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From Working Capital to Competitive Advantage

Why Hydrocarbon Inventory Management Matters

EXECUTIVE INSIGHT

For many energy and refining organizations, inventory is viewed as a necessary operating requirement
rather than a strategic asset. Yet hydrocarbon inventories often represent substantial working capital,
creating both financial opportunity and operational risk. Organizations that actively manage inventory
through governance, standardized processes, clear ownership, and performance metrics can improve
cash flow, reduce costs, and increase business agility.

A Hydrocarbon Inventory Management (HIM) assessment across multiple refinery operations found that
inventory performance can lag industry leading practices because of fragmented data, inconsistent
terminology, siloed decision-making, and limited visibility into the true cost of working capital.

The Hidden Cost of Inventory

Inventory protects facilities from supply disruptions and supports production continuity. However, excessive
inventory ties up cash, increases carrying costs, reduces asset utilization, and can limit an organization’s
ability to invest in growth opportunities.

e Inventory data resides in multiple systems and is difficult to aggregate.
e Performance measures are inconsistent across sites.

e Ownership of inventory decisions is unclear.

e Working capital impacts are poorly understood.

e Inventory targets are established without common business rules.

The result is often higher inventory levels than necessary and significant unrealized financial value.

Moving Beyond Inventory Reporting
Leading organizations do more than report inventory balances. They actively manage inventory through a
structured framework that includes:

e Standardized terminology and Key Performance Indicator (KPI) definitions.

e Enterprise-wide inventory governance.

o Clearly defined ownership and accountability.

e Inventory targets based on operational requirements and business risk.

e Performance dashboards that support proactive decision-making.

e Integration of inventory management into planning and commercial processes.

This approach transforms inventory management from a reporting activity into a value creation capability.



Three Levers for Immediate Impact

1. Structural Inventory (L1)

Structural inventory represents hydrocarbons that remain in tanks, pipelines, and infrastructure for extended
periods. Properly identifying and managing this inventory can unlock financial benefits while improving
balance sheet transparency.

2. Working Inventory (L2)

Working inventory supports day-to-day operations and is commonly measured using Days Forward Supply
(DFS). Organizations may hold more inventory than operationally required because targets have not been
reassessed against current operating realities.

3. Discretionary Inventory (L3)

Discretionary inventory creates optionality for trading, arbitrage, and market opportunities. It must be
managed explicitly with clear business rules and risk parameters to avoid unnecessary working capital
exposure.

Governance Drives Sustainability

The greatest challenge is rarely finding inventory reduction opportunities. The challenge is sustaining them.
Successfulinventory-management transformations establish:

e Formal governance structures.

e |nventory management forums.

e KPPl ownership.

e Performance review processes.

e Standard business processes.

e Ongoing education on the cost of working capital.

Without these governance mechanisms, inventory levels can drift back toward historical norms and captured
benefits can erode over time.

The ISI Perspective
Inventory optimization should not be viewed as a cost-cutting exercise. It is a strategic capability that

improves cash generation, strengthens operational discipline, enhances visibility across the value chain, and
increases organizational agility.

Companies that treat inventory as a managed asset rather than a passive balance-sheet item can outperform
organizations that rely on traditional inventory reporting and reactive management practices. By combining
governance, analytics, disciplined processes, and business ownership, organizations can convert working
capital into a sustainable source of competitive advantage.

BOTTOM LINE
Hydrocarbon inventory is one of the largest controllable assets in the value chain. Organizations that

establish clear ownership, performance targets, standardized processes, and proactive governance can

unlock significant value while improving resilience, cash flow, and overall operational performance.
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