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INTRODUCTION

In this report, will discuss an analysis of the financial situation of SHELL company over the past five years compared to one of its competitors. We will retrace the history of the company and according to the financial data, it will be possible to evaluate the financial capacity and see by calculation methods the performances and the failures and finally analyse the choice of the best investment opportunities of the company.

Shell founded in 1907, also called Royal Dutch Petroleum, an Anglo-Dutch company, is the ninth largest multinational oil company in the world in 2019 according to Forbes Global 2000 and the first largest company according to FTSE index 2020 in terms of capitalization. the company is specialized in production, refining, distribution, transport, marketing, petrochemicals, trade, electricity production and renewable energy.
Shell has a business model divided into three sections: upstream with production, exploration of crude oil and natural gas, downstream with the refining of oil and gas, and the sale of petroleum and chemical products
Shell is present in more than 70 countries. The company is in a very good place in the market and fiercely competes against its competitors like the Chevron, Bp, ExxonMobil, ConocoPhillips, Total, Lukoil, Valero, Devon, Citgo and HollyFrontier.
The management board has remained the same for a few years and the company's business strategy is to put the energy transition to a low-carbon system in the future at the centre of their activity in the context of climate change by 2050 meeting the increasing energy needs. According to the Chair Mr Holliday “Shell’s business strategy provides the continuity, resilience and growth we will need to deliver change: to play an essential role in the move to a cleaner, lower carbon world “(NYSE_RDS_2019.pdf). 
In order to remain competitive, the company has initiated changes in its strategy, but also in the diversification of its business portfolio and its financial environment. The company has been rocked by various legal actions relating to the various agreements on climate change and pollution in several countries where it is active. Besides, this is understandable by the strategic change in the business model. SHELL faced various warnings about profit but especially in this difficult period it had to slow down the payment of investors for a fall of 50% in its profits according to the "Financial Times"
The main basic documents will be the financial statements of the company on a radius of 5 years by comparing it to another company in the same field. Investors' decision will be linked to the evolution of strategic ratios (profitability ratios, efficiency ratios, liquidity ratios, investment ratios) during these years in order to make their choice.
Finally, an analysis of these ratios, a comparison with the main competitors and a technical evaluation of the investments related to two projects will be the subject of our last turning point.
FINANCIAL ANALYSIS OF SHELL 
As stated previously, it will be useful to calculate the liquidity, profitability, efficiency, and investment ratios, then analyse the results of these ratios and define the best investment strategies for the development of the company.
This table below reflects a selection of balance sheet data (2015 - 2019) from Shell and (2019) from BP for the calculation of ratios.

Table 1 Selection data (Current Assets – Current Liabilities – Inventory – Cash) from Balance Sheet (2015 – 2019) and BP (2019)
	SHELL
	2015
	2016
	2017
	2018
	2019
	BP2019

	Current Assets
	93358
	86569
	95404
	97482
	92689
	74594

	Current Liabilities
	70948
	73825
	79767
	77813
	79624
	72202

	Inventory
	15822
	21775
	25223
	21117
	24071
	20880

	Cash
	31752
	19130
	20312
	26741
	18055
	22472


Source: Annual Financial Statements of SHELL and BP 

Table 2 Liquidity Ratios of SHELL (2015 – 2019) and BP (2019)

	SHELL
	2015
	2016
	2017
	2018
	2019
	BP2019

	Current ratio
	1,315
	1,172
	1,196
	1,252
	1,164
	1,033

	Quick ratio
	1,092
	0,877
	0,879
	0,981
	0,861
	0,743

	Cash ratio 
	0,447
	0,259
	0,254
	0,343
	0,226
	0,311


Source: Author’s calculation and Annual Financial Reports of SHELL and BP
Liquidity ratios

