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. MESSAGE FROM THE CHAIRMAN

W are taking decisive action to fulftl our aspinations for
sharehalder value in dithoult dimes - rescructuring porttolios,
attacking costs and focusing lnvestment. We have the capabilivies
angd dererminadion o succeed. Cur commimment to eur business

%

os is unchanged. Owr vision of the commercial

pringp
opportunities of providing choices of clean, convenient and
cconomic energy s undiminished.

ﬂ//ﬁ{(é‘/‘ |

Mark Moody S
Chairman
dgreh 11, 1999

Nineteen ninety-eight was a bad year. Business conditions were
difficulr. They may continue so for some time. We are taking
decisive action — so we can continue fulfilling our long-standing
commitment to shareholder value.

[ am confident we can do so. My confidence is based on
Shell companies’ assets and capabilities, the improvements in
performance being achieved, and the calibre and commitment
of Shell people.

Ditficulr condiions :
The world economy grew only half as fast in 1998 as the year
before. Qurput fell in Asia, where the Group has substantial
interests. Reduced demand triggered a sharp fall in oil prices.
They were a third lower than in 1997. In December they fell
below $10 a barrel for the first time since 1986. Warm weather
reduced gas sales. Asian refining margins fell sharply. Chemicals
margins were also lower.

On a current cost of supplies basis, earnings for the year were
$5,146 million excluding special charges — 36% lower than in
1997. Special charges of $4.2 billion for writing down asset
values, restructuring and redundancy cut reported net income
to just $350 million.

Operating activities generated a cash flow of $14.7 billion —
only 12% down on 1997. Capital expenditure rose slightly.

The Group's financial position remains strong,

Exploration and Production earnings were badly hit by low
oil prices, particularly in North America. Oil production rose
slightly, Reserves of oil and gas grew. Increased sales helped

raise Oil Products earnings. Chemicals earnings were badly
affected by deteriorating trading conditions, despite higher
sales and reduced costs.

Some assets have been written down because of the
downward revision of expected long-term business
conditions. Some of the assets intended for sale have also
been written down,

Divestment plans involve parts of two recent acquisitions —
Tejas and Montell. Tejas helps to extend Shell gas business in
the USA. But parts of the business are not performing as
expected. Remedial action includes selling some of its assets.
Montell is a good business. It will be improved if a company
with complementary skills takes an interest.

Changlay sswamplions

Difficult conditions may persist. Economic growth is likely to

be slow. Global markets will become more competitive, Last year
our five-year plans were developed on the basis of an oil price

of $18 a barrel. Our new plans are based on $14 a barrel — with
reduced refining and chemicals margins. Prices in the early part
of this year are even lower, and we recognise this could continue
for some time. Short-term plans and programmes will be
adjusted accordingly.

But there are business opportunities even in tough times.
Strong companies are well placed to acquire strategic assets
from those in weaker positions. New relationships with major
producing countries may develop. We will continue our drive
to offer outstanding value propositions to our customers.




Enorgy of the Ribure

We see great opportunities in delivering the energy of the future.
Gas is clean and efficient. Consumption may double in 20 years.
Shell companies are leaders in the gas business — and are
working to develop markets all over the world. Cleaner cars

are needed to curb traffic pollution. Shell hydrogen technology
is helping to develop fuel-cell powered cars which can be filled
up at existing service stations. Shell renewables businesses are
commercialising new forms of energy.

Drmgishve nolion

Some competitors are merging to reduce costs, Shell companies
work with others to realise synergies and extend opportunities.
Equilon and Motiva — the recent downstream joint ventures

in the USA — are on track to deliver the expected savings.

But we have much to do in our own organisation. We are
focusing on three things: restructuring portfolios, atracking
costs, and focusing investment.

The most fundamental shift will be in the Chemicals
portfolio. About 40% will be sold, leaving only those businesses
in which Shell companies are, or can become, leaders. Exploration
and Production is focusing on acquiring low-cost reserves and
developing gas supplies. Refinery rationalisation continues.

Costs are being cut in all businesses. Portfolio action and
rising oil and gas production will reduce them further. We are
determined to do more. Those who run Shell businesses are
given increasing freedom to act — and are accountable for
delivering results,

Shell companies have always taken a long view. They still
do. Capital investment plans for the next five years have been
cut by a third — but still represent a major investment in
the future. Shell businesses will allocate capital with great
discipline — ensuring funds only go where performance
justifies investment.

The Group has considerable strengths for difficult times —
sound finances, resilient assets, long-standing relationships
with countries, technological deprh, the reputation of the
Shell brand.

All companies must extend their capabilities in today’s
rapidly changing and increasingly competitive business
environment. Qur structures, processes, skills and attitudes
are being transformed. Global businesses have been created.
Executive responsibility has been focused. New skills are being
learned — such as operating convenience stores in service
stations world-wide. New commercial and societal relationships
are being developed.

{meanitting %o changs

It is a commonplace that people are the key to business success.
It is more than that with us. Shell people are by nature achievers
— fiercely proud of their company’s reputation. The strongest
pressure to do what is necessary for competitive performance
comes from them. I know they face difficult conditions and
thank them for their contributions.

Reducing costs and restructuring portfolios to protect the
long-tetm viability of the Group inevitably means that people
lose their jobs ot must move to other organisations. Being
inevitable does not make it less painful. But the process will
be fair, efhicient and sensitive. We recognise their contribution
to Shell companies, often for many years.

Dodivering shorehelder velun

The objective stated last year remains unchanged. [t is to deliver
the profitable growth that will provide the basis for continuing
improvement in the return to our shareholders.

In this regard, the fall in the share prices last year was
disappointing. Our actions seek to redress this. We have no
plans to change our dividend policy. And we continue to strive
for a situation in which both Parent Companies have the option
of buying back shares.

Our goal reflects the changed business outlook. Planning
for an oil price of $18 a barrel, we looked ro achieve a 15%
return on capital employed early next century. At our current
longer-term economic assumptions — including a $14 oil price
— the target is a 14% return by 2001, which is tougher. Prices
have not been at this level earlier in this year and may be below
$14 for some time.

We are committed to achieving our objectives in a manner
consistent with our business principles. Changing business
conditions do not alter this. Our first independently verified
Health, Safety and Environment report was published last year.
So was our first social report. This year's Shell Report focuses
on how sustainable development is being integrated into
business decisions.

Realising our aspirations for sharcholder value requires the
wholehearted commitment of all Shell people. I have no doubt
it will get that. Their talent, skills and drive give me confidence
that we can meet the challenges we face.




. BOARD OF DIRECTORS

Sir William Purves

Hemrngiog Wredkors

Mark Moody-Stuart

Sir Antony Ackind

Drregiors

Sir Ronald Oxburgh

Dr Eileen Butile

Mark Moody-Stuart Chairman
Botn Seprember 15, 1940.
Joined the Group in 1966.

A Director and a Managing
Director of the Company since
1991 and Chairman since 1997.
A Group Managing Director
since 1991

Philip B Waitts

Born June 25, 1945. Joined the
Group in 1969. A Director and
a Managing Director of the
Company and a Group
Managing Director since 1997,

Sir Antony Acland 6eMe cevo
Born March 12, 1930. A non-
executive Director since 1991,
Entered Diplomatic Service

in 1953. Permanent Under-
Secretary of State, Foreign and
Commaonwealth Office, and
Head of the Diplomatic Service
1982-86. HM Ambassador to
the USA 1986-91. A Director
of Booker plc. Provost of Eton
College.

Teymour A Alireza

Born September 7, 1939. A non-
executive Director since 1997.
President and Deputy Chairman,

The Alireza Group. Chairman
National Pipe Company Ltd,
Saudi Arabia. Director Arabian
Gulf Investments {Far East) Ltd,
Hong Kong. Member of the
International Board of Trustees
of the World Wide Fund for
Narure.

Dr Eileen Butile coe*

Born October 19, 1937.
Appointed a non-executive
Director July 1998. Retired in
1994 from a career of public
scientific appointments. The
UK member of the European
Environment Agency's Scientific

Committee. Chairman of the
UK Arctic Consultative Forum.
Member of a number of
Government and Research
Council scrutiny committees

of environmental aspects of
national and European research.
Chairman of a review of long-
term environmental monitoring
for the Narural Environment
Research Council.

Sir Peter Holmes mc

Born September 27, 1932.

A Director since 1982, Chairman
1985-93 and a Group Managing
Director 198293,




Teymour Alireza

Sir John Jennings cBE FRSE

Born March 30, 1937. A Director
since 1987, Chairman 1993-97.
A Group Managing Director
1987-97. A Director of Det
Norske Veritas, The MITIE
Group and Robert Fleming
Holdings. Member of Board

of Counsellors of Bechrel
Corporation and of International
Advisory Board of Toyora
Corporation.

Professor Robert O'Neill a0*

Born November 5, 1936. A non-
executive Director since 1992.
An Australian citizen, served in

the Australian army 1955-68.
Director of the International
Institute for Strategic Studies
1982-87. Chichele Professor of
the History of War and a Fellow
of All Souls College, Oxford,
since 1987

Sir Ronald Oxburgh ket Frs*

Born November 2, 1934, A non-
executive Director since January
1996. Scientific appointments
196087, Chief Scientific
Adviser, Ministry of Defence
1987-93. Rector, Imperial
College of Science, Technology
and Medicine, since 1993.

