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Abstract

Risk is a challenge for any enterprise, becanse at the time when we identify the risk, it cannot be
totally canceled, being assumed different depending on the different attitude. Thus, in the study of
risk analysis, it is appreciated that, essentially, there are two categories of variables that canse the
greatest sensitivity of the result indicators: the cost structure, being considered the main cause of the
economic risk, and the financial structure of the enterprise, which has the potential to determine the
financial risk. The size of the operating risk is conditioned by the enterprise's ability to efficiently
manage the cost structure and to take into account the fact that it develops unequal sensitivity to
activity level variations becanse some expenditure vary (proportionally or non-proportionally) to the
volume of activity, being categorized as variable costs, and another category of expenditure is low or
almost of insignificant variability depending on the volume of activity variation, being considered as
fixed or structure expenditure, these costs lead to a decrease in enterprise flexibility as they do not
have the property to adapt when the volume of activity is changing. Based on these considerations,
in the methodological approach of this paper we considered the way of determining the economic risk
Jor two economic entities, which operate in the same geographical area, having the same object of
activity, through the instrumentation used in cost-volume analysis, this model of analysis is also a
useful tool for forecasting and managerial control.

Keywords:

Economic risk, break-even point, coverage factor, the leverage coefficient.

I Associate Professor PhD, Stefan cel Mare University of Suceava, Suceava, Romania,
cameliam@seap.usv.ro

https://doi.org/10.18662/lumproc.87

Corresponding Author: Camelia Catalina MIHALCIUC

Selection and peer-review under responsibility of the Organizing Committee of the conference

@ This is an Open Access article distributed under the terms of the Creative Commons Attribution-
Noncommercial 4.0 Unported License, permitting all non-commercial use, distribution, and reproduction in any
medium, provided the original work is properly cited




Camelia Citilina MIHALCIUC | Lumen Proceedings 6 | The 14th EIC: SDPT: ICRCL

Introduction

The changes in the global economic environment, which are taking
place, lately, at an unpredictable rate, are highlighting the fact that the
operating methods that were available in the 20" century are no longer
successful in the 21" century. The accelerated changes that occur in any
activity make today's strategy no longer effective for tomorrow. The only
way to deal with such a demanding and uncertain business environment is to
develop the internal ability to plan, organize, and to use the necessary
resources with caution. For this, it is necessary to define strategies, which
must reflect the way in which the competitiveness parameters such as speed,
flexibility, cost, quality, etc. will be, simultaneously, fulfilled.

"Experts from Western countries on the risk analysis topic consider
that there are, basically, two categories of variables that cause the highest
sensitivity of the output indicators: the cos? structure and the financial structure of
the enterprise” /7/. As regards the cost structure, it is considered to be the main
canse of economic risk, and the financial structure of the enterprise has the
potential to determine the financial risk.

Analysis of economic risk (operating risk)

"The economic activity of an enterprise, obviously, implies the
existence and manifestation of the economic (operational) risk, as a result of
the fact that cannot be correlated and, with certainty, anticipated the
elements of the operating activity result (quantity, cost, price) with the
elements of the operating process (supply, production, sales). [2]. "In other
words, the operating risk is the probability that the results generated by the
economic activity will not exceed the operating expenses, consequence of
their structure.

"The economic risk is related to the structure of operating costs
(fixed and variables) and depends on the higher or lower share of fixed
expenditures in the total expenditures." [3]

The economic (operating) risk is determined by the incapacity of the
enterprise to adapt the volume of activity to the cost structure, without
damaging the result. Any variation in the volume of activity influences the
outcome of the enterprise, particularly by generating changes in the cost
structure, proving to be risky for the enterprise.

"The risk depends not only on the general factors (sales price, cost,
turnover), but also on the costs structure and their behavior towards the
volume of activity." [4]
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The size of the operating risk is conditioned by the company's ability
to efficiently manage the cost structure and to take into account the fact that
it develops unequal sensitivity to the variations of the activity levels.
Therefore, some expenditure varies (proportionally or non-proportionally)
towatrds the volume of activity, being classified as variable expenses/costs.
Another category of expenditures presents small or almost insignificant
variability depending on the volume of activity, being considered fixed or
structured expenditures. Fixed expenditures lead to a decrease of the
enterprise flexibility because they do not have the property to adapt to the
changes of the activity volume.

