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Abstract: Studying the nature of the decisions of any organization, regardless of the 
hierarchical level where action occurs, it can be observed that, almost constantly, each of 
them involves the use of financial resources. If in the current activity there are involved only 
their own financial resources, its only concern regards the manner in which they are handled, 
compared with production costs and their share in the final price. Currently, there are several 
organizations that have used only loaned capital in their actions, which led in time to the 
growth of the financial debts and implicitly to exposure to different kinds of risk. Among these 
the financial risk is considered to be essential for all the managerial actions. It is not wise to 
establish the means and ways of action intended to achieve the objectives set in the business 
strategy if you do not know what your exposure in terms of financial leverage is. On the 
background of those described, we present in this  paper three situations in which entities 
have registered negative and positive developments, according to the financial risk and 
actions taken. For those where there was found a very high risk, we suggested several courses 
of action in order to reduce their liability in relation to leverage ratios. 
Keywords: strategy, financial risk, leverages effect, return on equity, risk, uncertainty. 

 
Introduction 

The indicator of the assessment of managerial competence, of the flexibility of actions in relation to 
economic environment changes, of performance development, risk is the most investigated aspect, 
whereas it totally conditions all future work of any organization. Followed on the whole, the 
possibility of producing adverse event can be estimated, if there are frequently analysed the risks that 
directly affect the company’s ability to function, such as: the risk of exploitation, commercial risk, 
financial risk and the risk of bankruptcy. Their analysis allows, at the same time, the comparison with 
a standard of framing and assessment of the extent of risk (internal benchmarking), but also their 
reporting on the most powerful competitor in the industry of the analysed field (external 
benchmarking). 
 
The appropriate management of risks involves their knowledge, quantifying and comparing. The 
difficulty of this process consists in the multitude of the possible risks and in the high number and 
complexity of variables that are involved. 
 
In other words, the purpose of managing risk is to diminish the negative effects in a preselected field, 
at a level selected by the company. As structured approach of managing the uncertainty, the risk 
management includes: 
 the assessment (identification, analysis and evaluation) of risk; 
 strategies oriented and developed towards the management of risk, as well as procedures promoted 

for diminishing risks. 
 
By understanding and fully acknowledging the diversity of the nature, level and complexity o risks, 
the respective organization creates a pattern by which it can reconfigured and shaped, allowing 
management to act optimally. Thus, risk management helps in the formulation of the most appropriate 
decision, by taking into account uncertainty and its effect on achieving the objectives proposed and 
argues the need to draw up and apply corrective and preventive actions specific to the managerial 
reaction in a company. 
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As a result of uncertainty on the proposed objectives and commitments made by the organization, risk, 
regardless of its nature, may be interpreted as positive or negative deviation from the foreseeable 
result. Objectives can have different specific aspects for the defined purpose and the level of 
amplification can be strategic, tactical, organizational, project, product, service or process. 
 
Uncertainty is a condition or situation of the information deficiency concerning the understanding and 
knowledge about an event, with consequences and probability of occurring. The nature, the probability 
and the consequence of an event cannot be fully known. An event may occur once or several times and 
can have several causes and its probability can be determined. The importance of a priori knowledge, 
of the presence or progress of any risk categories reside in the fact that: 
 it allows the avoidance of risk; thus, the activity leading to this result will not be initiated or 

continued;   
 there can be discovered new opportunities of action that will lead to an acceptable level of the 

identified risk.   
 it can relocate the source of risk;  
 the nature and magnitude of manifestation probability can be altered;  
 the manipulation in time of consequences;  
 the intensity of consequences can be reduced by distributing, transferring or separating risk in 

more parts. 
 
The restriction of activity of Romanian entities, concretised in reducing the number from 532,688 by 
entities registered in the year 2008, up to 463,404 of entities, in the first quarter of 2011 brings to the 
attention of specialists that there has been no strategic plan to combat the phenomena which have led 
to the present state and, implicitly, there has not been given the necessary attention to risk 
management. 
 
