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This paper seeks to explore the essence of financial activity and its principal objectives in
the process of business functioning as well as the effects from changes in the capacity and structure
of the company's equity and attracted capital. The study provides insights on the impact of financial
management practices on the overall company performance and payment of financial liabilities to
the government or other business entities along with identifying the key problems and barriers
hindering successful development of modern enterprises. The nature of financial risk arising in the
process of financial activities or financial transactions has been revealed. It is argued that the
given classification of financial risks (systematic (market) / unsystematic (specific) risks) enables to
take timely and relevant risk elimination or risk reduction measures, in particular, deploy risk
mitigation methods to those risks which cannot be avoided. The purpose of financial risk
management is to minimize financial loss. The paper offers an overview of the factors that
negatively affect a company’s financial performance and discusses the types of risks that inhibit
company’s good performance and further growth. The study findings suggest the priority areas in
financial risk management and discuss the risk management strategies by disclosing the types of
company financial stabilization mechanisms (operational, tactical and strategic), along with
presenting the methods for financial risk minimization as well as a financial toolkit to enhance the
company’s risk management policies to prevent possible negative implications.

Keywords: financial activity; financial risk; risk assessment; financial risk management;
management mechanism; enterprise financial stabilization mechanism; minimization of financial
risks; adaptation; forecasting, external environment, financial loss; tactical mechanism; strategic
mechanism.
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Problem statement. The formation and development of market relations in the state ensures
the economic progress of its society. The processes of globalization and global economic relations
provide not only general standardization, but also standardization of accounting processes and
activities of business entities in accordance with international standards. Today in Ukraine, the
financial activity of business entities is becoming increasingly important, since it is the company's
finances that form the basis of not only their own financial system, but also influence the financial
condition of the country as a whole.

The effectiveness of any business of business entities depends largely on the full and timely
mobilization and optimal use of financial resources to ensure the expansion of production and
increase the means of production. Therefore, an important place in the management of the company
is precisely its financial activity.

The timeliness and completeness of financial support for production and business activities
and the development of an enterprise, and the fulfillment of financial obligations to the state and
other business issues largely depend on proper and accurate financial management. However, in
modern conditions it is necessary to look for the most effective ways and ways to improve the
financial management of domestic business entities.

Analysis of recent researches and publications. There is no complete theory and practical
recommendations on financial management of business entities in domestic science, since each
theory is based on a concept that is a generalization of practice, and free enterprise practice in
Ukraine is not enough. Recently, in the economic literature, developments in this direction have
begun to appear, in particular, these are the works of economists Y.S.Balyasna [3],
V.M. Granaturova  [1], M. Dyba [2], O.B.Zhihor [3], A.M.Poddierohina [7],
A .M. Proshchalykina [8] and others. But in the works of these scientists, in the author’s opinion, the
existing methods and methods of financial management are rather superficially considered and there
are no proposals for specific practical recommendations (applied developments for enterprises). that
is why the proposed methods are better to use in evaluating a project subject of management.

The purpose of the article. Disclose the essence of the state of financial activity, its tasks,
consider the types of financial risks and suggest ways to improve financial management by
minimizing risks.

Presentation of the main research material. Financial activity is a system of using various
forms and methods to financially ensure the functioning of enterprises and achieve their goals, that
is, it is also practical financial work that ensures the viability of the enterprise, improving its results
[7].

The financial activity of the company is aimed at the implementation of the following main
tasks: financial support of the current production and economic activity; search for reserves to
increase revenue, profit, increase profitability and solvency; fulfillment of financial obligations to
business entities, budget, banks; mobilization of financial resources in the amount necessary for
financing production and social development, increasing equity capital; control over the effective,
targeted distribution and use of financial resources [7].

It should be noted that financial activities depend on changes in the volume and composition
of the company's own and attracted capital. It is the financial activities that determine the timeliness
and completeness of financial support for production and business activities and the development of
the enterprise, and the fulfillment of financial obligations to the state and other business entities.

