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Abstract. Working capital management (WCM) is an important aspect of
financial management to ensure efficient use of current assets and liabilities to
balance between profitability and liquidity. Even though there is no absolute
perfect answer, financial managers need to formulate a proper strategy for the
working capital. WCM in the oil industry is particularly important due to the
following reasons; a) There is a huge demand for its products, b) Oil and its
products are key inputs for other manufacturing industries, c) Oil prices are too
sensitive to political, social and economic factors, d) Crude oil extraction
capacity periodically changes. Therefore, firms in this sector need to have
flexible production levels so that they keep a balance between the purchase of
crude oil and sales of processed oil. A multiple OLS regression method was
applied to examine the effect of WCM on profitability in the Oil Industry. The
data contained 231 observations from 21 oil companies listed on NYSE and
KASE between 2010 and 2020 years. Findings indicated that downstream oil
companies need to focus more on the management of credit policies, debt
management, and fixed assets management.

Keywords: Working Capital, O1l Firms, Profitability, Cash Conversion
Cycle Abstract
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Anaarna. AifHaasM KanuTanbH 0ackapy (AKDB) KipiCTiIIK MeH eTIMALTIK
apachIHIAFEl Tele-TeHIKTI KaMTaMachl3 eTy VIIH arbIMJIarbl aKTHBTED MeH
MIHJeTTeMeTepal THIMII HaiifanaHyabpl KaMTaMachl3 €Ty YIIH KapKbUIBIK
MEeHEeKMEHTTIH MaHBI3IbI aCIIeKTIC] OOJIBIN TaOslIagsl. AOCOMIOTTI HISasasl
Kayanm OonMaca 1a, KapiKbl MeHeKepiepl ailHalbIM KapakaTblHa KaTBICTHI
IOYPHIC CTpaTeTHAHBI TYKBIPBIMIAybl KepekK. MyHail eHepkaciOinmeri AKB
acipece Keneci ceGentepre Oail1aHBICTEI MAHBI3IEI; a) OHBIH SHIMIEpIHE YIIKEeH
cypanbic Gap, 0) MyHail X2He OHBIH eHIMepl Oacka eHIey catazapel YIIIH
HETI3T1 pecypcTap OOJIBIN TaObLIabl, B) MyHail OaFachl casAcH, a1eyMeTTIK KoHe
3KOHOMHKAIIBIK (aKTOprIapra ThIM Ce3IMTal, T) IIHKI MYHail eHIIpy KyaTsl
Me3rUIMeH e3repinl oTeipagsl. COHIBIKTAH CEeKTOpAArsl (QupManap IIKi
MYHaIiJIbl CaTBIN a1y MeH eHJIeIreH MYHalibl caTy apachIHIaFbl Tene-TeH IIKTI
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caKTay YINIH HKeMIl eHIIpic IeHreiliHe me Gomysl Kepek. AKB-HBIH MyHail
©HepKacIOIHIer! KIPICTUIIKKe aceplH 3epTrey yumiH OLS OipHemre perpeccus
anici Komnaueuiabl. Jlepektep 2010 sxeuiman Gactanm 2020 xbutFa JeiifiHri
ke3eHne NYSE xone KASE-ne Tipkenaren 21 MmyHail KoMma’HscbIiHaH 231
Oaffkayasl KaMThIAbl. HoTikenep MyHail KOMIAHHATapel HecHe casgcaTbiH
Dackapyra, KapbI3Isl OacKapyFa jKoHe HeT13T1 KypangapIsl OacKapyFa Kell KeHLT
0emyl Kepek eKeHIH KepCeTTl.

Tyitin ce3xep: Afinaaeiv Kamnransr, Mynait Komnannsaapsr, KipicTinik,
AKIIaHE! affpipbacTay K1

