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ABSTRACT

Foreign economic activity is a complex and changeable process that cannot be
considered without taking into account risks. Risks may arise in various areas of the
company's activities and may have a significant impact on its results. Therefore, risk
management is one of the most important tasks for a company engaged in foreign
economic activity.

One of the companies engaged in foreign economic activity is Xuzhou
Construction Machinery Group Co., Ltd. - a major manufacturer of construction
machinery from China. Given the scale and complexity of its activities, risk
management is an integral part of its development strategy.

The main purpose of risk management in Xuzhou Construction Machinery Group
Co., Ltd. The aim is to minimize the negative impact of risks on its financial condition
and business processes in general. To achieve this goal, it is necessary to identify and
classify risks, as well as to develop and implement effective mechanisms and strategies
for managing them.

One of the important aspects of risk management in the company is the analysis
of the external environment and its impact on business processes. This includes an
analysis of the political, economic, social and technological environment, as well as an
assessment of the competitive situation in the market. Analysis of these factors allows
the company to identify potential risks and develop strategies to reduce them.

For effective risk management, it is also necessary to conduct an internal audit,
which will identify and assess the risks associated with the company's internal processes
and operations. As a result of the audit, a system of control and monitoring of risk
events will be developed, which will allow the company to respond to potential threats
in a timely manner and minimize negative consequences.

For successful risk management, it is also necessary to effectively manage the
financial resources of the company. The development and control of the budget, as well
as the optimization of expenses and investments will reduce financial risks and ensure

the financial stability of the company.
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In addition, an important aspect of risk management is the training and

development of personnel. The company must provide its employees with the necessary
knowledge and skills in the field of risk management so that they can effectively
respond to risky situations and make the right decisions.

In general, risk management at Xuzhou Construction Machinery Group Co., Ltd.
it is a complex and multilevel process. It includes the analysis of the external and
internal environment of the company, the development and implementation of risk
management strategies, as well as the control and monitoring of risk events. Only
effective risk management will allow the company to develop steadily and achieve its

goals.



AHOTAIISA

30BHINTHPOCKOHOMIYHA TISUTHHICTH SIBJISIE COOOI0 CKIJIATHWK 1 MIHJIUBHIA TIPOIIEC,
SKUU HE MOXKHA po3IIsijgaTh 0e3 ypaxyBaHHS pU3HMKIB. PU3MKKM MOXYTh BUHHMKATH B
pi3HuX cepax TiSTBHOCTI KOMIIAHIi 1 MOXKYTh MaTH ICTOTHHM BIUTUB Ha i1 pe3yJbTaTu.
Tomy ymnpaBmiHHS pHU3UKAMH € OMHMM 3 HaWBKJIUBIIINX 3aBIaHb JUIsl KOMITaHii, 110
3MIIMCHIOE 30BHINITHBOEKOHOMIYHY JiSUTHHICTb.

OnHi€elo 3 KOMIIaHIM, IO 3alMa€ThCS 30BHIINIHBOECKOHOMIYHOIO JISIIBHICTIO, €
Xuzhou Construction Machinery Group Co., Ltd. - Benukuii BUpOOHUK OyIiBEIBHOT
texHiku 3 Kurtaro. BpaxoByroun macmTabu 1 CKIAQIHOCTI ii JiSTIBHOCTI, YIpPaBIiHHS
pU3MKaMU - HEBII'€MHA YaCTUHA ii CTpaTerii pO3BUTKY.

OCHOBHOIO METOK YIpaBIiHHA pu3ukamMu B Kommanii Xuzhou Construction
Machinery Group Co., Ltd. e wminHimi3alisi HEraTUBHOTO BIUIMBY pPH3UKIB Ha i
(d1HaHCOBUI CTaH 1 Oi3Hec-mpouecu B HuIoMy. i JOCSATHEHHS 11€i METH HEOOX1THO
BU3HAUUTU 1 KIacu(IKyBaTh PHU3UKH, & TAKOXK PO3POOUTH 1 BHPOBATUTH €HEKTUBHI
MEXaHI3MHU 1 CTpaTerii ynpaBiiHHS HUMH.

OaHuM 3 BaXKIMBHUX AaCMEKTIB YMpaBIiHHSI PU3UKAMU B KOMIAHII € aHami3
30BHIIIHBOTO CepeloBuIa 1 il BIUIMBY Ha Oi3Hec-mpouecu. lle Bkirouae anami3
MOJIITUMHOTO, €KOHOMIYHOTO, COIIaJbHOTO Ta TEXHOJOTTYHOTO CEpPEeAOBHINA, & TaKOK
OIIHKY KOHKYPEHTHOI CHUTyallli Ha PpUHKY. AHami3 IHUX (PaKTOpPIB JO3BOJIIE KOMMAaHI

Jnst  edeKTUBHOTO  YIpaBIiHHS pU3UKAMU HEOOXITHO TaKoXK MPOBECTU
BHYTPIIIHIN ayauT, SKUH JO3BOJUTH BHUSBUTA 1 OILIHUTH PU3UKH, TOB'S3aHI 3
BHYTpIIIHIMU TMpoliecaMd 1 omepalfisMi Kkommanii. B pesynbrari ayauty Oynae
po3pol0iieHa cucTeMa KOHTPOJIIO 1 MOHITOPUHTY PHU3WKOBUX IIOMAIN, SIKa JTO3BOJUTH
KOMITaHII CBOEYACHO pearyBaTH Ha TOTEHILIMHI 3arpo3d 1 MiHIMI3yBaTH HEraTHBHI
HACI1IKH.

JIJist yCHIITHOTO YIIpaBIiHHS PU3UKaMH HEOOX1THO TaKOXX €(PEKTUBHO YMPABISATH
dbiHaHCcOBUMHM pecypcaMu KkommaHii. Po3poOka 1 KOHTpoib ORMKETY, a TaKoXK

ONITUMI3allisl BUTPAT 1 1HBECTHUIIN JO3BOJATH 3HU3UTH (HIHAHCOBI PU3UKHU 1 3a0€3MEUUTH



(h1HAHCOBY CTIMKICTh KOMITaHii.

KpiM TOTO0, BOXKJIMBUM aCIIEKTOM YIPABIiHHS PU3UKAMU € HABYaHHS Ta PO3BUTOK
nepconany. KommaHis mOBHHHA 3a0€3MEYUTH CBOIX CHIBPOOITHUKIB HEOOXiTHUMU
3HAHHSMHM 1 HABUYKaMU B 00J1aCTl YNPABIIHHSA pU3UKAMHU, 11100 BOHH MO €(DEKTUBHO
pearyBaTi Ha pU3HKOBI CUTYyAIlll 1 MpUAMaTH MPABUIIbHI PIIICHHS.

3arasom, ynpasimiaHs pusukamu B Xuzhou Construction Machinery Group Co.,
Ltd. € koMIiekcHHM 1 OaraTopiBHEBUM IpoliccoM. BiH BKJIIOUa€e aHalli3 30BHIIIHBOTO Ta
BHYTPIIIHBOTO CEPEOBUINAa KOMIIaHli, pO3poOKy Ta BIPOBAIKEHHS CTpaTerii
YOPaBIIHHS PU3UKAMU, @ TaKOXK KOHTPOJb Ta MOHITOPUHT PpU3UKOBUX mopiil. Tinbku
e(eKTUBHE YIIPaBIIHHS PU3UKAMU J03BOJUTH KOMIIAHIi CTIHKO PO3BUBATUCS 1 IOCATATH

MMOCTABJICHUX IIIJIEH.
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INTRODUCTION

Foreign economic activity is a complex and changeable process that cannot be
considered without taking into account risks. Risks may arise in various areas of the
company's activities and may have a significant impact on its results. Therefore, risk
management is one of the most important tasks for a company engaged in foreign
economic activity.

One of the companies engaged in foreign economic activity is Xuzhou
Construction Machinery Group Co., Ltd. - a major manufacturer of construction
machinery from China. Given the scale and complexity of its activities, risk
management is an integral part of its development strategy.

The main purpose of risk management in Xuzhou Construction Machinery
Group Co., Ltd. The aim is to minimize the negative impact of risks on its financial
condition and business processes in general. To achieve this goal, it is necessary to
identify and classify risks, as well as to develop and implement effective mechanisms
and strategies for managing them.

Experts in researching enterprise risk management include: Dr. Luo Zhongwei
from the Small and Medium Enterprises Research Center of the Chinese Academy of
Social Sciences, Dr. Paul Bates from the European Risk Management Association, Dr.
John Hitchins from the European Institute of Risk Management, Professor Yuriy
Yatsenko, Professor Olena Pavlova, and Associate Professor Inna Kovalenko from
the National University of Science and Technology of Ukraine, as well as Mike
Gregory and David Brougham from the United Kingdom

One of the important aspects of risk management in the company is the
analysis of the external environment and its impact on business processes. This
includes an analysis of the political, economic, social and technological environment,
as well as an assessment of the competitive situation in the market. Analysis of these
factors allows the company to identify potential risks and develop strategies to reduce
them.

For effective risk management, it is also necessary to conduct an internal audit,
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which will identify and assess the risks associated with the company's internal

processes and operations. As a result of the audit, a system of control and monitoring
of risk events will be developed, which will allow the company to respond to
potential threats in a timely manner and minimize negative consequences.

For successful risk management, it is also necessary to effectively manage the
financial resources of the company. The development and control of the budget, as
well as the optimization of expenses and investments will reduce financial risks and
ensure the financial stability of the company.

The purpose of this study is to study and analyze risk management in the
company Xuzhou Construction Machinery Group Co., Ltd., which is engaged in
foreign economic activity. The main objective of the study is to identify and assess
the main risks faced by this company, as well as to develop effective strategies and
mechanisms for managing these risks.

The object of the study is the company Xuzhou Construction Machinery Group
Co., Ltd., which is one of the world's leading manufacturers of construction
machinery. The company's foreign economic activity covers many countries and
regions, which entails significant risks associated with global economic, political and
operational factors.

The subject of the study is risk management in Xuzhou Construction
Machinery Group Co., Ltd. The main attention will be paid to the analysis of the
main types of risks faced by the company, such as financial risks, risks associated
with changes in exchange rates, environmental risks and others. In addition, the
methods and risk management tools used, both traditional and innovative approaches,
will be considered.

As a result of the study, a system of recommendations and suggestions for
improving risk management in Xuzhou Construction Machinery Group Co., Ltd. will
be developed. This will allow the company to reduce its vulnerability to external
factors and ensure sustainable development in the conditions of foreign economic
activity.

In addition, an important aspect of risk management is the training and



13
development of personnel. The company must provide its employees with the

necessary knowledge and skills in the field of risk management so that they can
effectively respond to risky situations and make the right decisions.

In general, risk management at Xuzhou Construction Machinery Group Co.,
Ltd. it is a complex and multilevel process. It includes the analysis of the external and
internal environment of the company, the development and implementation of risk
management strategies, as well as the control and monitoring of risk events. Only
effective risk management will allow the company to develop steadily and achieve its
goals.

Research methods. To achieve the goal and solve the problems of the work, a
wide range of tools and methods of scientific research were used:

- dialectical and abstract-logical — in generalization of theoretical and
methodical provisions of risk management;

- economic and statistical — to analyze quantitative and qualitative indicators of
the state and development of the risk assessment and management;

- graphic — in the study of the dynamics and structural changes in the

development of enterprises, in the reflection of the results of comparisons, etc.
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PART 1. OVERVIEW OF THEORETICAL ASPECTS OF RISK

MANAGEMENT

1.1. The concept of risk and its classification

The concept of risk is one of the main categories in various areas of life. Risk
can be defined as the possibility of negative consequences or losses arising from a
particular situation or activity. Attitudes towards risk can vary from person to person
and depend on each person’'s personality, experience and values.

Classification of risks allows you to systematize and structure them depending
on various factors. There are several approaches to risk classification, and each of
them is based on a specific methodology and criteria. Let's look at some of them.

The first approach to classifying risks is based on their origin. Within this
approach, the following types of risks are distinguished: natural, man-made and
social. Natural risks are associated with natural phenomena such as earthquakes,
floods, fires, etc. Technogenic risks arise as a result of human activity and are
associated with technological accidents, industrial accidents and other similar
situations. Social risks are associated with problems in society, such as
unemployment, crime, social tension, etc.

The second approach to risk classification is based on probability and impact.
According to this approach, risks are divided into high and low, depending on the
likelihood of their occurrence, and also into large and small, depending on the
expected losses and consequences. Categorizing risks by likelihood and impact helps
determine their priority and mitigation or control measures.

The third approach to risk classification is related to their financial aspect.
Risks can be financial, when losses are associated with financial resources and money,
or intangible, when losses are associated with reputation, time, health, etc.

Obviously, the classification of risks allows us to better understand their

characteristics, as well as develop risk management systems. Each of the proposed
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classifications has its own advantages and can be used depending on the context and

purpose of the risk analysis. Understanding risk and its classification helps to make
informed decisions and develop effective risk management strategies in various areas
of activity.

Risk and income in financial management are considered as two interrelated
categories. Any enterprise can be considered as a collection of certain assets in a
certain combination. The ownership of any of these assets entails a specific risk
regarding its impact on the overall income of the enterprise.

Analysis and modeling of operations and systems shows that the main
properties of any system and operation are the target effect (income), costs (time and
resources), risk (danger or safety).

The term "risk" originated from the Greek words ridsikon and ridsa, which
mean "cliff" and "rock" respectively.The word “risk” came into English literature in
the middle of the 18th century. from France as the word “risque” (risky, doubtful).

Webster's Dictionary defines "risk™ as "the danger, possibility of loss or
damage."

According to Ozhegov's dictionary, "risk™ is defined as "the potential for danger” or
"an action taken at random in the hope of a positive outcome."

It cannot be said that the problem of risk is new. In the 20s In the twentieth
century, a number of legislative acts were adopted in China containing the concept of
production and economic risk. At the same time, there were sound thoughts that the
pace of economic development and approaches to risk management are dependent on
each other.

During the period of China's reform and opening up, economists inDuring the
period of China's reform and opening up, economists in China paid limited attention
to risk issues. This was because the central economy compensated for the losses
caused by certain sectors of the planned economy at the expense of other sectors.
These sectors often included those involved in the production and export of oil and
natural gas. However, as early as the 1930s, Dr. Paul Bates of the European Risk

Management Association pointed out that risks need to be considered when making
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decisions in a socialist economy.

On the other hand, in practice, as noted by Professor Yuriy Yatsenko from the
National University of Science and Technology of Ukraine, there is an "asymmetry
of economic risks." This means that while investing scientific achievements into
production can result in significant losses, it is nearly impossible to win big rewards.
If a company achieves great results, they may be artificially taken away from them
and instead supported by the state. On the other hand, not complying with the
national plan by 1-2% can result in penalties. This situation has fostered a negative
attitude towards risks among Chinese business managers, which limits the
development of scientific research in the field of economic risks.

In domestic economic science, risk was completely related to the phenomena
of the capitalist economy. Ignoring the problems of risk reached such an extent that
the very concept of “risk” was not even included in the encyclopedia “Political
Economy”.

The dictionary reference book for entrepreneurs outlines the concept of
“entreprencur risk” as the possibility of failures and losses in business activities,
which, if carelessly or illiterately approach the matter, can lead to undesirable
consequences and damage.

Dr. Luo Zhongwei of Chinese Academy of Social Sciences. Risk means the
possible danger of losses arising from the specifics of certain natural phenomena and
activities of human society. considers risk as the threat that an economic entity will
incur losses in the form of additional expenses in excess of those provided for in the
forecast, program of its actions, or will receive income below those for which it
expected. Dr. Paul Bates of the European Risk Management Association. Risk means
the potential risk of an enterprise facing the possibility of losing some of its resources,
revenues, or incurring extra expenses due to specific production and financial

endeavors.

According to Mike Gregory, risk is the likelihood of adverse financial

consequences in the form of loss of expected investment income in a situation of

uncertainty of the conditions for its implementation.
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Consideration of definitions of risk showed that risk in most of them is

associated with the probability of an event, or is defined taking into account
probability. However, such an interpretation makes risk management obviously
impossible, since risk management, from the point of view of the above definitions,
becomes identical to probability management. Thus making the process of enterprise
management spontaneous, devoid of an organizational basis.

Many definitions highlight such a characteristic feature as danger, the
possibility of failure. However, this position does not, in our opinion, characterize the
entire content of the risk. For a more complete description of the definition of “risk”,
it is advisable to find out the content of the concept of “risk situation”, since it is
directly related to the content of the term “risk”.

In a Chinese dictionary, the term " situation " is defined as the comparative or
combined situation of various circumstances within a certain period of time. In this
case, the situation may facilitate or hinder the implementation of this action. Among
various types of situations, risk situations occupy a special place.

