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Abstract 


The diploma thesis is focused on a project financed by one of the EU Structural funds 
 and specification of risk management processes which could ensure sustainability of the 
 project  required  by  grant  authorities.  The  author  undergoes  the  whole  process  of  risk 
 management plan development including risk identification, risk analysis, and searching 
 for  appropriate  responses  to  risks  which  were  found  to  be  significant.  The  risk 
 management  process  is  rounded  off  by  a  final  risk  register  proposing  a  way  of  risks´ 


elimination.  



Abstrakt 


Diplomová práce je zaměřena na projekt financovaný strukturálním fondem EU a určení 
 procesů řízení  rizik,  které  by  mohly  zajistit  udržitelnost  projektu,  jež  je  vyžadována 
 poskytovatelem  dotace.  Autor  prochází  celým  procesem  vývoje  plánu řízení  rizik 
 zahrnujícím  identifikaci  rizik,  jejich  analýzu  a  hledání  vhodných  odezev  na  významná 
 rizika. Proces řízení rizik je završen finálním registrem rizik s návrhy na jejich eliminaci.  
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Introduction 


Structural  funds  of  European  Union,  meaning  European  Social  Fund  and  European 
 Regional  Development  Fund,  finance  wide  scale  of  helpful  projects.  Many  innovative 
 projects  supporting  for  example  employment,  education  or  infrastructure  development 
 would not be realized without help of these funds. 


The author has already conducted Bachelor’s thesis focused within this field. The thesis 
 aimed to develop project which could apply for a grant from European Social Fund and 
 to define all parts of the way from a project idea to a grant request submission. At this 
 time,  the  author  wants  to  focus  on  a  different  aspect  of  EU  funding.  After  several 
 months  from  submission  of  the  grant  request,  successful  applicants  get  the  grant  and 
 then  realize  their  projects  (usually  within  3  years).  However,  comprehensive  controls 
 made by grant authorities do not end with the project finalization because one part of a 
 contract between beneficiary and the grant provider requires specific project outputs and 
 activities  to  be  maintained  for  next  several  years.  This  period  (project  is  finalized  but 
 can  still  be  controlled  and  deficiencies  sanctioned)  is  called  sustainability  period  and 
 has  to  last  mostly  for  5  years.  The  sustainability  is  not  financed  by  EU  funds, 
 nevertheless, the beneficiary has to ensure that subscribed outputs are kept functioning.  


One  way  to  enhance  project’s  chances  to  succeed  and  stay  sustainable  is  to  eliminate 
 situations which could have a negative impact on fulfilment of project objectives. This 
 is the field this thesis is focused at.  


This thesis is divided into 3 main parts. The first one is a literature review related to the 
Regional  policy  of  EU,  risk  management  processes  and  methods,  and  definition  of 
project sustainability. This is followed by an analytical part dealing with the process of 
risk  identification  and  analysis.  Final  part  of  the  thesis  is  then  focused  on  planning 
responses to significant project risks. 
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Executive Summary 


Structural funds of European union support many projects by a very significant amount 
 of  money.  Some  projects  are  financed  by  these  funds  from  100  %.  This  form  of 
 financing  also  brings  a  lot  of  specific  conditions  and  requirements  to  fulfil.  The 
 applicant  has  to  fulfil  strict  conditions  when  applying  for  the  grant,  when  drawing  the 
 grant  and  realizing  his  project  and  also  after  the  project  realization.  The  project  has  to 
 be  sustainable  and  certain  outputs  maintained  for  5  years  after  the  project  is  finalized 
 and  grant  funding  finished  (a  period  required  by  most  operational  programmes). 


Surprisingly,  it  is  very  often  more  difficult  to  keep  the  sustainability  rule  then  rules 
 connected  to  a  phase  of  a  project  realization  as  in  a  hectic  period  of  preparation  of  a 
 project  intention  and  a  grant  request,  the  applicants  often  do  not  find  time  to  consider 
 possible hazards tied to remote period after the project realization.  


Many  different  controls  conducted  by  grant  authorities  check  fulfilment  of  given 
 regulations  during  the  project  realization  as  well  as  during  the  project  sustainability 
 period.  These  controls  can  check  fulfilment  of  obligations  retroactively,  meaning  that 
 the  subject  can  be  sanctioned  for  shortcomings  of  project  realization  even  a  long  time 
 after the project is finished. During this time, a many unexpected situations can appear 
 and  many  uncertainties  are  present.  Simply  said,  there  are  threats  present  during  the 
 whole project life cycle which may turn into losses and damages. The word “may” from 
 previous sentence can be explained as a risk. Other way of defining “risk” is that it is a 
 problem that has not happened – yet.  


The main aim of the thesis is to find an effective way how to eliminate those risks and 
thus  enhance  the  project’s  chance  to  be  successfully  realized  and  sustainable.  In  other 
words,  the  aim  of  the  thesis  was  to  prepare  a  risk  management  plan  (RMP)  for  a 
project  financed  by  one  of  the  Structural  funds  of  EU,  which  explains  how  a  project 
manager and project team should deal with project risks.  



(11)However,  the  risk  management  plan  is  an  output  of  a  long  and  complex  risk 
 management  process  and  there  were  two  other  goals  to  be  achieved  before  the 
 development of the plan could begin. 


Firstly, it was necessary to become well acquainted with EU Structural funds as tools of 
 fulfilling Regional policy  objectives, their  functioning, and also with risk management 
 processes and methods. Secondly, a set of analyses had to be conducted to assess risks 
 of the project.  


The  author  does  not  focus  on  the  discovery  of  a  universal  risk  management  plan, 


„generalizable truth“ valid for every single project funded by Structural funds. Instead, 
emphasis  is  placed  on  exploration  of  one  specific  case,  one  unique  project,  thus  the 
method  of  this  thesis  elaboration  is  a  case  study.  The  case  (the  analysed  project)  is 
concerned  in  development  of  a  second  Business  Incubator  Brno-South  and  it  is 
financed  partially  by  European  Regional  Development  Fund.  The  risk  management 
plan  is  usually  being  developed  (if  at  all)  when  the  applicant  is  announced  about  the 
grant provision. The author selected a case in the same situation. It is very important to 
mention that the plan is valid for the moment of its “publishing”. It has to be actualised 
on  regular  basis  to  be  useful  and  up  to  date  as  the  level  of  risk  in  the  plan  can  be 
relevant during one phase of the project realisation but not in the next one. 
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1  Theoretical Basis of the Work 



1.1  EU Regional and Cohesion Policy 


Regional  policy  (RP)  is  a  policy  of  solidarity  presented  as  the  vehicle  for  delivering 
 regional  aid.  The  EU  is  one  of  the  most  prosperous  economic  zones  in  the  world, 
 however,  there  are  disparities  among  the  271  EU  regions.  Regional  inequalities  may 
 result  from  longstanding  handicaps  imposed  by  geographic  remoteness  or  by  more 
 recent  social  and  economic  change.  This  frequently  causes  social  deprivation,  poor 
 quality schools, higher joblessness and inadequate infrastructures. (17) 


The EU wants to ensure that benefits of integration are as widely spread as possible and 
 the development is as balanced as possible in geographical terms throughout the Europe. 


(15)  In  other  words,  the  aim  of  regional  policy  of  EU  is  to  give  all  European  citizens 
 equal opportunities wherever they live in Europe.  


It  is  sometime  argued  that  the  objectives  of  Cohesion  policy  are  either  unclear  or  too 
 wide.  This  part  of  theoretical  base  is  important  to  understand  better  the  policy,  its 
 functioning and mainly the endowment system procedures. 


