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To begin with, it is worth stepping 
back and looking at what has 
transpired since last year’s dramatic 
collapse in the oil price when global 
lockdowns brought travel to a near 
standstill, hitting fuel demand 
and thus the oil majors hard. The 
situation was exacerbated by a price 
war, started by OPEC+ in early 
2020, to squeeze out US shale oil 
production by flooding the market 
with excess supply. The timing 

could not have been worse. With COVID-19 risks soaring, 
hard lockdowns resulted in global GDP being revised 
down sharply. With no vaccine on the horizon, Brent crude 
dropped below $35 per barrel. RDS fell below £9 per share, 
having started the year at £23. Fast forward 15 months and 
the oil price has more than doubled to reach multi-year 
highs, passing the $70 per barrel level. The rally has been 
spurred by vaccine developments, Biden’s presidential 
victory, a consequence of which was a weaker dollar and 
higher commodity prices, rising global GDP forecasts 
and easing restrictions, and finally, a coordinated effort 
by OPEC+ to manage production in line with fluctuating 
demand rather than playing games with the US. Given the 
above, one would expect RDS to be in recovery mode as 
well. Despite a 60% recovery in the share price, the answer 
is both yes and no. Recent results were very reassuring, 
but the pressure is mounting for it to accelerate its CO2 
emissions reduction program and adhere to both the 2015 

Paris Agreement and the EU’s 2019 Green Deal targeting 
carbon neutrality by 2050.

Firstly, let’s look at the highlights from the 2nd Quarter 
results. Having traditionally been one of the biggest 
dividend payers in the UK for decades, RDS was forced to 
slash its quarterly dividend by 40% last year, the first time it 
had done so since WW2! The company’s debt had ballooned 
from $1 billion in 2005 to $73 billion in early 2020, largely 
due to the $53 billion acquisition of BG Gas in 2016 to 
gain exposure to the Liquified Natural Gas (LNG) sector 
and reduce pollution. But holding high levels of debt during 
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 � Shell’s 45,000 fuel stations have more retail 

sites than either McDonalds and Starbucks and 
sell 250 million cups of coffee and 900 million 
packs of cigarettes annually.

 � Transport accounts for approximately 25% 
of global CO2 emissions due to its historical 
reliance on fossil fuels. Lockdowns have 
provided a reprieve for the planet. For 
example, demand for aviation fuel is still only 
45% of what it was before the pandemic.

 � A strong post-lockdown recovery has allowed 
RDS to raise its dividend by 38% after it was 
forced – for the first time since WW2 - to cut it 
last year.

Royal Dutch Shell’s (RDS) roots can be traced back to a small antique store in London that 
sold decorative seashells in 1833. It later became the “Shell” Transport and Trading Company 
having ventured into trading paraffin, the preferred method of lighting at the time, sourced from 
the world’s first oilfields in what is now Azerbaijan. A merger with rival Royal Dutch Petroleum 
Company occurred in 1907 to protect both companies from US-based Standard Oil’s dominance. 
By 1920, the Anglo-Dutch conglomerate became the largest oil producer in the world. Today 
it is still one of the largest energy and petrochemical companies globally, operating across 70 
countries. Despite having posted record losses last year, with oil demand now returning in step 
with vaccine rollouts, the main long-term opportunity may well come from its current threat, 
cutting CO2 emissions to NetZero by 2050. The path ahead will be successful if the company can 
achieve the fine balancing act of delivering the energy of today whilst investing for the energy of 
tomorrow.
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extreme market conditions like we experienced last year is 
dangerous and the company was forced into survival mode. 
What a difference a year makes. Ben van Beurden, the CEO 
who has been with the company for 38 years, delighted 
shareholders by announcing a rise of 38% in the dividend, 
a share buyback worth $2 billion as well as a reduction in 
debt to $65 billion – all possible due to strong cash flows 
from rising commodity prices. Going forward, RDS has 
committed to increasing distributions to shareholders in the 
form of either share buybacks or dividends in the range of 
20% to 30% of cash flow from operations. That prompted 
the CEO to state: “The quality of Shell’s operational and 
financial delivery and strengthened balance sheet has 
given the board confidence. We are now in a much more 
sophisticated game of optimizing” between various goals 
including reducing debt, boosting shareholder returns and 
investing for growth.”

Now let us turn our focus to the company’s strategy aimed 
at achieving net carbon neutrality by 2050 - crucial given 
the increasingly intense focus on ESG especially within 
the Petrochemical industry. As the 9th biggest polluter in 
the world between 1988-2015 (as measured by the Carbon 
Majors Report) and responsible for 1% of global emissions 
annually, Shell is fully aware of the mammoth task at hand. 
It is fully committed to reducing the carbon intensity of 
energy products by 20% by 2030, 45% by 2035 and 100% 
by 2050. But in a landmark case brought by Friends of the 
Earth in May this year, the company was ordered to cut 
its global carbon emissions by 45% by the end of 2030 - 5 
years earlier. Shell plans to appeal the Dutch Court ruling 
as it feels it is being unfairly singled out especially since oil 
industry rivals and EU states plan to only achieve half of 
these reductions by 2030. Furthermore, net-zero includes 
not just the 81 million tons of CO2 from its operations, 

but also net-zero from all the energy products it sells - a 
further 1,550 million tons (or 95% of the target) - related 
to customer end-use. This is because Shell sells around 3x 
more oil and gas products than the oil and gas it extracts 
internally or put simply - 4.6% of all final energy consumed 
globally per annum. Shell’s new strategy called “Power 
in Progress” will lend extra weight to the court appeal 
but more importantly, the company has already embarked 
on investments/initiatives and put theory into practice. 
By working with customers on a sector-by-sector basis, 
momentum will build as society as a whole commits to 
low-carbon as a way of life. The CEO stated, “We cannot 
go faster than society. That is just reality.” The new strategy 
includes amongst other initiatives:

1. Divestments. Shell had 54 refineries in 2004. This will 
be reduced to just 5 by 2025. Bear in mind that refining 
is the single biggest component in Shell’s internal 
emissions, responsible for 86% of total emissions. 
Changing that footprint is a very significant step 
towards net-zero. After decades of issues including 
terrorism and theft, Shell is looking to also divest from 
its onshore Nigerian Delta oil operations.

2. Decarbonising mobility & sectors. Shell acquired 
Ubitricity, the leader in on-street electric charging in the 
UK. Shell now operates 75,000 charge points including 
over 4,500 at Shell forecourts. It has also invested in 
Lanzajet, a leading sustainable aviation fuel producer.

3. Diversifying product mix at its fuel stations.  This 
has become one of the most profitable divisions of the 
company, given that they serve 30 million customers/
day who purchase 450 million snacks, 350 million 
cold beverages, 250 million cups of coffee and about 
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After a 50% slump last year, revenues have exceeded those 
achieved before the pandemic.

RDS REFINERY FOOTPRINT

0

10

20

30

40

50

60

2004 2018 2020 Q2 2021 2025

No. of Refineries

-91%

Shell has reduced its refining capacity significantly, with more 
to come over the next few years.



3

900 million packs of cigarettes each year. With 45,000 
sites globally, Shell’s retail footprint is larger than that 
of Starbucks or McDonald’s. Hot food and groceries 
sold at US fuel stations have a gross profit margin of 
around 54% and 40% respectively, versus just 9% for 
fuel. Covid-19 accelerated 
e-commerce usage and 
customers can now collect 
parcels from local gas 
stations and order fresh food 
for home delivery via Uber 
Eats.

4. Hydrogen. Shell is involved 
in the 10 megawatts (MW) 
Refhyne Electrolyser, the 
biggest in the EU with plans 
to expand it to 100MW to 
provide “green” fuel to the 
trucking industry globally.

5. Artificial Intelligence (AI). Shell has built a data 
analysis platform in partnership with Microsoft 
that analyses billions of data points each week. The 
efficiencies created, like early warnings to technicians 
on which parts will require maintenance or pin-pointing 
problematic equipment that may lead to an oil spill, will 
save millions of dollars and reduce the carbon footprint 
dramatically. In return, Shell will supply Microsoft 
with renewable energy to help it meet its commitment 
to having a 100% supply of renewable energy by 2025 
(Amazon & VISA have committed to this too). This 
is an example of the collaboration which van Beurden 
believes is crucial for all businesses to act as one in 
fighting emissions. 

6. Biofuels. Shell already has a very big position in 
biofuels with its joint venture in Raizen, which produces 
low-carbon fuels from sugar cane in Brazil. This 
venture now accounts for 3% of the global production 
of biofuels.

7. Battery Storage. Shell has started trading power 
from Europe’s largest battery storage project in the 
UK, controlled by Limejump, a Shell subsidiary. The 
100MW available is sufficient to power almost 10,000 
homes per day.

8. Project Reshape. On top of all this, Shell is 
undertaking its biggest restructuring in decades, which 
includes cutting the workforce by 10% and aligning all 
employee and management incentives with net-zero 
results. Ultimately, linking carbon success to salaries 
will ensure that it receives the attention it requires. 

All of the above are just a glimpse into the vast amount of 
ESG-related work that is currently underway at Shell. To 
illustrate the potential scale of the change by 2030, Shell 
could be delivering the equivalent of 20 million households 
with renewable electricity, operating 2.5 million charge 

points for electric vehicles and increasing the amount of 
low-carbon transport fuels like hydrogen and biofuels 
from 3% to 10%. Innovation will no doubt accelerate 
the reduction as companies, countries and governments 
increase collaboration – a year ago we never thought that it 

was possible to produce a vaccine 
in under 10 years! 

In the meantime, Shell will still 
rely on its oil business, so higher 
and stable oil prices will allow 
the company to remain on the 
front foot whilst investing for 
the future. Whilst it is early days 
on the COVID-19 recovery, its 
resilient financials, achieved 
during one of the toughest 
periods in history, and a CEO 

intent on driving the change required bode well. Shell will 
remain a core holding in offshore portfolios given its solid 
re-assurance on both shareholder returns coupled with its 
promise to be at the forefront of achieving NetZero by 2050. 

“Shell already has 
a very big position in 
biofuels with its joint 
venture in Raizen”

Shell is investing in renewable energy and changing the entire 
footprint of its business.



Please note, due to the concerns over the 3rd wave of 
Covid, Harvard House has decided to cancel our Insight 
presentations until further notice.
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