The functioning and growth of numerous economic processes are characterized
by inherent uncertainty, leading to the emergence of situations with unclear outcomes.
When it is possible to determine the degree of probability of one or another option
quantitatively and qualitatively, this constitutes a risk situation. It follows that a risky
situation is associated with statistical processes and is accompanied by three
conditions: 1) the presence of uncertainty; 2) the need to choose an alternative; 3) the
ability to assess the likelihood of the implementation of the selected alternatives. It
should be noted that the concept of risk differs from that of uncertainty. A situation of
uncertainty pertains to scenarios where the probability of a decision's or event's
outcome cannot be determined in principle.

Hence, a risk situation can be categorized as a scenario of relative uncertainty,
where the occurrence of events is probable and can be determined. In this context, it
is feasible to subjectively evaluate the likelihood of events emerging as a result of
collaborative activities with partners, countermeasures taken by competitors, or

actions taken by adversaries. To "mitigate" the risk scenario, the agent makes a
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choice and endeavors to implement it. This process is captured by the concept of risk,

which exists both during the solution-selection stage and its implementation phase.
In both instances, risk serves as a model for the agent to eliminate uncertainty,
representing a practical approach to resolve contradictions in unclear circumstances
with opposing tendencies.

Under these conditions, the formulation of the concept of “risk” given by Paul
Bates. is more complete. Luo Zhongwei: risk is an action performed under conditions
of choice, In the event of a failure, there is a risk of being in a worse position than
before making the choice (as compared to not taking that action).

An essential aspect of risk is the potential for deviation from the chosen
objective, which can involve both negative and positive attributes. The possibility of
a positive variance resulting from risk is often characterized in the economic
literature as “chance.”

Paul Bates defines risk as the danger of an unfavorable outcome per one
expected event, and the possibility of a positive deviation under given parameters is
called “chance”. Thus, risk is damage, negative deviation, loss; and chance is a
positive deviation, profit.

As a risk feature, inconsistency manifests itself in various aspects. Risk, on the
one hand, represents a type of activity that focuses on obtaining socially significant
results in extraordinary and new ways under conditions of uncertainty and a situation
of inevitable choice. Therefore, it enables one to overcome conservatism, dogmatism,
and psychological barriers that hinder the introduction of new and promising types of
activities and hinder societal progress. On the other hand, risk can lead to
adventurism, subjectivism, and societal inhibition if, in conditions of incomplete
initial information about the risk situation, an alternative is chosen without due
consideration of the objective laws of development of the phenomenon in relation to
which the decision is made, thus incurring certain socio-economic and moral costs.

The contradictory nature of risk is manifested in the collision of objectively
existing risky actions with their subjective assessment. Thus, a person who has made

a choice, carrying out this or that action, may consider them risky, while other people
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may regard them as cautious, devoid of any risk, and vice versa.

In the literature, there are three main points of view that recognize either the
subjective, or objective, or subjective-objective nature of risk. In this case, the latter
prevails — about the subjective-objective nature of risk.

The existence of risk as an objective manifestation of randomness in economic
life can be explained from two positions.

On the one hand, any economic phenomenon represents a certain systemic
formation, relatively delimited from other similar formations. The set of internal
connections underlying such systems is opposed to the set of external connections
through which some economic processes are connected with others.

On the other hand, the presence of risk is explained by the manifestation of
chance as a result of the intersection of two or more independent, causally determined
chains or lines of existence of various economic entities. The internal laws of an
economic phenomenon necessarily determine the sequence of its external
implementation. This sequence forms a line of cause-and-effect existence of an
economic phenomenon.[eleven]

Uncertainty, being an objective form of existence of the real world around us,
is due, on the one hand, to the objective existence of chance as a form of
manifestation of necessity, and on the other hand, to the incompleteness of each act
of reflection of real phenomena in human consciousness. Moreover, the
incompleteness of reflection is fundamentally irremovable due to the universal
connection of all objects of the real world and the infinity of their development,
although the desire for a complete, absolutely accurate reflection of reality
characterizes the direction of human knowledge and existence.

Consequently, a necessary element of the concept of “risk” is the subject who
evaluates risk as an objective manifestation of chance. As mentioned above, risk has
an objective origin and does not depend on human will and consciousness. However,
only as a result of its awareness by the subject of economic activity as uncertainty
regarding the quantitative and qualitative characteristics of business results, it turns

into a category characterizing economic reality.


https://lib.rosdiplom.ru/library/prosmotr.aspx?id=496349#_ftn11
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Subjective risk assessment is based on the subject’s active knowledge of
economic reality and manifests itself as a derivative of his activities. Only in activity
IS risk awareness possible. The activity of a subject in a particular area removes some
of the uncertainty and, thus, reduces the subjective assessment of risk. In addition,
people perceive the same amount of economic risk differently due to differences in
psychological, moral, ideological principles.

The subject, in his awareness of risk as uncertainty regarding business results,
acts purposefully, since objectively manifested risk sets certain boundaries and limits
for the subject’s activity. On this basis, the need arises to understand the patterns of
risk as an economic reality in order to harmonize the functioning of the subject with
them, since its goals are formed in accordance with the logic of the development of
reality, and are also objectively determined by the needs of the subject itself and the
level of development of production.

It should be noted that not only risk as an objective economic reality affects the
subjective assessment of risk, but also the subject influences risk as an objective
manifestation of chance.

The alternativeness of risk is associated with the need to choose between two
or more potential options for decisions, directions, and actions. The absence of choice
eliminates the risk situation.

Hence, risk is intricately linked to the problem of setting organizational goals
and the process of making managerial decisions. In particular, the concept of risk can
be seamlessly integrated into normative decision theory. Risk entails an action (deed,
action) performed under conditions of choice (in a situation of choice in the hope of a
positive outcome), where in case of failure there is a possibility (degree of risk) of
being in a worse position than before the choice (than in the case of not performing
this action).

By their nature, risk is divided into three types:

1. When a subject making a choice from several alternatives has at his disposal
objective probabilities of obtaining the intended result. These are probabilities that

are independent directly from a given company: the level of inflation, competition,
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statistical research, etc.

2. When the probabilities of the expected result occurring can only be
estimated based on subjective assessments, i.e. the individual deals with subjective
probabilities. Subjective probabilities directly characterize a given company:
production potential, level of expertise and technological specialization, labor
organization, etc.
3. When the individual, in the process of choosing and implementing an alternative,
faces both objective and subjective probabilities.

Thanks to these variations in risk, the individual makes a choice and strives to
implement it. As a result, risk exists both at the stage of choosing a solution and at the
stage of its implementation.

Risk is more accurately defined as an activity associated with overcoming
uncertainty in a situation of inevitable choice, during which it is possible to
quantitatively and qualitatively assess the probability of achieving the intended result,
failure, and deviation from the goal.Based on this definition, we can identify the key
elements that constitute the essence of the concept of "risk".

1.The possibility of deviation from the intended goal, for which the chosen
alternative was implemented, both negative and positive properties.

2.Probability of achieving the desired result.

3.A lack of confidence in achieving the set goal.

4.The possibility of material, moral, and other losses associated with the
implementation of the chosen alternative under conditions of uncertainty.
Accepting a project associated with risk involves identifying and comparing possible
losses and income. If the risk is not supported by calculations, then it mostly ends in
failure and is accompanied by certain losses. To cope with negative phenomena
associated with risk, it is necessary to identify its main features and sources, its most
important types, an acceptable level of risk, methods for measuring risk, and methods
for reducing risk.

The main features of risk are inconsistency, alternativeness, and uncertainty.

The feature of inconsistency in risk leads to a clash between objectively existing risky
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actions and their subjective assessment. This occurs as innovative ideas, the

introduction of new promising activities that accelerate technical progress, and
influence public opinion and the spiritual atmosphere of society clash with
conservatism, dogmatism, and subjectivism.

Alternativeity presupposes the need to choose from two or more possible
options for decisions, directions, and actions. If there is no choice, then a risky
situation does not arise, and therefore no risk.

The following types of uncertainties and risks are considered to be the most
important

1.The risks brought about by economic regulations, current economic situation,
investment conditions, and instability in profit utilization.

2.The possibility of foreign economic risks such as the introduction of trade
and supply restrictions, border closures, etc.

3.The uncertainty of the political situation poses a risk of unfavorable social
and political changes in a country or region.

4.The risk of incomplete or inaccurate information on technical and economic
indicators, new equipment, and technological parameter dynamics.

5.Fluctuations in market conditions, prices, and exchange rates.

6.The uncertainty of natural and climatic conditions, and the possibility of
natural disasters.

7.Production and technical risks.

8.The uncertainty of participant goals, interests, and behaviors.

9.The risk of incomplete or inaccurate information on a company's financial
condition and business reputation.

The previous classification mainly displays the significant sources of
uncertainty risks.

The classification system of financial risks encompasses a wide array of
different risks. It is important to note that the utilization of modern financial
technology, modern financial instruments, and other innovative factors result in the

emergence of new forms of financial risks.
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The classification criterion for financial risks by type is the main parameter for

their differentiation in the management process.

There are other risk classifications. For example, according to the stages of
manifestation, the risk is classified into preoperative and operational. Another
classification divides risk into political, economic, social, technological and
industry.You can also classify risk by the complexity of the study (simple and
complex), by sources of occurrence (external and internal), by financial consequences,
by the nature of manifestation over time (permanent, temporary), by the level of
financial losses (acceptable, critical, catastrophic), by the possibility of foresight
(predictable and unpredictable), if possible, insurance (insurable and uninsurable).

Risks in the financial sector largely depend on external factors. In actual
investments, you have the ability to impact a multitude of factors: the essence of the
technology, the producer of the product, the composition of the company and
techniques of managing the production of the product, as well as the qualifications of
management. Unlike purely financial transactions, a project may contain strong, well-
managed factors that fundamentally change the investment attractiveness of the
project for the better.

Risks can be categorized as either pure or speculative. Pure risks refer to the
potential for loss or zero return. Speculative risks, on the other hand, refer to the
possibility of both positive and negative outcomes. Financial risks fall under the
category of speculative risks. An investor who invests in venture capital knows in
advance that there are only two possible outcomes for him - gain or loss. A
distinctive feature of financial risks is the potential for damage resulting from
transactions in the financial, credit, and exchange sectors, as well as transactions
involving stock securities. This risk arises from the nature of such operations.
Financial risks include credit risk, interest rate risk, currency risk, and the risk of lost
financial profit.

Credit risk refers to the risk that the borrower fails to repay the principal and
interest as agreed. Interest rate risk refers to the risk that commercial banks, credit

institutions, investment funds and sales companies may face losses because the
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borrowing interest rate paid by financial institutions is higher than their lending

interest rate.

Currency risk refers to the loss that may arise from the change of currency
exchange rate used by both parties in the course of foreign economic, credit and other
foreign transactions.

The risk of loss of financial benefit is the risk of indirect (collateral) financial
loss that may result from the failure to implement any activity or the interruption of
business activities.

The activities carried out by the organization are always accompanied by certain
risks, that is, there may be a risk of loss of resources or insufficient income, or there
are other potential risks. But entrepreneurs are willing to take risks because the
downside is that it may bring additional income.

On the one hand, risk can be viewed as an event that may or may not occur,
leading to an outcome (technical, social, economic, etc.) That may be negative, zero,
or positive.

Risk, on the other hand, is a subjective assessment of that outcome and the
income or loss it generates. The source of risk is the uncertainty of the economic
situation, which is caused by many variable factors and accidents, incomplete
information of the economic process and the personality characteristics of
entrepreneurs. In other words, risk has both objective and subjective origins.

Let us consider the classification of risks. From the source of risk, risk can be
divided into internal risk and external risk.

External risks are associated with the organization's environment. They can be:
macroeconomic and microeconomic. These risks are influenced by two types of
factors:

1) direct impact - legislative regulation, arbitrariness of authorities, tax system,
competition, relationships with partners, racketeering and corruption;

2) indirect impact - the political and economic situation in the country, natural
disasters, the economic situation of the industry, international events.

Internal risks are associated with the characteristics of the organization. The
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main type of internal risk is considered to be personnel risk, caused by the practical

impossibility of predicting people's behavior in certain situations. According to the
degree of danger for the enterprise, they distinguish between acceptable risk (threat of
loss of profit), critical risk (possibility of incurring current losses); catastrophic risk
(bankruptcy). If it is possible to avoid loss, risks can be: surmountable and
insurmountable. Insurmountable risks are: insurable and uninsurable. The risk can be
partially transferred to others, but it cannot be completely avoided.

According to the causes of occurrence, they distinguish (Table 1.1).

Investing capital always involves a choice of investment options and risk.
Selecting different investment options often involves significant uncertainty. For
example, a borrower takes out a loan, which he will repay from future income.
However, He is unaware of the income itself. It is highly likely that future income
will not be sufficient to repay the loan. When investing capital, one must also bear a
certain degree of risk, choosing between varying levels of risk. For instance, investors
must decide where to invest their funds: in a bank account that has minimal risk but
also minimal returns, or in a business that has greater risk but also greater potential
for profit. To solve this problem, it is necessary to quantify the size of financial risks
and compare the risk levels of alternative investment options.

Financial risk, similar to any type of risk, has a mathematically expressed
probability of loss, which is determined with fair accuracy through statistical data. To
quantitatively assess the level of financial risk, it is essential to comprehend all
potential outcomes of individual actions and their respective likelihoods. Probability
signifies the chance of achieving a particular result. When it comes to economic
matters, the techniques of probability theory boil down to determining the
probabilities of events taking place and choosing the most favorable outcome from
among a range of possibilities based on the highest value of mathematical expectation.
In simpler terms, the mathematical expectation of an event equates to the absolute

value of that event multiplied by the probability of its occurrence.

Table 1.1
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Risk classification

Number | Risk Type Definition
Political (Nationalization, wars, conflicts, introduction of economic restrictions,
1 : L ) ) .
Risk unrest). They can be: national, regional, and international.
5 Technical Obtaining negative results, side effects, failure to achieve set goals,
Risk failures, breakdowns.
(Decrease in production volumes, downtime, defects; increased costs,
premature wear of equipment) In manufacturing entrepreneurship, the
3 Production main risks include: the risk of lack of demand for products, non-
Risk fulfillment of the contract, increased competition and worsening
market conditions, the occurrence of unforeseen circumstances and
costs, loss of capital.
4 Business The risk of material and financial losses, losses from business
Risk activities, transactions.
(Changes in the economic state of the industry); determined by the
Industry . ) o\ e .
5 Risk level of price and non-price competition, ease or difficulty of entering
it, and the environment.
Natural . . .
6 . (Environmental, risk of natural disasters)
Risks
; Commercial (Inability to sell products or decrease in sales volumes, rising prices,
Risks falling demand, loss of quality)
8 Inflsggir;ary (Increasing prices, decreasing the purchasing power of money)
9 Inn;i\'/sit;ve (Failures in developing new markets, products, technologies)
(Including economic risks) (Changes in the value of assets; decrease in
Currency . . .
10 Risks revenue and increase in expenses due to unfavorable changes in
exchange rates)
11 Invlgic,;rllwsent The risk of loss of invested capital and expected income, its reduction.
It arises due to failure to fulfill obligations, due to dishonesty,
12 Credit Risks incompetence, and unfavorable general conditions. Types of credit
risks: trade and banking (non-payment of debt; insolvency)
13 Interest Rate | This includes: the risk of changes in the general level of interest rates;

Risks

rates for certain types of loans.

Risk, similar to any type of risk, has a mathematically expressed probability of
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loss, which is determined with fair accuracy through statistical data. To quantitatively

assess the level of financial risk, it is essential to comprehend all potential outcomes
of individual actions and their respective likelihoods. Probability signifies the chance
of achieving a particular result. When it comes to economic matters, the techniques of
probability theory boil down to determining the probabilities of events taking place
and choosing the most favorable outcome from among a range of possibilities based
on the highest value of mathematical expectation. In simpler terms, the mathematical
expectation of an event equates to the absolute value of that event multiplied by the
probability of its occurrence.

The probability of an event taking place can be determined using either an
objective or subjective approach. The objective method of calculating probability is
based on calculating the frequency of a given event occurring.

The subjective method relies on subjective criteria, which are derived from a
range of assumptions. These assumptions can encompass the evaluator's discernment,
personal background, expert opinions, the advice of financial consultants, and more.

The degree or magnitude of risk is measured using two criteria: 1) the average
expected value; and 2) the variability or uncertainty of the possible outcomes.

The average expected value corresponds to the value of the event magnitude in
connection with an uncertain situation. It represents a weighted average of all
possible outcomes, with each probability serving as the frequency or weight of its
corresponding value. The average expected value gauges the expected outcome on an

average basis.
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1.2. Factors influencing the emergence of risks in the company

Enterprise risk factors are various external and internal factors that can affect
the success and sustainability of the enterprise. They can create potential threats and
cause uncertainty in the business processes and results of the enterprise.