"The study of the relation between the turnover, the variable costs,
the fixed costs and the result of the enterprise led to the elaboration of the
cost-volume-profit model (Break-Even Analysis), which quantifies the
effects of the turnover change on the operating result. The mathematical
quantification of this change is achieved using the calculation of the
operating leverage."[1] Thus, "cost-volume-profit analysis is oriented
towards the determination of the break-even point, meaning the point where
the total turnover (total revenues) and the total costs of a certain volume of
the enterprise activity are equal and the result determined as the difference
between these values is null.

"This model of analysis is an effective tool in risk analysis, because
the break-even point can also be categorized as a measure of the company's
flexibility in relation to the fluctuations in its activity. [2] The cost-volume-
profit analysis is also a useful tool for forecasting and for managerial control.

Determination of the break-even point and its importance in
delimiting the economic risk of the enterprise

The break-even point (equilibrium point) reflects the minimum level
of activity that the business must achieve in order to not record losses. A
positive result can be obtained, only, at a level of activity above the break-even
point. The lower the break-even point is, the lower the operating risk is.

"By revealing the correlations between cost, price and volume of
sales, the analysis of the break-even point allows clarification of some
aspects related to: the relative importance of different cost categories; how
they vary according to the volume of production, and how these variations
can be controlled; anticipating the influence of changes in the structure of
production, prices and costs on the profitability of the enterprise;
determining the production capacity necessary to reach the maximum

363



Camelia Citilina MIHALCIUC | Lumen Proceedings 6 | The 14th EIC: SDPT: ICRCL

profitability; the opportunity to accept or not contracts of a certain size, etc.
n [4]'

The use of the break-even point as a risk assessment tool requires
knowing the calculation methodology and the importance of information
provided by it. Businesses are interested in the volume of activity or
turnover threshold, the overrun of which leads to profit. "The break-even
point (Dead Point or Equilibrium Point) represents that sales value from
which the enterprise begins to earn profit. The break-even point can be
calculated in three ways: quantitative, value or as number of days, each of the
three values being useful in making decisions."

The first step in finding the equilibrium point is the delimitation of
costs in variables and fixed, using the direct-costing process, which is not
always easy to achieve because the cost criteria by their nature are sometimes
purely conventional. Thus, the assumption that fixed costs are constant is
true only for short periods of time, an increase in these costs being
determined by the increase in the sales volumes and the expansion of
production capacities. The equilibrium point configuration can be made by
using the algebraic method and the graphical method.

In order to apply the algebraic method to find out the equilibrium
point, it is assumed that the turnover (CA) obtained by capitalizing a certain
volume of production (Q*p) must cover all the expenses (CT) and profit
registration (P). The size of the profit is strictly dependent on the volume of
the sold production and its market price, which is influenced by the cost
structure and market factors, aspects revealed by the following equation:

CA=CT+P where: CV - total variable costs
CA=CV+CF+P Q - volume of production sold
Q*p=Q*cv+CF+P p - unit sales price

cv - variable unitary cost
CF - total fixed costs

Because the equilibrium point implies a profit equal to 0, it is
possible to determine the equilibrium production (Q_e), starting from which
the enterprise obtains profit, and the previous equation becomes:

Q*p=Q*cv + CF
(Q*p) - (Q*cv)=CF
Q *(p-cv) = CF

_CF
QPR_p_CV

364




Camelia Citilina MIHALCIUC | Lumen Proceedings 6 | The 14th EIC: SDPT: ICRCL

The variable cost margin method (MC1), a variant of the algebraic
method, is a key concept of the cost-volume-profit method, and is the
amount left by lowering the variable costs from the total revenue, amount
that can be used to cover fixed costs, and to generate profit. The term used
in English for this notion("contribution margin") justifies the alternative
name under which it appears, time to time, in the literature, that of the
"contribution margin". The variable cost margin method is based on the
assumption that the equilibrium point represents the value level of turnover
for the accomplish of which the fixed costs of the period are equal to the
variable cost margin.

Starting from the relation CA = CV + CF, and knowing that MCV
= CA - CV, it results that at the dead point MCV = CF. Thus, the enterprise
will record profit when the variable cost margin is higher than fixed costs
(MVC> CF).

The unitary margin on variable cost (MCV,) expresses profit growth by
selling each additional unit of product and is determined as the difference
between the unit sale price and the variable cost per unit of product:

MCV = CA - CV = Q *(p-cv) = Q * MCV,,

The coverage factor shows the percentage of each unit of measure of
sales that is available to cover fixed costs and is determined by reporting the
variable cost margin to the turnover multiplied by 100. This indicator is very
useful in the cost-volume-profit analysis because the FA expresses the share
in which the percentage increase in the volume of sales will affect the
increase of the variable costs margin, and therefore of the profit (as long as
the volume of the fixed expenses is maintained) /5/.

