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Structure of the Royal Dutch/Shell Group

Royal Dutch
Petroleum Company

Netherlands 60%

The “Shell” Transport and
Trading Company, p.Lc.

\L"(f/u—/

{

Individuals and
Institutions

—l ———

=== shareholding relationship

Individuals and institutions

There are some 600,000 sharehoiders of Royal Butch and some
273,000 of shell Transport. Shares of one or both companies are
listed and traded on stock exchanges in eight European countries
and in the USA,

The estimated geographical distribution of shareholdings at the
end of 1997 was:

Royal Shell

Dutch Transport Combined
% %

United Kingdom 1 96 39
USA 43 4 27
Netherlands 43 > . 26
Switzerland 9 * 5
France 3 * 2
Germany 1 * 1
Others * * *

"Less than 1%

Parent Companies

As Parent Companies, Royal Dutch Petroleum Company and The
“Shell” Transport and Trading Company, p.i.c. do not themselves
directly engage in operational activities. They are public companies,

one domiciled in the Netherlands, the other in the United Kingdom.

The Parent Companies directly or indirectly own the shares in
the Group Holding Companies but are not themselves part of the
Group. They appoint Directors to the Boards of the Group Holding

Companies, from which they receive income in the form of dividends.

Shell Petroleum N.V.+

|| ¥
Operating Companies
in more than 130 countri

""" > {other than Shell il Comp
and its subsidiaries)

The Shell Petroleurn T ¥
Company Limited
UK
Shell Oil Company
usa
Shell Petroleum Inc.+ 4

UsSA

Royal Dutch/Sheil Group of Companies

Group Holding Companies

Shell Petrofeum N.V. and The Sheli Petroleum Company Limited
between them hold all the shares in the Service Companies and,
directly or indirectly, all Group interests in the Operating Companies
other than those held by Shel!| Petroleum Inc.

Service Companies

The main business of the Service Companies is to provide advice
and services to other Group and associated companies, excluding
Shell Petroleum Inc. and its subsidiaries.

Operating Companies

Operating Companies are engaged in various activities related to ofl
and natural gas, chemicals, renewable resources and other businesses
throughout the world. The management of each Operating Company
is responsible for the performance and long-term viability of its
own operations, but can draw on the experience of the Service
Companies and, through them, of other Operating Companies.

tShell Petroleum N.V. holds equity shares in Shell Petroleum Inc. which are
non-controlling but entitle it to the dividend flow from that company.
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Chairman’s Foreword

Shell companies continued to contribute to global economic development last year - by delivering the improved
business performance which is the essential foundation of this contribution, by pursuing the business transformation
on which future success depends, and by responding openly to public concerns and expectations.

Delivering profitable growth

Our objective is to deliver the profitable
growth which will provide the basis for
continuing improvement in the return to
our shareholders — in a manner consistent
with our business principles.

Our goal is to achieve strong growth
in production and sales volumes, and in
revenues — with a 15% return on capital
employed by early next century.

A substantial increase in capital
expenditure over the next few years will
confirm the Group's position as one of the
world’s largest private investors. To support
such investment existing operations
must be run as effectively and profitably
as possible. Growth will be greatest
in Exploration and Production, which
will employ an increasing share of the
Group's capital.

Adverse business conditions affected
the 1997 results, particularly in the fourth
quarter. However, the underlying business
performance gives us confidence in our
ability to meet these long-term objectives.

The fall in oil prices hit upstream earnings,
the impact being somewhat softened by
lower operating costs. Although il
production rose slightly, warmer weather
reduced gas sales. Oil product sales
continued to grow strongly. Sales volumes
of chemicals also increased.

Overall net income of £4.7 billion in
1997 was 17% down on the previous year.
Excluding inventory holding effects, earnings
were 6% lower, Results were affected by
the Asfan economic turmoil, as well as the
strength of both sterling and the US dollar.

From 1998, Group financial statements
will be reported in US dollars, making it
easier to compare our performance with
that of other energy companies.

Reserve levels increased: net additions
exceeded the year's production by 29%
in the case of oil and 110% in the case
of gas. '

Shell staff everywhere have responded
to the need to adapt continuously to new
business and societal challenges. The extent
of these ceaseless changes - to a ‘learning
organisation’ — truly merits the term
‘transformation’. These changes build on
long-standing technical and financial
strengths: focusing on meeting customer
needs; improving performance; and
realising opportunities.

A major theme is ‘openness’ - to new
ideas, about what we do, and to the ideas
of others. The basis of this is our confidence
in the strength of our own core values.

In adverse conditions, our
underlying business performance
gives us confidence in our ability
to meet long-term goals. Shell
staff are responding to the need
for continuous learning to grasp
new business and societal
challenges. We value openness —
to new ideas, about what we do,
and to the views of others.

Preparing for the future

In the increasingly competitive and fast-

moving global economy, businesses must be

able to learn and adjust quickly to changing
conditions. Shell staff have shown themselves
eager to grasp new ideas which help drive
forward their businesses.

In discussing these changes, | can point
to many accomplishments — not just
aspirations. These are some:

+ increasing cost competitiveness in all
business sectors;

+ the creation of a global chemicals
business and a European oil products
organisation;

s the formation of Shell International
Deepwater to capitalise on the Group’s
teadership in deep-water technology,
and Shell Services international to offer
commercial business services world-wide;

¢ the alliances with Gazprom to develop
business in Russia and elsewhere, with
saudi Aramco to pursue opportunities

in Asia, and with Texaco and Saudi

Refining to meet commercial challenges

in the USA;

s the purchase of Tejas Gas and the
remaining 50% of Montell;

e the expansion of convenience retailing,
the entry into power generation, and
the commitment to the commercial
future of renewable energy.