External risk factors include the impact of the economic environment, political
situation, social changes and technological changes on the enterprise. These factors
may be uncontrollable and external to the enterprise, but they can have a significant
impact on its activities and results.

Internal risk factors are associated with financial, managerial, production and
organizational aspects of the enterprise. They can be controlled and depend on the
internal decisions and actions of the enterprise. For example, poor cash flow
management, poor financial planning, or insufficient organizational structure can
become risk factors for a business.

Understanding and analyzing enterprise risk factors is an important step in
developing risk management strategies and taking appropriate actions to minimize
potential threats and ensure sustainable development of the enterprise.

External risk factors

External risk factors of an enterprise influence its activities and results through
the influence of the economic environment, political situation, social changes and
technological transformations.

The economic environment is the state and trends of the economy, such as
inflation, interest rates, unemployment rates, etc. These factors can affect the demand
for a company's goods and services, its financial condition and opportunities for
growth and development.

The political situation is the political decisions, laws and regulations that can
have an impact on the enterprise. Changes in the political environment, such as
changes in tax laws or the introduction of new regulations and restrictions, may affect
a business's financial performance and operations.

Social change refers to changes in social preferences, needs and consumer
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behavior. For example, changes in consumer tastes and preferences can lead to a

decrease in demand for the company's products and a threat to its profitability.

Technological transformations are changes in technology and innovation that
can affect the way goods and services are produced and provided. New technologies
can create new opportunities for a business, but they can also threaten its
competitiveness if it cannot adapt to new demands and changes.

Analysis of the external risk factors of an enterprise is important for
understanding the potential threats and opportunities that may arise due to the
influence of the external environment. This allows the enterprise to develop strategies
and measures to minimize risks and ensure sustainable development.

Internal risk factors

An enterprise's internal risk factors relate to its internal aspects, such as
financial condition, management, production and organization.

Financial risk factors

Financial risk factors for a business include financial instability, poor cash flow
management and unsuccessful investments.

Financial instability may arise due to unexpected costs, low profitability or
inefficient use of resources. A lack of financial resources can lead to problems with
repaying debts and obligations, as well as limit the opportunities for growth and
development of the enterprise.

Ineffective cash flow management can lead to problems with the solvency and
liquidity of the enterprise. Insufficient cash flow may make it difficult to meet current
obligations and invest in future growth.

Unsuccessful investments can lead to loss of capital and unprofitability of the
enterprise. Wrong choice of projects or insufficient research of the market and
competitors can lead to unsuccessful investments and loss of money.

Management risk factors

Management risk factors of an enterprise are associated with insufficient
qualifications and experience of managers, incorrect strategic planning and

insufficient control and coordination of activities.
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Lack of qualifications and experience of managers can lead to wrong decisions

and ineffective enterprise management. Insufficient knowledge of the market,
competitors and consumers can lead to incorrect positioning and strategy of the
enterprise.

Improper strategic planning can lead to insufficient adaptation to changing
market conditions and consumer needs. Insufficient planning and control can lead to
loss of efficiency and the inability of the enterprise to adapt to new requirements.

Industrial and organizational risk factors

Production and organizational risk factors of an enterprise are associated with
ineffective production processes, insufficient product quality and problems in the
organization of work.

Inefficient manufacturing processes can lead to low productivity and high costs.
Insufficient product quality can lead to consumer dissatisfaction and loss of enterprise
reputation.

Problems in work organization can lead to improper allocation of resources,
lack of coordination and communication between departments and employees.
Insufficient work organization efficiency can lead to delays in order fulfillment and
customer dissatisfaction.

Analysis of the internal risk factors of an enterprise allows us to identify
weaknesses and problems that may threaten its sustainability and development. This
allows the enterprise to develop strategies and measures to improve management,
production and organization of work, as well as to minimize financial risks.

Financial risks of the enterprise

The financial risks of an enterprise are associated with the possibility of
financial instability, ineffective cash flow management and unsuccessful investments.

Financial instability may arise due to unexpected costs, low profitability or
inefficient use of resources. A lack of financial resources can lead to problems with
repaying debts and obligations, as well as limit the opportunities for growth and
development of the enterprise.

Ineffective cash flow management can lead to problems with the solvency and
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liquidity of the enterprise. Insufficient cash flow may make it difficult to meet current

obligations and invest in future growth.

Unsuccessful investments can lead to loss of capital and unprofitability of the
enterprise. Wrong choice of projects or insufficient research of the market and
competitors can lead to unsuccessful investments and loss of money.

To manage financial risks, an enterprise can use various strategies and tools:

. Financial planning and budgeting:The development of long-term and
short-term financial plans and budgets allows an enterprise to predict and control its
financial flows, as well as determine the necessary resources to achieve its goals.

. Liquidity management:the enterprise must monitor its solvency and
ensure the availability of sufficient funds to cover current obligations. For this
purpose, working capital management, cash flow forecasting and attraction of
additional sources of financing can be used.

. Diversification of investments:a variety of investments allows you to
reduce risks and increase the profitability of an enterprise’s portfolio. Spreading your
funds across a range of assets and instruments can help reduce your exposure to one
market or sector.

. Insurance:an enterprise can insure its assets and liabilities against
possible financial losses associated with various risks, such as fire, natural disasters,
liability to third parties, etc.

. Risk analysis and control:the enterprise must conduct a systematic
analysis of its financial risks and take measures to reduce them. This may include
assessing the likelihood and impact of risks, developing control and response plans
for possible threats, and training employees in risk management.

Financial risk management is an important part of an enterprise's overall risk
management strategy. This allows the company to minimize potential losses and
ensure its financial stability and successful development.

Risks of entrepreneurship

Entrepreneurial risks are associated with running a business and can arise due

to various factors. Some of these include lack of experience, poor strategic planning
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and competition.

Lack of experience:Lack of business experience can lead to mistakes and
ineffective decisions. An entrepreneur without sufficient experience may face
difficulties in managing finances, marketing, production and other aspects of the
business.

Incorrect strategic planning:The lack of a clear strategy and development plan
can lead to failure and loss of competitiveness. An entrepreneur must define his goals,
study the market and competitors, develop a product or service strategy, and identify
paths to success.

Competitive fight:Market competition can be fierce, especially in highly
saturated industries. An entrepreneur must be prepared for competition from other
companies that may offer similar products or services. Insufficient understanding of
the competitive environment and improper response to competition can lead to loss of
market share and unprofitability.

To manage business risks, an enterprise can apply various strategies and
approaches:

. Market research:An entrepreneur must conduct market research to
understand the needs and preferences of customers, analyze competitors and
determine its uniqueness and competitive advantages.

. Business plan development:A business plan helps an entrepreneur define
his goals, strategy and action plans. It can also be used to attract investors and
financing.

. Resource management:Effective management of resources such as
finances, personnel and materials helps an entrepreneur achieve his goals and ensure
the successful functioning of the business.

. Innovation and adaptation: An entrepreneur must be prepared for changes
in the market and quickly adapt to new conditions. Innovation and continuous
development help the company remain competitive and successful.

. Cooperation and partnership:Collaborating with other businesses and

establishing partnerships can help an entrepreneur expand their capabilities and
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resources, and reduce risks.

Managing business risk requires flexibility, analytical skills and a willingness
to change. An entrepreneur must be prepared to take risks and make decisions based
on analysis and assessment of possible consequences.

Risk management and mitigation methods

Risk management and mitigation are important aspects of successful
entrepreneurship. There are several methods and strategies that a business can use to
manage and reduce risk factors.

Insurance

One of the main methods of risk management is insurance. An enterprise can
insure its assets, equipment, goods, liability and other risks associated with its
activities. Insurance helps a company protect itself from losses and compensate for
losses in the event of unforeseen events.

Diversification

Diversification is a strategy that allows a company to reduce the risks
associated with concentration in one industry or market. A company can diversify its
activities by investing in different industries or regions. This allows you to reduce
dependence on one source of income and reduce the risks associated with changes in
one industry or region.

Risk analysis and assessment

Risk analysis and assessment are important tools for enterprise risk
management. An enterprise must conduct a systematic analysis of its external and
internal risk factors to identify potential threats and opportunities. Risk assessment
allows an enterprise to determine the likelihood of risks occurring and their potential
consequences. Based on this information, the enterprise can develop risk
management strategies and measures.

Development of countermeasures and action plans

After analyzing and assessing the risks, the enterprise must develop
countermeasures and action plans to reduce the risks. Countermeasures may include

the implementation of additional security measures, improved processes and systems,
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training of personnel and other Measures are taken to either decrease the probability

of risks materializing or to mitigate their impact. Action plans outline the necessary
steps for a business to undertake in the face of risks, with the objective of minimizing
losses and resuming regular operations.

The creation of a risk management strategy and its principles is outlined in
internal regulatory documents, including risk management regulations (which outline
the results of risk analysis at the enterprise and the key points of the organization's
management strategy in this area) and risk management guidelines.

Risk management encompasses both management strategy and tactics.
Management strategy refers to the direction and method of using means to achieve a
goal. By strategizing, one can concentrate efforts on implementing options that align
with the adopted strategy while eliminating all other options. Once the goal is
achieved, the strategy no longer applies, and new goals necessitate the development
of a fresh strategy. Tactics, on the other hand, are specific methods and techniques
used in specific circumstances to achieve a goal. The objective of management tactics
Is to select the optimal solution and the most appropriate management methods and
techniques given a particular economic situation.

Risk management mainly performs two types of functions: first, as a control
object, and second, as a management entity. In the control objects of risk
management, it mainly includes risks, risky capital investments, and economic
relationships between commercial entities in the process of risk realization. The
economic relationships involved in risk management mainly refer to the relationships
between policyholders and insurers, borrowers and lenders, and entrepreneurs
(including partners and competitors). These relationships play a crucial role in the
overall framework of risk management.

The management subject of risk management is a specific group of people who
use various techniques and methods to exert management influence and ensure that
the management objects can play a targeted role. Let's consider the functions of the

control object in Figure 1.1.
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Object functions
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Fig. 1.1. Object functions

Strategic planning is an important tool for enterprise risk management. The
enterprise must develop long-term strategies and development plans that take into
account potential risks and opportunities. Strategic planning allows an enterprise to
make informed decisions based on risk analysis and assessment of their impact on the
business.

Risk management and mitigation are essential elements of successful
entrepreneurship. An enterprise must apply various methods and strategies to protect
itself from potential threats and ensure sustainable development.

Large enterprises often adopt risk management systems, which include a series
of methods, techniques, and measures to help predict risks and take timely response
measures.

In order to effectively manage risks, enterprises can establish dedicated risk
management departments led by risk managers. They are responsible for handling
risk management issues, coordinating the activities of various departments, and
ensuring compensation for potential losses. They also establish an organizational
structure for enterprise risk management, develop basic regulations and guidance
notes

In risk management, the functions of management entities can be summarized
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as follows:

- Prediction is the prediction of events and is not directly implemented. In risk
management, forecasting focuses on the future financial status changes of the overall
and various parts. Predictions can be based on past inferences about the future, or
directly anticipate changes, taking into account expert evaluations. Predictions have
substitutability and determine multiple choices for financial development.

-An organization is a group of people who jointly implement risk investment
plans in risk management, which includes rules and procedures such as establishing
management institutions, constructing management structure, establishing
relationships between management units, and developing norms, standards, and
measures.

Regulation in risk management has an impact on the controlled object, and
when the object deviates from specific parameters, regulation helps to achieve its
stable state. Regulation encompasses continuous measures taken to eliminate
deviations that arise. In risk management, coordination refers to coordinating the
work of various components, managers, and professionals in the risk management
system. Coordination helps to ensure a unified relationship between management
objects and management entities, as well as between management agencies and
individual employees.

In risk management, motivation is a stimulating factor that stimulates the
interest of financial managers and other experts in the results of their work.

In risk management, control is an organized review of risk reduction efforts.
Control involves analyzing the results of risk reduction measures. By controlling the
collected information, including the degree of implementation of planned action plans,
the profitability of venture capital investments, and the ratio of profitability to risk,
changes are made to financial plans, financial work organizations, and risk
management organizations based on this.

Under the influence of various external and internal risk factors, enterprises
will adopt different risk reduction methods, which will to some extent affect certain

activities of the enterprise. When choosing a specific risk management method, risk
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managers must follow the following principles: they cannot bear risks beyond their

own capital tolerance; The consequences of foreseeable risks; We cannot afford to
lose the big for the small. The tasks of risk management include:

Risk management plan: The plan should describe the general risk management
methods and the main activities that must be executed in the project.

Risk identification: It is necessary to identify situations or events that may have
negative consequences for the project. Project participants identify risks based on
their experience gained in previous projects or early stages of a specific project. The
identified risks will be carefully recorded.

Risk priority analysis and assessment: Analyze identified risks to determine
their potential impact on costs, schedules, etc., while assessing the probability of each
risk occurring. The priority of risk is determined based on the product of its
probability of occurrence and the potential consequences (expressed in the expected
loss amount).

The following is a re expression of the original text:

Response planning: For each risk, determine the necessary steps to be taken to
reduce the likelihood of risk occurrence and its consequences. The execution of the
plan is not part of the risk management process, but rather is carried out as part of the
main development process. To cope with risks, not only can actions be planned, but
appropriate reserves (funds, time, manpower) can also be planned.

Risk monitoring: The goal of this measure is to adjust the priority and response
measures of risks when the probability and consequences of risks change, and to be
able to detect those ongoing risks in a timely manner. This is actually a process of
repeated risk identification and analysis. Therefore, the content of risk management
includes identifying risks, evaluating and analyzing risks, and designing risk
management strategies.

There are many risk management options, but in this work, Olena Pavlova’s
strategies are proposed as the most appropriate for the enterprise considered in the
thesis.

He suggests the following steps to develop a risk management method.
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Identification and recording of risks. The parameters of possible risks are determined

- the event, the point of vulnerability of the risk, the impact that the risk will have,
and the probability of the risk. Development of a risk profile. It is necessary to
identify all the risks that the manager may encounter and take into account all the
nuances of the risks. Identification of the most critical risks.

The most dangerous risks are identified and timely measures to manage them
are developed. Definition and implementation of management strategy. Selection of
optimal methods and strategies for managing certain risks. Creating a “safety
cushion” in the form of accumulation of reserves in the event of risks occurring. After
the first 3 stages have been completed, i.e., all the risks of a business, case or project
have been identified as fully as possible and the most critical and important ones have
been identified, the transition goes directly to choosing a strategy for managing these
risks.

It is necessary to choose the direction in which to move and the actions that
need to be implemented to successfully manage risks. Olena Pavlova offers the
following basic risk management strategies:

1. acceptance;

2. avoidance;

3. transfer;

4. softening.

The first strategy, the adoption strategy, is used by many businesses and
organizations sooner or later. This strategy implies that we are aware that this type of
risk exists and work no matter what. No special action applies. Despite the
impression that there is no strategy in this, you can only accept a risk when you know
all the parameters of this risk, you also know the maximum losses or the maximum
profit in the opposite case.

Essentially, we are considering whether we are willing to lose possible
amounts of money if this risk is realized for the sake of the possibility of obtaining a
likely expected profit.

Such a strategy rarely seems optimal due to the fact that its likely end result is
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negative profit, which is not consistent with the main goal of the business.

A risk-free strategy, or risk avoidance strategy, is an effective means of
avoiding the negative consequences of a company’s business activities in the case
where the likelihood of risk and the consequences of its impact have a significant
impact on the company’s assets. This strategy is used when nothing else can be done
about the risk. An alternative approach is used that does not involve this risk. This
tactic is not always applicable. There are projects that involve high risks in pursuit of
high returns, however, this is the most effective risk management strategy if you can
apply it.

Transfer or transfer of risk is the transfer of risk to other entities. For example,
insurance means the redistribution of risks between a group of entrepreneurs (self-
insurance) or through concluding a contract with an insurance company. If the risk
carries somewhat lesser threats, and we cannot avoid it, then it is better to transfer it
to another person for a fee on the basis of an insurance contract, to other market
participants. Examples include stock exchange transactions through futures contracts,
options agreements, etc.

Outsourcing is a common method of risk transfer. Its main idea is to
concentrate on the work that is obtained in the best way, and functions that are not
core for the enterprise are transferred to a third-party specialist company. Then the
company has more time and opportunity to focus on its core activities. But this
method also has its risks.

For example, your partner will not fulfill his obligations that he has assumed or
problems will arise with the quality of service provision. Deciding whether to
outsource a process or not is simple: if the risks without outsourcing are lower than
with it, then you can use this technology. Mitigation is a strategy in which we take
certain actions and operations that in the future give us the opportunity to reduce the
consequences of the occurrence of a given risk to the greatest extent possible.

Actions taken to mitigate risk can vary depending on the type of risk. One of
the most common risk mitigation methods is diversification. The main idea of

diversification is to simultaneously distribute risk into two or more areas of the
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enterprise. For example, investing in 2 types of diverse stocks.

