OIHAHCOBO-KPEIUTHA [IANbHICTb: MPOBJIEMM TEOPIT | TPAKTUKM 2021 N2 1 (36)

UDC 330.131.7:656.7
Tereshchenko E.
Ph. D. in Economics,
Associate Professor of the Department of Economics and Entrepreneurship
of National Aviation University, Kyiv, Ukraine;
e-mail: ellkaterl 1 1(@gmail.com; ORCID ID: 0000-0003-2272-5224
Shkolenko O.
Ph. D. in Economics,
Associate Professor of the Department of Economics and Entrepreneurship
of National Aviation University, Kyiv, Ukraine;
e-mail: shkolenko oksana@ukr.net; ORCID ID: 0000-0003-2792-1523
Kosmidailo 1.
Ph. D. in Economics,
Associate Professor of the Department of Economics, Finance and Information Technology;,
Uman branch of the European University, Ukraine;
e-mail: kosm_inna@i.ua;, ORCID ID: 0000-0003-2836-3033
Kalina 1.
Ph. D. in Economics, Associate Professor,
Professor of the Department of Advertising and Public Relations
of Institution of higher education «Institute of Design, Architecture and Journalismy,
Kyiv, Ukraine,
e-mail: kalinargz@gmail.com; ORCID ID: 0000-0001-5662-6967,
Shuliar N.
Senior Lecturer of the Department of Economics and Entrepreneurship,
National Aviation University, Kyiv, Ukraine;
e-mail: shulyarnm@gmail.com; ORCID ID: 0000-0002-4109-5961

FORMATION OF AN EFFECTIVE RISK MANAGEMENT SYSTEM
AT THE ENTERPRISE
Abstract. The purpose of the article is developing a risk management system in the aviation
industry. After analyzing the works of many scientists, such concepts as «risk», «risk management»
were considered and their importance in business was highlighted. This article provides a
coefficient analysis of the financial condition of one of the largest airlines in Ukraine PJSC
«International Airlines of Ukraine».

The authors pay special attention to external and internal factors, which are the main result of
losses from the decline in air traffic, to regional factors that shape the demand for air traffic within a
particular area and directly affect the efficiency of the airline. Therefore, the authors present
regional factors that affect the results of economic activity and financial stability of the airline.

As a result of the study, we observe that one of the preventive methods of risk identification is
targeted management, which in essence is a way to achieve effective business structure in the
future. The development of a risk management system should be an integral part of its targeted
management.

The authors have developed a risk management system for this company, which has a clear
structured approach that combines strategy, business processes, staff, technology, experience and
knowledge. This system is the basis of the corporate governance system, which requires a long
transition period, as well as a significant increase in the professional level of staff. At the risk
assessment stage, the authors propose to consider sources of information to compile a risk map. In
addition, the authors believe that it is necessary to carry out general monitoring of processes
occurring in various departments of the airline in order to identify new, unspecified risks, as well as
new business processes that may involve risks. A new risk management process is proposed for this
control. Creating an effective risk management system allows to ensure a high level of quality and
rationality of management decisions, which enables the company to achieve strategic and tactical
goals.
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®OPMYBAHHS EOEKTUBHOI CUCTEMHU PU3UK-MEHEI)KMEHTY
HA NIAITPUEMCTBI

AHoTanisi. MeTa cTtatTi — po3po0JIeHHS CUCTEMHU PU3HK-MEHEHKMEHTY Ha ITiIMPUEMCTBAX
aBiaiiiHoi ramysi. [IpoananiyBaBIIM HayKoBI mpari 0ararboX YYeHHX, OyJI0 PO3IJISHYTO Taki
MOHATTSA, K «PU3UK», «YINPABIIHHA PU3UKOM», 1 BUAUIEHO IXHIO BaXKJIUBICTh y HIANPUEMHUIIBKIN
nisibHOCTI. IIpoBeneHo koedimieHTHUN aHami3 (IHAHCOBOTO CTaHy OfHIE] 3 HAHOUIBIINX
aBiakoMmnaHii Ykpainu — [IpAT «ABiakomnanis “MixHaposHi ABianiHii YKpainu».

