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WAYS TO PREVENT FINANCIAL RISKS
OF THE COMPANY AND TO IMPROVE THEIR MANAGEMENT

Abstract

The purpose of the article is to identify ways to prevent financial risk and improve its management in the
company. Risk is an objective situation that is reflected in any area of business entities' activities and characterized
by presence of an adverse event, in which the company faces economic damage or other losses in the course of
risk exposure. Every business activity is associated with risk, and risk management is particularly important for
the company. The company operates in various fields for the purpose of generating income. Each of these activities
is associated with a certain level of risk. Risks should be regulated and considered within the company's financial
capabilities. To achieve these goals, a risk management policy is formed on the part of the company. Under market
conditions, risks in the company are at a high level, which requires additional capital for the company. The main
objective of the article is to calculate the probability of occurrence of events that negatively affect the income and
capital of the company. In other words, the risk is characterized by probability of an adverse event occurrence. These
events include: decrease in income, increase in costs due to non-repayment of loans issued on time, decrease in
basic resources, non-payment of off-balance sheet transactions, and so on. But the lower the risk level, the lower the
probability of obtaining a high income is. Therefore, any company tries to spend its funds on activities with a high
level of income and low level of risk. Many general and special methods are used by companies in regard to financial
risk management. The most common among them are: diversification, obtaining additional information on results,
limiting, insurance, hedging, quality management.

Key words: risk, financial risk, funds, capital, cash, income, expense, loss.
Introduction

In assessing company risks, full information on the risk is obtained as a result of calculating
several indicators. Once the risk is identified and assessed, the company’s senior executives will have
to decide whether to take this risk or not. In assessing company risks, information on relative indicators
is considered qualitative. For example, the variation coefficient. Absolute indicators are used based
on expected results of the evaluated object. When assessing risk, indicators that determine the level of
probability are of great importance. In the course of assessing risk level in company, the probability of
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negative deviations from positive ones is calculated along with the deviation of actual indicators from
planned ones as well.

Literature review

Methodological basis of the article contains scientific papers, monographs of leading foreign
and Russian scientists-economists, namely G.B. Polyak, A.P. Gradov, A.D. Sheremet, R.S. Saifullin,
L.V. Dontsova, I.A. Blank, N.N. Selezneva, A.N. Gavrilova, and Kazakhstan scientists, including
N.N. Kaderova, K.Sh. Dyusenbayev, E.T. Tulegenov, Zh.G. Zhumagalieva, T.Zh. Demesinov,
L.T. Balabanov, E.E. Mikhel, A.B. Rakhimbayev, A K. Begelbayev, E.S. Madiyarova, S.N. Suyeubayeva,
A.D. Umbetaliyev, G.E. Kerimbek, K.B. Satymbekova and others on problems of prevention and
improvement of financial risk management in company, as well as methods for determining the
company solvency and its assessment, as well as financial statements of ORK LLP.

Main provisions

The most common risk assessment methods and indicators in a company are:

1. Value at Risk (VAR) model. VaR — an amount at risk and is a methodology for assessing
the cost of risk. This indicator shows the maximum amount of losses within a certain interval. VaR
volume reflects the maximum amount of losses that an investor can reach during n days at a certain
probability level. The most basic parameters for calculating VaR are time and probability. VaR will be
universal methodology for calculating the following specified risks: price risk, currency risk, credit
risk, liquidity risk.

2. Changes in value of financial instruments (P) according to Alpha-Beta model are characterized
by changes in value of the risk index (I). If the coefficient is higher than 1, then the instrument becomes
dependent on index change. If the coefficient is between 1 and 0, then the change in instrument value
is not very dependent on index change. And if the coefficient value is less than 0, then the change in
instrument value is opposite to index change, that is, in such case, it becomes possible to hedge the
risk associated with index.

3. Gap method. Gap — difference between assets and liabilities dependent on a change in interest
rate, the main task of company in application of this concept is to bring the value of difference to a
minimum [1-4].

