to 2,0 %;
— optimization of receivables and payables;
— increase in payments to the state budget in line with the increase in the volume
of activity, etc.
Consider the realistic forecast of growth of net income from the sale of services of
LLC «Silpo-Food» - 0,8 %, for the pessimistic forecast - 0,2 % (Table 3.3).
Table 3.3
Calculation of the annual effect of the opening of the Supply Chain Management
Department of LLC «Silpo-Food»

Indicator The effect of the opening of the Supply Chain Management
Controlling Department of LLC «Silpo-Food»
Realistic forecast Pessimistic forecast

% of the absolute value of net | 0,8 0,2

sales revenue

Total, thousand UAH. (1171732%*0,008) = 9373,86 (1171732*0,002) =2343,46

Calculated by the author based on the financial statements of LLC «Silpo-Food»

As can be seen from Table 3.3, the general economic effect of the opening of the
Supply Chain Management Controlling Department of LLC «Silpo-Food» is to increase
the forecasted net income from sales by 0,8% or UAH 9373,86 thousand in the pessimistic
scenario - by 0,2 % or UAH 2343,46 thousand.

The financial results of the project of opening the Supply Chain Management
Controlling Department of LLC «Silpo-Food» under the realistic development scenario
are given in Table 3.4.

Table 3.4
Financial results of the project of opening the Supply Chain Management

Department of LLC «Silpo-Food» under the Realistic Development Scenario

Index Jgars Total

2019 2020 2021 2022 2023

Net income from the
sale of services, 9373,90 | 9448,90 | 9524,40 | 9600,60 | 9677,40 | 47625,20
thousand UAH.
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End of the Table 3.4

Index Yeprs Total
2019 2020 2021 2022 2023

Cost of services
rendered, thousand 48,00 0,00 0,00 0,00 0,00 48,00
UAH.
Gross profit, thousand
UAH

9325,90 | 9448,90 | 9524,40 | 9600,60 | 9677,40 | 47577,20

Costs of the employees
of the Controlling 453,84 | 45747 | 461,13 | 464,82 | 468,54 | 2305,80
Department thousand
UAH

Profit from the sale of
services rendered, 8872,06 | 8991,43 | 9063,27 | 9135,78 | 9208,86 | 45271,40
thousand UAH
Corporate income tax
(18%), thousand UAH.

gigmﬁt’ ftisgnd 7275,09 | 7372,97 | 7431,88 | 7491,34 | 7551,27 | 37122,55

Profitability,% 77,61 78,03 78,03 78,03 78,03 77,95
By the author

1596,97 | 1618,46 | 1631,39 | 1644,44 | 1657,60 | 8148,85

According to the table 3.4, sales revenue after the opening of the Supply Chain
Management Department of LLC «Silpo-Food» will increase by 0.8% annually. In
general, net income from sales of LLC «Silpo-Food» after the opening of the Supply
Chain Management Department of LLC «Silpo-Food» for the first 5 years will increase
by UAH 47625,20 thousand.

The financial results of the project of opening the Supply Chain Controlling
Department of LLC «Silpo-Food» under the pessimistic development scenario are given
in Table 3.5.

Table 3.5
Financial results of the project of opening the Supply Chain Management

Department of LLC «Silpo-Food» under the Pessimistic Development Scenario

Years
Index Total
2019 2020 2021 2022 2023

Net income from the

sale of services, 234346 | 2348,15 | 2352,85 | 2357,55 | 2362,27 | 11764,28
thousand UAH.

Cost of services

rendered, thousand 48,00 0,00 0,00 0,00 0,00 48,00

UAH.
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End of the Table 3.5

Years
Index Total
2019 2020 2021 2022 2023

Gross profit, thousand | 2295,46 | 2348,15 | 2352,85 | 2357,55 | 2362,27 | 11716,28
UAH.

Costs of the employees
of the Controlling 453,84 | 454,775 | 455,66 | 456,57 | 457,48 | 2278,29
Department

Profit from the sale of
services rendered, 1841,62 | 1893,40 | 1897,19 | 1900,98 | 1904,79 | 9437,99
thousand UAH.

Corporate income t
(l‘gﬂi‘;ri}foi?sgg%z}‘{ 331,49 | 340,81 | 341,49 [342,18 | 342,86 |1698,84

Eilgmﬁt’th"“and 1510,13 | 1552,59 | 1555,70 | 1558,80 | 1561,93 | 7739,15

Profitability, % 64,44 | 66,12 |66,12 |66,12 |66,12 |65,79
By the author

According to the table 3.5, sales revenue after the Silpo-Food Supply Chain
Management Controlling Department will increase by 0,2 % annually. In general, the net
income from the sale of the enterprise products after the opening of the Supply Chain
Management Controlling Department of LLC «Silpo-Food» for the first 5 years will
increase by UAH 11764,28 thousand.

Therefore, based on the analysis of the effectiveness of the proposed project of
opening the Supply Chain Management Department of LLC «Silpo-Food», we can
conclude that this project is profitable in both realistic and pessimistic development
scenarlos.

Assessing investment performance is the most responsible step in the investment
decision-making process. How objective and detailed this assessment is, depends on the
timing of return on investment and the pace of development of the enterprise [5, p. 30].

When calculating the investment efficiency in the opening of the Supply Chain
Management Controlling Department of LLC «Silpo-Food», we will use the following
indicators of real investment performance evaluation, such as: Net Return on Income
(NPV); profitability index (ARR); payback period (PP); profitability index (PI); Internal
Rate of Return (IRR) (Table 3.6-3.7).
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The net present income (NPV) is calculated according to the formula 3.1 [39,
p.280]:

NPV = NCF-CI,

where NCF — total net cash flow for the whole period of project operation;

3.1)

CI - the amount of investment costs for the implementation of an investment
project.