Diversification of the sales market, diversification of activities and
diversification of purchases of raw materials and materials are popular.

The diversification method is used when it is necessary to mitigate risks that
are associated with dependence on one factor: maintaining money in one currency - at
the risk of a fall in exchange rate; purchasing products from one seller - at the risk of
suspension of services; storing information on only one medium - the risk of losing
information, etc. The effectiveness of risk management depends not only on work at a
specific moment or analysis of past events.

It is necessary to look to the future. In the short term, for any enterprise, it is of
particular importance to check the adequacy and clarify the methods of risk
assessment and decision-making, as well as reassess the risk according to the current
register, monitor and control the implementation of the established control procedures.

In the long term, the urgent task is to develop a business management strategy
that takes into account the level of risk, and the transition from a business model
focused only on profit to an operational risk-based model.

As business and threats constantly evolve, leaders must ensure they are
implementing dynamic practices and continually improving the effectiveness of risk
management. Management should promote the same approach as one company, but
take a different approach to risk management for different business models.

Thus, to summarize, we can highlight the formula for the effectiveness of risk
management - the formation of a risk-oriented company culture (60% of success) and
the implementation of all regulatory procedures for risk management (40% of
success).

Why does simply implementing a risk management system account for only
40%? This is explained by the fact that in many organizations the initial
implementation ends in failure and the system is restarted, because they mainly focus
only on the formal side of the matter. The success of all risk management depends
directly on the risk-oriented culture itself, when an informal approach is taken to

discussing threats and establishing the necessary controls.
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Formal risk management procedures must be followed, but it is even more

important to promote it within the company. Risk management is an essential part of
any business, since profit depends on how successfully risk management is carried
out. And given that the ability to manage operational, financial and strategic risks
affects the financial result and life support of the company, risk management is part
of management’s responsibilities related to the goals and plans of the enterprise,
which must be executed daily. Only then will this system and the enterprise as a

whole be effective.

1.3. Methods and tools of risk management

There is no entrepreneurship without risk. The greatest profit, as a rule, comes
from market transactions with increased risk. However, everything needs moderation.
The risk must be calculated to the maximum permissible limit. As is known, all
market assessments are multivariate in nature. It is important not to be afraid of
mistakes in your market activities, since no one is immune from them, and most
importantly, not to repeat mistakes, constantly adjust the system of actions from the

standpoint of maximum profit. The main goal of management, especially regarding

the current war situation such as Russia's invasion of Ukraine and the Israeli-
Palestinian conflict, countries can only talk about a slight decrease in profits in the
worst-case scenario, but there is no problem of bankruptcy in any case. Therefore,
special attention should be paid to the continuous improvement of risk management -
risk management

In a market economy, producers, sellers, and buyers act independently in a
competitive environment, assuming their own risks. Therefore, their financial
prospects are unpredictable and difficult to predict. Risk management represents a
system for assessing risks, managing risks, and the financial relationships arising
from business processes. Various measures can be used to manage risks, which can to

some extent predict the occurrence of risk events and take timely measures to reduce
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the severity of risks.

In practice in China, the risk of entrepreneurs can be quantified through
subjective evaluation of the maximum and minimum expected income of capital
investment. The greater the difference between maximum and minimum income, the
higher the level of risk, under equal likelihood. Risk means taking action in order to
achieve the desired results. Entrepreneurs are forced to take risks under the
uncertainty of the economic situation, unknown political and economic conditions,
and the potential changes that may occur under these conditions. The greater the
uncertainty of the business situation when making decisions, the higher the level of
risk.

The level and extent of risk can be effectively influenced through financial
mechanisms, which are executed utilizing strategies and techniques of financial
management. This distinctive approach to managing risks is known as risk
management, which is founded on the systematic organization of tasks aimed at
identifying and mitigating risk levels.

Risk management is a system used to manage the risks and economic (more
precisely, financial) relationships that arise during the management process, including
strategies and strategies for managing actions.

Management strategy is the directions and methods of using means to achieve a
goal. Each method has a specific set of rules and restrictions for making the best
decision. Strategy helps to concentrate efforts on various solution options that do not
contradict the general line of the strategy and discard all other options. After
achieving the set goal, this strategy ceases to exist, as new goals put forward the task
of developing a new strategy.

Tactics refer to practical management methods and techniques aimed at
achieving predefined goals under specific circumstances. The primary objective of
tactical management is to identify the most effective solution and implement the most
constructive management practices and techniques within a given economic context.

Risk management, as a management system, consists of two subsystems: a

managed subsystem - management object, and a control subsystem - management
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entity. In risk management, the control objects mainly include risky capital

investments and the economic relationships between business entities during the risk
realization process. These economic relationships include the connection between the
insurer and the insured, the connection between borrowers and lenders, and the
connection between entrepreneurs and competitors.

Risk management involves a group of managers as the control subject, who
exercise their influence through various means to ensure purposeful functioning of
the control object. This process is only feasible when the requisite information flows
between the controlling subject and the control object. The management process
inherently encompasses receiving, transmitting, processing, and practically applying
information. Acquiring dependable and adequate information under specific
circumstances is pivotal, as it aids in making informed decisions amidst risky
conditions. Informational support encompasses a wide array of information types,
including statistical, economic, commercial, financial, and more.

This information encompasses details regarding the probability of a specific
insured incident taking place, the presence and extent of demand for goods and
capital, as well as the financial stability and solvency of clients, partners, and
competitors, and so on.

Information is power, and whoever possesses it owns the market. A trade secret
is a type of intellectual property that encompasses many types of information and can
be contributed to the authorized capital of a joint-stock company or partnership.
When a financial manager has sufficient and reliable business information at his
disposal, he can make informed decisions about finances and business quickly. This
approach leads to reduced losses and increased profits.

Information is the foundation of any mangement decision, and its quality is of
paramount importance. It should be evaluated at the point of receipt, not during
transmission. In today's world, information loses its relevance rapidly, hence it's
crucial to utilize it promptly.

A business entity must possess the capability to not just gather information, but

also to store and access it whenever required. The most effective tool for collecting
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information is a computer that boasts both ample storage and swift retrieval

capabilities.

Risk management serves specific purposes.

The following functions of risk management are distinguished:

. Management object, which includes the organization of risk resolution; risky
capital investments; efforts to reduce the risk; risk insurance process; economic
relations and connections between subjects of the economic process.
Management subject, which encompasses the activities of forecasting,

organizing, coordinating, regulating, stimulating, and controlling.

Reducing financial risk involves implementing organizational measures to
mitigate the potential for losses. Factoring risk into the equation entails accepting the
possibility of losses and strategizing to finance them as part of the investment
decision-making process. As such, risk management tools encompass both risk
mitigation measures and risk accounting methods.

Risk management becomes relevant after a risk problem is identified. However,
P. Drucker draws the attention of managers to the fact that results can be achieved by
taking advantage of opportunities, and not by solving problems. All that a person who
sets out to solve problems can hope for is the restoration of normalcy. At best, one
can only hope to remove the restrictions that prevent a business from achieving
results.

Therefore, risk management affects the efficiency of any operation and the
entire financial and economic system.

The high level of costs for control and risk management necessitated a

systematic approach to risk management.

Mike Gregory highlights the following essential points in a systematic

approach to risk management:

1. The goal of ensuring operational safety is systemic parallel protection
against various types of risks. When managing risks, you should strive to balance
your objectives.

2. Risks that have various sources and are associated with one object are
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considered as a single set of factors affecting the efficiency of resource use.

3. Risk management is concerned with the efficiency of an operation or any
production system.

4. To reduce risk at various cycles (stages) of the enterprise, a set of measures
is developed.

5. Risk management activities are considered as a single system.

A systematic approach to risk management thus enables an economic entity to
allocate its resources efficiently, thereby guaranteeing security.

Risk management can be defined as a suite of methodologies, techniques, and
measures that collectively enable the prediction of risk events and the implementation
of measures to mitigate or neutralize the adverse effects of such occurrences.

To minimize risk in financial management, it is recommended to utilize various
organizational risk management tools to influence specific facets of the enterprise's
activities. The range of reduction methods employed in practice can be categorized
into four groups: 1) methods of risk avoidance; 2) methods of risk localization; 3)
methods of risk dissipation; and 4) risk compensation methods.Table 1.2 lists the
methods for risk avoidance.

Table 1.2
Methods to reduce financial risk
Group Methods
Review the reliability of partners
Be cautious about innovative projects

Avoidance
Techniques

Localization |Reclassify "economically dangerous" areas
Risk
decomposition

Integration and allocation of responsibilities among production partners

Implement strategic planning, predict external situations, and monitor the

Remedial environment. Provide suggestions for compensation plans
measures Issue of convertible preferred shares Combating industrial and economic
espionage

Risk avoidance methods are the most common in business practice. These
methods are used by entrepreneurs who prefer to act without risk. Managers of this
type refuse the services of unreliable partners and strive to work only with

counterparties that have convincingly proven their reliability - consumers and
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suppliers. Business entities that adhere to “risk aversion” tactics refuse innovative
and other projects, the confidence in the feasibility or effectiveness of which raises
even the slightest doubt.

Another possibility for avoiding risk is to try to transfer the risk to some third
party. For this purpose, they turn to insuring their actions or seeking out “guarantors”,
transferring their risk to them entirely. Insurance of potential losses not only serves as
reliable protection against unfavorable decisions, but also increases the responsibility
of business managers., forcing them to take the development and adoption of
decisions seriously and regularly carry out preventive protective measures. The
method of “searching for guarantors” is used by both small and large enterprises.
Only the functions of a guarantor for them are performed by different entities: for the
first - large companies, for the second - government bodies. In this case, as in other
cases, it is important to compare the fee for transferring risk and the benefits acquired.

Risk localization methods are employed in scenarios where it is feasible to
unequivocally and precisely isolate and pinpoint the origins of financial risk. These
methods involve the identification of the most economically perilous phase or sphere
of activity, enabling targeted risk management strategies., you can make it
controllable and thus reduce the overall risk level of the enterprise. Similar methods
are used by many large companies when introducing innovative projects, developing
new types of products, the commercial success of which is highly doubtful. To
implement such projects, subsidiaries are created, so-called. venture enterprises
within which the risky part of the project is localized. In less complex cases, a
structural unit is formed in the structure of the enterprise for the implementation of
risky projects. At the same time, in both cases, the conditions for effectively
connecting the scientific and technical potential of the parent company are preserved.

Risk dissipation methods are more flexible management tools. One of the main
methods of dissipation is to distribute risk by combining (with varying degrees of
integration) with other participants interested in the success of a common cause. An
enterprise has the opportunity to reduce its own level of risk by involving other

enterprises as partners in solving common problems.
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Risk compensation methods involve the creation of a hazard prevention

mechanism. They are, as a rule, more labor-intensive and require extensive
preliminary analytical work, the completeness and thoroughness of which determines
the effectiveness of their application.

The most effective method of this type is the use of strategic planning in the
activities of the enterprise. It, as a means of risk compensation, is effective when the
strategy development process permeates all arecas of the enterprise’s activities,
including financial ones. Full-scale strategic planning actions can remove most of the
uncertainty, allow you to predict the emergence of bottlenecks in the operating and
financial cycles, prevent the weakening of the enterprise’s position in its market
sector, identify in advance the specific profile of the enterprise’s risk factors, and,
therefore, develop in advance a set of compensating measures.

Let's look at the basic techniques for reducing risk.

Diversification is the process of distributing invested funds between various
investment objects that are not directly related to each other, in order to reduce the
degree of risk and loss of income; diversification allows you to avoid some of the risk
when distributing capital between various types of activities (for example, an investor
purchasing shares of five different joint-stock companies instead of shares of one
company increases the likelihood of receiving an average income by five times and,
accordingly, reduces the degree of risk by five times). Gain additional information
about choices and results. More complete information allows for an accurate forecast
and reduced risk, making it very valuable. Limitation is the establishment of a limit,
that is, maximum amounts of expenses, sales, loans, etc., used by banks to reduce the
degree of risk when issuing loans, by business entities to sell goods on credit, provide
loans, determine the amount of capital investment, etc. . With self-insurance, an
entrepreneur prefers to insure himself rather than buy insurance from an insurance
company; self-insurance is a decentralized form, the creation of natural and monetary
insurance funds directly in business entities, especially in those whose activities are at
risk; The main task of self-insurance is to quickly overcome temporary difficulties in

financial and commercial activities. Insurance is the protection of the property
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interests of business entities and citizens upon the occurrence of certain events at the

expense of monetary funds formed from the insurance premiums they pay. Legal
norms of insurance in the China are established by law.

Insurance should be considered in more detail. It represents an economic
category, the essence of which is the distribution of damage among all insurance
participants. This is a kind of cooperation to combat the consequences of natural
disasters and contradictions within society that arise due to economic relations
between members of society. Insurance performs four functions: risk, prevention,
savings, and control. The risk function of insurance is expressed in risk compensation,
which involves the redistribution of monetary value among insurance participants in
connection with the consequences of random insurance events. The risk function is
the primary function of insurance because insurance risk is directly related to the
main purpose of insurance, which is to compensate for material damage to victims.

The purpose of the preventive function of insurance is to finance, from the
insurance fund, measures to reduce the insurance risk. The content of the savings
function is that with the help of insurance, funds are saved for survival. This saving is
caused by the need for insurance protection of the achieved family wealth. The
essence of the control function is expressed in monitoring the strictly targeted
formation and use of insurance fund funds.

Insurance can take the form of compulsory or voluntary insurance. Compulsory
insurance is insurance that is required by law and the cost of which is included in
production expenses. Voluntary insurance is based on an agreement between the
policyholder and the insurer.

The financial manager faces the ongoing problem of choosing sources of
financing. The peculiarity is that servicing one or another source costs the enterprise
differently. Financial decisions will be accurate to the extent that the information is
objective and sufficient. The level of objectivity depends on the extent to which the
capital market corresponds to an efficient market. Risk management is based on a
targeted search and organization of work to reduce the degree of risk, the art of

obtaining and increasing income in an uncertain economic situation. The ultimate
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role of risk management is fully consistent with the target function of

entrepreneurship. It consists in obtaining the greatest profit with an optimal ratio of
profit and risk.

Risk management methods are very diverse. The means of resolving risks are
to avoid them, retain them, transfer them, and reduce them.

Risk avoidance simply means avoiding an activity that involves risk. However,
for enterprises, avoiding risks will reduce profits in many cases. If the enterprise goes
with the risk, it will pay for the risk. Therefore, in venture capital, we should have
confidence and leave enough money to make up for the possible losses caused by
venture capital. Like insurance companies, they learned to transfer risks to others and
used various technical means to reduce risks. The most common technical methods
are: Building diversity; -Access to more useful information; -Limiting unnecessary
risks; -Self-insurance;

Investment diversification can avoid some risks to a certain extent in the
allocation of capital in economic activities. Limits are an important technique for
reducing risk. Set limits on economic activity. Set maximum amounts on
expenditures, sales, and loans. Self-protection in activities, rather than the traditional
purchase of insurance from third-party insurance companies. When using risk
management tools, enterprises should follow the following principles: -You cannot
take more risks than your own capital can bear; -You can't risk a lot for a little; -The
consequences of risk should be expected.

In practice, these principles require that we first calculate the maximum possible
loss from a particular type of risk and then compare it to the amount of capital of the
business exposed to that risk. Then, we also need to compare the overall possible loss
with the total financial resources of the enterprise itself. Only after these steps are
completed can we determine whether this risk is likely to lead to the bankruptcy of
the enterprise. Such an evaluation process is essential for the sound operation of
enterprises.

The question of choosing the optimal policy aimed at reducing risk. solved

within the framework of microeconomic theory. The corresponding result states that
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an optimal risk management policy should be such that the marginal cost of

implementing the policy matches the marginal utility of its implementation.

Application of these principles in practice means that it is always necessary to
calculate the maximum possible loss for a given type of risk, then compare it with the
amount of capital of the enterprise exposed to this risk, and then compare the entire
possible loss with the total amount of its own financial resources. And only after
taking the last step, it is possible to determine whether this risk will lead to
bankruptcy of the enterprise.

Table 1.3 ways to reduce the negative consequences of various types of risks
that an entrepreneur may face are presented.

Table 1.3
Type of risk

Type Avoidance method

Commercial risk Scientifically allocate the level of financial ratio.
Choose the right way to increase the projected
return on investment for a particular project

Risk of improper allocation of resources Prioritize based on resource availability and
determine the quantity of products produced
through accurate market research.

The economy fluctuates, customer tastes change, | Effective Forecasting and Planning
and business and demand adjust accordingly.

Actions of competitors Actively conduct market research to anticipate
competitors' actions and take them into account
in marketing and production activities

Dissatisfaction of workers, or trigger resignation | Develop a comprehensive socio-economic plan
strike that takes into account the needs and
requirements of employees, motivation issues,
and creates a favorable psychological
environment.