Sir William Purves cet pso*

Born December 27, 1931.

A non-executive Director since
Qctober 1993. Rerired from

the Chairmanship of HSBC
Holdings plc in May 1998 after
44 years' service in that Group.
Deputy Chairman of Alstom
s.a., Trustee of Reuters Founders
Share Company Ltd, Director of
East Astatic Co Ltd A/S and
Wortld Shipping and Investment
Co Ltd. Member of Hong Kong
Chief Execurive’s International
Advisory Council and a Member
of Textron Inc International
Adpvisory Council.

*Standing in 1999 for election or
re-efection as a Director of the Company.

Sir John Jennings

Sir Peter Holmes

Company Secretary

lyohi E Munsiff

Joined Group in 1969 as a Legal
Adpviser, Appointed Company
Secretary August 1993,



REPORT OF THE DIRECTORS

Directors

The current Directors of the Company are shown on pages

4 and 3; all served as Directors throughout 1998 except for

Dr Eileen Buttle CBE, who was appointed as a non-executive
Director by the Board with effect from July 8, 1998. The other
Ditectors welcome the additional perspective that Dr Buttle
brings to the Board from her career as a rescarch scientist and
her long experience of environmental rescarch and monitoring.
In accordance with the Articles of Association, Dr Buttle will
vacate office at the Annual General Mecting o be held on
May 7, 1999 and, being eligible, will offer herself for election
by the sharcholders.

Professor Robert O'Neill, Sir Ronald Oxburgh and Sir
William Purves will retire by rotation at the Annual General
Meeting and will offer themselves for re-election.

No Director has, or during the financial year had, a contract
of service with the Company. No Director is or was materially
interested in any contract subsisting during or at the end of the
year that was significant in refation to the Company’s business.

The Board’s Statement on Corporate Governance is set out
on pages 8 to 10 and the Report 1o shareholders on Directors’
Remuneration is set out on pages 11 and 12.

Aetivities of the Company

The Company is a holding company which, in conjunction
with Royal Dutch Petroleum Company, a Netherlands
company, owns, directly or indirectly, investments in the
numetous companies constituting the Royal Dutch/Shell Group
of Companies and collectively referred to as “the Group”.

Royal Dutch Petroleun Company has a 60% interest in the
Group and the Company a 40% interest.

The Company’s principal investments are its direct
shareholdings in The Shell Petroleum Company Limited,
Shell Peroleum N.V. and Shell Petroleum Inc.

These three companies own, directly or indirectly, the
investments representing the total Group interests in the other
companies of the Group which are engaged in various activities
related to oil and natural gas, chemicals, power generation,
renewable resources and other businesses throughout the world.
The structure of the Group is shown on the inside front cover
and described in Note 6 to the Financial Statements of the
Company.

Having regard to the fact that the Company has no
subsidiaries, it is appropriate to draw artention to the Message
from the Chairman (pages 2 and 3) and the Operarional
and Financial Review {pages 20 to 41} concerning Group
companies generally which would have had to be included
in this Report if such Group companies had been subsidiaries
of the Company.

Substurtied shoreheldings

At March 9, 1999, the only interest in 3% or more of the
Company’s issued Ordinary share capital notified to the
Company was that of Prudential Corporation Group of
Companies which held 311,003,925 shares (3.12%).

frpgiors” share interests by S Compony

The interests of the Directors in Ordinary shares, including
any interests of a spousc or infant child, are set out below.
These interests are all beneficial.

25p Ordinary shores

January 1, 1998 December 31, 1998

M Moody-Stuart 260,000 365,000
P B Walts - 24,681
Sir Antony Acland 6,000 6,000
T A Alireza - _
Dr E Buttle Q00" 200
Sir Peter Holmes 60,888 60,991
Sir John Jennings 70,200 70,200
Professor R | O'Neill 7,211 7,435
Sir Ronald Oxburgh 2,865 5,026
Sir William Purves 3,000 3,000

No Director had an interest in either of the two classes of Preference shares during the year.
“At date of appointment.

There were no changes in the above interests during the period

from December 31, 1998 10 March 9, 1999.

Ehare pptions

Certain Group companies have option plans, the operation

of which during 1998 is summarised in Note 24 to the Group
Financial Statements on page 63. The Shell Petroleum Company
Limited and Shell Petroleum N.V. are two of the companies
with such plans for executives, the shares involved being those
of the Company and Royal Dutch,

The Shell Petroleum Company Limited, Shell Petroleum
N.V. and Montell U.K. Limited also operate savings-related
share option schemes which have been approved by the Inland
Revenue under the Income and Corporation Taxes Act 1988,
Under these schemes, options over shares in Shell Transport
are granted to employees of UK Group companies at prices
not less than the market value of the shares on a date no eaclier
than 30 days before the date of grant of the option. Options
are normally exercisable after completion of either a five-year
or a three-year contractual savings period.

No issue of new shares is involved under any of the plans
or schemes mentioned above.

Details of Directors’ interests in options relating to
Shell Transport shares are set out on page 12.

Tyeaditor poymont policy

Statutory Regulations issued under the Companies Act 1985
require a public company to make a statement of its policy
and practice on the payment of trade creditors. As a holding
company with no business other than the holding of shares in
companies of the Royal Dutch/Shell Group, the Company has
no trade creditors. For the information of shareholders, the
statement that will appear in the Directors’ Report for 1998
of Shell U.K. Limited, the principal operating company of the
Group in the United Kingdom, will confirm that Shell U.K.
complies with the CBI’s Better Payment Practice Code. Shell
U.K. had approximately 33 days’ purchases outstanding at
December 31, 1998 based on the average daily amount
invoiced by suppliers during the year.




Fimoncial $erments aned dividends

The Financial Statements of the Company appear on pages

13 to 16. The amount available for distribution {inclusive of
distributions from retained earnings by companies of the Royal

Dutch/Shell Group) was £1,345.1 million. Dividends declared

and recommended in respect of 1998 amount to £1,343 million.

On November 2, 1998, an interim dividend of 5.3p per
Ordinary share was paid. This dividend was paid as a foreign
income dividend.

The Directors have decided to recommend a final dividend
for 1998 of 8.2p per Ordinary share which would make 13.5p
per share for the year. Subject to approval at the Annual General
Meeting, the final dividend will be paid on May 14, 1999
to Members on the Register on April 23, 1999 and to holders
of Bearer Warrants who surtender Coupon No. 203.

Doflor reporting
The US dollar is the currency in which a large part of the
Group’s business is transacted and the Group Financial
Statements are now published in dollars instead of sterling.
Comparative data previously reported by the Group in sterling
have been translated into dollars using the exchange rate
prevailing in the relevant period.

There is no change to the currency in which the Company
reports its financial statements and declares its dividends: these
continue to be expressed in sterling.

Group incomes, srdinory dividends and UK foxation

‘The British Government’s programme of changes to the way
dividends are taxed will be complete on April 6, 1999. From
that date, advance corporation tax (ACT)} will no longer exist,
and shareholders will no longer be able to claim back tax credits
on dividends. The main exception will be for petsonal equity
plans and individual savings accounts, where a 10% credit will
be claimable for a transitional five-year period. Charities will be
able to claim a tax repayment over the same period progressively
reducing from 21% to 4% of the cash dividend.

As described in the 1997 Annual Report, the Boards of
Shell Transport and Royal Dutch Petroleum Company have
reached agreement on the effect of these tax changes on the
40:60 distribution of Group income between the Parent
Companies. Under the ACT-based system, Shell Transport was
receiving 32% of the total distribution in cash and 8% in the
form of a tax credit. After the abolition of ACT, Shell Transport
will receive its 40% share entirely in cash.

In order to prevent the Group having to write off
unrecovered ACT after its abolition, the dividends paid in
1998 took the form of foreign income dividends (FIDs).

FIDs received by individuals resident in the UK are treated

as income which has suffered tax at the lower rate. As with

a normal dividend, higher-rate taxpayers have some additional
tax to pay, but other individuals have no further tax liability.
Shareholders who have no liability to pay income tax are
unable to recover tax on a FID, as no tax credit is attached.

As part of the arrangements for moving from the ACT
to the post-ACT regime, the Shell Transport share of Group
distributions paid as cash dividends in 1998 increased from
32% to 36%. This increase was reflected in the amount of the

final dividend in respect of 1997, paid by Shell Transport on

May 15, 1998, and in the interim dividend for 1998 paid on
November 2, 1998. The effect of the taxation changes on the
dividends on the Company’s Preference shares is set out in
Note 5 on page 15.

Yooy 200G

Shell Transport has no computer systems of its own. Group
companies’ approach to Year 2000 problems is described on
pages 40 and 41, In addirion the Company’s Share Registrar,
Lloyds TSB Registrars, have advised that they do not anticipate
any disruption to the share register as a result of any millennium
problem over which they have control.

fupeditnrs

Following the merger of Price Waterhouse and Coopers &
Lybrand, Price Waterhouse resigned as auditors and the new
firtn, PricewaterhouseCoopers were appointed by the Board
to fill the vacancy. PricewaterhouseCoopers have signified
their willingness to continue in office and a resolution for
their reappointment will be submitted to the Annual General
Meeting to be held on May 7, 1999. Company law requires that
special notice be given of the resolution to reappoint auditors
who were appointed by the Board since the previous annual
general meeting, and the approptiate statutory special notice
pursuant to Section 379 of the Companies Act 1985 has been
received by the Company.