In credit analysis, Z model used by company or E. Altman coefficient can be specified. This model
is designed to assess the probability of company bankruptcy. If coefficient value is higher than the
set threshold, then the firm is among the reliable companies. But if coefficient value is lower than the
established threshold, then financial situation of such company is at risk, and lending to this company
becomes unprofitable. If Z value is: less than or equal to 1,8, probability of bankruptcy is very high;
if between 1,81-2,7, probability of bankruptcy is high; if between 2,8-2,9, probability of bankruptcy
is low; 3,0 and higher — the probability of bankruptcy is very low. In developed countries, calculation
of Altman coefficient is used not only to predict bankruptcy, but also to determine the need for a
company to reduce its own costs.

Definition of ORK LLP bankruptcy, taken as example, allows to prevent the risk of its bankruptcy
or insolvency, the main indicators of which are given in Table 1 (p. 84). According to the data presented,
the indicators of OPK LLP have increased compared to previous years, as due to the pandemic and
quarantine measures, the company temporarily suspended its activities.

As mentioned above, there is a risk that the specified company is exposed to financial risk, which
can be observed, especially if there is an impairment or inflationary risk, credit risk. Inflationary risk
is often based on an increase in prices for various resources spent on production by the company. If
the company employee does not have sufficient technical knowledge in any industry, then a company
in such industry should not be granted a loan. In our opinion, there is an inversely proportional
functional relationship between the company’s financial position and credit risk. That is, the greater
the borrower’s financial resilience, the lower the degree of credit risk [5—6].
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Table 1 — Altman coefficient indicators in ORK LLP

designation calculation 2019 2020 2021
X1 Working capital / amount of current assets 0.4 0,4 0,5
X2 Net profit / total assets 0,03 0,07 0,13
X3 Total amount of income / assets 0,04 0,1 0,2
X4 Own / borrowed capital 0,6 0,8 0,9
X5 Sales revenue / total assets 1,6 1,3 2.2
Z 1,2X1+1,4X2+3,3X340,6X4+1X5 2,9 2,2 2,8
Note — Compiled by the author according to «ORK» LLP.

Materials and methods

Financial risks are solved using various methods and approaches. Methods for solving financial
risks: avoiding, retaining, transferring, and reducing them. Risk identification —a process of identifying
risks that arise in activities of a particular company. Identification of risks is accompanied by detailed
analysis of the company’s business processes and their elements (factor risks), as well as its business
environment. Result of determining risks includes: a list of risks, terms for their occurrence and
description of the consequences that may lead to these risks.

SWOT analysis is also useful when identifying risks. SWOT analysis — an identification of
strengths and weaknesses, opportunities and risks for the company and division, as well as for a
particular situation or investment project. It is conducted by a group of specialists and answers to
questions prepared in advance at the collegial meeting. These answers allow to identify factors and
points that should be emphasized when implementing the company’s strategy.

Matrix analysis can be used in determining risks, which allows the company to assess how much
its goods, services and business units are responding to market demands, and determine the relationship
between market parts, cash inflows and goods and services sold by the company. This approach is
based on three concepts: first, to determine the life cycle of a product (stages of product occurrence
on the market, growth, maturity, decline and destruction of demand for the product); second, to build
an experience curve that determines how much the company’s results are improved over time; third,
to create portfolio matrices, the most famous of which is a growth matrix of the Boston Consulting
Group. This matrix allows the company to evaluate its products, services and business units in terms
of the business growth in industry and the company’s market share, as well as identify possible risks
[7-9].

Further, the Monte Carlo simulation method can be used in conducting quantitative assessments,
which allows to analyze sensitivity and test the influence of changes in various factors on results of
business processes. On the basis of the analysis of business processes through a diverse set of these
methods, risk elements, objects, and risk factors are identified, the consequences of risk implementation,
significance and magnitude of losses at a qualitative level, and the probability of their occurrence are
evaluated as well. All information received is included in the list of risks. This list is shown in Table 2
(p. 85) below.