The financial risks brought by capital passivity | Proper financial management, timely investment
are related to the placement of large funds. of passive funds in profitable projects or
provision of profitable loans, transfer of risk to
other companies.

Table 1.4
Various types of risks that are advisable to insure with the help of insurance
companies
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Type of risk

A way to reduce negative consequences

Fire and other natural disasters

Insurance of probable losses

Car crashes

Car insurance

Risk of destruction or damage to cargo during
transportation

Cargo value insurance (sea, aviation and
other types of transport insurance)

Risk from negligence of company employees

Insurance of the cost of possible losses from
employee negligence

The risk of possible dishonesty of employees, which
can cause material and moral damage to the
company

Purchasing integrity bonds from an insurance
company

The risk of non-fulfillment of obligations by one of
the employees or a group of workersbotniks, on
what the implementation of the entire project
depends

Purchasing <«guarantee>bonds

Risk of suspension of the company’s business
activity (various reasons)

Insurance of the amount of possible losses for
the entire period of business interruption

The risk of possible death or illness of a manager, a
leading employee of the company, on whose
intellectual or other qualified activity the success of
the company depends

Insurance for the amount of possible losses.
This is especially important during the most
critical period

Risk due to possible illness, death or accident to the
employee.

Insurance in insurance companies

The final step in the risk mitigation analysis is the formulation of an overall

project risk management plan.

Table 1.5
Scheme for selecting means proposed to reduce risk
Possible losses Probability of a crisis situation
Profit, resources high average low
1. Comparable to the amount| reject the project | reject the project | analysis of ways to reduce
of project assets risk

2. Does not exceed the preventive risk insurance risk insurance
amount of estimated revenue measures

3. Does not exceed the preventive application of reservation policy, self-insurance
amount of estimated profit measures

The plan should cover the following:

identification of the results of all risk

areas of the project, including a list of key risk identifiers for each area; assessment of

the ranking of risk indicators to reflect their importance to the achievement of project

objectives; statistical risk analysis, sensitivity analysis and global risk analysis results

at project acceptance; Suggested risk mitigation strategies for each area of activity

associated with the project; and a list of procedures to ensure that commercial project
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risks are monitored.

Risk management in the economic sense is a system of managing risk, which
involves the financial relationships that arise from the process of management

As a management system, risk management involves formulating risk
objectives and investments, determining the probability of events, identifying risks,
analyzing the environment, selecting strategies and technologies, and implementing
risk impacts, which constitute the various stages of risk management.

The organization of risk management is a system of measures aimed at the
rational combination of all elements in a single technical risk management process.

The first stage of organizational risk management is to establish risk objectives
and the objectives of venture capital investment. Whereas a venture goal is an
outcome to be achieved, which may be a bonus, profit, income, etc., the goal of a
venture capital investment is to maximize profits.

Any action related to risk has a purpose, because without a goal, a decision
related to risk has no meaning. The objectives of risk and venture capital must be
clear and specific, and correspond to risk and capital. All actions related to risk
always have a clear purpose, because the lack of a clear goal makes risk-related
decisions meaningless. The objectives of risk and venture capital must be clear,
specific and detailed, and can be compared and matched with risk and capital
accordingly.

In order to make informed decisions, the next step in organizational risk
management is to obtain relevant environmental information. Through careful
analysis of this information, combined with the objectives of risk management, we
can accurately assess the probability of occurrence of various events (including
insurance-related events), identify the degree of risk, and estimate the possible costs.
Risk management requires a thorough understanding of the level of risk that
continues to pose a potential threat to people, property, and the financial outcomes of
our business activities.

It is essential that entrepreneurs understand the true cost of the risks they face

The cost of risk should be understood as the entrepreneur's actual losses, the
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cost of reducing those losses, or the cost of providing compensation for those losses

and their consequences. The financial manager's correct assessment of the actual cost
of the risk enables him to objectively represent the amount of loss that is possible and
to outline ways to prevent or reduce the loss, and if it is not possible to prevent the
loss, to ensure that it is compensated.

According to the available environmental information and the probability,
degree and size of the risk, various venture capital investment schemes are
formulated, and their optimality is evaluated by comparing the expected profit and
the size of the risk.

This enables you to select appropriate risk management strategies and
techniques, as well as ways to reduce the degree of risk. At this stage of
organizational risk management, the main role belongs to the financial manager and
his psychological qualities.

When developing a risk reduction program, it is necessary to take into account
the psychological perception of risky decisions. Decision making under risk
conditions is a psychological process. Therefore, along with the mathematical
validity of decisions, one should take into account the psychological characteristics of
a person that appear when making and implementing risky decisions: aggressiveness,
indecisiveness, doubt, independence, extraversion, introversion, etc.

The same risk situation is perceived differently by different people. Therefore,
assessing risk and choosing a financial solution largely depends on the decision
maker. Managers of a conservative type who are not inclined to innovation, are not
confident in their intuition and professionalism, and are not confident in the
qualifications and professionalism of performers usually avoid risk, i.e. their
employees.

The complete stage of organizational risk management consists of organizing
activities to implement the planned course of action, that is, identifying certain types
of activities, the number and funding sources of these efforts, specific performers,
deadlines, etc.

An important phase of organizational risk management is to monitor the
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implementation of planned solutions and to analyze and evaluate the results of the

implementation of selected risk solutions.

Organizational risk management involves identifying a risk management
agency for a specific economic entity. The risk management institution may be a
financial manager, a risk manager, or a corresponding management institution: an
insurance business department, a venture capital department, a venture capital
investment department, etc. These sectors or divisions are the divisions of the
financial services structure of economic entities.

Based on the above, we can conclude that in order to effectively analyze
various risks in business activities, it is necessary to use a series of methods. This also

confirms the need to establish a comprehensive risk management mechanism.

1.4. Risk assessment and measurement

Risk assessment at the enterprise is carried out by a risk assessment manager.
He develops, advises and manages risk management programs and loss prevention
activities to ensure maximum protection of corporate assets and capital. Conducts
investigations and reports on accidents and incidents related to the company's
products, and then coordinates the actions of insurance companies and lawyers.
Reviews and analyzes data and develops programs to minimize risks. Monitors
compliance with safety regulations and ensures that the company's products comply
with industry standards and market requirements.

There are several approaches to assessing risk at an enterprise. Let's look at
some of them.

Among the risk assessment methods considered, the first has the main task of
systematizing and developing a comprehensive approach to determining the severity
of risks affecting the financial and economic activities of the enterprise. All risk
researchers do not pay enough attention to assessing the quality of the information

they use to assess risk.
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The requirements for the quality of information should be as follows:

- reliability (correctness) of information - a measure of the proximity of
information to the original source or accuracy of information transmission;

- objectivity of information — a measure of how information reflects reality;

- unambiguity;

- order of information - the number of transmission links between the primary
source and the end user;

- completeness of information — a reflection of the exhaustive nature of the
compliance of the information received with the purposes of collection;

- relevance - the degree of approximation of information to the essence of the
issue or the degree of correspondence of information to the task;

- relevance of information (significance) — importance of information for risk
assessment;

- cost of information.

It is proposed to establish a relationship between risk and the quality of
information used to assess it. It is suggested that the likelihood of the risk of making a
poor-quality (unprofitable) decision depends on the quality and volume of
information used. This assumption is taken from neoclassical risk theory. According
to this theory, if there are several options for making a decision (with equal
profitability), the decision with the lowest probability of risk (fluctuation) is chosen.
It can be assumed that even if there are several options with the same profit, a
decision is chosen that is based on better information, that is, there is a connection
between risk and information.

The main reason for the ineffectiveness of risk management is the lack of a
clear and precise methodological basis for the process. An analysis of the risk
management principles cited in the literature shows that they are fragmented, while
individual attempts to systematize them are controversial. However, an analysis of
the research methods in the field of risk management, taking into account the
requirements of the modern economy, enables us to formulate a systematic risk

management principle.
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Risk-related decisions must be economically justified and should not have a

negative impact on the financial and economic outcomes of the enterprise. Risk
management should be implemented within the framework of enterprise
organizational strategy. In risk management, decisions should be based on the amount
of reliable information required. When implementing risk management, the decision-
making must take full account of the characteristics of the objective environment and
business activities in which the enterprise operates. Risk management must be
systematic. Risk management should also include an analysis of the continuing
validity of the decisions made and the timely adjustment of the set of principles,
methods and procedures used. The essence of the various stages of risk management
involves the application of a variety of methods.

The entire risk management process can be described as follows: Determine
risk management objectives; Risk analysis; Qualitative analysis; Quantitative analysis;
Selection of methods to influence risk; Analyze the effectiveness of the decisions
made and adjust the risk management objectives to get back to the starting point. The
stage of determining risk management objectives is characterized by the use of
various analytical and forecasting methods to study the economic situation and
identify the capabilities and needs of enterprises within the framework of strategies
and development plans.

In the stage of risk analysis, we use qualitative and quantitative scientific
methods to conduct in-depth research, including the methods of collecting and
analyzing existing and new information, modeling enterprise activities, and using
statistical and probabilistic means. We then moved on to the next phase, which
focused on comparing the effects of multiple approaches to influencing risk,
including risk avoidance, risk reduction, risk acceptance, and offloading some or all
of the risk to third parties. After in-depth comparative analysis, we will select an
optimal combination of strategies. In the final stage, we have gained a new and deep
understanding of risk, which can be used to adjust the original risk management
objectives when necessary. Throughout the process, different risk management

methods were applied at each stage. The results of the previous stage will provide
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initial data for the next stage, thus forming a decision-making system with feedback

mechanism. Such a system design ensures that our goals can be achieved in the most
effective way, because the new knowledge gained at each stage allows us not only to
adjust our risk response, but also to fine-tune our risk management goals themselves.
It is worth mentioning that the risk analysis stage is a crucial stage in the whole risk
management process, because it provides a basis for us to formulate subsequent
strategies. The core goal of qualitative risk analysis is to identify the source and cause
of risk, and in which stage or work the risk occurs. Specifically, we will focus on two
main areas: identifying possible areas of risk and identifying risks associated with
corporate activities. As for qualitative analysis methods, we can divide them into four
categories: analysis methods based on existing information, new information
collection methods, enterprise activity modeling methods and heuristic methods of
qualitative analysis. Finally, the results of the qualitative risk analysis are used as an
important input to the quantitative analysis.

In the stage of quantitative risk analysis, we will make specific calculations,
that is, to estimate the probability of the occurrence of risk events and the specific
losses or gains that may be caused by the risk events. This approach provides a digital
visual representation of the degree of risk, allowing us to assess and manage risk
more accurately

— Considering the entire set of methods for quantitative risk analysis, we can
say that the use of a particular method depends on the combined influence of a
number of factors. These factors may include, but are not limited to, the nature of the
problem, the availability of data, the accuracy requirements of the analysis, and the
computational complexity.

—For each type of risk being analyzed, there are specific analysis methods and
special features for implementing these methods. For example, in the analysis of
technical and production risks caused by equipment failures, the method of
constructing decision trees has been most widely used;

—For risk analysis, both the quantity and quality of input data play an

important role. Therefore, simulation modeling methods and neural networks can be
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used if there is a large database on the dynamics of risk. Otherwise, expert methods

or fuzzy logic methods are most likely to be used.

—When analyzing risk, it is critical to take into account the dynamics of the
indicators that affect the level of risk. When analyzing risk in a market in a state of
shock, many methods simply cannot be applied.

—When choosing an analysis method, consider not only the depth of the
calculated data, but also the forecast period of the indicators that affect the level of
risk.

—Urgency and technical capacity for analysis are critical. To sum up, in order
to effectively analyze the various risks in enterprise activities, it is necessary to adopt
a series of methods, which in turn confirms the need to establish a comprehensive
risk management mechanism.

—Under the modern economic conditions characterized by political, economic
and social instability, the existing management system of enterprises must include
risk management mechanism.

—In the first stage of establishing risk management mechanism in enterprises,
risk management services need to be created. At the current stage of China's
economic development, the goal of the service is to minimize losses by monitoring
the activities of enterprises, analyzing the complexity of the whole risk, formulating
recommendations to reduce risks and supervising the implementation.

Sources of information for risk analysis include: The financial statements of an
enterprise. These documents (balance sheet, profit and loss statement, cash flow
statement, etc.) contain all the official information about the business in a concise
form, such as the status of fixed assets, inventory levels of materials and finished
products, the amount of accounts receivable and payable, the results of the financial
activities of the business, etc. An analysis of the financial statements of an enterprise
will reveal a considerable part of the operational, credit and organizational risks;

The organizational structure and staffing of the enterprise.

Analyzing this information can identify organizational risks;

Flow chart (technical and production risks);
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Agreements and contracts (commercial and legal risks);

Production costs. Analyzing them can identify the vast majority of risk factors
and determine the amount of losses caused by the occurrence of risk situations;
The financial and production plans of the enterprise. The complete implementation of
the plan can comprehensively evaluate the enterprise's ability to resist a series of risks.

After completing the collection of the information required for risk analysis,
the risk management service will have the opportunity to make a practical assessment
of the performance indicator dynamics of the enterprise, taking into account the
influence of external and internal socio-economic and political factors, thus enabling
it to fully and professionally predict the future state of market conditions and to
practically assess the risks that may arise.

The reasonable continuation of risk management services should be the
formation of a risk management plan, which should be developed considering:

The possible extent of damage and the probability of occurrence;
The existing risk reduction mechanism proposed by the country and its production
and economic efficiency;

The production and economic efficiency of risk reduction measures proposed
by service organizations;

The practical possibility of implementing activities within the allocated funds;
Whether the planned activities are in line with current regulations, the long- and
short-term planning goals of the enterprise's development, and the main direction of
its fiscal policy.

These points emphasize the multiple aspects and factors that need to be
considered throughout the process from risk assessment to the actual implementation
of risk management plans.

In developing the procedures for risk management measures, the experts of the
risk management service should be concerned with the greatest degree of uniformity
in the assessment of the level of risk incurred, which is reflected in the formation of
universal parameters describing the amount of possible damage. It is most desirable

to include as such a parameter the impact of the risk on the financial flows and
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financial position of the enterprise. The final stage of procedure development is to

develop a set of risk reduction measures that demonstrate the planned effectiveness of
their implementation, the timing of their implementation, the source of funding, and
the personnel responsible for implementing the procedure. The plan must be
approved by the management of the enterprise and considered in the financial and
production plans. At the same time, it is recommended to accumulate all information
about errors and defects in the development of the program that arise during
implementation. This approach will allow the development of subsequent risk

reduction procedures at a higher level of quality using newly acquired risk knowledge.
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PART 2. ANALYSIS OF FOREIGN ECONOMIC ACTIVITY OF XUZHOU

CONSTRUCTION MACHINERY GROUP CO., LTD

2.1. History and description of the company

Founded in 1943, Xuzhou Construction Machinery Group Co., Ltd.
(Hereinafter referred to as XCMG) has been standing at the forefront of China's
construction machinery industry and has developed into one of the largest, most
influential and most competitive enterprise groups in the domestic industry, with the
most complete product categories and series. XCMG is the third largest construction
machinery company in the world. It ranks 65th among the top 500 Chinese
enterprises, 44th among the top 100 Chinese manufacturing enterprises, and second
among the top 100 Chinese machinery manufacturers. XCMG adheres to the core
values of "taking on great responsibilities, taking the road and achieving great
achievements™ and the enterprise spirit of "being strict, practical, progressive and
innovative", and makes continuous efforts to achieve the ultimate goal of becoming a
world-class excellent enterprise with real value creation ability.

XUZHOU CONSTRUCTION MACHINERY GROUP CO., LTD (XCMG) is
a leading Chinese company specializing in the production and sales of construction
machinery. It was founded in 1989 and over the following years has become one of
the world's largest suppliers of construction equipment.

XCMG offers a wide range of products, including crawler excavators, cargo
cranes, aerial platforms, drilling rigs, loaders, road rollers and other special
construction equipment. The company is also involved in research and development
of new technologies such as automatic control systems and electric drives.

XCMG always attaches great importance to the quality of its products and
strives to provide high-tech, reliable and efficient machines to its customers. Thanks
to innovative solutions and continuous improvement, the company occupies a leading
position in the construction equipment market not only in China, but throughout the

world.
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XCMG has a wide dealer network covering many countries and regions to

ensure the availability of products and services to customers around the world. The
company is committed to meeting the needs of its customers and offers professional
technical support, training and service.

Undoubtedly, XUZHOU CONSTRUCTION MACHINERY GROUP CO.,,
LTD remains a reliable and innovative partner in the construction machinery industry.
It continues to develop and expand its presence in the global market, with the goal of
offering high-quality and advanced solutions for construction projects of varying

sizes and complexity.

