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Royal Dutch Shell (RDSALN) 4Q19 earnings miss, solid credit but
gearing ticked up
Shell posted slightly disappointing 4Q19 numbers with CCS earnings coming in 36%
lower yoy at $17.0bn. Production came in almost identical at 3.7m boe/d, but all
business areas reported like for like declines due to lower realised oil and gas prices,
with Integrated Gas at $9.0bn, Upstream 4.7bn and Downstream at $6.7bn.
Operating cash flow came in at $42.2bn down from $53.1bn, capital expenditure was
held constant at $23.9bn and capital investments came in around $4bn higher at
$28.8bn. Free Cash Flow came in at $26.4bn down from $39.4bn. Net debt was
$79bn up some $5bn from half year and net gearing came in at 29.3% which partly
reflected the increased shareholder distributions that amounted to $25bn in dividends
and share buybacks.
Group 2020 outlook is for capital expenditure to be at the lower end of the $24-29bn
range, also divestments are to be in excess of $10bn over 2020 which should help
drive gearing lower; in this regard management maintained a gearing target of 25%
but it’s unlikely that it will be met in 2020, even though they remain committed to
maintain AA rating metrics. Shell confirmed its intention to finalise the share buyback
programme of $25bn, but the pace of execution could be subject to change due to
“macro conditions and debt reduction”.
Following the BG Energy acquisition which has now been long absorbed and
integrated, Shell’s scale and diversity of business is second to none, with an added
benefit of a strategic presence in LNG giving it a differentiation factor when compared
to the rest of its supermajor peer group. Whilst leverage had initial moderated from
the BG acquisition, thanks in part to asset sales, we have seen a reversal of this
trend with a more expansive shareholder stance that included growing dividends,
significant share buybacks and an IFRS 16 adjustments (Gearing would have been
25% had it not been for this.)
The trend in Shell’s gearing isn’t something that credit investors will like the look of
but the credit remains best in class and with secondary levels trading flat to TOTAL
we consider bonds fairly value and a decent defensive play given the compression
we have seen between core BBB and AA/A energy names.
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CHART 1: LEVERAGE TICKING UP AGAIN AS BUYBACKS AND IFRS 16 FILTER TRHOUGH

Source: Company disclosure

CHART 2: SOLID NAME BUT VALUATIONS REPRESENT THIS

Source: Bloomberg, MUFG
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• United States of America: This Note, when distributed by MUS(USA), is intended for Institutional Investors (“Institutional Accounts” as defined by FINRA Rule
4512(c)). When distributed by a non-US affiliate of MUS(USA), this Note is intended for distribution solely to “major U.S. institutional investors” or “U.S.
institutional investors” pursuant to Rule 15a-6 under the U.S. Securities Exchange Act of 1934, as amended. Securities referenced in this Note may have been
underwritten by MUS(USA) and/or its affiliates. Nothing in this Note should be considered an offer or solicitation of an offer to buy or sell securities or any other
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IRS Circular 230 Disclosure: MUFG Securities does not provide tax advice. Accordingly, any discussion of U.S. tax matters included herein (including any
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• Canada: When distributed in Canada, this report is distributed by MUS(EMEA) or MUSA. MUS(EMEA) operates under an International Dealer Exemption from
registration with the securities regulators in Alberta, British Columbia, Manitoba, Ontario and Québec. MUSA operates under an International Dealer Exemption
from registration with the securities regulators in all Canadian Provinces and Territories. This report is only intended for a “permitted client” as that term is defined
under the National Instrument 31-103 in Canada and is not intended for re-distribution to any other person. The information contained herein is not, and under no
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to buy
securities described herein, in Canada or any province or territory thereof. Under no circumstance is the information contained herein to be construed as
investment advice in any province or territory of Canada and is not tailored to the needs of the recipient.
• Japan: This Note, when distributed by MUFG Securities affiliates located outside of Japan, is intended for distribution in accordance with Article 58-2 of the
Financial Instruments Exchange Act 1948 (“FIEA”) i) to a “Financial Instruments Business Operator” engaged in “Securities-Related Business” as defined in the
FIEA or ii) to the government, the Bank of Japan, a qualified financial institution defined in Article 209 of the Cabinet Office Ordinance Concerning Financial
Instruments Business, Etc., or an Investment Manager. When distributed by Mitsubishi UFJ Morgan Stanley Securities Co., Ltd., this Note is intended for
distribution to a “Professional Investor (tokutei-toushika)” as defined in the FIEA.
• United Arab Emirates: This Note is only intended for distribution to a “Professional Client” or “Market Counterparty” as those terms are defined under the rules of
the Dubai Financial Services Authority and only a person meeting the criteria for these terms should act upon this Note.
• Australia: This Note is only intended for distribution to persons in Australia who are sophisticated or professional investors for the purposes of section 708 of the
Corporations Act of Australia, and are wholesale clients for the purposes of section 761G of the Corporations Act of Australia. This Note is not intended to be
distributed or passed on, directly or indirectly, to any other class of persons in Australia.
Other jurisdictions:
MUFG Securities also relies on local registrations or regulatory exemptions in order to undertake certain securities business in other countries. In Thailand,
MUS(EMEA) has a derivatives dealer registration with the Securities and Exchange Commission, Thailand. In Canada, MUS(EMEA) and MUS(USA) each operate
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