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Abstract

The globalization of the world economy finds expression in
the process of the global space being altered where it
transforms into a single zone open to the free and unrestricted
movement of goods, services, information and capital. A
global space makes it easy for ideas to spread and for their
carriers to move around thus promoting the development of
relevant institutions and putting in place systems of interaction
between them. The spread of the COVID-19 pandemic has
disrupted the unification of economic life rules and the
transformation of the system of interstate regulation of global
economic cooperation. There has been a disruption in
technological, logistics and business chains resultant from the
world's leading national economies closing and many
economic entities which operated in the “real economy”
shutting down. These “pandemic-caused” factors have put
substantial restrictions on the income of companies and their staff
while also fueling unemployment. The authors review financial
risks common to the oil industry such as currency, credit,
interest rate, price risk and liquidity risk all produce a direct
impact on the overall financial standing of companies, that is,
they affect solvency. Proceeding from this, the authors
identify significant factors that affect the level of solvency.
The authors offer a set of stabilization measures aimed at
managing these factors in order to have a positive impact on
the performance indicator that is solvency. This calls for an
effective financial risk management system to be put in place,
one which will ensure sustainable development and
competitiveness for the organization under review in an
uncertain environment.
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I. INTRODUCTION

Globalization has brought along a single cultural,
informational, legal and economic space on a global scale. The
spread of the COVID-19 pandemic has disrupted the
unification of economic life rules and the transformation of the
system of interstate regulation of global economic
cooperation. There has been a disruption in technological,
logistics and business chains resultant from the world's leading
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national economies closing and many economic entities which
operated in the “real economy” shutting down [9]. These
“pandemic-caused” factors have put substantial restrictions on
the income of companies and their staff while also fueling
unemployment. Changing environmental conditions has changed
the structure of risks that affect the financial results of companies.

In the scientific literature, many authors consider risk as
uncertainty in a situation where making a choice is
unavoidable in the process of which the probability of
achieving the expected result, failure, or deviation from a goal
may be assessed quantitively and qualitatively [14; 15; 16; 4;
8]. Consequently, risk poses an unpredictable threat to the
economic security and business continuity of an organization
[6; 7; 11, 5; 13; 2].

Among the root causes for risks are economic and political
changes in a country, changes in interest rates; scarcity of
resources; unstable market situation; inflationary and
deflationary processes in the economy; changes in existing
legislation; declining consumer interest in manufactured
products or services; the use of obsolete technology and
manufacturing techniques; lack of skilled staff [3].

The leading risk characteristics are known to encompass:

a) Inconsistency;

b) Alternativeness;

¢) Uncertainty.

The inconsistency aspect comes down to the fact that if all
risks are properly taken into account, there may be an
acceleration of social and technical progress, while on the
other hand, this progress may decelerate with risks not
properly taken into account.

Alternativeness implies a choice from among several possible
solutions. Where there is no choice, there is no risk.
Uncertainty can be defined as the lack of knowledge of exact
information or such information being unambiguous.

Il. METHODS OF RESEARCH

This study used a retrospective method that uses data for a
certain period of time. The study also used methods of
analysis and synthesis, statistical data analysis as well as
regression analysis.
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I11. RESULTS AND DISCUSSION

The financial activities of the corporation under review in all
of its various forms are accompanied by numerous risks whose
degree of influence upon financial performance is quite high.
The risks associated with the financial activities of the
corporation under review are set aside as a special group of
risks called financial risks.

Financial risks, on the one hand, represent the risk of
potentially possible or probable loss of resources or lost
earnings as compared to the standard operation level required
for efficient use of resources in a specific area of activity. On
the other hand, additional profits may be derived from the
risk.

I. Blank (2014) [3], I. Balabanov (2015) [1], T. Sevruk and
others [12] have all made major contributions to the
assessment of financial risk and individual components
thereof.

Professor 1. Blank interprets risk as "the probability of adverse
effects in the form of loss of income or capital in a situation of
uncertainty surrounding financial and economic activity"”.

Professor I. Balabanov [1] understands risk to be “a possible
risk of losses stemming from the specific nature of certain
natural phenomena and types of human activity”. However,
the author believes that from an economic standpoint, the risk
is the probability of an event whose occurrence brings about
the following financial results: negative, zero or positive
results, which economically speaking represent a loss, lack of
profit and profit, respectively.

T. Sevruk believes that risk is a situational characteristic of
the activity of any legal entity, including the unknown result
and the likelihood of adverse effects in the case of failure [12].

Therefore, the analysis of definitions carried out in this paper
suggests that financial risk can be defined as the probability of
adverse financial consequences occurring in the form of
reduced (lost) of financial resources, capital or profitability of
an organization when making one of a number of alternative
solutions in the course of financial and economic activities in
an environment of uncertainty.