ve v v

AHHoTanmuA. YipapieHne o0opoTHEIM KarmmrtanoMm (YOK) saBidercs
BaKHBIM  acCIleKTOM  (pHHAHCOBOTO  MeHeKMeHTa [Ii  olOecreueHHA
3(Q(EeKTHBHOTO HCIOIB30BAHNSA TEeKYIINX AaKTHBOB I 00s3aTelNbCTB A
obecnieueHns GanaHca MeXIY NPHOBUIBHOCTEIO I THKBIIHOCTEI. HecMmotps Ha
TO, 9TO aOCOMITHOTO HIEaTbHOTO OTBeTa He CYIIecTBYeT, (DHHAHCOBBIM
MeHeKepaM HeoO0XomnMo chopMyIHpOBaTh MPAaBHIbHYI CTpaTeTHIO B
oTHowmeHnH obopotHoro kKammraga. YOK B HeTAHOII MPOMBIILIEHHOCTH
0co0eHHO BaKeH IO cleayIomuM npuunHaM; a) CyIecTByeT OrpoOMHEIIl CIIpoc
Ha ero npoaykuro, 6) HedTs 1 ee mpoayKTEI SBISIOTCSA KIIOUEBEIMH pecypcaMi
IUIA APYTHX oTpacieil oOpabdaTriBarolieil IPOMBIIIIEHHOCTH, B) LleHs! Ha HeTh
CJIHIIKOM YyBCTBHUTEIBHBI K IOTHTHYECKHM, COLMAIBHBIM I 3KOHOMHYECKIM
bakTopam, r) MomHocTH 1m0 100BYe CHIPOil He(TH MepHOIIYeCKH MEeHSIOTCH.
[Mostomy d¢upmam B 3TOM CeKTOpe HeoOXOINMO HMETh THOKIlE YpPOBHH
MPOU3BOACTRA, YTOOBI OHII COXPAHSATH DaTaHC MeX Iy MOKYNKOI ChIpoil HedTH
H Tmpojaxeil nepepadoraHHoil HedTH. 1 m3yuenns BmugHna YOK Ha
NpHOBUIBHOCTE B He(TAHON IPOMBIIIIEHHOCTH OBIT TNPHMEHeH MeToJ
MHOXKecTBeHHoiIl perpeccui OLS.

aunere comep:xann 231 HaGmogeHun oT 21 HedTAHOI KoMITaHHM,
sapeructpupoBanHoii Ha NYSE u KASE B nmeprox ¢ 2010 no 2020 roxsr.
PesyapTaThl mokasami, 4To HedTeZOOBIBAIOIIIM KOMIAHHAM HeOOXOIHMO
yIenATh OOlbIe BHIMAHNSA YIIPABISHIIO KPeIHTHOI MOTHTHKOI, YIIPABISHIIO
JOJITOM H YIIPaBI€HHI0 OCHOBHBIMI CPeICTBAMIL

Kawoueslte cioBa: Obopotusrii Kamiran, Hegrausie Kommanmr,

[Ipu6srisHOCTE, [kt KonBepramm JlerexHBIX CpenacTs

Introduction

WCM is an important aspect of financial management, through which
optimization leads to a competitive advantage in daily operations and in
formulating a strategy for potential growth (Deloof 2003). Pass and Pike (1984)
defined that components of working capital such as cash, receivables,

49



SDU Bulletin: Social Sciences 2021/3 (50)
inventories, and payables are used to reach and maintain the optimum balance
between profitability and liquidity. Operations with net working capital and the
efficient use of them are critical to ensure profitability & liquidity (Peel and
Wilson 1996). The importance of working capital is demonstrated in a trade-off
between the risk and return regarding the current assets of any company (Dash
and Hanuman 2007). Profit maximization is pointed as the first priority for all
business entities, but increasing profit is the same as increasing interest expenses
probably harms the company by leading to bankruptcy. Eljelly (2004) states that
firm managers must understand and control the concept of the cash conversion
cycle (CCC), which is the time lag between the purchase of raw materials and
collection from sales. The high time lag means that the firm has made a high
investment in current assets implying more profitability until the costs outweigh
the benefits. Shin and Soenen (1998) noted that CCC should be decreased to
create value for shareholders by avoiding risks in debts. Other researchers like
Wang (2002), and Anand (2001) maintained the theory of credit period or CCC
reduction to reach the optimum level where the profit and liquidity level would
probably be balanced.

Starting from the mid-1970, the oil industry has become the largest industry
in the world by providing 98% of fuel for the global logistics sector. Economies
of many countries have been extensively dependent on oil and its products, of
which demand is estimated to increase by 50% by 2035 (Voelcker 2014). Oil
consumption has been a significant aspect of economic development, as the most
advanced economies demand a high level of oil usage (EIA, IEO 2014). The oil
worldwide companies are divided into three categories: upstream, midstream,
and downstream, which perform different functions for each other (Scott 2021).
While the crude oil is precisely explored and extracted by the upstream,
midstream companies successfully ship and deliver to manufacturing companies
(IFS 2019). Downstream companies purchase crude oil from other countries or
from midstream companies and after that convert crude oil into finished goods
or products (Skylar 2021). The profitability of oil manufacturing companies is
directly related to the global market of oil. The importance of the oil industry
makes the oil price subject to constant fluctuations (M. Stocker 2018). The oil
price is fluctuated due to particular black swans and market efficiency, where the
main determination of oil price is supply and demand (Lawal 2018). Finally, o1l
extraction is concentrated in certain regions, which addresses the importance of
geopolitics.

