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Abstract. The activity of an enterprise in a competitive environment is always associated with one or 

another degree of risk. In order for the company to be able not only to survive in the market, but also to 

consolidate its position, the manager must be able to identify and assess risks in a timely manner, and also 

make effective management decisions to minimize them. This article assesses the risks, both in general 

terms and those that are specific to the energy sector enterprise, JSC “Lukoil”. The authors revealed that the 

company under consideration (for the three-year analyzed period) is characterized by the following types of 

financial risks: credit risk, liquidity risk, currency risk, interest rate risk, risk in capital management. The 

article presents an assessment of the impact of financial risks on the financial results of a company. 

1 Introduction 

At present, financial risks have begun to play the most 

significant role in the overall “risk portfolio” of an 

enterprise. The financial risk of an enterprise is the 

likelihood of adverse financial consequences in the form 

of loss of income or capital under uncertainty in the 

conditions for carrying out its financial activities [1-3]. 

The current state of the energy industry is determined 

by the activities of a large number of Russian oil and gas 

companies. However, this paper examines the activities 

of a Russian company that is the leader in the industry 

on a global scale, JSC “Lukoil”, a leading oil company.  

Any field of activity is always accompanied by a 

certain type and level of risks. A specific risk 

classification cannot be identified. For each specific field 

of activity, its own risk factors are determined. This 

paper assesses the risks, both in general terms and those 

specific to the energy industry.  

The choice of this company is explained by the fact 

that JSC “Lukoil” [4-6] is one of the leading and highly 

profitable oil companies, as well as information on 

production and final results are absolutely open and 

transparent. The company's activities can be divided into 

four main operating segments: 

• Exploration and production, 

• Processing, 

• Trade and marketing, 

• Petrochemistry,  

• Energy.  

Production in Russia accounts for 92% of the 

Company's existing reserves and 87% of marketable 

hydrocarbon production [7-9].   

2 Materials and Methods  

Financial risk management is a combination of 

techniques and methods that reduce the likelihood of 

these risks or localize their consequences. It is also one 

of the most important areas of activity of a financial 

manager, requiring deep knowledge of the basics of 

economics and finance of enterprises, mathematical and 

statistical methods, insurance, etc. The authors agree 

with the opinion of O.B. Braginsky [5] that in large 

foreign companies the financial manager can spend up to 

45% of his working time on the risk management 

function. 

In theory [8-11] and practice [12-16], there are 

approaches to assessing financial risks, which can be 

conditionally divided into three large groups:  

 Assessment of the likelihood of occurrence. Financial 

risk as the likelihood of an adverse outcome, damage or 

loss.  

 Assessment of possible losses in a particular scenario 

of the development of the situation. Financial risk as the 

absolute number of losses of a possible adverse event. 

 Combined approach. Assessment of financial risk, 

both the probability of occurrence and the number of 

losses.  

In the study, the third approach was used, since it 

shows not only the likelihood of risk, but also the 

possible damage to the financial and economic activities 

of the company, which is expressed in monetary terms. 

The study formatted the process of financial risk 

management, which, from the author's point of view, 

includes several stages:  
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- definition of the types of risks that the company may 

face; 

- analysis and quantitative assessment of the degree of 

risk; 

- choice of risk management methods. 

At the last stage, these methods are applied in practice 

and the results of the measures taken are evaluated.  

3 Results and Discussion 

Based on the data [13], the authors made a conclusion 

about the prerequisites for the formation of financial 

risks in the activities of JSC “Lukoil”. The main ones are 

the following:  

- Liquidity. High volatility of prices for hydrocarbons 

and their products, exchange rates of world currencies, 

an increase in tariffs and prices of suppliers and other 

external factors can lead to an imbalance in the 

indicators of plans, budgets and investment programs of 

the “Lukoil” group and, as a rule, to a shortage of 

liquidity and sources of financing. Liquidity 

management of the “Lukoil” group is carried out 

centrally, the main tool is the rolling liquidity forecast. A 

global liquidity management system has been introduced 

and is functioning effectively. The liquidity indicators 

are monitored on a regular basis, in addition, the 

sensitivity of the indicators of plans, budgets and 

investment programs to changes in macroeconomic 

indicators is assessed.  