There are three types of liquidity ratio: the current ratio, the quick ratio and the cash ratio. They measure the liquidity of the company, show the ability of the company to pay off its all current liabilities within the next 12 months.
The current ratio compares the current assets with the current liabilities. Current liabilities are any liabilities that the company must pay with the next 12 months. From the company’s prospective the current liabilities are the most important liabilities. Current assets are assets which are quite liquid, can be convert in cash very quickly. The current ratio which shows the liquidity of a company in its capacity to pay in return its short-term debts. When the ratio is high it means a strong liquidity and when it is low the opposite. A good liquidity of the company can be positive but at the same time it could be used to finance investment expenses within the company
The results in Table 2 show a decrease of the current ratio of SHELL from 2015 to 2016 from 1.315 to 1.172  after a stabilization of the current ratio from 2016 to 2017 between 1.172 and 1.196 and an increase of the current ratio during the year 2018 to 1.252 and a decrease in 2019 to 1.164 compared to the current ratio of BP equal to 1.033.
In this precise case we note a strong liquidity of the Shell in the years 2015 which will undergo variations of reductions with a relative stability during the following years and an increase in 2018 to be a little lower than the previous years but higher compared to its competitor BP. This is explained by the fact that in 2015 the liquid assets of the company are largely superior the liabilities but as the liabilities increase the current ratio decreases and in 2018 the liabilities fall further and automatically the ratio increases. 2019 SHELL has its liquid assets significantly superior to its liabilities and largely superior to those of BP; that’s why the current ratio of SHELL is higher than that of BP. It means all this 2 companies have enough assets to meet their current liabilities but more for SHELL’s company and the level of their current liabilities are high.
The trend is downward in the sense that with the COVID19 disease all the petroleum industries are suffering the unfortunate consequences of a fall in the oil barrel and which could lead in the future to losses especially with the products substitutions
To avoid this eventuality, it would be advisable to seek to reduce the liabilities and above all to diversify the risk by reinvesting the surplus liquidity in the company in different sectors.
The quick ratio compares the current assets minus inventory with the current liabilities. The quick ratio is a liquidity ratio that measures the company's ability to have assets that it can convert to pay short-term debits. We note that from 2015 to 2019 the quick ratio of SHELL has decreased to be below “1” same as for BP which means that they are struggling to pay current liabilities. This is understandable with the context that we are currently living with the price of a barrel which leads to a decrease in revenue from sales and the difficulty of converting quick assets into cash to pay off debts fortunately the inventories are good and can help. Then from the table SHELL is slightly more liquid than BP in 2019 (0,861>0,743).
The cash ratio compares the cash with the current liabilities. The cash ratio is a measuring instrument for determining cash availability and a company's ability to pay off in cash short-term liabilities. SHELL had a high availability of cash which over the years has shrunk but and lower that of BP. Anyway, they have a relative cash position. From the table they don’t have a high position in cash. The recommendation would always be to go less into debt and finance the development of the company with funds from excess liquidity according to the trend of the oil barrel market.

Table 3 Profitability Ratios of SHELL (2015 – 2019) and (BP2019
	SHELL
	2015
	2016
	2017
	2018
	2019
	BP2019

	Net Profit Margin
	0,0083
	0,020
	0,044
	0,061
	0,047
	0,015

	Gross Profit Margin
	0,159
	0,182
	0,180
	0,172
	0,189
	0,168


Source: Author’s calculation and Annual Financial Reports of SHELL and BP
Profitability ratios

There are three types of profitability ratios: net profit margin, the gross profit margin, and the operating profit margin. The ratios show the ability of the company to generate profit in this example two ratios are enough indicators for an analysis of the situation of the company. These ratios consider the revenues generated by sales, costs, profits and indicate how a company manages its assets and creates value. 
The gross profit margin is the percentage that the company earns from sales after deducting its cost expenses.

we note that the percentage of gross profit marginal to SHELL is appreciably equal in the years 2016, 2017 and 2019 and higher than that of BP in 2019 and on the other hand it varies downwards in 2015 and in 2018. This translates into costs of sales high compared to sales for the period for example in 2015 for Shell revenues are 264,960 million and cost of sales 222,739million while in 2019 revenues are 344,877million and cost of sales of 279,421million. So, the higher the revenue from sales and the lower the cost, the big profit ratio is high. That of SHELL in 2019 is higher than that of BP in the sense that for BP revenues are slightly higher than costs (278,397million and 231487million cost of sales) and for SHELL in 2019 the revenues are much higher than the costs. Then the gross profit margin in 2019 for BP is 0,168 and for SHELL is 0,189 means the companies have a large amount of fixed costs, interest payments, taxations and direct costs.
This difference in revenues and costs over the years reflects the fluctuations in the price of oil around the world. BP has paid a heavy price compared to its brand especially with the explosion of one of its oil platforms which had created a scandal on environmental and ecological problems.