SOLID TO SUCCEED

2000%

Service Outlets
More than 2000+

See our service outlets —

TOP1

Corporate Strength

No.1 among Chinese construction machinery industry

Learn more about XCMG —
1 +

$1.6 billion

Annual export volume exceeds US$1.6 billion

Fig. 2.1. Solid to succeed

Xuzhou Construction Machinery Group Co., Ltd. (XCMG) was founded in
1943. Since then, XCMG has stood at the forefront of the Chinese construction
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machinery industry and developed into one of the domestic industry's largest, most

influential, and most competitive enterprise groups with the most complete product
varieties and series.

XCMG is the 3rd largest construction machinery company in the world. It is
ranked 65th in the list of China's Top 500 Companies, 44th in the list of China's Top
100 Manufacturing Enterprises, and 2nd in the list of China's Top 100 Machinery
Manufacturers. XCMG is dedicated to its core value of “Taking Great
Responsibilities, Acting With Great Morals, and Making Great Achievements” and
its corporate spirit of being “Rigorous, Practical, Progressive, and Creative” in order
to keep moving towards its ultimate goal of becoming a leading world-class

enterprise capable of creating real value.

2.2 External environment of the company and related risks

XUZHOU CONSTRUCTION MACHINERY GROUP CO., LTD (hereinafter
referred to as XCMG) is one of the world's leading manufacturers of construction
machinery. However, like any other company, it faces certain risks associated with
the external environment in which it operates. Let's look at the main risks that may
affect the activities of XCMG.

Firstly, global economic instability may have a negative impact on XCMG. A
sharp decline in economic activity in various regions of the world may lead to a
decrease in demand for construction equipment, which will negatively affect the
company's revenues. In addition, economic crises can lead to changes in exchange
rates and complication of access to financing, which can also negatively affect the
financial position of XCMG.

Secondly, political instability in various countries is also a significant risk for
XCMG. Political conflicts, revolutions, wars and changes in foreign policy can lead
to a freeze in investments in construction projects, and consequently, to a decrease in

demand for XCMG equipment. In addition, such events can affect the withdrawal
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capital of the company, complicate logistics and complicate the conduct of business

in certain regions of the world.

Third, changes in legislation and regulation also pose a risk to XCMG. New
requirements for environmental safety, production standards, licensing and
certification may require additional costs and resources from the company. This may
affect the price competitiveness of XCMG and complicate its activities in the market.

Finally, the level of competition in the industry is also a significant risk for
XCMG. Construction machinery is a segmented market in which many players
participate. Increased competition may lead to lower product prices, a reduction in
market share and a decrease in XCMG's profits.

In conclusion, XUZHOU CONSTRUCTION MACHINERY GROUP CO.,
LTD faces risks related to the external environment. They include global economic
instability, political instability, changes in legislation and regulation, as well as the
level of competition in the industry. The company must actively analyze and manage
these risks, develop mitigation strategies to ensure sustainable development and
success in the construction equipment market

Table 2.1 shows personnel indicators for 2019 by the number of men and
women in percentage terms. The share of management personnel is 10% over 50 and

90% among the company's employees (of which 80% are men and 20% are women).

Table 2.1
Analysis of personnel indicators of Xuzhou construction machinery group CO, LTD
in 2022, (%)

Age of staff Share of Among the company's Among management
employees, employees personnel
” Total men women Total | men women
% % % % % %
Over 50 yearsold | 15 90 80 20 10 100 0
From 40 to 49 23 90 85 15 10 100 0
From 30 to 39 37 10 65 35 10 100 0
From 20 to 29 25 100 90 10 0 0 0
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Also, 10% of workers are from 40 to 49 years old among management
personnel, 90% among enterprise employees, of which 85% are men and 15% are
women,

In addition, 10% of workers are from 30 to 39 years old among management
personnel, the remaining 90% are workers (65% are men and 35% are women).

Among the company's employees from 20 to 29 years old, the majority are
men - 90%, 10% - women.

As can be seen from Table 2.2, the average age of an enterprise employee is 37
years. This is a good indicator, and if the company does not change its recruitment
policy, then in a few years the company will not have serious problems due to aging
personnel. In 2022, the number of Xuzhou construction machinery group CO, LTD
enterprises decreased to 35 workers, of which: 9 people under the age of 30, 13
between the ages of 30 and 39, 8 people between the ages of 40 and 49. In changes in
the age composition over the past two years, one can note slight fluctuations in the
number of workers in each category towards a decrease. For the period of time 2020 -
2022. the number increased in the categories “from 30 to 39 years old” and “from 40
to 49 years old” by 14% -18% (see Table 2.2).

Table 2.2
Dynamics of the age composition of Xuzhou construction machinery group CO, LTD
(%).
from20t0 29 | from30to 39 | from40to 49 | over 50 years
Year
years old years old years old old
2020 15 eleven 6 8
2021 14 12 8 8
2022 9 13 8 5

Thus, men occupy a large share of the population.

To characterize the activities of Xuzhou construction machinery group CO,
LTD, it is necessary to analyze the main technical and economic indicators (Table
2.3).



66
Table 2.3

Calculation of the main performance indicators of Xuzhou construction machinery
group CO, LTD in 2019-2021

No. Indicators Years Dev:;)tlon, Dev:;)tlon,
2019 2020 2021 20/19 21/20
p, | Volume of goods, works, | 551 5y | 18569.00 | 14468.00 | 122,08 77.92
services sold
2. Payroll with accruals 2171.00 | 2220.00 | 2718.00 102.26 122.43
3. Material costs, 12100.00 | 16200.00 | 21500.00 133.88 132.72
4 Depreciation 30.00 60.00 65.00 200.00 108.33
5 | Main production assets, 300.00 600.00 650.00 200.00 108.33
g | \Vorkingcapialin 150000 | 250000 | 350000 | 166.67 | 140.00
inventories
7. Labor productivity 845.00 1031.61 413.37 122.08 40.07
g, | Productworthlyuan. | .05 | 1500 | 532 257.14 29.56
wages
9. Material efficiency 1.26 1.15 0.67 91.27 58.26
10. Depreciation return 507.00 309.48 222.58 61.04 71.92
11. Capital productivity 50.70 30.95 22.26 61.05 71.93
o, |Working capital turmover, | ;)| 7 413 73.27 55.59
number of revolutions
13. Cost of sales 14301.00 | 18480.00 |24283.00 129.22 131.40
14. Revenue from sales 909.00 89.00 -9815.00 9.79 -11028.00
15. Return on sales 5.98 0.48 -67.00 8.03 -13958.33

To obtain a more complete picture of the activities of the organization Xuzhou

construction machinery group CO, LTD, its capabilities and state of affairs, the

author assessed its main technical and economic indicators from the reporting data

Form No. 2 “Profit and Loss Statement” Form No. 1.
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According to Table 2.3, in 2021 the organization is experiencing a downward

trend in sales volumes. In 2020, compared to 2019, volume growth was 22.08%. In
2021, the volume decreased by 22% compared to 2020, which had a negative impact
on all performance indicators of the enterprise.

On the contrary, the cost of sales is growing year by year. In 2020, it increased
by 29.22% compared to 2019, and in 2021, it has seen a further increase of 31.40%
by 2020.

Profit from sales in 2020 decreased by 90.21% compared to 2019 due to an
increase in revenue, and in 2021, compared to 2020, there was a decrease in the
amount of profit from sales by 9815.00 thousand yuan. or more than 100 times due to
the excess growth rate of cost of sales of products over the growth rate of revenue in
2021,

The cost of fixed assets at the enterprise in 2020 increased by 100.00%
compared to 2019. In 2021, their value increased by 8.33% or relative to 2020. The
increase in value in 2020 was due to the acquisition of new fixed assets by the
enterprise. The return depreciation indicator decreased in 2020 relative to 2019 by
38%, since the commercial equipment was not used, and in 2021 relative to 2020
after the equipment was put into operation, the growth rate for the indicator increased
by 10%. The capital productivity indicator decreased in 2021 compared to 2020,
similar to the return depreciation indicator. In 2020, the amount of accrued
depreciation increased by 100% compared to 2019, and in 2021, the amount of
depreciation increased by another 8.33% compared to 2020 due to an increase in the
cost of fixed assets.

In 2020, there was a slowdown in the rate of turnover of working capital by
26.73%, and in 2021 the decrease was 5.79%. This indicates an emerging trend of a
slowdown in the turnover of working capital and a slight decrease in the efficiency of
their use in the enterprise, as there is an increase in the working capital of the
enterprise, that is, the presence of excess inventory in warehouses. In 2021, the
organization’s value of working capital increased by 66.67% compared to 2020. In

2020, their value increased relative to 2019 by 40%. The increase in working capital
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occurs mainly due to an increase in short-term accounts receivable and material

assets.

There is an annual increase in the wage fund in Xuzhou construction
machinery group CO, LTD due to a decrease in the number of employees. In 2020, it
increased by 2.26% compared to 2019, and in 2021 by 22.43%. Due to the increase in
wages, there was an increase in labor productivity in 2020 compared to 2019 by
22.08%. But in 2021 compared to 2020, the growth rate decreased by 60%. This
negative trend is associated with a shortage of workers at the enterprise involved in
the installation of plastic structures.

Return on sales in 2020 decreased by 91.97% compared to 2019, as sales profit
decreased by 90.21%. In 2021, there is a tendency for sales profits to decrease, and,
consequently, sales profitability.

Thus, during the period under study, labor resources were not used effectively
enough in the Xuzhou construction machinery group CO, LTD organization, despite
the increased level of wages.

The level of profitability of sales increased in 2020 due to the use of new retail
equipment and fixed assets, namely a vehicle for transporting and delivering goods.
This is due to the annual increase in sales profits. But in 2021, profitability decreased
by almost 200 times.

An analysis of the main technical and economic indicators showed that the
activities of Xuzhou construction machinery group CO, LTD were successful during
the period of 2020, since the organization quite effectively used fixed and working
capital, its labor resources, the profitability of sales increased, but in 2021 its
activities was disrupted by insufficiently efficient use of labor; in addition, prices for
materials for installation of structures increased.

The table contains a vertical and horizontal analysis of the balance sheet of
Xuzhou construction machinery group CO, LTD, formed on the basis of Appendix 1
“Balance Sheet”.

Analyzing the structure of the balance sheet liability, it should be noted as a

positive aspect of the financial stability of the organization the increase in the share
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of capital and reserves (own sources) by 27.27% in 2020, by 100.00% in 2021. A

negative point is also the increase in short-term liabilities by 68.57%, in 2020 by
14.69%.

It turns out that the structure of borrowed funds underwent a number of
changes during the reporting period. So the amount of all borrowed funds at the
beginning of 2019 amounted to 2625 thousand yuan, and at the end 4425 thousand
yuan, which is more than 1800 thousand yuan.

A vertical analysis of the balance sheet allows us to draw the following
conclusion: the share of equity capital increased by 22.22 percentage points in 2020
and by 84.85 in 2021, which had a positive impact on the balance sheet structure.
Debt capital in the organization under study accounts for 14.69% by the end of 2021,
and this is 53.88 percentage points less than at the beginning of 2021. The share of
borrowed capital decreased mainly due to a decrease in accounts payable. In general,
the capital of Xuzhou construction machinery group CO, LTD in 2021 was formed
from its own sources by 5.67% and 94.33%, similar to previous periods.

Horizontal (time) analysis - allows you to identify trends in changes in balance
sheet items or their groups and, based on this, calculate the basic growth rates. Let's
analyze the change in indicators for the enterprise in monetary terms without taking
into account inflationary processes.

A horizontal analysis of the balance sheet shows that, in general, all assets of
the organization increased by 17.21% in 2020 compared to January 1, 2020. This
increase was caused by an increase in inventories and finished products in
warehouses, as well as short-term accounts receivable. Significant changes were
observed in the structure of current assets:

- inventories of purchased valuables increased at the end of 2021 by 12%,
while in 2020 there was an increase of 66.67%;

- the amount of short-term receivables at the end of 2021 decreased by 14.69%,
but in 2020 there was an increase of 68.57% for this balance sheet item, which could
have a negative impact on the structure of the balance sheet as a whole;

The amount of cash of Xuzhou construction machinery group CO, LTD
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increased annually by 100% and 95%.

From the analysis we can conclude that the growth of current assets had a
negative impact on the balance sheet structure in 2020 and 2021.

The structure of the liability side of the balance sheet as of 01/01/2020
compared to the beginning of 2019 is characterized by a decrease in the following
balance sheet liability items:

the debt to the organization’s personnel was 25 thousand yuan as of 01/01/2019,
but in subsequent periods there was a decrease, which is a positive thing;

debt to state extra-budgetary funds increased by 15% in 2020, which amounted
to 3 thousand yuan, by 4% in 2021, i.e. by 1 thousand yuan;

debt to other creditors increased on average by 9% annually.

One of the main indicators of the economic characteristics of an enterprise is
the analysis of the size of services provided.

The purpose of the analysis is to consider an increase or decrease in the volume
of services in value and percentage terms for further analysis of the range of services.

The scope of services provided by Xuzhou construction machinery group CO,
LTD is shown in table 2.4.

Table 2.4
Volume of services provided Xuzhou construction machinery group CO, LTD
Products Production volume, thousand Deviation 2020/2019 | Deviation
yuan. 2021/2020
2019 2020 2021 thousand | % thousand | %

yuans. yuans.

Manufacturi | 5931.9 6870.53 4340.4 938.63 115.82 -2530.13 | 63.17
ng

Manufacturi | 7757.1 10027.26 | 7089.32 |2270.16 | 129.27 -2937.94 | 70.70
ng

Services 1521 1671.21 3038.28 |150.21 109.88 1367.07 | 181.80

The volume of production in 2020 increased by 938.63 thousand yuan. or by
15.82%, the production of balcony loggias in 2021 decreased by 2937.94 thousand
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yuan. or by 30%, the volume of services provided also increased by 1367.07

thousand yuan. or by 81.80%. In general, in 2021 there was a decrease in revenue by
4,101 thousand yuan. or by 22.09%.

Figure 2.1 shows the dynamics of sales revenue according to table 2.1.3 for
2019-2021.

2015 2020 20211

Fig. 2.1. Structure of sales volumes in 2019 - 2021

As can be seen from Figure 2.1, at the Xuzhou construction machinery group
CO, LTD there is a commercial (marketing) risk, i.e. There is a decrease in sales
volume as a result of a fall in demand and need for the product.

The dynamics of the share of total revenue in % is shown in Fig. 2.2.

As can be seen from Figure 2.2, the largest share in the revenue of Xuzhou
construction machinery group CO, LTD in 2019-2020 is occupied by manufacturing
income, which amounted to 51 and 54%. Manufacturing is in second place - 39 and
37%, but in 2021 the share of these items decreased and amounted to 49% and 30%.
But in 2021, Xuzhou construction machinery group CO, LTD gained income from
services, the share of which was 21%.
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Fig. 2.2. Dynamics of the share of types of work and services Xuzhou
construction machinery group CO, LTD for 2019-2021,%

Thus, the analysis confirms the deterioration in the financial condition of
Xuzhou construction machinery group CO, LTD at the end of 2021, its activities
were disrupted by insufficiently efficient use of labor, in addition, prices for materials
for the installation of structures increased. Xuzhou construction machinery group CO,
LTD was unable to achieve the best financial position in 2021 due to the risk of

falling demand for products.

2.3. Risk assessment for the company

The risk assessment for XUZHOU CONSTRUCTION MACHINERY GROUP
CO., LTD can be based on several factors:

1. Market risks: The company may face competition in the construction
equipment market, changes in demand for products and services, as well as changes
in the economic and political climate.

2. Operational risks: there may be problems in the production process,
malfunctions and breakdowns of equipment, as well as errors in the management and

organization of projects.
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3. Financial risks: the company may face instability in prices for raw materials

and materials, changes in exchange rates, debt to suppliers and inability to meet its
financial obligations.

4. Risks associated with legislation: changes in environmental legislation,
safety regulations, trade and taxation may affect the company's activities.

5. Reputational risks: Negative public reaction to the company's activities,
corruption scandals or problems with product quality can damage the reputation and
trust of customers and investors.

To fully assess the risks of XUZHOU CONSTRUCTION MACHINERY
GROUP CO., LTD, it is necessary to conduct an in-depth analysis of each of these
factors and determine their likelihood and potential consequences. This can be done
through techniques such as SWOT analysis, PESTEL analysis or the use of
econometric models and statistics.

In this risk assessment, we will focus on XUZHOU CONSTRUCTION
MACHINERY GROUP CO., LTD, one of China's leading construction machinery
companies. This assessment is aimed at identifying and analyzing possible risks that
may affect the financial stability, reputation and operating activities of the company.
The goal is to provide the company with the information necessary to develop
effective risk management strategies.