Nevertheless, as Gabriel (2015) noted, the oil industry is very volatile and
therefore highly regulated by external authorities like OPEC. Most of the global
oil suppliers and participants of the oil market mainly consider working capital
as available crude oil stocks and their transportation from upstream and
midstream o1l companies (E. Runyora, 2012). Current research examines only
downstream oil manufacturing companies, which use crude oil as working
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capital and actively manage them to hedge potential supply loss or surplus from
their suppliers (EIA 2021). Potential supply collapse from extraction companies
has a negative impact on oil prices in a global market through adverse effects on
manufacturing companies' operations (Addison & Roe 2018). Price downsides
from lack of sales are not beneficial for oil companies of which working capital
1s at high levels (J. Chen, M. Johnston 2021). Crude oil production capacity
periodically changes because the price and external demand are generally
volatile. For example, crude oil prices decreased to 20$ per barrel in spot market
and -40S per barrel in futures market during the COVID-19 crisis (Kelly 2020).
Although OPEC 1mposed some regulations on oil production, the oil price war
between Saudi Arabia and Russia resulted in oil prices reaching their minimum.
Therefore, massive oil production has a negative influence on the profitability of
downstream oil companies (Khedery & Turak 2020).

Some related studies like Nyakund: (2003), Waweru (2011), and Njenga
(2011) mostly focused on the effect of WCM on profitability and the efficiency
of its components. M. Mary (2008) carried out WCM and financial performance
on SME firms. Jeremiah (2006) prescribed the relationship between WCM and
NSE-listed firms regarding economic activity. However, studies were less about
WCM specifically in the oil industry, which was the unexplored area in the
working capital financing literature. Thus, the study intends to appeal to the
following research question: Can working capital management policy affect the
profitability of firms in the oil industry?

Literature Review

The purpose of WCM is to meet the company’s short-term liabilities through
efficient use of current assets (Peel and Wilson 1996). The WCM is the most
efficient when current assets are financed by interest-free current liabilities,
which are more beneficial than long-term debts or equity (Long, Malitz, and
Ravid 1993). Current asset operations depend on the nature of the business,
growth potentials, and risk pattern of the industry not taking into account the
manufacturing type of its entity (Lazaridis & Tryfonidis 2006).

Receivables and inventories build the structure of the operating cycle theory,
as the cash flow comes from these important elements of current assets.

An operating cycle theory reflects the statement of firms’ operating activities
about current assets by focusing on production, collection, and sales (Shin and
Soenen 1998). The theory mainly ignores account payables; pointing out that
they have no sufficient influence on the usual course of a firm’s operations.
Richards & Loughlin (1980) suggested using the CCC theory, which is the days
that it takes to invest in inventory and convert if to cash. CCC clearly emphasizes
all factors related to the cash inflows and outflows of a firm. As an integrated
mechanism, CCC refers to the time lag between payment for purchases and
collection from sales of finished goods (Brigham and Houston 2004). It heavily
relies on ratios: payable deferral period (PDP), inventory conversion period
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(ICP), and days sales outstanding (DSO) that will express the final result in days.
CCC should be decreased by reducing production and selling periods, and by
extending payable days (Ehrhardt and Brigham 2008). It is probably to reach the
low required WC and high free cash flow to raise profits without harming sales
and rising costs.

Economic order quantity (EOQ) efficiently balances ordering and holding
costs to lower the total cost of inventory (Erlenkotter 1989). Under this theory,
the demand is always constant and inventory comes on time when it is empty in
stock, but it is not applicable to use in reality (Mennell 1961). Worldwide big
industries, like oil, delay the transportation of inventories and keep demand
flexible for raw materials, which are not constant in extraction. Demand for
produced oil is also not constant, as most vehicles use more fuel for heating in
winter. While holding cost increases from inventory and order level, the ordering
cost declines to lead to a dilemma between two costs (Harris 1990). The working
capital cares about the company’s policy in minimizing its cost, which will rule
the direction of further management of costs.

