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Executive Summary 

This report commisioned  to analyze strategic challenges posed by the digital age on British Petroleum downstream segment. The aim of this report is to suggest strategic options that British Petroleum can undertake to sustain its competitive advantage in the market. The report provides analyse in both internal and external environment of British Petroleum.The external environment  analyse is conducted under Porter's Five Forces analyse,PESTEL Analyse and Competitor Analyse. For the analyse of internal environment I have  used value chain analyses and financial ratio analyses.In the value chain analyse I have identified segments that add value to the company.Through financial analyse I have evaluated financial statements and calculated financial ratios as liquidity,profitability gearing and investors ratio.The information used for analyse of the company was gathered from secondary sources, several of which have been used in a previous submission (Financial Management on September 2017).My sources include books,annual report,newspapers,news and magazines,

The value chain analyses show that in downstream segment company gains competitive advantages through marketing and manufacturing activities. Financial analyse shows that BP's financial performance is poor,some of the ratios are below industry average.From its external analyses it can be concluded that company in some areas as R&D,innovation and promotion is performing badly compared to competitors.Strong brand identity and wide geographical presence are two advantages for the company.

This report recommends the following actions for the company to improve its performance:
Investing in alternative energy sources as biofuel,solar or wind power.
Expanding into new markets,Asian market would be a good opportunity
Increasing investing in innovation and R&D technologies
Selling downstream activities as the company is focused more on exploration and production






[bookmark: _Toc503517648]Company Overview 

British Petroleum is one of the largest oil and gas company in the world in the terms of revenue ($183,008 million in 2016), capital  ($96,883 million in 2016)  and market capitalization ($129.3 billion in 2017). The company produces 3.3 million barrels of oil every day and it is estimated that company has approximately 17,810 barrels of oil reserves. British Petroleum is ranked 6th in the world in terms of revenue. .The company runs 25,000 petrol stations around the world. BP is a company with a  geographical presence,it operates in more than 80 countries over the world. Its core business includes three  segments, upstream (exploration and production) , midstream ( transportation and management of pipelines) and downstream (refining and marketing). British Petroleum is a company that has vertically  integrated operations.  The main strategic objectives of British Petroleum are: 
Build competitive advantages in manufacturing . 
Expand downstream business into other regions.BP will expand its partnership with RIL company and will expand in India with "R-Series" project. 
Offering high-value upstream assets and build high-quality downstream activities.

British Petroleum has focused also even on the alternative energy projects ,especially wind ,solar ,biofuels and biopower. Today BP is one of the main producers of wind energy in the US.Biofuel is another field in which BP is investing, in 2016 mills in Brazil produced 733 million ethanol. New investment undertakes by the company in solar energy are expected to generate approximately 10 % of world renewable energy by 2035.The Deepwater Horizon Disaster was a big disadvantage for the company. It caused the company $62 billion in liabilities and destroyed its green agenda reputation.Despite than British Petroleum invested $29 billion  to restore the Gulf economy it did not clean up its reputation.






[bookmark: _Toc503517649]The Internal Analyse  of British Petroleum 

To analyse the internal environment of BP we will use value chain. The value chain is a technique that uses by strategic managers to analyse the capabilities and resources of companies. The value chain technique introduced by Porter in 1985. "The value chain disaggregates a firm into its strategically relevant activities in order to understand the behaviour of costs and the existing and potential sources of differentiation" (Porter, 1998). Porter (1985) grouped firm's activities in two categories: primary activities and Support activities.

Primary Activities : primary activities are these activities that are related directly to production and delivering of products. British Petroleum downstream and upstream segment include the following primary activities:
Exploration, in this stage the company use technologies to find new  oil and gas resources.Developing and Extracting ,once the company has found new sources of oil and gas it works to bring them to the surface. To bring oil and gas to the surface the company uses both natural and artificial methods.Transportation,this stage includes the movement of oil and gas to costumes and refineries. moving oil to refineries and costumes by using pipelines,trucks and tankers.British Petroleum is a company that possesses high standards in logistic.Refining: includes the process of converting crude oil into finish products.Sales and Marketing: this includes the promotion of products for costumers. British Petroleum own 25,000 petrol stations that use to sell and promote its products.

Support Activities:support activities of the value chain give the help the company to achieve its primary activities.BP support activities include procurement,technology development,human resources and firm infrastructure.
Procurement:the aim of procurement is to maximize the value from the third party and the company achieve it by working with internal  stakeholders .
Technology Development:  British Petroleum is investing in R&D  in order to enter in the alternative resources market such as hydrogen,wind and solar power. In 2017 BP started seven new exploration projects.
Human Resource Management:Human Resources  help the company to meet its business strategy.The company offers for its employee learning and development programme to help them move into more senior positions.
Firm Infrastructure: British petroleum has a developed infrastructure that supports the company in its primary activities.

