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enhance the operational level of energy sector companies of Saudi Arabia. There is a need to control
the indirect manufacturing and administrative expenses in smaller organizations and further investment
in the energy sector companies is not advisable.
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1. Introduction

The profitability of the business organization is the relative measurement and reveals the profit earning capacity of the business
organization. The absolute profit contained in the income and expenditure statement reveals the results of the business activities
for a particular period. The absolute amount of the profit indicates only outcomes of the operational activities for the specific
period while unable to explain the efficiency of the business organization in terms of profit-earning capacity. There is a difference
between the absolute profit and profitability or profit-earning capacity of the business organization. Sometimes, it is observed that
the business organization earning massive absolute profit with lower profitability while other business organizations earn low
absolute profit with high profit earning capacity. The profit earning capacity of the business organization depends on internal and
external factors of the business environment. The internal factors are controllable and indicate the managerial efficiency of the
business organization specifically lowering the manufacturing and administrative expenses. Lowering the manufacturing expenses
can be minimized through utilizing the advanced technology of production, production at a high level, and skilled and low-cost
labor. Low manufacturing inputs enhance the absolute gross profit and gross profitability of the business organization. The
absolute net profit and net profitability are backed by the absolute gross profit and gross profitability and influenced by the
administrative expenses of the business organization. The managerial efficiency, and low office and administrative expenses
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enhance the net profit and net profitability of the business organization. Indirect manufacturing and administrative expenses play
a vital role on the absolute profit and profitability. As the level of production or activities increases, indirect manufacturing and
administrative expenses decrease proportionately to the level of activities or turnover. The external factors also affect the absolute
profit and profitability. The price and demand for the products and services are the external factors that affect the profit and
profitability of the business organization, ultimately. The profitability is based on the turnover that measures the manufacturing
and administrative efficiency in the context of turnover while the turnover is the reflection of the velocity of the utilization of the
resources. So, logically, the profitability of a business organization can also be measured in the context of resources or funds
invested in the business organization. There are two views to measure the profitability based on the investments or resources i.e.
profitability for real owners/ shareholders point of view, and profitability on resources or funds invested. The profitability of funds
invested or total resources indicates the level of efficiency of utilization of resources or velocity of utilization of resources while
the profitability of owners' funds reveals the level of return on the funds invested by the owners. The profitability of the resources
or funds invested is governed by the velocity of activities and profit margin, i.e., difference between revenue and expenses.
Profitability on owners’ funds is additionally governed by the debt-equity ratio. In the case of prosperity, the high debt-equity
ratio is favorable while the low debt-equity ratio is suitable in case of recession. The energy sector is very prominent in Saudi
Arabia and plays a vital role in the economy. Saudi Arabia possesses 17% of the world’s oil and gas reserves and contributes 50%
to the gross domestic product (GDP) of Saudi Arabia. The oil prices in Saudi Arabia starts to decline from 2014 and affected the
profitability of energy sector companies (Ali, 2020d). There is no specific study available to explore the differences among
profitability and the relationship between revenue and profitability and revenue and resources or funds invested. The present study
focuses on the similarity among the profitability of the leading energy sector companies and also defines the relationship between
the profitability, and revenue, resources of the leading energy sector companies of Saudi Arabia.