WCM policy is estimated or maintained by factors and characteristics:
market or industry capacity, demand, and supply in particular industries,
seasonal and overtime requirements for inventories (Block and Hilt 1992). In
addition, a conservative approach is the most expensive and requires more
investment in current assets, especially in stocks and cash (Copeland and Weston
1988). The conservative policy provides safety to avoid illiquidity costs by the
absence of current liabilities, but decreases returns and assets turnover ratio. On
the other hand, Soenen (1993) stated that an aggressive approach 1s appropriate
for managing a tight portion of current assets, which are financed by trade credits
and should be minimized as well as CCC in days. Even though having high risk
in sales and dependency on current liabilities, Gitman (1997) stated that
aggressive one is the most profitable compared to conservative and moderate
policies. Similarly, cash conversion theory claims to convert accounts
receivables and inventories into cash as much as possible by accelerating the
collection of cash inflow and postponing the allocation of cash outflow (Soenen
1993).

Another risk regarding the inventory is foreign exchange risk that highly
affects the expense level of oil companies (Njihia 2013). While making
purchases of oil, mainly in international oil trading USD currency. importers
perhaps face devaluation in their currency and pay more for the initial cost
(Reboredo, Rivera 2013). This situation is embarrassing for oil importers who
constantly purchase crude oil for manufacturing, as they purchase at a high rate
and sell 1t in domestic currency.

Downstream companies mainly manufacture crude oil, refine oil, deliver
and trade, advertise, and retail to customers, which production straightly depends
on the availability of crude oil (Chen 2021). Crude o1l reservoirs become more
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deficit over time due to the high demand in o1l production over the last 80 years
(R. Janet 2013). Nowadays, heavy crudes are pumped more often than thinner
crudes that are manufactured at high efficiency and at a low cost (Targeon 2017).
The land and offshore drilling from upstream companies are expensive in
requiring massive structure and attachment of the platform to the bottom of the
ocean (Morse 2018). After the installation of necessary structure drilling or
extraction approaches, the oil rigs will be at the risk of high land pressure and
weather disasters (Stratiev, Dinkov 2010). As this raw material is gained from
ancient organic materials under tons of sediment and tectonic tiles, they are not
recoverable and their formulation will take millions of years (Vasily, Raphael
2003). Therefore, oil reservoirs will be empty after some years of extraction or
abandoned due to geopolitics.

The sustainability of working capital level in a global market is sufficient,
as the oil influences the growth rate and inflation level of any country leading to
the fluctuation of overall transportation and manufacturing costs (Elder, Serletis
2010). Considering the stability of crude oil production volume, downstream
companies should examine the availability of crude oil capacity. Crude oil supply
uncertainties could harm manufacturing companies and cause deviation in
demand, government, and investors (Adelman 1993). The active management of
working capital helps to soften the effect of supply loss by geopolitical events
and disasters of weather that raise prices (Hamilton 1996). The price increase is
costly and takes time to change to another manufacturing type and find new
crude oil sources by challenging companies (Lynch 2002). The WCM is
sufficient in this situation in controlling the level of inventories depending on the
market price level. It also handles the purchases of crude oil from extraction
companies regarding the market price level (Miller & Sorrell 2014). The price of
oil 1s highly influenced by the Organization of Petroleum Exporting Countries
(OPEC) taking into consideration 71% of worldwide crude oil reservoirs and
36% of total oil production (EIA 2022). Only large changes in prices can
influence overall production, as market participants slowly react to the shortterm
corrections from OPEC in a global market.

The effect on the oil companies' profitability was demonstrated by several
theories and concepts, which are approached by WCM. The current study
examined WCM from different aspects and explored the influence on
profitability by decreasing costs by EOQ, and WCM policies. Besides. the oil
industry and its significance were discovered in order to understand the full
process of oil manufacturing companies regarding their working capital. So, the
objective of this research refers to the effect of working capital on profitability
in the o1l industry.

Methodology

The regression models test the existence and magnitude of one or more
independent variables’ effect on the dependent variable (C. Burja 2011). While
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the regression model is used to examine the effects of variables on each other by
the general formula (y=a+bx+e), correlation analysis is used to determine the
degree of relationship between particular variables (Andersen, Gill 1982).
Therefore, the regression model is appropriate for figuring out the exposure of
WCM components to profitability. The main model contains three groups of
variables as follows: 1) A dependent variable; 2) Independent variables; 3)
Control variables (O. Sykes 1993). The world GDP growth rate and net income
variability are taken as control variables to receive a closer model of the true
population and to avoid synthetic auto-correlation (P. Legendre 1993).

