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Abstract: Risk is quite inherent in the market economy and it has a different impact on
each business activity, including investment activities. Taking investment activities with
substantial risk largely depends on the opportunities of preventing its adverse effects. Risk
cannot be entirely eliminated but it is possible to limit its level. In this context, adequate
risk management seems to be critical.
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Introduction

A prerequisite for the economic growth of any country is constant capital
accumulation. The accumulation can result from collecting savings, investment
activity and continuous improvement of human skills and implementation of the
scientific and technological advances. Hence the role of investments in the
development process is an important consideration (more about financing of
development activities by Lukomska-Szarek 2011). However, capital absorption of
the Polish economy is low while major barriers to investment activities include not
only insufficient level of own capital but also the substantial risk involved in
investments.

The willingness of the enterprises to engage in investment activities largely
depends on the opportunities to utilize instruments that reduce the level of this risk.

The idea of investment activities in enterprises

The investment-based development of the enterprise is necessary for reinforcing
and maintaining its market position whereas investment projects are considered the
most important pillar of this development. Investments are needed for the business
entity to maintain or reinforce its potential. With investments, the enterprise does
not only acquire new or modernized fixed assets but it also increases the value of
current, intangible and legal assets. Investments naturally change the structure of
enterprise assets and structure of financing sources, thus impacting new internal
and external relations.

Although there are many various definitions of the investment concept, the
investment is mainly defined as spending funds (on physical, financial, intangible
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and legal assets) in order to generate higher profits in the future (Zachorowska,
Lukomska-Szarek 2011).

In the business practice, investments are a complex and individualized process,
which has an effect on the development of the enterprise and the increase in its
value. Changes in the enterprise's assets induced by investments stimulate other
changes that impact on its functioning, mainly on reinforcing its market position.
Specific properties of investments include collecting and spending capitals in the
expectation of future return with additional benefits i.e. profits (dividends).

In reference to the enterprises, the investment policy® is a part of not only the
survival strategy but, first and foremost, development strategies. This concerns in
particular physical investments since they allow for the increase in production
capabilities of the enterprise and the increase in competitiveness of its products.
Consequently, this impacts positively on the economic growth of a country.

Therefore, physical investments are a precondition for the development of any
enterprise. The expenditures in this period can ensure maintaining or increasing the
market share of the enterprise in the future. This process results from the incessant
scientific, technological and economic advances, which represent a driver of the
development in both individual enterprises and the whole economy.

Risk and uncertainty in investment processes in enterprises

The basis for any investment decision is prognosis of future operating
conditions, which is to a certain degree exposed to uncertainty, which also relates
to individual factors of current decisions concerning the investments (Goldie,
Murray 2011, p. 28). In the process of making investment decisions and the related
financial decisions, enterprises incur a specific risk that the decision can be wrong
and would not produce the expected business benefits.

Despite the lack of accurate and comprehensive information concerning future
conditions of management, the business entity has to make the decision which
consequently involves some errors. With this approach, the term risk can have a
negative (the risk can lead to loss) and a positive aspect (if the effects are higher
than expected) (Wojcik-Mazur 2012, p. 36-37; Wéjcik-Mazur, Szajt 2015).

There is no a clear-cut and coherent definition of the investment risk as part of
business risk in the economic literature. In general, the risk is linked to uncertainty
of reaching the expected investment effects (the goals set in the decision-making
process) (see: Bodie, Tagqu 2012, p. 50; Cooper et al. 2005, p. 3; Zachorowska
2006, p. 64; Skowron-Grabowska 2011; ELukomska-Szarek 2016). This is
connected with the likelihood of return on investments which is different than
expected while it concerns not only the opportunities to obtain worse but also

1The investment policy in the enterprise represents a set of any current and long-term activities that
are aimed at indication of the investment needs of the business entity and those aimed to satisfy the
needs. The investment policies are used to derive an investment strategy that consists in determination
of the reasons and aims of investing and, eventually, making the investment decision. More details
on this problem were discussed by A. Zachorowska and P. Kokot-Stepien in a study: Inwestycje
W strategii rozwoju przedsigbiorstwa (Zachorowska, Kokot-Stepien 2008, p. 24-31).
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better outcomes. Therefore this concept describes the uncertain phenomenon

concerning the future, which will have a negative effect on business activity or will

lead to positive effects of the investment project (Okregglicka 2017).