2. Literature Review

Al-Shuaibi et al. (2016) explored that competitiveness and innovation improve the financial performance of the business
organization. Ali and Abu Theeb (2018) indicated that the cost of products was the sole factor that leads to the negative financial
performance of petrochemical in Saudi Arabia. Akhtar and Asif (2017) observed that the efficiencies and optimum utilization is
the resources enhance the financial performance and suggested production at a larger scale and utilization of the resources to attain
the expected growth. Samargandi et al. (2014) indicated that the financial performance of the petrochemicals companies is not
based on the financial development while some other external and internal factors are responsible for the financial performance
of the firm. Khan & Khokhar (2014) focused on the operational performance and advocated that operational velocity governs the
profitability of the petrochemical companies of Saudi Arabia. Alagathurai (2013) and Aminu (2012) found a significant and
positive relationship between profitability and liquidity of Sri Lankan trading companies while Sinha et al. (2016) found positivity
between the profitability and cash management. Kumar et al. (2016) revealed that the effective management of current assets and
liabilities affect profitability. Priya and Nimalathasan (2013) advocated the optimum balance between profitability and liquidity
based on the negative relationship thereof. Sodha (2020) found in his study that profitability and liquidity mutually exclusive
events. Pushparaj and Pimplapure (2019) found the positivity between the short-term or long-term liquidity and profitability in
pharmaceutical companies of India. Farhan et al. (2019) explored that corporate governance governs the liquidity and profitability
of the pharmaceutical of India. Ehiedu (2014) observed a positive relationship between liquidity and profitability and suggested a
balance between liquidity and profitability to run the uninterrupted business activities. Ben-Caleb et al. (2013) suggested that the
extreme polar liquidity is not favorable for the smooth running of the business activities and profitability. Panigrahi et al. (2018)
studied the negativity between the profitability and liquidity and found the uninterrupted business activities in pharmaceutical
companies of India. Further, Panigrahi (2019) explored that the liquidity and profitability relationship vary from company to
company. Bhunia and MuKhuti (2011) explained that working capital management is an important means to balance between
liquidity and profitability. Rehman, et al. (2015) considered 99 companies listed in the Saudi stock exchange (TADAWUL). The
Return on Assets (ROA) and Return on Equity (ROE) are calculated to know the profitability while liquidity is measured by the
current ratio, liquidity ratio, and absolute ratio. They found that that there is a negative and insignificant relationship between
profitability and liquidity of the Saudi companies listed on the Saudi stock exchange. Lele (2016) studied the growth, operational
profitability, and return on owners’ fund and found the negativity in revenue growth rate by 141.5%, net operational profitability
by 15.1%, and 25.2% by return on owners’ fund during the period 2013 to 2015 in non-financial sector companies registered in
Saudi Arabia. Above all studies explain the relationship between profitability and liquidity and suggested maintaining an optimum
level of liquidity for the smooth operation of business activities. However, there is no specific study available to explain the
similarity in profitability in the context of revenue or turnover and investment of energy sector companies of Saudi Arabia. Present
study focuses on the similarity and relational study of revenue and profitability, and equity and return on equity, assets and return
on assets to know that the operational profitability and profitability on investment is governed by the level of activities or revenue
or funds invested in the business organization.
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2. Research Hypotheses

To analyze the profitability based on revenue and investment, hypotheses can be divided into two categories:

Hoi: There is no significant difference among the operational profitability, return on investment of energy sector companies of
Saudi Arabia.

Hoo: There is no relationship between revenue and operational profitability, investment, and return of energy sector companies of
Saudi Arabia.

3. Research Methodology

The study is purely based on the secondary data taken from the websites of the energy sector companies of Saudi Arabia for the
period 2012 to 2019. Aldarees, Saudi electricity co. (SECO.), Petro rabigh, and the national Shipping Corporation of Saudi Arabia
(BAHRI) companies are considered for the study. The profitability of the companies is measured by calculating the ratios (Ali &
Haque, 2014). The profitability measurement bifurcated into two categories:

A. Profitability based on operational activities (revenue)

L Gross Profit Ratio (GPR) = w; and
Net sales or revenue
. Net Profit¥100
IL. Net Profit Ratio (NPR) = —etProfit=100
Net sales or revenue

B. Profitability based on investments (equity and total assets)

L Return on Equity (ROE) = Net Income +100, 4
Equity
11 Net Income *100

Return on Assets (ROA) =

Total Assets

ANOVA (Analysis of Variance) is applied to know the significance in similarity of profitability of energy companies of Saudi
Arabia (Ali, A., 2020a).
— BSS/AT. \while, F> Fe, Reject Ho;

Wss/df2
The ranks correlation between ranks of an average of the absolute values (revenue, equity, total assets) and relative values (GPR,
NPR, ROE, and ROA) calculated to get the governance of profitability by the level of activities (revenue) and investments (equity,
total assets) (Ali, A., 2020c). Spearman’s Rank Correlation is applied to get the relational correlation between the ranks of absolute
measurements (revenue, and equity, total assets) and relative measurements (gross profitability, net profitability, and return on

equity and return on total assets) (Ali, A., 2020b).
_ 63(0+D)

n(nsn—1)