Current research collected data from worldwide oil companies between
2010 and 2020, which were listed on KASE and NYSE stock exchanges. The
method of choosing 21 oilmanufacturing companies was proceeded according to
the financial data availability and their regulation by audit forms like 20-f for
Non-US companies and 10K for US companies. Financial statements were used
to collect data, which was then fitted into panel data through separate Excel
sheets for each company.

Overall, 26 companies' data were recorded except for companies with
extraordinary financial performances to receive precise findings. Filters were set
in order to determine exceptional financial results: negative values in owner's
equity, unpaid interests, and lack of information borrowing inventories from
suppliers. In addition. the net profits of companies were converted to the
common currency: 1) to avoid bias and extraordinary standard deviation
percentage; 2) as USD is the most commonly used invoicing currency for
mternational crude oil transactions (Reboredo, Rivera 2013).

After converting collections into statistical data, the regression model was
built as follows (M. Mathuva 2010):

ROA = +[1ACP + B2APP + B3ICP + B4CS + BSLEV + B6FFAR + f7VAR
+ B8 GDPg + e
Calculation of financial ratios was done by the following formulas:
1) ROA (Return on assets) contains Net Income/Average Total Assets;
2) ACP (Accounts  collection period) contains:

(Accounts

Receivables/Sales)*365:
3) APP (Average payment period) contains (Payment
period/Purchase)*365:
4) ICP (Inventory conversion period) contains: (Inventory/COGS)*365;

5) CS (Company size) was obtained from Inventory Turnover;

6) LEV (Leverage) contains: Total Liability/Total Assets:

7) FFAR (Fixed financial asset ratio) contains Fixed financial assets/Total
Assets;

8) VAR (Variability) stands for the standard deviation of net income for a
particular year;
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9) GDPg means the GDP growth rate of the world;

GDP growth rates were obtained from Data World Bank. In order to reach
regression results, the worldwide statistical software STATA was used. as it
provides all necessary information and visualization regarding the regression
model of the oil industry according to its performance (Kohler, Kreuter 2005).

Findings and Discussion

A heteroscedasticity test was conducted to assess the normality of error
terms in the regression model. As seen in Table 4.1, the heteroscedasticity
problem is not observed as the BreuschPagan test fails to reject the null
hypothesis, implying the absence of heteroscedastic (p>0.05).

Skewness/Kurtosis tests for Normality

joint
Variable | Obs Pr(Skewness) Pr(Kurteosis) adj chi2(2) Prob>chi2

resid I 231 0.0000 0.0000 . 0.0000

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant variance
Variables: fitted values of ROA

chi2 (1) = 0.31
Prob > chi2 = 0.5800

Table 4.1 Heteroscedasticity tests

Table 4.2 represents the summary of regression results of the OLS model.
Findings are consistent with Ristanti and Sugiarta (2019), which state that ACP
has a negative and significant effect (p<0.05) on firm profitability. The constant
demand for o1l and its derivatives by transportation and petrochemical sectors
create a unique ACP as compared to other sectors supplying raw materials
(Elder, Serletis 2010). Hence, findings suggest that oil firms can improve their
profitability by decreasing the receivable periods, which forces consumers to pay
back their debts in fewer days. Hence, higher cash levels would lead financial
managers to replan their financial strategies and settle debts to avoid future
interest expenses. Ristanti & Sugiarta (2019) noted that ACP should influence
profitability for a short time, otherwise it causes the risk of bad debts. It implies
that existing consumers of downstream companies would suffer from the
payment collections period and probably fail to pay them back. Collection days
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have to be carefully determined and only for particular consumer segments to
not lose competitiveness and reduce customer base. The high requirements for
franchise-owned service stations of oil companies like PetroChina probably raise
the overall collection level (Bhasin 2019).

Any increase in ICP would lead to additional expenses for holding and
maintenance of that short-term asset (Hadiza & Rabiu 2019). However, study
findings revealed a non-significant effect of ICP on ROA, which is in contrast
with Akbas and Durer (2010), who found a negative relationship. In fact,
maintaining a minimum level of inventory and regular replenishment helps the
company avoid price fluctuations (Tryfonidis 2006). In contrast, Mathuva (2010)
noted that a high level of inventory softens the effect of possible price
fluctuations for oil prices. Hence, the contradiction between establishing high
and low crude oil levels causes the nonsignificance of ICP variation on
profitability.

