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ABSTRACT

Risk in decision making is immanent to every aspects of a managerial decision. With the fact of globalising world economy the risk should be identified and implemented in the very concrete steps company – the culture of a company reflects its approach towards a risk. Crisis situation and the plan is the substantial phenomena in the current situation.
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INTRODUCTION

Characteristic of the current economic situation is:

a) increase in the complexity of economic relations due to globalization and strengthening of mutual bonds of national and international economic relations,

b) technological development generating pressure on innovation and shortening the life cycle of product,

c) acceleration of socio-economical and technological processes, which generate pressure on human resources (quality, mobility) as well as on flexibility of social systems.

All of the above factors cause an ever-stronger pressure on company, its flexibility to react to changing conditions, external as well as internal. All management decisions must take these factors into account. The risk of decision-making in dynamic environment increases due to application of globalization tendencies. That is why risk, which is immanent to every management decision, increases as the economy globalizes and the company becomes one of the players in a global economy.

A crisis as the result of unresolved conflicts (internal, external) is a natural, unwanted part of company activities.

1.RISK

The authors define risk as follows:

Risk (6) is an inherent sign of every decision, whether good or bad.

Risk (4) – is the extent of the effect of certain accumulated factors quantified by technical or economic indicators as instruments for judging negative consequences of their influence. … Risk can represent:

· an aspect of uncertainty regarding a favourable result

· the result itself

· possible effect of a certain result

· constant threat

· entity exposed to danger.

Risk (11) is a qualitative and quantitative expression of hazard, the level or degree of hazard. It is the likelihood of the occurrence of negative event and its consequence.

Risk (1) can be defined in terms of the variability of possible outcomes of the realized investment.

Risk (9) expresses the degree of risk to an asset, the degree of danger that the threat will be put into effect and the undesirable outcome will occur, leading to damage. The authors define an asset as everything that the entity considers of value, which can be diminished by application of threat.

In (10) the author presents an interesting attempt at quantification of risk. He defines the relation of risk utility Ft (identified as the function of utility of risk) as follows:




Ft = H Pt – N Pn

where 
H is the value, e.g. increase in profit


Pt is the likelihood that this value will occur


N are costs associated with risk solution


Pn is the likelihood that these costs will occur

The structure of the formula is based on the reasoning that risk also has its positive, non-destructive value, and that the solution of the given formula speaks of what will occur if we accept or do not accept the risk of given utility.

In (2) the author mentions that risks at macroeconomic level can be classified as:

· entrepreneurial risks

· decisions risks

· market risks and within these:

risks of placement of products on the market

credit risks

risks of liquidity of own resources

risks of return on equity capital

interest rate risks

inflation risks

risks of financial derivatives.

Risk has a certain specific feature – the fact that the approach to risk itself is individual – specific (at the level of human personality as well as various business entities). With their approach to risk (e.g. toward the level of investment risk) business entities declare their business strategy. Procedures, organization, financial instruments and overall legal framework will be adjusted to this strategy – e.g. hazardous capital funds, business angels.

The following is characteristic of the approach to definition of risk:

· professional orientation of author,

· perception of risk as the opposite of certainty; risk can be expressed through likelihood,

· risk can be found at the intersection of uncertainty and certainty,

· risk is inherent to business decisions.

We will understand risk as the likelihood of the occurrence of a certain event, which has specific attributes/qualities. In common communication risk is associated with negative, undesirable behaviour of the system.

In business practice approach to risk is as follows:

a) risk is measurable (or there is an effort to identify and quantify it),

b) linked to the acceptance of the level of risk is the expected risk return of the entrepreneur; the higher the exposure the higher the expected return of the entrepreneur,

c) identification, analysis and presentation of potential sources of crisis events is a form by which the business sector minimizes the effects of risk factors on the company’s activities; by applying the results of risk evaluation it is possible to analyze potential outcomes of identified risks and establish precautionary measures to lead the company out of crisis and measures for company’s stabilization,

d) communication with all participants connected with management decisions and company activities – shareholders, management, employees, state administration, the public,…

e) the business strategy optimizes the approach to risk management considering costs,

f) the classical instrument for minimizing the effects of crisis is insurance.

3. APPROACHES TO SOLVING COMPANY CRISIS

The authors define company crisis as follows:

Crisis (6) is a decisive moment or interval, which should be followed by a significant change in development of action or entire system.

Company crisis (11) is a condition of breach in integrity of the company or its cohesion with external surroundings, which in turn causes changes in the balance of company goals and functions.