The profitability index (PI) according to the formula 3.2 is calculated [39, p.280]:

PI—&:E 3.2
bt CI » ( . )

The payback period (PP) according to the formula 3.3 is calculated [39, p.281]:

CI
o G

[ »

NCF

(3.3)

where NFC is the average annual amount of net cash flow for the period project

operation.
Internal Rate of Return (IRR) according to the formula 3.4 is calculated [39, p.281]:

n NCF

IRR = —CI——]_

. 34

Scheme of cash flows from the opening of the Supply Chain Controlling
Department of LLC «Silpo-Food» under the realistic scenario of development is given
in Table. 3.6. Factors of influence: attraction of new technologies, expansion of the range
of services and products, motivation of work activity in society.

Table. 3.6

Cash Flow Scheme from the Opening of the Supply Chain Management

Department of LLC «Silpo-Food» under the Realistic Development Scenario

. Years
Indicator Total
2019 2020 2021 2022 2023

Net profit, thousand UAH. 7275,09 | 7372,97 | 7431,88 | 7491,34 | 7551,27 | 37122,55
Depreciation, thousand UAH. 9,60 9,60 9,60 9,60 9,60 48,00
Project cash flow, thousand UAH 7284,69 | 7382,57 | 7441,48 | 7500,94 | 7560,87 | 37170,55
Total investment expenses, thousand 501,84 - - - - 501,84
UAH
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Internal Rate of Return (IRR),%

End of the Table 3.6
Y
Indicator ¢ Total
2019 2020 2021 2022 2023
Discount rate at discount rate d = 25% 0,80 0,64 0,51 0,41 0,33 2,69
Discounted cash flows, thousand UAH 582775 | 4724,85 | 3795,16 | 3075,39 | 2495,09 | 19918,22
Discounted investments thousand UAH 501,84 - - - - <
Net present value of the project (NPVt), | 19416,38 ¢ = 2 “ -
thousand UAH
Profitability Index (PI) 39,69 - R =
Payback period (PBP), years 0,13 - - -
6,22 - = ¥ 3 -

By the author

According to the data in Table 3.6, the profitability index of the project of opening

the Supply Chain Management Controlling Department of LLC «Silpo-Food» is 39,69

under the realistic scenario - the project is effective.

The payback period of the project is 0,13 years.

Internal rate of return is 6,22 %.

Scheme of cash flows from the opening of the Supply Chain Controlling

Department of LLC «Silpo-Food» under the pessimistic scenario of development is given

in Table 3.7. Impact factors: economic (inflation, in particular, rising dollar), political

(increasing uncertainty in doing business).

Table. 3.7

Cash Flow Scheme from the Opening of the Supply Chain Management

Department of LLC «Silpo-Food» under the Pessimistic Development Scenario

A Years
{tucator 2019 2020] 2021 2022] 2023| 1o®@
Net profit, thousand UAH. 1510,13 | 1552,59 | 1555,7 | 1558,8 | 1561,93 | 7739,15
Depreciation, thousand UAH. 9,6 9,6 9,6 9,6 9,6 48
Project cash flow, thousand UAH 1519,73 | 1562,19 | 1565,3 | 1568,4 | 1571,53 | 7787,15
Total investment expenses, thousand UAH | 501,84 - ¥ - 501,84
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End of the Table 3.7

. Years
Indicator Total
2019 2020 2021 2022 2023 7

Discount rate at discount rate d = 25% 0,8 0,64 0,51 0,41 0,33 2,69

Discounted cash flows, thousand UAH 1215,78 | 999,8 798,3 643,05 518,6 | 4175,54

Discounted investments thousand UAH 501,84

Net present value of the project (NPVt),

thousand UAH 3673

Profitability Index (PI) 8,32 3 - i}

Payback period (PBP), years 0,6

Internal Rate of Return (IRR),% AM : i i . i

According to Table 3.7, the profitability index of the project of opening the Supply
Chain Management Department of LLC «Silpo-Food» under the pessimistic
development scenario is 8,32 - the project is effective.

The payback period of the project is 0,6 years.

Internal rate of return is 2,71%.

Thus, the opening of the Supply Chain Management Department at LLC «Silpo-
Food» will give the opportunity to: coordinate logistical activities to achieve the goals of
LLC «Silpo-Food»; to provide information and advisory support for management
decisions on supply chain management; to effectively plan the activity of the enterprise.

The introduction of the Supply Chain Management Controlling Department of
LLC «Silpo-Food» will help stabilize and strengthen the strategic position of Silpo-Food
LLC in the national market, which will lead to the flexibility of the enterprise's response

to the influence of external factors.



54
CONCLUSIONS AND RECOMMENDATIONS

In the final qualifying paper, the theoretical generalization is made and the ways of
solving the set tasks are offered, which consist in the development of practical
recommendations for improving the supply chain management of LLC «Silpo-Food» in
the present conditions of management. The obtained results give grounds for forming the
following conclusions:

1. The concept of supply chain management is a modern scientific field of
organization of interconnections between enterprises and ensuring customer orientation
of conducting modern business. Supply chain management is the result of management,
marketing and logistics development and meets the requirements of the current stage of
economic development. The newest stage in the development of the concept of supply
chain management is characterized by the reorientation of the supply chain in the
direction of recognizing the interests of end users, as well as the inclusion in its system
of components that take into account modern requests of society for the need to conduct
activities based on the principles of social responsibility and business ethics. The main
reason for the implementation of the concept of logistics chain management is the desire
to increase the competitiveness of the company. At the same time, competitive advantages
in the formation of logistics chains are cost reduction or quality improvement for the
goods (services) provided to the end consumer.