[bookmark: _Toc503517650]British Petroleum and value Chain Structure

British Petroleum downstream segment includes manufacturing and marketing of products. A company value chain includes all activities that will give the firm competitive advantage. . Downstream includes the following activities :transportation,manufacturing refining marketing and retail costumes.British Petroleum  downstream value chain is made up of three sectors: fuels,lubricants and petrochemicals.
· Fuels
 This business segment includes retail,distribution ,refineries,sales   and fuels marketing. Logistics and Marketing give BP competitive advantages. British Petroleum is a company which gas a strong identity brand name.BP’s refineries are ranked among the best refineries in the world.  
· Lubricants
In this business sector the company manufactures lubricants and sell the costumes . In this segment the benefit from technological advancement ,strategic ventures and collaboration will add company value.
· Petrochemicals
Petrochemicals business includes the manufacturing and selling of products that will be used as raw materials from other businesses to produce consumer goods (textiles,paint and plastic bottles). British Petroleum crude oil  and gas value chain in downstream :

· Manufacturing
Refining: This stage includes the process of converting raw materials (crude oil)  into finished products.In the recent years the refining environment has been weaker but British Petroleum managed to gain a competitive advantage in refining portfolio.  In refining the company continues to stay among top quartile.According to British Petroleum Annual Report (2016),in 2016 earnings from refinings increased by 1 billion.The company's aim is to improve its competitiveness in refining portfolio,by 2021 the company expects to increase its cash margin per barrel by $14.
Petrochemicals:Petrochemicals industry is more challenging for the company due to its cyclical and over-supply.The company is operating in a growing market. The demand in petrochemicals industry is increased by 4-6% per annum.The company had a breakeven price by 27% in 2016 and till 2018 the company will decrease the breakeven price  by 40%. This strategy contributed to the company earning growth with $400m.British Petroleum is competing in petrochemicals business with a leading technology.The breakeven price strategy and leading technology are increasing the company's market position in petrochemicals business.

· Marketing
In this phase products are refined and are ready for distribution and selling. Retail business is one of the most important business segment for the company.British Petroleum is a company that has a strong brand identity all over the world. The company has four supporting brands that help its marketing business. "BP has the largest number of branded PFS, followed by GB Oils, Texaco and Esso" (Deloitte, 2012). Fuels and lubricants business marketing in 2016 contributed to the company earning growth $ by 3.7 billion and was an increase with $1billion compared with previous year.This increase was due to strong brand identity,improvements in technology, retail partnership and customer relationship.The company strategy is to  increase  its presence  in the new markets.The partnership with Woolworths which is one of the biggest supermarket retail in Australia is expected to increase the competitive advantages in the downstream portfolio.British Petroleum partnership in the UK with M&S is a significant source of value for the company.

For the company are three main areas in the downstream segment where BP identifies its competitive advantages:
Scale: British Petroleum is one of the largest companies in the world that operate in downstream. The wide geographical presence(in more than 80 countries) gives the company a competitive advantage. Value chain for the company is generated in both vertical and horizontal  integration. The vertical integration includes expansion  in new markets such as China and Russia. The horizontal integration includes join-ventures with hypermarkets,contractors and acquisition.
Technology :The BP  is a company with high-quality technology. The financial resources give the company the opportunity to invest in research and development. The technology development in downstream is focused on monitoring the refineries  ,enhancing customer value proposition,improving logistics.
Brand : British Petroleum is a company that has to build a strong brand identity and now it is a global brand. The brand identity gives the company a competitive advantage. These competitive advantages in downstream include: benefit from economies of scales in distribution,reduce marketing cost etc.

[bookmark: _Toc503517651]Sustainability

British Petroleum is committed to achieving its sustainability through safe operations ,balancing economic growth,meeting shareholders interests and environmental protection.

· Safety
Safety sustainability is an important issue for British Petroleum.To minimize health hazard is essential for company sustainability strategy. After Deepwater Horizon accident investigators recommended some task that could help the company to manage safety and reduce risks.From 26 task recommended by external investigators BP managed to address only 15.

· Environmental
The strategy of the company regarding environmental sustainability is focused on the reduction of greenhouse gas emissions. To reduce greenhouse gas emission the company is investing in renewable energy and developing a retail service that will focus on electric vehicles. Despite BP effort to approach sustainability in environmental services it is not an environmentally friendly company.Renewable sources of energy contribute to total revenue only 1%. According to Robinson (2014)  British Petroleum aspired to be a green company but it did  not change its core business to meet its desired identity. The company collaborates with conservation organisations to mitigate the negative impact on biodiversity due to its business activity.