1.1.1  Evolution of EU Regional and Cohesion Policy  


The idea of structural aid for deprived regions started taking shape in 1970s. Jean Rey 
 (1968), the President of the European Commission between 1967-1970, said: “Regional 
 Policy in the Community should be as the heart is in the human body…and should aim 
 to reanimate human life in the regions which have been denied it”.  In 1972, the Heads 
 of State and Government adopted conclusions in Paris which described Regional Policy 
 as “an essential factor in strengthening the Community”. (15) 


Start of real action with real resources begun with the “Thompson Report” in 1973. It 
concluded  that  “although  the  objective  of  continuous  expansion  set  in  the  Treaty  has 
been  achieved,  its  balanced  and  harmonious  nature  has  not  been  achieved”. 



(13)Consequently,  the  European  Regional  Development  fund  (ERDF)  was  set  up  in  1975 
 for  a  three-year  period  with  the  objectives  of  correcting  regional  imbalances  due  to 
 predominance of agriculture, industrial change and structural unemployment. (14, 17) 


Regional  Policy  in  the  1980s  meant  certain  breakthrough.  In  1986,  the  Single 
 European  Act  (SEA)  laid  the  basis  for  a  genuine  cohesion  policy.  New  countries 
 (accession  of  Greece,  Spain  and  Portugal)  brought  increased  regional  disparities  and 
 funding became key mean of bringing wealth up to EU average. The adoption of single 
 market  programme  in  1985  also  helped  to  set  the  basis  for  genuine  cohesion  policy 
 designed  to  offset  the  burden  of  the  single  market  for  the  less-favoured  regions  of  the 
 Community.  The  SEA  provided  for  the  transformation  of  the  Common  Market  into  a 
 single market on 1 January 1993. (16, 17) 


In  1988,  the  Council  adopted  first  regulation  integration  on  the  Structural  Funds.  The 
 funds included the European Social Fund (ESF, since 1958), the European Agricultural 
 Guidance  and  Guarantee  Fund  (EAGGF,  since  1962),  and  the  ERDF;  co-financing 
 projects which had been selected beforehand by Member States. (14, 17) 


4 key principles were introduced, which made the funding more strategic (16, 17): 


 CONCENTRATION: focusing on poorest regions,  


 PARTNERSHIP: involvement of regional and local partners, 
  PROGRAMMING: multi-annual programming, 


 ADDITIONALITY: EU expenditure must not substitute national.  


In  summary,  we  can  describe  the  period  between  1989  –  1993  as  a  period  of  rules 
 standardisation  and  fund  management  decentralisation.  A  major  shift  from  annual 
 project  selection  by  Member  States  (MS)  and  adoption  by  the  European  Commission 
 towards  a  more  strategic  and  multi-annual  programming  built  on  a  wide  partnership 
 between regions, MS and the European Commission. (14) 


Annual payments increased from about ECU 6,4 billion in 1988 to ECU 20,5 billion in 
1993, and their relative share jumped from 16 to nearly 31 % of the EU budget. (17) 



(14)Jacques Delors (1989), President of the European Commission between 1985 and 1995, 
 said: 


“Europe  sees  its  future  as  striking  a  balance  between  competition  and 
 cooperation, ... Is this easily done? No. ... If we left things to their own devices, industry 
 would  be  concentrated  in  the  north  and  leisure  pursuits  in  the  south.  ...  Man’s 
 endeavour and political aspiration is to try to develop a balanced territory.” (14) 
 g infrastructure Jacques  


The period between 1994 - 1999 was a time of “doubling the effort”. In December 1992, 
 the  European  Council  decided  on  the  financial  perspective  for  the  period  1994  -1999 
 and ECU 168 billion was set aside for the funds (a doubling of annual resources). New 
 Cohesion Policy regulations were adopted by the Council in 1993, which now included 
 the Financial Instrument of Fisheries Guidance and the Cohesion Fund. (14, 17) 


There were 2 major efforts of the period 2000  -  2006: efficiency (simplification design 
 and  procedures)  and  preparation  for  enlargement.  “Agenda  2000”  paved  the  way  for 
 biggest ever enlargement of the EU - 10 new Member States joining in May 2004. This 
 enlargement brought up 20 % in the EU population, but only 5% increase in GDP. (14) 


1.1.2  Cohesion Policy 2007 – 2013: An Overview 


The highest concentration ever of resources on the poorest Member States and regions, 
 the  inclusion  of  all  regions,  and  a  shift  in  priorities  set  to  boost  growth,  jobs  and 
 innovation, these are in a nutshell the major latest changes of EU Cohesion Policy. The 
 specific  aid  of  rural  development  and  fisheries  funds  (former  EAGGF  and  FIFG)  now 
 come under the new European Agricultural Fund for Rural Development (EAFRD) and 
 the European Fisheries Fund (EFF). Also RP share within EU budget is growing (to €50 
 billion p.a.; circa 36% of EU budget). (50) 


The current (2007 – 2013 period) priority objectives are defined as follows (21, 50): 


 Convergence:  aims  at  speeding  up  the  convergence  of  the  least-developed 
 Member States and regions defined by GDP per capital of less than 75 % of the 
 EU average; 


 Regional Competitiveness and Employment: covers all other EU regions with 
the  aim  of  strengthening  regions'  competitiveness  and  attractiveness  as  well  as 
employment; and 



(15) European  Territorial  Cooperation: based on the Interreg initiative, support is 
 available for cross-border, transnational and interregional cooperation as well as 
 for networks.  


Cohesion Policy for 2007 - 2013 


Total: around 347 billion euros (current prices)


8,72 54,96


283


European Territorial
 Cooperation


Regional Competitiveness
 and Employment


Convergence


The  whole  European  Union  is  covered  by  one  or  several  objectives  of  the  cohesion 
 policy.  To  determine  geographic  eligibility,  the  Commission  bases  its  decision  on 
 statistical  data.  Europe  is  divided  into  various  groups  of  regions  corresponding  to  the 
 classification known by  the acronym NUTS (common nomenclature of territorial units 
 for statistics). (21) 


The number of financial instruments for cohesion is reduced to three (14, 17):  


-  ERDF  -  covers  programmes  involving  general  infrastructure,  co-operation, 
 innovation, and investments. 


-  ESF- pays for vocational training projects and other kinds of employment assistance, 
 and job-creation programmes, social inclusion and tackling discrimination. 


-  CF  -  covers  environmental  and  transport  infrastructure  projects  as  well  as  the 
 development of renewable energy (for countries whose living standards are less than 
 90% of the EU average). 