Although, theoretically speaking, a proper management of all identified risks within the organization 
means maintaining them to an acceptable level, from a practical point of view, it is found that, the 
economic risk and financial risk are essential to merits managerial actions, and for this reason, their 
monitoring involves the quarterly evaluation, quantification and comparison of all realised indicators, 
so that it can observe any fluctuation or deviation from the foreseeable result. In order to prove the 
above, here are some examples of financial risk management, implemented in three different 
economic entities. 
 

1. General Aspects of Financial Risks   
The financial risk reflects the difficulties that may arise in the entity’s activity, since these are related 
to the reimbursement of payment obligations. The financial risk can be analyzed from at least two 
points of view: the manager’s point of view – he follows the liquidity and chargeability of its activity 
in order to maintain the financial balance and of the banking financial institutions, which should 
ensure a frequent oversight of any change in the structure or share of capital. 
 
The equity value renders the degree of the entity’s state of health, with reference to the maintenance of 
the physical or financial capital. In accordance with the concept of maintaining the physical capital, 
the profit is obtained only when the ability of exploitation of the entity at the end of the period exceeds 
the physical productive capacity at the beginning of the financial year, after the exclusion of any 
advances, contributions to or from the shareholders. 

 
According to the concept of retaining the financial capital, the profit is obtained only if the financial 
(or monetary) value of net assets at the end of the period is higher than the financial (or monetary) 
value of net assets at the beginning of the period, after exclusion of any advances / contributions to / 
from the shareholders. The maintenance or increase of equity and their efficient use of them will 
increase the performances and net assets of the entity and is reflected by the situation of equity 
changes. 
 
The documents containing the data necessary to carry out the monitoring of risk are: the financial 
statements of the company, official statistical data, the accounts and records of the bank. The financial 
risk characterises the variability of results’ indicators under the financial structure of the entity. 
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The presentation of the balance sheet is not sufficient to initiate the specification of the financial 
statement, of an entity’s probability. As a result, the balance sheet will be transformed into financial 
and operational balance sheet. According to the rules of the European directives, the balance sheet, Is 
it close to the model of financial balance, which facilitates the analysis of financial balances, since 
there is no longer necessary to regroup other elements, with the indication that the order of 
classification of the resources is reversed, the short term and the long term debts being presented 
before equity [5, 195].  
 
By analysing the balance sheet, we can identify the following indicators, on the basis of which 
companies can perform complete analysis calculations, to determine its solvency, liquidity and 
profitability: the debts to be paid within a period of one year (section F) and debts to be paid in a 
period of more than one year (section I), the demand for working capital (section G) and permanent 
capital (section H). 
 
The financial risk chracterises the variability of result indicators under the financial structure of the 
entity. The capital of an entity is made up of two components: equity and borrowed capital, who differ 
fundamentally by the generated cost. When in use, it gives an economic result which is then divided 
between shareholders through the acquisition of the net profit as interest. Therefore, the size of interest 
always causes the variability of results and thus changes the financial risk. 
 
The analysis of equity profitability variability under the financial policy of the entity is an important 
aspect of financial risk which specifically concerns shareholders. The influence of the financial 
structure on the entity’s performances has given rise to a modelling known as “the levier effect”. 

The financial lever effect expresses the influences that the entity’s indebtedness has on the profitability 
of equity.  

The financial lever effect, respectively the variation of equity profitability rate, depends on the 
relations which exist between the economic profitability rate, the average cost of financial debt 
(interest rate) and the level of indebtedness. 