2. The supply chain, being a complex network structure, contains a focal
company, suppliers and consumers of various levels with the broadest geography of
manufacturing, warehousing and transportation facilities, as well as numerous
intermediaries. Each supply chain is characterized by a combination of companies, each
of which has a specific role to play. Such companies include manufacturers, distributors,
wholesalers, retailers or customers in the form of legal and natural persons or end users
of goods. Other companies support the activities of these companies as providers of a
wide range of required services.

The overall business need is ultimately the driving force behind which model is

going to be best for the business. There are several things that are determinants when
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reviewing the types of supply chain models and which one will deliver the support a
business can depend on: the framework of the specific industry, the value proposition that
the business has to offer and focus of management. Efficiency supply chain
models include, the efficient chain model, the fast chain model and the continuous flow
model. The three responsive supply chain models are the agile model, the flexible model,
and the custom configured model. Depending on the functions the supply chain
management systems perform, they are classified into two categories, namely supply
chain planning systems and supply chain execution systems.

X Three management models are currently actively used in supply chain
management in Ukraine's food retail chains. They are:

N\ model of disordered (decentralized) supply chain management;

— an orderly (well-established, centralized) supply chain management model;

X a cross-docking model of supply chain management (a practice in logistics
that involves overloading of goods from one vehicle to another without the process of
storage in a warehouse).

4.  The costs of LLC «Silpo-Food» related to supply chain management tend to
increase every year. In 2016, the costs of LLC «Silpo-Food» related to supply chain
management amounted to UAH 200069000, in 2017 they increased to UAH 270035000,
which is 34,97 % more than in 2016. In 2018, these costs increased by another 25,56 %
and were set at UAH 330955000. It means that the efficiency of supply chain management
at LLC «Silpo-Food» is at a rather high level. Among the general shortcomings in the
logistics management system of LL.C «Silpo-Food» there are the following: insufficient
activity of the company in the field of market segmentation and product positioning; low
efficiency of use of information technologies; lack of an established system of
interpersonal communications. Among the general advantages in the supply chain
management system of LLC «Silpo-Food» there are the following: existence of the
unified methodological approach to the concept of supply chain management of the
company; orientation of the company management on the latest concepts; an effective

supply chain management service at the enterprise and purposeful activity in the field of



56
supply chain management; the existence of clear strategic goals and plans for the
company and line units.

5. Supply chain management of LLC «Silpo-Food» - is a complex of logistic
network and administration system which is formed on the enterprise for the
implementation of its logistic and supply strategy. It is based on the logistic operations
through the own distribution center of LLC «Silpo-Food». That is why the enterprise was
able to establish timely provision of goods to the shops all over the country. Except that,
LLC “Silpo-Food” has its own quality control system which ensures complying with high
standards of storage, transportation and sale of goods.

6.  Given the complexity of supply chain management at LLC «Silpo-Foody, it
is necessary to set up a special structural unit, the Supply Chain Management Controlling
Department, for effective activity and a clear definition of responsibility at LL.C «Silpo-
Food». At the studied enterprise, the most appropriate is seen in the implementation of
controlling the supply chain management headquarters management organization, that is,
direct reporting to the management of the enterprise. Controlling within the problems
established as a result of the analysis of supply chain management of LLC «Silpo-Food»
will solve the following tasks:

3 plan costs for processes associated with managing the enterprise supply
chain;

< determine the scheme of involvement of financial resources in the processes
of supply chain management with minimal losses for the enterprise.

The Supply Chain Management Controlling Department conducts an economic
examination of management decisions related to cost and profit, defines the methodology
for planning the supply chain management of the enterprise.

7. The profitability index of the project of opening the Supply Chain
Management Controlling Department of LLC «Silpo-Food» is 39,69 under the realistic
scenario - the project is effective. The payback period of the project is 0,13 years. Internal
rate of return is 6,22 %. the profitability index of the project of opening the Supply Chain

Management Department of LLC «Silpo-Food» under the pessimistic development
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scenario is 8,32 - the project is effective. The payback period of the project is 0,6 years.
Internal rate of return is 2,71%.

Thus, the opening of the Supply Chain Management Controlling Department at
LLC «Silpo-Food» will give the opportunity to: coordinate logistical activities to achieve
the goals of LLC «Silpo-Foody»; to provide information and advisory support for
management decisions on supply chain management; to effectively plan the activity of
the enterprise. The introduction of the Supply Chain Management Controlling
Department of LLC «Silpo-Food» will help stabilize and strengthen the strategic position
of LLC «Silpo-Food» in the national market, which will lead to the flexibility of the

enterprise's response to the influence of external factors.
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ESSENCE, CONCEPT, GOALS OF SUPPLY CHAIN MANAGEMENT

STREMBITSKA T., 5 course FEMP KNUTE,
specialization «Trade management»

B cmammi npoananizoeano meopemuuni 0cHO6U YnpaeninHas NaHY02aMU NOCHABOK HA
nionpuemcmei. OBIpYHMOBAHO OOYiNbHICMb MA Nepesazu 3anPoeaod*CeHHA YAPABTIHHA TAHYIO2AMY
ROCMABOK HA NIONPUEMCINEI.

The theoretical bases of supply chain management at the enterprise are analyzed in the
article. The expedience and advantages of introduction of supply chain management at the
enterprise is proved.

The urgency of the chosen topic is that in modern world the supply chain management is
really important. It becomes necessary to reduce costs, improve management efficiency, improve
product quality and customer service throughout the supply chain, reduce the time to enter the
market, increase social responsibility of the business etc.

The purpose of the article is to substantiate the features of supply chain management at the
enterprise and the current trends in its functioning.

The object of research is the process of supply chain management at the enterprise.

The subject of research is the theoretical and methodological aspects of supply chain
management at the enterprise.

Various aspects of supply chain management at the enterprise are covered in the works of
such scientists as Ellram, Cooper, Szajda, Guo, Weber, Hiete , Lauer and others. [1, 2,3, 4, 5]. The
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studying of their works allows us to investigate the essence of the scientific task, and also to
identify issues that are unsolved.