Each of these offers potential for the future.

The creativity and drive which brought them

about offer much more.

LA

M Moody-Stuart, Chairman
March 12, 1998
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Telling it like i is

We are responding to increasing public
interest in Shell companies’ activities by
developing our reporting.

Shell companies have long been open
about the values and principles which guide
them. The Group’s Statement of General
Business Principles — our contract with
society ~ has been publicly available for
over 20 years. Last year's revision followed

extensive internal and external consultation.

It included commitments to support
fundamental human rights and to
contribute to sustainable development.

The first Group health, safety and
environment (HSE) report was issued last
year - as well as separate reports for the
main businesses. The HSE reports published
this year will be externally verified. Shell
companies are committed to continuously
improving their performance in these areas.
This year's Group report will include
improvement targets against which future
progress can be measured.

In addition we will be presenting the
contribution Shell companies make to
economic, social and environmental
progress in the new Shell Report, We are
planning, as soon as practicable, to expand
the scope to present a measured and
verified annual report on the performance
of Shell companies in fulfilling the
responsibilities they committed themselves
to in our business principles.

Energy for the 21st century

The world's economic and social transformation, which has enhanced
human fife over the past 150 years, has depended on the availability of
increasing supplies of affordable energy from fossil fuels. Energy needs
will continue to increase as population grows and living standards rise.
But they wilt also change, and markets will evolve in response - as they
have in the past. Last century wood gave way to coal. This century’s
transport revolution depended on oil. Natural gas is becoming

increasingly important.

Competition between fuels will continue to drive this evolution.
Although ol is likely to remain the most convenient transport fuel,
supplies may peak within two or three decades. Consumption of gas
coutd double in the first half of the next century, because of its efficiency
and cleanliness. Renewable energy sources — wind, biomass and solar —
could be supplying a tenth of the world’s energy by 2020, and half by 2050.

Engaging with the world

It is not enough just to tell people what
Shell companies are doing. We must also
take account of the views of others.

This must, of course, include our
shareholders, whose views on any aspect of
the Group's affairs | am always very happy
to receive,

it must in¢lude Sheli customers. Far more
attention is being paid to finding out what
they want - and to delivering it. And also to
telling them more about what we offer.

it must include staff, Shell companies
have become much more open, with far
wider discussion about the directions they
are taking. However, greater openness goes
together with the ability to take decisive
action at all levels.

And it must include others in society.
We have devoted much effort to
understanding how pubtlic expectations
of international business are changing.

This has involved widespread discussion
with different strands of opinion around
the world. And we have not been afraid to
enter public debate where we believe we
have something to say. Shell companies are
increasingly working with community and
environmental groups.

Contributing to human progress

Modern business life involves inevitable
pressures, as well as opportunities for
personal fulfilment. In thanking all Shell
staff — and all who work with us - for their
contribution to business success and the
pursuit of necessary change, let me say that
| recognise our responsibilities to help them
manage these pressures.

We in Shell can fook back on a history of
many worthwhile accomplishments. But it is
more important to consider how we are
placed to contribute to progress in the
future. We can look forward with real
confidence, in the knowledge that we are
doing what it takes to meet the challenges
we foresee.

1 believe that our shareholders, our
customers, and the millions of people all
over the world who have a stake in Shell
operations can be equally confident.

Finally, | would like to express my
appreciation of the contribution to the
Company, in a time of change, made by my
predecessor, Sir John Jennings. | am pleased
that his counsel and experience will still be
available to us as a member of the Board.

Energy efficiency has continuously improved. However, there are good

reasons for expecting technological advance, better communications,
market reform and social change to bring faster improvement in future.
This is the context in which the world must respond to the possibility
that human activities are causing damaging climate change. Because wood
and coal emit more carbon dioxide than oil or gas, the carbon intensity of
energy supplies is steadily declining. Shell planning scenarios suggest that
continuing changes in fuel supplies and increasing efficiency could mean

that carbon emissions start falling in the first half of next century,

renewable energy.

Nevertheless, we support prudent precautionary measures — which are
flexible, economically realistic and long term — to encourage this process.
Emissions trading between nations wilt help flexibility. Shell companies are
contributing by reducing emissions from their own operations, playing a
leading role in developing gas markets and investing in commercial
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Financial Highlights

Earnings and Dividends

Share Prices

1557

1996

pence per 25p Ordinary share

1995 1997 1996 1985

London Stock Exchange

Dividends - e pence per 25p Ordinary share
Interim, 341 48 43 Highest .., 985 352 287
Final 8.0* 7.5 6.8  Lowest 331 276 231
13.1 12.3 11.1 Year end 440 337 284
e e e e e e e e e e e e e e+ e oo e e 1 s New York Stock Exchange
Earnings B 17.8 21.3 16.0 US dolfars per Mew York Sharet
Net assets 146.7 149.6 153.9  Highest At 3438 3
*Proposed final dividend, subject to approval at the Annual General Meeting of the lowest 3325 2554 2142
Company on May 8, 1998. The final dividend will be paid on May 15, 1998 to Members Year end 43.75 34,13 27.13

on the Register on April 24, 1998 and to holders of Bearer Warrants who surrender

Coupon No. 200;

The proposed dividend will be paid as a foreign income dividend (FID).