The solution of these tasks is accompanied by a risk that causes the manager of the
enterprise to feel an imminent threat and the need to assess the degree of risk and necessary

51



ISSN 2413-0117 CYYACHI TEHJIEHIIII TA
BICHUK KHYT/J Ne 1 (131), 2019 ITPOBJIEMM YIIPABJIIHHA
CEPIsA: EKOHOMIYHI HAYKHA

financial decisions. The basis of financial risk is the uncertainty of the external environment to
which the company must adapt systematically.

Entrepreneurial activity of enterprises in market conditions is carried out in a situation of
constant risk of financial activity. Therefore, financial risk must be envisaged, identified, classified
and even predicted, as well as evaluated and developed measures to reduce it.

The existing theory of risk requires the availability of relevant information, since in its
absence it is impossible to assess all possible risks and threats to the enterprise.

Today, in Ukraine, the market of information services, on the one hand, is too developed,
and on the other, insufficient, therefore, the lack of necessary information on the use of a number of
existing methods and methods of risk management is negative, since none of them can be used as
universal. This necessitates the use of a combined approach that would combine several methods,
methods, or their individual elements.

Financial risk is the likelihood of unforeseen financial losses in a situation of uncertainty in
the conditions of financial activity of an enterprise [4].

Types of financial risks are varied depending on the sphere of origin and type of activity of
enterprises. Financial risk arises in the course of financial activities or financial transactions.

The main ones are: risk of reduced financial stability, insolvency risk, investment risk,
inflation risk, interest rate risk, currency risk, deposit risk, credit risk, tax risk, risk of untimely cash
and settlement transactions, financial reporting fraud risk, risk theft of certain types of assets,
emission risk and others.

Consideration of certain types of financial risks shows that according to their sources of
occurrence they can be divided into two main groups: enterprises independent of the financial
activities and enterprises dependent on the financial activities. With such a grouping of financial
risks associated with the allocation of two main types [5]:

a) systematic (or market) risk. It is characteristic of all participants in financial activities and
types of financial transactions and occurs when individual stages of a country's economic
development change, financial market conditions change and in a number of other similar cases that
an enterprise cannot influence in the course of its financial activities. This risk group can include
inflation risk, interest rate risk, currency risk, tax risk, and partly investment risk (when the
macroeconomic conditions of investment change);

b) unsystematic (or specific) risk. This type of risk is inherent in certain areas of financial
activity and the nature of the financial operations of a particular enterprise. It may be associated
with unqualified financial management, an inefficient asset structure and capital. excessive
adherence to risky (“aggressive”) financial transactions with a high rate of return, underestimation
of partners and other similar factors, the negative consequences of which can be largely prevented
through the effective management of financial risks.

For the effective operation of enterprises, it is necessary to carry out risk management,
which provide for forecasting the possibility of the occurrence of a risky event. This makes it
possible to take timely measures to prevent the reduction of the consequences of a risk that cannot
be localized. Financial risk management includes the following steps: identification of financial
risks; formation of an information base; assessment of the level of financial risk; making risky
decisions; neutralization of possible negative impacts from financial risks; monitoring and control
of financial risks.

Types of financial risks of the enterprise are quite diverse. Financial risk management of an
enterprise is a system of measures for their identification, assessment, prevention and insurance.
The main purpose of financial risk management is to minimize the associated financial losses.
According to this goal, the company develops a special financial risk management policy.
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Financial risk management policy is to identify and prevent financial risks and to develop
measures to minimize the financial losses associated with them.

The implementation of the financial risk management policy provides for a number of
measures to minimize them, which are shown in Fig. 1.

The risk management mechanism is to assess the risk factor, its level using them to develop
measures to minimize negative consequences.

One of the main components of the risk management policy is the assessment of the level of
financial risks, which is the most responsible and methodologically complex stage of the risk
management process. The quality of such an assessment determines the feasibility of a financial
transaction, the determination of the level of necessary income on it, which corresponds to a given
level of risk, the formation of adequate costs for insuring financial risks.