It would be preferable to seek to reduce the cost of sales by diversifying the sites of suppliers but also to embark on the trading of oil with the new emerging countries which have extraordinary capacities with the new discoveries of raw materials deposit which could reduce the costs.
The net profit margin is a percentage that reflects the profit or net income available to shareholders after the payment of taxes and interest. From 2015 to 2018 there is an increase in the percentage and a significant reduction in 2019 more or less equal to that of 2017 and largely higher than that of BP.  More the net income increases and even the sales increase the net profit margin becomes high as seen on the progression from 2015 to 2018. From the table BP in 2019 has very low profit margin because of 1,5% compared to SHELL which is net profit margin is 4,7%. But the same they have all together net profit margin low. The recommendation is to increase the sales in order to increase the net profit margin
Then the higher the profit of the shareholders, the higher the net profit margin will be. It is preferable to keep an eye on the net profit margin by trying to maximize the earnings from sales and contain the costs because the net profit margin gives an idea of the financial health of the company and a good profit is synonym of attraction for investors.
Table 4 Leverage (Gearing) Ratios of SHELL (2015 – 2019) and (BP2019)

	SHELL
	2015
	2016
	2017
	2018
	2019
	BP2019

	Deb Equity Ratio
	0,355
	0,490
	0,433
	0,379
	0,506
	0,672

	Deb to Capital Ratio
	0,262
	0,329
	0,302
	0,275
	0,336
	0,402


Source: Author’s calculation and Annual Financial Reports of SHELL and BP
Leverage ratios

There are two types of leverage (gearing) ratios which are Deb Equity ratio and Debt to capital ratio. they are used to measure the degree of financing of a company by the total of its short-term and long-term debts by considering the shareholder's equity.
The debt equity ratio is the total debt versus total equity. The total debt is not total of liabilities, debt is a part of liabilities. The total debt is the short-term debt and the long-term debt or short-term borrowing and long-term borrowing. The Deb Equity ratio is a ratio between the total debts, whether long term or short term, and the Total equity of the company. As the name suggests, it is a lever that makes it possible to understand if the company succeeds in covering its debts by the entries resulting from its equity. A company with a high level of debt is not a good sign, but also a company with a low level of debt can hide an inability to generate good margins which makes it difficult to benefit from loans. The ratio for SHELL from 2015 to 2018 fluctuates between 0.3 and 0.4 to reach 0.5 in 2019 or BP in 2019 is 0.6. A trend which is going up and down slightly and stay the same for SHELL just that it is at its lowest level in 2015 and this is justified by a high amount of equity bet double and more than the total debt but the long term debts are a little bit high .This is an acceptable level because as we see for SHELL as for BP the equity capital is clearly higher than the debt totals but if look very well the situation of the companies the ratio show us where the companies have too more debt . they have too more long-term debt the financial health is good enough which allows them to have a certain level of debts which is covered by margins interesting enough to cover the capital of the debt and the interests of the debt. The interpretation of this table shows that the income generated from equity is much better than that from borrowed money because a business that is tied to high long-term debt may face rising interest rates that can affect future cash flow. The higher the ratio, the higher the risk and it can influence investors. it would be a good idea to limit debt service as much as possible avoiding being too dependent on long-term debts, and prefer revenues from equity, adjust capital spending, which would lighten the ratio much more and attract investors. So the company must choose the optimal position in relation to the debts: it would be to borrow when the interest rate is very low to obtain an advantage which can generate a profit, and to avoid the debts when the rate of interest is too high as it could have a negative impact on the operation of the business
Debt to capital ratio is total debt versus total equity plus total debt. The measure of the leverage can be done taking in account the book value equity or the market value equity, Debt to Capital ratio is the division of liabilities by the company's equity. it highlights the strength or weakness of a balance sheet account depending on the value of the ratio, whether large or small. it has more or less the same function as the Deb Equity ratio because their basis of calculation is the balance sheet account and they give an exhaustive idea of the capacity of the company to cover its debts and to activate various financial levers which can be a good indicator of the financial structure of the company for investors. With the results of the table 5 in term of leverage position ,the debt level of BP in 2019 (40%) is slightly higher than the position on SHELL in 2019 (33%) ,then BP is more risky.According to table 5 the Debt Capital ratio follows the same evolution as the deb Equity ratio which allows us to validate the same reasoning made previously. This ratio can also determine the quality of the management team. It is not comparable for different industry companies because the borrowing needs are different, and it can be low in and high in another and not have the same interpretation. These two ratios look like similar but the difference with the debt equity ratio is that the debt to capital ratio takes care of the debt bearing interest. So the company must choose the optimal position in relation to the debts: it would be to borrow when the interest rate is very low to obtain an advantage which can generate a profit, and to avoid the debts when the rate of interest is too high as it could have a negative impact on the operation of the business 
Table 5 Efficiency Ratios of SHELL (2015 – 2019) and (BP2019)
	SHELL
	2015
	2016
	2017
	2018
	2019
	BP2019

	Asset Turnover
	0,778
	0,567
	0,749
	0,972
	0,852
	0,943

	Fixed Asset Turnover
	1,44
	0,98
	1,34
	1,74
	1,44
	2,09


Source: Author’s calculation and Annual Financial Reports of SHELL and BP
Efficiency ratios
Efficiency ratios are instruments for measuring a company's ability to dispose of its assets while being attentive to manage very well the liabilities. The two ratios that interest us are Asset Turnover and Fixed Asset turnover.