1997 1996 1995

. _ ... Us dallars per New York Sharet
Dividends S
Interim 8 051
Final ¥ 0.93 0,77
£ 1.52 1.28

Earnings B 1.75 1.99 1.52
Net assets 14.58 15.21 14.29

1+0One New York Share = six 25p Ordinary shares.

The US dollar figures for earnings and net assets are translations of the above sterling
amounts (refer to page 62 for details).

in respect of dividends which are not FIDs, under the current Double Taxation
Conventicns between the UK and both the USA and Canada, qualifying US and
Canadian resident holders of New York Shares receive an amount equal to the
imputation tax credit concurrently with their dividend, less a deduction for UK income
tax at 15% on the combined amount of the dividernd and such tax credit. Amounts
shown are US dollar equivalents of the dividend and tax credit at time of payment
before deduction of income tax at 15%.

As the final 1997 dividend is a FID, there is no tax credit or withholding fax referable
1o it. Accordingly, United States and Canadian residents are not entitled to payments
of any credits under the respective United States and Canadian double taxation
conventions with the United Kingdom.,

- 4The actual amount to be paid will be determined by the US$/E exchange rate ruling
on May 15, 1998,

Share data on this page have been restated %o reflect the capitalisation issue which
became effective on June 30, 1997, whereby two 25p Crdinary shares were issued for
each 25p Ordinary share outstanding.

Earnings and Dividends

Share Prices

London Stock Exchange {closing prices}

pence per 25p Crdinary share pence per 25p Ordinary share by month

25

500

450

460
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300
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The “Shell” Transport and Trading Company, p.l.c.

Board of Directors

Managing Directors

1 Mark Moody-Stuart Chairman
Born September 15, 1940. A
Director and a Managing Director
of the Company since 1991 and
Chairman since July 1997. A Group
Managing Director since 1991,

2 Philip B Watts

Born June 25, 1945. A Director
and a Managing Director of the
Company and a Group Managing
Director since July 1997. Most
recent Group appointment prior
to joining the Board was as
Director — Planning, Environment
and External Affairs,

Directors

*Standing in 1998 for election or re-election as a Director of the Company

3 Sir Antony Acland GCMG GCYO*
Born March 12, 1930. A non-
executive Director since 1991,
Entered Diplomatic Service

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

4 Teymour A Alireza*

Born September 7, 1939.
Appointed a non-executive
Director November 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 Nature.

5 Sir Peter Holmes MC

Born September 27, 1932. A Director
since 1982, Chairman 1985-93 and a
Group Managing Director 1982-93.

6 Sir John Jennings CBE FRSE*
Born March 30, 1937. A Director
since 1987. Chairman 1993-97
and 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 Bechtel Corporation and of
International Advisory Board

of Toyota Corporation.

7 Professor Robert O'Neill AO
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. Honorary Fellow

of Brasenose College, Oxford.

8 Sir Ronald Oxburgh KBE FRS
Born November 2, 1934. A non-
executive Director since January
1996. Scientific appointments
1960-88. Chief Scientific Adviser,
Ministry of Defence 1988-93.
Appointed Rector, Imperial
Cofleae of Science, Technology
and Medicine, in 1993.

9 Sir William Purves CBE DSO
Born December 27, 1931, A non-
executive Director since October
1993, Joined The Hongkong ‘
and Shanghai Bank in 1954 and
currently Chairman of MSBC
Holdings plc. A Director of The
Hongkong and Shanghai Banking
Corporation Ltd, Marine Midland
Bank, Midland Bank plc and East
Asiatic Company Ltd AfS.

Company Secretary

Jyoti E Munsiff

loined Group in 1969 as a Legal
Adviser. Appointed Company
Secretary August 1993,
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Report of the Directors

Chairman

As previously reported Mr Mark Moody-Stuart was appointed as
Chairman of the Board of Directors with effect from July 1,1997,
succeeding Sir John Jennings who retired from executive duties
on june 30, 1997. The other Directors were delighted to be able
to congratuiate Sir john on the award of a knighthood by

H M The Queen which was announced in the Birthday Honours
on June 14, 1997,

Directors

The current Directors of the Company are shown on page 5; all
served as Directors throughout 1997 except for Mr P B Watts who
was elected as a Director at the 1997 Annual General Meeting and
thereafter appointed a Managing Director of the Company, both
with effect from July 1, 1997, and Mr Teymour A Alireza who was
appointed as a non-executive Director by the Board with effect
from November 12, 1997. The Lord Armstrong of llminster also
served as a Director until his retirement on May 14, 1997.

The Board was pleased to welcome as a Director Mr Teymour A
Alireza who is President and Deputy Chairman of the Alireza Group,
a diversified international industrial group based in the Middie East.
In accordance with the Articles of Association Mr Alireza will vacate
office at the Annual General Meeting to be held on May 8, 1998 and,
being eligible, will offer himself for election by the shareholders.

Sir Antony Acland and Sir John Jennings will retire by rotation
at the Annual General Meeting in accordance with the Articles of
Association and, being eligible, will offer themselves for re-election.

Under the Articles of Association, Managing Directors are not
required to retire by rotation with the other Directors and offer
themselves for re-election by the shareholders but, as announced
last year, the Managing Directors will, in future, offer themselves
for re-election on a regular basis. As Sir John Jennings, one of the
Managing Directors until June 1997, is offering himself for re-
election this year in accordance with the Articles of Association and
the two current Managing Directors were elected at the Annual
General Meeting in 1997, no retirements will take place under
these arrangements at the 1998 Annual General Meeting.