Ocob6nuBy yBary HOpUIUIEHO 3O0BHIIIHIM 1 BHYTPIIIHIM (akTopaM, $Ki € TOJOBHUM
pe3yJabTaToOM OTpUMaHUX 30UTKIB BiJ 3HIKEHHS aBialepeBe3eHb, ajie HEaOUSIKUU acCIeKT
NPUIIIJICHO perioHambHUM (akTopaMm, 10 (HOpPMYIOThH TOMUT HA aBiallepeBE3eHHS BCEpeIuHI
KOHKPETHOI TepUTOPii 1 BIUIMBAIOTH OE3MOCepeIHbO Ha eeKTHBHICTh poboTH aBiakommanii. Tomy
MOJIaHO perioHanbHI ()aKTOpH, SKI BIUIMBAIOTh HA PE3YyJbTaTH TOCHOIAPCHKOI [isJIBHOCTI Ta
(biHaHCOBY CTIMKICTh (DYHKIIIOHYBAaHHS aBiaKOMIIaHii.

VY pe3yabTaTi JOCHTIKEHHS CIOCTEPIraeMo, IO OJHUM 13 IOMEPEKYBATbHUX METOJIIB
BUSIBJICHHSI PH3UKIB € IIbOBE YIPABIIHHS, SIKE 33 CBOEI0 CYTHICTIO € HUIAXOM 0 JOCATHEHHS
e(DEeKTUBHOI iJILHOCTI OI3HEC-CTPYKTypH B MalOyTHhOMY. PO3pOOJICHHS CHCTEMHU pPH3HK-
MEHE)KMEHTY NOBUHHA OyTH HEBi/l’€MHOIO YACTHHOIO i1 IJTbOBOTO yIpaBIiHHS.

Po3pobiieHo cucrteMy pH3WMK-MEHEDKMEHTY JUIsl I1i€l  KOMIIaHii, IO Ma€ YiTKUU
CTPYKTYPOBaHHM MiJXiJ, SKU 00’ €IHy€ cTpaTerito, 6i3HeC-poIecH, IepCOHa, TeXHOJIOT11, T0CB1]
1 3HaHHA. CucTeMa € OCHOBOKO CHUCTEMM KOPIOPATUBHOIO YIPABIIHHA, IO BUMarae TPUBAJIOro
HepexiTHOro Mepioay, a TaKoXK 1CTOTHOTO 3pocCTaHHs mpodeciiiHoro piBHs nepconany. Ha erarmi
OIIHKM PU3UKIB 3alPOMOHOBAHO BPaXxOBYBATH JpKepena iHdopmalii s CKiIalaHHs KapTH PU3HKIB.
Kpim Toro, BBakaeMo, IO MOTPIOHO 3IIMCHIOBATH 3arajbHUN MOHITOPUHI TIPOLECIB, IO
BIIOYBAIOTHCSI B PI3HUX MIJIPO3JiJaX aBlaKOMIIaHii, 3 METOI0 BUSBIIEHHS HOBHUX, HEYTOYHEHHX
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paHillle PHU3MKIB, a TaKOX HOBHUX Oi3HEC-NPOIECIB, SAKI MOXYTh MICTHUTH pHU3UKU. [ 1bOrO
KOHTPOJIIO 3allpOTIOHOBAHMM HOBHWH TIpollec ympaBiiHHA pusukamu. CTBOpeHHS e(eKTHBHOL
CHUCTEMHU PU3HMK-MEHEIKMEHTY J03BOJIA€ 3a0€3MEUNTH BUCOKUN PIBEHb SIKOCTI Ta PallioHAJbHOCTI
yXBaJIEHHS! YINPaBIIHCHKUX PIlI€Hb, IO JAa€ MOKJIUBICTh HIANPUEMCTBY JOCATTH CTpaTETr1dYHUX
1 TAKTUYHUX [1JIEH.

Knrouogi cnosa: pusmk, ynpapiaiHHS pPU3HKAMHU, CHUCTEMa PHU3MK-MEHEDKMEHT, aHali3,
JlarHOCTHUKA, JuKeperna iHpopmalii, O13Hec-npoliecH, yIpaBliHChKI pillieHHs, aBiabi3Hec.

®opmyi: 0; puc.: 4; Tadm.: 1; 616:1.: 10.