Graph 1: Cohesion Policy for 2007 – 2010. (50) 



(16)1.1.3  Policy Stages 


General  provisions  on  the  Structural  Funds  and  the  Cohesion  Fund  are  laid  down  by 
 Council Regulation  (EC) No 1083/2006 of 11 July  2006. The Structural Funds budget 
 and the rules for its use are decided by the Council and the European Parliament on 
 the basis of a proposal from the European Commission. (52) 


The  "Community  Strategic  Guidelines  on  Cohesion"  identify  the  Community 
 priorities  to  be  supported  by  the  Cohesion  policy.  Each  Member  State  prepares  a 
 National  Strategic  Reference  Framework  (NSRF),  coherent  with  the  Strategic 
 Guidelines. The document defines strategy  chosen  by  a  MS  and  proposes  a  scheme  of 
 operational programmes. (58) 


The Commission validates certain parts of the NSRF that require a decision, as well as 
 each operational programme (OP). The OP present priorities of a Member State as well 
 as the way in which it will lead programming. (16 ,52) 


   Table 1: Objectives, Structural Funds and Instruments. (51) 



(17)Community Strategic Guidelines on Cohesion 
   


National Strategic Reference 
 Framework 


  


Operational Programme XY 


Priority Line/Axis Z 
   
 Intervention Area 


Z.1 


            Programme 


level 


Project level    


Projects 


The  Member  States  and  their  regions  then  have  the  task  to  select  the  thousands  of 
 projects, to monitor and assess them. All this work takes place through what are known 
 as  management  authorities  in  each  country  and/or  each  region.  The  Commission 
 commits  the  certified  expenditure  per  Member  State  (MS),  monitors  each  operational 
 programme alongside the Member State and submits strategic reports. (52) 


1.1.4  Future Priorities for Cohesion Policy  


Today,  the  world  is  undergoing  fast  changes  in  connection  with  the  economy  getting 
 global and a huge number of players mutually influencing each other. Current Cohesion 
 policy  (CP)  programmes  cover  the  period  2007-13,  however  the  debate  on  post-2013 
 policy is already under way. Important challenge for the public European policy will be 
 to ensure safe exit from extraordinary measures realized in reaction to the crisis. 


Bachtler  and  Gorzelak  see  added  value  of  the  policy  in  leverage  effect  of  additional 
 resources,  multi-annual  planning,  partnership,  monitoring  and  evaluation.  Also 
 interregional cooperation, sharing of best practices and support for other EU objectives 
 such as sustainable development are benefits of Cohesion policy. Nevertheless, there are 


Picture 1: Regional Policy Stages. (58) 



(18)still  shortcomings  waiting  to  be  solved.  (15,  48)  They  include  complexity  of 
 management  and  control  structures,  complicated  bureaucratic  processes,  varied 
 performance  of  the  policy  between  countries  and  regions,  it  is  unclear  in  some  MS  if 
 effects are consistent with policy, monitoring and evaluation is undermined by poor data.  


It  is  clear  that  the  effectiveness  of  the  policy  needs  to  be  increased.  For  possible 
 beneficiaries,  especially  complexity  and  rigidity  of  rules  and  procedures  are  often 
 unacceptable obstacles. 


In December 2008, the Commission published “Regions 2020” report which concludes 
 that the policy’s framework needs to be adapted to help regions improve how they deal 
 with  globalization,  ageing  populations,  and  climate  and  energy  challenges.  Also 
 need for generating innovative ideas and approaches has been emphasized. (48) 


Commissioner Paweł Samecki, with his term in office drawing to a close, presented in 
 December 09 an orientation paper on the future CP summarizing following issues (55): 


 improving  the  way  regional  and  local  resources  from  all  territories  are  used 
 (such as better integration between Community funds), 


 focusing  the  policy  more  on  results  so  that  its  impact  can  be  measured.  This 
 requires better monitoring and evaluating systems,  


continue simplifying the process used to implement the policy (for example, MS 
 fulfilling  certain  requirements  would  not  be  obliged  to  undergo  or  carry  on 
 controls), 


 helping  regions  to  deal  with  future  challenges.  Financial  crisis  followed  by 
 economic recession showed that even such a big change is not predictable.  


Financial  and  economic  crisis  showed  structural  weaknesses  in  many  countries  and 
 regions  in  Europe  regardless  the  level  of  their  economic  or  social  development. 


Convergence processes among MS could slow down in following years as there is lower 
economic  growth  and  fiscal  reduction.  It  is  necessary  to  find  the  way  out  of  this 
situation and restructured Regional (Cohesion policy) could be a powerful tool. (49, 55) 
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1.2  The Process of Grant Requesting 


The long and complex process begins with a project idea. Subsequently, it is necessary 
 to find out which operational programme is appropriate for that kind of project idea. In 
 the  Czech  republic,  there  are  thematic  and  regional  operational  programmes  (OP) 
 which can be the primary lead to choose the correct programme. After this, it is needed 
 to choose right priority axis and intervention area within the axis. The project has to be 
 completely consistent with the OP intentions. 


Project requests are being collected when Call for proposals (limited period of time) is 
 announced  on  websites  of  responsible  authority.  Project  request  is  the  key  document 
 for  requesting  a  grant.  It  takes  several  weeks  or  even  months  to  complete  the  request 
 documentation. Since grants cover a very diverse range of fields, the specific conditions 
 (and required  enclosures such as a statutory declarations, certificate of  incorporation, 
 budget, feasibility study etc.) vary from one programme to another. (18, 20) 


All  applications  are  examined  and  evaluated  on  the  basis  of  criteria  that  have  clearly 
 been announced in the Call. This evaluation part  takes several months (usually 3 – 6). 


The  EU  does  not  finance  projects  up  to  100%;  however,  some  programmes  make 
 possible  to  cover  all  the  project  acknowledged  expenses  thanks  to  national  budget 
 contributions.  The  grant  is  usually  paid  retroactively  –  after  project  or  its  phase  is 
 realized. (18, 20) 


If the project is found to be appropriate for funding, a Contract about financing will be 
 signed.  This  is  a  good  time  for  celebration,  but  also  just  the  beginning  of  a  long  way 
 which is full of bureaucracy, monitoring reports, requests for payments and controls.  


Beneficiary has to fulfil a lot of conditions depending on the programme and type of a 
submitted  project.  Requirement  which  has  to  always  be  fulfilled  is  to  keep  the  project 
outputs  “alive”  for  a  certain  period  of  time  –  in  other  words,  to  ensure  the  project 
sustainability. (18, 20) 



(20)
1.3  Project Sustainability 


Sustainability can be explained in many ways, for example (3): 


 To keep in existence; maintain (The American Heritage); 


 The ability of a system of any kind to endure and be healthy over the long term. A 


“sustainable  society”  is  one  that  is  healthy,  vital,  resilient,  and  able  to  creatively 
 adapt to changing conditions over time. (Top 10 by 2010, Southwest Louisiana); 


 The ability of an organization to develop a strategy of growth and development that 
 continues  to  function  indefinitely.  (Dorothy  A.  Johnson  Centre  for  Philanthropy  & 


Leadership).  


Project Sustainability does not mean maintaining staff positions or all activities, and it is 
 not  dependent  on  grant  funding;  it  is  about  maintaining  the  outcomes,  goals  and 
 products of a project. (3) In terms of EU funding, project sustainability means certain 
 period of time during which beneficiary has to maintain particular project outputs. The 
 beneficiary is obliged to maintain the outputs by Contract about grant provision (Article 
 57  Council  Regulation  (ES)  No  1083/2006).  Every  OP  specifies  the  sustainability 
 period  (usually  5  years).  The  period  starts  when  the  project  is  realized  and  EU  grant 
 financing  finished.  (22)  Required  sustainability  fulfilment  can  be  controlled  by 
 appropriate  authorities.  In  case  they  find  out  that  outputs  are  not  maintained  in  agreed 
 way, the beneficiary can be bound to pay back the grant.  


Applicants  requesting  grant  have  to  prove  they  count  with  risks  which  can  appear 
 during  the  period  of  project  realisation  –  a  brief  risk  analysis  is  a  mandatory  part  of  a 
 grant  request  form.  Nevertheless,  they  have  to  keep  certain  outputs  alive  for  5  years 
 after  the  project  is  realized  and  nobody  cares  about  how  the  beneficiary  will  do  this. 