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 relation to the Company's business.

Activities 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 numerous companies constituting
the Royal Dutch/Sheli Group of Companies and collectively referred
to as ‘the Group’. Royal Duich Petroleum 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 Petroleum N.V. and
Shetl 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, renewable resources and
other businesses throughout the world. The structure of the Group

is shown on page 1 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 attention to the Chairman’s Foreword
(pages 2 and 3) and the Discussion and Analysis of Financial
Condition and Results of Operations and other information {pages
17 to 36) concerning Group companies generally which would have
had to be included in this Report if such Group companies had been
subsidiaries of the Company. :

Substantial shareholdings

At March 9, 1998, 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
347,364,706 shares (3.49%).

Corporate Governance

Code of Best Practice

The Directors consider that Shell Transport fully complied with

the operative provisions of the Code of Best Practice published

by the Committee on the Financial Aspects of Corporate Govermnance.
The Report of the Company’s Auditors, Price Waterhouse, on
corporate governance matters is set out on page 14.

The Directors believe that Shell Transport has adeguate
resources to continue in operational existence for the foreseeable
future. For this reason they continue to adopt the going concern
basis in the financial statements.

The Directors are responsible 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 absclute 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
authorisation 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 Directors to the Boards of
the Group Holding Companies; and by the appecintment of 50%
of the membership of the Group Audit Committee.

Group Audit Committee

The three non-executive Directors of the Company appointed to the
Group Audit Committee are Sir Peter Holmes, Professor R J O'Neill
and Sir William Purves (Chairman). The three members appointed by
the Supervisory Board of Royal Dutch are Mr J M H van Engelshoven,
Mr A G lacobs and Mr ) D Timmer. The Committee reviews the
financiat reports of the Royal Dutch/Shell Group of Companies and
considers the Group internal control procedures as well as results of
the Auditors’ examination of the Group financial statements.

Remuneration and Succession Review Committee

The three non-executive Directors of the Company appointed to
the Remuneration and Succession Review Committee are Sir Antony
Acland, Sir John Jennings and Sir Ronald Oxburgh. The three
members appointed by the Supervisory Board of Royal Dutch are
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Mr K V Cassani, Jonkheer A A Loudon and Mr L C van Wachem
(Chairman). The Committee makes recommendations on all forms
of remuneration with respect to Group Managing Directors and
reviews matters relating to the succession to the positions of Group
Managing Directors.

The London Stock Exchange has published ‘Best Practice’
provisions regarding the composition and operation of
remuneration committees and the remuneration policy, service
contracts and compensation payments for Directors. The Board of
Shell Transport confirms: (i) that the joint Committee’s composition
and operations comply with the Best Practice provisions and (i} that
in framing remuneration policy the joint Committee has given fuli
consideration to the Best Practice provisions.

The philosophy for 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 ali 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
shareholders’ interests.

The total remuneration of Managing Directors is reviewed
annually. Particular attention is given to the relationship between
Managing Directors’ salaries and those of senior managers in the
Group. The level and structure of remuneration in each country
reflects the competitive environment within that country. The level
of remuneration is based on scales which are adjusted in the light
of both external and internal comparisons. Within these scales
individual salaries of Managing Directors are usuatly progressed
over a period of three years from appointment. In 1997 Managing
Directors’ salary scales were increased by 10%.

Pensions for Managing Directors are reviewed and maintained
at a level comparable in relative terms to retirement benefits
granted to other senior managers in the Group.

Performance-related remuneration is provided in the form of
ah annual non-pensionable bonus with a maximum level of 50% of
salary. Bonuses from this plan also flow to certain senior managers.
The bonus granted is based on an assessment of Group financiat
and operational performance. .

Longer-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.

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

Details of the total remuneration and benefits of each Director
are set out in Note 10 on pages 12 and 13.

Directors Nomination Commitiee

All Directors are members of the Directors Nomination Committee.
The Committee is responsible for approving all nominations to the
Board for new appeintments or reappointments of non-executive
Directors.

Social Responsibifity Committee
This new Committee has been formed to act in an advisory capacity
to the Supervisory Board of Royal Dutch and the Board of the

Company and reviews the policies and conduct of the Royal
Dutch/Shell Group of Companies with respect to the Statement of
General Business Principles and the Group Policy and Commitment
concerning Health, Safety and the Environment.

The three non-executive Directors of the Company appoeinted
to the Social Responsibility Committee are Mr T A Alireza, Sir Peter
Holmes and Sir Ronald Oxburgh (Chairman). The three members
appointed by the Supetvisory Board of Royal Dutch are Jonkheer
A A Loudon, Mr H de Ruiter and Mr § D Timmer.

Directors’ share interests in the Company
The interests of the Directors in Ordinary shares, including any
interests of a spouse or infant child, are set out below.

January 1, 1997* December 31, 1997
25p Ordinary shares

M Moody-Stuart 180,000 260,000
P B Watts —E -
Sir Antony Acland 6,000 6,000
T A Alireza —x* -
Sir Peter Holmes 60,768 60,388
Sir John Jennings 70,200 70,200
Professor R J O'Neill 6,951 7,211
Sir Ronald Oxburgh 2,865 2,865
Sir William Purves 3,000 3,000

*The holdings at January 1, 1997 have been adjusted to reflect the 2 for 1 capitalisation
issue effective on June 30, 1997,

**As at date of appointment.
No Director had an interest in either of the two classes of Preference shares during the year.