Business environment has been more and more competitive presently. Nowadays companies
want to gain their competitive advantage as much as possible. Supply chain management (SCM) is
one of the most effective methods in our fast-moving world.

Supply chain management simply can be defined as how to manage all activities along the
entire supply chain in order to gain competitive advantage. Similar to definition stated by Ellram
and Cooper, SCM is “an integrating philosophy to manage the total flow of a distribution channel
from supplier to ultimate customer” [1]. This means greater coordination of business processes and
activities, the power to boost customer service, reduce operating costs and improve the financial
standing of a company.

Supply Chain Management is the integration of key business processes from end user
through original suppliers that provides products, services, and information that add value for
customers and other stakeholders [2].

A supply chain is the connected network of individuals, organizations, resources, activities
and technologies involved in the manufacture and sale of a product or service. A supply chain starts
with the delivery of raw material from a supplier to a manufacturer, and ends with the delivery of
the finished product or service to the end consumer. The scheme of supply chain we can see on the
figure 1.
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Figure 1. Supply chain scheme [3]

Essentially, the world can be viewed as one large supply chain. Consumers and producers
are constantly communicating with each other, and a product goes through many hands before
reaching its destination. Supply chain management deals with major issues such as the growth of
multinational corporations, partnerships, global brand expansion, and outsourcing.

Supply chain management is aimed both to optimize inter-organizational interactions based
on modern management methods and information technologies, and optimization of enterprise
logistics.

On the one hand, supply chain management, is part of logistics, and on the other hand,
logistics is part of the supply chain management, because elements of logistics, production
management, enterprise organization, marketing and informatics are integrated in the supply chain
management. This concept is the key to modern logistics and will continue to develop rapidly in the
future.

There are a lot of examples of successful SCM in practice. The implemented projects of
supply chain management show the possibility of reducing overall costs in the supply chain up to
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60%, inventory levels up to 60%, manufacturing time and supplies up to 50%, increasing the
accuracy of supplies to 60%, improving capacity utilization up to 20%, increasing profits at the
expense of optimizing the process of creating value and reducing transaction costs in the field of
procurement and sales up to 30%, improving product quality up to 30%, increasing turnover and
market share by increasing the reaction rate and flexibility of supply chains up to 55% [4].

Supply Chain Management aims to achieve two main effects:

- Increase in the amount of income from sales of products or services by increasing the level
of service, accuracy of supply and decrease in demand fluctuations;

- Reduced costs by reducing stock levels, reducing overhead and transaction costs in
procurement, storage and sales, as well as improving the use of production and logistics
facilities [5].

The main goal of supply chain management: increasing profits, increasing market share and
minimizing aggregate costs in the supply chain in order to ensure the stability and competitiveness
of the business in the long run. To achieve this goal there is a whole range of different strategies,
concepts, methods and technologies, the various combinations of which can greatly improve the
efficiency of business in various sectors of the economy.

Fung Global Institute identified 5 key risk sources that affect supply chains [6]:

- Government factors (trade policy, regulations, fiscal policy, financial policy);

- The dynamics of consumer demand (local preferences and tastes; sufficient income,
attitude towards social / environmental influences);

- Natural changes (earthquakes, floods);

- Artificial changes (military conflicts; terrorism);

- Innovations (technologies, organizations engaged in know-how, the latest business
models).

Therefore, in order to reduce risks, management of leading enterprises in the supply chain
management should apply new strategies. By building up their logistics system, businesses must be
guided by three key principles - clear management, transparency of activities and long-term
support, and additionally they have to apply innovations such as:

1. Integration. Most of large organizations already have software for the supply chain
management. The integration of existing software products, the activities of internal departments
and cooperation with external partners seems a difficult process that takes time, but this will
significantly achieve all the benefits in the future. With reliable suppliers, carriers and partners,
business will grow and improve its operations, integrating with key consumers and retailers [7].

2. Optimization of the supply chain. Cost control is a key issue faced by managers.
Transparency in the supply chain management is achieved through the ability to identify
bottlenecks, showing the ways for the optimization, which makes the supply chain better and
reduces operating costs. It makes work for employees easier and allows the team of professionals to
focus on their main tasks and on increasing efficiency [7]. -

3. A long process of improvement. In addition to monitoring the real-time supply chain,
companies monitor compliance with obligations by suppliers and partners. This encourages them to
collaborate in a variety of ways and to improve the level of service that ensures the functioning of
the chain. Each link in the chain must be tightly integrated for the overall success of its operation.

New thoughts and ideas about supply chain management take a special place, as new
markets open up unique opportunities and benefits for enterprises engaged in foreign economic
activity. Improved logistics solutions in the supply chain management system ensure a change of
logistics strategy, stable growth and significant competitive advantages.

Today supply chain management is developing rapidly and getting significance for
industrial, logistics and trading enterprises. It is necessary to support and improve this sphere as it is
important and essential part of enterprise logistic system. Every year the role of logistics increases
and the importance of logistics management grows. Successful implementation of supply chains
will help to identify all available market opportunities and improve the decision-making system.
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METOIM PAHHBOI JIATHOCTHKHA KPA3H HA IIAIIPHEMCTBI
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B cmammi npoananizoearno memoouuni 0cHO6YU ParnbOT diazHOCMUKY Kpu3u niOnpuemMcmea
013 a0eK8amuoi po3pobKu cucmemu AHMUKPU30BUX 30X00i6 HA GIMYUSHAHUX NIONPUEMCMEBAX, WO
nepebysaiome 6 nepeOKpuz0eomy Qinancogo-exonomivnomy cmani. Ilposedeno cucmemamuzayiio
CYHAcHUx Memo0ie PaHHLOT 0IAZHOCUKU KPU306020 CIAHY MOP20BENbHIUX NIONPUEMCINS.