The risk of the investment projects has been also defined as a quantifiable
likelihood of the situation in which actual expenditure on the project and real
effects of investment activities would negatively deviate from the primary
evaluation. The scale of deviations between the actual and expected values reflects
the level of risk, which increases with the rise in the likelihood of the unfavourable
phenomena or the scale of loss caused by this phenomenon (Marcinek et al. 2010,
p. 16).

Therefore the risk of investment projects is an equivocal concept, which
involves many elements (Zachorowska 2013, p. 7-19). The related literature
emphasizes three major components: event (unwanted change), likelihood of the
event and the effect of the event (level of threat) (Kerzner 2009, p. 747).

The complexity of the investment risk results from many stages of the
investment process. It should be emphasized that at individual stages of the
investment projects, sources of risk and consequently its categories and risk
management are changed, as is the scale of risk (Tworek et al. 2013; Suchecka,
Nieszporska 2015). The likelihood of making a mistake relates both to the decision
process and the implementation of a project. All the decisions made later during the
investment process depend on the initial investment decision and its accuracy is
critical to the future success of the investment.

All the investment decisions can be made under conditions of certainty or
uncertainty. Due to the specific nature of the decision process, human behaviour is
very important in risk conditions. The literature on risk emphasizes the three basic
attitudes of investors towards risk: aversion, neutrality and propensity?. A
substantial role in the determination of the investment risk is played by subjective
sensations of the investor, which means that the choice of the concrete variant of
the investment depends on his or her risk propensity.

The risk of investment projects can be considered from the standpoint of the
three methodological approaches (Czekaj, Dresler 2006, p. 108):

1) The risk of investment projects can be approached separately, without
consideration for the correlations with other parts of the enterprise.

2) This risk can be analysed in the context of the risk of the already owned
resources and the effect of the analysed project on the risk of the entire
enterprise.

3) The risk of the investment project can be analysed from the standpoint of the
risk market and opportunities to create various packages of investments by the
investors.

Differences between these approaches are critical to the practice because from
the standpoint of the risk incurred by the entire enterprise or the market risk, highly

2 From the scientific standpoint, additional intermediate forms of behaviours can be highlighted apart
from the three basic attitudes towards risk (see: Misztal 2010, p. 14 and further; Seog 2010, p. 18 and
further).
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risky projects that are analysed separately can become the projects with low risk.
The benefits that result from diversification of assets of the economic entity can
substantially limit the risk of the investment project.

The character of the investment risk is varied. It can be single-directional (loss)
or multi-directional (profit, loss).

Making right investment decision requires the assessment of the risk level. Risk
identification and assessment depend on the conditions in which the decisions are
mad. The risk of investment activities is affected by various factors, both of
internal and external character. Depending on the specific nature of the investment
project, the risk is more or less affected by other market, political, technical and
random factors.

Stages in the investment risk management

In the literature, the explorations concerning the specific risk are linked directly
to risk management (KoScielniak et al. 2016)%, which represents the core element
of the strategic management in any enterprise. In the case of the investment
projects, risk management is a separate process, which can be arbitrarily divided
into phases and stages when various activities are performed and adequate
methods, tools and techniques are used to identify, analyse and respond to the
project risk.

Risk management should have a planned and purposive character. This means
that such activities should be regular and sustained, and their goal is to maximally
limit the risk and prevent from its negative effects. This process is mostly divided
into three stages (Marcinek et al. 2010; Murphy 2008):

— risk identification and quantification,
— risk control,
— risk monitoring in order to maximally limit the risk.

Risk management is a continuous process, concerning all the phases of the
process. It can be concluded that regardless of concrete solutions, the above listed
stages constitute the standard model of risk management.