There were no changes in the above interests during the

period from December 31, 1997 to March 9, 1998 other than the
completion of a purchase of 2,103 Ordinary shares on January 7,
1998 by a Personal Equity Plan Manager on behalf of Sir Ronald
Oxburgh in accordance with instructions given before the end of
the year.

Share options .
Certain Group companies have option plans, the operation of
which during 1997 is summarised in Note 23 to the Group Financial
Statements on page 55. 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 also operates a savings-
related share option scheme which has been approved by the

. Inland Revenue under the Income and Corporation Taxes Act 1988,

Under this scheme options over shares in the Company are granted
to employees of UK Group companies at prices not less than the
market value of the shares on a date not more than 30 days before
the date of grant of the option and are normally exercisable after
completion of either a five years’ or a three years' (from 1997)
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 in Note 10 on page 13,
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Report of the Directors

Creditor payment 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 but for the
information of shareholders the statement that will appear in the
Directors’ Report for 1997 of Shell U.K. Limited, the principal
operating company of the Group in the United Kingdom, will
confirm that shell UK, complies with the CBi's Prompt Payers Code
of Good Practice. Sheli U.K. had approximately 30 days’ purchases
outstanding at December 31, 1997 based on the average daily
amount invoiced by suppliers during the year.

Financial statements and dividends

The financial statements of the Company appear on pages 9 to 13.
Earnings for the year amounted to £1,768.1 million, of which
£1,303.9 million is available for distribution and £464.2 million
represents the Company’s share of earnings retained by companies
of the Royal Dutch/Shell Group.

On November 3, 1997, an interim dividend of 5.1p per Ordinary
share was paid.

The Directors have decided to recommend a final dividend for
1997 of 8.0p per Ordinary share which would make 13.1p per share
for the year. Subject to approval at the Annual General Meeting,
this will be paid on May 15, 1998 to Members on the Register on
April 24, 1998 and to holdérs of Bearer Warrants who surrender
Coupon No. 200. The proposed dividend will be paid as a foreign
income dividend (FID).

Implications of FID for UK Shareholders

No tax credits attach to FIDs; instead 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 tax payers
will have some additional tax to pay but other individuals will have
no further tax liability. Individual shareholders, charities and
exempt funds who have no liability to pay UK income tax are
unable to recover tax on a FID as no tax credit is attached.

Capitalisation issue : .

Last year the Directors recommended that the Ordinary share
capital of the Company should be increased to £2,500 million and a
capitalisation issue made to Ordinary shareholders on the basis of
two new shares for each existing share. The resolutions necessary to
give effect to these recommendations were approved at the Annual
General Meeting held on May 14, 1997 and 6,629,006,484 Ordinary
shares of 25p were issued credited as fully paid on June 30, 1997.

Auditors

Price Waterhouse 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 8, 1998,

By Order of the Board / ] ~
J E Munsiff, Secretary M&N AKX

March 12, 1998
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Financial Statements

Profit and Loss Account Balance Sheet
1997 1996 1995 ) December 31 Decermnber 31
£ million 1997 19596
Income from shares in companies of £ million
the Royal Dutch/Shell Group (Note 3) 1,301.0 1,121.9  1,099.4  Fixed assets
Interest and other income 12.3 14.4 14,0  Investments
1,313.3 1,136.3 1,113.4 Shares {unlisted) in companies of
Administrative expenses 6.8 39 38 the Royal Dutch/Shell Group (Note 6) 14,580.9 14,870.6
Profit on ordinary activities before taxation  1,306.5 1,132.4 1,109.6
Tax on profit on Current assets
ordinary activities (Note 4) 26 3.4 3.3 Debtors _
Distributable profit for the year 1,303.9  1,1290  1,106.3 Dividends receivable from companies
Share of earnings retained by companies ) of the Royal Dutch/Shell Group 791.5 633.7
of the Royal Dutch/Shell Group (Note 3)  464.2 986.2 485.7 Other debtors 4.1 3.4
Earnings for the year 795.6 637.1
attributable to shareholders 1,768.1 2,115.2 1,502,0  Cash at bank
Shaort-term deposits 142.0 254.0
Cash 13.8 6.3
Statement of Retained Profit A 8974
1997 1996 ¢ mﬁﬁgﬁ Creditors: amounts due within one year
P . Amounts due to companies
g::g:gs;:g:z fgg;;z;r the year ) 1.303.9 1.129.9 1.106.3 of the qual Dutgb@h%ll Group 1295 123.6
; profit at beginning of year 17.6 112.3 110.3 Corporation ‘tax 0.2 4.1
13215 12413 1.216.6 Unclaimed dividends 6.4 5.9
deduct Other creditors and accruals 3.0 1.9
Dividends on non-equity shares {Note 5) Pref.erence.d.lwdends accrued 0.2 0.2
First Preference shares 0.1 0.1 0.1 Ordinary dividend proposed 795.5 7458
Second Preference shares 0.5 0.5 0.5 934.8 8815
0.6 0.6 0.6
1.320.9 1.240.7 1.216.0 Net current assets 16.6 15.9
deduct —
Dividends on equity shares; Total assets less current liabilities 14,597.5 14,886.5
25p Ordinary shares
Interim of 5.1p in 1997, 4.8p Capital and reserves
in 1996 and 4.3p in 1995 507.1 477.3 4276  Equity interests
Proposed final of 8.0p in 1997, Called-up share capital (Note 7}
final of 7.5p in 1996 . Ordinary shares . 2,485.9 828.6
and 6.8p in 1935 795.5 745.8 676.1  Revaluation reserve (Notes 3 and 6) 12,0813 14,028.3
1,302.6 1,223.1 1,103.7  profit and Loss Account 18.3 17.6
Distributable retained 14,585.5 14,874.5
profit at end of year 18.3 17.6 112.3
Non-equity interests o
Called-up share capital (Note 7)
1997 1996 1995 First Preference shares 2.0 2.0
pence Second Preference shares 10.0 10.0
Earnings per 25p Ordinary share 12.0 12.0
on 9,943,509,726 shares in issue after $hareholders’ funds (Note 8) 14,597.5 14,886.5
the capitalisation issue in June 1997,
The amounts shown for 1995 and 1996
have been adjusted for this issue. L
Distributable profit for the year 13.1 11.3 11.1 .
Share of earnings retained by companies - /
of the Royal Dutch/Shell Group 4,7 10.0 49
Earnings for the year M as -
attributable to shareholders 17.8 21.3 16.0