Neither money needed for the sustainability period are included in grant budget. (22) 


Although  it  may  seem  difficult  to  imagine  at  the  start  of  a  project,  the  time  will  come 
 when the project ends. Sustainability is, however, not something that only needs to be 
 considered  at  the  end  of  a  project.  Indeed,  at  that  stage  it  may  already  be  too  late. 


Following  part  of  the  thesis  is  focused  on  risk  management  of  a  project  to  ensure  its 


“sustainability”. Nevertheless, this definitely does not mean to start managing risk at the 
beginning of the sustainability period. 



(21)
1.4  Risk Management 


Why  risk  management  is  so  important  and  discussed  recently?  Study  made  by 
 PricewaterhouseCoopers  and  International  Bank  for  Reconstruction  and  Development 
 gives  simple  answer  to  this  question  -  every  kind  of  uncontrolled  risk  may  lead  to 
 financial  losses.  (32)  Risk  is  concerned  with  every  organization,  however,  the  bigger 
 and more complex the organization is, the higher profit it can gain from managing risk.  


Projects financed by EU funds are specific. They need to fulfil same conditions as other 
 business projects and also special requirements set by EU and Member State authorities. 


Although managing risks of these project to ensure their sustainability is very important, 
 it is not widely discussed. Nevertheless, breach of “sustainability” obligations can cause 
 that the beneficiary loses grant and consequently may bankrupt. (5, 32) 


1.4.1  Definition of Risk and Risk Management 


It is necessary to make difference between risk and threat. Kafka’s definition says that 
 threat is a source of potential damage or loss and risk is the possibility, that a threat will 
 cause  the  loss  or  damage.  For  example,  stairs  may  illustrate  threat  and  risk  is  the 
 possibility of injury. Risk could be also explained positively (opportunity), however the 
 author is now going to work with the “negative” definition. 


The  definition  and  also  approach  to  risk  has  been  changing  over  the  time.  Following 
 quotes chronologically illustrate the evaluation. (11, 42) 


 “Measurable uncertainty” (Knight, 1971); 


 “Combination  of  the  probability  of  occurrence  of  harm  and  the  severity  of  that 
 harm” (ISO/IEC Guide 51:1999); 


  “Chance  of  something  happening  that  will  have  an  impact  on  objectives” 


(AS/NZS 4360:2004); 


 “Exposure to unfavourable circumstances” (Doskočil and Rais, 2007); 


 “Effect of uncertainty on objectives” (ISO 31000:2009; Draft). 



(22)All  activities  of  an  organization  involve  risk.  Organizations  of  any  kind  face  internal 
 and external factors and  influences that make it uncertain whether, when  and to which 
 extent the company will achieve or exceed their objectives. 


Risk management (RM) means complex, long-term and systematic set of rules shaping 
 our approach to uncertainty and risk, which can be applied across an entire organization, 
 to  its  many  areas  and  levels,  as  well  as  to  specific  functions,  projects  and  activities.  It 
 includes  checking  of  active  and  passive  dangers,  risks  detection,  risk  assessment, 
 identification  of  overall  risk  load  in  organization,  risk  regulation,  monitoring  of 
 potentially threatening occasions and risk management cost reporting . (5, 32)  


Risk management has been evolving (32): 


from    to 


Identification and evaluation of risks   Risk portfolio creation 


Focus on all risks  Focus on critical risks 


Risk minimization  Risk optimization 


Risk with no owner    Responsibility for defined risk 
 Quantification of accidental risk  Monitoring and measuring 


Risks, which are not my responsibility  Risk, which are responsibility of all 


Project risk management delivers the following values (46):  


 contributes to project success, 


 recognizes uncertainty and provides forecasts of possible outcomes, 


 produces better business outcomes through more informed decision-making, 
  is a positive influence on creative thinking and innovation, 


 offers better control – less overhead and less time wasted, focus on benefits, 
  helps senior management to understand what is happening with the project and 


the challenges the project has to overcome. 


The  aim  of  risk  management  is  not  to  manage  all  risks  and  try  to  avoid  them.  It  is 
necessary to evaluate RM effectiveness  – simply said to evaluate its costs and revenues. 



(23)1.4.2  Historical Evolution of Risk Management 


The origins of risk management are as old as the Code of Hammurabi (Babylonian king 
 1795-1750  B.C.).  This  code  of  laws  is  the  earliest-known  example  of  a  ruler 
 proclaiming  publicly  to  his  people  an  entire  body  of  laws.  What  is  important,  it  also 
 includes  specific  kind  of  insurance  of  non  realized  shipment.  Since  that  the  insurance 
 was a long time the main way of managing risks by companies. (32, 54) 


This  changed  in  1960s  and  1970s  when  insurance  was  swapped  rather  for  protection 
 against losses caused by business activities. This period is  called  the  first  age  of  risk 
 management. Of course, insurance is still powerful tool to manage non-entrepreneurial 
 risk. (32, 54) 


During  the  second  age  of  risk  management  (1970s  –  1980s)  quality  evaluation  and 
 standards  of  product  requirements  appear.  Protection  of  risks  (and  prevention)  is 
 required legislatively  not only in terms of  customers safety but also the environmental 
 one. (32, 54) 


The third age of risk management (since 1995, Australian risk management standard 
 publication)  is  the  time  when  financial  market  reporting  become  important.  In  1999, 
 Turnbull  Report  was  published,  focusing  on  internal  financial  controls  and  better  risk 
 monitoring, and also EU started with accounting standardization (better comparison and 
 evaluation possibilities for investors). (32, 54) 


Other  risk  management  standards  appeared  subsequently  –  in  2001  Japan  introduced 
 risk management system JSI Q 2001:2001; British risk management institute introduced 
 own  risk  management  standards.  In  2004,  an  American  organization  COSO,  presented 
 document  called  Enterprise  Risk  management  –  Integrated  Framework,  in  reaction  to 
 the Enron scandal. (32) 


During  the  third  age  of  risk  management,  companies  are  forced  to  evaluate  their 
business  risks  properly  and  to  face  very  strict  reporting  requirements.  This  need  is 
strengthen currently by financial and economic crisis. 



(24)1.4.3  Risk Management Frameworks 


Risk  management  is  a  rapidly  developing  discipline  and  there  are  many  varied  views 
 and  descriptions  of  what  risk  management  involves,  how  it  should  be  conducted  and 
 what it is for. A standard is needed to be used to ensure that there is agreed terminology, 
 process  by  which  risk  management  can  be  carried  out,  organisation  structure  for  RM 
 and  objective  for  risk  management.  (2)  The  design  and  implementation  of  risk 
 management  plans  and  frameworks  need  to  consider  the  varying  needs  of  a  specific 
 organisation.  


There  are many different RM standards  and frameworks  applied in organizations - the 
 following text presents the most important and widely used risk management standards. 


AS/NZS ISO 3100:2009 – Principles and Guidelines 


This  standard  (or  its  predecessor  AS/NZS  4360:2004)  is  currently  the  most  used  one, 
 especially  in  a  private  sector.  It  requires  existing  risk  management  strategy.  Most 
 shareholders consider organizations with this standard implemented to be risk-free. (32) 
 Its  universality  and  independence  allow  usage  in  different  organizations  and  sectors. 


The  standard  specifies  elements  of  processes  which  relate  to  risk  management,  but  its 
 aim is not to bring unified risk management system.  