Risks vary in significance depending on the area in which an
organization operates. The banking sector sees the greatest
losses stem from credit and market risks. Contractors'
bankruptcy risks and operational risks happen to be the most
substantial risks for clearing organizations. That being said,
companies which operate in the real economy are exposed to
specific risks due to their sector profile and specific
production process characteristics.

Studies by the authors show the relationship between the types
of financial risks and the aspects of activities of non-financial
companies. Financial risk classifications mention credit,
inflationary, currency, and interest-rate risks most frequently.

As can be seen, financial risks have an impact on all areas of
activity of companies which operate in the nonfinancial sector
and accompany them when such companies are engaging with
banks, financial, investment and insurance companies, and
stock exchanges.
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Table 1. The ratio of financial risk types and the activities of
non-financial corporations

Types of financial Types of corporate activities

risks

Operational  Investment-  Financial
related
Interest-rate risk + + +
Currency risk + + +
Price risk + - T
Inflation risk + + +
Liquidity risk + - -
Credit risk + - -
Insurance risk + - +
Risk of lost + + +
profits
Risks of direct + + +

financial losses
(market, selective
and bankruptcy
risks)

Source: Author

In the contemporary context, mathematical and statistical
studies are seen turning into an indispensable tool for
acquiring more in-depth and complete knowledge about the
mechanism of the phenomena under examination. Objectively
existing dependencies and relationships between economic
phenomena are mostly described only in verbal form.
Quantifying the proximity of cause-and-effect relationships
and identifying the form of effects is much more important.
Correlation and regression analysis is broadly applied to
examine the intensity, type and form of causal effects. When
used with financial and economic processes, it can become a
tool revealing complex sets of causes and effects.

Identifying quantitative relationships in the form of regression
and comparing actual (observed) values against the values
obtained by substituting the values of explicative variables in
the regression equations offer the possibility of enhancing
understanding of the nature of the phenomenon under study.
This, in turn, makes it possible to act on the factors identified
and to interfere in the economic process in order to achieve the
desired results.

Financial risk management is one of the essential components
of the overall corporate management system. ldentifying key
indicators that affect a company's financial risks, identifying
trends, analyzing their behavior over time and space,
predicting financial risk parameters, and adopting strategic
measures aimed at improving the level of corporate stability —
all this can be grouped as part of effective management of
corporate financial risks through financial management.

Financial risks common to the oil and gas industry such as
currency, credit, interest rate, price risk and liquidity risk all
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produce a direct impact on the overall financial standing of
companies, that is, they affect solvency. Proceeding from this,
we will identify significant factors that affect the level of
solvency and we will also develop and offer a set of
stabilization measures aimed at managing these factors in
order to have a positive impact on the performance indicator
that is solvency. From that perspective, the hypothesis is put
forward that effective financial risk management has an
impact on the degree of corporate solvency.

The aim of the study is to build an econometric model
describing the dependence of the degree of corporate solvency
upon changes in internal and external factors. Aside from that,
there is another aim of applying this model (as it may be
modified) to manage financial risks that arise within the
company.

The hypothesis behind the study is based on the assumption
that there are factors which significantly affect the degree of
corporate solvency such as changes in the exchange rate of the
US dollar, hydrocarbon prices, profitability of sales, financial
stability index, coverage ratios, turnover ratio of accounts
receivable and accounts payable, etc.

The use of quarterly data for 2013 - 2019 from four companies
in the oil and gas sector - PAO Lukoil, PAO Tatneft, PAO
Gazprom, and PAO NovaTEK and the factors affecting them -
are intended to bring the projected value of the degree of
solvency to the most probable one.

The represented companies were used as the basis upon which
to build an econometric model. (Fig. 1,2).

Surgutneftegas NN 13308

Tameft NG 22359
Gazprom Neft NG 23504

Novatck GG 19393

Lukoil I 53823

Rosneft I 66286

0 10000 20000 30000 40000 50000 60000 70000
million dollars

Fig.1. Capitalization of oil companies at the end of 2019.
Source: https://www.rbc.ru/rbc500/ [10; 16]

Companies with the largest and lowest capitalization were
excluded to make sure that the study was accurate.

The Y dependent and X independent variables were made up
of a sample of factors for 2013 - 2019, which, in turn, were
divided into groups of external and internal financial
indicators.
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Fig.2. The relative change in the capitalization of oil
companies at the end of 2019.
Source: https://www.rbc.ru/rbc500/ [10; 16]

In a correlation and regression analysis, the Y output indicator
represents the degree of corporate solvency in relation to
current liabilities, calculated as the ratio of the average annual
balance of liabilities and the average monthly gross sales
revenues.