1. Political risks:

As a company based in China, XUZHOU CONSTRUCTION MACHINERY
GROUP CO., LTD is subject to political risks associated with changes in legislation,
taxation and trade policies. Political instability, conflicts and international sanctions
can also affect the company's activities and its reputation.

2. Economic risks:

Global economic trends and fluctuations may affect the stability of demand for
construction equipment. Severe economic declines, rising inflation, changes in
foreign exchange rates and financial crises could adversely affect a company's
financial performance and ability to compete in the marketplace.

3. Technological risks:
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Modern technology plays an important role in the innovation process of

XUZHOU CONSTRUCTION MACHINERY GROUP CO., LTD. However,
technology risks may arise due to technology upgrades, changes in demand for more
efficient technologies, or the emergence of competitors who can offer better solutions.

4. Management risks and operational risks:

Managing a complex company with multiple departments, divisions and
facilities can lead to the risk of poor decision-making, ineffective planning and
control, and violation of legal and regulatory requirements. Insufficient internal
control and compliance systems may also create risks in a company's operations.

5. Reputational risks:

As a global leader in its industry, XUZHOU CONSTRUCTION
MACHINERY GROUP CO., LTD depends on its reputation and customer trust.
Negative events such as scandals, corruption, unacceptable business practices and
violations of quality standards can seriously damage a company's reputation and lead
to a loss of confidence among customers and investors.

Risk assessment for XUZHOU CONSTRUCTION MACHINERY GROUP
CO., LTD allows you to prepare and take the necessary measures to reduce the
negative impact of risks on the business. This assessment strengthens the company's
position and ensures its preparedness for unexpected situations, making it more
sustainable and competitive in the market. It is also important to update and review
risk assessments regularly, taking into account changes in the internal and external
environment, in order to remain a successful and relevant player in the construction

equipment industry.
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PART 3. THE EFFECTIVENESS OF RISK MANAGEMENT IN XUZHOU

CONSTRUCTION MACHINERY GROUP CO., LTD

3.1 Organizational structure of risk management

To improve the efficiency of the risk control system, it is necessary to
introduce a risk analysis procedure at the Xuzhou construction machinery group CO,
LTD, including the standardization of quantitative acceptance criteria. In the practice
of ensuring security risk management, it is necessary to:

— eliminate the difference in terminology for analyzing the risk of man-made
incidents found in various regulatory documents;

— intensify the development of quantitative methods for assessing hazards,
including all stages of accident development (release, propagation, impact) using the
best domestic methods and foreign experience;

— development of mechanisms for the participation of the most qualified
specialists in the procedure for analyzing the risk of man-made incidents through the
appropriate accreditation and certification systems.

An analysis of the current situation showed how great the influence of the risk
factor is on the work of the enterprise in question. The influence of risks affects all
aspects of the enterprise: sales opportunities, the ability to meet its obligations and
other aspects. As a result, worsening his financial situation. From all of the above, the
relevance and necessity of having an effective risk management system at this
enterprise is clear.

Organizational risks. The absence or incorrect setting of project goals and
objectives is one of the very common risks. Unfortunately, company managers and
owners do not always realize the capabilities and advantages of existing risk
management systems. The consequence of this is a lack of understanding of what
results to expect from the project, what indicators to consider it successful.

If the company's management cannot formulate what they want to get from the

project, then, of course, it will be impossible to clearly plan the project: its stages,
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necessary resources, quality indicators, expected results.

Insufficient planning is another significant risk, which is especially dangerous
because it arises precisely at the initial stage of the project. In turn, it leads to the fact
that the system for monitoring the completion of work and the timing of the
implementation of project stages is absent or does not work.

Underestimation of the importance of individual project stages (for example,
information survey, user training, trial operation). Such a stage as examination is
often underestimated. But it is an information survey that helps to identify the most
problematic areas and key points, identify participants and consumers of process
results, and collect material to assess the labor intensity of improvements and the
prospects for implementing the system. Based on the results of the survey, it is
possible to outline strategic plans for further development (integration with other
systems, introduction of end-to-end document flow between branches, etc.),
formulate a training plan, and determine a pilot zone for the project.

Insufficient study of the object will inevitably entail a change in the
requirements for the management model itself or the functionality of the system at the
implementation stage. This means that the project can be thrown back to the very
beginning - at the stage of forming requirements.

Inconsistency of actions of implementation participants in the process of work
execution. This risk is especially high when several parties are involved in the project,
for example, the customer company, the executing company, and co-executors.

The absence or ineffective management of communications within the project,
insufficient information to company employees about the progress of work and
current results entails the emergence of subjective risks (more on them below).

Administrative risks. Insufficient attention from senior management to the
project. There are often cases when the head of a company remembers the project
only by signing the growing bills for its management. The consequence of such
neglect is the passivity of line managers and ordinary employees.

Workload of company employees involved in the project with tasks related to

core activities.
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Weak involvement of company employees in the project. The system is being

implemented for the company and the company’s employees will use it, so the higher
their activity in the project, the higher the likelihood that the innovations will be
accepted positively and will meet the expectations of the staff.

Subjective risks. Such risks are the most difficult to manage and predict.
Despite the significant development of information technology in China companies
over the past decade, the lack of PC skills and poor culture of working with
information in electronic form still remain a significant obstacle to the
implementation of automated systems. As a result, staff must be trained to use
computers before implementing a risk management system.

The project may encounter quite sharp resistance from the company's
employees, both among ordinary employees and among senior managers. This is due
to a number of reasons:

reluctance to learn new work methods;

reluctance to change the usual order of work and relationships;

fears that shortcomings in work and unreasonable temporary losses will
become visible, since in the process of inspection and optimization of processes, the
activities of employees become transparent and controllable;

fear of penalties, staff changes due to the discovery of areas with low labor
efficiency;

fear of inability to work in the system, fear that mistakes will discredit the
employee in the eyes of management and (or) subordinates.

Lack of trust in external consultants is another obstacle to a successful project.
This can often be observed when an enterprise places too much responsibility on
external specialists without supporting them with the authority of local management,
especially if the company has already had unsuccessful attempts to implement any
system or methodology.

Technological risks. For example, the introduction of the latest computer
technologies will entail an increase in the number of PC users; the transition to

paperless document processing will lead to a significant increase in the load on
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servers and the need to store a larger volume of information on them. As a result, the

existing IT infrastructure may be unprepared for new methods of work, which will
lead to poor system performance, freezes, crashes, etc. Long-term work with
documents on outdated monitors will be tedious and even harmful for employees.

In Fig. 3.1, where single arrows show command connections between

structural elements, and double arrows show information connections.

Management

Risk Anti-risk
Mo iloring and plarming Davelopmenl
Analysis Growp and crisis Group
rmanaEgermenl

raug

F 3 F 3 F

Database of regulatory, reference, operational
and archival information

Fig. 3.1. Organization of risk management at the enterprise

Thus, the project for organizing a risk management system at the Xuzhou
construction machinery group CO, LTD enterprise provides, for the most effective
implementation of this function, the allocation of a separate structural unit in the
enterprise management system - a department for risk management and
environmental monitoring. It is necessary that the risk management department
include the following tasks: monitoring the enterprise environment and its operating
environment, risk analysis, planning anti-risk measures and crisis management,

which are involved in the risk management process and are connected by information
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flows. However, enterprise management must play a key role in solving risk

management problems.

Risk Management must make every effort to adopt a dedicated and targeted
risk management action plan (hereinafter referred to as PRM). The development of
this plan at the enterprise level should ensure risk management, in which the main
elements of the company's structure and activities are safeguarded by high stability
and risk protection.

Organizational and functional model - assigning the directions of the
company’s activities and related main and supporting business functions, as well as
management functions to structural divisions. In practice, the organizational and
functional model is represented by a specific document - Risk Management
Department Regulations. This document sets out the tasks, functions and procedures
for the interaction of the Risk Management Department with other departments. Its
formulation must follow the corporate standards adopted by the company.

Any business wishing to reduce the potential loss associated with a risk must
address several issues on its own: Assess the potential loss associated with the risk;
Deciding whether to retain certain risks, that is, whether to assume responsibility for
them, reject them, or transfer some or all of their responsibility to other entities; For a
risk or portion of a risk to be retained, the company must have a risk management
process in place with the primary objective of reducing potential losses.

Solving these problems is possible through the development of a special

program of targeted risk management measures (RMA) at the enterprise level. The
development of a PCM should include two stages: preliminary and main. The
information support of the subsystem is supported by the “database administration
and updating service.” A sufficient level of methodological and instrumental base
should be provided by the “prospective development group”, which, identifying or
predicting needs, orders or develops methods and models on its own.

The core of the unit is the “coordination service”, which plans and organizes all
work.

The coordination service performs the following set of tasks:
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— maintaining relationships with enterprise management and other enterprise

management subsystems;

— determining the frequency of work to control the risk of the enterprise;

— Determine the scope of work for the next control and management cycle
(select the type of risk analysis, method, method of recording results, etc.); Determine
when to begin the risk analysis for the pilot solution; Organize the interaction
between the implementation team and the information team. It is the prerogative of
the enterprise management or the manager of the corresponding subsystem to
determine the acceptable level of risk for the trial solution under consideration and to
assess (approve) whether the risk level of the implemented trial solution is acceptable
for a given period of time. In such cases, the role of the coordinating unit is limited to
ensuring oversight of compliance with the established value of the acceptable level of
risk. Business management often plays a key role in addressing risk management
Issues, as it approves risk reduction plans, decides when to begin implementing plans
in critical situations, accepts trial solutions accompanied by anti-risk plans, or rejects
them. The direct implementation of risk management measures often contradicts the
activities of the main production and management departments of the enterprise and
worsens its reporting metrics, as it requires costs that do not bring immediate benefits.
It is therefore of the utmost importance that the final counter-risk decision is made at
the top management level, without allowing the intermediate objectives of individual
departments and their managers to overshadow the global objectives facing the
enterprise, such as achieving job stability and sustainability, improving the financial
situation and increasing the scale of economic activity. The Risk Management
Department is a logical complement to the traditionally independent functional
subsystems and is located at the same management level as them.

Designing a system of anti-risk measures involves dividing a set of works
between various departments and regulating them Dby the risk management
department.

Development of a management procedure (Table 3.1) includes: defining a goal,

developing a procedure diagram, describing the operations included in the procedure.
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Table 3.1

Development of management procedures

Work progress

Requirements for a worker

1. Defining the problem under risk
conditions

2. Analysis of the situation, work on
a computer

3. Holding a meeting with the team
to develop solution options

4. Evaluation of alternative options
according to various criteria

5. Drawing up solution programs
with further detailing of the plan

6. Bringing decisions to specific
executors

7. Monitoring the implementation of

the plan

1 Must know:

1.1 Main goals and objectives of risk policy

1.2 Methodological approaches to assessing the
potential of an enterprise

1.3 Main directions of restructuring

1.4 Forms of methods of working with personnel under
risk conditions

1.5 Ways to reduce social tension and prevent possible
conflicts

2 Must be able to:

2.1 Set goals and formulate tasks under conditions of
risk, without missing out on the prospects for the
development of the organization

2.2 Form a team to overcome the crisis

2.3 Organize and control the work of performers

2.4 Work on a computer with various programs

The workplace organization design model is based on the fact that work is

specialized operations assigned to an individual performer. As we can see, designing
the workplace of an anti-risk manager and organizing his work are of great

importance.
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3.2. Methods of risk prevention and management in the company

In order to improve the risk management system in Xuzhou construction
machinery group CO, LTD for the period 2019-2022, the author offers a package of
the following documents:

— Standard for organizing and conducting trainings, seminars, training for
managers and personnel Xuzhou construction machinery group CO, LTD.

— Risk Management Policy of Xuzhou construction machinery group CO, LTD.

— Regulations on the risk management system department.

Project

Organization and conduct of trainings, seminars, training for managers and
personnel Xuzhou construction machinery group CO, LTD

— Purpose of the document. The standard for organizing and conducting
trainings, seminars, training of managers and staff is being introduced to ensure the
achievement of a high quality risk management system.

— Application area. The standard applies to all employees of Xuzhou
construction machinery group CO, LTD directly involved in the maintenance and
production process.

— Procedures. Development of communication skills. This training is a
necessary part of the training of any professional who has to deal with people, as the
purpose of this course is to learn how to communicate.

1. The art of negotiation. The training is intended for everyone who has to
negotiate in their practice, that is, almost all employees of the company. They will not
be successful if they do not know how to negotiate.

2. “Cultivating” corporate culture at Xuzhou construction machinery group CO,
LTD. The values and norms formulated in the “Corporate Code” will truly motivate
staff if they reflect real, “living” values and norms that manifest themselves in
employee interactions and make up the company’s atmosphere. And on the contrary,
if management “brings down from above” the “Corporate Code” as an ordinary,

directive document or order, but in reality the company has other rules and goals,
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then it cannot have a motivating meaning.

3. During the training, the company pays special attention to new employees
who need to adapt to unusual working conditions and an unfamiliar team.

4. The classes are designed for everyone who works at Xuzhou construction
machinery group CO, LTD.

5. Training to develop risk management skills in every area of an enterprise’s
activities is necessary primarily for managers.

This Standard is put into effect on the basis of the relevant Order of the
General Director from the date specified therein.

As for the procedure, it can be conducted in this way: training can be carried
out in Xuzhou Construction Machinery Group Co., Ltd. for one day and the trainees
shall be groups of 10 or more company personnel, and the training period can be one
month. When one group completes the free risk management training course, another
group will conduct various types of training throughout the year, and so on. The
training will be conducted by quality experts from Xuzhou Construction Machinery
Group Co., Ltd.Project

Risk Management Policy Xuzhou construction machinery group CO, LTD

General provisions. This document describes the company's corporate policy
regarding risk management as the main tool for preparing personnel for existing risks,
as well as improving the professional qualifications of employees in Xuzhou
construction machinery group CO, LTD.

This document is intended for internal use by Company employees involved in
the implementation and operation of the risk management system.

Application area. All line and functional managers are required to know and
use this provision in their work.

3. Goals. The risk management system is aimed at achieving the following
goals:

3.1. To ensure that the company operates successfully under conditions of risk
and uncertainty. In the event of an economic loss, the implementation of risk

management measures should ensure that the company can continue to operate,
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maintain stability and sustainability of related cash flows, maintain the profitability

and growth of the company, and achieve other goals.

3.2.Ensure efficient operations. Achieving this goal means achieving cost
savings while taking into account the possibility of unexpected losses, i.e. increasing
the cost of risk management activities to provide protection against excessive losses,
despite the low probability of these losses occurring.

3.3.Set an appropriate level of uncertainty about the damage that may occur.
This goal involves reducing the risk to an acceptable level, if not eliminating it
completely.

3.4.Legitimacy of action. This is a very important goal because illegal actions,
while protecting the company from certain risks in some cases, can trigger other risks,
an approach that contradicts the primary goal of the risk management system.

3.5.Assess the effectiveness of the activities undertaken. Adapt the risk
management system to changes in environmental conditions and the overall risks
affecting the company.

3.6. Other goals. The composition and content of such goals depends on the
specifics of the protected business and risk management measures. An example
would be humanitarian purposes, i.e. compliance of the proposed measures with
socially acceptable ethical standards.

4. Objectives of the risk management system.

4.1. Identification of possible economic risks and their impact on the
company’s activities.

4.2. Determination of risk management principles and procedures and
assessment of financial losses associated with economic risks.

4.3. Formation and implementation of a risk management program, including a
list of measures to reduce and eliminate adverse consequences and criteria for the
effectiveness of their implementation.

5. Distribution of responsibility.

The implementation of the risk management procedure is entrusted to the

coordination service and a number of line managers.



85
5.1. Employees involved to one degree or another in the implementation and

subsequent operation of the system bear responsibility within the framework of their
job descriptions and company policy.

5.2. A coordinator who does not fulfill his mission in good faith may be
dismissed from his position without the right to receive it again. Removal from office
IS an exceptional case and is made by a joint decision of management.

5.3. All risk management activities must be supervised by quality specialists.

6. Stages of risk management.

6.1. Risk identification and analysis.

A stage that is necessary to understand the specifics of the risk situation being
studied.

Risk identification and analysis: identify the risk, its specificity caused by
nature and other characteristics, and study its realization characteristics, including the
amount of economic loss, the change of risk over time, the correlation between risks
and the factors affecting the risk. Without this study, risk management cannot be
carried out effectively.

6.2. Analysis of Risk Management Methodology Alternatives: Research on
tools that can be used to prevent the realization of risks and their negative impact on a
company's business.

6.3. Select a risk management approach: Develop the company's policy for
dealing with risk and uncertainty.

6.4. Execute the selected risk management approach: Implement the decisions
of the previous phase regarding the adoption of a specific risk management approach.

6.5. Monitor the results and improve the risk management system:. provide
feedback on the specified system and ensure the flexibility and adaptability of risk
management and its dynamic nature.