Introduction. The Risk Management system is a synthesis of methods and tools for
optimizing the risks of business entities, the implementation of which is aimed at improving the
quality of strategic and tactical management decisions. Strategic management decisions in the risk
management system are decisions that involve the achievement of long-term goals by forecasting
the level of risk and ways to reduce its impact. Depending on the made strategic decision, planning
of the further activity of the enterprise taking into account variability of factors of the business
environment is carried out. Tactical management decisions are aimed at achieving the planned
results in conditions of risk and uncertainty through the use of risk minimization methods.

Research analysis and problem statement. The theoretical platform of risk management
has been generalized by many foreign scientists and domestic scientists: Balabanov 1. [1; 4],
Vitlinsky V. and Nakonechny S. [2], Utkin E. and Frolov D. [3], Granaturov V. M. [5], Shishkina
O. and Zhurman S. [6], Knyazeva O. [8], Mostenska T. [9] and others. At present, there is no
general interpretation of the nature of risks due to the complexity of the concept itself, insufficient
theoretical study of this phenomenon in the domestic economy.

The purpose of writing this article is to develop an effective risk management system in the
aviation industry.

Researching results. To achieve economic and social results of effective activity and get
the maximum profit, entrepreneurs-managers make any management decisions, i.e consciously put
themselves at risk.

Analyzing the economic literature, we observe that the problem of risks, methods of their
assessment are devoted to many works, but among researchers there is no unequivocal opinion on
the definition of the concept of «risk».

Balabanov I. notes that «risk» as a historical category arose at the beginning of the
civilization and its origin is associated with feelings of fear, danger, misfortune, destruction and to
quantify risk uses a statistical method according to which the criteria of risk is the standard
deviation and the coefficient of variation [1, p. 39].

According to Vitlinsky V. «Economic risk is a subjective category associated with
overcoming uncertainty and conflict in a situation of inevitable choice and reflects the extent to
which the expected result, failure and deviation from the goals, taking into account the impact of
controlled and uncontrolled factors» [2].

Risk is the level of financial loss, which is expressed in the possibility of not achieving the
goal, in the uncertainty of the projected result, in the subjectivity of the assessment of the projected
result [3].

The most common is the definition of risk management as a system of risk management and
economic, more precisely financial relations that arise in the management process [4].

According to V. M. Granaturov, risk management can be described as a set of methods,
techniques, measures that to some extent predict the occurrence of risky events and take measures
to eliminate or reduce the negative consequences of their occurrence [5, p. 7].

The strategic goal of airlines is to ensure the safe, orderly development of international civil
aviation around the world and other aspects of the organization and coordination of international
cooperation in all matters of civil aviation, including international transportation. Therefore, the
aviation dough business is associated with the emergence of unforeseen risk situations [6].
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In Ukraine, there is a noticeable imperfection of the existing state regulation in the field of
risk management in domestic airlines, as well as a natural advantage of operational risks over all
others. It is obvious that this imbalance was caused by the problems themselves, mainly due to fears
of the consequences of aviation events and almost 100 years of experience in studying the causes of
the most serious events and ways to prevent them.

«Ukraine International Airlines» is Ukraine’s largest airline [7].

The main directions and activities of Ukraine International Airlines are regular flights to
Western Europe, the CIS, Asia and the Middle East.

Year after year, the company progresses, the route network and fleet expand. Every week,
UIA operates more than 700 domestic and international flights to more than 60 destinations.

In order to understand the financial condition of PJSC «International Airlines of Ukraine»
we will conduct a coefficient analysis of the financial condition (7able).

Table
Assessment of the financial stability of the company PJSC «AIRLINES “INTERNATIONAL
AIRLINES OF UKRAINE”» for 2016—2018, thousand UAH

Indicators Years Deviation Deviation
! 2016 2017 2018 +/-2017—2016 +/-2018-2017

Current ratio (coverage) 0,46 0,40 0,31 -0,07 -0,08
Rapid liquidity ratio 0,41 0,34 0,26 -0,07 -0,07
Absolute liquidity ratio 0,06 0,04 0,02 -0,02 -0,02
Financial ratio 078 | 073 | 122 0,05 0,49
stability

Coecfficient of financial independence 0.57 0.60 RE 0.03 0,53
(autonomy)

Source: calculated by the authors on the basis of fin. reporting of PJSC «International Airlines of Ukraine».

