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[bookmark: _Toc110529954]Introduction

The difficulties that Shell Plc may be encountering in various foreign markets are covered in this report. An overview of the company will be depicted, and the importance of international financial management and the challenges in the international markets will be outlined. Furthermore, the dividend distribution policy and the methods of appraising projects will be analysed and evaluated, and an analysis of the markets where the company operates through the efficient market hypothesis theory will be done.
Shell Plc, headquartered in London, known as Royal Dutch Shell Plc until January 2022, is a British international energy, oil and gas group of companies operating in more than 70 countries with 82,000 employees worldwide (Shell Global, 2021,p. 6). The Group transports oil and gas and operates the upstream and midstream infrastructure required to get oil and gas to market, and explores for and recovers crude oil, natural gas, and natural gas liquids (NGLs)(Shell Global, n.d.-a). It also sells, refines, and produces chemicals, gas power, electricity and oil goods and provides gas stations, vehicle technical assistance services, and supply and distribution services for petroleum products (Shell Global, n.d.-a). It is the top lubricants provider worldwide, delivering to consumers in more than 100 countries (Shell Global, n.d.-b). 
The cumulative annual growth rate (CAGR) for the worldwide oil and gas industry market size is forecasted to increase from 6,098.98 billion US dollars in 2021 to 6,819.04 billion US dollars in 2022 and hit 10,376.28 billion US dollars in 2026, at a CAGR of 11.1 % (Yahoo Finance,2022). With a market capitalisation of 213.64 billion US dollars as of April 2022(Statista, 2022-a), the company is ranked fourth as a leading oil and gas producer, according to the graph below.
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[bookmark: _Toc110528490]Figure 1. Market Capitalisation. Top 10 leading oil and gas companies (Statista 2022-a).

On 2020 due to the pandemic, the company recorded an unprecedented financial loss of over 21.5 billion US dollars, with a sharp upswing on 2021, recording a profit of 20.6 billion US dollars, as shown in the following graph (Figure 2).
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[bookmark: _Toc110528491]Figure 2 Shell's net profit/loss 2008-2021 (Statista, 2022-b)

As pointed out by Bousso and Nasralla (2022), this year is on a completely different page, thanks to the mix between the increased oil and gas prices from the commodity price volatility brought on by Russia's invasion of Ukraine, the successful operations of its trading division and the exceptional refining profitability leading Shell to report a record first-quarter net income of 9.13 billion US dollars. Based on the data cited above, this first quarter's net income amounts to 44.3% of the total of last year's profits. 
[bookmark: _Toc110529955]On a global scale, being a significant oil and gas producer, the main competitors of the Group are the companies listed in the graph above (Figure 1). However, the players in the competition game might change when it comes to specific sectors or different markets where the company operates. In Europe, the major oil and gas competitors of the Group are Gazprom, Rosneft and BP (MarketLine, 2021). For example, in East Africa, in Kenya, the leading four players are Vivo Energy Kenya - Shell's retailer, TotalEnergies Marketing Kenya, Ola Energy and Rubis Energies SAS (Mutua, 2022). As of 2019, Shell's market share in the country was 12.3%, behind TotalEnergies Marketing Kenya with 13.1%  and Rubis Energies SAS, which, thanks to the Kenol Kobil acquisition, went first with almost 20%(Ruto, 2022). However, as of 2022, according to Mutua (2022), the situation changed, with Shell becoming the top leader with a 26.52% market share leaving behind TotalEnergies which increased to 17.7% and Rubis, which lost a critical piece of market share, dropping to 10.73%.
The importance of International Financial Management

The main focus of financial management in an international context is on making various financial decisions in the best possible way to accomplish a particular set of business objectives (Bekaert and Hodrick, 2017). International financial management includes foreign exchange, markets, and political situations. It differs from the domestic one because political conditions and markets are different. The use of technology and increased access to the world enabled globalisation, a well-known phenomenon, to begin when countries opened their doors to one another. Companies started exploring alternatives outside their home countries. Due to their global context, multinational companies have an advantage over other traditional businesses. Globalisation and agreements like NAFTA, WTO, EU, Mercosur, ASEAN and GATT have shaped international trade (Bekaert and Hodrick, 2013). Such initiatives easily allow a business to operate globally and help in the smooth exchange of goods and services internationally. Operating in the international financial markets without international management could be difficult because they are different from domestic markets. If a company handles international finances well, it can achieve the same efficiency and effectiveness in all markets. Financial managers are tasked with finding the best opportunities in an imperfect market. Investment and financial decisions made by financial managers are the main factors that influence a company's success; their understanding of international financial management is vital for a firm to expand and remain stable (Arnold, 2013, p.5).
[bookmark: _Toc110529956]Challenges in international markets