Spearman’s Rank correlation = 1
4. Analysis
4.1 Similarity in operational profitability and return on investment

Normally, it is expected that there is a similarity in the profitability of the companies from the same sector until it is not influenced
by any internal or external factor. To explain the difference between operational profitability and return on investment, the HO1
can be divided into four subcategories:

H. No. Hypotheses F* Fo** Decision: Hy (If F>Fa,Reject Hp)
Hol.1 There is no significant difference among the gross profitability of energy  66.17 2.94 Reject Hy
sector companies of Saudi Arabia
Hol.2 There is no significant difference among the net profitability of energy  26.01 2.94 Reject Hy
sector companies of Saudi Arabia
Hol.3 There is no significant difference among the return on owners’ equity of  10.37 2.94 Reject Hy
energy sector companies of Saudi Arabia
Hol.4 There is no significant difference among the return on total resources of ~ 15.27 2.94 Reject Hy

energy sector companies of Saudi Arabia
Source: *F values (ANOVA) calculated based on the gross profit ratio, net profit ratios, return on equity ratio, and return on total assets ratio (as given in table
1,2,3, and 4) and **F taken from the F-table at 5% level of significance.

The above ANOVA study of the profitability measures reveals that there are significant differences in the profitability of the
energy sector companies of Saudi Arabia. This indicates the difference in sales price, cost of the sales which may be due to the
variation of demand of the company to company or availability of the factors of production from different sources or at different
costs.
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4.2 Relational analysis of revenue and operational profitability, and investment and return on investment

The relationship between revenue and operational profitability, and investment and return on investment of energy sector
companies of Saudi Arabia can be analyzed into four categories:

4.2.1 Relational analysis of the revenue and gross profitability

The relational analysis of revenue and gross profitability explains the relational order and their relationship based on the ranks of
the revenue and gross profitability of the business organization and reveals the movement of the gross profitability as per the
revenue.

Table 1
Relational relationship between revenue and gross profitability of energy sector companies of Saudi Arabia
(Amount in thousand SR)

Years Aldarees SECO Petro Rabigh BAHRI

Revenue GPR Revenue GPR Revenue GPR Revenue GPR
2012 1873574 9.15 33646259 10.72 62010877 2.47 2464628 23.31
2013 1982683 9.46 35672129 7.40 50597710 0.91 598660 16.91
2014 2144322 10.59 38490670 5.27 54236752 3.18 771006 25.16
2015 2302992 10.94 41538732 6.22 25513860 1.16 7464018 29.43
2016 3461349 5.99 49914757 6.02 25146130 4.40 6788484 27.88
2017 3409598 5.36 50684906 13.20 34211010 7.88 6045835 21.84
2018 5176585 4.89 64063638 9.24 40998191 5.65 6129910 20.34
2019 5681129 8.13 65040000 9.42 34031975 5.05 6567015 21.73
Av. 3254029 8.06 47381386 8.44 40843313 3.84 4603695 23.33
R1 4 1 2 3
R2 3 2 4 1
D 1 -1 -2 2
D? 1 1 4 4 YD?=10

Source: Authors’ own calculations based on the values given in the Income statement of the concerned companies available on the websites of the energy companies
of Saudi Arabia.

Note: Ranks (R1 and R2) are based on the average values of revenues and gross profitability ratio.

6%.(D+D) _ 6%.(10) 160

- - - =+
n(nsn-1)’ 4(4x4—-1)’ 60’ 1

Is, revenue. GPR =

The relational analysis of Table 1 explains that the revenue and gross profitability of energy sector companies are positively and
perfectly correlated. This implies that the energy sector companies enjoy the benefit of production on a larger scale. The fixed
cost in the manufacturing of energy in Saudi energy sector companies remains constant

4.2.2 Relational analysis of the revenue and net profitability

The relational analysis of revenue and net profitability explains the relational order and their relationship based on the ranks of
the revenue and net profitability of the business organization and reveals the movement of the net profitability as per the revenue.

