





























Executive Summary
This report mainly analyses the reasons why shell's profit plummeted in the second quarter of 2019 and puts forward some corresponding suggestions.

At the start to this report introduces shell's background information and problems. Then the goal of the project and its objectives are given. The report uses SWOT analysis method to analyse the internal environment of shell company and find out the advantages, disadvantages and core competitiveness of the company.

In the report, secondary research is used to study this event. Some reasons for the fall in shell's profits were found. The first is the macro environment at that time. As a result of the Sino-U.S. trade war, the global economy slowed down, and the profits of shell fell. The second reason is that shell's operating problems in the Gulf of Mexico have led to lower profit margin. In addition, the shutdown of employees in mordick chemical plant also has an impact on Shell's profits. The final reason is that in the second quarter, Shell signed a summit agreement with the government of Trinidad and Tobago, which is expected to lead to cash outflows later this year, so the project will also affect revenue for the quarter.

Finally, some reasonable suggestions are put forward. For example, the company should properly improve employee welfare and comfort the families of the dead employees and give them appropriate compensation. The company should make appropriate response according to the macro conditions at that time








1.0 Introduction
1.1 purpose of the report
Royal Dutch Shell is a global group composed of energy and petrochemical companies. Shell was registered in the UK in 1907, with its headquarters in the Hague. The company is mainly engaged in natural gas and natural gas liquids (NGL); transportation of oil and natural gas; and operation of upstream and midstream infrastructure required to bring oil and natural gas to market. The company is also involved in refining and marketing petroleum products and chemicals. So far, "shell" brand has a history of 100 years in the world. Shell is one of the largest oil companies in the world. The company is interested in oil production operations in multiple countries and has a majority interest in 24 refineries around the world. The company's strong market position makes it an important bargaining power in the global oil industry. In addition, shell aims to promote progress through more and cleaner energy solutions. The company believes that in the next few years, the rising living standards of the global population may continue to drive energy demand, including oil and gas. At the same time, technological change and the need to respond to climate change mean a transition to a low-carbon, multi-source energy system. (shell, 2020).
However, due to some factors, the company's profit plummeted in 2019. For example, the company is affected by the macro environment, the global demand outlook is bleak, and the situation of downstream industries is weak, especially in oil refining, petrochemical and other industries. In addition, during this period, the company encountered some performance and operational problems as well as some planned maintenance events. At the same time, the one-off and unusual projects experienced by the company in this quarter also affect the company's profits (Burden, 2019).[image: ]
  Figure1: Profits of Royal Dutch Shell in 2019

1.2 Project Justification
Royal Dutch Shell's second quarter earnings fell 26%, the biggest one-day decline since January 2016 (Raval,2019). At the same time, it is far lower than the income predicted by analysts, so it is necessary to study this project.
Energy prices fell during the previous period of volatility, while the gas, refining and chemical businesses were weak. In addition, operational issues complicate shell's problems in the second quarter. Among them are the poor performance of some oil wells in the Gulf of Mexico, the maintenance of a chemical plant in the Netherlands and the "unplanned shutdown" of a plant in Singapore (Raval,2019).

1.3 Aim of the Project
The main purpose of the project is to find out why Royal Dutch Shell's profits have plummeted by a quarter. The current situation of the oil industry and what kind of economic situation has led to the fall of energy prices, and what kind of ways the company will face the profit drop caused by this macro environment. In addition, the project is also to find out the possible improper operation problems of the company, as well as the further decline of profits caused by those major decisions. Make some reasonable suggestions to help shell.

1.4 Objectives
This report will first analyse the background of the oil industry, and study those political decisions and shell's decisions at that time in order to find out the reasons for the decline of oil price and determine the problem. In addition, report will also look for operational problems that have led to the company's profits plummeting. Through the analysis of the problems and the SWOT analysis of the company, we can find out the advantages and disadvantages of the company and find out reasonable solutions and put forward suggestions to help the company solve the problems caused by economic problems.

















