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With effect from 1998 the Financial Statements of the Royal Dutch/Shell Group of Companies are published in US dollars.

Comparative data previously reported in stetling have been translated into dollars using the exchange rate prevailing in the
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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.
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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
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