Of the earnings per share amounts shown above, which are disclosed in accordance with
Financial Reporting Standard No. 3, those relating to earnings for the year attributable

to shareholders are, in the opinion of the Directors, the most meaningful since they M Moody-Stuart, Chairman and Managing Director
reflect the full entitlement of the Company in the income of Group companies. March 12, 1998
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Statement of Recognised Gains and Losses

1997 1896 1995
£ million
Distributable profit for the year 1,303.9 1,129.0 1,106.3
Unrealised surplusf(deficit) on revaluation
of investments in companies of
the Royal Dutch/Shell Group {Note 6) (289.7) (317.5) 792.9
Total recognised gains and
losses relating to the year 1,014.2 811.5 1,899.2
Statement of Cash Flows
1997 1996 1995
. £ million
Returns on investments
and servicing of finance
Dividends received from companies
of the Royal Dutch/Shelt Group 1,143.2 1,144.8 972.6
Interest received 11.6 14.4 14.6
Dividends paid: Preference shares {0.6) {0.6) (0.6)
Other (5.2) (3.1) (4.0)
Net cash inflow/(outflow) from
returns on investments and servicing
of finance " 1,149.0 1,155.5 982.6
Taxation
Tax {paid)/recovered {6.5) (3.6) 1.4)
Equity dividends paid
Ordinary shares (1,252.9) (1,153.9) (954.6)
Management of liquid resources
(short-term deposits)
Net cash inflow/{outflow) from
management of liguid resources 112.0 4.7 {44.3)
Financing
Net increasef{decrease) in amounts due to
companies of the Royal Dutch/Shell Group 5.9 11.8 13.0
Increase/{Decrease) in cash 7.5 5.6 (4.7}
Cash at January 1 6.3 0.7 5.4
Cash at December 31 13.8 6.3 0.7

Net debt, being amounts due to companies of the Royal Dutch/Shell
Group less cash, decreased during 1997 from £117.3 million to
£115.7 million (1996: increased from £111.1 million to £117.3 million).

Notes to Financial Statements

1 Accounting policies and convention
The accounting policies of The “Shell” Transport and Trading
Company, p.l.c. are explained in the relevant notes.

The financial statements on pages 9 to 13 herein have been
prepared in accordance with the Companies Act 1985 and with
applicable accounting standards apart from those disclosures
described in Note 3 which are derived from the Royal Dutch/Sheil
Group financial statements. 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).

2 The Company .

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, directly or indirectly, investments 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 alja, 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 interest 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 amounts 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. The Parent Companies have agreed that the tax
benefit to Shell Transport for the 1997 final dividend and the
1998 interim dividend will be 4% of total Group income divisible
for 60:40 purposes and, subject to the abolition of Advance
Corporation Tax being enacted, there will be no tax benefit to
Shell Transport for the 1998 final and subsequent dividends which
will have the effect of Shell Transport receiving the whole of its
entitlement in cash.
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3 Share in the income of Group companies
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 38 to 57. The difference between the cost and
the amount at which the investments are stated in the balance
sheet has been taken to Revaluation reserve.

Shell Transport’s share in the net income of Group companies of
£4,736.0 million, £5,690.9 million and £4,375.2 million for the years
1997, 1996 and 1995 respectively, is as follows:

1997 1996 1995
. £ million
Distributions from Group companies
and tax benefit referable thereto 1,516.3 1,402.3 1,374.3
deduct Tax benefit 2153 280.4 274.9
Distributions from Group companies 1,301.0 1,121.9 1,099.4 .
Share of earnings retained by Group
companies out of net income
(and reflected in the movernents in
the Revaluation reserve — Note 6) 464.2 986.2 4857
1,765.2 2,108.1 1,585.1

Shell Transport’s share in the net income of Group companies
hefore deducting Group and associated companies’ tax and
minority interests was £3,589.8 million (1996: £4,178.1 million;

6 Investments in Group companies

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 Nethertands (consisting of the whole of its 44 issued ‘B’ shares
of N.fl. 5,000,000 each). The remaining 60% equity shareholdings
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 each 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 Petrolaum 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.