 
Cpr

Dft
)RdR(R R RERERF   

 where: 
 RRF – Return on equity 
 RRE – Economic profitability 
 Rd – Interest rate 
 Dft – Total debts 
 Cpr – Equity 
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– Leverage ratios 
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– The leverage effect 

 
The incidence of indebtedness on the financial profitability is determined by the relation between the 
economic profitability and interest rate, as follows : 

 if RRE > Rd  => there is a positive effect of indebtedness, which makes  RRF > RRE. The 
financial profitability increases in direct proportion with the indebtedness rate, the entity 
being stirred to maximise the indebtedness degree (levier). 

 if RRE = Rd => the effect of indebtedness is zero, whatever the rate of indebtedness. In this 
case RRF = RRE. 

 if RRE < Rd => there is a negative indebtedness effect which leads to RRF < RRE. The 
financial profitability decreases in indirect proportion with the indebtedness rate, thus the 
entity will have to minimize the indebtedness degree (levier)  
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Economic rate of return reflects the relationship between the economic result and the means engaged 
in order to obtain it and is deretmined by the relation: 

100*
assets Total

profit Gross
RRE   

The importance of knowing the economic rate of return lies in the fact that it does not depended on the 
financial structure, or the state fiscal policy who regulates the tax on profit, or exceptional items. 
 

2. The Financial Risk for the Three Analysed Entities 
In order to analyse all the possible scenarios of the financial risk and its management, three different 
entities were selected and included in the research, from the point of view of  the basic activity, 
number of employees and performance.  
 
The first analysed entity activates in the field of the maintenance and repairs of the auto vehicles. The 
indicators used and the calculation methodology applied are presented in the table no. 1. 
 

Table no. 1.  The financial risk in the case of the first entity 

No. Specification m.u. Symbol 
Analysed period 

2009 2010 2011 

1 Equity lei Cpr 474,010 500,289 441,395 

2 Total debts lei Dt 461,890 584,681 1,225,761 

3 Gross profit lei Pb 220,278 33,083 -58,894 

4 Total assets lei At 1,204,840 1,324,442 1,650,831 

5 
Financial 
expenses 

lei Cf 52,630 30,358 27,075 

6 
Economic 
profitability 

% Re = Pb/At 18.28 2.50 -3.57 

7 
Leverage 
ratios 

% Gî = Dt / Cpr 0.97 1.17 2.78 

8 Tax rate % i 16 16 16 

9 Interest rate % d 8 6.25 6.25 

10 
The leverage 
effect 

  
Lf = (Re - d) x 

Gî 
10.02 -4.39 -27.26 

11 
Return on 
equity 

% Rf  = Re + Lf 28.30 -1.89 -30.83 

 
The analysis of the financial risk in terms of leverage, during 2009-2011, indicates a weak 
performance, except for 2009, which is why, it is necessary to apply urgent actions, in order to reduce 
the volume of the financial expenses, by refinancing the existing loans, if this leads to a more 
advantageous interest rate. Along with it, the management of the company must integrate in its 
upcoming actions at least one strategy that will lead to the growth of the client’s portfolio, so that, 
getting a higher operating income, above the costs of the services provided, the operating result may 
also cover the financial loss caused by the huge difference between the level of the financial incomes 
and financial expenditures, having as purpose the obtaining of an acceptable profit.  
 
The graphic evolution of the financial risk, in the analysed period is presented in accordance with 
figure no. 1.  
 
The second entity has 36 employees and it is well regarded among the suppliers of plastic ware for 
constructions. In the past years, the company has focused the management of its actions on the 
development of the retail market. 
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Figure no.1. Financial risk in case of the first  entity 
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In this case, the indicators used and the calculation methodology applied for the evaluation of the 
financial risk are presented in the table no. 2. 
 