- Volatility in the foreign exchange markets. The bulk of 

the company's revenue comes from the dollar-

denominated proceeds from the sale of crude oil and 

petroleum products, while the bulk of operating and 

capital expenditures is denominated in rubles. In this 

regard, fluctuations in foreign exchange rates may have a 

significant impact on the company's financial results. 

The company manages foreign exchange risks using an 

integrated approach, also using natural hedging 

mechanisms, including managing the currency structure 

of monetary assets and liabilities and taking advantage of 

geographic diversification. 

- Default by the counterparty and / or non-payment by 

the counterparty. Default events of the company's 

counterparties can lead to non-receipt or untimely receipt 

of proceeds for the delivered goods, also in relation to 

financial counterparties, non-return or partial non-return 

of funds placed on their accounts. This can negatively 

affect the financial results of the enterprise and entail the 

need to attract additional funds for fulfillment of the 

company's obligations. In order to minimize the risk of 

default and non-payment of counterparties, settlements 

are made with third parties outside the “Lukoil” group 

on a prepayment basis or are provided with letters of 

credit or bank guarantees from end customers. 

Let us consider in detail each of the elements of 

financial risk inherent in “Lukoil”. The first is credit 

risk.  

The risk of non-fulfillment of obligations by 

counterparties to pay for delivered products is 

considered the most significant for the risk under 

consideration. In order to reduce this risk, the company 

focuses on cooperation with counterparties, which, in 

turn, have a high credit rating, uses guarantees from 

reliable banks and letters of credit. In most cases, it 

requires prepayment for the supplied products, in 

addition, it uses instruments to limit the concentration of 

credit risks that fall on one counter-party.  

The second group of credit risks is the risks 

associated with the activities of counterparty banks and a 

decrease in their financial stability. To mitigate these 

risks, the company carries out centralized treasury 

operations, as well as operations that include raising and 

placing funds, including foreign exchange operations. 

The minimum exposure to credit risk is the carrying 

amount of financial assets.  

Not past due receivables are not classified as high 

credit risk (Tables 1 and 2). 

 

Table 1. Structure of the receivable’s limitation period. 

Indicators Year Growth rate, % 

2016 2017 2018 2017 2018 

Not expired 84.56 84.3 88.83 15.55 7.11 

Overdue in 90 days 6.37 8.09 3.27 42.24 -52.71 

Overdue in 90-180 days 4.99 1.09 3.36 -74.51 96.41 

Overdue in 180-270 days 2.58 1.67 0.73 -24.89 -57.17 

Overdue in 270-365 days 0.46 1.32 0.46 232.55 -62.48 

More than 365 days overdue 1.04 3.51 3.36 290.41 19.12 

Total trade and other receivables  100 100 100 15.89 2.79 

Table 2. Structure of the reserve movement for doubtful debts. 

Indicators Year Growth rate, % 

2016 2017 2018 2017 2018 

1st of January 93.72 91.94 104.89 6.70 44.43 

Increase in provision charged to 

expense in 2018, the decrease 

30.67 27.92 3.61 -1.00 -83.61 

Write-off against the reserve  10.83 13.31 14.26 33.61 35.66 

Exchange differences 12.95 2.64 9.50 -77.86 356.13 

Other 0.60 3.91 3.48 604.09 64.18 

Total 100 100 100 8.77 26.59 
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The financial instruments used by the company and 

exposed to concentrations of credit risk consist primarily 

of cash equivalents, trade liabilities and over-the-counter 

derivatives. Money and cash equivalents are placed with 

a high rating.  

The credit risk of forwards and swaps arises from the 

counterparties to the transaction from a leading 

international bank or a leading financial institution. The 

individual counterparty risk is managed within specified 

credit limits and includes the use of reverse sale 

requirements, which mitigates the risk of material 

default.  

The company's liquidity is managed centrally. The 

global liquidity management system has been 

implemented in the company and is functioning 

effectively. It includes cash reallocation, an automatic 

concentration system, and rolling cash flow forecasts.  

As the company operates in many countries, it is 

exposed to risks of adverse changes in foreign exchange 

rates. The exchange rate of the Russian ruble against the 

US dollar has the greatest impact on the results of 

operations, since export revenues are denominated in 

dollars, while the bulk of costs are incurred in Russia in 

rubles.  