The Directors’ valuation of Shell Transport’s investments in
Group companies comprises the following:

1996

1995: £3,025.8 million). Shell Transport's share of the deduction 1997 £ million
in respect of taxation was £1,813.8 million (1996: £2,001.8 million; Cost of Shell Transport’s investments
1995: £1,394.1 million) and in respect of minority interests was in Group companies 178.4 1784
£10.8 million {1996; £68.2 million; 1995: £46.6 million). These Shell Transport’s share of:
amounts have been calculated in conformity with the accounting Profits capitalised by Group companies 786.0 785.0
policies on pages 41 to 43 of the Group financial statements. Earnings retained by Group companies 13,857.0  13,393.8
These policies differ in certain respects from accounting principles Group currency translation differences
generally accepted in the United Kingdom, notably in respect of the (arising on aggregation) (240.5) 5134
provision for deferred taxation. Provision for deferred taxation in 14,580.9 14,8706
the Group financial statements is made using the comprehensive The movements in the Revaluation reserve are represented by:
liability method rather than by reference only to the amounts 1997 1996
considered to become payable within the foreseeable future as £ million
required by Statement of Standard Accounting Practice No. 15. As at January 1 14,0283 14,3458
Share of earnings retained by
4 Tax on profit on ordinary activities Group compantes out of net income 464.2 986.2
1997 1998 1995  Share of Group currency translation

£million  differences for the year (753.9) (1,303.7)
Corporation tax at 31.5% (289.7) (317.5)
(1996 and 1995: 33%) in respect of Applied towards the capitalisation issue of
interest income less administrative expenses 2.6 34 3.3 6,629,006,484 Ordinary shares of 25p each (1.657.3) -
No taxation liability arises in respect of income from shares in (1,947.0) 817.5)

As at December 31 12,081.3 14,028.3

companies of the Group as this income consists of distributions
from a UK resident company which are not subject to taxation.

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

5 Preference dividends

Dividends on the First and Second Preference shares were formerly
at the gross amounts of 5%% and 7% respectively. Under the
Finance Act 1972, as confirmed by the Finance Act 1976, the
dividend rights were reduced to 3.85% and 4.90% respectively.

The tax credits available to some shareholders for the two classes of
Preference shares are equivalent to 0.96% and 1.22% respectively.

The earnings retained 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 wilt not be material.

The Company will continue to hold its investments in Group
companies. However, if the investments were to be disposed
of for the amount stated, a taxation liability of approximately
£1,238 million would arise (1996: £1,522 million).
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Notes to Financial Statements

7 Share capital

10 Emoluments of Directors in office during 1997

in June, 1997 in connection with the 2 for 1 capitalisation issue, the 1997 1996 1995
authorised Ordinary share capital was increased by £1,587,000,000 £
and 6,629,006,484 Ordinary shares of 25p each were issued credited Sit John Jennings
as fully paid, increasing the allotted, called-up and fully paid share ~ Salaries and fees 450,214 536,322 510,776
capital by £1,657,251,621. At December 31, 1997 the share capital of  Benefits 7.381 17,381 14,543
the Company was: Performance-related element 182,350 124,000 95,600
Alotted, calledup 639,945 677,703 620919
Authorised and fully paid ~ Pensions 16,875 - -
£ Realised share option gains 588,000 449,280 319,680
Equity shares 1,244,820 1,126,983 940,599
Ordinary shares of 25p each 2,487,000,000 2485877432 M Moody-Stuart
Non-equity shares Salaries and fees 491,718 413,627 403,276
First Preference shares of £1 each 3,000,000 2,000,000  Bopefits _ _ -
‘Second Preference shares of £1 each 10,000,000 10,000,000 Performance-related element 141,750 96,375 77,100
13,000,000 12,000,000 633,468 510,002 _ 480,376
2,500,600,000 2497877432 Realised share option gains 767,880 561,600 -
The First and Second Preference shares (the Preference shares) confer on the holders 1,401,348 1,071,602 480,376
the right to a fixed cumulative dividend and rank in priority to Ordinary shares. On a
liquidation the Preference shares also rank in priority to the Ordinary shares for the P B Watts
nominal value of £1 per share but do not have any further rights of participation in the Salaries and fees 197,254 - -
profits or assets of the Company. The Preference shares do not have voting rights unless Benefits 4,329 — -
e e s e ol corcrs s edulon f il WSO, erfomance relted St B ———
8 Reconciliation of movements in Shareholders’ funds Realised share option gains - = -
1997 1996 202,083 - -
£ milion  Sir Antony Acland
Distributable profit for the year 1,303.8  1,1290  Directors’ fees 22,500 20,000 . 20,000
Dividends (1,303.2) (1,223.7) Committee fees 3,750 3,750 3,750
Unrealised surplusAdeficit} on revaluation 26,250 23,750 23,750
of investments in companies of the T A Alireza
Royal Dutch/Shell Group {Note 6) {289.7) (317.5)  Directors’ fees 3,403 - _
Net addition to/{reduction in) 3,403 - -
Shareholders’ funds {289.0) 412.2)  Lord Armstrong
Shareholders’ funds at January 1 14,886.5 15,298.7  Directors’ fees 7,419 20,000 20,000
Shareholders’ funds at December 31 14,597.5 14,8865 Committee fees 1,392 3,750 3,750
. 8,811 23,750 23,750
9 Auditors’ remuneration Sir Peter Holmes
Audit fees of Shell Transport amounted to £7,515 in 1997, £8,350 in Directors' fees 22,500 20,000 20,000
1996 and £8,200 in 1995. Other fees amounted to £4,080 in 1997, Committee fees 3,750 3,750 1,875
£3,130in 1996 and £3,050 in 1995. All amounts are stated exclusive Holding company fees 19,152 21,160 21,765
of Value Added Tax. 45,402 44,910 43,640
Pensions 25,346 24,687 23,939
Realised share gption gains - — 142,000
70,748 69,597 209,579
Professor R J O'Neill
Directors’ fees 22,500 20,000 20,000
Committee fees 3,750 5,625 5,625
26,250 25,625 25,625
Sir Ronald Oxburgh
Directors’ fees 22,500 19,516 -
Committee fees 3,750 1,875 -
26,250 21,391 -
Sir William Purves
Directors’ fees 22,500 20,000 20,000
Committee fees 5,600 4,675 3,750
28,100 24,675 23,750
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Statutory aggregate Directors’ emoluments

