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THE SHELL PETROLEUM COMPANY LIMITED

REPORT OF THE DIRECTORS

The Directors submit their Anrual Report and audited accounts for the year ended
31lst December, 1988

DIRECTORS

The present Directors of the Company, who were Ulvectors during all or part of
1988 are:-

P.F. Holmes (Chairman & Managing) Sir P. Baxendell
J.M.H. van Engelshoven (Managing) A.P.J. Benard
J.s. Jennings (Managing) D. de Bruyne
H. de Ruitex (Managing) J.H. Choufoer
1.C. van Wachem {Managing) 4, Jennings

rv. Swart

W.C. Thomson
£.G.G. Wexner
The late D.R. Welham was a Managing Director for all of 1988,

PRINCIPAL, ACTIVITIES AND REVIEW OF THE BUSINESS

The Company is a subsidiary of N.V. Koninklijke Nederlandsche Petroleum
Maatschappij (Royal Dutch) vwhich owns 60% of its share capital, the remaining
40% being owned by The "Shell" Trancport and Trading Company, p.l.c. (Shell
‘ranyport). These companies are the two Parent Companies of the companies known
ccllectively as the Royal Dutch/Shell Group of Companies. Royal Dutch and Shell
Transpoct also own the share capital of Shell Petroleum N.V, (SPNV), a company
incorporated in the Netherlands, in the same proportions and have direct
shareheldings in and veting control of Shell Petrolaum Inc. (SPI), a company
incorporated in the United States which holds all the outstanding equity shares
in Shell 0il Company; SPHV continues Cto hold equity shares in SPI which are mon
controlling but entitle it to the dividend flow from that company. The Company,
SPNV and SPI are known as the Group Holding Companies and betweer them own,
directly or indirectly, all the Group jnvestments in a number of companies
engaged in the various branches of the oil and gas, chemicals, metals and coal
businesser,

No sipgnificant change in the business of the Company or of its subsidiaries has
taken place during the year or is expected in the immediately foreseeable future.

The Company’s profit before taxation and extraordinary items increased during the
year from £823 million to £1,218 million. This was due to a substantial reduction
in eurrency tramslation lesses, down by £847.5 million to £74.9 million, partly
offset by reduced dividend income principally from U.K. companies.

The Company has continued to invest surplus funds in curvent investments, mainly
chort term deposits and seeurities, pending suitable opportunities for further
investments in the businesses outlined above, During 1988 in line with this
policy a major invostment was made by a subsidiary company who purchased from
Tenncco Incorporated their exploration and production interests in Colombia.
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RESEARCH AND DEVELOPMENT

The Company’s subsidiaries have available the services of Shell Reseaxch
Limited, a subsidiary of the Company, and other research companies of the Royal
Dutch/Shell Group to carry out rescarch mnd development where it is applicable
in their businesses.

SUBSEQUENT EVENT

The shareholders of the Company have each requested that the Company make
subvention payments in 1989 to SPNV of amounts which in total do not exceed the
sterling equivalent of Netherlands Florins 1,500 million. This is to facilitate
the payment of SPNV's dividends in that yeax. The Directors have considered the
position of the Company’s creditors and shareholders, and determined that they
would not be prejudiced by such payments; the Company has no employees,
Accordingly, the Directors have resolved that it would be in the best interests
of the Company to accede to the requests of the shareholders,

PROFIT AND LOSS ACCOUNT AND DIVIDENDS f million
The profit for the year amounts to 1,076.3
balance brought forward from 1987 of 5,705.0
making a total of 6,781.3
less dividends S544.5
leaving to be carried forward the balance of 6,236.8
this includes £70.4 million mot available for distribution it

(see Note 19 to the Accounts)

DIRECTORS’ INTERESTS

Statement pursuant to the Companies Act 1985, The Directors’' shareholding and
debenture-holding interests in Royal Dutch and subsidiaries of Royal Dutch as
recorded in the Register of such interests are:-

Royal Dutch Royal Dutch

Ordinary Shares 4% priority Share

N,F1.10 each N_.F1.1,000 each

3ist 1lst 31st 1st

Decenbeir January December January

1988 1988 1988 1988

A.P.J. Benard - . § 6
D. de Bruyne 828 828 6 6
L.C. van Wachem 26,600 18,100 6 6
J.H. Choufoex 1,000 1,000 6 6
K. Swvartc 1,412 1,412 6 6
E.G.G. Werner 2,600 2,600 6 6
J.M ., H. van Engelshoven 18,000 12,000 6 6
H. de Ruiter 12,000 6,000 6 6

The incresse in opening balances over that reported last year is due to
Directors accepting their share options retrospectively.
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According to the Register recording such interests, no other Directors had any
such interests in any of the above-mentioned companies and no Directors had any
such interests in any other companies to which the Act applies.