FA = MCV,(%) = "< * 100

The coverage factor is used to predict the change in profit (AP)
when is known the sales value increase (ACA), being a very useful indicator
in the preparation of the enterprises budgets, thus:

AP = FA — ACA

Unlike the value expression of the MCV, its percentage expression
(or FA) will ease the comparative analysis performed at the level of the same
enterprise (between different products) as well as the assessment of different
firm’s activity.
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The turnover of equilibrium (CApr) or the break-even point in units of
value that an enterprise has to achieve in order to obtain a profit equal to
zero, at the equilibrium point, can be determined by the relationship
according to which the value break-even point corresponds to the value of
the turnover for which the fixed expenses are equal to the absolute margin
on the variable cost:

CF CF
CApr= ——

FA  MCV,

The Safety Interval (1S) is one of the first indicators that shows the risk
and represents the distance to the actual sales situation of the enterprise
towards the level of sales beyond which it begins to incur losses. The safety
margin expresses, therefore, the risk of the enterprise of incurring losses by
lowering the sales volume compared to the current situation. The safety
margin indicates the distance of the enterprise to the point where it will start
to record losses; therefore, when the enterprise is at a greater distance away,
it shelters the profit. IS can be calculated as:

— value, based on sales revenue as follows: IS value = CA- PR
value (CA, )

— quantitatively, based on the quantity, as follows: IS

quantitative = CA — PR quantitative(Q,)

The safety coefficient (CS) eliminates the limitation of the safety margin
that makes it difficult to compare firms or products by expressing it
quantitatively or in value. Thus, the safety coefficient is the distance, expressed
as a percentage, of the actual (current) sales situation to the break-even
point. Like the safety interval, the safety coefficient expresses the risk of an
enterprise to record losses. Percent expression shows how much sales can be
reduced in percentage to avoid losing. The CS value should be interpreted in
the context of the sector to which the enterprise belongs; in some areas of
activity it is acceptable that in certain periods the enterprises to be closer to
the break-even point, while in others it is normal for the CS values to be
higher. The safety coefficient is determined as follows:

__ ISvalue

= %100 or CS = %100
CA

IS quantitative

CS

Parallel with 1dentifying the volume of sales or the turnover that
corresponds to the equilibrium point, the time horizon (OT) in which the
enterprise will reach at the break-even time can be determined. The process
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of determining the time horizon is easy when annual sales are made uniform
over the time.

OT = Ccﬁxsm

realised

"In the case of a multi-product enterprise, the equilibrium point can
not be expressed quantitatively just for each individual product, and if it is
desired to determine a global equilibrium point, it can be expressed only in
monetary units. In this situation, the methodology of analysis requires the
prepaid calculation of the weighted average price ( P) of the products
(according to their unit prices and the value share of each product in the
total turnover) and the percentage incidence of the unit margin on the
average sale price ( m/(p)V). Therefore, the turnover corresponding to the
critical threshold for the multi-product enterprise is determined by the

model " [1 ]
CF
CApr="Hn
p

Regarding the graphical method of configuring the equilibrium
point, is a method that presents graphically "the elements that by difference
give the benefit: on the abscissa is the volume of the production sold (Q),
and on the abscissa, turnover (CA), total costs (CT), fixed (CF) and variable
(CV). The method is applicable in the case of homogeneous production or
by product, after the distribution of expenses and proceeds from the
hypothesis of linearity of variable costs and turnover. "[3]

Depending on the content of the economic and financial indicators
used and depending on the graphical representation used, there are two
variants of the graphical representation method of the critical point: the
linear model and the nonlinear model.

Thus, in the case of the linear analysis model, variable costs (CV)
vary directly proportional with the volume of production sold (QQ), being a
linear function of the production volume. It can be considered that this
linear model of the break-even point is purely theoretical, unable to show
the complex situations encountered by the enterprise because, firstly, the
fixed costs do not present the same constant at different levels of activity
and the variable costs do not fully respect the proportionality rule. In
conclusion, the critical threshold is not a static notion; there is no "absolute
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critical point", but a threshold of profitability (break-even point), with a
certain horizon of determination.