The analysis of Table shows that almost all indicators tend to decrease. Only the ratio of
financial stability increased in 2018 by 0.49%, and the ratio of financial independence (autonomy)
by 0.53 in 2018, and by 0.03% in 2017. Which is quite positive, despite the fact that in recent years
PJSC «International Airlines of Ukraine «has suffered a loss.

The activities of PJSC «International Airlines of Ukraine» are influenced by many external
and internal factors, which is the main result of the loss, but a significant aspect are the regional
factors that shape the demand for air transportation within a particular area (Fig. I).

Thus, the aviation industry has many factors and areas of risk. Therefore, it is possible that
PJSC «International Airlines of Ukraine» worked at a loss in 2018. At the same time, it is necessary
to identify the main operational and financial risks, the interaction of the factors that cause them.

Let’s consider what risks the researched enterprise is exposed to.

The company has the following risks:

Financial risks. These are risks that arise due to changes in market indicators, such as
exchange rates, interest rates. Financial risks can significantly reduce the company’s profits;

Market risks. This is risk of a decrease in the value of assets due to changes in market
factors;

Price risk. It is the risk of changes in the cost of aviation fuel, the tariffs for which are tied to
world oil prices. The company’s costs for aviation fuel account for more than 30% of total costs, so
price fluctuations significantly affect the company’s total costs;

Currency risk are the risk arises due to exchange rate fluctuations. PJSC «Ukraine
International Airlines» operates in international markets and in various currencies. A change in the
exchange rate may significantly affect the financial results of the Company and the Group;

Credit risks are risks associated with the inability of counterparties to meet their obligations
to PJSC «International Airlines of Ukrainey;

Liquidity risks that mean the Company’s inability to meet its obligations to counterparties;

Operational risks are risks associated with the operating activities of PJSC «International
Airlines of Ukraine». It may occur as a result of errors in internal processes, actions of employees,
failures in automated systems or due to external factors;
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Factors influencing the results of economic activity
and the stability of the functioning
of PJSC «AIRLINE “INTERNATIONAL AIRLINES OF UKRAINE”»
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Fig. 1. Factors that determine the results of economic activity of airlines

Source: Generalized by the authors on the basis of [8].

Aviation risks are risks that include the risk of death or disappearance and damage to the
aircraft, its parts and / or units, the risk of civil liability of the carrier and military risks;

Operational risks. They are risks of death or disappearance and damage to the aircraft, its
parts and / or units;

Risk of civil liability of the airline includes risks of harm to life, health and property of third
parties, life and health of passengers, death (loss), shortage or damage of luggage;

Military risks are risks to the country to which the airline operates. First of all, these are the
risks associated with war, revolution, civil war, coup;

Non-aviation risks are risks that are associated with the operation of aircraft, but have a
significant impact on the day-to-day operations of the airline. Includes medical risks, risks of
accidents at work;

Other operational risks that are subject to insurance are a wide range of non-aviation risks
that may affect the Company’s operating activities. Includes risks of theft, and damage to vehicles,
accidents of drivers and passengers in the vehicle, as well as risks associated with the operation of
hazardous production facilities, risks of loss and damage to property, risks of management
decisions, etc.;
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Legislative risks are risks associated with changes in legal norms;

Geopolitical (country and regional) risks are risks associated with changes in the
geopolitical situation in the regions that are part of the airline’s route network;

Business risks are risks associated with the operation and development of business that arise
in all companies operating in the market;

Competition risks are risks associated with the activities of other players in the market;

Risks of fluctuations in demand mean risks associated with the seasonality of demand for air
transportation;

Reputational risks are risks associated with damage to the company’s reputation.

Environmental risks include risks associated with the company’s impact on the environment

and much more. The risks that most affect the company’s activities are shown in Fig. 2.

Other risks; 24,50%
Risks of competition; / Financial risks; 27,20%

2,20%

Business risks; 5,90%

Credit risks; 1,10%

/ 18,60%
Currency risks; 6,40% / \

Market risks; 8,50%
Price risks; 5,60%

Fig. 2. Analysis of the impact of risks on the activities

of PJSC «International Airlines of Ukraine»
Source: compiled by the authors on the basis of internal reporting of the company.

The development of a risk management system at PJSC «International Airlines of Ukraine»
should be an integral part of its target management. For example, the goal may be to: minimize
risks in an unstable environment by implementing a risk management system in the airline.