SHARE OPTIONS

The Company has share option arrangements for executives (including Directors)
of the Company and of its subsidiary and associated companies. Options are
granted for not more than five years in the case of a plan established by the
Company in 1967 and ten years in the case of a scheme established by the Company
in 1985 and approved under the Finance Act 1984, at prices not less than the
fair market value of the shares at the time of the grant of the option. Under
these arrangements options are granted over shares of Shell Transport or Royal
Dutch. Shell Petroleum N.V. has similar arrangements, for options for its own
executives (including Directors) and tuose of its subsidiary and associated
companies.

The Company also has a savings related share option scheme, The Shell Sharesave
Scheme, which was approved by the Inland Revenue under the Finance Act 1980 and
involves the grant of options for a period of five years over the shares of Shell
Transport. Seven of the Company'’s subsidiaries operating in the United Kingdom
are also Participating Companies in the Scheme. On 16th December 1988, the
Company granted options over 1,035,297 shares to a total of 1,340 employees of
Participating Companies at an option price of 328p per shaxe. At 3lst December
1988 the number of shares held to back options granted by the Company under the
scheme was 10,260,209 and the number of options outstanding was 10,425,170,

The interests of the Directors of the Company undex all share option schemes of
Group Companies (in terms of options exercised by or granted to them during the
year or outstanding in their favour at the end of year) were as follows:

Options Options Options
Exoeutive Schemes Exercised Granted OQutstandine
Ordinary shares of Shell Transport 393,000 366,000 1,416,600
Ordinary shares of Royal Dutch - 20,500 55,500
Sharesave Scheme
Ordinary shares of Shell Transport - - ' 4,548

Shell Transport shares have been adjusted to reflect the two for one
capitalisation issue in December 1988.

DONATIONS AND_SUBSCRIPTIONS
Charitable Purposes

Contributions made in the United Kingdem by the Company and its subsidiaries for
charitable purposes amounted to £1.5 million.

DR125888.D0C .



|

AUDITORS

Price Waterhouse have expressed their willingness to continue in office as
Auditors of the Company and a resolution proposing their re-appointment will be
put to the members at the Annual General Meeting.

BY ORDER OF THE BOARD
| il

‘ AD GA '{ﬁ;fj

- w—

Company Secretary
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THE SHELIL. PETROLEUM COMPANY LIWMITED

ACCOUNTS FOR THE YEAR ENDED 31ST DECEMBER, 1988
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THE SHELIL, PETROLEUM COMPANY LIMITED

PROFIT AND LOSS ACCOUNT

Income from shares in:-
Group companies
Associated companies

Interest receivable and similar
income

Loss on currency translation

Profit/(loss) on sale of investments

DEDUCT
Iinterest payable and similar charges

Provisions against investments

Administrative expcnses and other items

Profit on ordinary activities
before taxation

Taxation on ordinary activities

PROFIT ON ORDINARY ACTIVITIES
AFTER TAXATION

Extraordinary item

PROFIT FOR THE YEAR

Balance brought forward

Dividends in respect of ordinary
“B" ghares

BALANCE AT END OF YEAR

DR125888.D0OC
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(5.3

19

144.3

2l0

1,379.5

1,218.0

141 .7

1,076.3

1,076.3
5,705.0

6,781.3

5445

6,236.8

1987
£ million

1,413.5

15.4

488.9
(822.4)

(0.2)
995.2

150.0

15.8

172.4

822.8

162.4

660,46
149.1
511.3
5,701.5
6,212.8
507.8

5,705.0



THE SHELL PETROLEUM COMPANY LIMITED

BALANCE SHEET

31lst December 3let December
Note 1988 1987
£ million £f million
FIXED ASSETS
Investments 9 2.618.0 2,219.7
CURRENT ASSETS
Debtors 12 6,069 .4 5,640.3
Investments 13 2,263.9 3,011.5
Cash at bank 34 .9 7.5
8,368.2 8,659.3
CREDITORS - amounts falling due
within one year 14 (3.282.0) (3,706.9)
RET CURRENT ASSETS 5,086.2 4,952 4
TOTAL ASSETS LESS CURRENT LIABILITIES 7,704,2 7,172.1
PROVISION FOR LIABILITIES AND CHARGES
Deferred taxation 16 {(7.9) {(7.7)
Pension commitments 17 . _(.6)
7,694.6 7,162.8
CAPITAL AND RESERVES
Called up share capital 18 255.8 255,8
$hare premium account 902.1 902.1
Other reserves 299.9 299.9
Profit and loss account 19 6.236.8 5,705.0
7.,694.6 7,162.8
Directors