Table 2
Relation relationship between revenue and net profitability of energy sector companies of Saudi Arabia (Amount in thousand SR)
Years Aldarees SECO Petro Rabigh BAHRI
Revenue NPR Revenue NPR Revenue NPR Revenue NPR
2012 1873574 5.10 33646259 7.61 62010877 0.79 2464628 20.45
2013 1982683 5.13 35672129 8.51 50597710 0.71 598660 23.07
2014 2144322 5.77 38490670 9.37 54236752 1.26 771006 2531
2015 2302992 6.25 41538732 3.72 25513860 -2.97 7464018 2435
2016 3461349 2.63 49914757 422 25146130 0.14 6788484 25.77
2017 3409598 1.90 50684906 13.63 34211010 4.16 6045835 13.34
2018 5176585 1.29 64063638 2.74 40998191 1.63 6129910 7.97
2019 5681129 5.14 65040000 2.13 34031975 -1.60 6567015 9.80
Av. 3254029 4.15 47381386 6.49 40843313.13 0.51 4603694.5 18.76
R1 4 1 2 3
R2 3 2 4 1
D 1 -1 -2 2
D’ 1 1 4 4 >D*=10

Source: Authors” own calculations based on the values given in the Income statement of the concerned companies available on the websites of the energy companies
of Saudi Arabia.
Note: Ranks (R1 and R2) are based on the average values of revenues and net profitability ratio.

_ 6X(D*D) | __6¥(10) | 1_@. =1
60’

T =
s, revenue.NPR n(n*n—l)’ 4(4*4_1)’
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The relational analysis of Table 2 explains that the revenue and net profitability of energy sector companies are positively and
perfectly correlated. This implies that the energy sector companies enjoy the benefit of production on a larger scale. The
administrative expenses of the energy sector companies remain constant at all levels of production.

4.2.3 Relational analysis of the Equity and return on equity

The relational analysis of equity and net return on equity explain the relational order and their relationship based on the ranks of
the equity and net return on equity of business organization and reveals the movement of the net return on equity as per the equity.

Table 3
Relational relationship between equity and return on equity of energy sector companies of Saudi Arabia (Amount in thousand SR)
Aldarees SECO Petro Rabigh BAHRI
Years Equity ROE Equity ROE Equity ROE Equity ROE
2012 477943 19.99 53449454 4.79 8,560,942 5.71 5,410,914 9.31
2013 518036 19.63 56276313 5.39 8,917,457 4.03 5,845,729 2.36
2014 580360 21.32 59242496 6.09 9,555,863 7.13 5,725,874 3.41
2015 642994 22.40 60349127 2.56 8,351,398 -9.08 9,284,658 19.58
2016 633725 14.36 62023623 3.39 8,395,516 0.41 9,677,928 18.08
2017 655764 9.86 72309407 9.55 10,085,807 14.11 9495218 8.49
2018 643256 10.40 73677778 2.38 10542020 6.34 9377871 5.21
2019 874767 33.35 73569872 1.89 10041407 -5.42 9212167 6.99
Av. 628356 18.91 63862259 451 9,306,301 2.90 8,003,795 9.18
R1 4 1 2 3
R2 1 3 4 2
D 3 -2 -2 1
D? 9 4 4 1 YD = 18

Source: Authors’ own calculations based on the values given in the Income statement and Balance sheet of the concerned companies available on the websites of
the energy companies of Saudi Arabia.

Note: Ranks (R1 and R2) are based on the average values of revenues and net profitability ratio.

65.(D+D) . 63(18) | 108,
" n(msn-1)’ " 4(4r4-1) " 60’

=-0.8

I's, Equity.return on Equity —

The relational analysis of Table 3 explains that equity and return on equity of energy sector companies are negatively and highly
correlated. This implies that there is an underutilization of the resources or overcapitalization in energy sector companies of Saudi
Arabia. Further, the issuance of equity capital is not favorable for the profitability and owners of energy sector companies of Saudi
Arabia.

4.2.4 Relational analysis of the total assets and return on total assets

The relational analysis of total assets and net return on assets explains the relational order and their relationship based on the ranks
of the total assets and net return on assets of business organization and reveals the movement of the return on total assets as per
the total assets.