1997 1996 199%

Salaries, fees and benefits 1,315,862 1,131,431 1,095,441
Performance-related element 324,100 220,375 172,700
1,639,962 1,351,806 1,268,141

‘Excess’ retirement benefits (Note iv) 4,128 - -
Realised share option gains 1,355,880 1,010,880 461,680

Notes
@) The highest paid.Director (inclusive of realised share option gains) in 1995 and 1996
was Sir John fennings and in 1997 was Mr M Moody-Stuart.

(i) The remuneration payable to Sir John Jennings in 1997 includes a ‘full service bonus
of £123,125. This bonus {maximum 25% annual salary) is paid on retirement to all
UK employees with qualifying service.

{iii) Of the emoluments disclosed £229,688 in 1997, £202,941 in 1996 and £195,317
in 1995 were borne by Shell Transport and charged in the Profit and Loss Account.

{iv) Excess retirement benefits are the amount of unfunded retirement benefits paid to
or receivable by Directors and past Directors which exceed those to which they were
entitled on the date on which the benefits first became payable or March 31,1397,
whichever is the later.

Pensions/Retirement benefits

During 1997 three Directors accrued retirement benefits under
defined benefit schemes {1996: two; 1995: two). No Director has
accrued benefits under a money purchase benefit scheme.

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. Managing Directors
contribute 4% of relevant earnings. Bonuses are not pensionable.
Managing Directors retire on June 30 following their 60th birthday.
The maximum pension is two-thirds of their remuneration
excluding bonuses. There are also provisions, as for all members of
the above Funds, for surviving dependant’s benefit of 60% of actual
or prospective pension, and a lump sum death-in-service benefit of
three times salary. )

Salaries/fees payable to Managing Diractors, totalling £834,250
in 1997, £771,500 in 1996 and £730,750 in 1995, 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 tanuary 1, 1990 because of the
financial position of the Fund,

The following table shows details of the changes in pension
benefits of the Managing Directors during the year. As required by
the London Stock Exchange the transfer values are calculated using
the cash equivalent transfer value method in accordance with
Actuarial Guidance Note GN11.

Share options
The interests of the Directors under all the stock option plans of
Group companies are shown below:

Number of options Market
prices at
At During the year At Exercise  date of Expiry
1.1.97 Granted Exercised 31.12.97 price  exercise date
Sir John Jennings
450,000 — 450,000 - 231p  362p 8.12.98
450,000 - - 450,000 227p - 14.12.99
474,000 - - 474,000 286p - 13.12.00
M Moody-Stuart
324,000 - 324,000 - 182p 419p 10.12.97
324,000 - — 324,000 231p - 812,98
324,000 - ~ 324,000 227p - 14.12.99
333,000 = - 333,000 286p - 13.12.00
333,000 - - 333,000 326p - 11.12.01
~- 387,000 — 387,000 439 - 10.12.02
P B Watts .
139,200 - - 139,200 286p - 13.12.00
194,700* - - 194,700 326p - 11.12.01
— 272,000 - 272,000 43%p - 10.12.02

3,345,900 659,000 774,000 3,230,900

Increase Accumulated

Years of inaccrued  Transfer annual

Group  pensicn  value of pensicn

service during  pension as at

Age as at asat  theyear increase 311297

31.12.97 31.12.97 £0G0 £000 £000

Sir lohn Jennings 60 . 39 55 890 382
M Moody-Stuart . 57 34 67 948 318
P B Watts 52 29 23 283 183

The increase in pension for Sir John Jennings is for the period January 1 to June 30, 1997
(his date of retirement) and has been calculated at that date. For Mr P B Watts the increase
in pension is for the period from July 1, 1997 {his date of appointment as a Directar),

*As at date of appointment, July 1,1997. In addition Mr Watts also holds an option under
The Shell Petroleum Company Limited Sharesave Scheme to purchase 5,214 Shell
Transport Ordinary shares at 330p. This option was granted on December 12, 1996

and matures on February 1,.2002.

Notes
1 All the above figures have been adjusted to reflect the 2 for 1 capitalisation issue
effective on June 30, 1997

2 Alt the options listed above relate to Shell Transport Crdinary shares. No options
lapsed during the year. Al options are exercisable from grant at market price
(no discount) at that time. The middle market price of the Ordinary shares on
December 31, 1997 was 440p and the {adjusted) price range during the year
was 331p to 484.5p.

3 There were no changes in the above interests in options during the period from
December 31, 1997 to March 9, 1998,



































































































































