By Order of the Board
J E Munsiff, Secretary
March 11, 1999

J;éc; Mot -




CORPORATE GOVERNANCE

The Board of The “Shell” Transport and Trading Company,
pl.c. (Shell Transport) remains committed o upholding the
highest standards of integrity and transparency in its governance
of the Company. The Board welcomes the publication of an
updated Combined Code setting out both principles of good
governance and a Code of Best Practice. There are 17 principles
to guide Listed Companies and the majority of these have
featured in the Company’s approach to governance for many
years. This statement describes how the principles set out in

the Combined Code are applied by Shell Transport.

Shell Transport’s sole activity is the ownership of a 40%
interest in the Royal Dutch/Shell Group of Companies of which
it is not a part and in whose activities it does not engage. The
other 60% is owned in like manner by Royal Dutch Petroleum
Company (Royal Dutch). This arrangement has stood unaltered
since 1907 subject only to changes of detail, and during this
long period the Group has grown to be one of the largest global
commercial enterprises. The Board considers that these enduring
arrangements between Shell Transport and Royal Dutch have
served shareholders well, Tt must be recognised, however, that
the framework within which the Board operates is conditioned
to some extent by Shell Transport’s unique relationship with
Royal Dutch and this results in some special arrangements
which may not be appropriate in other companies. For instance
the Board Committees dealing with audit and remuneration
matters are joint committees of the Supervisory Board of
Royal Dutch and the Board of Shell Transport. However, these
governance arrangements are always designed with a view to
upholding the best standards of corporate governance and are
subject to ongoing review for improvement and adjustment
~ for the changing demands of business.

The joint arrangements for supervising the governance of
the operations of the Royal Dutch/Shell Group of Companies
in over 130 countries are summarised in this statement under
the heading “Arrangements with Royal Dutch Petroleum
Company”. The remainder of this statement refers to the
governance of Shell Transport itself.

Board dructure and provedures

The Board currendy comprises 10 Directors (biographical
details of whom are set out on pages 4 and 5). All Directors
are equally accountable at law to the sharcholders for the
proper conduct of the business. Of these Directors:

* two are Managing Directors of the Company and are also
two of the five Group Managing Directors;

> one of these Managing Directors of the Company is
appointed as Chairman of the Board of Shell Transport;

» eight Directors are non-executive (six of whom have never
held executive positions with the Company) and provide
a wide spectrum of international experience in commerce,
public administration and science.

All members of the Board vacate office at age 70 at the latest.
The Board believes that there is great value to the Company

in being able to access the specific experience in an integrated

energy business of former Managing Directors who retire from

executive office at the age of 60. Currently, there are two
former Managing Directors on the Board, Sir Peter Holmes
and Sir John Jennings.

Under the Articles of Association, Managing Directors are
not required to retire by rotation with the other Direcrors and
offer themselves for re-election by the sharcholders. However,
as previously announced, the Managing Directors will, in
future, offer themselves for re-clection on a regular basis.

The Articles also require one-third of the Directors subject to
retirement by rotation, to retire at each Annual General Meeting.
The Combined Code suggests that Directors should be subject
to re-election at intervals of no more than three years. Suitable
amendments to the Company’s Articles of Association will be
proposed to sharcholders on both counts when next the Articles
are revised. In the meantime, Directors will retire by roration

in advance of the Article requirements to ensure compliance
with the Combined Code. In 1999 three Directors who have
been in office since 1996 will offer themselves for re-election
although only two are required to retire this year in strice
compliance with the Articles.

The Combined Code suggests that non-executive Directors
should comprise not less than one-third of the board and
a majority of the non-executive Directors should be
“independent”. The Company currently has 10 Directors
of whom eight are non-executive and of those, five (namely,

Sir Antony Acland, Dr Eileen Buttle, Professor Robert (FNeill,
Sir Ronald Oxburgh and Sir William Purves) are wholly
independent of any personal business connection with the
Company or members of the Royal Dutch/Shell Group. Since
the year-end, the Board has nominated Sir Antony Acland as
the senior non-executive Shell Transport Director.

While the Chairman of the Board is currently also the most
senior executive Director, this arrangement is not in conflict
with the principle that one person should not have unfettered
powers of decision (please see details of the Committee of
Managing Directors on page 19).

New appointments to the Board are made by the whole
Board, and possible non-executive Directors are suggested by
any Director and reviewed by the Nomination Committee
before any approach is made to the candidate. Any new
appointment is made by the Board only after a recommendation
from the Nomination Committee. The Chairman of the Board
acts as Chaitman of the Nomination Cotnmittee. In view of the
essential requirement for potential Directors to understand the
nature of the responsibilities of the Board and the extensive
operations of the Group, it is considered vital for the Managing
Directors to take part in the briefing of any nominees to the
Board. Accordingly, the Nomination Committee is structured
as a committee of the whole Board so that all Directors can
participate in the nomination process.

The structure of the Commirtee known as the “Committee
of Managing Directors” which considers and develops objectives
and long-term plans of the Royal Dutch/Shell Group is set out
on page 19. The members of this Commirree are also known
as “Group Managing Directors” and the Remuneration and
Succession Review Commitree (please see pages 9 and 10) reviews
and endorses candidates for appointment to these positions.

The Board of Shell Transport considers the appointment of
new Directots of the Company in connection with proposals




for appointment to the position of Group Managing Director
and, where considered appropriate, recommends the person
concerned for appointment as a Director of the Company to
the next annual general meeting. If appointed as a Director of
Shell Transport by the sharcholders, it is normally the case that
the Board also appoints the new Director as 2 Managing
Director of the Company.

The Directors meet regulatly as a Board nine times a year
to deal with business requiring Board approval. Reviews and
reports on the business and plans of the Group are dealt with
at the 11 meetings of the “Conference” between the Directors
of Shell Transport and the members of the Supervisory and
Management Boards of Royal Dutch. Senior executives of the
Group attend meetings of the “Conference” to present strategic
plans and proposals for major projects giving Directors frequent
opportunities to hear from and question those with first-hand
experience of the business in addition to receiving fully
documented reports and proposals.

Going comern ond ntern controls

The Directors consider that taking into account the assets

and income of the Royal Dutch/Shell Group and the long
and successful relationship between Shell Transport and Royal
Dutch, Shell Transport has adequate resources to continue in
operational existence for the foreseeable futute. For this reason
the Directors continue to adopt the going concern basis for
the financial statements of the Company.

The Directors are tesponsible for, and have reviewed the
effectiveness of, Shell Transport’s system of internal financial
control which is established to provide reasonable assurance
of the safeguarding of its assets, the maintenance of proper
accounting records and the reliability of financial information.
Such a system of control can provide only reasonable and not
absolute assurance against material misstatement or loss.

Key procedures established which are designed to provide an
effective system of internal financial control include segregation
of duties and management authortisation and review. In
addition, Shell Transport safeguards its 40% interest in the
Group, from which it derives virtually the whole of its income,
by appointing a number of Ditectors o the Boards of the Group
Holding Companies; and by the appointment of 50% of the
membership of the Group Audit Committee. The Group’s
approach to internal controls is outlined on page 39.

In accordance with Combined Code implementation advice
from the London Stock Exchange, the review of Shell
Transport’s internal controls was restricted to internal financial
controls pending publication of professional guidance for
Directors on a wider review of all controls.

Ceommrasioations

The Board of Shell Transport recognises the importance of
two-way communication with its shareholders and, in addition
to giving a balanced report of results and progress at each annual
general meeting, the Company has for some time arranged
informal shareholder bricfing meetings at sites around the
United Kingdom each year. In response to sharcholder requests
the Company is introducing Summary Financial Statements
which have been accepted by 97% of shareholders. The
Company also issues a Chairman’s Bulletin to all sharcholders

covering the first half of each financial year and in addition
detailed trading results of the Royal Dutch/Shell Group are
released to the Stock Exchanges each Quarter.

Good communication with institutional shareholders is also
regarded as of vital importance and is based upon presentations
to funds and investment analysts, supplemented by one-to-one
discussions with major investors in the Company by the
Managing Directors who are always ready to discuss major
current issues with representatives of institutional shareholders.

Arvangsments with Royol Donk Pobrolowm Company
Shell Transport and Royal Dutch are independent companies
cach obliged to observe the law and corporate practices of
their country of incorporation, the United Kingdom and the
Netherlands respectively. Shell Transport and Royal Dutch
have over their long association developed a number of special
consultative arrangements to assist with the proper discharge
of their responsibilities to their own respective sharcholders for
stewardship of the Parent Companies’ interests in the Royal
Dutch/Shell Group.

The structure of the Royal Dutch/Shell Group is shown
on the inside front cover of this Annual Report and the
membership of the Boards of the Parent Companies is set out
on page 18 which also describes how the members of the Boards
of the Parent Companies meet together regularly to receive and
discuss the major developments within the Group in meetings
known as the “Conference” as outlined above.

The joint Committees established by the Parent Companies
to assist with their respective governance responsibilities are

described below.