Downstream companies have a non-significant positive relationship
between profitability and APP. In other words, any increasing average payment
period for oil and gas firms increases their potential profit. Any withholding
payments by firms give them a potential advantage in cash and that makes
economic sense in the short term (Mathuva 2010). However, Deloof (2003)
states that a specific negotiation process considers discounts if the company pays
its bill earlier. For example, Belgian companies often get an arranged amount of
discount for early payments.

So, the controversy of different periods provided by supplier discounts and
regression results establish the no significant level of the APP.
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Fixed-effects (within) regression Number of obs - 231
Group variable: ID Number of groups = 21
R-sq: Obs per group:
within = 0.1826 min = 11
between = 0.0049 avg = 11.0
overall = 0.0880 max = 11
F(7,203) = 6.48
corr(u i, Xb) = -0.4739 Prob > F - 0.0000
ROA Coef. Std. Err. t P>\t [95% Conf. Interval]
ACP -.0130833 .0086139 -2.21 0.028 -.0360839 -.0020959
ICP -.00451%6 .0253796 -0.18 0.859 -.0545611 .0455219
APP .0082282 . 006542 1.26 0.210 -.0046707 .0211271
cs -.0003787 .000%651 -0.39 0.695 -.0022816 .0015243
LEV -.1284354 .0463357 =25t 0.0086 -.2157963 -.0370744
FFAR -.0840377 .0500371 -1.68 0.095 -.1826968 .0146214
GDPgrowth_rate .0101836 .0020309 5.01 0.000 .0081793 .014188
_cons .1692742 .1075892 1.57 0.117 -.0428614 .381409%
sigma_u .D3574754
sigma_e -05693765
rho .28273184 (fraction of variance due to u_i)
F test that all u_i=0: F(20, 203) = 2.64 Prob > F = 0.0003

Table 4.2 Regression results

Company size demonstrates no significant effect on profitability (p>0.05),
which states that incremental additions in terms of financial, physical, and
nonphysical assets are no longer beneficial to the oil companies. The efficiency
1s raised by the filtration of assets according to their relation to the revenue and
low expenditures (Luftig 1999). On the other hand, Hieu (2020) stated that
companies gain positive influence from high asset size due to competitiveness
and low interest from creditors. Therefore, these two opposite statements of
keeping high and low total assets make this variable totally non-significant.

The statistical analysis furthermore revealed that leverage is a significant
negative effect on profitability (p<0.01). It implies that a limited level of total
debt restricts the potential excess of interest expenses over future benefits by
leading to bankruptcy. In the dataset, long-term debt (LTD) has become larger
over time than short-term debts over the research period. The decommissioning
and restoration (20% of LTD) cannot be conserved, as it includes installation,
modification, and renovation of oil manufacturing facilities. Although bonds and
borrowings to banks (60% of LTD) are less risky than short-term debts, most of
them mature in 2040 with a high 5% interest rate per year (Shell 2021).
Therefore, the financial managers have to measure future earnings and attract
more short-term debts to minimize the costs of borrowing.

There is a weak effect of FFAR on ROA (p<0.10), implying profitability
would decline if the proportion of fixed assets in total assets increases. This
negative relationship means that additional assistance of lands. buildings, and
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manufacturing equipment to the sales is no longer beneficial (Brown, Loh 1992).
Besides generating sales for companies, fixed assets create expenses like
depreciation, modification, repair, and restoration (Kenton 2021). It is
recommended that oil-manufacturing firms need to operate with durable
equipment, as their substitution (usually 5 years) and depreciation sufficiently
raise costs. Not so high significance level proves that constant maintenance of
equipment can ensure damages from unforeseen defects.

Conclusion

To sum up, financial managers are capable of managing working capital
components by deriving key findings from current research. The results from the
findings verify the effect of WCM on profitability in the oil industry.

The profitability highly depends on the accounts collection period in which
early proceeds are spent on settling debts to avoid additional interest expenses.
Conserved collections provide the opportunity to decrease leverage by gradually
borrowing more short-term debts. Long-term results from the restructured
financial allocations would introduce remains from saved interests of debts.
Fixed assets can be financed and efficiently extended after directing the cash
flow into business operations. Payment periods can provide a temporary
additional source of financing, but contradict favorable discounts from suppliers.
The level of total assets and inventory was not determined and considered
worthless for further predictions. Even temporary financial sources from the
collection periods should be used to cut interest expenses and invest in
manufacturing. Therefore, this research points out the efficient use of the time
gap between business operations, which can probably be created by some WCM
components to earn more profit in the oil industry.
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