N Nt

éZ4/bUL%@J§£bwv
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THE _SHELL PETROLEUM COMPANY LIMITED

STATEMENT OF SQURCE_AND APPLICATION QF FUNDS

SOURCE OF_FUNDS
Profit before taxation and extraordinary item

Adjustments for items not involving the
movenment of funds:
(Profit)/loss on sale of investments
Increase in provision for pension commitments
Provigions against fixed asset investments
Release of provisions on disposal of
investments

TOTAL GENERATED FROM OPERATIONS
FUNDS FROM OTHER SOURCES

Proceeds from sale of fixed asset investments

APPLICATION OF FUNDS

Taxation paid
Dividends paid
Purchase of fixed asset investments

Subvention payment

MOVEMENT IN WORKING CAPITAL

Debtors 322.6
Creditors 455.2
Investments and cash at bank 20.2
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£ million

1,218.0

15.9

1,224.4

202.5
559.7

404.6

1,166.8

57.6

1,224.4

IS e

1987
£ million

§22.8

NO O
0N

62.0

763.9

79.86

843.5

TRTGCSCI R

(26.2)
749.0

(853.5)
(130.5)

843.5



THE SHELL PETROLEUM COMPANY LIMITED

NOTES TO_THE ACCOUNTS - 31ST DECEMBER, 1988

1, The Company

N.V. Koninklijke Nederlandsche Petroleum Maatschappij (Royal Dutch),
incorporated in the Netherlands, and The "Shell" Transport and Trading
Company, p.l.c. (Shell Transport), are the two Parent Companies of the
companies known collectively as the Royal Dutch/Shell Group of Companies
(Group), and own 60% and 40% respectively of the share capital of the
Company. The ultimate holding company of The Shell Petroleum Company
Limited is therefore Royal Dutch. Royal Dutch and Shell Transport also own
the share capital in the same proportions of Shell Petroleum N.V. (SPNV), a
company incorpsrated in the Netherlands, and, Shell Petroleum Inc. (SPI), a
company incorporated in the United States. The two Parent Companies are mot
themselves part of the Group.

The Company, SPNV and SPI are known as the Group Holding Companies, and
between them own, directly or indirectly, investments in the numerous
companies engaged in the oil and natural gas, chemicals, metals, coal and
other businesses of the Group. Companies in which Royal Dutch and Shell
Transport, either directly or indireetly, have a majority of the voting
pover or have a majority equity interest are normally referred to as
"Companies of the Royal Dutch/Shell Group"” or "Group Companies", Companies
in which Group Companies have interests of 50% or less are normally referved
to as "Associated Companies® and are related companies within the meaning of
the Companies Act 1985.

2. Accounting Policies
a) Accounting Convention

The financial statements have been prepared under the historical cost
convention.

b)  Group Accounts

Consolidated accounts of the Company and its subsidiaries have not
been prepared as the Directors axe of the opinion that the expense
{nvolved would be out of proportion to the value to the members. For
this reason the results of subsidiaries and the Company’s share in the
results of the associated companies have not been included in the
accounts of the Company except to the extent of dividends received or
receivable,

The accounts of the Company, its subsidiaries and associates, together
with the accounts of SPNV, SPI, and their subsidiaries and assocliates,
are incorporated in the financial statements of the Royal Dutch/Shell
Group of Companies which form part of the Annual Reports of Royal Dutch
and Shell Transport., Information regarding the Company’s share in the
results and the not asset values of subsidiaries and associated
companics is given in Notes 10 and 11, such information being based on
accounting policies applied in the aggregation in sterling of the
amounts in the financial statements of the Royal Dutch/Shell Group
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c)

d)

e)

)

g)

h)

/

referred to above. A summary of the more important accounting policies
applied in the aggregation is provided in Annexe I to these notes.

In addition the reported profit/(loss) and aggregate capital and
reserves of the Company's major subsidiaries and direct asgsociates are
set out in Note 20.

