Governmental Accounting

doi: 10.30473/GAA.2025.73392.1783

Vol. 12, No. 2 (Series 22), 2025 (89-90)

RESEARCH PAPER

Developing a Framework for Modeling and Categorizing Financial Indicators in
Risk Management of Hazardous Materials Transportation

Hasti Jafari™, Mohammadreza Mehregan?, Hossein Safari®

High lights

— A comprehensive framework to classify financial indicators in HazMat transport risk management.
—  Four main domains: risk assessment, routing, location planning, and network design.

— ldentification of core financial tools: cost—benefit analysis, and safety budgeting.

—  Emphasis on integrating financial models with real-world data and multi-objective optimization.

—  Practical recommendations for policymakers and industry stakeholders.
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ABSTRACT

Objective and Purpose: With the expansion of industry and the increasing
demand for transporting hazardous materials, risk management in this field
has become significantly important—not only from a safety perspective but
also from financial and economic viewpoints. The costs associated with
transporting these materials include insurance, damages resulting from
accidents, legal penalties, and indirect environmental expenses. The objective
of this study is to examine and categorize financial techniques used in risk
management modeling for the transportation of hazardous materials, with a
particular focus on rail transport.

Research Methodology: This study adopts a review-analytical approach,
examining the relevant literature and classifying various studies into four
main areas: risk assessment, routing, location planning, and network design.
Additionally, in the methodology section, the financial models used in risk
management are analyzed and categorized based on previous research.
Findings: The literature review indicates that utilizing financial models such
as Value at Risk (VaR), cost-effectiveness analysis, and optimal budgeting
can effectively contribute to reducing both direct and indirect costs associated
with the transportation of hazardous materials. Moreover, the use of real-
world data in financial analyses facilitates improved decision-making in
resource allocation for risk reduction.

Conclusion, Originality, and Contribution: The findings of this study offer
a comprehensive framework for better understanding the financial challenges
in hazardous materials transportation risk management. Moreover, the
application of financial models alongside risk optimization methods can lead
to more efficient decision-making aimed at reducing costs and enhancing
safety. The results of this research can be practical and valuable for
policymakers, financial managers in the transportation industry, and scholars
in the field of risk management.

Keywords: Financial Risk Management, Cost-Benefit Analysis, Hazardous Materials
Transportation, Insurance Cost, Budgeting.
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INTRODUCTION

The transportation of hazardous materials
(HazMat) poses a dual challenge: ensuring safety
while managing financial implications. Beyond
the obvious risks to human life and the
environment, HazMat transport also involves
substantial financial risks including insurance
costs, accident compensation, regulatory
penalties, and indirect environmental damages.
Given the increasing reliance on rail transport for
HazMat due to its safety and cost-effectiveness,
this study proposes a comprehensive framework
for modeling and categorizing financial indicators
in risk management.

OBJECTIVE AND
QUESTIONS

This study aims to build a structured
framework for integrating financial indicators
into HazMat transport risk management. The
research addresses three key questions:

1. Which financial indicators are
most relevant for HazMat transport
risk management?

2. How can these indicators be
categorized to support structured
decision-making?

3. Which financial tools are most
effective in reducing costs while
enhancing safety?

RESEARCH

METHODOLOTY

A systematic review and analytical
approach were applied. Studies were selected
based on scientific rigor, financial relevance,
and practical applicability. Extracted
financial indicators were categorized into
four main domains: (i) financial risk
assessment, (ii) cost—benefit analysis, (iii)
insurance and liability management, and (iv)
safety budgeting. The methodology included
comparative analysis of case studies and
models applied in both national and
international contexts.

FINDINGS

The findings reveal that financial
models  significantly  enhance the
efficiency of risk management:

e Financial Risk Assessment: Tools
such as Value at Risk (VaR) enable
estimation of maximum expected
losses, improving preparedness for
extreme events.

e Cost—Benefit Analysis: Preventive
investments yield higher returns by
minimizing potential losses from
accidents and environmental

damage.

e Insurance and Liability
Management: Effective insurance
modeling reduces premiums
through proactive safety measures
while clarifying liability
distribution.

e Safety Budgeting: Resource
allocation models optimize

investments in safety interventions,
leading to substantial cost savings.

DISCUSSION

The integration of financial indicators
with traditional safety approaches bridges
the gap between economic and risk
considerations.  Unlike  conventional
models focused solely on accident
prevention, financial tools introduce
transparency in evaluating trade-offs
between safety expenditures and risk
exposure. Moreover, incorporating real-
world data such as accident statistics and
insurance claims enhances the accuracy of
risk modeling. Multi-objective
optimization, particularly Pareto analysis,
strengthens decision support by balancing
cost reduction with safety maximization.

CONCLUSIN AND CONTRIBUTION

This research provides a structured
framework that connects financial and
safety aspects of HazMat transport. Its key
contributions include:

1. A comprehensive classification of
financial indicators relevant to
HazMat risk management.

2. Evidence of the practical value of
financial tools (e.g., VaR, cost—benefit
analysis, safety budgeting) in improving
both safety and economic outcomes.

3. Strategic insights for policymakers,
transportation managers,  and
insurers to optimize resource
allocation and enhance resilience.

By combining financial models with

safety-focused approaches, the study
introduces an innovative pathway toward
sustainable HazMat transport  risk
management.
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