The article analyzes the methodological foundations of the early diagnosis of the company’s
crisis in order to adequately develop a system of anti-crisis measures at domestic enterprises, which
remain in the pre-crisis financial and economic condition. A selection of modern methods of early
diagnostics of the crisis situation of commercial enterprises was conducted.

AkrtyaneHicTe. TpuBamuit mpomec aganTanii X0 pHHKOBHX YMOB TIOCIIOApIOBaHHS,
HECTaOLIBHICTS €KOHOMIKM i 3aKOHOZABCTBA, He(INWUT IHBECTHUIHHEX pecypciB NPHU3BOAATH 10O
TOTO, IO 3HAa4YHAa KUIBKICTE INNPHEMCTB OIMHMIOTHCS Y KPHU30BOMY CTaHi, AKHM 3A€OLIBIIOro
BHINIAJIKIB 3aKiHYy€ETHCSA OAHKPYTCTBOM.

OcHoBHUM 3aCO00M BM)KHMBAHHA BiTYM3HAHHX MiANPHEMCTB Y TAKAX YMOBAX € PO3POOICHHS
Ta BIPOBAIKEHHS €PEKTUBHOTO MEXaHI3My aHTHKPH30BOIO YIIPABIIHHS, BAXIIMBE MICIE Y AKOMY
3aiiMae J1arHOCTHKA NOTOYHOrO CTaHy CrpaB. B yMoBax HecTabGiTEHOrO 30BHIIIHEOTO CepeNOBUINa
Hepesl MANPHEMCTBOM IIOCTac 3aBIAHHS NPOBEOEHHS NIarHOCTHKH NiUILHOCTI, BHSBIEHHS Ta
OI[IHKY MOJK/IUBHUX HAMPAMKIB PO3BHTKY.
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Financial statements for year 2017-2018

Appendix B

CODES
Date (year, 2019401 |01
month, day)
Enterprise Limited Liability Company «Silpo- EDRPOU 40720198
Food »
Legal forms of entities Limited Liability Company by KOPFG 240
Type of economic Retail sale in non-specialized stores with food, beverages by NACE 47.11
activity or tobacco predominantly
Unit: thousand UAH
Address 02090, Kyiv, 1, Butlerova street

Balance sheet (statement of financial results) on 31.12.2018

Assets Line At the Finally At the date of transition
code beginning | reporting period | to international financial
of the standards
reporting reporting
period
1 2 3 4 5
1. Non-current assets
Intangible assets: 1000 1015 976 0
initial value 1001 1455 1911 0
accumulated depreciation 1002 440 93§ 0
Incomplete capital investments 1005 0 0 0
Fixed assets: 1010 183670 174745 0
initial value 1011 256304 272715 0
wear and tear 1012 72634 97970 0
Investment Property: 1015 0 0 0
initial value 1016 0 0 0
wear and tear 1017 0 0 0
Long-term biological assets: 1020 0 0 0
initial value 1021 0 0 0
accumulated depreciation 1022 0 0 0
Long-term financial investments:
accounted for using the equity method other enterprises 1030 0 0 0
other financial investments 1035 0 0 0
Long-term receivables 1040 0 0 0
Deferred tax assets 1045 0 914 0
Goodwill 1050 0 0 0
Deferred acquisition costs 1060 0 0 0
Balance, centralized insurance reserve funds 1065 0 0 0
Other current assets 1090 0 0 0
Total section 1 1095 184685 176635 0
II. Current assets
Inventories 1100 31101 97109 0
Inventories 1101 17238 63058 0
Unfinished production 1102 1739 1266 0
Final product 1103 8293 10603 0
Goods 1104 3831 22182 0
Current biological assets 1110 0 0 0
Deposits reinsurance 1115 0 0 0




Promissory notes received 1120 0 0 0
Accounts receivable for products, goods, works, services 1125 4161 99608 0
Receivables on settlements:
for advances paid 1130 3757 3616 0
the budget 1135 280 7694 0
including income tax 1136 142 7389 0
accrued income 1140 0 0 0
internal settlements 1145 181435 107640 0
Other current receivables 1155 5358 628 0
Current financial investments 1160 0 0 0
Money and cash equivalents 1165 510 20372 0
Cash 1166 119 597 0
Bank accounts 1167 391 19775 0
Prepaid expenses 1170 1286 1407 0
Share of reinsurer in insurance reserves 1180 0 0 0
including:
reserves long-term liabilities 1181 0 0 0
reserves or losses due allowance payments 1182 0 0 0
reserves for unearned premiums 1183 0 0 0
other insurance reserves 1184 0 0 0
Other current assets 1190 1834 14505 0
Total section 1I 1195 229722 352579 0
IIL. Non-current assets held for sale and disposal groups 1200 0 0 0
Balance 1300 414407 529214 0
Liabilities Line code At the At the end of the| At the date of
beginning of the period transition to
reporting international
period financial
standards
reporting
I. Equity
Registered (share) capital 1400 3797 3797 0
Contributions to unregistered share capital 1401 0 0 0
Capital in surplus 1405 4395 4395 0
Additional capital 1410 0 0 0
Share premium 1411 0 0 0
Accumulated translation differences 1412 0 0 0
Reserve capital 1415 2000 2000 0
Retained earnings (uncovered loss) 1420 111555 136583 0
Unpaid eapital 1425 (0) (0) (0)
Withdrawn capital 1430 (0) 0) 0)
Other reserves 1435 0 0 0
Total section I 1495 121747 146775 0
I1. Long-term liabilities and provision
Deferred tax liabilities 1500 192 0 0
Pension obligations 1505 0 0 0
long-term bank credits 1510 36279 2994 0
Other long-term liabilities 1515 106595 102051 0
Long maintenance ) 1520 0 0 0
Long-term maintenance costs of staff 1521 0 0 0
Targeted financing 1525 0 0 0
Charity 1526 0 0 0
Insurance reserves, including: 1530 0 0 0
provision of long-term liabilities; (At the beginning of the 1531 0 0 0
reporting period)
reserve reserve losses or payments due; (At the beginning of N532 0 0 0
the reporting period)
Reserve for unearned premiums; (At the beginning of 1533 0 0 0
period)
other insurance reserves; (At the beginning of the reporting 1534 0 0 0
period)
Investment contracts; 1535 0 0 0
The prize fund 1540 0 0 0
Provision for payment of jackpot 1545 0 0 0