The asset turnover ratio is an efficiency ratio which allows us to understand how a company uses its assets to generate revenues (net sales). Therefore, the higher the ratio the higher the sales from the use of its assets and the opposite for the reverse.

According to table 5, Shell's asset turnover oscillates between 0.9 in 2018 and 0.5 in 2016 while BP has a ratio equal to 0.983 in 2019 higher than Shell which is equal to 0.852. This simply means that the Shell uses its assets in a moderately efficient (average) way because for every 1 pound it wins sales of 0,852 and in 2019 BP is more efficient in generating revenues from its assets. (1 pound for 0,943 sales). A high asset turnover means that the company is using in an efficient way its assets and a low asset turnover means problems of management or even of production.
The recommendation is to increase the net sales by very good campaign of marketing or to sell some assets that the company does not use usually, and quickly recover amounts owed from receivable accounts or improve the way of doing the inventory and managing it.
Fixed asset turnover is efficiency ratio which show us how a company uses its fixed assets with efficiency to generate sales. According to the table BP in 2019 has a higher ratio than that of SHELL in 2019, which implies that BP uses its fixed assets much more efficiently than SHELL. A high fixed asset turnover means that the company is using in an efficient way its fixed assets and a low fixed asset turnover means the opposite.
But the ratio (FAT) does not in any way show the capacity of a company to generate profits or cashflows, this is why it is necessary to compare the recent ratio to historical FAT ratios of the company for a certain period and the average of the ratios in the petroleum industry to have an exhaustive vision and a clear indication of the value of this FAP ratio.
Conclusion part B)
In the companies it is generally recommended to use a certain number of ratios which help to understand the situation and the orientation of the business. the various ratios in this analysis have shown that some have as basic structures the balance sheet, and others have as basic structures the income statement. From these basic structures we saw how results of the ratios could identify the bases of a problem and find the adequate solutions. From the financial analysis we can deduce that companies must promote liquidity over the revenues generated by their own assets much more than by liabilities, for profitability to generate profits by increasing net sales and by reducing costs as much as possible in general and companies must have the ability to be able to keep their debt level under control by interesting and advantageous financial levers while optimally using the revenues generated by their global assets.
Sometimes companies can be faced with investment projects and at that time they must use techniques to get an idea of the best investment for a certain period in relation to the duration of the project. In this part below this is what we will discuss when calculating other parameters such as payback period, accounting rate return, net present value and internal rate of return.
Part C)
	

Year 
	Projected Cash Flows (£m)

	

A 
	B


	

0 
	-85 
	-90

	

1 
	10 
	40

	

2 
	20 
	35

	

3 
	25 
	7

	

4 
	65 
	40


Pay Back Period (PBP)

Definition: The Pay Back Period is defined as the space of time in which the investment reaches a level of coverage called break-even point.it means how long it will take for the company to get money back. it is an indicator to which investors attach notorious importance for investment projects with a short return on investment period. it is calculated in years for the recovery of the cost of an investment. In an economic uncertainty cash flow is very important. The calculation of the payback period needs to look at the cashflows. We have the positive cashflows which are called cash inflows and the negative which are called cash outflows. It is easy to calculate, allows adjustments to be made to the uncertainty as a function of future cash flows. In addition, it makes it possible to measure liquidity because hardly one has the first cash flows generated from the initial investment, the company has cash for other alternatives. However, there are limits: the calculation of the recovery period that is ignoring time value of the money,  not taking into account the complete life of the project but a cut off period,  and ignoring the cash flow beyond the cut off period. Also bias against long term project and doesn't take in consideration the cost of capital. There is too non distinction between different projects for different required capital and different lifetimes

Pay Back Period for project A 

- 85

-75

- 55       the payback period is 3 years +30/65 = 3 years +0,46

- 30                                     = 3 years + 6 months

+35

Pay Back Period for project B

-90

-50

-15        the payback period is 3 years +8/40= 3 years +0,2

-8                                      = 3 years + 2 months

+32

Interpretation PBP: project A has a PBP of 3 years and 6 months and project Ba has a PBP of 3 years and 2 months then project B is preferable to project A because it takes less time to reach the break- even point. So, for the moment we choose project B, but we will deepen our calculations with other indices like Accounting Rate of Return, Net Present Value and Internal Rate of Return.