Operating abroad, Shell Plc is exposed to a wide range of strategic, operational, and cultural risks that, individually or combined, might potentially affect its revenue, cash flow, and financial health (Shell Global, 2021, p.22). The fluctuation in the price of crude oil, natural gas and petroleum and chemical products is a macroeconomic risk that the Group faces and tries to contain by diversifying its portfolio to manage price volatility and preparing annual strategic and financial plans that test different scenarios and their impact on the prices of the Group's businesses(Shell Global, 2021,p. 22).
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[bookmark: _Toc110528492]Figure 3 Oil price fluctuations and assumptions (Shell Global, 2021, p.243)

It is unpredictable how oil prices will change in the future, as they have historically been highly volatile, as illustrated in the figure above. Changes in macroeconomic conditions, available supply, demand, and other factors could impact oil prices in the future; that is why the company make assumptions and test different scenarios and their impact on the company activities (Shell Global, 2021, p.243). For example, Brent crude oil fluctuations over the last years have been significantly impacted by two significant events, Covid 19 and the Russian invasion of Ukraine. Its biggest fall was in April 2020, when it reached 9.12 dollars per barrel due to Covid 19 and in March 2022 saw its most significant rise to 133.18 dollars per barrel due to Russia's invasion of Ukraine (Macrotrends, 2022). 
Risks related to foreign exchange, liquidity, credit risk, and interest rates are among the treasury and trade risks to which Shell Plc is exposed (Shell Global, 2021,p. 29). Foreign exchange is one of the most crucial components of the global economy (Bekaert and Hodrick, 2017). The primary focus of the foreign exchange markets is the buying and selling of various currencies. The currency price fluctuations could turn a successful agreement into a losing one which is a risk for a financial manager. The Group try to manage its exposure to changes in interest rates, foreign currency rates, and commodity prices by using various financial instruments and diversifying its portfolio of cash investments to reduce the risk of having all of its investments on a single instrument, nation, or counterparty (Shell Global, 2021, p.38). 
When the government of a country change the rules of the game unexpectedly creates a political risk, and Shell, as a company operating worldwide, is exposed to this risk. However, when the company notices that it no longer functions in a country under the standards and existing legislation or political situation, it is prepared to leave that country, as it recently announced to exit Russia in response to Russia's invasion of Ukraine (BBC, 2022).
[bookmark: _Toc110529957]Dividend distribution policy

According to Bekaert and Hodrick(2017), the maximisation of shareholder wealth is the objective of International Finance managers. In other words, maximising shareholders' wealth means maximising the price of the share. The decision is important to be taken by the management of the organisation. Between 2017 and 2021, the annual percentage change in Shell Plc's equity share price has varied from a decline of -40.42% to an increase of 23.51%, as illustrated below (Macrotrends, n.d.). However, even if the share price has gone up on three occasions, the decline on the remaining two occasions has been higher, resulting in an overall decrease in the given period.
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[bookmark: _Toc110528493]Figure 4 Shell historical data. Annual % change(Macrotrends,n.d.)

 Shell pays cash dividends quarterly. The payments are made electronically in USD, EUR, or GBP through CREST or interbank transfers (Shell Global, 2021, p.199 ). Shell aims to remain devoted to its progressive dividend policy and increase the dividend per share by around 4% annually and intends to distribute 20% or more of its cash flow to shareholders; with the help of dividends and share buybacks, the Group looks forward to returning cash to shareholders over time (Shell Global, 2021, p.15). The company Board of directors decided to simplify the share structure from A and B to a single line of shares starting from 2022 and move tax residence to the UK (Shell Global, 2021, p. 131).
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[bookmark: _Toc110528494]Figure 5 Historical Data. Shell Plc Dividends 2017-2022 (Data collected from: Yahoo Finance,n.d.)

The chart above demonstrates that the Group, between 2017 and 2019, committed to a stable dividend policy paying a constant dividend of 0.94 dollars per share ( Share A and B) quarterly despite earnings fluctuations. In 2020 the company faced losses due to Covid-19, which led to a record dividend cut of nearly 66% to 0.32 dollars per share in the second quarter(Figure 5). In the fourth quarter of 2020, the company increased the dividend by 4%  to 0.333 dollars and committed to an annual progressive dividend policy of 4% for the coming years (Shell Global, 2020, p.21). After a significant increase in oil and gas prices boosted second-quarter profits to their highest in more than two years in 2021, the corporation announced a $2 billion share buyback programme (Bousso, 2021), pleasing shareholders who were positively surprised by an increase of the dividend per share of 38% to 0.48 dollars in the third quarter of 2021. In 2022, the Group increased the dividend by 4%, remaining committed to its actual policy. Increasing the dividends is a positive signal for analysts and investors that the company is continuing to grow and maintain its profitability in the future.
[bookmark: _Toc110529958]The efficient market hypothesis 