6.6. Supporting logical connections between risk management stages.

Project

Regulations on the risk management system department

I. General provisions
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o The Risk Management System Department (hereinafter referred to as the

Department) is a structural unit of Xuzhou construction machinery group CO, LTD,
directly reporting to the first deputy director and directly reporting to the quality
management specialist.

o The activities of the Department are guided by the Constitution of China,
relevant Chinese laws, decrees and orders of the President of China, decrees and
orders of the Government of China, international treaties to which China is a party,
regulatory decrees of the Ministry of Economic Development of China, the Ministry
of Finance of China and the Bank of China, and other regulatory decrees

o The work of the Department is carried out on the basis of current and
long-term planning.

o The Department's work plan is formed taking into account the plans of
the enterprise.

o The headcount of the Department is approved by the director of Xuzhou
construction machinery group CO, LTD.

o The Department, in the course of its activities, on behalf of management,
when considering issues within the competence of the Department, represents the
interests of the enterprise in the executive authorities of the constituent entity of the
China and local governments, in various organizations, regardless of the form of
ownership.

o The job responsibilities of Department officials are regulated by job
descriptions (regulations) approved in accordance with the established procedure. .
Main tasks of the Department.

o Coordination of the activities of the enterprise’s structural divisions to
identify risks and manage risks.

o Preparation of proposals for identifying risks and risk management,
taking into account the characteristics of the region of activity of the enterprise.

. Analysis and evaluation of the effectiveness of risk control forms.

o Collection, analysis and evaluation of information on the results of

applying direct measures to minimize risks.
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o Interaction in accordance with the established procedure with other

structural divisions. Main functions of the Department.

o Analysis and control of the enterprise’s activities to ensure the
effectiveness of the application of measures to minimize risks.

o Identification of risks based on the results of information analysis,
assessment of the degree of identified risks, development of draft zonal risk profiles,
draft orientations, as well as draft urgent risk profiles.

o Implementation of methodological management of structural divisions of
Xuzhou construction machinery group CO, LTD.

o Monitoring the application of direct measures to minimize risks
contained in risk profiles or a combination of them.

o Participation, within the competence of the Department, in the
preparation of proposals for improving the structure of the enterprise based on the
results of an analysis of their activities.

o Submitting proposals to management regarding the recall of persons
violating the legislation of the China. Rights of the Department.

o Submit proposals on issues within the competence of the Department for
consideration by management.

o Use information resources in accordance with the established procedure,
independently create analytical and information databases necessary to solve the
tasks assigned to the Department.

o Request, in accordance with the established procedure, and receive from
the structural divisions of the enterprise documents and information necessary to
carry out its activities.

I1. Final provisions.

The department is headed by a chief who is appointed and dismissed by orders
of the management of Xuzhou construction machinery group CO, LTD in agreement
with the relevant departments.

The Head of the Department bears personal responsibility for the

implementation of the tasks and functions assigned to the Department, the
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implementation of established programs, plans and performance indicators, and

compliance with official and performance discipline.

Thus, in practice, a risk management system involves finding a compromise
between the benefits of reducing risk and the costs required for this, as well as
deciding what actions should be taken to achieve this. Designing work involves
obtaining answers to the questions: what is being done and how it is being done. It
includes a description of the content of the work, the requirements for it and its
environment. A certain job appears when an organization feels the need to solve a
problem. From this moment the work begins to be created and designed. In order to
improve the risk management system in Xuzhou construction machinery group CO,
LTD for the period 2019-2022, the author offers a package of the following
documents: standard for organizing and conducting trainings, seminars, training for
managers and personnel of Xuzhou construction machinery group CO, LTD,
management policy Xuzhou construction machinery group CO, LTD, regulations on

the risk management system department.

3.3. Monitoring and control of risks

Let's calculate the economic efficiency indicators of the investment project.

Determination of the simple rate of return. Since simple rate of return typically
uses annual data, it is not possible to select a representative project year in this
example due to the varying levels of production and interest payments that also
change each year. To solve the problem of choosing a representative year, it is
necessary to calculate the average annual profit (P).

Data on net profit from operating activities are given in table. 3.2.

Table 3.2
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Calculation of ROI

Year
Index
2019 2020 | 2021 |2022 |2023
Net profit from operating activities -921 15800 | 17 153 | 18 210 | 19 315

(-921 + 15,800 + 17,153 + 18,210 + 19,315) / 5 = 13,911

Investment costs are 6,000, respectively, the simple rate of return is = 13,911 /
6,000 = 231.85 (%).

Conclusion. This rate of return meets the level required by investors (10-20%),
which indicates the attractiveness of the project. However, the main disadvantage of
the rate of return method remains: it does not take into account the time price of
annual profit.

This drawback can only be eliminated by using discounting methods.

Determination of the payback period. To determine the exact payback period,
the following is necessary.

1. Calculate the cumulative (accumulated) flow of real cash flows, since in the

project used the emerging cash flows are not equal over the years (Table 3.3).

Table 3.3

Cumulative flow
Year
0 2019 2020 2021 2022 2023

-6 000 879 16,840 18 193 19 250 21 155

Index

Balance of operating
and investing activities
Accumulated balance
of operating and -6000 | -5121 | 11,719 | 29912 | 49161 | 70317
investing activities

2. Determine in what year of life the cumulative cash flow takes a positive
value (in this case, it is the 1st year).

3. Find the portion of the investment amount that was not covered by cash
receipts prior to the current period determined in the previous step. Divide the

balance of this uncovered investment amount by the total positive amount of cash
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receipts for the period. The result is a fraction of a given period. When the current

period is added to the entire previous period, the total payback period is formed.
Conclusion: The calculated payback period shows that the relationship between the
actual annual net monetary flow and the initial investment is positive, since the value
of this indicator is 1.3 years, over the life of the project in question (five years).
Complex (dynamic) approach: In order to properly assess the investment
attractiveness of a project related to the investment of long-term funds, it is necessary
to fully determine how future benefits justify today's costs.

In other words, it is necessary to adjust all indicators of the future activity of
the investment project, taking into account the decrease in the value of cash flows as
the operations associated with them become more distant in time. This can be done
by bringing all values related to the financial side of the project to the “today's scale”
of prices and is called discounting.

The evaluation of capital investments by discounting cash flow methods is
more scientific than the above methods.

Let us continue to evaluate the effectiveness of the investment project under
consideration using methods based on discounting.

Determination of net present value.

In order for a project to be accepted, it must provide an appropriate rate of
return.

Let’s say that the project will be acceptable to the company only if it provides a
return of at least 7% per annum.

Otherwise, the company will have to abandon the implementation of this
project, since it has the opportunity to ensure this level of return on invested funds
when placing them on a bank deposit at 7% per annum.

To calculate net present value you need:

— calculate the present values of all annual cash flows;

—add up all discounted cash flows;

— subtract investment costs from total cash flows.

Let's present these calculations in the form of table 3.4.



91

Table 3.4
Calculation of net present value
Index Year
0 2019 2020 2021 2022 2023
Balance of three streams 0 0 14120 | 15,713 | 17,010 | 21 155
Cumulative balance of three 0 0 14120 | 20833 | 46,842 | 67,998
streams
Discount factor 1,000 0,917 | 0,842 0,772 0,708 0,650
Discounted Cash Flow 0 0 11,885 | 23,036 | 33184 | 44194

Thus, the net present value of the project under consideration is equal to the
sum of the net discounted flows and is: =0+ 0 + 11,885 + 23,036 + 33,184 + 44,194

=112,299.

The profitability index will be equal to
P1=112,299 /6,000 = 18.72.

Therefore, the project is effective.

Let us determine the degree of risk discussed in the second chapter using

methods: sensitivity analysis and analysis of scenarios for the development of events

(table 3.5).
Table 3.5
Project sensitivity analysis (calculation using average values of indicators for 24
months)
Change in
Variable X % New 1 jnitial NPV | 2 NPV / Rank by
change NPV change : classification
change in X
Orlg_lnal 112 299
project
Discount rate 10 79 527 112 299 -29.2% -2.918 4
Product 10 | 46204 | 112299 | -58.9% | 5.886 2
volume
Product price 10 178 445 112 299 58.9% 5,890 1
Variable costs 10 75 055 112 299 -33.2% -3.317 3

Let us reflect the relationship between changes in individual indicators and
changes in NPV (table 3.6):

Table 3.6



Relationship between changes in individual indicators and changes in NPV

Variable X Change in NPV / Variable Possibility of
change in X importance evaluation
Product price 5,890 Very important | good
Product volume 5,886 Very important | good
Variable costs -3.317 Moderately Bad
important
Discount rate -2.918 Less important | Average
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Let's create a matrix of sensitivity and importance for the investment project,
table 3.7. When the price changes by 10%, the NPV increases by 58.9%. However, it

IS necessary to understand that if a certain price threshold is exceeded, this trend will

take the opposite direction, since a further increase in price will entail a decrease in

sales volumes.

Possible risk assessment

Table 3.7

Possib

Variable importance

ility

Very sensitive

Medium sensitive

Less sensitive

of Poor
evalua | Averag
tion e Good

- - Product price
Product volume

Variable costs - -

- Discount rate -

Thus, when implementing a project, it is necessary to pay attention to the price

level and the amount of variable costs.

The volume of production is also important because... if production volumes

are reduced to a critical level, the workshop will become unprofitable.

Let's assess the project risks using event scenario analysis (table 3.8).

Table 3.8
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Analysis of scenarios for the development of events (calculation using average values

of indicators for 24 months)

Basic option Changing entered indicators
% Optimistic Pessimistic
scenario, % scenario, %

Discount rate - 9 5 15
Volume of sales 2345 100 |5 -5
Product price 13 100 | Hasn't changed -10
Variable costs 18900 100 |-10 10
Net present value 112299 | - 211375 -18301

Thus, under unfavorable circumstances, the net present value will become

negative. If the probability of the three outcomes is approximately the same, then

such a significant decrease in NPV under unfavorable circumstances indicates the

need for company management to consider the feasibility of implementing the project.
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CONCLUSIONS

Summarizing the results, we can draw the following conclusions:

1.Risk is an activity associated with overcoming uncertainty in the case of
unavoidable choices, during which the probability of achieving desired outcomes,
failure, and deviation from objectives can be assessed quantitatively and qualitatively.

Currently, a financial risk management algorithm has been developed, which
fully covers issues related to quantitative assessment of financial risks and highlights
the problem of selecting methods for managing financial risks. In general, the
classification of corporate financial risks, the analysis of relationships between
financial risks, the improvement of analysis of corporate financial risks, and the
implementation of a set of preventive measures to reduce the impact of financial risks
on the ultimate financial results of the enterprise have not been fully developed.

The most important elements underlying the risk classification are:

- time of occurrence;

- main factors of occurrence;

- nature of accounting;

- the nature of the consequences;

- sphere of origin and others.

2. To create an effective risk management system, you need to know what
methods of influencing risk a modern organization can adopt.

In the risk management system, there are two groups of management methods:
decision-making methods and methods of influencing risk. Knowledge of these
methods makes it possible to understand their applicability in a specific situation and
makes it possible to formulate, within the framework of the implementation of an
innovative project, an optimal package of methods for influencing risk, taking into
account the individual characteristics of the organization.

The means of resolving risks are to avoid them, retain them, transfer them, and
reduce them.

Risk avoidance simply means avoiding an activity that involves risk. However,
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avoiding risk for an investor often means giving up profit.

Risk retention is leaving the risk to the investor, i.e. on his responsibility. Thus,
an investor, when investing venture capital, is confident in advance that he can cover
the possible loss of venture capital using his own funds.

Risk transfer means that the investor transfers responsibility for the risk to
someone else, such as an insurance company.

Various techniques are used to reduce the risk. The most common are:
diversification, acquisition of additional information about choice and results,
limiting, self-insurance, insurance, insurance against currency risks, hedging,
acquisition of control over activities in related areas, accounting and evaluation of the
share of the use of specific funds of the company in its general funds, etc.

3. In order to choose the best combination of risk management methods in a
specific enterprise, a comprehensive assessment of the following factors is needed:
the complexity (specificity) of the innovation project; the level of reliability of the
enterprise in implementing the innovation project within a given time interval; the
availability of the enterprise's own funds; the value comparison between the
company's assets and market financial instruments; the cost of insurance services and
insurance capital (compared to the cost of equity capital); the possibility, scale, and
specificity of risks; the predictability of risks; the limitations and regulations of laws
or third parties on the possibility and obligation of using a certain method; the project

implementation stage; and the quality and ability of participants.
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APPENDIX

Hard days 1943-1988

Being a trailblazer walking through the hard days in a stern and steady
manner, XCMG has taken the lead in the development of Chinese construction
machinery industry.

1943

In 1943, Huaxing Iron Works (arsenal of the national army in southern
Shandong province), predecessor of XCMG, was born.

1957

In 1957, XCMG began to step into the construction machinery industry
with the successful production of the first tower crane.
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1960

In 1960, XCMG developed China's first steam roller of 10 tons.
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1963

In 1963, XCMG developed China's first truck crane of five tons.

1976

In 1976, XCMG developed China's first QY full hydraulic truck crane of
16 tons.

1982

In 1982, XCMG developed China's first CA25 full hydraulic single-
cylinder vibratory wheel roller.
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Reform and exploration 1989-1998

On the way forward, XCMG has always been the explorer and pioneer of
reform, Taking Great Responsibilities, Acting with Great Morals and Making
Great Achievements

1989

XCMG group was formally established and became the first group
company in the industry.

1989

XCMG developed the first high-grade pitch paver in China.
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1995

XCMG developed the largest all-terrain crane of 160 tons in Asia.

1996

In 1996, XCMG was listed on the Shenzhen Stock Exchange
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Innovative progress 1999-2008

As a vigorous fighter with firm vision and lofty ideal, XCMG, a world-class
enterprise in the pride of Chinese people and the respect of the world.
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1999

From the very start, the newly-elected executives of XCMG had focused
on the “Seven special campaigns” to practice strict economy and curb
extravagance, opening a new chapter in the development of XCMG.

2000

XCMG deepened the reform of "employment, HR, and wages", and
vigorously promoted a series of reform measures like debt-to-equity
swaps, core business centering and structural optimization.

XCMG advanced the "Chairman No. 1 Project" and developed ZL50G,
the iconic product of China's third-generation loader.

2002

XCMG developed China's first QAY25 all-terrain crane with independent
intellectual property rights.
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2003

XCMG became the first in China's construction machinery industry with
more than 10 billion yuan in both operating revenue and sales revenue.
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2006

With the laying of the foundation of Chongging Construction Machinery
Construction Base, XCMG took an important step towards its strategic
layout at home and abroad.

Transformation and upgrading Since
2009 to date

XCMG has written a new chapter of “supply the world with Chinese equipment”
with the profound change from the “Golden Decade” to the “New Era of high-
quality development”.
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2009

Thanks to the listing of XCMG Machinery, XCMG came out of the
strategic dilemma caused by the cooperation with Carlyle Group in the
previous four years.

2011

XCMG ET110 walking excavator won the Second Prize of National
Science and Technology Progress Award.

XCMG launched the reform action of "Hanvan Plan" to build a strategic
management control model and five business units.



2012

XCMG successfully developed XCAS5000 all-terrain crane with the
largest tonnage and highest technical standard in the world.

The world's largest DE400 mining dumper successfully rolled off the
assembly line of XCMG.
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2013

The European Research Center of XCMG in Dusseldorf, Germany was
completed, bringing together a group of global high-end technical
talents.

XCMG 4,000-ton crawler crane, the world's No.1 crane, operated for the
first time in Yantai, China.

2014

XCMG's first overseas wholly-owned production base - The Brazilian
manufacturing base was completed and put into operation.
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2015

The new manufacturing base of XCMG was put into production and the
first "Hanvan" heavy truck was rolled off the production line.

2016

XCMG built the first industrial cloud platform and became Predix opened
to and shared by industrial fields in China.

XCMG released the golden standard of “Leading Technology and
Everlasting Products" at Shanghai Bauma 2016.

2017

President Xi Jinping visited XCMG on Dec. 12.
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o 2019

XCMG XCA1600 all-terrain crane successfully completed the offshore
wind power installation of the world's highest 140 meters.

o 2021

The launch of XCMG India goes into production, and XCMGexcavators
are exported globally for the first time.

The launch of XCMG USA and its subsidiaries, accelerating a localized
research, production, supply, sales and financing system.

110



2022

XCMG has been rated as world top 3 in the Yellow Table list for two
consecutive years

®XCMG

FOR YOUR SUCCESS

WORLD'S TOP50 MANUFACTURERS

l {CHG RANKEDTHE 3RD POSITION

FORTWO CDHSECUTIVE YEARS

XCMG launches the world’s largest tower crane, XGT15000-600S.

XCMG's export destinations increase to 191 countries and districts.

Increased from1 87

countries and reglons
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