Accounting Rate of Return (ARR)

Definition: is the expected result in percentage on the investment compared to the initial cost. It is a way of measuring return on investment. Initially is to calculate the overall profit. It is important on capital budget decisions. The advantages are it is easy to calculate because data needed are available for calculation. However there are some disadvantages : It does not take into account the time factor but the amortization which is useful in the creation of the profits by the company during the years of exploitation, it is often used as a comparison unit to choose the best among various investment projects. Also, it doesn’t take in account the time value of money like (PBP) and doesn’t take in account too cashflow but only accounting profits.

For project A is ARR = 8,75/85 x100= 0,10 x 100= 10%

For project B is ARR= 8/90 x100 =0,08 x 100= 8%

Interpretation ARR: In this case it is better to choose project A because the AAR means that on each pound invested the company expects 10 cents. the case of project B is equal to 8% so with B it expects less.
Net Present Value

Definition: is the subtraction between the present value of cash inflows and the present value of cash outflows over a period of time.is a calculation of current value of all future cashflows including the initial investment. it is used to analyse the profitability of an investment project. if the result is positive the investment project is profitable and if it is negative it leads to a loss. 

Net Present Value Project A = 3,16

Net Present Value Project B = 7,36

Interpretation NPV: All the NPV for the project A and the project B are positives. the best project to invest in will be the higher net present value project and here is Project B
Internal Rate of Return (IRR)

Definition: is a rate by which the return on an investment is estimated and which makes the net present value of cash flows equal to zero. it is used in the choice of projects and priority is given to a project when the internal rate return is the highest. If the Internal Rate of Return is equal the required rate of return the NPV is 0. it is a good indicator for companies when they want to increase their income or reduce their costs or invest in new products. In addition it is used for investment decisions in venture capital or private equity However it has limits because it does not give an idea of the return on investment in real terms and does not reflect the reality of the profitability and the cost of the project. 

Internal Rate of Return project A = 11,565 %

Internal Rate of Return project B = 14,25 %

CONCLUSION

According to the financial analysis of the two companies SHELL and BP, SHELL has many more assets than BP, but it also has much higher liabilities. On the 5-year arc from 2015 to 2019 for SHELL, its revenues (net sales) grew until 2018 with a significant drop in 2019 but still higher than that of BP. On the calculation of the various ratios for each of these companies, it was noted the liquidity of the SHELL compared to BP more or less relative on the year 2019, a more interesting profitability for the SHELL than the BP. Financing levers of BP are better in 2019 than SHELL and for the efficiency ratios those of BP are superior to those of SHELL in 2019. So the SHELL has many more assets with high revenues but at the same time constricted by the high level of its debts, its liabilities and BP with its lower level of assets,  and sales compared to SHELL, succeeds much more in managing efficiently its level of indebtedness, its liabilities because it has a high higher cash position than SHELL if we refer to table 2. this strong cash position allows it to offset its debt needs. One thing is sure, it is better to have revenues (net sales) generated by assets than by loans or liabilities and another thing is very important to maintain the level of liabilities low. Including the two projects in part c, it has been shown that certain financial instruments are not enough to have an exhaustive vision of the situation of the company to make the best decisions. On the contrary, a combination of several parameters is needed for a global vision of the company in a space of time relative to the life of the project.
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Appendix A - Formulas 

Table 2 Liquidity Ratios of SHELL (2015 – 2019) and BP (2019)

Current Ratio = Current Assets / Current Liabilities

Quick Ratio = (Current Assets - Inventory) / Current Liabilities

Cash Ratio = Cash / Current Liabilities 

Table 3 Profitability Ratios of SHELL (2015 – 2019) and (BP2019
Net Profit margin = Net Income / Sales

Gross Profit = Revenues (Net Sales) - Cost of Sales

Gross Profit Margin = Gross Profit / Sales

Table 4 Leverage (Gearing) Ratios of SHELL (2015 – 2019) and (BP2019)

Debt Equity Ratio = Total Debt / Total Equity

Debt to Capital Ratio = Total Debt / (Total Equity + Total Debt)
Table 5 Efficiency Ratios of SHELL (2015 – 2019) and (BP2019)
Asset Turnover Ratio = Sales / Total Assets

Fixed Asset Turnover = Sales / Fixed Assets

Part C

Pay Back Period PBP

Accounting Rate of Return ARR = 

Average Annual Accounting Profit / Average investment X 100

Or

Average Annual Accounting Profit / Initial Investment X 100

Net Present Value (NPV)

Net Present Value = -Io+C1/(1+r) ^1 + C2/(1+r) ^2 +.............. + Cn /(1+r) ^n

Internal Rate of Return (IRR)

Internal Rate of Return = R1+ (NPV1/NPV1-NPV2) x (R2-R1)