· Economic
The company approaches sustainability through meeting shareholders and society interest.The aim of company is to generate and maximize the value for its stakeholders through energy production.In 2016 the economic value generated by BP's activity was $187.3bn.The company employs more than 74,500 people around the world.The contribution in the economy through tax was $2.2 billion.





Financial analyse comes from a previous report  submitted for Financial Management on Sepetember 2017.
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	2016
	2015
	2014
	2013

	Current Asset Ratio
	BP
	1.16
	1.28
	1.37
	1.33

	
	Industry
	n/a
	1.23
	1.15
	1.15

	Acid Test Ratio
	BP
	0.85
	1.23
	1.11
	0.96

	
	Industry
	0.20
	1.14
	0.75
	0.77

	Net Working Capital Ratio
	BP
	0.035
	0.060
	0.083
	0.078

	
	Industry
	0.44
	0.36
	0.31
	0.30





Table 2.      Liquidity Ratios for British Petrolium  and Industry  ( 2013 -2016) 
Source : (Stock Analysis on Net, 2017),British Petroleum Annual Report 2013-2016
From the table above we can see that the current ratio of BP  decreased from 2013 – 2016. The high ratio was during 2014 (1.37%) and the lowest  during 2016 (1.16%). This increase in the current ratio means that current liabilities are increased faster than companies assets. We can conclude that BP has a good  current  ratio because for the whole period it is above 1. This indicates that company has no problem to pay its short-term liabilities. Compared it with industry we can say that BP has performed better than its competitors. The acid ratio has increased steadily between 2013 and 2015. In 2016 we have a decrease of this ratio in 0.85  which is even the low value compared with all period. The value 0.85 of the acid ratio in 2016 indicate that company has a problem covering its short-term debt. This decrease in this ratio has been affected by the decrease in current assets , increase in current liabilities and inventory compared with the previous period. This increase in current liabilities  can be explained by the  Deepwater Horizon accident. An article from (The Guardian, 2016)  says that British Petroleum paid more than $60 bn  in liabilities for this environmental disaster. As result BP  during 2016  had a poor financial performance and a record loss .












       Figure 2: Acid  Ratio for BP and Industry 

From the bar chart we can see that  the acid ratio of BP in 2016 declined drastically compared with its competitors. In 2015 BP a good acid test ratio ,it was almost the same as the industry ratio. Even in 2013 and 2014 this ratio was below industry average.

	
	
	2016
	2015
	2014
	2013

	Stock Turnover 
	BP
	91.35
	14.27
	16.83
	11.14

	
	Industry
	10.61
	11.82
	17.29
	18.85

	Debtors ratio
	BP
	44.44 days
	36.05 days
	31.58 days
	36.69 days

	
	Industry
	 42 days
	32 days
	29 days
	33 days

	Creditors ratio
	BP
	104.66 days
	70.76 days
	51.94 days
	57.69 days

	
	Industry
	76 days 
	63 days
	50 days 
	52 days

	Fixet Asset Turn.
	BP
	1.00
	1.24
	1.92 days 	
	1.94

	
	Industry 
	0.79 
	0.91
	1.36
	1.48


Table 3.      Efficiency  Ratios for British Petrolium  and industry  ( 2013 -2016) 
Source : (Stock Analysis on Net, 2017),British Petroleum Annual Report 2013-2016
As we can see from the  table tock turnover ratio of BP  increased sharply from 2013 to 2016. This means that company has sold more fast its turnover. The company is performing better than its competitors. Regarding debtors ratio we can see that from 2013 to 2014 this ratio  decreased what means that company during this period collected faster its receivables . This indicates that company has more cash and liquidity to pay its liabilities or to invest in other projects. This decrease may be explained by the policy which the company introduced in this period for collecting its receivables in a short period.Overall British Petroleum Ratios are below industry average,competitors are performing better than BP. The creditor's ratio has decreased from 2013 (57.69) to 2014 (51.94). This means that the company's liquidity increased which give it the opportunity to pay its liabilities more quickly. A new strategy for its debtors  which lead to an increase in liquidity  helped the company to improve its creditor ratio. After this period the creditor's ratio has started to increase . In 2016 this ratio was very high (104.66) which indicate that company was not able to pay its obligations. This was caused by the increase of debtors ratio in this year but also even by the loss of the company in 2016 due to oil price decrease.  According to (BBC News, 2016) the oil price in 2016 was the lowest since 2003.



 

Figure 3 : Stock Turnover ratio  for BP and industry 2013-2016 

In 2016 the BP stock turnover ratio was low compared with industry and in 2014 it increased and this ratio was at the same level as the industry average. In 2016 this  ratio is increased sharply  compared with industry average.