Group Audit Covrsittes

In 1976 the Board of Shell Transport, jointly with the Supervisory
Board of Royal Dutch, constituted a Group Audit Committee
composed of six members, three of whom are appointed by the
Board of Shell Transport from among its members and three
by the Supervisory Board of Royal Dutch from among its
members. The functions of the Committee, acting in an
advisory capacity ro the Board of Shell Transport and to the
Supervisory Board of Royal Dutch, are to review the financial
reports of the Royal Dutch/Shell Group of Companies and 1o
consider the Group internal control proceduires as well as the
results of the Audirors’ examination of the Group Financial
Statements. The three Directors of Shell Transport appointed
to the Committee are Sir Peter Holmes, Professor R ] O'Neill
and Sir William Purves, (Chairman of the Committee);

the three members appointed by the Supervisory Board of
Royal Durtch are Mr | M H van Engelshoven, Mr A G Jacobs
and Mr ] D Timmer.

Bommmnorstion and Succession Boview Commifies

In 1967 the Board of Shell Transport, jointly with the Supervisory
Board of Royal Dutch, constituted a Remuneration Committee
composed of six members, three of whom are appointed by the
Board of Shell Transport from among its metnbers and three

by the Supervisory Board of Royal Dutch from among its
members. Following restatement of its terms of reference in
1980, this Committee was renamed as Remuneration and
Succession Review Committee. The functions of the Committee
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Romunaration and Succession Review Dommiliee continved

are to make recommendations on all forms of remuneration
with respect to Group Managing Directors and to review
matters relating to the succession to the positions of Group
Managing Directors. The members appointed by the Board

of Directors of Shell Transport are Sir Antony Acland, Sir John
Jennings and Sir Ronald Oxburgh; the members appointed

by the Supervisory Board of Royal Dutch are Mr KV Cassani,
Jonkheer A A Loudon, and Mr L C van Wachem (Chairman
of the Commitree). While not in the majority, the Boards of
Royal Dutch and Shell Transport have considered it helpful
given the complexity of the salary structures for Managing
Directors in relation to other senior Group executives to include
former Managing Directors in the Committee membership.
The Chairman of the Committee is currently an appointee of
Royal Dutch, namely Mr L C van Wachem, Chairman of

their Supervisory Board. Sir John Jennings has been nominated
by the Board of Shell Transport to respond on its behalf to

any questions relating to remuneration issues.

Soviul Bespamibillty Commites

This Committee was formed in 1997 by the Board of Shell
Transport jointly with the Supervisory Board of Royal Dutch.
The Committee is composed of six members, three of whom
are appointed by the Board of Shell Transport from among its
members and three by the Supervisory Board of Royal Dutch
from among its members. The Committee reviews the policies
and conduct of the Royal Dutch/Shell Group of companies with
respect to the Group’s Statement of General Business Principles
as well as the Group’s Health, Safety and Environment
Commitment and Policy.

The three members appointed by the Board of Shell
Transport are Mr T A Alireza, Sir Peter Holmes and Sir Ronald
Oxburgh (Chairman of the Committee). The three members
appointed by the Supervisory Board of Royal Dutch are
Jonkheer A A Loudon, Mr H de Ruiter and Mr ] D Timmer.

Shell companies have long been open about the values and
principles which guide them, and the Group's Statement of
General Business Principles has been publicly available for over 20
years. The 1997 revision followed extensive internal and external
consultation. It includes commitments to support fundamental
human rights and to contribute to sustainable development.

The first Group Health, Safety and Environment Report
(HSE) was issued in 1997 in addition to separate HSE reports
for the main businesses. The HSE reports are externally verified.
Shell companies are committed to continuously improving
their performance in these areas, and the Group reports
include improvement targets against which future progress
can be measured.

In addition, the contribution Shell companies make to
economic, social and environmental progress was described
in the new Shell Report issued for the first time in 1998, There
are plans to expand, as soon as practicable, the scope of the
Shell Report to present a measured and verified annual report
on Group companies’ progress in embodying sustainable
development in the way they do business and in meeting the
economic, environmental and social expectations of stakeholders.

Complionee vwith the Coade of Bast Praciice
In addition to the principles of good governance, the
Combined Code incorporates a Code of Best Practice and
the London Stock Exchange requires Listed Companies to
indicate whether or not they have complied with the provisions
of the Code of Best Practice throughout the year and to explain
any non-compliance.

The Board of Shell Transport endorses the Code of Best
Practice with which it has complied throughout 1998 except
in so far as its relationship with Royal Dutch rendered strict
compliance undesirable or inappropriate. Such non-compliance
has been detailed and explained in the review above.

The review of internal controls is restricted to internal
financial controls in accordance with Combined Code
implementation advice issued by the London Stock Exchange.
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Philosophy

The philosophy for the remuneration of Group Managing
Directors, including those who are also Directors of the
Company, is consistent with that for senior management
throughout the Group: to attract and retain high-quality staff

at all levels and motivate them towards exceptional performance.
It seeks to align all senior staff with the goals of the Group and
its various businesses, and with sharcholders’ interests.

The remuneration package is made up of base salary, short-term
annual bonus, and long-term incentives.

Baase sobary

The base salary scales for Managing Directors are set by
reference to internal and external market surveys of companies
of similar size and international scope. Base salaries are reviewed
annually and the scales were increased by 5% with effect from
January I, 1998. Progression of an individual Managing
Director’s salary to the target position is usually over a three-year
period from appointment.

Armued bonug

An annual bonus is paid and is determined by the
Remuneration and Succession Review Committee (REMCQO)
by reference to the extent of achievement of challenging Group
performance targets set as part of the annual Group business
plan. The rargets take into account financial, operational, social
and environmental objectives. The maximum bonus payable

is 509 of base salary. The bonus paid to Managing Directors
in respect of the year 1997 was 25%, and in respect of 1998

no bonus will be paid. The annual bonus payment is
non-pensionable.

Longrdorm incondbes

Long-term incentives for Managing Directors are provided
through the Group Stock Option Plans which have been in
operation since 1967, and which are believed to create an
effective method of aligning the interests of Managing Directors
and other Group senior managers with those of shareholders.
The latest options granted to the Managing Directors of Shell
Transport have been adjusted to reflect the position introduced
last year for the majority of the optionees under the Plans,

i.e. that the options are granted for 10 years with a three-year
vesting period. Furthermore, the options granted to Managing
Directors in 1998 for the first time have performance conditions
attaching to 50% of the grant. The performance conditions are
based on the Total Shareholder Return over a three-year period
from October 1, 1998 to September 30, 2001, measured by the
average weighted share price of Royal Dutch and Shell Transport
over the 10-day period at the beginning and end of the said
three-year period as compared with equivalent darta for other
major integrated oil companies and after taking into account
such other factors as REMCO may deem appropriate. The
proportion of the share options subject 1o the performance
conditions which will either become unconditional or lapse

will be determined at the absolute discretion of REMCO.

The shares subject to the Plans are existing issued shares
of the Company and no dilution of shareholders’ equity
is invelved.

Consideration is given on an individual basis to the granting
of options each year.

Tested remmanmreding
Details of the total remuneration and benefits of each Director
are set out on page 12,

Rervice tonlracts

The Managing Directors of Shell Transport do not have service
contracts with their employing company and their entitlement
to notice is the standard for all senior staff — three months,
There are no predetermined termination compensation
arrangements in place for the Managing Directors.

Prusiong/ Retfrement benedits
The principal sources of Managing Directors’ pensions are the
Shell Contributory Pension Fund (for service in the UK) and
the Shell Overseas Contributory Pension Fund (for previous
service overseas). Both Funds are defined benefit plans to
which Managing Directors contribute 4% of relevant earnings.
Managing Directors retire on June 30 following their 60th
birthday, and the maximum pension is two-thirds of their
remuneration, excluding bonuses. There are also provisions, as
for all members of the above Funds, for a dependant’s benefit
of 60% of actual or prospective pension, and a lump-sum
death-in-service payment of three times the annual salary.
During 1998 two Directors accrued retitement benefits under
defined benefit plans (1997: three; 1996: two). No Director has
accrued benefits under a money purchase benefit scheme.
Salaries/fees payable to Managing Directors, totalling
£906,392 in 1998, £834,250 in 1997 and £771,500 in 1996,
count for pension purposes in the Shell Contributory Pension
Fund. The payment of employers’ contributions to the Fund,
which is open to United Kingdom employees of the member
companies, has upon actuarial advice been suspended since
January 1, 1990 because of the financial position of the Fund,
Mr M Moody-Stuart and Mr P B Watts accrued pension
benefits during the year as detailed below. The transfer values
are calculated using the cash equivalent transfer value method
in accordance with Actuarial Guidance Note GN11.