The non-linear model of the break-even point highlights the
meaning and magnitude of the changes that occur in the cost of production,
correlated with variations that occur in the total volume of production.
Adopting the more realistic idea that between the evolution of variable
expenses and turnover is not a linear function, more break-even points are
obtained.

The enterprise "obtains profit if it sells a quantity of product that is
between the two equilibrium points. The slope of the total cost curve is the
marginal cost and the slope of the total income curve measures the marginal
income, therefore the equality of the two points marks the maximum
deviation between the two curves and the maximum profit of the analyzed
enterprise.” [1]

Operating leverage (operational)

"Called, often, economic risk, the business risk is evidenced,
precisely, by the elasticity of operating profit under the influence of the
turnover (CA), meaning that a significant change in the value of the sold
production and received leads to a significant change in the gross benefit."
6]

A careful analysis of the cost-volume-profit correlation shows that,
near the equilibrium point, the operating result varies more than
proportional reported to the volume of activity. "In business terminology, a
high degree of operating leverage, caeteris paribus, means that a relatively
small change in sales volume (in the turnover) will have as result a significant
change in the level of the operating profit." [7]

The operating leverage effect can be defined by the way in which a
variation in sales volume affects the benefits before the interest and taxes are
paid (EBIT-earnings interest and taxes). In determining the effect of the
change in the sales volume on profitability, the degree of operating leverage
is calculated (GLO) (DOL-equilibrium degree of business operation) as the
ratio between the relative deviation of operating profits and the relative
deviation of turnover, and measures the relative variation in operating result
as a result of the relative variation of the enterprise's activity.

AEBIT
GLO = -E4T where: Q — production in units
Q

AQ — production deviationin unit
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Starting from the idea that DOL (GLO) characterizes sensitivity to sales
variations, the calculation relation of CLE (operating leverage coefficient)

CLE = % where: Rexp — operating result

ARexp - variation of the operating result
Q (CA) - the volume of production/the volume of turnover
AQ (ACA) - the variation of the production volume/turnover

The operating leverage coefficient (CLE) measures algebraically the
importance of sales changing on profits, and can be calculated in two
variants /§/:

a) Depending on the physical volume of sales

ArRex vo*(pv—cv Vo*rmcv McCv,
CLE = P _ _qvo*( ) __4avo - 0

ArQ quo*(pv—cv)—CF - qugsmcv—CF - Rexpg

b) Depending on the turnover

ARexp  [qv1x(pv—cv)—CF]-[qvgx(pv—cv)—CF]

_ Rexp _ [qvgx(pv—cv)—CF| _ CAxX(1-Rcv)
CLE= = = — =
Aca C41-CAg CAx(1—-Rcv)—CF
cA CA
CAX(1-Rcv) _ cA

= CF . —
— L, CA-CA
(1-Rcv)[CA T-few) PR

The relationship between the change in operating result and the
production variation determines the degree of elasticity of the result
according to the size of the volume of activity, determining how much
increases or decreases the result of the operating activity to a 1% variation of
the production volume or of the turnover. Economic risk is present when a
1% increase in production or turnover volume corresponds to an increase of
less than 1%, or even a reduction, in the result of the operating activity.

Depending on the values of the elasticity coefficient, an enterprise
may face one of the following situations:

— unstable, in the case of CLE> 11, with a high economic
risk;

— relatively stable, in the case of CLE approximately equal to
6;

— stable, in the case of CLE <06, with a low economic risk.
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Under these three situations, it is noted that the increase in the
operating leverage coefficient, basically, shows the increase in operating risk.
[9].

The practical importance of knowing the value of operating leverage
effect is very important for business leadership, especially when business
strategies are established. The degree of sensitivity to events such as
increased competition, increased salaries, technological progress, prints to
the enterprise the risk feature and the determination of the elasticity
coefficient is a valuable tool in the process of risk taming.

Comparative assessment of economic risk (operating) risk at SC
Quatrooil and SC Servoil

"The activity of an enterprise implies, obviously, the existence and
manifestation of economic risk (operational or operating) as a result of the
fact that the elements of the result of the exploitation activity (cost, quantity,
price) cannot be, certainly, correlated or anticipated with those of the
exploitation cycle (supply, production, sales). "[10]

Starting from the financial statements of the two companies for the

years 2015, 2016 and 2017, the economic risk analysis will be carried out in
Table 1.