In general, as for the company we are considering, the risk is as follows: share of the company’s
own capital in total balance sheet assets is less than 0.4, i.e.: in 2019 — 0.30, in 2020 — 0.38, in 2021 —
0.41 and increases every year; involvement coefficient (volatile) of the company’s assets, which is
determined by ratio of the value of current assets to value of all company assets, is not a low indicator
in the analyzed company, i.e. coefficient level was 0.49 in 2019, in 2020 — 0.43, and in 2021 — 0.48;
ratio of volatile and non-volatile funds, which characterizes effectiveness of the company’s asset
allocation, was 0.74, which is also an optimal indicator for the company; share of borrowed capital
in the company is higher, it accounts for 0.6-0.7. It means that this is a dangerous situation for the
company.
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Table 2 — Extract from the list of risks for construction companies

new facilities.

2. Increase of
downtime at
existing facilities

investment.

2. Expenses as a result of
extending the terms of sale
of ready-made houses to
depositors and other clients

Risk object Risk factor Consequences Impact (significance or value | Probability of losses
of costs)
Suppliers Delivery plan 1. Increase the 1. Costs in the form 1. In the previous year,
development construction time of | of reducing return on 5 out of 100 suppliers

allowed disruptions in
their delivery plans.

2. Emergency break in
the sale of ready-made
houses in the previous

year amounted to 2
months

Note — Compiled by the author according to «ORK» LLP.

Results

List of risks — a document summarizing risk identification procedures that have a priority quality
character. Next, it is necessary to give a quantitative assessment of risks. Risk can be characterized
by two parameters: consequences and probability. To measure the consequences, indicators are used
that characterize financial costs, decrease in annual sales, increase in implementation period of an
investment project, and so on. Regardless of practice of the chosen indicator, it should reflect possible
losses in the event of risk implementation.

Occurrence of risk has a probabilistic nature, so it is very important to assess the degree
of probability of risk implementation. In many cases, a qualitative scale is used to assess the risk
probability: a scale with high, medium, low, or very long gradations. If it is possible to collect the
necessary statistical data, then probability can be evaluated in terms of numbers, i.e. using method of
probability theory and mathematical statistics. A map is drawn up based on the results of a qualitative
risk assessment. An example of such map is shown in Figure 1 below.

'y
5 5 10 15 20 25 High-risk industry
4 4 8 12 16 20
3 3 6 9 12 15 Medium-risk industry
2 2 4 6 8 10
1 1 2 3 4 5 _L— Low-risk area
Probability

Figure 1 — High-Quality Risk Map

Note — Compiled by the author according to “ORK” LLP.

High-quality risk card (probability: 1 — very low; 2 — low; 3 — medium; 4 — high; 5-very high.
Significance: 1 — insignificant; 2 — permissible; 3 — significant; 4 — critical; 5 — emergency). The risk
map, on the one hand, allows to group risks by their significance and probability of occurrence, and
on the other hand — forms a general map of risks that will be affected by company’s activities. Direct
and indirect methods are used, when quantifying the magnitude of risk implementation consequences.
Direct methods allow to directly estimate the value of possible losses, while indirect methods are
based on estimates of various concomitant values.

The risk management system in any company and system of its implementation and support have
the following components: description of the purpose and need for implementation of risk management
system; development of company’s policy in the field of risk management; development of company’s
risk map; development of risk management standards in company; formation of functional structure of
the risk management system; promotion of risk management culture.
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Discussion

The need to implement a risk management system in the company is caused by a number of
external and internal factors. External factors: dangerous nature of production; increasing volatility
of financial markets; industry competition; integration processes; regulatory requirements; improving
corporate governance. Internal factors: large-scale investment activity of the company; increase in
loan portfolio or decrease in its quality; problems in management of accounts receivable; problems
with long-term and current financing of the company. Main purpose of financial risk management is
to ensure the financial security of company in development process on the basis of stopping decline of
market prices, which is shown in Table 3.