Table no. 2.  The financial risk in the case of the second entity 

No. Specification m.u. Symbol 
Analysed period 

2009 2010 2011 

1 Equity lei Cpr 1,414,339 1,727,345 4,182,991 

2 Total debts lei Dt 9,323,795 17,306,721 17,153,796 

3 Gross profit lei Pb 104,640 365,315 598,281 

4 Total asset lei At 10,742,755 18,348,336 20,144,685 

5 
Financial 
expenses 

lei Cf 101,232 411,286 738,493 

6 
Economic 
profitability 

% Re = Pb/At 0.97 1.99 2.97 

7 
Leverage 
ratios 

% Gî = Dt / Cpr 6.59 10.02 4.10 

8 Tax rate % i 16 16 16 

9 Interest rate % d 8 6.25 6.25 

10 
The leverage 
effect 

  
Lf = (Re - d) 

x Gî 
-46.32 -42.67 -13.45 

11 
Return on 
equity 

% Rf  = Re + Lf -45.34 -40.68 -10.48 

 
In the years 2009-2011, the entity has faced the worst period of its existence, because, for the 
extension of the production capacity, various actions were applied, and many financial resources   
were invested. All this has lead to the growth of the total debts and financial risk. The leverage effect 
indicates weak performances, but it also reveals the fact that the management of the company took 
actions in order to reduce this negative aspect. It would be wise that the first management action will 
lead to the increase of equity, along with all other measures regarding the volume of the financial 
expenses. 
 
From a graphic point of view, the second entity records from 2009 until 2011 a financial risk presented 
in accordance with figure no. 2.  
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Figure no. 2.  Financial risk in case of the second entity
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The last entity included in the research, has the advantage of being one of the leading manufacturers 
on the market of aeronautical products. Subjected to great challenges caused by the foreign economic 
environment, the company managed to overcome the moment, because it used, in its strategic plans, 
methods that allowed it to estimate correctly the flexibility in relation to the potential risks, taking the 
best possible decisions regarding the utility and origin of the financial capital invested. Being a good 
example in terms of the study conducted, we present, in table no. 3, the obtained values of the 
leverage.  
 

Table no. 3.  The financial risk in the case of the third entity 

No. Specification m.u. Symbol 
Analyzed period 

2009 2010 2011 

1 Equity lei Cpr 
85,601,291 102,346,114 142,440,460 

2 Total debts lei Dt 18,096,309 13,446,523 18,119,220 

3 Gross profit lei Pb 13,391,222 15,406,077 17,049,140 

4 Total asset lei At 103,701,297 115,792,973 160,559,680 

5 
Financial 
expenses 

lei Cf 4,014,543 6,150,581 5,011,692 

6 
Economic 
profitability 

% 
Re = 
Pb/At 

12.91 13.30 10.62 

7 
Leverage 
ratios 

% 
Gî = Dt / 

Cpr 
0.21 0.13 0.13 

8 Tax rate % i 16 16 16 

9 Interest rate % d 8 6.25 6.25 

10 
The leverage 
effect 

  
Lf = (Re - 

d) x Gî 
1.04 0.93 0.56 

11 
Return on 
equity 

% 
Rf  = Re + 

Lf 
13.95 14.23 11.17 

 
As expected, during the entire analysed period, the company records positive values for all its 
indicators, values that lead to the increase of the financial return, as a result of an average interest rate 
lower than economic return. In this case, the leverage had a positive effect and has not overcome the 
maximum recommended value of 100.  
 
The graphic evolution of the financial risk in the analysed period is presented in accordance with 
figure no. 3. 
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Figure no.3. Financial risk in case of the third entity 
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The economic rate of return and the rate of return on equity for the three entities are presented in 
figure no. 4 and figure no. 5 
 

 
Figure no. 4 Economic profitability 

 

 
Figure no. 5 Return on equity  
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Conclusions 

Whatever the financial results achieved, we consider that it is necessary, at any time, that any action 
taken by the management of the company, to be scientifically substantiated, in order to avoid the 
downturn or even bankruptcy. The evolution of information technologies and computers contribute to 
the modernization of management tools, but the organization added value through their use should be 
discovered by managers. Therefore, we believe that the risk management is one of the most important 
aspects that must be well managed in any organization and at the level of each function. 
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