Australian Standard requires following documentation (5): 


 compliance and due diligence statement, 
  risk register, 


 risk treatment schedule and action plan, 
  monitoring documents, 


 audit documents. 


IRM´s Risk Management Standard 


This  Standard  is  a  result  of  work  of  a  team  drawn  from  the  major  risk  management 
organisations  in  the  UK,  including  the  Institute  of  Risk  management.  The  standard 
represents best practices against which organisations can measure themselves. (2, 32) 



(25)It  outlines  a  practical  and  systematic  approach  to  the  management  of  risk  and  directly 
 meets the needs of many smaller organisations worldwide.  


Canadian frame CAN/ CSA-Q850-97 


This  Canadian  Standards  Association’s  “Risk  Management:  Guidelines  for  Decision 
 Makers”  framework  is  intended  to  assist  decision-makers  in  effectively  managing  all 
 types of risk issues, including injury or damage to health, property, the environment, or 
 something else of value. (32) 


ERM – integrated frame COSO 


The Committee of Sponsoring Organizations of the Tread way Commission (COSO) is 
 a  voluntary  private-sector  organization,  established  in  the  United  States,  dedicated  to 
 providing guidance to executive management and governance entities on critical aspects 
 of doing business. (32) This framework (published in 2004) describes how to integrate 
 risk  management  system  into  daily  company  activities.  Reding  claims  that  this 
 framework has been accepted by many, especially Anglo-Saxon organizations as a new 
 trend  in  managing  company,  however  a  lot  of  organizations  is  not  sure,  how  exactly 
 transfer ERM concept to a specific procedures inside the organization. (13) 


Although  mentioned  frameworks  have  slightly  different  approach  to  risk  management, 
 it can be concluded they all agree on following parameters of risk management systems. 


Risk  management  system  creates  and  protects  value  by  increasing  the  likelihood  of 
 achieving objectives and should be (2, 5, 42): 


-  simple and tailored, 
 -  flexible, 


-  cost effective, 
 -  proactive, 


-  supported from the top and a part of decision making, 
 -  taking human and cultural factors into account, 
 -  transparent. 


It  is  necessary  for  organisations´  survival  to  be  aware  of  the  need  to  identify  and  treat 
risk throughout the whole organization. 



(26)1.4.4  Risk Classification 


According  to  the  author,  the  most  important  classification  of  risk  is  the  one  which 
 divides risk on those which can be influenced (managed, reduced, removed...) and those 
 which  can’t  be  changed.  It  is  not  possible  (at  least  not  fully)  for  example  to  predict 
 world political and economic situation or influence global economy. Risk manager is in 
 a position of “risk advisor” and has to focus on the risks which can be managed.  


General division of risk is classifying it into static and dynamic. Dynamic risk results 
 from  changes  in  company  and  its  surrounding  environment.  Static  risks  then  include 
 losses  caused  for  example  by  natural  disasters.  Static  (also  real  or  clean)  risk  may  be 
 neutral  or  negative  (harmful).  Static  risks  (as  more  predictable)  are  easier  to  insure 
 against.  On  the  other  site,  dynamic  risk  (also  entrepreneurial  or  speculative)  can  bring 
 positive result (profit). (6) 


In  terms  of  possible  company  losses,  risks  are  divided  into  production,  technical, 
 economic,  information,  social,  logistic,  market  and  financial.  Of  course,  every 
 company  chooses  to  manage  only  risk  categories  connected  to  its  activities.  It  is  also 
 possible  to  narrow  categories  to  fit  the  company  needs.  (11,  56)  Other  division 
 differentiate internal and external risks depending on their “place of origin”. (11, 32) 


It  is  logical  that  risks  have  attributes  of  more  categories.  Company  risk  can  be  for 
 example logistic as well as strategic. Strategic risk possibility results from distribution. 


logistics,  suppliers,  goods  and  services  quality,  employee  frauds,  natural  disasters,  IT, 
 fire.  It  is  especially  top  management  task  to  manage  these.  (18,  21)  Operational  risk, 
 on the other hand, results from markets, competitors, technology, economics, customer 
 needs,  law,  mergers  and  acquisitions.  (11,  38)  Important  kind  of  risk  is  a  risk  of 
 disharmony  which  is  hidden  e.g.  in  stock  exchange  rules  and  regulations,  tax  law, 
 accounting standards, etc.. There is a lot of other divisions of risks, some quite specific 
 – IT risks, holistic risks (reputation etc.), interpretation risks, and many others. (38) 


The aim of the thesis is to manage risks of a project financed by EU funds to ensure its 
sustainability. Following part thus focus on project risks and project risk management. 



(27)1.4.5  Project Risks 


As  Kippenberger  said,  there’s  no  such  thing  as  a  risk-free  project.  Risk  of  insufficient 
 project  management  may  appear  in  context  with  building  works  as  well  as  with  IT 
 system  construction.  Risk  and  uncertainty  are  inevitable  parts  of  every  project  and 
 investors are exposed to risks during whole period of project realization. (35, 56) 


Phases of project most inclinable to risk are implementation phase (before finalization) 
 and functional phase (after finalization; operational risks). First few  years of operating 
 is the most risk inclinable time period. (17, 30) 


Cooper  and  Chapman  claims,  that  risk  evaluation  is  particularly  useful  when  project 
 includes (38): 


 big capital expenditures, 


 unbalanced cash-flow requiring big share of investment before any profit is 
 generated, 


 important new technology, 


 unusual law, insurance or contract regulations, 
  sensitive environmental or security issues, 


 strict regulation or license requirements. 


The  highlighted  parts  fits  to  the  project  which  is  going  to  be  “the  case”  in  following 
 chapters. That emphasizes the importance of quality project risk management. (38) 


According to Thompson and Perry, the most severe risks influencing projects are (38): 


 inability to stay within estimated costs, 
  inability to achieve required completion date, 


 inability to achieve required quality and operating conditions. 


Operational  programmes  of  Structural  Funds  support  projects  from  many  areas  and 
different fields, however, they always have to adhere to one rule – keeping outputs and 
goals of the project (be sustainable).  



(28)According  to  a  manual  for  grant  applicants  published  by  Czech  Ministry  for  local 
 development,  it  is  important  to  check  project  feasibility  and  sustainability  especially 
 from the following 5 point of views (risk categories) (8): 


 time 


 organizational 
  technical 
  legislative 
  financial 


Grant requests are controlled with respect to these angles. One of the control methods is 
 risk analysis, a tool usable also for evaluation of project feasibility and sustainability. 



1.5  Risk Management at Project Level 


A project, by definition, is a temporary activity with a starting date, specific goals and 
 conditions, defined responsibilities, a budget, a planning, a fixed end date and multiple 
 parties  involved.  In  today’s  environment,  it  is  possible  to  expect  change  in  any  aspect 
 influencing project. (57) 


Project  management  processes  -  essential  project  actions  -  include  initiating  the 
 project,  planning,  executing,  controlling  and closing. Every phase of the project life 
 cycle hides specific threats as each includes specific activities, processes and consumes 
 different portion of resources. Risk assessment in a project is the most difficult phase of 
 all to carry  out. There is always a  risk – possibility – that threat will  cause damage or 
 loss. Resources in organization, including money, manpower, information, technology, 
 equipment,  and  materials,  are  always  by  some  means limited.  These  “constraints”  in  a 
 combination  with  uncertainty  create  a  risk  of  not  achieving  objectives.  (34)  Project 
 manager is responsible for minimizing the risk, its control and documentation. (47) 


The power of risk management is fully realized when a project manager takes action to 
respond to identified risks based on the risk analysis, with effort directed toward those 



(29)risks  that  rank  the  highest  in  terms  of  significant  impact  to  project  objectives.  The 
 project  manager  is  focused  on  and  responsible  for  the  whole  project  but  also  for 
 compliance of the project with overall strategy and objectives of the organization. This 
 means that it is necessary to manage risk specific for the project and to inform managers 
 on  the  higher  level  of  possible  impact  of  project  risk  on  the  organization.  Following 
 table  provides  for  comparison  between  risks  and  objectives  on  different  levels  of  risk 
 management. (38, 46) 


Type of risk 


management  Description  Sample objectives 


Project risk management 


any uncertainty that, if it 
 occurs, could affect one 
 or more project objectives 


Time, cost, performance, 
 quality, scope, client 


satisfaction. 