£000
Accumulated

annuel

Years of Netincrease
Group service  in accrued Transfer volue

Age as at as at pension of pension pension as at
31.12.98 31.12.98 during 1998 incregse 31.12,98
M Moody-Stuart 58 335 66 959 393
P B Watts 53 30 33 415 221
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Eraoluments of Direciors in obfice during 1998 g Sheows oplons
1998 1997 1996  The interests of Shell Transport Directors under all the stock
M Moody-Stuart option plans of Group companies during 1998 were:
Salaries and fees 437,852 491,718 4134627
Benefits - - - Number of options
Performance-related element - 132,750 141,750 T Market
637,852 624,468 395377 p e e Borcise oot Expiny
Realised share option gains 370,462 767,880 361,600 1198  the year theyear  31.12.98  price exercise date
1,008,314 1,392,348 1,116,977  Sir John Jennings

P B Watts 450,000 ~ 450,000 ~ 227p 437p 14.12.99
Salaries and fees 431,111 197,254 - 474,000 - - 474,000 286p - 131200
Benefits 14,535 4,829 - M Moody-Stuart
Performance-related element - 100,250 - 324,000 - 324,000 231p 346p 8.12.98

445,646 302,333 - 324,000 - - 324,000 227p - 141299
Realised share option goins 32,321 - — 333,000 - - 333,000 286p - 13.12.00
477,967 302,333 - 333,000 - - 333,000 326p - 11.12.01

Sir Antony Acland 387,000 - - 387,000 439 - 10.12.02
Directors’ fees 25,000 22,500 20,000 - 464,000 - 464,000 363p - 21.12.08
Commitiee fees 3,750 3,750 3,750  PB Wals®

28,750 26,250 23,750 139,200 - 19,200 120,000 284p 455p 13.12.00

T A Alireza 194,700 - - 194,700 324p - 11.12.01
Directors’ fees 25,000 3,403 - 272,000 - - 272,000 439 - 10,1202

" Committee fees 3,024 - - - 325,000 - 325,000 363p - 211208

28,024 3,403 —  °In addition, Mr Watts also holds an opfion under The Shell Petroleum Company Limited

Dr E Buile Sharesave Scheme to purchase 5,214 Shefl Transporf Ordinary shares at 330p. This opfion

- was granted on December 12, 1996 and matures on February 1, 2002.

Directors’ foes 12,030 - -
_ 12,030 - = Notes )

Sir Pefer Hollres (i) All the above figures have been adjusted to reflect the
D:recrc.»rs fees 25,000 22,500 20,000 2-for-1 capiralisation issue effective on June 30, 1997
Commitiee fees 6,774 3,750 3,750 and cerrain adjusted exercise prices are rounded down
Holding company fees ;g:::g ;Z’lgg il';?g _to the nearest w!"lolc penny. .

. : : (i) All the options listed above relate to Shell Transport Ordinary
Pensions 26,460 29,346 24,687 shares. No options lapsed during the year. All options are
- 77,117 70,748 69,597 exercisable at marker price (no discount) at grant.

Sir John Jennings The options with an expiry up to and including 2002 were
Salaries and fees - 450214 536322 exercisable from grant. The options expiting in 2008 are
Benefits - 7,381 17,381 not exercisable within three years of grant, and 50% of
Performance-related element - - 182,350 those options are subject to a performance condition.
Directors’ fees 25,000 - = (i) The middle market price of the Ordinary shares on
Commitiee fees 5,000 = - December 31, 1998 was 369p and the price range during
Holding company fees 18,883 - - the year was 316p to 464p.

. 48,883 457,595 736053  (jy) There were no changes in the above interests in oprions
Pensions 34433 16,875 - during the period from December 31, 1998 to March 9, 1999,
Realised share option gains 945,000 588,000 449 280

1,028,316 1,062,470 1,185,333

Professor R J O'Neill
Directors’ fees 25,000 22,500 20,000
Committes fees 5,000 3,750 5,625

30,000 26,250 25,625

Sir Ranald Oxburgh
Directors’ fees 25,000 22,500 19,516
Committee fees 9,516 3,750 1,875

34,516 26,250 21,391

Sir William Purves
Directors’ fees 25,000 22,500 20,000
Committee fees ©,333 5,600 4,675

34,333 28,100 24,675

Note: the performance-related element is included in the year to which it relates. Please see

Note 10 on page 16,
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Profir amd Loss Aorsunt Lmillion  Bofunce Shewt £ million
B - 1998 1997 1996 December 31 December 31
Income from shares in companies of the 1998 1997
Royal Dutch/Shell Group {Note 3) 1,3424 1,301.0 1,121.9  Fixed assets
Interest and other income 8.3 12.3 14.4  Investments B
1,350.7 1,313.3 11,1363 Shares {unllsfed] in companies of the
Administrative expenses 44 T b8 39 Royal Dutch/Sheli Group {Note 6) 13,4124 14,580.9
Profit on ordinary activities before taxation 1,3463 1,306.5 1,132.4
Tax on prafit on ordinary activifies {Note 4) 1.2 2.6 3.4 Currentassets _ B,
Distributable profit for the year T,345.1 1,303.9 1,129.0 De*’g’_fid T ,
— - - ividends receivable from companies
{Siics::b;“:g:n‘:;g: rr::g;::j E;T:;?;L/ni os of the Royal Dutch/Shell Group 8154 791.5
of the Royal Dutch/Shell Group Other debtors 1.4 4.1
[Note &) {1,292.8) 4642 986.2 816.8 795.6
Earnings for the year Cash at bank
atiributable to shareholders 523 1,7681 21152 Shorkterm deposits B 61.9 142.0
_ Cash 26.0 13.8
Seatermont of Botuinod Probis £ million 904.7 951.4
1998 1997 1996 _ __
Distributable profit for the year 1,345.1 1,303.9 11,1290 Cred:ors: um;mnfs due w"h"“ one year
Distributable retained mounts due fo companies
profit at beginning of year 18.3 17.6 112.3 of the Royo'u Dutch/Shell Group 60.3 1295
13634 13215 12413 Corporation tox 0.4 0.2
deduct : : Unclaimed dividends o 6.9 6.4
Dividends on non-equity shuruérsﬂ{’Note 3 - Other crediror.f. and accruals 2.8 3.0
First Proference shares o1 01 o Preference dividends accrued 0.2 0.2
Second Preference shares 0.5 0.5 0.5 Ordinary dividend proposed 8154 795.5
0.6 0.6 0.6 885.0 934.8
13628 1,3209 12407 Neheurent assets 187 166
deduct —
Dividends on equity shares; Total assets less current liabilities 13,4311 14,597.5
25p Ordinary .:lares
Interim of 5.3p in 1998, 5.1p Capital and reserves R -
in 1997 and 4.8p in 1996 527.0 507.1 477.3  Equity interests
Proposed final of 8.2p in 1998, final Called-up share capital (Note 7)
of 8.0p in 1997 and 7.5pin 1996 815.4 795.5 7458 Ordinary shares - 2,485.9 2,485.9
13424 13026 1,223 Revaluation reserve {Note 6) 10,912.8 12,081.3
- Profit and Loss Account 20.4 18.3
Distributable retain 13,419.1 14.585.5
profit at end of year 20.4 18.3 17.6 -
Non-equity interests
Eornings per 25p Ordinary share® pence Called-up share capital [Note 7]
1998 1997 1994 First Preference shares 2.0 2.0
Distributable profit for the year 135 13.1 11.3 Second Preference shares 10.0 10.0
[Distributions from retained eurmngs)/ 12.0 12.0
Share of eornings retained by companies
of the Royal Dutch/Shell Group 113.0) 47 10.0  Shareholders' funds [Note 8 ) 13,431.1 14,597.5
Earnings for the year
attributable to shareholders 0.5 17.8 21.3

OF the earnings per shore amounts shown obove, which are disclosed in accordance with
Financiol Reperting Standard No. 14, those relafing 1o earnings for the year attributable to
shareholders are, in the opinion of the Directors, the most meaningful since they reflect the
Rull entitlement of the Company in the income of Group companies.

*On ¢,943,509,726 shares in issue after the capitalisation issue in June 1997. The amounts
shown for 1996 have been adjusted for this issue.

v

M Moody-Stuart, Chairman and Managing Director
March 11, 1999
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Statement of Bocognised Goins and Llosses £ million
1998 1997 1994

Distributable profit for the year 1,345.1 1,303.9 1,129.0

Unrealised surplus/|deficit] on revaluation

of investments in companies of the Royal

Dutch/Shell Group [Note &) {1,168.5) (2897} (317.5)

Total recognised gains and losses

relating to the year 1766 10142  Bl11.5

Statemant of Cash Plows £ million
1998 1997 996

Returns on investments

and servicing of finance

Dividends received from companies

of the Royal Dutch/Shell Group 1,3185 11,1432 11448

Interest received 9.9 11.6 14.4

Preference dividends paid (0.6) [0.6) {0.6)

Other B8 (5.2 (3.1)

Net cash inflow/[cutflow] from returns on

investments and servicing of finance 13,3240 11490 11,1555

Toxation

Tax {paid}/recovered (0.2} {6.5) [3.6]

Equity dividends paid

Ordinary shares {1,322.5) [1,252.9) {1,153.4)

Management of liquid resources

(short-term deposits)

Net cash inflow/[outflow] from

management of liquid resources 80.1 112.0 4.7)

Financing

Net increase/{decrease) in amounts due fo

companies of the Royal Dutch/Shell Group 69.2) 59 11.8

Increase/{Decrease) in cash 12.2 7.5 5.6

Cash at January 1 13.8 6.3 0.7

Cash ot December 31 26,0 13.8 6.3

Net debt, being amounts due to companies of the Royal Dutch/
Shell Group less cash, decreased duting 1998 from £115.7 million
to £34.3 million (1997: decreased from £117.3 million to
£115.7 million).