Table 4
Relational relationship between total assets and return on equity of energy sector companies of Saudi Arabia
(Amount in thousand SR)

Years Aldarees SECO Petro Rabigh BAHRI

TA ROA TA ROA TA ROA TA ROA
2012 927708 10.30 238,798,378 1.07 47,775,549 1.02 11,063,609 4.56
2013 1089107 9.34 276,787,644 1.10 45,593,819 0.79 11,996,528 1.15
2014 1205310 10.26 317,908,193 1.13 40,935,791 1.66 12,301,966 1.59
2015 1258920 11.44 358,029,949 0.43 51,341,049 -1.48 19,096,651 9.52
2016 1541246 5.91 402,970,775 0.52 58,246,047 0.06 20,837,255 8.40
2017 1790167 3.61 445,760,460 1.55 61,674,977 231 21182583 3.81
2018 3431498 1.95 464,555,844 0.38 64093967 1.04 21197644 2.30
2019 3585220 8.14 464555844 0.30 74029648 -0.74 20560827 3.13
Av. 1853647 7.62 371170886 0.81 55,461,356 0.58 17,279,633 431
R1 4 1 2 3
R2 1 3 4 2
D 3 -2 -2 1
D2 9 4 4 1 >D2=18

Source: Authors’ own calculations based on the values given in the Income statement and Balance sheet of the concerned companies available on the websites of
the energy companies of Saudi Arabia.
Note: Ranks (R1 and R2) are based on the average values of revenues and net profitability ratio.
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Relational analysis of Table 4 explains that total assets and return on total assets of energy sector companies are negatively and
highly correlated. This implies that there is an underutilization of the total resources or overcapitalization in energy sector
companies of Saudi Arabia. Further, making investments in resources of energy sector companies is not beneficial for return or
profitability’s point of view.

5. Discussion

The results of the study of profitability differences based on the profitability reveal that there are significant differences among
the profitability of the energy sector companies. The gross profitability and net profitability of the energy sector companies are
different. Also, the return on owners’ funds and total resources is different, relatively. Samargandi et al. (2014) also explained that
the financial performance of the petrochemical companies governed by some internal external factors. Possibly, external factors
i.e. the demand of the energy products and prices, and internal factors i.e. manufacturing and administrative expenses or
inefficiency responsible for the low operational performance or reasons for significant differences in the profitability of the Saudi
Arabian energy companies. Kumar et al. (2016) and Ben-Caleb et al. (2013) explored that the management of current assets and
current liabilities affects profitability. The high level of activities also affects the profits and profitability positively due to the
constant behavior of the period costs. Khan et al. (2014) advocated the operational velocity or production level to enhance
profitability. The relational relationship between the revenue and gross profitability, and revenue and net profitability of energy
sector companies are positively and perfectly correlated. This implies that the energy sector companies enjoy the benefit of
production on a larger scale. The administrative expenses of the energy sector companies remain constant at all levels of
production. The relational relationship of return on equity and return on total assets reveals the high negativity in energy sector
companies of Saudi Arabia. This implies that there is underutilization of the total resources or overcapitalization in energy sector
companies of Saudi Arabia. Lele (2016) also found the negativity of return on owners’ funds in the non-financial companies
registered in Saudi Arabia.

6. Conclusion

Based on above all analysis and discussion it can be concluded that gross profitability and net profitability and return on funds or
return on total resources of the energy sector companies of Saudi Arabia is significantly different. The primary reasons for the
difference in profitability are internal while the external factors do not affect the profitability similarly to all business organizations.
Internal factors and demand of the product that governs the level of production and makes the difference in the profitability of the
smaller and bigger companies. There is a need to control the manufacturing and administrative expenses or managerial inefficiency
of the energy sector companies of Saudi Arabia. The relational relationship between the revenue and equity, and revenue and total
assets is highly and negatively correlated. This indicates the overcapitalization or underutilization of resources in energy sector
companies in Saudi Arabia and suggests no further investment by issuing the equity capital or raising the loans. Finally, the energy
sector companies needed to enhance their revenue by increasing the level of production activities without any further investments
in operational activities. The enhancing of the level of production activities is only possible due to the enhancement of velocity of
the operational activities by managerial efficiency and optimum utilization of the resources, provided that the enhancement of
operational level of production by the extended investment is not favorable in energy sector companies in Saudi Arabia. The study
is based on the secondary data of only four years of leading energy companies of Saudi Arabia. The size determinants can also be
considered as a variable for the relative profitability study of the energy sector companies of Saudi Arabia.
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