The creation of a risk management infrastructure is impossible without the senior
management of PJSC «International Airlines of Ukraine» being aware of the existing risks and the
need for their rational acceptance. A reflection of the attitude of top management to the risks of
managed business is a general organizational risk management policy, which should clearly define
the range of consciously accepted by the company risks.

At the initial stage, the construction of a risk management system at PJSC «International
Airlines of Ukraine» should move from top (from the Board or the Board of Directors) down. But at
the same time, an effective risk management system is built at the middle management level.

For effective functioning, such a system should ensure the solution of the following main
tasks for PJSC «International Airlines of Ukraine»:

- Optimize the ratio of potential opportunities, risks and rates of development of the
company;

- Implement a systematic approach to risk assessment and management;

- Make an important part of the management decision-making process;

- Improve the manageability of the company by creating an adequate control structure.

Thus, the risk management system (hereinafter RMS) of PJSC «International Airlines of
Ukraine» has a clear structured approach that combines strategy, business processes, personnel,
technology, experience and knowledge. RMS is the basis of the corporate governance system,
which requires a long transition period, as well as a significant increase in the professional level of
staff. Such a system is a new approach in the field of management and, accordingly, its
implementation requires a process of transformation, including the restructuring of corporate
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culture, which should come from the management of the airline and be carried out taking into
account its features.

RMS development can be implemented at the headquarters of the target management. The
headquarters should be subordinated directly to the head of the airline, who coordinates the work on
the target programs and exercises direct control over their implementation. The staff consists of two
deputy heads, with broad powers, one of which is responsible for financial support for the
development of targeted management, the formation of resource-target matrices, the other — for the
development of RMS technology, staffing organizational documents and seminars on a special
program for staff. The staff also includes: the executive secretary and members of the working
group responsible for specific issues [9].

System-wide coordination of work progress and decision-making on topical issues is carried
out at a joint meeting of the headquarters and the heads of target programs, which clearly enshrine
their rights and responsibilities. The headquarters of the target management can develop and adopt
the CEO «Internal regulations on risk management of the company», which will record the
definition of risk, its types, risk factors, responsible persons and responsibilities of staff.

The main task of the next stage of implementation of the risk management system is to
identify existing risks in the airline’s activities for their further assessment and impact on risks.

The tasks of this stage are: identification of the main «problem areas» in the structure and
business processes of the airline and assessment of possible threats to the business of PJSC
«International Airlines of Ukrainey; risk identification, initial identification of potential areas of
work to manage identified risks and interaction with airline units; adjustment of information flows
of the risk management structure for monitoring the identified risks and timely detection of new
risks; solving certain tasks in the field of individual risk management and insurance.

Currently, PJSC International Airlines of Ukraine is working on certain types of risks, which
is reduced to the collection, accumulation of information and initial risk assessment. The key is that
there is no full-fledged risk analysis, but the work that is done does not translate into specific
management decisions on risk management.

At the diagnostic stage, PJSC «International Airlines of Ukraine» identifies the main types
of risks inherent in its business. In general, the risk identification process can be divided into two
stages. First there is an acquaintance with the general picture of business — in the organizational
structure of the company the divisions which are especially subject to risks are allocated, and the
most essential risks come to light.

Next, we analyze the individual units and the types of risks specific to them (Fig. 3).

T mEEEEEEEmEmmm————— 1
I PJSC «AIRLINE I
External 1 “INTERNATIONAL AIRLINES I<j Internal
i OF UKRAINE”» H
[ o o e o e e 1
Environment Q Internal environment

Headquarters of target

Accounting;
the organizational
structure; cost
of production

Market situation
analysis; research
in the field of STP;
public policy and LA

Information
Providing of RMS

Information flows = -------ccoommmomooooo >

Fig. 3. Sources of information for risk analysis at PJSC «International Airlines of Ukraine»

Source: Proposed by the authors.
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Along with such diagnostic methods as questionnaires, interviews, risk audits, the main
method of diagnosis in airlines is expert assessment. This fact is explained by the fact that in the
aviation industry the intellectual potential is traditionally high and there are such unique specialists
whose opinion is very valuable.

At the risk assessment stage, it is necessary, in particular, to apply a single process of
identification, risk ranking and risk mapping. At the same time, as sources of uncertainty, it is
proposed to separate the risks of the external environment associated with business processes, as
well as the risks associated with the information used in management decisions.