Total section I1 1595 143066 105045 0
I1I. Current liabilities and ensuring

Short-term bank credits 1600 32530 26614 0
Promissory notes issued 1605 0 0 0
Current accounts payable, long-term liabilities 1610 28666 2133 0
for goods and services 1615 28405 55406 0
estimated budget 1620 2501 6504 0
by including income tax 1621 0 0 0
estimated insurance 1625 846 840 0
estimated to pay 1630 1606 1794 0
obtained by advances 1635 0 0 0
estimated the participants 1640 0 0 0
internal settlements 1645 50081 178720 0
the insurance business 1650 0 0 0
Current software 1660 3889 4457 0
future revenues 1665 0 0 0
Deferred fee income from reinsurers 1670 0 0 0
Other current commitments 1690 1070 926 0
Total section III 1695 149594 277394 0
IV. Liabilities associated with non-current assets held for 1700 0 0 0
sale and disposal groups

V. The net asset value of private pension fund 1800 0 0 0
Balance 1900 414407 529214 0




CODES

«Silpo- Food"

Date (year, month, 2019101 |01
day)
Enterprise Limited Liability Company EDRPOU 40720198

(name)

Income statement (statement of comprehensive income) for 2018

I. FINANCIAL RESULTS

Items Line code For the reporting Over the same period
period the previous year

Net income from sales of products (goods and services) 2000 1171732 944276
Net earned premiums 2010 0 0
Premiums subscribed, gross amount 2011 0 0
Premiums transferred to reinsurance 2012 0 0
Change in reserve for unearmed premiums, gross amount 2013 0 0
Change in share of reinsurers in unearned premium reserve 2014 0 0
Cost of products (goods, 2050 (894,377) (743,393)
services)
Net incurred losses on insurance payments 2070 0 0
Gross profit ' 2090 277355 200883
Gross: damage 2095 (M 0)
Income (loss) from changes in reserves long-term liabilities 2105 0 0
Income (loss) from changes in other insurance reserves 2110 0 0
Change in other insurance reserves, gross amount 2111 0 0
Change in reinsurers share in other insurance reserves 2112 0 0
Other operating income 2120 5234 32780
Income from changes in value of assets that are measured at 2121 0 0
fair value
Revenue from initial recognition of biological assets and 2122 0 0
agricultural products
Revenue from the use of funds released from taxation 2130 ) V)
Administrative expenses 2130 (19,244) (43,865)
Selling expenses 2150 (127,193) (65,750)
Other operating expenses 2180 (13155) (40,586)
Expenses from changes in value of assets that are measured 2181 0 0
at fair value
Spending on initial recognition of biclogical assets and 2182 0 0
agricultural products
Financial result from operating activities: 2190 122997 83462
profit
Financial result from operating activities: loss 2195 0) 0)
[ncome from equity 2200 0 0
Other financial income 2220 54 4
Other income 2240 528 110
Income from charity aid 2241 0 0
Financial expenses 2250 (52093) (52,656)
Losses from equity 2255 () (0)
Other expenses 2270 (44,099) 217)




Profit (loss) from exposure to inflation on monetary items 2275 0 0
Financial result before taxation Income 2290 27382 30703
Financial result before taxation loss 2295 0) (0)
Expenses (income) income tax 2300 -2,354 -11,106
Profit (loss) from discontinued operations after tax 2305 0 0
Net financial result: profit 2350 25028 19597
Net financial result: loss 2355 0) 0

II. COMPREHENSIVE INCOME

Article Line code For the reporting Over the same period
period the previous year
Revaluation (write-down) of fixed assets 2400 0 0
Revaluation (write-down) financial instruments 2405 0 0
Accumulated translation differences 2410 0 0
Share of other comprehensive income of associates and joint 2415 0 0
ventures
Other comprehensive income 2445 0 0
Other ecomprehensive income before tax 2450 0 0
Income tax related to other total income 2455 0 0
Other comprehensive income after tax 2460 0 0
Total revenue (sum of lines 2350, 2355 and 2460) 2465 25028 19597
III. ELEMENTS OF OPERATING COSTS
Material costs 2500 782951 623974
salary expenses 2505 48713 47545
Allocations for social events 2510 16691 18134
Amortization 2515 26406 22904
Other operating expenses 2520 120367 121666
Together 2550 995128 834223