The first stage is mainly informative and prognostic. It concerns in particular
risk identification, definition of its specific character and type. Risk identification
involves all the areas of threats. Adequate risk identification and risk assessment
largely depends on the scope, completeness and quality of information. Risk
identification helps choose adequate measurement methods i.e. risk quantification.
Identification of the sources of risk of the investment* can be followed by the
assessment of individual types of risk. It is also important to evaluate the effect of
individual types of risk on the investment. Risk quantification is one of the difficult

3 Risk management means identification of potential events or situations, evaluation of their effects
and likelihood of occurrence, definition and using adequate methods to respond to these events and
risk monitoring (Korombel 2013, p. 43).
4 Risk identification consists in determination of the types of risk which are most likely to affect the
investment. At this stage, the characteristics of each type of risk are also determined (A Guide to the
Project ..., 2004, p. 111 and further).
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stages in risk management. A variety of techniques can be used and their choice
depends on many factors, both objective and subjective. The objective factors
include the type and size of the investment, scope and credibility of collected
information, time consumption (Zota 2014, p. 153) and level of costs of the
analysis and risk assessment, and experience and knowledge of the analysts. The
subjective factors include economic potential and financial standing of investors.

Risk quantification has a substantial effect on the risk management process.
After risk is quantified, the directions of further actions can be defined and the
second stage can be started i.e. risk control. At this stage, the decisions to limit risk
are made, characterized by active or passive strategies used to prevent the risk.

From the standpoint of risk uncertainty, it is essential that a risk management
plan is developed by the person who manages the investment project during the last
phase of the pre-investment stage i.e. during development of the detailed technical
concept of the project. On the one hand, such a plan would indicate the strategy
that should be adopted in the phase of concluding the contracts (with suppliers,
subcontractors at the stage of investment realization). On the other hand, the plan
would make it easier to choose the most favourable types of contracts. The plan
should help make the decisions concerning the correlations between the detailed
technical design and implementation of the project in the future from the standpoint
of the division of responsibilities and allocation of risk among individual
participants of the investment cycle. Adequate assessment of the scale and sources
of risk allows for the determination of the resources for limitation of threats and
limitation of the possible loss.

Monitoring of the effectiveness of the methods and forms to reduce risk is the
last stage in the risk management process. The monitoring involves many areas that
focus on the assessment of the effectiveness and efficiency of the methods and
instruments used to reduce risk. In general, risk monitoring can be divided into
physical and financial (Tarczynski, Mojsiewicz 2009, p. 37 and further). Physical
risk monitoring encompasses all the activities and instruments that lead to total
elimination of the likelihood of a loss (i.e. risk avoiding or loss prevention) or a
substantial limitation of the loss (using the measures that determine the frequency
and size of losses). The financial risk monitoring focuses on all the activities and
instruments that lead either to stopping the risk (independent risk management by
the entity) or risk transfer. Therefore, the monitoring system allows for the
assessment of the effectiveness of activities that reduce the risk. It should be noted
that there is not universal procedure for risk management in any conditions and
with respect to any investor. Such procedures should be designed individually by
adjusting them to the internal and external determinants of the concrete investment
activities.

As an organized process, risk management provides the foundation for collecting
data concerning the types of investment risk, their effects and efficiency of various
tools used to control risk. The controlling used in the investment activities extends
the information system thus allowing for creation of databases which, if used
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properly, can impact on the quality of the decision-making processes®. Overcoming
the informational barrier helps evaluate the likelihood of specific events in the future,
which can in turn have an effect on reduction in the risk level.

Conclusions

The investment decisions should take into consideration all the risk elements
and possible methods to monitor the risk. The financial reserves used to prevent the
investment risk can significantly impact on the profitability of the designed
investment and, consequently, have an effect on the decisions on the
implementation of the investment. The investment project should be designed
according to the investment strategy adopted by the investor and it should also
identify the possible strategies to control the risk.
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RYZYKO PROCESOW INWESTYCYJNYCH PRZEDSIEBIORSTW

Streszczenie: W warunkach gospodarki rynkowej ryzyko jest zjawiskiem powszechnym,
w réoznym stopniu dotyczacym kazdej dziatalno$ci gospodarczej, w tym dziatalno$ci
inwestycyjnej. Podejmowanie dziatalnosci inwestycyjnej obcigzonej znacznym ryzykiem
zalezy w duzym stopniu od mozliwosci zabezpieczenia si¢ przed jego negatywnymi
skutkami. Ryzyka nie mozna wyeliminowac calkowicie, mozliwe jest jednak ograniczenie
jego rozmiaréw. W tym kontekscie wazne jest odpowiednie zarzadzanie tym procesem.

Stowa kluczowe: inwestycje, ryzyko inwestycyjne, zarzadzanie ryzykiem inwestycyjnym
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