Sources of information for compiling a risk map of PJSC «International Airlines of
Ukraine» can be: interviews, working meetings and informal contacts with representatives of the
main production units of airlines; airline partners and contractors: insurers, surveyors, agents and
banks; reports and research of the internal audit service; internal documents and regulations of the
airline.

Identified, ranked and assessed risks of the airline are plotted on the risk map and included
in the risk catalog. These documents should reflect not only the risk categories of individual units, a
description of their causes, the probability of occurrence, but also control procedures for specific
risks, an action plan to minimize them, as well as the responsibility of employees of different
departments for risk management. It is necessary to pay attention to the fact that the analysis of the
creation of a risk event and the elimination of the consequences should not be managed by those
employees who are responsible for risk prevention. Risk maps and catalogs also inform employees
involved in the decision-making process at all levels of management about the current state of risk
development.

The compiled map and catalogs of the airline must be presented and approved at all levels of
the company’s management. Risk ranking and prioritization of risk management for the near future
is carried out, and the purpose of risk assessment at this stage should not be to determine the exact
amount of risk, as this can only be done within a separate project to work with each specific risk.

After identification and ranking of all risks of PJSC «International Airlines of Ukraine» it is
necessary to develop a strategy for managing these risks. All identified types of risks have points of
intersection of information flows, especially at the level of analysis of individual risks, but they
generally have a different nature of origin and, therefore, will have different strategies in the field of
risk management.

When determining the strategy, it is necessary to proceed from the following criteria:

- The share of relevant costs in the cost structure of the airline, as well as indirect costs

associated with the presence of a risk;

- The highest probability of occurrence of events;

- Ability to influence the risk without additional funding;

- Ability to analyze risks and impact on risk at an early stage of new large projects of the

airline;

- Continuation of already started projects.

However, there may be risks that require the implementation of individual projects, such as
a group of risks associated with aircraft maintenance and fleet planning, the risk of changes in
prices for aircraft fuel, etc. At the same time, there are risks that can be handled in parallel with
work on individual projects: currency risks, credit risks, risks associated with leasing projects and
others.

In addition, it is necessary to carry out general monitoring of processes occurring in various
divisions of the airline in order to identify new, unspecified risks, as well as new business processes
that may involve risks for PJSC «International Airlines of Ukraine».

The scheme of risk management processes is presented in Fig. 4.

Sources of information intended for risk analysis are:

- Airline accounting;

- Organizational structure and staffing;

- Maps of technological flows (technical and production risks);
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- Agreements and contracts (business and legal risks);

- Cost of air transport services provided; allows you to identify the vast majority of risks
and determine the monetary value of losses due to risky situations;

- Financial and production plans of the enterprise. The completeness of their
implementation makes it possible to comprehensively assess the resilience of the
enterprise to the whole set of risks.

Goal setting

< =

ﬁ Event detection %

Control Risk assessment

Risk communication

i ]

Reporting Choice of risk
response method

& Risk response @

Fig. 4. New risk management process

Source: Proposed by the authors.

The risk analysis reveals the factors that influence their occurrence. The main factors that
determine the level of riskiness of commercial activity in and in many respects adversely affect the
results of entrepreneurial activity of the majority of companies, are external factors.

Among the internal risk factors are the main: incompetence, lack of experience, knowledge
and operational business activity, adventurism, excessive trust in partners, the desire for immediate
benefits to the detriment of development. Meanwhile, neither in the state system, nor in specialized
private firms, nor in foreign sponsors, our entrepreneurs still, as a rule, cannot receive quality
advice.

Conclusions. Thus, when developing a risk management system, the headquarters of the
target management of PJSC «International Airlines of Ukraine» should be guided by the following
key principles that form the basis of risk management policy: Active reduction of risk coverage
costs through the use of all available risk mitigation methods; increase in the volume and types of
airline risk coverage by changing the structure of risk financing without increasing the costs of
insurance and other financing.

Creating an effective risk management system allows to ensure a high level of quality and
rationality of management decisions, which enables the company to achieve strategic and tactical
goals. Implementation of the risk management process in the activities of enterprises creates
conditions and opportunities for timely adjustment of the chosen strategy of their development,
increases the efficiency of their operation.
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