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Introduction

On Wednesday, October 27, 2021, Daniel S. Loeb, founder and chief executive officer (CEO) of
the hedge fund Third Point, sent a letter to Royal Dutch Shell’s Board of Directors outlining a
significant value-creation opportunity. This proposal was received as a new threat by the CEO,
Ben Van Beurden, and other top managers, as Shell had been experiencing a low market
valuation for quite some time. One of the possible explanations for the long-standing below-
sector-average valuation could be that the company, trying to implement too many strategies
and being too large/complex, was inefficient at obtaining results and maintaining returns. In a
letter to Shell’s investors, Loeb said:

Shell has too many competing stakeholders pushing it in too many different directions,
resulting in an incoherent, conflicting set of strategies attempting to appease multiple
interests but satisfying none. Some shareholders want Shell to invest aggressively in
renewable energy. Other shareholders want it to prioritize return of capital and enjoy the
exposure to legacy oil and gas.

The letter suggested splitting the company between a spinoff company that would include the
liquefied natural gas, renewables, and marketing businesses and the remaining company that
would include the upstream, refining, and chemicals operations. How should the CEO and board
members respond to this threat? How should Shell manage the increasing pressure from
activists? Should Shell frontally reject the proposal or try to arrive at an agreement?

Company Overview

Royal Dutch Shell was founded in 1907 in the Netherlands to extract crude oil and natural gas
around the world, both in conventional fields and from sources such as tight rock, shale, and
coal formations. After the oil price collapse in the late 1980s, Shell started to invest in new
technologies, such as biomass and gas-to-liquid (GTL). In 1993, Shell opened the world’s first
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commercial GTL plant in Bintulu, Malaysia, a pioneering step that set the stage for the increasing
role this fuel would play over the next decade.

In 2005, the Royal Dutch Shell Group underwent a major structural reorganization as the nearly
century-old partnership between Royal Dutch Petroleum and Shell Transport and Trading was
dissolved. Shell unified its corporate structure under a single new holding company, Royal Dutch
Shell plc. In 2012, the company completed Pearl GTL in Qatar, the world’s largest source of GTL
products. In 2017, Prelude, the world’s biggest floating liquefied natural gas facility, sailed
5,800 kilometers from a shipyard in South Korea to its new home in Western Australia.

In 2016, Shell created its New Energies business to focus on exploring and developing
commercial opportunities in renewable energy, such as wind and solar. In November 2021, the
firm announced plans to end the dual share structure, move its headquarters to Britain and
changing its name to Shell plc. Exhibits 1 and 2 present Shell’s financial statements for the years
2016-2020.

As of 2021, Shell was the world’s largest mobility retailer, with more than 46,000 service stations
operating in 80 countries. Shell served over 30 million customers by providing fuel, lubricants,
and electric vehicles (EV) charging points. Shell had experienced a low market valuation for
several years (see Exhibit 3).

Players

Board Members

Shell’s board was organized as a single-tier board of directors comprised of 12 members and
chaired by non-executive Chair Andrew Mackenzie (appointed 2021). Mackenzie joined BHP, the
world’s largest mining company, in 2008 and served as the group’s CEO from 2013 to 2019.
During this time, he systematically simplified and strengthened the business and created options
for the future. He also made BHP the first miner to pledge to tackle emissions caused by
customers using its products. As an earth scientist, Mackenzie brought his wealth of experience
and insights to Shell, where his expertise contributed to helping Shell navigate the energy
transition. The other members of the board developed their functions as executive and non-
executive directors.

There was no fixed number of times that the board could meet in a year. The board met 12 times
in both 2020 and 2021. The board’s responsibilities were governed by a formal schedule of
matters reserved for it, including:

e Approval of overall strategy and oversight of management

e Changes to the corporate and capital structure

e Approval of financial reporting and controls

e Oversight of risk management and internal control

e Approval of significant contracts

e Determining succession planning and new board appointments
e Remuneration for the chair and executive directors

® Corporate governance matters
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CEO and Executive Committee

The executive committee operated under the direction of the CEO and was responsible for Shell’s
overall business and affairs. Since January 2014, the CEO, Van Beurden, had had final authority in
all matters of management that were not within the duties and authorities of the board or of the
shareholders’ general meeting. Additionally, Van Beurden was a member of the board of
representatives (appointed October 2020). The executive committee operated under the direction
of the CEQ in support of his responsibility for the overall management of Shell’s business. Exhibit 4
presents the executive committee’s organizational structure.

The Activist Investor: Third Point

The New York-based hedge fund Third Point was founded by Loeb in 1995. The firm operated as
an employee-owned and U.S. Securities and Exchange Commission (SEC)-registered investment
advisor with approximately $17 billion in assets under management as of June 30, 2021. As of
December 2016, it had returned an average of 15.7% a year since inception. Third Point primarily
invested in public equity, fixed income, and American Depositary Receipt (ADR) markets globally
and deployed an investment strategy that capitalized on companies “undergoing events such as
spinoffs or bankruptcies and pushes for corporate change!.” Third Point’s stake in Shell was well
over $750 million (0.4%) in the last quarter of 2021.

Shareholders

Royal Dutch Shell plc was a publicly listed company based in The Hague, Netherlands. Among its
largest shareholders were investment advisers, hedge funds, sovereign wealth funds, and
pension funds, such as BlackRock, the Vanguard Group, and Credit Suisse (see Exhibit 5).

Operation Division

Shell plc was divided into four different segments. Sales between segments were based on prices
generally equivalent to commercially available prices, and segment earnings were presented on
a current cost of supplies basis. Revenue and profits by segment are available in Exhibit 6.

1. Integrated gas (including renewables and energy solutions): This division managed
activities related to global liquefied natural gas (LNG) and GTL as well as new energies
businesses, which were rebranded as renewables and energy solutions in 2021. The
integrated gas division included natural gas exploration and extraction when
contractually linked to the cooling and transportation of LNG as well as the operation of
the upstream and midstream infrastructure necessary to deliver gas to market.
It converted natural gas into liquids to provide GTL fuels and other products, and it
marketed and traded crude oil, natural gas, LNG, and electricity. It also marketed and
sold LNG as a fuel for heavy-duty vehicles and marine vessels. In 2021, the integrated
gas segment generated $60 billion in revenue, which accounted for 18% of Shell’s total
revenue, and $8.7 billion in net income, which accounted for 44% of Shell’s total net
income. This segment experienced rapid growth, as the revenue was almost doubled
from $36 billion in 2017.

L wikipedia. “Third Point Management.” Wikipedia, the Free Encyclopedia. Last modified June 29, 2022.
https://en.wikipedia.org/wiki/Third Point Management.
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