Table 3 — Stages of financial risk management in company

Creating an information base for managing financial risks

Identification of financial risks

Assessment of the financial risk level

Assessment of ways to reduce the initial level of financial risk

Development of requirements systems for making risk decisions

Making risk decisions

Analysis and implementation of methods for obtaining possible negative results of financial risk
Monitoring and verification of financial risks

Note — Compiled by the author according to «<ORK» LLP.

R (I[N | WL IN|—

Mechanisms of neutralization of financial risks are divided into: diversification; limiting risks;
risk fragmentation; insurance; prevention; limiting risk concentration; hedging, etc [10—14].

Conclusion

One of the indicators determining financial risk is a probability of company’s bankruptcy. Its
value was 2.9 points in 2019, with a low probability of bankruptcy, and it decreased to 2.2 in 2020, that
is, the risk of bankruptcy was very high mainly due to decrease in sales revenue in these years, high
cost of production. Compared to the previous year, it increased by 0.6 and amounted to 2.8 points in
2021, although the probability of bankruptcy in this year decreased slightly. However, there is a risk
that the specified company is exposed to financial risk, which can be observed, especially if there is an
impairment or inflationary risk, credit risk. Inflationary risk is often based on an increase in prices for
various resources spent on production by the company.

To eliminate these shortcomings and reduce level of financial risk in company, it is possible to
make the following recommendations: the only way to improve the company’s solvency is to ensure
growth of current assets as a result of company’s economic activities. That is, to restore solvency, it
is necessary to generate income in such way that current assets exceed current liabilities twice, while
to ensure the growth of net income, it is necessary to correctly establish advertising, marketing and
personnel issues as well as increase profitability of company’s funds. This can be achieved due to
increase in turnover of capital and its individual elements, reducing costs or increasing prices. To
form its own working capital in advance, the company should increase profitability of its activities
and increase its share of equity. Increasing the company’s business activity should be carried out by
growth in sales revenues. Level of overall risks should be constantly reduced through development
of a program of special measures to manage risk. When preparing such program, it is necessary to
ensure stability and protection of key elements of the company from external and internal risks in risk
management at the company level.

In a market environment, the risks in company are at a high level, which requires additional capital
for the company. History shows that many companies went bankrupt due to inability to properly
manage risks in company.

Risk management is one of the most important issues for company since the company activities
over its entire life, starting from formation process, are directly related to many risks. Therefore,
the fact that company may or may not be subject to bankruptcy in the future coincides with its risk
management. Only a company that can properly manage risk can withstand today’s market changes
and competition.
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KOMIMAHUALA KAPKBUIBIK TOYEKEJIAIH AJIIBIH AJIY
ZKOHE OHbI BACKAPY/IbI KETIJIAIPY KOJIIAPBI