CODES
Date (year, 201810101
month, day)
Enterprise Limited Liability Company «Silpo- EDRPOU 40720198
Food »
Legal forms of entities Limited Liability Company by KOPFG 240
Type of economic Retail sale in non-specialized stores with food, beverages by NACE 47.11
activity or tobacco predominantly
Unit: thousand UAH
Address 02090, Kyiv, 1, Butlerova street
Balance sheet (statement of financial results) on 31.12.2017
Assets Line At the Finally At the date of
code beginning | reporting period transition to
of the international
reporting financial
period standards
reporting
1 2 3 4 5
I. Non-current assets
Intangible assets: 1000 323 1015 0
initial value 1001 410 1455 0
accumulated depreciation 1002 87 440 0
Incomplete capital investments 1005 0 0 0
Fixed assets: 1010 175331 183670 0
initial value 1011 225802 256304 0
wear and tear 1012 50471 72634 0
Investment Property: 1015 0 0 0
initial value 1016 0 0 0
wear and tear 1017 0 0 0
Long-term biological assets: 1020 0 0 0
initial value q 1021 0 0 0
accumulated depreciation 1022 0 0 0
Long-term financial investments:
accounted for using the equity method other enterprises 1030 0 0 0
other financial investments 1035 0 0 0
Long-term receivables 1040 0 0 0
Deferred tax assets 1045 85 0 0
Goodwill 1050 0 0 0
Deferred acquisition costs 1060 0 0 0
Balance, centralized insurance reserve funds 1065 0 0 0
Other current assets 1090 0 0 0
Total section 1 1095 175739 184685 0
II. Current assets
Inventories 1100 33945 31101 0
Inventories 1101 18058 17238 0
Unfinished production 1102 1403 1739 0
Final product 1103 9482 8293 0
Goods 1104 5002 3831 0
Current biological assets 1110 0 0 0
Deposits reinsurance 1115 0 0 0




Promissory notes received 1120 0 0 0
Accounts receivable for products, goods, works, services 1125 2987 4161 0
Receivables on settlements:
for advances paid 1130 4135 3955 0
the budget 1135 34 280 0
including income tax 1136 0 142 0
accrued income 1140 0 0 0
internal settlements 1145 107031 181435 0
Other current receivables 1155 2158 5358 0
Current financial investments 1160 0 0 0
Money and cash equivalents 1165 3655 510 0
Cash 1166 0 0 0
Bank accounts 1167 0 0 0
Prepaid expenses 1170 7134 1286 0
Share of reinsurer in insurance reserves 1180 0 0 0
including:
reserves long-term liabilities 1181 0 0 0
reserves or losses due allowance payments 1182 0 0 0
reserves for unearned premiums 1183 0 0 0
other insurance reserves 1184 0 0 0
Other current assets 1190 1728 1834 0
Total section I1 1195 162807 229722 0
II1. Non-current assets held for sale and disposal groups 1200 0 0 0
Balance 1300 338546 414407 0
Liabilities Line code At the At the end of the| At the date of
beginning of the period transition to
reporting international
period financial
standards
reporting
L. Equity
Registered (share) capital 1400 3797 3797 0
Contributions to unregistered share capital 1401 0 0 0
Capital in surplus 1405 0 0 0
Additional capital 1410 0 0 0
Share premium 1411 0 0 0
Accumulated translation differences 1412 0 0 0
Reserve capital 1415 0 0 0
Retained earnings (uncovered loss) 1420 98353 117950 0
Unpaid capital 1425 [©) (0) (0)
Withdrawn capital 1430 (0) 0) 0)
Other reserves 1435 0 0 0
Total section I 1495 102150 121747 0
II. Long-term liabilities and provision
Deferred tax liabilities 1500 0 192 0
Pension obligations 1505 0 0 0
long-term bank credits 1510 34296 36279 0
Other long-term liabilities 1515 100410 106595 0
Long maintenance 1520 0 0 0
Long-term maintenance costs of staff 1521 0 0 0
Targeted financing 1525 0 0 0
Charity 1526 0 0 0
Insurance reserves, including: 1530 0 0 0
provision of long-term liabilities; (At the beginning of the 1531 0 0 0
reporting period)
reserve reserve losses or payments due; (At the beginning of 1532 0 0 0
the reporting period)
Reserve for unearned premiums; (At the beginning of 1533 0 0 0
period)
other insurance reserves; (At the beginning of the reporting 1534 0 0 0
period)
Investment contracts; 1535 0 0 0
The prize fund 1540 0 0 0
Provision for payment of jackpot 1545 0 0 0




Total section 11 1595 134706 143066 0
IIL. Current liabilities and ensuring

Short-term bank credits 1600 48694 32530 0
Promissory notes issued 1605 0 0 0
Current accounts payable, long-term liabilities 1610 0 28666 0
for goods and services 1615 28659 28405 0
estimated budget 1620 3306 2501 0
by including income tax 1621 0 0 0
estimated insurance 1625 933 846 0
estimated to pay 1630 2007 1606 0
obtained by advances 1635 0 0 0
estimated the participants 1640 0 0 0
internal settlements 1645 7356 50081 0
the insurance business 1650 0 0 0
Current software 1660 2689 3889 0
future revenues 1665 0 0 0
Deferred fee income from reinsurers 1670 0 0 0
Other current commitments 1690 8046 1070 0
Total section III 1695 101690 149594 0
IV. Liabilities associated with nen-current assets held for 1700 0 0 0
sale and disposal groups

V. The net asset value of private pension fund 1800 0 0 0
Balance 1900 338546 414407 0




CODES

«Silpo- Food"

Date (year, month, 2018|0101
day)
Enterprise Limited Liability Company EDRPOU 40720198

{(name)