Figure 4 : Debtors Ratio for BP and industry 2013-2016

From the graph it is clearly visible that in 2013 the British Petroleum Debtor Ratio was almost the same as the industry average . Between 2014 and 2015 is increased compared with industry. This increase has continued even during 2016  for both industry and BP.
	
	
	2016
	2015
	2014
	2013

	EPS
	BP
	0.009$
	0.34$
	(0.21)$
	0.03$

	
	Industry
	
	
	
	

	Interes Cover
	BP
	(0.25) time
	(5.87) time
	5.58 time
	29.74 time

	
	Industry 
	(0.84)
	1.40
	25.93
	34.11



	Table 4.      Investment  Ratios for British Petrolium  and industry  ( 2013 -2016) 
Source for industry data  : (Stock Analysis on Net, 2017),British Petroleum Annual Report 2013-2016
From the data in the table above it concluded that from 2013 to 2014  the company's earning per share declined. In 2015 the company had an increase in this ratio, EPS in 2015 was $0.34 and in 2016 it decreased again and reached  $0.009.This decline in 2016 was impacted by record loss that had company . Even interest cover ratio has declined over the years. In 2015 and 2016 this ratio was negative. In 2016 it is improved bu compared with 2015 but it still remains negative. Even the industry during 2016 has a negative Interest cover ratio. During the last year all the oil industry was affected by the decline in oil price.

	
	
	2016
	2015
	2014
	2013

	Debt Ratio
	BP
	63.2 %
	62.4%
	60.3%
	57.3 %

	Gearing 
	BP
	53.1 %
	52.7 %
	49.2%	
	44.2%

	Divident Cover
	BP
	0.03 time
	(0.96) time
	0.68 time
	4.36 time




Table 5.      Capital Structure  Ratios for British Petrolium  and industry ( 2013 -2016)
Source for Industry data : (Stock Analysis on Net, 2017),British Petroleum Annual Report 2013-2016
From the table we can see that debt ratio for British Petroleum  increased from 2013 – 2016. In 2016 it has reached the high value 63.2 %. Even the gearing ratio for the company has increased during this period. This indicates that the company has increased the level of the loan. This may be dangerous because the increase in the  loan percentage exposes the company to a high risk. The increase in the debt ratio for BP can be argued with the poor financial performance of BP in last year. It has paid a large number of liabilities during 2016 for Deepwater Horizon accident. During 2016 its profit was negative, so the company has been obligated to  borrow in order to pay its liabilities. According to (The Guardian , 2016) PB  reported a record loss $6.5 bn.Dividend cover ratio has decreased from 2013 to 2015. In 2014 it was negative -0.96. During 2016 it has improved but still remains low.






Figure 5: Gearing and Debt Ratio for British Petroleum


[bookmark: _Toc503517653]External Analyse 
In oil and gas industry maintaining a competitive advantage is a big issue. PESTEL and Porter’s five forces are two main tools that we will use to analyse British Petroleum external environment.

[bookmark: _Toc503517654]Porter’s Five Forces Analysis
In 1980 Porter introduced the five forces model and for more than 30 years this model is considered to be an important tool for understanding the structure of the industry and its attractiveness.The industry's analyse model proposed by Porter analyses the  five forces: threats of new entrants, the power of supplier, the power of buyers, the threat of substitutes and competitiveness. In this report Porter's framework is used  to examine the current position and competitive strength of BP in downstream.
[bookmark: _Toc503517655]Threat of New Entrants 
In general threat of new entrants in oil and gas industry is low . The main reason for this is: the high barriers  of the entrance. It is required a huge amount of capital to enter in oil and gas industry. National oil and gas companies control the majority of oil market (approximately 90%). Furthermore British Petroleum has a huge amount of capital that can invest in Research and Development which can give the company the opportunity to improve its existing technologies and to boost innovation.
[bookmark: _Toc503517656]Power of Supplier 
The bargaining power of suppliers  for British Petroleum is high. The main reason for the increase  in the  bargaining power of suppliers is the existence of a small number of suppliers for oil and gas industry .  Furthermore the cost of switching from one supplier to another one in oil and gas industry is high. Changes in the technological field can lead to an increase in supplier's power in long term. Advancement of technology can rose the number of substitutes for oil and gas in the future. One example of technology advancement that can lead to competitive substitutes for oil and gas can be: electric car,biofuels, fuel cells etc. Technology development can cause both positive and negative effects. From one side these improvements in technology it will decrease the demand for oil and gas .On the other side these advances in technology can give BP the  opportunity to diversify  its portfolio and enter into alternative resources market. 