NOTES TO FINANCIAL STATEMENTS

T decounting polices and comvantion
The accounting policies of The “Shell” Transport and Trading
Company, p.l.c. are explained in the relevant notes.

The Financial Statements on pages 13 to 16 herein have been
prepared in accordance with the Companies Act 1985 and with
applicable accounting standards. They have been prepared under
the historical cost convention modified by the revaluation of the
investments in companies of the Royal Dutch/Shell Group
(see Note 6). The disclosures described in Note 3 have been
derived from the Royal Dutch/Shell Group Financial Statements.

2 thy Compuny

The “Shell” Transport and Trading Company, p.l.c., one of the
Parent Companies of the Royal Dutch/Shell Group of
Companies, is a holding company which, in conjunction with
Royal Dutch Petroleum Company, owns, ditectly or indirectly,
investtnents in the numerous companies referred to collectively
as “the Group’”. Shell Transport has no investments in associated
undertakings other than in companies of the Group.

Arrangements between Royal Dutch and Shell Transport
provide, inter alia, that notwithstanding variations in
shareholdings, Royal Dutch and Shell Transport shall share
in the aggregate net assets and in the aggregate dividends and
interest received from Group companies in the proportion of
60:40. It is further arranged that the burden of all taxes in the
nature of or corresponding to an income tax leviable in respect
of such dividends and interese shall fall in the same proportion.

The 60:40 arrangements referred to above have been
supplemented by further arrangements, beginning with Group
dividends payable to the Parent Companies in respect of 1977,
whereby each Parent Company is to bring into account towards
its share in the 60:40 division of dividends from Group
companies tax credits and other tax benefits which are related
to the liability to tax of a Group company and which arise to
the Parent Company or which would arise to the holders of its
Ordinary shares if there were to be an immediate full onward
distribution to them of Group dividends (for which purpose
all such shareholders are assumed to be individuals resident and
subject to tax in the country of residence of the Parent Company
in question). The tax benefit to Shell Transport for the 1994
dividend through to the 1997 interim dividend amounted to
8% of total Group income divisible for 60:40 purposes.

In 1997 the UK government announced changes to tax law
in respect of company distributions, including the abolition of
advance corporation tax. In view thereof the Parent Companies
agreed that the tax benefit to Shell Transport for the 1997 final
dividend and the 1998 interim dividend would be 4% of total
Group income divisible for 60:40 purposes. It was also agreed
that as a result of the abolition of advance corporation tax
as from April 6, 1999 there would be no tax benefit to Shell
Transport for the 1998 final and subsequent dividends. This
has the effect of Shell Transport receiving the whole of its
entitlement in cash,




3 Shere in the Income und assels of Broup compunies

Shell Transport records income from shares in Group companies,
in the form of dividends, in its profit and loss account. The
Company’s investments in Group companies are stated at the
Directors’ valuation at an amount equivalent to Shell Transport’s
40% interest in the Group net assets as disclosed in the Group
Financial Statements on pages 44 to 65 together with 40% of
the cost of Parent Companies’ shares held by Group companies.
The difference between the cost and the amount at which the
investments are stated in the balance sheet has been taken to
Revaluartion reserve.

Shell Transport’s share in certain irems relacing to the three
Group Holding Companies, described in Note 6, is set out
below. The Group Holding Compantes own directly or
indirectly the investments, which, with them, comprise the
Group. The following supplementary information has therefore
been provided in respect of the Group Holding Companies in
the aggregate and is derived from the Group Financial Statements
on pages 44 to 65.

£ million
1998 1997 1996
33,440.2 41,908.8 44,013.6

Sales proceeds

Sales taxes, excise duties and similar
levies

Net proceeds

10,781.7 10,619.2 11,182.0
22,658.5 31,289.6 32,831.6

Operating profit after net currency

gains/losses 751.9 3,782.0 4,376.0
Interest and other income 152.1 222.8 238.0
Interest expense 3224 285.6 2672
Income before taxation 581.6 3,719.2 43468
Taxation 4626 11,8140 12,0020
Minority interests 344 10.8 68.4
Net incorne for the year 84.6 11,8944 22764

Fixed assets
Current assets
Current liabilities
Long-term tiabilities

19.941.4 19,584.0 19,1180
6,580.6 8,074.8 10,180.8
7,503.5 7,180.0 7.810.0

20913 19736 2,404

This supplementary information has been calculated in
conformity with the accounting policies on pages 47 to 49 of
the Group Financial Statements. These policies differ in certain
respects from accounting principles generally accepted in the
United Kingdom, the principal difference being in respect of
the provision for deferred taxation. If deferred taxation had been
provided in the Group Financial Statements under UK accounting
principles, it has been estimarted that Shell Transport’s share of
Group net assets would increase by approximately £1.3 billion
(1997: £1.7 hillion).

Shell Transport’s distributions from Group companies were
as follows:

£ million

el NR98 1997 1996

Distributions from Group companies and ' -
tax benefit referable therete 1,401.0 15163 1,402.3
deduct referable tax benefit 58.6 2153 2804
Distributions from Group companies 1,3424 1,301.0 1,121.9

4 Eoton profl on ovdinory aciviies

£ million
1998 1997 1996
Corporation tax at 31% (1997 31.5%
and 1996: 33%} in respect of interest
income less administrafive expenses 1.2 2.6 3.4

No taxation liability arises in respect of income from shares in
companies of the Group as this income consists of a distribution,
which is not subject to taxation, from a UK resident company.

Shell Transpott’s share of taxation borne by Group and
associated companies is given in Note 3.

5 Proferonce dividends

In accordance with the Finance Act 1972 dividends in respect
of the First and Second Preference shares were payable between
April 6, 1973 and April 5, 1999 at the rate of 3.85% per annum
and 4.9% per annum respectively. Under the Finance Act 1998
the dividend rights on the Preference shares for payments after
April 5, 1999 will be restored to the respective nominal coupon
rates of 5.5% per annum and 7% per annum.

& favestmand i Sroup componiag

Shell Transport has 40% equity shareholdings in The Shell
Petroleum Company Limited which is registered in England
and Wales (consisting of the whole of its 102,342,930 issued
“B” shares of £1 each) and in Shell Petroleum N.V., which is
incorporated in the Netherlands (consisting of the whole of its
44 issued “B” shares of N.fl. 5,000,000 each). The remaining
60% equity sharcholdings in these two companies (consisting
of 153,514,395 “A” shares of £1 each of The Shell Petroleum
Company Limited and 66 “A” shares of N.fl. 5,000,000 each
of Shell Petroleum N.V.) are held by Royal Dutch.

Shell Transport also holds 1,600 Class “B” shares of US $1
cach in Shell Petroleum Inc. which is incorporated in the State
of Delaware, USA. These shares, together with the 2,400 Class
“A” shares of US $1 each in that company held by Royal Dutch,
carry voting control of Shell Petroleum Inc. but are restricted
in regard to dividends to 12% of their par value per annum.
Shell Petroleum N.V. holds the remaining 1,000 shares of
US $1 each in Shell Petroleum Inc., which are unrestricted
in regard to dividends.

The Shell Petroleum Company Limited, Shell Petroleum
N.V. and Shell Petroleum Inc, own, directly or indirectly, the
investments representing the total Group interest in the other
companies which, with them, comprise the Group.
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& Ivestments in Group componin coniinuad
The Directors’ valuation of Shell Transport’s investments in

7 Shove cuplied
At December 31, 1998 the share capital of the Company was:

Group companies comprises the following: £
£ million Allotted, called-up
1998 1997 Authorised and fully paid
Cost of Shell Transport's investments Equity shares
in Group companies 178.4 178.4 Ordinary shares of 25p each 2,487,000,000 2,485,877,432
Shell Transport's share of Non-equity shares
Profits capitalised by Group companies 781.0 786.0 First Preference shares of £1 each 3,000,000 2,000,000
Earnings retained by Group companies 12,569.2 13,857.0 Second Preference shares of £1 each 10,000,000 10,000,000
Parent Companies’ shares held by Group 13,000,000 12,000,000
companies (168.7) - 2,500,000,000 2,497,877 432
Other comprehensive income {87.0)  [240.5)  The First and Second Preference shares {the Preference shares) confer on the helders the
Currency translation differences {29.2) —  right to a fixed cumulative dividend and rank in priority to Ordinary shares. On a liquidation

13,243.7 14,580.9

40% of cost of Parent Companies’ shares held
by Group companies 168.7 ~

13,412.4 14,580.9

From 1998 the Group Financial Statements are published in
US dollars instead of sterling, The effect is shown above in the
line “Currency translation differences”

The treatment of Parent Companies’ shares held by Group
companies has been changed in the Group Financial Statements
with effect from January 1, 1998. Such shares are no longer
included in the Group’s net assets and have been added back
to arrive at Shell Transport’s investment in Group companies.
This effect is shown in the line “Parent Companies’ shares held
by Group companies”

The movements in the Revaluation reserve are represented by:

£ million
1998 1997
12,081.3 14,0283

As at January 1

{Distributions from refained earnings)/Share of
earnings retained by Group companies out of net

the Preference shares also sank in priority fo the Ordinary shares for the nominal value of
£1 per share but do net have any further rights of participation in the profits or assets of the
Company. The Preference shares do not have voting rights unless their dividend is in arrears
or the proposal concerns o reduction of capital, winding up, an alteration of the Articles of
Association or otherwise directly affects their class rights.