Fixed Asset Investments

These comprise investments in shares and loans which the Directors
intend to hold on a continuing basis in the Company’'s business. The
{r.vestiments are stated at cost less provisions which are made where

the attributable net asset value falls short of the carrying value and
where there is little prospect that this deficiency will be recovered
from future earnings.

Income from Shares in Group and Associated Companies

Income from shares in Croup and Associated companics represents
dividends, including accruals relating to 1988 and prior periods,
provided that receipt of the dividend is assured.

Deferred Taxation

Deferred taxation is provided on all timing differences except where
there is a reasonable probability that no liability will arise in the
foreseeable future.

F Curxency Translatio

Assets and liabilities recorded in foreign currencies have been
expressed in sterling at the rates of exchange ruling on 3ist
December, 1988. Differences on translation are included in the profic
and loss account.

Current Ascet Investments

Securities are stated at cost adjusted by amortisation of premiums or
the accrual of discount, as appropriate, over periods to maturity.

Other investments are stated at the lower of cost or net realisable
valde.

Forward Exchange Contracts

Forward exchange contracts taken out to cover the currency exposure in
sterling of the Company in respect of its pool of foreign currency
monetary assets or specific foreign currency liabllities, are deemed to
be hedges., Difference in exchange gains or losses on such contracts
are offset against those arising on the hedged assets or liabilities.
Promiums or discounts on the contracts are amortised over the lives of
the contracts. All other forward exchange contracts are marked to
market and gains or losses taken direct to income.
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PROFIT_AND 10SS_ACCOUNT

6,

Interest receivable and similar income

Group companies
Subsidiaries
Fellow subsidiaries
Associated companies
unlisted
listed
Interest from banks and similar income

Interest pavable and simil charges
on_loans repayable within 5 wvears

Group company loans
Subsidiaries
Fellow subsidiaries
Bank charges
Commitment fees
Premium on forward exchange contracts

Profit on ordipary activities before taxation

Profit on ordinary activities before taxation is stated after charging the

following:

Auditors’ remuneration

Extraordinary item

The Company made noe subvention payment in 1988 (1987

DR125888.DOC 12
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The charge for the year of £141.7m (1987 £162.4m) is made up as follows: -

1988 1987
£ million £ million
i) United Kingdom corporation tax
Based on the net profit for the year  430.5 361.3
Double taxation relief (295.2) (236.6)
135.3 124.7
Deferred taxation {(Note 16) 0.2 (1.9)
135.5 122.8
ii) Advance corporation tax
- prior year adjustment (22.4) -
iii) Taxation imposed outside the
United Kingdom 24.0 22.1
iv) United Kingdom tax attributable
to franked investment income G.9 0.7
v) Group relief payments 3.7 16,8
141.7 162.4

P g ——

United Kingdom corporation tax, calculated at 35%, is based on income
included in the Profit and Loss Account and chargeable gains arising during
1988, less expenses, and charges on income.

The company or companies which have surrendered or will surrender losses by
way of group relief to the Company in respect of an accounting period may
call upon the Company to make a payment of an amount not exceeding the
amount of the relief surrendered for that period. Group relief
provisionally surrendered to the Company to date for which no payment has
been called, and consequently for which no provision has been made, amoun.s
to some £2,400m (1987 £2,400m).

United Kingdom advance corporation tax has been computed at the rate of
twenty-five seventy-fifths of the year’s dividends and reduced by tax
eavadits on franked investment income received during the year. Under the
provisions of Section 240 of the Income and Corporation Taxes act 1988, the
surplus advance corporation tax. paid or payable in respect of dividends
deelared for the year is available, or will be available when paid, to be
gurrendered to subsidiary companies for offset against their future
corporation tax liabilities. During the year an amount of £78.6m in respect
of the accounting period to 3lst December, 1982 (1987 £79.9m in respect of
1981) was formally surrendered by the Company to subsidiary companies in
consldaration for which the Company may call for payments not exceeding the
amounts gsurrendered, Advance corporation tax formally surrendered by the
Company to 3lst Dececber, 1988 amounts to £640.8m (1987 £562.2m); of this
amount payment has been received for £215.8m (1987 £215.8m). The total
amount of advanes corporation tax paid for the years up to and inecluding
1088 availabie for future formal surrender by the Company amounts to some
£390m (1987 £380m).

DR125888.D0OG 13



Diractors

i)

i1}

Information relating to Directors’ emoluients and pensions pursuant to
Section 231 and Schedule 5 of the Companies Act 1985

In 1968 the emoluments of the Chairman, who was also the highest
paid Director, were £233,521 (1987 £206,/51).