[bookmark: _Toc503517657]Power of Buyers 
The power of buyers for BP and other gas and oil companies is low as for result of industry structure. In general oil companies offer undifferentiated products ,thus do not exist a big difference between products offered by  BP and products offered by other oil and gas companies. This indicates that costumers can switch easily from one buyer to another one. Even the power of buyers is low in this industry ,there are some ways that it can be increased:
Commodities offered by BP are almost the same with products offered by its competitors but the company can benefit if it increases the quality standards of its products. A lower price or better contracts offered by competitors will attract customers

[bookmark: _Toc503517658]Threat of substitutes 
Alternative sources for oil and gas industry include: biofuel,coal,hydrogen, solar energy and wind energy. Threats of substitutes for British Petroleum and oil & gas industry in general is low. Alternative sources of oil and gas that can be used to produce electricity such as renewable resources and biofuels are still in developing phases. To sustain its competitiveness the  company is trying to enter even in the market for alternative sources of energy. This is a good opportunity for British Petroleum

[bookmark: _Toc503517659]Competitivnes 

British Petroleum faced with a high competition due to the existence of many large oil and gas companies such as Exxon Mobile,Royal Duch,Shell etc. British Petroleum w four petrol stations and retail companies (Catrol,Wild Bean Coffe,Aral and ARCO ) that gives it the opportunity to  increase the profit. The chances for new and small companies to enter in the oil and gas market are low. Entering in oil and gas industry requires a huge amount of capital,logistics and good management. 

[bookmark: _Hlk503481751]
[bookmark: _Toc503517660]PESTEL
PESTEL analyse is considered as the framework which analyses the effect of macroeconomic
factors in a business.According to Johnson et al., (2008) environmental influences on organisations can be summarised  with six categories, political,economic,social,technological,environmental and legal. We will use this tool to analyse British Petroleum external environment.

[bookmark: _Toc503517661]Political
The oil and gas industry can be affected by political environment. When we speak about political factors that might affect oil and gas industry, its refers government policy,country stability etc.Changes in government policy can lead to changes in the economic,political and legal environment. The Deepwater Horizon Disaster is still an issue for British Petroleum. Deepwater Horizon Disaster started in 2010 and caused the company $62bn in liabilities. Deepwater Horizon accident has been political for the company,BP faced  a legal battle with US government. Oil and gas regions are characterized by an unstable  government and this lead to an  increase in the  volatility of oil and gas companies.

[bookmark: _Toc503517662]Economic
British Petroleum is one of the biggest companies in oil and gas sector. It is ranked the 6th in the top 10 oil and gas companies in 2017. The company has a  wide geographical reach,it operates in more than 80 countries. The wide geographical presence exposes it in both national and international level risk. Inflation rates and exchange rates are two main economic factors that can effect its earning.The company is affected by the economic condition of countries in which it operates. Oil and gas are commodities that have an important impact on the country economy.The change in the  of crude oil production will be reflected in stock market immediately.

[bookmark: _Toc503517663]Social
After Deepwater scandal the company increased its concern about social responsibilities. The company invested about $29 billion in restoring Gulf economy. The demand for oil is related to economic growth,an increase in the income level will lead to an increase in the demand for oil. An improvement in income level will increase the number of people that can purchase vehicles and use more energy.Furthermore the demand for energy is expected to increase in the future due to increase number of population. The demand for natural gas is expected to increase the  twice rate  of oil and coal by 2035.

[bookmark: _Toc503517664]Technological
Improvement in technology field leads to rapid changes in oil and gas industry.British Petroleum is investing in R&D  in order to enter in the alternative resources market such as hydrogen,wind and solar power.In 2017 BP started seven new exploration projects. From these new projects the production is expected to increase production and improve the quality of costumes.By the end of 2020 the new project will increase the production of 800,000 barrels per day.
[bookmark: _Toc503517665]Enviromental
The environmental regulations are becoming harsher  for oil and gas companies.Many governments around the world have put a price on carbon in order to reduce air pollution.This policy has a bad impact on oil and gas companies because it increases costs. In Deepwater Horizon Spill 200 million gallons of crude oil spilled into the Gulf of Mexico.This disaster caused wildlife loss,including endangered species. This environmental hazard has caused BP high cost. For Deepwater Horizon accident the company paid more than 60 billion in liabilities. The concern about climate changes has increased  in the recent years.

[bookmark: _Toc503517666]Legal 
 Regulations ,law and governments policy differs from one country to another one.In recent years legal risk has increased for oil and gas industry.The wide geographical presence ( in more than 80 countries) exposes the company  to legal risk.