8 Beconciliotion of movements In Sharsholdens’ funds

£ millien
1998 1997
Distributable profit for the year 1,345.1 1,303.9

Dividends

Unrealised surplus/{deficit} on revaluation of invesiments
in companies of the Royal Dutch/Shell Group {Note &) ({1,168.5}  (289.7)

Net addition to/{reduction in) Shareholders’ funds {1,166.4} [289.0}
Shareholders’ funds at January 1 14,597.5 14,886.5
Shareholders’ funds at December 31 13,431.1 14,597.5

(1,343.0} (1,303.2}

9 Aulitors’ romenerafion

Audir fees of Shell Transport amounted to £7,515 in 1998, £7,515
in 1997 and £8,350 in 1996. Other fees amounted to £7,130

in 1998, £4,080 in 1997 and £3,130 in 1996. All amounts are
stated exclusive of value added rtax.

income {1,292.8) 464.2
Share of other comprehensive income for Hr Aggregute Brectors” emoluments
the year 153.5 {753.9) £
Currency translafion differences (29.2) ~ 1998 1997 1996
(1,168.5}) {289.7}) Salaries, fees and benefits 1,350,691 1,315,862 1,131,431
Applied towards the capitalisation issue of Performancerelated element - 233,000 324,100
6,629,006,484 Ordinary shares of 25p each - {1,657.3} 1,350,691 1,548,862 1,455,531
(1,168.5} (1,947.0} _
‘Excess’ refirement benefits [Note v) 15,839 4,128 -
As ot December 31 10,9128 12,0813  Reglised shore option gains 1,347,783 1,355,880 1,010,880

The earnings rerained by Group companies have been, or will
be, substantially reinvested by the companies concerned and
any taxation unprovided on possible future distributions out
of any uninvested retained earnings will not be material,

The Company will continue to hold its investments in
Group companiecs. However, as the investments are stated in the
Balance Sheet on a valuation basis, it is necessary to report that,
if the investments were to be disposed of for the amount stated,
a taxation liability of approximately £756 million would arise
{1997: £1,238 million).

Notes

[i} With effect from 1998 the performance-related elements of Directors’ emoluments are
included in the year fo which they relate. The relevant figures for 1997 and 1996 have
been restated on a consistent basis. Prior to 1998, performancerelated payments were
not considered nor approved before finalisation of the accounts for the year under review.
Accordingly, amounis disclosed were those determined and paid in that financial year
but relating ta the prior financial year. Performance-related awards for Mr M Moody-
Stuart and Mr P Waits in respect of 1997, which were not available for inclusion in the
accounts of that year, were £132,750 and £100,250, amounting to £233,000 in total.

{i) The highest paid Director [including realised share option gains and exeluding pensions]
in 1996 was Sir John Jennings, and in 1997 and 1998 was Mr M Moody-Stuart.

{iii) The solaries and fees payable to Sir John lernings in 1997 includes a “full service
bonus” of £123,125. This bonus {maximum 25% annual salary] is paid on refirement
to all UK employees with qualifying service.

{iv] OF the emaluments disclosed £294,427 in 1998, £229,688 in 1997, and £202,94]
in 1996 were borae by Shell Transport and charged in the Profit and Loss Account,

_ {v) Excess retirement benefits are the amount of unfunded refirement benefits paid to or

receivable by Directors and past Directors which exceed these to which they were
entitled on the date on which the benefits first became payable or March 31, 1997,
whichever is the later,




DIRECTORS’ RESPONSIBILITIES

in respect of the preparation of financial statements

The Companies Act 1985 requires the Directors to prepare
accounts for each financial year which give a true and fair view
of the state of affairs of the Company and of the profit ot loss
of the Company for that petiod. In preparing those accounts,
the Directors are required to:

* select suitable accounting policies and then apply them
consistently;

«  make judgements and estimates that are reasonable and
prudent;

» state whether applicable accounting standards have been
followed, subject to any material departures disclosed and
explained in the accounts; and

»  prepare the accounts on the going concern basis unless it is
inapproptiate to presume that the Company will continue
in business.

REPORT OF THE AUDITORS

The Directors are responsible for keeping proper accounting
records which disclose with reasonable accuracy at any time the
financial position of the Company and to enable them to ensure
thar the accounts comply with the Companies Act 1985. They
are also responsible for safeguarding the assets of the Company
and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.

To the Members of The “Shell” Transport and Trading Company, p.l.c.

We have audited the Financial Statements on pages 13 to 16.
We have also examined the amounts disclosed relating to the
emoluments, share options and pension benefits of the Directors

which form part of the Remuneration Report on pages 11 and 12.

Bespertive responsibilifes of Dlrsgion wnd Suditens

The Directors are responsible for preparing the Annual Report,
including as described above, the Financial Statements. Our
responsibilities, as independent Auditors, are established by
statute, the Auditing Practices Board, the Listing Rules of the
London Stock Exchange and our profession’s ethical guidance.

We report to you our opinion as to whether the Financial
Statements give a true and fair view and are properly prepared
in accordance with the Companies Act. We also report to you
if, in our opinion, the Directors’ Report is not consistent with
the Financial Statements, if the Company has not kept proper
accounting records, if we have not received all the information
and explanations we require for our audit, or if information
specified by law or the Listing Rules regarding Directors’
remuneration and transactions is not disclosed.

We read the other information contained in the Annual
Report and consider the implications for our report if we
become aware of any apparent misstatements ot material
inconsistencies with the Financial Statements.

We review whether the Statement on page 10 reflects the
Company’s compliance with those provisions of the Combined
Code specified for our review by the London Stock Exchange,
and we report if it does not. We are not required to form an
opinion on the effectiveness of the Company’s corporate
governance procedures or its internal controls,

Busls of wadit epinion
We conducted our audit in accordance with Auditing Standards
issued by the Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant ro the amounts
and disclosures in the Financial Statements. It also includes an
assessment of the significant estimates and judgements made
by the Directors in the preparation of the Financial Statements,
and of whether the accounting policies are appropriate to the
Company's circumstances, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary
in order to provide us with sufficient evidence to give reasonable
assurance that the Financial Statements are free from material
misstatement, whether caused by fraud or other irregularity
or error. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the Financial
Statements.

Crpsiniom

In our opinion the Financial Statements give a true and fair
view of the state of the Company’s affairs at December 31, 1998
and of its profit and cash flows for the year then ended and
have been properly prepared in accordance with the Companies

Act 1985.

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors
london, March 11, 1999




roup of Comfiunies

. THE BOARDS OF THE PARENT COMPANIES

The members of the Supervisory Board and the Board of Management of Royal Dutch Petroleum Company {(Royal Dutch} and the
Directors and Managing Directors of The “Shell” Transport and Trading Company, p.l.c. (Shell Transport) meer monthly to receive

information and discuss the major developments within the Royal Dutch/Shell Group.

Royul Dutch Royal Dulch Shelt Transport

Supervisory Board Bourd of Moragement Board of Directors

1 L < van Wachem 8 M A van den Bergh 11 M Moody-Stuart

Chairman President and Managing Director Chairman and Managing Director

2 KV Cassani 9 SLMiller 12 P B Watls

3 JMHvan Engelshoven Managing Direcior Managing Director

4 AGJacobs 10 Jvon dgr Veer 13 Sir Antony Adond

Managing Director 14 T A Alireza

5 Jonkheer A A Loudon

& H de Ruiter 15 Dr E Buttie

7 JD Timmer 16 Sir Peter Holmes
17 $ir John Jennings
18 Professor R 1 O'Neill
19 Sir Ronald Oxburgh

20

Sir William Purves




GROUP MANAGING DIRECTORS AND PRINCIPAL EXECUTIVES
OF THE SERVICE COMPANIES

The members of the Board of
Management of Royal Dutch and the
Managing Directors of Shell Transport
are also members of the Presidium of
the Board of Directors of Shell Petroleum
N.V. and Managing Directors of

The Shell Petroleum Company Limited,
which are Group Helding Companies.
As such, they are generally known as
Group Managing Directors. They are
also appointed by the Boards of Shell
Petroleum N.V. and The Shell Petroleum
Company Limited to a joint committee
known as the Committee of Managing
Directors, which considers and develops
objectives and long-term plans.

Steve Miller

Maarten van den Bergh  Mark Moody-Stuart

Jercen van der Veer

Phil Waitts

Group Managing Directors, their functional and geographic interests within the Committee of Managing Directors, and the
respective principal executives of the Service Companies.

51 Miller M A van den Bergh M doody-Shuort 1 von der Veer P B Watis
Vice-Chairman Chairman
Oil Products Downstream Gas and Corporate Advice Chemicals Exploration and Preduction
Power Generation Human Resources Renewables
Fmar.lce (including Legal Shell Services International
Pensions)
Social Investment Planning, Environment Hague and London Offices
and External Affairs
Group Research
Europe East Asia and Australasia USA and Canada CIS, Central and Eastern Western Hemisphere
Europe, Middle East and and Africa
South Asia
P D Skinner R M Cox P L Folmer L Brass P B Watts
Chief Executive — Group Controller Director — Legal Chief Executive — Chief Executive — Exploration
Oil Products S MG Hodge 1B Hofmeister Shell Services International and Production
Group Treasurer Director — Human Resources JW Dawson
K de Segunde C Mather RCh:‘eF EXEIC uhve =
Chief Executive — Director — Corporate Advice enewdbles
Downstream Gas and R J W Walvis E Henkes

Power Generation

Director — Planning,
Environment and

External Affairs

Chief Executive — Chemicals



Group matter

ON AND s-gnéoéﬂén :

Searching for oil and gas fields by means of
seismic surveys and exploration wells; developing
economically viable fields by drilli additional
wells and building the’ infrastruciire of pigelines
and treatment facilifies necessary for deliver;

the hydrocarbeons to market:

smer needs.