Income statement (statement of comprehensive income) for 2017

I. FINANCIAL RESULTS

Article Line code For the reporting Over the same
period period
last year
Net income from sales of products (goods and services) 2000 944276 718790
Net earned premiums 2010 0 0
Premiums subscribed, gross amount 2011 0 0
Premiums transferred to reinsurance 2012 0 0
Change in reserve for unearned premiums, gross amount 2013 0 0
Change in share of reinsurers in unearned premium reserve 2014 0 0
Cost of products (goods and services) 2050 (743,393) (549,992)
Net incurred losses on insurance payments 2070 0 0
Gross profit 2090 200883 168798
Gross: damage 2095 0) (0)
Income (loss) from changes in reserves long-term liabilities 2105 0 0
Income (loss) from changes in other insurance 2110 0 0
reserve
Change in other insurance reserves, gross amount 2111 0 0
Change in reinsurers share in other insurance reserves PANY 0 0
Other operating income 2120 32780 1332
Income from changes in value of assets that are measured at 2121 0 0
fair value
Revenue from initial recognition of biological assets and 2122 0 0
agricultural products
Administrative expenses 2130 (43,865) (38,441)
Selling expenses 2150 (65,750) (39,268)
Other operating expenses 2180 (40,586) (13.480)
Expenses from changes in value of assets that are measured at 2181 0 0
fair value
Spending on initial recognition of biological assets and 2182 0 0
agricultural products
The financial result from operations 2190 83462 78941
Activities: Income
Financial result from operating activities: loss 2195 0) 0)
Income from equity 2200 0 0
Other financial income 2220 4 139
Other income 2240 110 8
Income from charity aid 2241 0 0
Financial expenses 2250 (52,656) (33,095)
Losses from equity 2255 ) (860)




Other expenses 2270 217) (0)
Profit (loss) from exposure to inflation on monetary items 2275 0 0
Financial result before taxation: 2290 30703 45133
| profit

Financial result before taxation loss 2295 0) (0)
Expenses (income) income tax 2300 -11,106 -10,938
Profit (loss) from discontinued operations after tax 2305 0 0
Net financial result: profit 2350 19597 34195
Net financial result: loss 2355 (O] (0)

II. COMPREHENSIVE INCOME

Article Line code For the reporting Over the same period
period the previous year
Revaluation (write-down) of fixed assets 2400 0 0
Revaluation (write-down) financial instruments 2405 0 0
Accumulated translation differences 2410 0 0
Share of other comprehensive income of associates and joint 2415 0 0
ventures
Other comprehensive income 2445 0 0
Other comprehensive income before tax 2450 0 0
Income tax related to other total income 2455 0 0
Other comprehensive income after tax 2460 0 0
Total revenue (sum of lines 2350, 2355 and 2460) 2465 25028 19597
III. ELEMENTS OF OPERATING COSTS
Material costs 2500 623974 399680
salary expenses 2505 47545 38027
Allocations for social events 2510 18134 12271
Amortization 2515 22904 10165
Other operating expenses 2520 121666 78667
Together 2550 834223 538810




Appendix C

Analysis of Opportunities and Threats of the Environment to Supply Chain
Management by LLC «Silpo-Food» with PEST Analysis

Group of
factors

Factor

Direction
of
influence

Factor condition

3

4

Political

Political instability

Large-scale anti-terrorist operation in Ukraine leads
to a decrease in the international image of Ukraine in
the global market for services

Tax legislation
Changes in taxation

+/-

Since January 1, 2014, the income tax rate has been
reduced to 18%. On December 25, 2015, the
Verkhovna Rada of Ukraine adopted a law amending
the Tax Code of Ukraine. On January 1, 2017, the
Law of Ukraine "On Amendments to the Tax Code of
Ukraine on Improving the Investment Climate in
Ukraine" came into force on December 21, 2016 No.
1797-VIIL

Formation of international
transport-terminal systems of
freight transportation

Establishment of international logistics centers at the
Chop-Zahon node

European integration

Ukraine has entered a new stage of approximation of
national legislation to EU legislation, having started
the negotiation process with the European Union on
the conclusion of a new Free Trade Agreement with
the aim of further acquiring the right in the smooth
movement of goods, services, labor and capital. At
present, all 27 members of the Commonwealth are
involved in the development of the transport and
logistics services market, which is a testimony to the
extensive system of economic relations between
Ukraine and the European Union.

WTO membership

Improving Ukraine's international image in the global
services market. Due to the liberalization of trade in
services and goods, as well as with the reduction of
import duties on goods, the Ukrainian economy
began to gain weight in the world market




Ending of the Appendix C

Impact of the global
financial and economic crisis

Under the influence of the global financial and
economic crisis, in recent years Ukraine has lost
significant volumes of transit and export cargo
transportation by sea, which has negatively affected
the profitability of the industry, the efficiency of
seaports and river ports, which are still in need of
modernization of port infrastructure and equipment
for modern automation systems management such as
European ports of competition

Minimum wage from 01/01/2016 to 04/30/2016 -
1378 UAH.

g from 01.05.2016 to 30.11.2016 - 1450 UAH.
2 from 01.12.2016 - 1600 UAH.
E Increase in the 2018 from 01.01.2017 - 3200 UAH.
minimum wage budget + from 01/01/2018 - 3723 UAH.
The inflation rate in Ukraine in 2017 increased to
The general economic 43,3%, which is the highest value in the last 20 years.
situation in the country. This was reported by the State Statistics Service on
Inflation rate - its official website
Utilities and service charges | - Tendent rise in utility costs and service rates.
Fierce competition in the region's retail market,
Consumer market conditions | - increasing number of potential competitors
Unemployment rate (ILO methodology) - 9.6% in
Increasing unemployment - 2018
Wage level. Motivation of
work activity and its Decrease in household income due to decrease in real
importance - average monthly wage - 34.0% in 2017.
LLC «Silpo-Food» has already won a great
The image of the enterprise commitment of consumers of this segment of the
.7'5 in the retail market < market
& The number of students in vocational schools
increased by 3.4% in the 2018/2017 academic year
compared to 2017/2016. However, in universities of
I-1I levels of accreditation this indicator decreased by
The level of education of 3.3%, III-IV - decreased by 6.6% over the same
employees +/- period.
High level of awareness of the degree of scientific
Innovation related to development in the industry.
3 logistics processes +
'gu Updating of logistic processes in accordance with the
é Other technological development of technologies and market
5 | innovations +/- requirements.
= All employees involved in the activities of LLC
Requirements for «Silpo-Food» have appropriate education. The
qualification of employees X company employs only skilled workers.




