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Major Oil Companies’ Ongoing
Struggle to Pay Shareholders Out of
Cash Flows from Operations
Accelerates in Dismal Second
Quarter
Supermajors Spent $16.9 Billion More on
Dividends, Buybacks Than Generated From
Operations
The second quarter financial results for the five global oil supermajors—
ExxonMobil, Royal Dutch Shell (Shell), BP, Chevron and Total—showcased an
industry in distress. Revenues, earnings, and operating cash flows plunged across
the board, as low prices and weak demand cut into sales of oil, gas, petrochemicals
and refined products around the globe. Expectations for continued low prices forced
Shell to write down the value of its assets by $16.8 billion,1 while BP, Total and
Chevron took impairments of $11.7 billion, $8.1 billion and $4.8 billion,
respectively.2
Q2 2020 saw the onset of the global pandemic (COVID-19) and the playing out of a
price war between Saudi Arabia and Russia. The financial impact from the
pandemic, which severely curtailed demand, exacerbated existing oversupply
conditions, and the price war pushed prices down to unprecedented levels. The
benchmark Brent oil price hit $29 per barrel (bbl), and ExxonMobil posted realized
prices averaging $21/bbl.
Collectively, the five companies slashed capital spending by almost 30 percent
compared with the same quarter in 2019. But even with these cuts, free cash flow
(defined as operating cash flows minus capital spending) plummeted, with
ExxonMobil, Chevron, and Shell reporting negative free cash flows for the quarter.
Shell responded to the cash crunch by trimming its dividend. Nonetheless, these
companies accelerated their decade-long practice3 of paying shareholders more
than they earned from their core business operations, distributing $16.9 billion
more in dividends and share buybacks during the quarter than they generated in
free cash flow. (See Table 1.)
Impairments reported on a post-tax basis. Shell. Q2 2020 Financial Results
Total. Financial Results First Half 2020. BP. Q2 2020 Supplementary Information. Chevron.
Chevron Announces Second Quarter 2020 Results.
3 IEEFA. Beyond Their Means: Oil Majors Pay More to Shareholders than Earn by Selling Oil and
Gas. April 2020
1
2

1

Oil Majors’ Ongoing Struggle to Pay Shareholders Out of
Cash Flows from Operations Accelerates in Dismal Q2

Table 1: Aggregate Free Cash Flow of Five Oil and Gas Supermajors: Free
Cash Flow, Net Shareholder Distributions and Cash Deficits, Q1 and Q2
2020 (million $USD)

Source: IEEFA, based on company financial reports.

Since 2010, these companies have generated a total of $343 billion in free cash flows
from operations, which fell far short of the $586 billion they’ve spent rewarding
their shareholders. The companies plugged the $243 billion shortfall primarily
through asset sales, cash drawdowns, and borrowing money from long-term debt
markets. (See Table 2.)
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Table 2: Five Oil and Gas Supermajors: Free Cash Flow, Shareholder
Distributions and Cash Deficits, 2010-Q2 2020 (million $USD)

Source: IEEFA, based on company financial reports.

Financial Highlights From Q2 2020
•

Plummeting revenues. Revenues among the five oil majors declined from
$256 billion in the first quarter to $138 billion in the second quarter, a 46
percent drop. Year over year, revenues were down 57 percent from the
second quarter of 2019. Shell’s revenue drop was the sharpest, at 64
percent; Total’s revenue decline was the least, at 50 percent.

•

Negative Free Cash Flows (FCF). FCF turned sharply negative this quarter,
at -$5.5 billion for the five companies. ExxonMobil and Chevron’s negative
free cash flows, at -$4.4 billion and -$2.0 billion respectively, were the
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biggest contributors to the group’s negative cash flow. This negative cash
flow came despite a 29 percent year-over-year decline in capital
expenditures among the five, from $21.6 billion in Q2 2019 to $15.4 billion
last quarter.
•

Diminished shareholder dividends and buybacks. The five companies
cut their aggregate shareholder distributions from $18.4 billion a year ago to
$11.4 billion in Q2 2020. But free cash flows fell even faster, with the
companies collectively paying $16.9 billion more to their investors than they
generated from their core operations, compared with $1.2 billion in the
second quarter of 2019.

•

Massive increases in long-term debt. With shareholder payouts exceeding
free cash flows, the oil majors relied on other sources of cash—primarily by
borrowing money and selling assets—to sustain dividends and share
buybacks. The companies’ aggregate long-term debt rose to $290 billion in
2020 Q2, up sharply from $240 billion in the first quarter, suggesting that
the companies are increasingly turning to debt markets to maintain their
dividends.

•

Modest asset sales. Proceeds from asset sales, the other major source of
funding to plug the shortfall between free cash flow and shareholder
distributions, were $3.1 billion, down from $3.5 billion in the first quarter.
These companies have likely found it difficult to find ready buyers.

Oil Majors Chart Divergent Paths to Confront Their
Declining Cash Flows
The five oil and gas companies are charting widely different courses in response to
the rapid shifts in global oil and gas markets over the past few years. The second
quarter’s results showcase some of these differing approaches used to address
declining cash flows.
ExxonMobil’s “deficit,” or shortfall between its free cash flow and its shareholder
distributions, was the highest of the five companies in the second quarter. During
the quarter, ExxonMobil’s free cash flow was negative $4.4 billion, and it increased
its long-term debt by nearly $16 billion. The company paid out $8.1 billion more to
shareholders than it generated from its core business, accounting for almost half the
group’s aggregate shortfall.
BP and Total, by contrast, generated positive quarterly free cash flows, of $719
million and $1.1 billion, respectively. While their payments to shareholders
exceeded their free cash flows, the funding gap was far less than ExxonMobil’s.
Chevron’s second quarter results were nearly as dismal as ExxonMobil’s. Its free
cash flow was negative $2 billion and the company paid $2.4 billion in shareholder
distributions, bringing its shortfall to $4.4 billion.
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Shell, which had slashed its dividend payment and reduced its buyback program,
paid out $1.63 billion to shareholders while recording negative free cash flow of
$873 million, a $2.5 billion deficit.

Conclusion
For more than a decade, the five largest publicly traded oil and gas companies—
ExxonMobil, Shell, Chevron, Total and BP—have paid more to their shareholders
than they’ve generated from their operations. This trend exploded during the
second quarter. Collectively, these oil majors paid out almost $17 billion more in
dividends and share buybacks than they generated from their free cash flows from
operations. During the quarter, each of the companies’ free cash flows from their
core business was insufficient to cover their shareholder distributions.
The five companies’ response to their decline in the oil and gas industry has
diverged. A constant theme over the past decade, however, has been each
company’s willingness to reward their shareholders more generously than their free
cash flows have generated. Now that Shell and BP have cut their dividends and
suspended their share buybacks, this trend may be changing.
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