Business risk 
 management 


any uncertainty that, if it 
 occurs could affect one or 


more business objectives 


Profitability, market 
 share, competitiveness, 
 IRR, reputation, repeat 


work, share price. 


Technical risk 
 management 


any uncertainty that, if it 
 occurs, could affect one 


or more technical 
 objectives 


Performance, 
 functionality, reliability, 


maintainability. 


Adapted from: Effective Opportunity Management for Projects by David Hilson. (46) 


1.5.1  Project Risk Management Processes 


RM Standards mentioned in a Chapter 1.4.3 do not offer complex instructions for work 
 with  risks;  they  only  recommend  “what  we  should  take  into  account”.  It  is  actually 
 general  description  of    the  whole  procedure.  The  reviewed  RM  Standards,  ISO 
 guideline,  PMBOK  guide,  IPMA  baseline  altogether  suggest  more  or  less  the  same 
 following steps of RM:  


I.  Identify and analyse risks (opportunities eventually); 


II.  Make a plan of reactions / responses to risks; confirmed by authorities; 


III.  Repeat continuously these actions;  


IV.  Manage and control risk management plan and its fulfilment; 


V.  Document new findings. 


Table 2: Risk and objectives for various types of risk management. 



(30)Washington  State  Department  of  Transportation  has  prepared  useful  scheme  which 
 combine  mentioned  risk  management  activities  with  the  project  life  cycle.  This 
 instruction scheme was developed as a support for a transportation projects and can be 
 used for any other kind of project as a lead for risk management planning. (46) 


The base for all risk management activities is a risk management plan (RMP). Simply 
 said, RMP presents summary of risks and specifies the best ways how to deal with them.  


Table 3: Risk Management Activities. (46) 



(31)RMP is a result of risk  management processes including  risk  identification,  analysis, 
 chosen  responses  to  risks,  monitoring  and  controlling,  and  risk  management 
 evaluation during time. Quality RMP deals also with assigning responsibility for risks, 
 risk documentation system and overall risk management policy. (38, 46) 


1.5.2  Risk Identification 


Risk  identification  involves  determining  which  risks  might  affect  the  project  and  also 
 documentation  of  their  characteristics.  It  means  continuous  control  of  list  of  tasks  and 
 schedule. It may be conducted as a simple risk assessment organized by the project team 
 as well as an expert discussion. (38) 


Risk Identification Input - a defined and understood project.  


Risk Identification Tools and Techniques 


It  is  important  to  try  to  identify  as  many  risks  (external  and  internal)  that  may  affect 
 project  objectives  as  possible.  It  is  also  necessary  to  determine  risk  thresholds  for  the 
 project  (project  borders).  There  is  a  wide  variety  of  techniques  used  for  risk 
 identification (38, 46, 48):  


1.  Documentation Reviews 


Reviews  of  project  documentation,  studies,  reports,  preliminary  plans,  estimates  and 
 schedules are common and early method to help identify risks. . 


2.  Information Gathering 


 Brainstorming  -  Formal  and  informal  brainstorming  sessions  with  project 
 team members (extended team members). Effective brainstorming requires a 
 skilled facilitator, working together with the project team and specialists who 
 can  bring  additional  expertise.  This  technique  can  be  scaled  for  use  on  the 
 simplest  to  the  most  complex  projects.  Using  checklists  and/or 
 questionnaires can spark thinking prior to a more formal brainstorming. 


Lessons Learned Database / Examination of past similar projects - This 
can provide information on projects that may have faced similar risks.  



(32) Other  methods:  some  common  techniques  include:  questionnaires  and 
 surveys,  interviewing,  checklists,  asking  “what-if’  questions,  for  example 


“what-if we miss to submit the report?” etc. 


Combination of above methods and/or others is usually used by most projects. 


Risk Identification Outputs - a preliminary “risk register” documenting (38, 46): 


1.  Identification - for each risk identified. 


2.  Date when risk was identified. 


3.  Name of risk. 


4.  Detailed description of risk event. 


5.  Risk type. 


6.  Potential responses to identified risk. 


7.  Determination of who “owns” the risk and who will develop a response.. 


1.5.3  Risk Analysis 


During this phase, the team assesses each identified risk for its probability of occurrence 
 and  its  impact  on  project  objectives.  Risk  identification  results  in  the  generation  of  an 
 initial risk register. The risk register can be sizeable and it is necessary to evaluate and 
 prioritize  the  identified  risk  events.  (12,  38).  There  are  2  major  groups  of  analysis 
 methods – quantitative and qualitative. (11, 38, 56) 


Simon  et  al.  (1997)  and  Norris  (1992)  suggest  to  consider  following  aspects  before 
 choosing  methods  of  the  analysis:  resource  availability  (human,  IT,  time);  experience; 


project size and complexity; information accessibility; purpose of the analysis. (38) 


Qualitative Risk Analysis 


Qualitative  risk  analysis  assesses  the  impact  and  likelihood  of  the  identified  risks  and 
develops prioritized lists of these risks for further analysis or direct mitigation. Project 
teams may elicit assistance from subject matter experts or functional units to assess the 
risks in their respective fields. 



(33)Qualitative  analysis  utilizes  relative  degrees  of  probability  and  consequence  of  each 
 identified  project  risk  event  in  descriptive  non-numeric  terms;  for  examples  of 
 qualitative risk matrices (38, 56):  


1.  Gather the project team and appropriate persons to discuss project risk.  


2.  Establish which of the qualitative risk matrices you intend to use. 


3.  Review the risk information from the risk identification step.  


4.  Evaluate the likelihood of the risk occurring by asking the group. 


5.  Evaluate the consequences if the risk does occur by asking the group.  


6.  Record the result that the group agrees on.  


7.  Prioritize the risks based on the results of the qualitative analysis.  


Simon  et  al.  (1997)  assumes,  that  information  gathered  from  qualitative  analysis  is 
 almost  always  more  valuable  than  those  from  quantitative  analysis.  Thus  the 
 quantitative analysis is not always necessary. Thompson and Perry (1992) recommends 
 use  of  qualitative  analysis  during  the  preliminary  risk  evaluation.  Rais  and  Smejkal  
 suggest use of quantitative methods especially in the field of organization security and 
 information systems. (38, 56) 


In  any  field,  with  experience,  professionals  develop  intuition  and  an  ability  to 
 understand  projects  to  a  greater  degree  than  those  not  involved  with  project 
 development  and  delivery.  This  experience  and  intuition  is  extremely  valuable  –  in  a 
 risk  workshop  forum  we  surround  ourselves  with  “wise  counsel”  to  seriously  and 
 thoroughly discuss the project. (38) 


The most common qualitative techniques include (38, 47, 56): 


  


-  Brainstorming; 


-  Delphi (experts´ forecasts); 


-  Interviews; 


-  Checklists; 


-  Risk registers; 


-  Risk mapping; 


-  Probability - Impact tables; 


-  Risk matrix.  