Table 1 Operating risk assessment

Financial exercise Relative
dé S Indicators Absolute deviation
2 Z 2015 2016 2017 deviation (*A) (A%)
Operating 23.711.707,5 20.176.418| 19.600.762,5 -575.655,5 -2,85
income (CA)
Operating 22.568.293|  19.429.236| 19.023.157,5 -406.078,5 -2,09
expenses
é Operating result| 1.143.414,5 1.494.304 747.182 -169.577 -22,69
i (1-2)
o Variable 14.274.568 12.629.003| 13.316.210 687.207 5,44
@) expenses
ﬁ Fixed expenses 8.812.874 6.906.962| 5.816.694,5 -1.090.267,5 -15,78
g 6 |Variable cost 9.436.139,5 7547415 6.284.552,5 -1.262.862,5 -16,73
o margin (MC1/)
ol |14
7 |Variable  Cost| 39,79% 37,40% 32,06% -
Margin  Rate -
Coverage  Factor
(%) (6/1)*100
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Operating  break-
even point (CApyg)
6/7)

22.148.464

18.467.812,5

18.143.151,5

-324.660,5

1,75

Safety interval (1)
(1-8)

1.562.243,5

1.708.605,5

1.457.611

-250.994,5

14,69

10

Safety  coefficient,
(CS) (9/1)%100

6,588%

8,468%

7,436%

11

Temporal - horigon
O1) (days)
(8/1)*360

336

328

333

1,52

12

Operating leverage
coefficient  (CLE)
(1/9)

15,17

11,8

13,44

1,64

13,89

SC SERVOIL SRL

Operating
income (CA)

23.877.457

20.924.465,5

19.294153,5

-1.630.312

Operating
expenses

22.558.501

20.524.540,5

19.011.800,5

-1.512.740

Operating result
1-2)

1.318.956

384.925

282.353

-117.572

Variable
expenses

12.262.812,5

13.464.669

12.493.972

-970.697

Fixed expenses

10.527.355

7.250.206,5

6.727.523,5

-522.683

Variable cost
margin (MC1/)
(14)

13.349.621,5

7.459.796,5

6.800.181,5

-659.615

Variable — Cost,
Margin  Rate
Coverage  Factor
(%) (6/1)*100

55,90

35,65

35,24

Operating  break-
even point (CApy)
65/7)

18.833.337

20.337.185

19.090.588,5

-1.246.596,5

Safety interval (IS)
(1-8)

5.044.070

587.280,5

203.565,5

-383.715,5

10

Safety  coefficient|
(CS) (9/1)%100

21,12%

2,8%

1,05%

11

Temporal - horigon

(OT) (days)
(8/1)*360

283

350

356

1,71

12

Operating leverage
coefficient  (CLE)

(1/9)

4,73

35,62

94,78

59,16

166,08

Source: personal elaboration

Based on the data in Table no. 1, corroborated with the previous
graphs, are made the following assessments, centralized in Table no. 2,
regarding the two companies analyzed from the economic risk point of view.

371



Camelia Citilina MIHALCIUC | Lumen Proceedings 6 | The 14th EIC: SDPT: ICRCL

Table 2 Interpretation of the operating risk indicators

SC QUATROOIL SRL

Variable cost margin registered a decreasing trend during the analyzed period, from
values of 9.436.139,5 RON in 2015, to 6.284.552,5 RON in 2017, a decrease of
1.262.862,5 RON, 16.73% in relative value, determined by the decrease of the turnover in
the period 2017-2016 with 2.85% corroborated with the increase of the variable expenses
by 5.44%. However, the MCV indicator is above the fixed cost level in both, 2015, 2016
as well as in 2017, which results in obtaining profit for the enterprise.

Coverage factor (FA) has, as well, a reduction in the study period, decreasing from
39.79% in 2015 to 37.4% in the following year, reaching 32.06%, which means that in
2017 from a unit of measure for selling, only 32.06% is available to cover fixed costs,
compared with 37.4% in 2016 and 39.79% in 2015.

Value break-even point (CApgr) — the level of turnover in which the enterprise registers
the null profit decreases in the analyzed period, from 22.148.464 RON in 2015 to
18.467.812,5. in 2016 and in 2017 it decreases by 1.75% compared to the previous year,
keeping the downward trend of both, fixed costs (-15.78%) and the margins on variable
costs (-16.73%).

Safety interval (IS viue)is a first indicator of operating risk, which increase in the first
part of the analyzed timeframe, but its decrease by 14.69% in 2017 compared to 2016
indicates that the enterprise's distance from the turnover - from which starts to record
losses - has decreased, because the decrease in turnover registered in the analyzed period
(2.85%) exceeded the decrease of the turnover threshold (1.75%).