Anjgarna

MaxanaHblH MaKcaTbhl — KOMIAHMSANA Kap KBUIBIK TOYEKEIIiH aJIbIH Ay >KOHE OHBI OacKapymbl KEeTiaipy
JKOJITAPBIH alKbIHaay. Toyekesn — OV IIapyamibiiblK JKYPri3ylli CyObeKTiIep KbI3METIHIH Ke3 KeJIreH CaachiHa
KOPIHETIH JKOHE TOYCKEIIIH TYBIHAAYbI Ke31H/IC KOCIOPBIH SKOHOMHKAJIBIK 3aJiajl HeMece 0acKa Ja MIBIFbIHFA YIITbI-
PANTHIH KEJICHCI3 OKUFAHBIH TYBIHIAyBIMCH CHIIATTAJIATBIH OOBEKTUBTI XKarmaai. OpOip KOCIMKEPIIK iC TOyeKeIMeH
OalTaHBICTEI OOJIBIN KeJie/li, acipece KOMIaHUs YIIiH Tayekenai OacKapyiblH MaHBI3EI Korapbl. KoMmanus Tadbic
Taly MaKcaTBIH/Ia Op TYPJIi canaa KeI3MeT aTkapanbl. OJ KbI3METTIH dpKaichICHl Oenrini O0ip AeHreiine ToyeKkenMeH
GaiimanpIcTEl. Toyekenaep MIHACTTI TYpAe peTTeNyi 'KOHEe KOMITAHISHBIH Kap KBUTBIK MYMKIHITiHIH IIETiHIe op-
Hanacybl THic. Ochl MakcaTTapra JKeTy YIIiH KOMIIAaHHs TapalblHaH ToyeKelaep/i 6ackapy cascarbl KabIITacalbl.
HapbIKTBIK jkaF1aiia KOMIIaHUSIaFbl TOYESKENIep XKOFaphl JACHrel e 00aibl, 0J1 KOMIaHUIa KOChIMILA KaTUTall bl
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KaxeT eTei. MakallaHbIH HEri3ri MiHJICTI — KOMIIAaHHUSIHBIH Ta0ObICHI MCH KaITUTAJIbIHA KEP1 9Cep CTETiH OKUFaIapIbIlH
00Ty BIKTUMAIIBIFBIH ecemnTey. ToyeKkell KONAHChI3 OKUFAHBIH 00Ny BIKTHMAJIBIFBIMEH CHITATTajanbl. bynr okura-
nap: TaOBICTapABIH TOMEH/CY1, OepiireH HecHeNnepIiH Mep3iMiH/Ie KalTapbuiMayblHa OaiJIaHBICTHI ITBIFBIHIAPIBIH
apTybl, 0a3aibIK pecypcTapAblH a3alobl, OaIaHCTaH THIC ONepaIsuiap OOWBIHIIA TeIeMACPAiH ToleHOeyi xKoHe T.0.
Bipak Toyeken [IeHre#i KaHIIAIBIKThI TOMEH 00Jjica, jKOFaphl TAOBIC aly BIKTHMAJIBIFBI a COHIIAJIBIKTHEI TOMEH
6onaspl. COHIBIKTAH Ke3-KelTeH KOMITaHUs ©31HIH KapakarTapblH TaObIChI KOFaphl )KOHE TOyeKes JCHIeill ToMeH
ic-opeKeTTepre JKymcayra Thipbicaibl. Kap:KbUIbIK ToyeKenaepi 0ackapyra OaillaHBICTBI KOMIIAHUSIIAP TaparlbiHAH
KOMTETCH XKAIIIBI KOHE apHAMBI oMlicTep KOoMAaHbIaabl. ONap/ablH iMIiHIe KUl Ke3IeCeTIHIep: dpTapanTaHIbIpy, HO-
THOKEIIep Typalibl KOCHIMIIIA aKMapar ay, MeKTey, CAKTaH IbIPY, Xe/PKUPIIEY, CartaHbl 0ackapy.

Tipex ce3nep: Toyeken, Kap>KbUIBIK TOYESKeNl, KapaskaT, KalllTall, akiia KapakaTbl, TaObIC, IIBIFBIH, 3aJ1aJ.
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OyTHU NPEAYNPEXIEHUSA ®UHAHCOBBIX PUCKOB KOMITAHUN
N COBEPHIEHCTBOBAHHUSA UX YIIPABJIEHUSA