[bookmark: _Toc503517667]Customer Analyse

British Petroleum downstream  customer can be classified into two categories:
Retail customer,are these costumers who use oil and gas for domestic heating or for transportation.
Industrial costumers,in this category are included business aviation,commercial  airlines,shipping companies etc. 

The retailing customers are managed through service stations. British Petroleum manages more than 25,000 petrol stations around the world. British Petroleum petrol stations are owned by the company or independent dealers. Regarding the ownership and management petrol station can be classified into three categories:
Petrol stations that are owned and operated by British Petroleum,in this case petrol stations are managed by company's employee. 
Petrol Stations that are owned by British Petroleum but  managed by independent dealers,the company has delegated the right another company to operate the petrol station. 
Petrol stations that are managed by the company but are owned by the dealer. To gain competitive advantages the company try to differentiate itself in retail. British Petroleum strategy in retail is focused on:
Quality,oil and gas are commodities that it is difficult  to differentiate from competitors. But British Petroleum tries to differentiate its products by offering a high quality and a premium service.
Price,even why in oil and gas industry it is difficult to differentiate through price the company still manages to gain a competitive advantage through price strategy. In this industry all companies offer common products and the prices are easily matched. If the competitors decrease the price of fuel with one cent per liter this will cause the company a 25%  loss in the volume of sale. Thus the company's price strategy is a profit-oriented strategy.


[bookmark: _Toc503517668]British Petroleum and Competitors

[bookmark: _Toc503517669]British Petroleum 
The company has a wide geographical presence it operates in 80 countries worldwide and employes 75,000 people.British Petroleum is investing in R&D  in order to enter in the alternative resources market such as hydrogen,wind and solar power. In 2017 BP started seven new exploration projects. Comparing with its competitors British Petroleum is spending less in R&D. Products,BP is specialised in oil and gas production. The company is engaged even in the production of alternative sources of energy including biofuel,solar,wind power etc.Price,in oil and gas industry prices are mostly determined by external forces,as production and government policy. British Petroleum does not have an aggressive promotion strategy compared with its competitors.The company uses mostly their petrol station to promote is products.

British Petroleum sustainability is focused on shareholders interest,community and partnership. After Horizon Deepwater safety has become an important priority for the company.Regarding social and environmental responsibility we can say that BP is committed more to environmental initiatives.


[bookmark: _Toc503517670]Shell 

The company employs around 94000 people and operates  in 70 countries.Shell is a company that has invested a large amount of money in R&D. In 2016 the company spends $1.14 billion in research and development. The research and development are focused both on upstream and in downstream segments. The company can develop new technologies for the production of alternative fuels. This gives the company a competitive advantage over its competitors. The company is working in restructuring its downstream portfolio. 
 
The company is trying to achieve its sustainability by operating safely,protecting the environment,and contribution to the economic growth.Shell has invested a large amount of money in enterprise development and road safety.
 
[bookmark: _Toc503517671]ExxonMobil
The company operating in 60 countries and employs 71,300 people around the world. ExxonMobile's Research and Development is focused on developing technologies that will help to mitigate emissions, to expand in hydrocarbon and renewable energy system and increase natural gas production.In 2016 ExxonMobil spend $1054 billion in developing new technologies. Pricing strategy is a way that companies use to attract costumers and increase their profit.The company has a different  pricing strategy  for each of the products that offer. In the first quarter of 2018 the company will combine the marking and refining division into a single company. The company believes that this strategy will lead to a better customer service.Through this strategy will give the opportunity the company to compete more effectively.

Exxon mobile sustainability is based on three main area,environment,social growth and economic development.Its environmental initiatives are focused to conserve water. "Nobody Gets Hurt", "Protect Tomorrow" are some of the company's initiatives to protect its employee.




















[bookmark: _Toc503517672]Recomandation

Oil and gas industry operates in an environment which is characterized by volatility and high competitiveness. The innovation through technology  has become a big challenge for oil and gas industry . As British Petroleum is faced with a  high level of competition, the report  suggests  the possibility of implementing of some competitive strategies that can help  the company   to sustain its competitive position. 

The company should increase the  investment  in the alternative energy source.Increasing investments in biofuels or other forms of renewable energy will give the company the opportunity to meet the future energy demand.Transfering its value chain in alternative sources of energy will give the company a competitive advantage.Fuels reserves are limited and if the company will not advance in the development of new products it might lose its market presence.  Furthermore commitment to alternative sources of energy will help the company to improve its green image.

The company has a wide geographical presence as it operates in more than 30 countries but it positioned mostly in the European and American market. The company should expand into new markets,focusing on Asian market would be a good strategy. Entering into Singapore and Hong Kong market  would be beneficial for the company. Both demanding and consuming for oil and gas in these countries is high. Furthermore due to the high level of income the consumer demand in these countries is focused on quality rather than price.