Within the framework of the centralized approach to 

the management of treasury operations and the 

company's liquidity, in general, the risks associated with 

unfavorable changes in exchange rates are considered, 

consolidated at the level of the corporate center. 

Currency risks, in a number of cases, are minimized on 

the trading floors due to operations with derivative 

financial instruments within the framework of corporate 

dealing. In order to reduce currency risks, loans are 

issued to companies in local currencies and within the 

framework of intra-group financing. 

The structure of the assets book value and liabilities 

that form currency risk is presented in Table 3. 

 

Table 3. Structure of the assets book value and liabilities that form currency risk. 

Indicators Total currency per year Growth rate, % 

2016 2017 2018 2017 2018 

Financial assets 

Cash and cash equivalents 170 506 80 951 23 727 -52.52 -70.69 

Trade and other receivables 126 242 168 519 160 523 33.49 -4.74 

Loans issued 476 002 178 721 178 993 -62.45 0.15 

Other financial assets 983 2 199 1 684 123.70 -23.42 

Financial liabilities 

Loans and borrowings  128 977 (136 808) (379 506) 6.07 177.40 

Trade and other payables  37 450 (81 528) (76 891) 117.69 -5.69 

Net amount of risk 607 306 212 054 (91 470) -65.08 -56.86 

 

The net amount of risk in 2018 decreased by 56.86%, 

which caused a decrease in cash and cash equivalents - 

by 70.69%, trade and other receivables - by 4.74%, other 

financial assets - by 23.42%, and trade and other 

payables - by 5.69%.  

Accordingly, the following exchange rates were 

applied (Table 4). 

Table 4. Exchange rates. 

Currency Year 

2016 2017 2018 

US Dollar 60.66 57.60 69.47 

Euro 63.81 68.87 79.46 

The analysis of currency positions showed that the 

company conducts its activities, respectively, in rubles, 

US dollars and euros.  

The net amount of risk in 2018 increased by 

221.71%. We consider how the strengthening or 

weakening of currencies affects the valuation of 

financial assets and liabilities denominated in foreign 

currencies and the amount of profit (loss) before income 

tax (Table 5). All other variables remain the same. 

 

 

Table 5. Strengthening (weakening) of currencies. 

Currency Year 

2016 2017 2018 

US Dollar (strengthening by 

10%) 

55080 22026 (7726) 

Euro (strengthening by 10%) 3138 (249) 2566 

Russian Ruble (strengthening 

by 10%) 

(52445) (19384) 4937 

The weakening of the exchange rate of these 

currencies by 10% will have an equal and opposite effect 

on the company's profits (losses).  

The Company is exposed to the risk of changes in 

interest rates both in the long term and in the short term. 

Changes in interest rates may affect the value of the 

company's borrowed funds and the amount of its cash 

flows.  

Monitoring the market situation on an ongoing basis 

allows us to take measures to improve the debt structure 

due to the optimal ratio of fixed and floating interest 

rates, control the need for additional financing and 

refinancing of existing debt, and increase the maturity of 

debt obligations. 

The purpose of such measures is to reduce the impact 

of the company's considered risk.   
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The structure of the financial instruments portfolio by 

interest rates is presented in Table 6. 

The net amount of risk is also reduced by 16.68% 

due to the decline in all items, except for financial assets, 

which increased by 103.12%. Since the analysis showed 

a decline, the interest rate risk does not affect fixed-rate 

instruments, rather than variable-rate instruments.  

The probable change in interest rates by 100 basis 

points as of 2017 and 2018 has been justified. This 

would be the amount of profit (loss) before tax for the 

amounts indicated below (Table 7). 

 

Table 6. Structure of the financial instruments portfolio by 

interest rates. 

Indicators Growth rate, % 

2016 2017 

Fixed-rate instruments 

Financial assets -43.27 103.12 

Financial liabilities -11.93 -3.53 

Net amount of risk -4.51 -18.54 

Variable rate instruments 

Financial assets 59.47 -71.21 

Financial liabilities -11.53 -27.47 

Net amount of risk -20.28 -16.68 

Table 7. Amount of profit (loss) before tax. 