2.0 Environmental Analysis
Environmental analysis is a company's strategic approach. The company can find and identify internal and external factors that may affect the company's interests through environmental analysis. This analysis can assess the strengths and weaknesses of the company as well as potential threats or opportunities to the company. This analysis helps align the strategy with the company's environment (Nordmeyer,2019).

Strengths
Shell has a good cooperation relationship with suppliers, which can help the company to overcome the troubles brought by the supply chain. In addition, the company has successfully acquired some companies through M & A and established a long-term supply chain with other companies (Williamson, 2018). Shell's operations are vertically integrated with its upstream and downstream businesses. The company operates some of the upstream and midstream equipment needed to deliver oil and gas to the market. He is engaged in oil exploration and production in the upstream company. In the downstream market, shell sells refined petroleum products. Its refining and marketing department operates 21 refineries with an installed capacity of about 2.9 million barrels / day. In addition, shell has 770 supply points in about 25 countries by the end of 2018. The company's vertically integrated business provides a strong competitive advantage in the global market (Marketline,2020).
Shell has a strong market position and reserve base. Shell is known as one of the largest oil companies in the world. Its business spans more than 70 countries. By the end of 2018, shell has operated 44000 retail stations in these countries. The company has a leading position in oil products, Deepwater production and other fields. In addition, the company has a strong reserve capacity for production. Due to its strong market position, shell has an important bargaining power in this industry. Not only that, shell has also achieved positive results in the new market and established new profits. In addition, the company has won high customer satisfaction through good products and good reputation (Marketline,2020).
Shell has a strong R & D capability, and the company also conducts research on wind and solar energy. These studies help companies diversify and extend the life of their fossil fuel reserves. In recent years, the company has been trying to improve technology and reduce carbon emissions through three R & D centres. The company's continuous investment in R & D can help the company to make progress in obtaining new energy, meet customers' requirements for high performance and improve efficiency. For example, the company has developed shell caries. It helps to protect natural resources and reduce costs. Shell caries is a cost-effective solution (Marketline,2020).

Weakness
Shell is one of the largest oil companies in the world, and there is no doubt that ethics is a weakness of the company. For example, some discriminatory pricing methods and price war with competitors. In addition, there is no doubt that the environmental problems of energy companies are also weak, and there are some problems in the company. The company uses the technology to deal with the burning of oil production site to deal with the unnecessary products, which brings many negative effects to the company, and many people think it is an environmental problem (Bhasin, 2018).
As shell is an energy company, the sustainable development and recovery rate of energy is a part that needs a lot of investment. In this industry, most companies will invest a lot of resources to study the sustainable development of energy, which will undoubtedly consume the company's profits and cost a lot. In addition, the company attaches so much importance to oil and gas that it needs to find alternative products. However, exploration is also a cost consuming process (Bashin, 2018).
The company's operations in Nigeria have been affected by local politics and shell may be forced to withdraw. In addition, the company currently receives penalties from the securities and Exchange Commission (SEC) and the U.S. Department of justice for violations of the FCPA. In 2018, an interim detention order for oil block OPL 245 was issued in the Federal High Court of Nigeria. The company will be subject to a high penalty, and any illegal act of the company may cause damage to the company's reputation and may have an adverse impact on the company's profits (Marketline,2020).

Opportunity
Shell has operations all over the world, with branches in more than 70 countries. So that the company's revenue is diversified. For example, in 2016, 34.9% of the company's operating revenue came from Europe and 35.6% from Asia. The company's global business is that it is more competitive and there is still a lot of room for growth in revenue. In addition, the extensive business makes the company less affected by local economic policies (Marketline,2020).
According to EIA data, global energy demand will increase significantly between 2016 and 2040. In addition, driven by renewable energy, global energy output will increase by more than 20%. In addition, according to the IEA report, in the short term, global oil demand increased by 1.5%. The main reason is that the demand for fossil fuels in some emerging industries is also increasing, and the company has made a lot of investment in alternative energy and energy diversification. It is likely that the company will find alternative energy or green fuel in the future. Shell is engaged in oil all over the world. As a result, the growing energy demand can provide shell with a huge market and improve the company's profits (Bhasin, 2018).
Because shell is a global energy company. New policies and economic situation may bring opportunities to enterprises. For example, the state provides a fair environment for enterprises in the industry, which can enable shell to better consolidate the existing market and bring opportunities to develop new markets. In addition, the company also plans to expand. Recently, the company has increased the expansion of existing equipment and made new oil discoveries. In 2018, shell established a joint venture with a renewable energy company and developed wind farms in the United States. The company also helps shell enter the US market (Marketline,2020).