The indicators used to put together the sample to build an
econometric model are given in Table 2.

Table 2. The indicators used to build an econometric model

. . Block of
Designation factors Name
Degree of solvency,
Y
month.
X1 US Dollar exchange rate,
External in rub.
X2 Brent oil price, in $.
X3 Profitability of sales
x4 Working capital to current
assets ratio
X5 Financial stability index
X6 Coverage ratio
X7 Financial Net working capital
X8 indicators Net assets
%9 (internal) Accounts receivable
turnover ratio
%10 Accounts paygble
turnover ratio
X11 Ratio of mobility of assets
X12 Equity ratio

Source: Author
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The Student's t-test was used to determine the significance
level of each ratio presented in the model. The F-test was used
to assess the quality of the regression model as a whole and by
parameters. Durbin-Watson statistics were used to check for
residual autocorrelation.

Based on all the investigations conducted, we will build a
regression model with a free ratio excluding redundant
variables.

The form of the linear multi-factor regression model is:

Y = 19,28 — 0,0236 In(Price) + 3,425 Ry, + 0,1K, oy —
0,252 In(Kye) — 0,445K 05 + 0,225Kireq —
13,769K ),

where Price — Brent oil price, $; Ry — profitability of sales;
Kpokr — coverage ratio; Kae — net assets; Kgen — account
receivable turnover ratio; Kyed — accounts payable turnover
ratio; Kav— equity ratio.

Bearing the above in mind it can be concluded that the listed
indicators are of significance for the model and closely related
to the solvency degree indicator. The model has proven
significant under the F-test, the Student's t-test while also
passing Durbin-Watson statistics which is indicative of there
being no residual autocorrelation.

The tests carried out show that the model is of high quality
which is also backed up by the determination coefficient of
0.872. The model results point to evaluations of the model
being effective, consistent and unbiased.

V. SUMMARY

It is safe to say that the hypothesis about financial risks having
an impact on the degree of solvency is correct and
econometrically  verified. In  consequence, effective
management of financial risks by a company produces a
favorable impact on such indicators as the oil price, return on
sales, coverage ratio, turnover ratio of accounts receivable and
equity ratio which in turn affects the overall degree of
corporate solvency. Studies have demonstrated that with the
current trend persisting, the changes in performance are
producing a negative effect on the financial standing of the
company, but a not critical one. In order to improve the degree
of solvency, the company should drive up profitability by
increasing revenues or cutting down costs which is difficult to
achieve in the current context as oil companies depend on oil
prices along with the exchange rate.

There are also macroeconomic risks which must be factored
in, one that company cannot influence. The new global threat
COVID — 19 began to spread in late 2019. The measures being
taken around the world to curb the spread of COVID-19 result
in the need to impose restrictions upon business activity which
has an effect upon demand for energy resources and the other
products offered by the company under consideration along
with the need to implement preventive measures to stop the
spread of the infection [9]. These events were accompanied by
a considerable drop in stock markets, a decline in commaodity
prices, in particular, the steep fall of oil prices exacerbated by
the Russian ruble significantly weakening against the US
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dollar and Euro, and crediting rates soaring for a great deal of
companies in emerging markets. Thereby the activity of oil
and gas companies are exposed to various risks which may
adversely impact production and financial performance.
Companies are seen seeking to lessen the risks that are within
their control while factoring in the potential adverse effects of
the risks which they are not able to manage.

V. CONCLUSION

The oil industry is the backbone of the Russian economy
encompassing the whole cycle of production, refinery,
transportation, storage and sale of oil and its derivatives.

An analysis of the financial reporting of the leading companies
in oil production and refining revealed a number of financial
risks typical for such companies:

1. Market risks encompassing price risks, currency risks and
interest rate risks.

2. Credit exposure under contracts for the supply of oil,
petroleum products, gas, gas products and petrochemicals.

3. Liquidity and solvency risk. All of these risks affect the
financial performance of the companies in question which has
adirect impact on liquidity and solvency levels. Highly
volatile prices for hydrocarbons and products produced from
these along with volatile currency rates, tariff escalation and
suppliers marking up their prices as well as other external
factors may all give rise to imbalance in the performance of
plans, budgets and investment programs resulting in lack of
liquidity and financing sources. Thus, for oil-producing
companies, financial risk management should be considered as
a process whose purpose is to identify and implement effective
actions to make financial risk acceptable and financial loss
minimal. This criterion is an indicator of the effectiveness of
the company's financial risk management.

ACKNOWLEDGEMENTS

The work is performed according to the Russian Government
Program of Competitive of Kazan Federal University.