AHHOTANUA

Lenb cTathu — ONMPENCTUTh MyTU TPEAYIPEKICHHS (PUHAHCOBOTO PUCKA U COBEPIICHCTBOBAHUS YIIPABICHUS
UM B KOMITaHUH. PUCK — 0OBEKTHBHAS CUTYAIIUs1, TIPOSIBIISIOIIASICS B JII000# cepe AesaTebHOCTH X03SHCTBYFOIINX
CyObEKTOB U XapaKTepU3YIOIIAsCsl HACTYIUICHHEM HEOIaronpHusITHOTO COOBITHS, IPU KOTOPOM KOMITAHHUS HECET KO-
HOMHYECKHH yIepd WK Jpyrue YObITKU B XO/Ie HACTYIIJICHUs prucka. Kaxkioe npeInpuHuMaTeIbckoe IeNo CBI3aHO
C PHCKOM, OCOOCHHO JIsi KOMITAHUH, TI¢ YIPaBICHHE PUCKOM MMECT OOJbIoe 3HaueHHe. KoMmanust paboTaer B
pa3nYHBIX cdepax C IeIbio MolydeHus aoxoaa. Kaxkmas AesiTebHOCTh CBA3aHa C ONPEICIICHHBIM YPOBHEM PHC-
Ka. Pucku MOMKHBI OBITH 0053aTEIBHO YPETYJIUPOBAHBI U PACIOIOKEHBI B Mpeneinax (HHAHCOBBIX BO3MOXKHOCTEH
KOMITaHuu. J{Jist TOCTIKEHUs! 3TUX 1eiel (GOpMUPYETCsl MOJUTHKA YIPABICHUSI PUCKAMHU CO CTOPOHBI KOMIaHuu. B
PBIHOYHBIX YCIOBHUSIX PHCKU B KOMIIAHUH HAXOJSITCS HA BHICOKOM YPOBHE, 4TO TPEeOyeT JNOMOIHUTENHLHOIO KarnuTa-
na komnanuu. OCHOBHAs 33j1a4a CTaThd — PACCYMTATh BEPOSITHOCTh HACTYIJICHUSI COOBITHIA, HEraTUBHO BIUSIOIINX
Ha J0XOJ W KaIlluTaJ KOMIIAHUH. PI/ICK xapaKTepmyeTcsl BepOHTHOCTB}O HaCTyHHeHI/IH He6J'IaFOl'[pI/I${THOFO CO6I)ITI/I$[.
DTO COOBITHS: CHIKCHUE JTOXOJ0B, YBEIUUYCHUE PACXOIOB, CBA3aHHBIX C HCCBOCBPEMEHHBIM BO3BPATOM BBIIAHHBIX
KPEIUTOB, YMCHBIIICHHE 0Aa30BBIX PECYPCOB, HEOIUIAYCHHBIC TUTATE)KU 110 BHEOATAHCOBBIM onepariusiM u jap. Ho yem
HIDKE YPOBEHb PUCKA, TEM HUXKE BEPOSTHOCTH IMOIYUYCHUs BHICOKOTO J10X0/a. [103ToMy J1H00ast KOMIAHHS CTPEMHUT-
Csl PacxXo/IoBaTh CBOM CPEJCTBA HA JCHCTBHUS C BHICOKMM YPOBHEM J0XO/a U HU3KUM ypoBHEM prcka. Co CTOPOHbI
KOMITaHHH, CBSI3aHHBIX C yIIpaBlIeHHEeM (HHUHAHCOBBIMHU PHCKAMHU, IPUMEHSIETCSI MHOXKECTBO OOIIMX U CIEIHATbHBIX
MeTonoB. Cpenn HUX HauOoJiee PACIPOCTPAHCHHBIMHU SBJISFOTCS: JUBEPCH(DHUKALINS, TOIYUYCHHE TOMOJHUTEIBHOM
HHPOPMAITUH O pe3yNbTarax, JUMUTHPOBAHUE, CTPAXOBAHUE, XSPKUPOBAHUE, YIIPABICHUE KAY€CTBOM.

KiaroueBrble ciioBa: PHUCK, (bHHaHCOBLIi/‘I PHCK, CPpCACTBA, KallUTaJI, JCHCI)KHBIC CPECACTBA, 10XO, paCX0l, y6I>ITOK.
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