(34)Example of a risk matrix: 


Tigers 


Dangerous animals and must be neutralised. 


Alligators 


Dangerous animals which can be avoided with 
 care.  


Puppies 


“Damage potential” of the animal can be 
 eliminated by training.   


Kittens 


The largest cat is rarely the source of trouble, but 
 effort can be wasted on training. 


Quantitative Risk Analysis 


Quantitative  risk  analysis  is  a  way  of  numerically  estimating  the  probability  that  a 
 project  will  meet  its  cost  and  time  objectives.  Quantitative  analysis  is  based  on  a 
 simultaneous evaluation of the impacts of all identified and quantified risks. 


Quantitative analysis tools and techniques 


1.  Gather and Represent Data 
 -  Interviews 


-  Subject Matter Expert input – interviews, surveys 
 -  Represent data in terms of probability and impact 
 2.  Quantitative Risk Analysis and Modelling  


-  Decision trees 


-  Monte Carlo technique  


-  Sensitivity analysis (impact of changes on the project) 
 -  Probability – Impact matrix 


Quantitative  Risk  Analysis  Outputs  -  the  further  developed  risk  register  (a  key 
 component of the risk management plan).  


high


Puppies  Tigers 


IMPACT


Kittens  Alligators 


low 


low  high 


PROBABILITY 
Picture 2: Risk Matrix. (47) 



(35)1.5.4  Risk Response 


The Project Manager and the project team identify which strategy (the list below) is the 
 best  for  each  risk,  and  then  select  actions  to  implement  that  strategy.  This  process 
 ensures that each risk requiring a response has an “owner”.  (38, 46) 


Avoidance – removing the cause of the risk or executing project in a different way. Not 
 all  risks  can  be  avoided  and  for  others  this  approach  may  be  too  expensive  or  time-
 consuming, but this should be the first strategy considered for each risk. 


Transfer  -  finding  another  party  who  is  willing  to  take  responsibility  for  its 
 management,  and  who  will  bear  the  liability  of  the  risk  when  it  occurs.  Transferring 
 project  risk  almost  always  involves  payment  of  a  risk  premium  to  the  party  taking  the 
 risk (insurance, warranties, etc.). Contracts may be also used to transfer specified risks. 


Mitigation  -  implies  a  reduction  in  the  probability  and/or  impact  of  an  adverse  risk 
 event  to  an  acceptable  threshold.  Examples  of  mitigation  strategies  include:  adopting 
 less complex processes, conducting more tests and/or field investigations, developing a 
 prototype. Mitigation or acceptance are the strategies most often used since the number 
 of threats that can be addressed by avoidance or transfer are usually limited.  


Acceptation - refers to risks remaining after response actions and/or for which response 
 is not cost effective; uncontrollable risks are (no response actions are practical) are also 
 accepted. In some cases, in some industries, a contingency reserve is established to deal 
 with the aggregate residual risk that has been accepted (“active acceptance”). 


It  is  necessary  to  document  properly  responses  action  by  describing  the  action,  which 
 work activities it will affect and the cost of the response action. Project manager has to 
 be aware of how the risk responses may affect the overall project risks and organization 
 strategy.  Response  implementation  has  to  be  followed  by  Risk  Monitoring  and 
 Control  which track identified risks, monitors residual risks, and identifies new risks - 
 ensuring the execution of risk plans, and evaluating their effectiveness in reducing risk. 


(46, 56) 



(36)
2  Problem Analysis and Current Situation 


Despite  the  fact  that  risk  assessment  is  becoming  growing  aspect  of  major  projects, 
 there  does  not  exist  any  definite  norm  referring  to  procedures  and  approaches  to  it. 


Nevertheless,  many  organizations  and  researchers  developed  ways  of  the  procedures  
 and the author is going to use combination of the systems described in the Chapter 1.4. 


In the following analytical part of the thesis, the author aims to undertake project Risk 
 Identification – to determine which risks are likely to affect the project and document 
 the characteristics of each of them; and project Risk  Analysis – to evaluate risks to be 
 able to find the most appropriate responses to them.  


In optimal situation, risk mgmt activities would be included in every phase of a project 
 life cycle. Risk analysis  is mandatory  part of a  grant request form, however, the space 
 for the analysis in the form is limited and grant applicants usually try to point out that 
 they have all risks under control rather than to show real threats and weaknesses of their 
 projects. The author critically  uses initial risk analysis (see  Appendix B) as one of the 
 information  sources  and  sets  herself  into  position  of  a  project  manager  who  was 
 assigned to this project in a phase when the grant provision was already confirmed.  


At first, it is necessary to get to know  the  company  realizing  the  project  (one of the 
 risks  might  be  insufficient  backing  –  financial,  knowledge,  experience),  its  business 
 activities,  and  also  to  define  precisely  the  project  to  be  able  to  establish  risk 
 management processes.  



2.1  Company’s Introduction 


VÚSH,  a.s.  (Inc.)  was  established  in  1993  by  privatization  of  Výzkumný  ústav 
stavebních hmot into an incorporated company. The company focuses on applied R&D 
in a field of building material technologies, low-capacity production of special building 
materials, and also on production of trial sifting machines for building industry. 



(37)In  2000,  a  daughter  company  VUSTAH  a.s.  was  established  to  ensure  higher 
 transparency  and  effectiveness  of  resources  management.  VÚSH,  a.s.  is  the  only 
 founder and shareholder of the daughter company. VÚSH, a.s. is situated in Brno, close 
 to  traffic  junction  Brno  –  South.  It  occupies  35 000  m2 and  contains  of  research, 
 development, laboratory, workshop, office and stock facilities.  


Statistical information / Company Fact Sheet (31) 
 Entry date:   1st December 1993 


Trade name:    VÚSH, a.s.  


Place of business:   Brno, Hněvkovského 30/65, Postcode  617 00 


ID:     494 53 874 


Legal form:     Incorporated  
 Statutory body:  Board of Directors 


Shareholder:     Profi, a.s. (ID 499 66 537) 
 Shares:   81 681 000 pieces  (nominative) 
 Basic capital:    81 681 000,- CZK (paid up) 


Subject of enterprise (the major  business activities) (31): 


Research and development in a field of natural, technical and social science; 


Production, installation and repairs of electric machines and appliances; 


Projection of electric machines; 


Production, installation and repairs of electronic appliances; 


Production of building materials and products; 


Production of chemical substances and chemical preparations; 


Services of business, financial, organizational and economic consultants. 


2.1.1  Brief Evaluation of Company’s Financials   


The  author  conducted  a  brief  financial  analysis  based  on  information  from  the  project 
Feasibility  Study  (59)  and  financial  statements  (30)  to  evaluate  financial  health  of  the 
company (and so potential financial sources of threats) and to prove its ability to secure 
necessary  financial  sources  for  realization  and  smooth  functioning  of  a  planned 
investment.  



(38)The  following  financial  ratios  provide  for  transparent  overview  of  basic  financial 
 characteristics of the company – its profitability, activity,  liquidity and indebtedness. 


Ratios  2003  2004  2005  2006  2007  2008 


est. 


2008 
 real 


2009 
 est. 


2009 
 real 
 Profitability Ratios 


ROCE – Return on Capital 
 Employed (EBIT/Cap. 