Safety coefficient(CS)record levels below 10% in the three years under the review, is
indicating, according to expert studies, an unstable situation in 2015, which is improving
slightly in 2016, to worsen in 2017 by lowering this indicator from 8.468% to 7.436%.
This indicates that, in order to avoid losses, sales can be reduced by 6.58% in 2015, by
8.468% in 2016 and by 7.436% in 2017, being an indicator of the company's flexibility.

Temporal horizon(OT) indicates that in 2015, the turnover corresponding to the
equilibrium point is reached in 336 days, the following year the interval is reduced to 328
days, and in 2017 it will increase to 333 days as a consequence of the turnover decrease at
a faster pace than the value break-even point has declined.

Operating leverage coefficient(CLE)registered in 2015 expresses a risky situation, 2016
reveals a relatively stable situation, which is getting worse in 2017 when the CLE reached
13.44%, the dynamics (meaning increasing) of this indicator is showing the sensitivity
increase of the operating result to the turnover variation, and the increase in economic
risk.

SC SERVOIL SRL

Variable cost margin(MCV )registered a sharp decline in 2016 compared to 2015,
because of the turnover decreasing and rising variable expenses, and also a decrease in
2017 compared to 2016, by 8.84% as a result of a more pronounced decrease in turnover
compared to the decrease in variable expenses. However, being higher than fixed
expenses, it allows the enterprise to earn profit in 2015, 2016 and 2017.

Coverage factor (FA) declines sharply from 2015 to 2016, from 55.9% to 35.65%, then
remains relatively constant over the past two years, being around 35%, which means that
from a unit of measure sold, 35% is available to cover fixed costs. This constancy of the
FA indicator is due to the reduction of both, turnover (7.79%) and of the variable costs
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(7.2%0), as well as the fixed costs (7.2%).

Value break-even point (CApg)records, first, an increase of 7.98% between 2015 and
2016, and in 2017 a decrease , from 20.337.185 to 19.090.588,5, with 6.13%, a trend
implied by the reduction of fixed expenses by 7.2%, which means that in order to achieve
profit, the company must achieve lower turnover than in the previous year.

Safety interval (ISyauc)registered by the company during the three years analyzed is the
first alarm signal by reducing with 88.35% in 2016 compared to 2015, and by 65.33% in
2017 compared to 2016, and indicates that the company failed to be far away from the
turnover threshold, which is lower in 2017. Compared to the previous year, the safety
interval recorded in 2017 is lower by 767.431 RON, which coincides with the increase of
the exploitation risk.

Safety coefficient (CS) in the case of this enterprise, it is situated in 2015 over the level
of 10%, indicating a favorable situation, which suddenly deteriorates in the following year,
well below the level of 10% in the next two years, and there is a decrease to 0 in 2017,
indicating a very unstable situation, a rigidity of the company that, in order not to get
losses, can reduce sales by only 1.05%. Although the turnover of the two companies are
close as values, the fact that SC SERVOIL SRL fails to reduce the costs (especially the
fixed ones) with more than the decrease in turnover, implies an unfavorable situation for
this company.

Temporal horizon (OT) registered in 2015 is 283 days, increases in 2016 to 350 days,
and in 2017 it increases to 356 days, meaning that although the break-even point
expressed in monetary units has decreased, the enterprise takes more time to reach it in
2017 than in the previous year.

Operating leverage coefficient(CLE) indicates a low economic risk in 2015, the
enterprise being stable, but it’s rising in both, 2016 and 2017, far beyond the 11 level,
suggesting an unstable business situation, and the trend to increase this indicator in the
last two years prints an increased economic risk to SERVOIL SRL.

Source: personal elaboration

Conclusions

In conclusion, 2017 was a difficult year for the two reviewed
companies, which have experienced declines in turnover, corroborated with
less significant cost reductions, which has print an economic risk that needs
to be very well managed by the management of the two companies. From
the economic risk point of view, SC QUATROOIL SRL presents a lower
risk than SC SERVOIL SRL, regarding the fact that the economic result is
less sensitive to the variations of the turnover than in the case of the other
analyzed company and, as well, by a more efficient management of fixed
costs.

The activity of an enterprise is under the operating risk, but a
significant impact on its health has the structure of funding sources, impact
determined by the financial risk.
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The risk diagnosis of an enterprise is very complex, resulting from
the cumulative influence of all the risks affecting its activity (exploitation,
investment, financing).
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