The main focus of the company is in the downstream segment. The development strategy of the company is focused on production and exploration because this business segment generates more revenue than the downstream segment. We recommend the company to sell its downstream operations and to focus only on production and exploration.

In terms of financial performance,we would recommend the company the following actions:
To change its debitors collection strategy and approach a new strategy for collections.A new debtors ratio strategy will increase cash flow and improve the liquidity. Furthermore selling some of the assets that company do not use can help also improving cash flow. 
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Table 1:Ranking of Top 10 oil and gas companies in 2017  based on Revenue (in billion U.S dollars)


Source : The Statistics Portal 


graph 2: Expenditures on Research and Development 2012-2016







          Ratios Calculation 

	      I. Profitability Ratios 

	

	1.Gross Profit Margin

	

	[bookmark: RANGE!B5]Gross Profit Margin = Gross Proffit / Total Revenue

	

	Gross Proffit 2016 = 21712000/183008000 = 11.8%

	Gross Proffit 2015 = 21064000/222894000 = 9.4%

	Gross Proffit 2014 = 44286000/353568000 = 12.5 %

	Gross Proffit 2013 = 53258000/379136000 = 14% 

	

*Gross profit = Sales revenue – cost of sales
2.Net Profit Ratio

	

	Net Profit Ratio  = Net Profit Before Tax and interest/Total Revenue 

	

	Net Profit Ratio 2016 = (430000)/186606000 = (0.23) %

	Net Profit Ratio 2015 =(7918000)/225982000 =(3.50)%

	Net Profit Ratio 2014 =6412000/358678000=1.78 %

	Net Profit Ratio 2013 = 31769000/396217000= 8.01 %




	

	3.Return on Capital Employed

	

	Return on Capita  employed = Net profit before tax / Total Equity + Debt 

	

	

	Return On Capital Employed 2016 =( 2295000)/95286000 +65612000 = (1.42) %

	Return On Capital Employed 2015 =( 9571000)/97216000+49134000 =(6.53) %

	Return On Capital Employed 2014 =4950000/111441000+49564000 = 3.07 %

	Return On Capital Employed 2013= 30221000/129302000+ 45567000 = 17.28 %



* Debt = Financial debt + Other Payables

	                                                                                                                II.Liquidity Ratio

	1.Current Assets Ratio 

	   Current Assets Ratio = Current Assets / Curent Liablities 

	

	Curent Assets Ratio 2016 = 67813000/58354000 = 1.16 

	Curent Assets Ratio 2015 = 70602000/54724000 = 1.29

	Curent Assets Ratio 2014 = 87262000/63615000 = 1.37

	Curent Assets Ratio 2013= 96840000/72812000 =1.33




	2. Acid Test Ratio 

	Acid Test Ratio = Current Assets - Inventory/ Curent Liabilities 

	

	Acid Test Ratio 2016 = 67813000 -1765500 /58354000 = 0.85 

	Acid Test Ratio 2015 = 70602000 - 14142000/54724000 = 1.03

	Acid Test Ratio 2014 = 87262000 -18373000/63615000 = 1.08

	Acid Test Ratio 2013 =  96840000 - 29231000/72812000 = 0.92



	3.Net Working Capital Ratio 

	

	Net Working Capital Ratio = Curent Assets - Curent Liablities / Total Assets 

	

	Net Working Capital 2016 = 67813000 - 58354000/263316000 = 0.035

	Net Working Capital 2015 = 70602000 - 54724000 /261832000 = 0.060

	Net Working Capital 2014 = 87262000 -63615000/284305000 = 0.083

	Net Working Capital 2013 = 96840000 - 72812000/305690000 = 0.078



	                              

III. Efficiency Ratio

	

	1. Stock Turnover Ratio 

	

	Stock Turn Over Ratio = Cost Of Gods Sold / Inventory

	

	Stock Turn Over Ratio  2016 =  161296000/1765500 = 91.35 

	Stock Turn Over Ratio  2015 = 201830000 /14142000 = 14.27 

	Stock Turn Over Ratio  2014 = 309282000 / 18373000 =16.83 

	Stock Turn Over Ratio  2013 = 325878000 /29231000 =11.14 

	

	* Cost of gods sold = Pruchases +Production and manufacturing expenses
Cost of gods sold is calculated by excluding depreciation and Amortization Expenses

	2. Debtors Ratio 

	

	Debtors Ratio =  Trade debtors *365 /Total Sale

	