Employed) 


%  -4,28  3,39  14,29  5,07  4,01  6,18  7,09  5,59  9,04 
 ROE – Return on Equity 


(EAT /Equity)  %  -4,88  3,77  11,21  3,97  3,39  5,20  5,49  4,78  7,72 
 ROS – Return on Sale or Net 


Profit Margin (Op. Profit 
 from Op. activity/Op. Sales) 


%  -24,32 18,28  62,38  21,68  21,93  28,46 30,16 25,24 35,72 
 Activity Ratios 


Total Asset Turnover  (Sales 


/Total Assets)  mult.  0,15  0,18  0,21  0,21  0,19  0,19  0,24  0,18  0,25 
 Gearing Ratios 


Equity Ratio (Equity/Tot. 


Assets)  %  86,21  89,05  94,02  97,26  89,35  91,85 96,58 86,46 95,23 
 Interest Cover R.  


(EBIT/Loan Interest)  mult.  -  -  -  -  14,11  22,18 21,45  9,97  - 
 Liquidity Ratios 


Current Ratio  


(Current Assets/ Current 
 Liabilities) 


mult.  8,26  12,73  3,87  8,39  19,31  16,08 11,02 13,44  5,77 
 Acid-Test Ratio  


(Current Assets – Inventory /  


 Current Liabilities)  mult.  7,94  12,47  3,82  8,19  19,17  15,97 11,01 13,32  5,76 


Data Sources: Business Intention (44), Feasibility Study (59), VÚSH document collection (30) 


Note: Visible fluctuations in values of ratios in 2003 and 2005 were caused by creation 
 (and dissolution) of reserves for property repairs. 


ROCE ratio is used to show how much a business is gaining for its investments and in 
this  case  it  shows  that  profit  before  interest  and  tax  oscillates  around  5  %  of  the  total 
capital  invested.  Thus  it  can  be  concluded  that  it  exceeds  the  inflation  rate  and  the 
invested  capital  brings  appreciation.  It  is  also  positive,  that  the  ratio  is  higher  than 
Table 4: VÚSH´s Financials. 



(39)interest rate of the credit planned to arrange to finance the project. ROE presents a guide 
 to potential returns and in this case it circulates slightly under the values of ROCE ratio. 


Value  of  this  ratio  is  low  in  comparison  with  average  of  close  business  branch 
 (“services, rent, and research” segment average (39) is around 15 %). Nevertheless, this 
 is caused by low indebtedness of the company  and the fact that -  as far as this ratio is 
 concerned – financing company by own equity instead of debts leads to lower value of 
 equity return. The ROS ratio grows which indicates that the company is becoming more 
 efficient and there is not a signal of upcoming financial troubles. ROS shows that 100,- 
 CZK  of  sales  earns  profit  before  interest  and  tax  of  approximately  25,-  CZK  which  is 
 relatively  low  value  however  it  is  not  unusual  for  a  company  operating  within  R&D 
 area. 


Profitability  ratios  are  relatively  stable  and  improving.  In  spite  of  upcoming  global 
 financial  and  economic  crisis,  results  of  the  ratios  in  2008  and  2009  even  exceeded 
 estimations which were developed for project feasibility study. 


Total Assets Turnover is steadily around 0,2 which means that every 1,- CZK generates 
 0,20,-  CZK  of  sales  turnover.  This  could  appear  to  be  insufficient  and  seemed  that 
 assets are not used well to produce revenue, nevertheless, the subject of enterprise of the 
 company demand high level of fixed assets. This need decrease the value of this ratio, 
 which is lower than segment average. 


Equity ratio measures the proportion of the total assets that are financed by stockholders 
 and not creditors. The value of the ratio is very high (recommended value is around 50 


%  and  segment  average  (39)  is  44  %)  as  the  company  prefer  to  use  own  resources  to 
 loan  capital.  The  planned  usage  of  credit  can  be  rather  positive  as  it  will  increase  the 
 level of positive leverage used by a company (higher profitability). 


Interest cover ratio shows how many times can earnings before interest and tax pay for 
loan interests. The higher the ratio is the better the ability to pay for loans or get a new 
credit the company has. In this case, the values are very satisfactory. 



(40)There  are  high  values  of  both  liquidity  ratios  (Acid-test  Ratio  and  Current  Liability) 
 which signs ability to meet an obligation, pay off debts, and ensure operating resources. 


In 2009, there were 5,77,- CZK for every 1,- CZK of current liabilities and 5,76,- CZK 
 of assets which can be turned quickly into cash for every 1,- CZK of current liabilities. 


On  the  other  hand,  high  values  of  liquidity  ratios  also  mean  certain  inefficiencies  in 
 company  productivity.  However,  it  is  not  anything  what  could  have  significant  impact 
 on the project. 


As regards sales, they have stabilized since 2005 on the satisfactory amount of over 20 
 million  CZK  per  year.  Also  operating  results  have  been  positive  during  the  period. 


Despite  the  fact  that  the  project  executor  is  a  company  with  specific  business  subject 
 (the  aim  is  primarily  not  to  maximize  profit  and  increase  the  value  of  enterprise)  it  is 
 constantly able to generate sales high enough to cover operating costs and create profit 
 from operating activities. 


It can be concluded, that the subject is financially healthy and no evident threats which 
 could have an impact on the project were discovered. The company is steadily solvent  
 with  enough  liquid  resources  for  project  realization  and  no  signs  of  financial 
 instabilities  which  could  affect  sustainability  and  fulfilment  of  commitments  were 
 detected.  



2.2  Risk Identification 


There have to be many  aspects  considered before selection of  appropriate methods for 
project risk identification and analysis. According to Simon et al., these aspects include 
access  to  resources  for  analysis  –  human,  technical  and  time;  experience  of  people 
undergoing  analyses,  size  and  complexity  of  the  project,  information  accessibility  and 
aim of the analyses. (38) This identification of threat is important because it is so easy 
to overlook important threats. One way of trying to capture them all is to use a number 
of different approaches: 



(41)Firstly,  documentation  review  was  used  for  getting  ideas  of  project  risks.  Project 
 feasibility  study  (59)  and  project  business  intention  documentation  (44)  were  used  to 
 create a project definition. Initial risk analysis from the project request form was used as 
 a next important source of information for following analyses. (see Appendix B). 


Information  inputs  for  risk  identification  are  represented  by  processed  company 
 overview,  company  financials  evaluation  and  earlier  mentioned  project  definition 
 development. Then macro-environmental analysis, SWOT overview (both information 
 gathering  techniques)  and  checklist  analysis  were  chosen  as  tools  for  risk 
 identification process. 


2.2.1  Project Definition1


The project definition (part of RMP) is a clearly formulated base including all necessary 
 information about the project - its purpose, objectives, sponsorship, funding, etc. (65) 


The Title:  Extension of Business Incubator Brno – South 
 (Business Incubator II Brno – South) 


Project Costs:  27, 138, 000,- CZK 


Financing:  50 % - VÚSH, a.s. (own sources and credit provided by CSOB) 


50 % - Structural fund ERDF (85%) and state budget contribution (15%) 
 OP Enterprise and Innovation;  


Priority Line 5 “Environment for enterprise and innovation;  


Aid programme “Prosperity”  


This  programme  assists  with  development  of  scientific-technical  parks,  business 
 incubators and centres technology transfer centres. 


       


1 The chapter is based on Project Feasibility Study (59), Business Intention documentation (44), and 
Grant Provision Conditions (43). Project definition tepmlate was adapted from EPMbook (65). 
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