Threat
Shell's presence in more than 70 countries is both an opportunity and a threat. Because the company operates in different political environments, it is faced with political development and legal changes in many countries. For example, companies may be subject to import and export restrictions, wars and other international conflicts. In addition, some environmental regulations will also affect the operation of the company. In addition, the price of energy such as oil and natural gas is vulnerable to global influences, such as natural disasters, political instability and problems of their own operation. In an environment of low energy prices, the company's interests will also be reduced (Marketline,2020).

With the increase of energy demand, the emission of carbon dioxide is also increasing. People are paying more and more attention to environmental issues. Countries will also make some international agreements to limit the emission of greenhouse gases. These policies may cause a lot of operating and maintenance costs for companies, and the funds required to comply with these regulations are also uncertain. Therefore, this is also a great impact on companies Threat (Marketline,2020).
Shell's operations in Nigeria face various threats. For example, the security of business, possible increased taxes, government control over oil prices, and regional instability. In addition, the Nigerian government is considering new laws to regulate the oil industry, which may have a negative impact on Shell's business in Nigeria (Marketline,2020).



















3.0 Research Methodology
Secondary Research
The report conducted a second-hand study to analyse the reasons for Shell's lower profits and the industry background.
Shell's profits are affected by the macro environment. As a result, the company's second quarter results reflect lower realized oil, gas and LNG prices. In addition, the situation of downstream industry is weak, especially in refining industry, petrochemical industry and even more so. The macro conditions of these businesses are of course cyclical, and the company has seen these types of decline and subsequent recovery, including oil and gas before, of course, refining and chemical profits. The advantage of the company is that it can see the macro adverse wind and make appropriate response (Beurden,2019).
Firstly, the macro environment. Corporate Q2 results reflect lower realised oil, gas and LNG prices. Shell have also seen weaker industry conditions in downstream, particularly in refining and chemicals. The macro conditions of these businesses are cyclical in nature, and Shell have seen this type of decline and subsequent recovery before in oil and gas but also in refining and chemicals margins. Corporate strength is the ability to see the macro headwinds and respond appropriately (Beurden,2019). 
The second driver is the underlying asset performance. This quarter Shell experienced some under-performance and operational issues, as well as some planned maintenance events. For example, although Corporate year on year production was higher, this quarter Shell faced some wells underperformance, mainly in the Gulf of Mexico. Where required, Shell are making interventions to enable higher sustained levels of production and cash flow (Beurden,2019). 
In Q2 Shell undertook a major turnaround at Corporate Moerdijk chemicals facility, in the Netherlands, which was further impacted by the industrial workforce action. Earlier this quarter, Shell also had an unplanned shutdown at Corporate Jurong Island chemicals facility, in Singapore. Both issues have since been resolved. All of this is reflected in Corporate chemical’s operational performance, with an availability of around 85%, down from some 93% in the same quarter last year, and around 95% last quarter (Beurden,2019).
Shell reported two deaths in June on its auger leg tensioning platform in the Gulf of Mexico. There, two of the company's colleagues died during routine and mandatory tests of lifeboat launch and recovery capabilities. This is catastrophic news. In addition, two contractors in Nigeria's upstream business and two employees in downstream sites in the United States were responsible for the deaths of another four people caused by shell operated businesses earlier this year (Beurden,2019).
Shell reported two deaths in June on the shell auger leg tensioning platform in the US Gulf of Mexico. There, two of the company's colleagues died during routine and mandatory tests of lifeboat launch and recovery capabilities. As you can imagine, this is catastrophic news. In addition, it was caused by two contractors in Nigeria's upstream business and two employees in downstream sites in the United States, following the death of another four people caused by Shell's businesses earlier this year.
Royal Dutch Shell announced the second quarter of 2019 (Q2) results, reporting current material cost (CCS) revenue of $3.6 billion, down from $5.3 billion in the first quarter of 2019. Shell attributed the decrease in profits to lower realized prices for oil, gas and LNG, increased provisions and lower realized chemical and refining profits, offset by higher production (Marketline,2020).