	 Debtors Ratio 2016 =  20675000 *365/ 186606000 = 40.44 days

	 Debtors Ratio  2015 = 22323000*365/225982000 =36.05 days

	 Debtors Ratio 2014 = 31038000*365/ 358678000 = 31.58 days 

	 Debtors Ratio  2013 = 39831000*365 /396217000 = 36.69 days



	

	3. Creditors Ratio 

	

	Creditors ratio = Trade Payables *365/Total Purchases 

	

	Creditors Ratio 2016 =  37915000 *365/132219000 = 104.66 days

	Creditors Ratio 2015 = 31949000*365 /164790000 = 70.76 days

	Creditors Ratio 2014 = 40118000  *365 /281907000 = 51.94 days

	Creditors Ratio 2013 = 47159000 *365 /298351000 = 57.69 days



	4. Fixet Asset Turover Ratio 

	

	Fixet Turnover Ratio = Total Revenue / Fixet Assets 

	

	Fixet Turnover ratio 2016 = 183008000/ 182868000 = 1.0 

	Fixet Turnover ratio 2015 = 222894000 / 178881000 = 1.24 

	Fixet Turnover ratio 2014 = 353568000 /183851000 = 1.92

	Fixet Turnover ratio 2013 = 379136000 / 195310000 = 1.94



	                                          IV.Investment Ratios 

	

	1. Earnings per share Ratio 

	

	Earning per Share Ratio = Net Profit / Ordinary shares outstanding  

	

	Earning per share 2016 = 172/18855319 = 0.0091 

	Earning per share 2015 = (6400)/18323646= 0.34

	Earning per share 2014 = 4003/18497294= -0.21

	Earning per share 2013= 23758/19046173  = 1.21




	2. Divident Cover Ratio 

	

	Divident Cover Ratio = Net profit / Paid ordinary shares

	

	Divident Cover Ratio 2016 =  172/4611 = 0.03

	Divident Cover Ratio 2015 = (6400)/6659 = (0.96)

	Divident Cover Ratio 2014 = 4003/5850 = 0.68

	Divident Cover Ratio 2013 = 23758/5441 = 4.36





	V.Capital Structure Ratios

	

	

	1. Gearing Ratio 

	

	 Gearing Ratio = Long term debt / Capital  Employed

	

	Gearing Ratio 2016 =  108721000/203405000 = 53.1%

	Gearing Ratio 2015 = 108721000/205937000 = 52.7%

	Gearing Ratio 2014 = 108048000/219489000 = 49.2 %

	Gearing Ratio 2013 = 102471000/129302000 = 44.21%



	2. Debt Ratio 

	

	Debt Ratio = Debt (Total Liabilities )/ Total Assets

	

	Debt Ratio 2016 = 166473000/263316000 = 63.2 %

	Debt Ratio 2015 =163445000/261832000 = 62.4 %

	Debt Ratio 2014 = 171663000/284305000=  60.3 %

	Debt Ratio 2013 = 175283000/305690000 = 57.3 %



	3. Interest Cover Ratio 

	

	Interest Cover Ratio = Profit Before Interest and Tax / Interest Expense 

	

	Interest Cover Ratio 2016 = 31769/1068= 29.74

	Interest Cover Ratio 2015 = 6412/1148=5.58

	Interest Cover Ratio 2014 = (7918)/1347= (5.87)

	Interest Cover Ratio 2013 =  (430)/1675 = (0.25)






Stock Turnover Ratio

BP	2016	2015	2014	2013	91.35	14.27	16.829999999999998	11.14	Industry	2016	2015	2014	2013	10.61	11.82	17.32	18.850000000000001	



Debtors Ratio 

BP	2016	2015	2014	2013	44.44	36.049999999999997	31.58	36.69	Industry	2016	2015	2014	2013	42	32	29	36	



Investment Ratio

Gearing	2016	2015	2014	2013	53.1	52.7	49.2	44.2	Debt Ratio	2016	2015	2014	2013	63.2	62.4	60.3	57.3	



Series 1	
Phillips 66,US	Rusneft,Rusia	Gazprom,Russia	Chevron,US	Total,France	BP,UK	Exxon Mobile,US	PetroChina,Chnina	Royal Duch,UK	Sinopec,China	90.06	94.94	108.5	118.75	136.5	200.36	232.59	255.37	256.83	304.69	


BP	
2016	2015	2014	2013	2012	400	418	663	707	Shell	
2016	2015	2014	2013	2012	1014	1093	1222	1318	1307	Exxon Mobil	
2016	2015	2014	2013	2012	1058	1008	1222	1044	1042	



Acid Ratio

BP	2013	2014	2015	2016	0.96	1.1100000000000001	1.23	0.85	Industry	2013	2014	2015	2016	0.77	0.75	1.1399999999999999	0.2	