Crises of business entity are significant and generally unexpected situations, which permanently or for a longer period of time threaten the fulfilment of objectives, but also its very existence. It is usually accompanied by longer-range negative digression from the normal condition… A characteristic sign of a concrete crisis is the risk to the entity’s objectives and property directly concerned. (4)

A crisis is an event that has potentially negative consequences. (7)

Company crisis characteristically:

· is defined by time, even though exact definition of the beginning and end of crisis is fuzzy,

· is the expression of inconsistent behaviour of company with regard to formally declared company vision and strategy,

· is also manifested in breach of bonds with surroundings – entrepreneurial, non-entrepreneurial,

· can have its origin in one of the company subsystems (technical, technological, financial, human resources), however, considering their mutual interconnection, its consequences extend to the entire company, to all subsystems.

We will define company crisis as the occurrence of event, which can have a negative effect on the financial situation and company operation, in case this event is not regulated in accordance with the company’s objectives.

Besides this negative definition a crisis has its positive definition, i.e. a crisis can represent a self-cleaning process, whose management makes the company stronger, more flexible, and more ready to confront future threats.

The approach to resolving company crisis should result from the following:

a) crisis resolution is not reduced to the time period of the crisis occurrence, but has its own preparatory and correctional stage,

b) a crisis is an unwanted event in any company, but is an immanent event just as is the presence of risk,

c) considering the existence of business risk we cannot speak of creating a framework eliminating risk and crisis; the objective of all measures is to minimize negative effects of crisis and to respond quickly, which will lead the company to its desired state (financial, social,…),

d) a mastered crisis is not a catastrophe, but a chance to be ready to face future threats.

We can depict the above approach schematically as follows:
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Figure No. 1


Crisis management is an institutionally and operatively created element, whose main objective is to minimize losses incurred due to occurrence of crisis.

3. COMPANY  CULTURE AND CRISIS

Under the term company culture we will mean a system of values and opinions held by company employees. Company culture is something intangible, informal, but significant. It is a system of values and their application in everyday activities of management and executive employees.

In relation to company crisis, company culture is a key phenomenon that will test the flexibility of management, the extent of employees’ identification with company objectives, adequacy of communication (its content and form) within and outside the company, the correctness of existing technology or technological methods.

One of the most common problems of crisis in connection with its culture is:

· open non-declaration of the true state of things – “covering up” of actual problems,

· adoption of inadequate measures with time-lag,

· search for guilty person instead of solving problem,

· non-definition of respective strategic goals and operative methods to lead company out of crisis.

These are the most important conclusions for a company:

· permanent identification of mistakes and problems as possible sources of company crisis

· learning from mistakes

· evaluation of mistakes and their carriers not for the purpose of identifying guilty persons, but as groundwork for proposal of optimization of company processes.

4. PLANNING  CRISIS SITUATION

A plan is an expression of the will of a certain entity to achieve selected objective (3).

Planning is an activity oriented toward the future, connected with prediction of future objectives and connected with coordination/cooperation of the sections participating in plan execution.

Crisis management is an organizational element responsible for:

· reacting to company crisis,

· conditions related to crisis signals,

· creating and developing conditions for leading company out of crisis.

A plan of crisis situation is a formal expression of the above roles of the crisis management.

The crisis plan is a document that reacts to challenges, which a company must or will have to face; this means it represents a document whose importance will increase (see reasons shown in introduction to this article).

The contents of crisis plan (schematically) are as follows (www.infostat.sk, see also literature 6, 9, 11):

a) Initialization

This part consists of proposal for creation of group and definition of its basic roles.

Roles and powers are determined within the group in the process of creation and implementation of plan.

b) Analysis of the effect on roles and activities

The risk scenarios and risk analysis on key company processes are worked out in this part, while the desired level of outputs and services is defined for each key process.

c) Planning extraordinary situations

This part identifies plans and defines mechanisms for activation of plans. Strategies and procedures for “D” day are worked out.

d) Testing

This part incorporates tests, which simulate and evaluate worthiness of plans for solving extraordinary situations.

Conclusion

Risk is part of all business activities. All management decisions must take into account risk and try to anticipate it. Besides its objective aspect, i.e. expression of probability, which determines the occurrence of event, the subjective approach to risk also, plays a significant role.

We will label unmanaged risk, i.e. outside the realm of approved limits (generally the system trajectory), a company crisis. Through its consequences a crisis can lead to company’s liquidation. Crisis management and company culture are an institute, factors that minimize the risks of a crisis.
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