CHEM!CALE

Processing hydrocarbon feedstock:
al precursors of all manner
lastics,’ detergents, sol

o name but a few; supp

refining and pefrochemic




N IN 1998

BUTLOGK

FTRATEGY

~ portfolio was strengthened through o
of transactions. Shell Gil in the USA has
~vestigoting options to dispose of certain
wointventure interests and fo restructure the
int vénture. Cutbacks in the worldwide
-expenditure pregramme and reductions
Sower have been announced.

Crude ol prices are expected to remain low and
volafile. Over the next tive yedrs, gil production

and gas scles are planned to gr t a
average dnnual rafe-of 4% f ;
Increases in oil production dré expected from the
UK, the USA and Austrdlia, Increases in gas sales
are expected from Egypt dig
Philippiies and the K as w
Argentinidh acquisition &rd P

iKistan venture.

Maximise longterm value with increased
emphasis on shorHerm profitability, cost
leadership and production grawth. implémert
strategy through selective invéstments and active
porffolio management. Toke advidntage of the
globdl leverage of technology, resédich;: skills
and practi¢es to support:Group-companies as
the preferred poriner of both resource holders
and other companies in th S,

marksfing initiatives were aggressively
I: the infroduction of new fuels; changes
-y fetail networks are manoged; and an

on in the number of convenience stores —

g several stand.alone siores. Improvements . .-

grerational performance of refineries wer
wsued, learning from best practice be
e Group and within the industry o8 'a 4
il restructured its oil products business int
=/ jcint ventures: Equilon and Motiva:

High oilproduct inventories wilt continue to put
refining margins under pressure. In Eutope and
the USA an économic. slowdewn. dould affect
growth in oil demand and therefore limit any
improvement in margins. In the Asio-Pacific region

overcapacity will limit the scope for sustainable

drgin improvement in the near term. The intensity
F competition in retail markets is expected to
continue, éxerting pressure on gross marketing

~ margins for fuels.

Continue to focus on the customer, thereby -
identifying opporturiities for extensions to the

_ . product range and for innovative combinations
~-of prodicels:énd services. Improve profitdl'jili_?'. o

of exisfing ossefs by offering more premium tuels,
convenience stores ond site services. Maintain
emphasis on structural cost control, operational
excellence and active porffclioc management,
including refinery rofionalisation:

=nt with o major review of the porffelia, .

steps were announced: the fort
-gic alliance with ICl in the global rigid
thane foam market and the acquisition of
~oxylation unit and associated business in
the sale of Group interests in plastic pipe
cturing and generdl purpose rubber; the
hment of joint ventures with BASF, and
-owa Denko and Nippon Petrachemicals;

“expected to be under severe

Trading margins, and hence profitability, are
 pressure for moch of
1999. The possibilify of further @€dhsmic shocks
in the Asio-Pacific. region cannot be excluded, and
uncertainiy remdins about the effect of the region’s
recession or economie !

Facus the portfolic ‘on major crick
petrachemical building blocks and large-volime
polymers. Cansequently, reduce the number of
product businesses from 21 io'13 and cut the
capital employed by about 40%..The businesses
that remain will not only be consistent with
established skills but also share common ingredients
for success - leading fechnologies and the
copability to build and operate world-scale plants.

=i} acquired Tejos, a gas distribution
mrketing company. But parts of Tejos are
Korming as expecied, and the decisio
=en to portially sell and restructure
of its assets. The UK gas-marksting
=r bases of Total and Texaco were
=ed. The jointventure company

-n commissioned two new power sfdtions.

Being linked fo the price of oil; the price of gas
is.also fikely to remain at low levels. Current
investment plans have been scaled back, but they
rievartheless represent a substantial continving
commitment fo growing the business. Indeed,

_ the long-ferm growth prospects for gas and
- power demand are sfill judged to be good.

Grow the Business on the bdsis'ofequity gos, -
through construction of LNG plants and gas
transmission pipelines. Position the Business
through development of pipelines, power stations;
distribution systems and ehergy trading, and via
acquisitions. Become a leading player in the
deregulating gas and power markets, Capitalise
on the Business’s technology leadership.

investments continued in solar photovoliaics
ncturing capacity at Helmond in the
Bonds ond at Gelsenkirchen in Germany.
wants alsa were made in forestry assets in
" merica and in biomass in Norway.

Renéwable resources are expected to account
for between 5% and 10% of the world’s energy
supply within 25 years, perhaps rising fo as much

g5 50% by 2050. In the short term;, renewables . L

will compete-in niche markets, Cutside of thase
markets; they will continue to be supported by
government policies reflecting environmental.and
developmental concerns. LT

Build on the Group's-éxisting experience in
forestry, solar phatovoltaics and fuelcombustion
technologies. Gain o competitive advantagé’

in wind energy from Group skills in the design,
plémaritation and operation' of complex

. éngiheering projects.



22 Royal Dutch/Shell Group of Companies

OPERATIONAL AND FINANCIAL REVIEW
SUMMARY OF GROUP RESULTS

Financial Results $ million

1998 1997 1996
Net income 350 7,753 B,8BS
Change -95% -13% +28%
Earnings on an estimated current cost of supplies [CCS) basis 901 8,125 8,274
Change -89% 2%  +21%
Special credits/{charges) (4,245) Q4 148
Adjusted CCS earnings® - 5146 8,031 8,126
Change -36% -1%  +14%
Return on average capital employed” 28% 12.0% 12.0%

© Earnings on an estimated CCS basis excluding special tems,

® CCS earnings plus minority inferests plus intarest expense less tax on the interest expense as o perceniage of average

capital employed.
*Estimated to be 8.4% on adjusted CCS earnings basis.

Excluding special items, earnings on an
estimated current cost of supplies (CCS)
basis were $5,146 million, 36% below
the 1997 level. The decrease in adjusted
CCS earnings was mainly the result of
the 33% fall in crude oil prices and the
impact of the recession in the Asia-Pacific
region. Reported net income, which
includes the impact of special charges
totalling $4,245 million after tax, was
$350 million in 1998, The special charges
were due mainly to the impairment

of assets and to restructuring and
redundancy charges.

Cash flow provided by operating
activities amounted to $14,729 million,
some 12% below the 1997 figure.

Capital investment for the year totalled
$15,736 million, up 4% from 1997.




__ Royal Dutch/Shell Group ofllCémpaﬂ'es'

Segment Earnings &n o CC$ basis Crude Qil Prices Total Debt Rafio®
$ milion  [Brent Blend: average spot prices) $ per barrel %
0 & | 0 i o 19.3
8,125 14.5
: . . . 8274 15.1
1500 0 1,500 3,000 4,500 4,000 7500 9000 171
[_] Exploration and Production 167

# Downstream Gos ond Power Generation
B Oil Products

M Chemicols

1 Other and Corporate

Crude oil production — at 2.4 million
barrels a day — was 1% higher than in
1997; natural gas sales — at 7.9 billion
cubic feet a day — were 2% lower.
Compared with last year, oil product sales
volumes, including the Group share of
the volumes sold by Equilon and Motiva
in the USA, increased by 3%. Chemical
sales volumes increased by 2%.

In 1998 the price of Brent crude
averaged $12.75 a barrel, whereas a year
earlier it averaged $19.10 a barrel.
Although production restraint by
OPEC and certain non-OPEC countries
supported prices somewhat, it was not
enough to prevent Brent crude from
sinking in December below $10 a barrel
for the first time since 1986. Significant
upward movement in oil prices is unlikely

B9 90 %1 92 93 94 95 96 97 98

until the current inventory excess has
been cleared. Being linked to the price
of oil, the price of gas is also likely to
remain at low levels.

Average 1998 refining margins in the
Asia-Pacific region decreased to $1.35 a
barrel from $2.05 a barrel in 1997. This
reflects the decline in regional oil demand
combined with an emerging refining
capacity surplus. Average 1998 per-barrel
margins improved by $0.10, to $2.20,
in Europe and by $0.30, to $2.00, on
the US Gulf Coast. Margins in 1999
will remain under pressure from high
oil product inventories, particularly those
of distillates. In Europe and the USA a
possible economic slowdown could affect
oil demand growth and may restrict any
further upswing in the margins. In the

0 4 8 12 16 20
“Toral debst as a percentage of capital employed.

Asia-Pacific region the overcapacity will
limir the scope for sustainable margin
improvement in the near term.

The range and intensity of
competition in retail markets will
continue to eXert pressure on gross
marketing margins for fuels.

Chemicals trading conditions have
deteriorated compared with last year,
mainly because of the increasing
global impact of the recession in the
Asia-Pacific region.





























































































































