Identification Assessment of the degree Assessment of potential
of certain types of probability financial losses
of financial of individual associated with
risks financial risks individual risks
A
Evaluation
of the effectiveness Management ) Setting
‘of fmancml directions the level limit
risk insurance

\

Prevention of individual
financial risks

External insurance of
financial risks for
individual financial
transactions

Internal financial
risk insurance

Source: built by authors according to [1-3, 5, 11, 12].
Fig. 1. The main areas of financial risk management

Financial management uses a large system of methods for assessing the likelihood of certain
types of risks. These methods are divided into the following four groups: 1) economic and
statistical; 2) calculated and analytical; 3) diversification; 4) expert.

The choice of specific assessment methods is determined by the availability of the necessary
informative base and degree of qualification of financial managers.

In the system of preventive measures to manage financial risks, the main role belongs to
their prevention and domestic insurance.

A group of measures to prevent financial risks is designed to reduce the likelihood of their
occurrence. In financial management there are four main areas of risk prevention: 1) prevention;
2) minimization; 3) diversification; 4) limiting.

1. Preventing financial risk is the most effective way to prevent it. It consists in developing
such measures that completely exclude a specific type of financial risk. The main of such measures
include: refusal to carry out a financial operation, reducing the share of borrowed funds in economic
circulation, increasing the liquidity of assets, performing a hedging operation, and performing a stop
operation.
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2. Financial risks are minimized if they cannot be completely avoided. In order to minimize
financial risks, the following can be used: receipt of certain guarantees from counterparties when
granting them a commercial or consumer loan; the sale of goods in the provision of consumer credit
under financial leasing; reduction of the list of force majeure circumstances in contracts with
product buyers; the use of option transactions in exchange transactions.

Minimization of financial risks can be carried out by methods:

- localization of risks. In the process of which the distinction is made between the system of
rights of responsibility for which the consequences of risk situations did not affect the
implementation of management decisions;

- minimization of risks. At the same time, it is necessary to determine the minimum amount
of highly liquid assets of an enterprise, set a maximum deposit amount, determine the receipt of
certain guarantees from counterparties when granting commercial loans and borrowings;

- dispersion of risks through diferentification of the company's activities;

- risk aversion, that is, the rejection of unreliable partners working on risky projects.

3. Diversification of financial risks. Opportunities to diversify in order to minimize financial
risks, namely, if the risks are very large then actions aimed at reducing their concentration level. As
the main directions of diversification of financial risks can be used: diversification of the securities
portfolio; currency portfolio; deposit portfolio; diversification of financial activities.

As a result of the diversification of financial risks: making a profit from alternative financial
transactions; the use of different currencies in foreign trade operations; reducing unsystematic
portfolio risk and eliminating various investment projects.

4. Limiting financial risks. For those types of financial activities and financial transactions
that can constantly go beyond the limits of acceptable risk, this risk is limited by establishing
appropriate financial standards.

The system of prevention of financial risks, reducing the likelihood of their occurrence,
cannot neutralize all the negative consequences associated with them. This role can take on the
insurance of financial risks, carried out primarily in the framework of the enterprise.

A group of measures for the internal insurance of financial risks is designed to ensure the
neutralization of their negative consequences in the process of economic development of an
enterprise. In financial management, there are usually three main areas of internal financial risk
insurance:

1. Ensuring compensation for possible financial losses through: the formation of a
corresponding “risk premium” is to demand additional income on risky operations above the level
that risk-free financial operations can bring. This additional income should grow in proportion to
the risk level of a financial transaction.

2. Ensuring compensation for possible financial losses due to the system — penalties is one
of the most common forms of internal financial risk insurance. The level of penalties should fully
compensate for the financial losses of the enterprise.

3. Ensuring that the negative financial consequences are overcome by reserving a part of
financial resources allows us to provide internal insurance of financial risks for those transactions
where compensation of negative consequences could not be assigned to counterparties. Such
reservation of financial resources is carried out in the following forms: the formation of the
insurance fund of the enterprise; target reserve funds; reserve amounts of funds in the development
of current and capital budgets for individual financial transactions.