REFERENCES

[1] Balabanov IT. Risk Management. - M.: Finance and
Statistics. 2015:- 188 p.

[2] Benninga S. Financial Modeling Hardcover edition.
2014:1085 p.

[3] Blank IA. Management of financial stabilization of the
enterprise. -Kiev: Nika-Center, 2014:496 p.

[4] Damodaran A. Investment valuation: Tools and
techniques for determining the value of any asset 666.
John Wiley & Sons. 2002.

[5] Damodaran A. Investment valuation: tools and methods
for valuing any assets. Trans. from Eng.[Investitsionnaya
otsenka: instrumenty i metody otsenki lyubykh aktivov;
3-e vyd.; per. s angl.], Alpina Biznes Buks, Moskva,
1324 s.[in Russian]. 2004.


https://www.amazon.com/dp/1647484413/ref=reader_auth_dp

International Journal of Engineering Research and Technology. ISSN 0974-3154, VVolume 13, Number 12 (2020), pp. 4500-4504
© International Research Publication House. http://www.irphouse.com

[6] Galanov VA. Derivative financial instruments: a
textbook. V. A. Galanov. -2nd ed. reslave. and add. -M .:
INFRA-M,. 2017:211 p.

[7] Gracheva MV. Risk management of an investment
project: a textbook for university students enrolled in
economic specialties, M.: UNITI - DANA. 2015:- 544 p.

[8] Mironova MD. Selecting the management strategy by the
enterprise of housing and communal services sector
under conditions of climatic uncertainty. Aktual'ni
Problemy Ekonomiky= Actual Problems in Economics.
2016;185:187-193.

[9] Post-Quarantine World. URL:
https://lenta.ru/articles/2020/03/23/coronavirus/

[10] RBC 500. URL : https://www.rbc.ru/rbc500/

[11] Rogers J. Strategy, Value and Risk: Industry Dynamics
and Advanced Financial Management (Global Financial
Markets). Hardcover. 2019.

[12] Sevruk VT. Risks of the financial sector of the Russian
Federation. URL : http://www.easyschool.ru/books/7/4/

[13] Shields Greg. Risk management. Hardcover edition.
2020:-85 p.

[14] Vasin SM, Shutov VS. Enterprise risk management: A
training manual. - M: KNORUS, 2018:-300 p.

[15] Vorobiev SN, Baldin KV. Risk Management in
Entrepreneurship. S.N. Vorobiev, - 4th ed., Rev. - M .
Publishing and trading corporation '‘Dashkov and K'.
2017:- 482 p.

[16] Vorontsovsky AV. Risk assessment: textbook and
workshop for undergraduate and graduate. - M: Yurait.
2017:-179 p.

4504

1. Margarita Davydovna Mironova. Professor, Doctor of
Economics, Institute of Management, Economics and Finance,
Department of Corporate Finance Management, KFU.

Marg.mironova2011@yandex.ru MaDMironova@kpfu.ru tel.
For communication 8 (919) 644 23 41

Scopus ID 56437419600 ORCID ID 0000-0002-5478-6390.
Mironova M.D. has a teaching experience of 33 years, of
which he has been working in a higher school for 22 years.
Doctor of Economics, Associate Professor. Currently,
Professor of the Department of Corporate Finance
Management at Kazan Federal University. Has over 100
publications. There are over 20 publications in Scopus and
WoS databases.

2. Linar  Gatiyatovich lIbragimov. Associate professor,
candidate of economic sciences. Associate Professor of the
Kazan branch of the Russian State University of Justice

Department of Economics, linarass@yandex.ru 8 927 033-72-
99, Scopus ID no, ORCID ID 0000-0002-4600-4766. General
and teaching experience of 22 years. In 1997 he graduated
from the Kazan Institute of Finance and Economics. VV
Kuibyshev with a degree in Economic Theory. In 2004
Ibragimov L.G. awarded the degree of candidate of economic
sciences in specialty 08.00.05. "Economics and management
of the national economy (economics, organization and
management of enterprises, industries, complexes - industry)™.
From 02.2009 to 08.2013 he worked as an associate professor
of the department of humanitarian and socio-economic
disciplines of the Kazan branch of the Russian Academy of
Justice. From 09.2013 to the present, he has been working as
an associate professor at the Department of Economics of the
Kazan branch of the Russian State University of Justice.


https://lenta.ru/articles/2020/03/23/coronavirus/
https://www.rbc.ru/rbc500/
http://www.easyschool.ru/books/7/4/
https://bookauthority.org/author/Greg-Shields
https://www.amazon.com/dp/1647484413/ref=reader_auth_dp