Indicators Year Growth rate, % 

2016 2017 2018 2017 2018 

Growth by 100 basis points 

Net financial liabilities (2 504) (1 996) (1 663) -20.29 -16.68 

Decrease by 100 basis points  

Net financial liabilities 2 504 1996 1 663 -20.29 -16.68 

 

Net financial liabilities decrease in 2017 and 2018, 

respectively. The analysis showed that the campaign has 

a loss before tax with an increase of 100 bps and a profit 

with a decrease of 100 bps. Therefore, it is profitable for 

the company to reduce interest 

In order to ensure the continuation of the activities of 

all companies of JSC “Lukoil” in the future and to 

minimize profits for shareholders by optimizing the ratio 

of borrowed and own funds, the company performs 

capital management.  

Capital includes long-term and short-term loans and 

borrowings, equity, and non-convertible interests. Net 

debt is not an indicator of IFRS and is calculated as the 

amount of loans and borrowings attracted, less cash and 

cash equivalents.  

The ratio of net debt to equity allows you to assess 

the materiality of the amount of debt obligations to users 

of the financial statements (Table 8). 

Table 8. Structure of the company's net debt to equity ratio. 

Indicators Year Growth rate, % 

2016 2017 2018 2017 2018 

Net debt 437 223 285 970 42 397 -34.59 85.17 

Capital 3 227 664 3 490 399 4 073 526 8.14 16.71 

The ratio of net debt to capital 13.55% 8.19% 1.04% -39.56 -87.30 

 

The net debt to equity ratio decreased by 87.30% due 

to a decrease in net debt by 85.17%. The amount of 

capital is significantly greater than the net debt, which 

indicates a favorable trend in the company. 

 In 2018, net debt to equity accounted for 1.04%. The 

amount is not significant for the capital.  

We will present a final assessment of the impact of 

financial risks on the company's financial performance. 

The structure of the revenue from sales is presented in 

Table 9. 

Table 9. Structure of the revenue from sales. 

Indicators Share, % Growth rate, % 

2016 2017 2018 2017 2018 

Total sales of products and 

services, rub. 

19.53 18.58 16.68 8.04 21.51 

Total exports of petroleum 

products, currency 

80.47 81.42 83.32 14.92 38.52 

Total sales revenue  100 100 100 13.58 35.36 

 

Sales revenue showed an increase of 35.36% in 2018. 

Its increase was affected by all indicators, except for the 

sale of energy and related services in Russia, which 

decreased by 10.94%. 
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Other sales for export and other sales by foreign 

subsidiaries also decreased by 7.15%. 

According to the data (Table 10) on financial income 

and expenses show that the company has a larger share 

of financial expenses than income for three years. 

In comparison with 2017 the company experienced a 

28.90% increase in revenue in 2018, and an increase in 

expenses by 40.13%. Thus, we see that in 2018, financial 

expenses exceed revenues by 96.1%. The company is 

subject to a budget deficit 

 

Table 10. Structure of financial income and expenses. 

Indicators Share, % Growth rate, % 

2016 2017 2018 2017 2018 

Income from interest on 

deposits 

39.83 34.47 54.25 -11.16 102.89 

Interest income on loans 

issued 

49.51 44.32 33.20 -8.09 -3.44 

Other financial income 10.65 21.21 12.55 104.45 -23.74 

Total finance income 100 100 100 2.68 28.90 

Interest expense  73.37 84.58 84.05 -42.62 39.26 

The increment of the discount  4.94 9.90 7.82 16.44 10.68 

Other financial expenses  9.41 5.52 11.39 -65.87 106.16 

Total finance costs  100 100 100 -41.89 40.13 

 

5 Conclusions  

In general, we can say that the JSC “Lukoil” company is 

solvent and it has enough current assets to repay current 

liabilities. Accordingly, the equity capital is also 

sufficient to cover loans and borrowings. Also, cash and 

future proceeds from current activities cover the 

company's current debts. The company effectively uses 

its funds in order to make a profit.  

The conducted research showed that the company 

finances its own activities with its own funds, it is 

financially independent and attractive to investors.  

Long-term and short-term debt are particularly 

affected by market risk, debt risk, and liquidity risk. The 

company is also subject to a budget deficit, due to the 

excess of expenses over revenues. Fixed assets and cash 

are affected by liquidity risk, while inventory is affected 

by regional and market risk. The risk of the adequacy 

effects the share capital and retained earnings.   

To reduce the impact of certain elements of the 

company's financial risks, it is necessary to increase 

various types of reserves. In the future, this will avoid 

financial losses. 
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