4.0 Finding and analysis
Data from second-hand research shows that there are some reasons why shell's profits have plummeted.
In 2019, as Donald Trump continued his "trade war" with China, the world economy began to slow down. The trade war between China and the United States has hindered economic growth in Asia, which in turn has contributed to the weakness of the global natural gas market and weakened the profits of refineries. This has affected shell's profits. Shell's profits hurt everything from natural gas to chemicals as the economy slows. And many of its peers are trapped in the same profit trap. Profits in shell's integrated natural gas segment fell 25%, but profits in all of its businesses fell, including upstream oil and gas production, most notably in its refining and chemical downstream businesses, where refining gross margins declined - but the trading environment for petrochemicals in particular was weaker (Gilblom,2019).
[image: ]
Source: Company reports
A recession is a state of slow, steady or declining economic growth. The term can refer to the whole economy or a part of the economy. When the economy is in a downturn, it is harmful to enterprises because consumers and other enterprises are less likely to buy their products (Halton,2019).

There have been some problems with shell's underlying asset performance in Australia, where shell and its joint venture partners decided to postpone the final investment decision on this year's planned crux gas field project. For Shell's Deepwater whale project in the Gulf of Mexico, the company and its partners delayed the final investment decision. In addition, two deaths occurred in June, both of which occurred at Shell's tension leg platform in the Gulf of Mexico. Two shell employees died during routine and mandatory tests of launch and recovery capabilities of lifeboats, and prior to that, four other deaths occurred this year: two contractors in Nigeria's upstream business and two employees in the US's downstream business. These things also have a certain impact on Shell's profits.
Workers at Royal Dutch Shell's pernis refinery, the largest in Europe, and its moerdijk chemical plant in the Netherlands went on strike and began to cut production on April 8 to fight for higher wages. This action reduced the output of refineries and chemical plants with a daily output of 400000 barrels and kept it at a low level. That's one of the reasons shell's profits fell in the second quarter.

This quarter experienced unusual projects totalling about $500 million. In the second quarter, Shell signed a summit agreement with the government of Trinidad and Tobago, which will affect the revenue of this quarter. The company's comprehensive income of natural gas in the second quarter was US $1.7 billion, reflecting the decrease of oil, natural gas and LNG prices and production compared with the same period last year. The company's tax regulations and agreements with the government of Trinidad and Tobago have a combined negative impact on Shell's net income of about $200 million for the quarter, which is expected to lead to cash outflows later this year (Beurden,2019).










5.0 Conclusion
This essay is mainly to find and analyse the reasons for Shell's second quarter profit slump. Through some secondary data, the main reason for Shell's profit decline is found. One is the macro environment at that time. As a result of the Sino US trade war, the global economy slowed down, so that shell's profits fell. The second is that some operational problems lead to the decline of performance margin in the Gulf of Mexico. In addition, the shutdown of Moerdijk chemical plant employees also has an impact on the profits of shell. The final reason is that in the second quarter, Shell signed a summit agreement with the government of Trinidad and Tobago, which is expected to lead to cash outflows later this year. Therefor this project will also affect revenue this quarter.




















6.0 Recommendation
Because shell reported two deaths on its platform in the Gulf of Mexico. The company should properly improve employee welfare and comfort the families of the dead employees and give them appropriate compensation.

[bookmark: _GoBack]The macro conditions of these businesses are of course cyclical, and companies should seize these types of declines and subsequent recoveries, including refining, chemical profits, oil and gas. The company should make appropriate response according to the macro conditions at that time.

Shell should increase its cash flow as the agreement signed with the government of Trinidad and Tobago resulted in cash outflows later this year. Shell, for example, can find more suppliers and maintain good relations and long-term cooperation with suppliers, so that it can renegotiate prices to reduce costs and free up more cash flow to deal with unknown threats.
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