An important role is also played by external insurance. External insurance of financial risks
of enterprises is carried out, as a rule, by special insurance companies. The modern insurance
market is quite competitive and presents enterprises with a wide choice of both the insurer and the
necessary insurance services.
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Voluntary insurance of financial risks of enterprises is carried out by insurance companies in
a wide range. The main types of such insurance is insurance: assets in the form of fixed assets
(funds); intangible assets; financial investments; real investment; gross operating profit; net
financial result; financial guarantees; calculations; deposit insurance insurance issue of securities;
another.

Thus, the use of a system of measures to prevent financial risks and various types of
insurance will allow enterprises to effectively pursue financial risk management policies.

The transition to a market economy led to the emergence of a new concept for our financial
practice — the bankruptcy of an enterprise, with which the system of financial methods of
preliminary diagnostics and the possible protection of an enterprise against bankruptcy, which is
called the “crisis management financial system”, is connected. The main purpose of crisis
management is the rapid resumption of solvency and the restoration of a sufficient level of financial
stability of the enterprise to prevent its bankruptcy. Taking into account this goal, the company
develops a special anti-crisis financial management policy with the threat of bankruptcy, which
consists in the development and use of a system of methods for the preliminary diagnosis of
bankruptcy and the recovery mechanisms of the company, ensuring its protection against
bankruptcy.

The main role in the crisis management system is given to the wide use of internal
mechanisms of financial stabilization. This is due to the fact that the successful application of these
mechanisms allows not only to relieve the financial stress of the threat of bankruptcy, but also to
save the company from the dependence of borrowed capital and accelerate the pace of its economic
development.

Financial stabilization in a crisis situation is consistently carried out according to the
following main stages: elimination of insolvency; restoration of financial stability; change in
financial strategy in order to accelerate economic growth.

Each stage of the financial stabilization of an enterprise corresponds to certain mechanisms,
which in the practice of financial management are usually divided into: operational, tactical and
strategic.

1. The operational mechanism of financial stabilization is a system of measures aimed, on
the one hand, at reducing the current external and internal financial liabilities of an enterprise, and
on the other hand, increasing the monetary assets that secure these liabilities. The principle of
“cutting off excess”, which underlies this mechanism, determines the need to reduce the size of both
current needs (due to relevant financial liabilities) and separate liquid assets (with the aim of
urgently converting them into cash).

2. The tactical mechanism of financial stabilization is based on the use of financial
equilibrium models in the long run. Financial equilibrium of an enterprise is ensured provided that
the volume of positive cash flow for all types of economic activity (operating (main), investment,
financial) in a certain period is equal to the planned volume of negative cash flow.

3. The strategic mechanism of financial stabilization is a system of measures based on the
use of models of financial support for accelerated economic growth of an enterprise. This system of
measures determines the need to revise individual areas of the company's financial strategy. The
model of accelerated economic growth is based on an increase in the growth rate of sales in the
future. According to the model of financial support for accelerated economic growth requires the
provision of appropriate proportions of financial development. If the use of internal mechanisms of
financial stabilization does not achieve its goals or the state of the enterprise for certain reasons will
continue to deteriorate, the rehabilitation procedure will be carried out.

Conclusion. Thus, financial management is necessary in the way of functioning,
development and ensuring the competitiveness of the enterprise.
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For successful financial and economic activities of the enterprise, it is necessary to take into
account risk factors when making management decisions, using basic risk management methods.
The creation of an effective mechanism for managing the financial activity of an enterprise will
make it possible to make informed decisions in the field of management at a strategic level, which
will minimize financial risks and increase the use of available resources of the enterprise. To
minimize financial risks, the management of an enterprise needs to rely on scientific research and
skillfully combine known methods and use them in the ongoing work of the financial and economic

activity of the enterprise.

The implementation of the proposed measures will improve the solvency and improve the
financial sustainability of the enterprise, improve the efficiency of production and business
activities, and make financial management of the enterprise more efficient.
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