According to the efficient market hypothesis (EMH), current stock prices reflect all available information (Baldrige, 2022) and new information about a company is quickly and logically absorbed into the share price(Arnold,2013, p. 235). However, future price adjustments are unpredictable since news is, by definition, unpredictable and supply and demand factors determine share prices on the major stock exchanges worldwide, but market efficiency does not suggest that stock prices always reflect their genuine value (Arnold,2013, p. 235-236). In the opinion of analysts (Team Trefis, 2020), Shell's share price is undervalued. According to Arnold (2013), there are three market efficiency forms: weak, semi-strong and strong. 
Research has demonstrated the semi-strong form efficiency of highly established capital markets, such as the New York Stock Exchange and London Stock Exchange (Amewu, Odei Mensah and Alagidede, 2016) and Euronext Amsterdam (Tourun and Kurt, 2008), where Shell Plc shares are traded. The semi-strong form of market efficiency assumes that all critical publicly available information is wholly reflected in share prices and that stocks adapt swiftly to consider new information so that an investor cannot outperform the market by speculating on it (Investopedia, 2022). Dividend and earnings announcements are reflected in the market as soon as they are made public in an efficient capital market (Baharuddin, Abdullahi, and Teoh, 2010). However, in the days leading up to earnings announcements, analysts make forecasts that the market uses to evaluate how a company will perform (Mcclure, 2022). For example, the NYSE market in the days before the earning announcement of Shell Plc reacted with a gradual increase in the share price (Figure 6), and after the press release on the 28th of July 2022(Shell, 2022), the share price rose to 53.38 dollars from 51.49 dollars (Microsoft Bing, 2022) the next day, an increase of 3.67%, which means the market absorbed the new information.
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[bookmark: _Toc110528495]Figure 6 Shell Plc – NYSE: Market share price (Microsoft Bing, 2022)

[bookmark: _Toc110529959]Investment appraisal

Capital budgeting, another name for capital investment appraisal, is a planning procedure that simplifies determining the firm's short- and long-term investments (Seal et al.,2019, pp. 577-578). In other words, it is the planning of significant capital expenditures and investments where time is a crucial component of investing decisions (Atrill and McLaney, 2017, p. 369). According to the Annual Report and Accounts of Shell Plc (2021), during the pandemic, the capital expenditure and investments for the year 2020 declined to 17.83, a decrease of 25.47% compared to 2019, when it was 23.92 billion dollars due to mainly a 27.8% reduction of the capital expenditure budget, while the investment in the joint ventures increased. Furthermore, 2021 increased 10.5% from 2020 to 19.7 billion dollars, mainly in the capital expenditure budget, while the investment in the joint ventures was reduced by 53.22% (Global Shell, 2021).
According to Atrill and McLaney (2017) to appraise investment opportunities most of  companies use the following four methods:  
Non-discounting methods: 
· Payback Period (PP). The time it takes for an investment to recover its cost, the faster its repaid more appealing the investment becomes(Kagan, 2022).
· Accounting Rate of Return(ARR). The total return on investment for an asset over a specific period (Atrill and McLaney, 2017).
Discounting methods:
· Net Present Value (NPV). The difference between the present value of cash inflows and outflows over time (Fernando, 2021).
· Internal Rate of Return (IRR). The discount rate that reduces the NPV of a project to zero, in other words, is the estimated average annual rate of return on a project or investment(Seal et al., 2019).
Shell Plc's strategy for future investments is to increase investments in Marketing and Renewables and Energy Solutions, maintain the investments in Integrated Gas and Chemicals and Products businesses and limit investments in Upstream oil and gas business, expecting great returns (Shell Global, 2021-a). According to Shell (2021-a), the targeted returns illustrated below (Figure 7) take into account the risks and uncertainties related to their investments and the amount of money needed to create opportunities.
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[bookmark: _Toc110528496]Figure 7 Investments and returns (Shell Global, 2021-a)

As a decision rule, the projects with an IRR higher than the cost of capital are acceptable (Atrill and McLaney, 2017). With an IRR in all sectors activities illustrated above (Figure 5), higher than the weighted average cost of capital (WACC) which stands, according to the Annual Report (2021, p.253), at 5% for the Power activities and 6.5% for all the other activities, the investments and projects decided by the company are acceptable. With an IRR between 20% and 25%, the Upstream projects are the most attractive. An advantage of IRR is the time value of money; each cash flow is given equal weight because the timing of cash flows in all future years is considered and is easy to use and understand(Lanctot, 2019). However, according to Lanctot (2019), it ignores reinvestment rates, future costs and the project size, which is a disadvantage.
[bookmark: _Toc110529960]Conclusion

The many initiatives (like NAFTA and WTO) made for international trade have been helpful for multinational businesses. Shell Plc is among the top players on a global scale or regional scale. Managers are crucial to a company's success, and a good understanding of international finance is essential. Shell Plc is exposed to a wide range of risks it tries to contain by diversifying its investment portfolio and preparing various strategic and financial plans. The share price has been on a rollercoaster between 2017 and 2021, but the company's efforts to pay cash dividends and boost share buybacks have helped shareholders. Although the EMH predicts that the stock prices reflect all available information, the news is unpredictable, and supply and demand determine share prices. Through its investment plan, the company is continuing to grow and maintain its profitability in the future.
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