The number of Directors (including the foregoing) whose emoluments
fell within the prescribed ranges were:-

1988 1987
£ £
Not more than £5,000 - 1
£5,001 - 10,009 7 7
£20,001 - £25,000 - 1
£35,00r - £40,000 3 3
£95,001 - £100,000 - 1
£145,001 -  £150,000 - 1
£175,001 -  £180,000 i -
£205,00L - £210,000 1 1
£230,101 -  £235,000 1 -
1938 1987
£ £
pPirectors’ emoluments, including
pension fund contributions for the year:
In respect of sexvices as Directors 45,500 52,600
In respect of other services 169,380 617,312
814,880 669,312
Directors’ and past Directors’ pensions:
In respect of services as Directoxs . -
In respect of other services 253,316 295,061,
1,068,196 964,373

Of these emoluments and pensions £546,016 in 1988 and £591,144 in 1987
were borne by the Company and charged in the Profit and Loss Account.

Statenent of other t

and_Schedule 6 of the Covpaniss Act 1685

sactiens with Directors pursuant to Section 232

M. D, de Bimyne, held a yeaxly sub-tenancy of a leasehold property of
a subsidiary under an agreement dated 13th November, 1970. This

sub-tenaney ceased on Scth October, 1988.

The rental, ba-:d on open

market rates, was £37,871 p.a. inclusive of rates and maintenance

charges,
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iii) Direetors' interests under Share Option Schemes

Directors’ interests under all share option schemes oi Group Companies

are

set out in the Repoxt of the Directors.

Directors’ options under the Company's own schemes by virtue of option
agreements with the Company or a subsidiary were as follows: -

Option. Options Options Options
Option Qutstanding Granted Exercised Outstanding
Date of Price 1st January during during 31lst December
Grant Pence 1988 1988 1988 1988
Sir Peter i6.12.83 187.0 50,400 - 50,400~ -
Baxendell *16.12.83 187.0 159,600 - 159,600+~ -
9.01.85 216.6" 201,000 - 201.900
411,000 - 210,000 201,000
P.F. Holmas +*¥16,12.85 212.6° 150,000 - “ 150,000
“12.12.86 319.0 1,155 - - 1,155
+*15,12.86 316.3° 120,000 - - 120,000
11.12.87 323.3° 129,000 - - 129,000
%#1],12,87 323.3" 21,000 - - 21,000
11.12.87 332.0 1,080 - - 1,080
16.12.88 344.0 = 150,000 - 150,000
422,235 150,000 - 572,235
J.S, Jenningsk¥l4,12.87 323.3° 108,000 - - 108,000
16.12.38 344.0 - 108,000 - 108 600
108,000 108,000 - 216,000
W.C. Thomson 16.12.83 187.0 30,000 - 30, 000%# -
%16,12.83 187.0 90,000 - 90,0003 -
9,01.85 216.6° 105,600 - - 105,600
225,600 - 120,000 105,600
T Cude *%16,12,85 212.6° 63,000 - 63,000@ -
D.. welhan ~12.12.86 319.0 2,313 - - 2,313
*%15,12,86 316.% 108,000 - - 108,000
11,12.87 323.%3 87,000 - - 87,000
*%14,12.87 323.3 21,000 - - 21,000
16.12.88 344.0 - 108,000 _ - 108.000
281,313 108,000 63,000 326,313

% Option agreement with the Company’s subsidiary Shell International

Petrol
**0Option
* Option
# Price
+ Price
~ Price
@ Price

DR125888,D0C
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granted under the Company's Share Option Scheme (1985)
granted undsr the Shell Sharesave Scheme

on date of exercise of option on 120,000 shares 355.0p

on date of exercise of option on 90,000 shares 324 1/3p.

on date of exercise of option on 120,000 shares 328.0p
on date of exercise of option on 63,000 shares 337.0p.
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BALANCE SHEET

9. Fixed Assets - Investments
Subsidiary Subsidiary Fellow Associated
Companies Companies Subsidiary Companies
Shares Loans Shares Shares Total

£ million £ million f million £ million £ million
Cost
At 1.1.88 2,135.9 34.7 26.9 77.7 2,275.2
Additions 403.5 - - 1.1 404 .6
Disposals (2.4) - (0.3} {3.9) (6.6)
At 1.12.88 2,537.0 34,7 26.6 74.9 2,673.2
Amounts Provided
At 1.1.88 (43.6) - - {11.9) (55.%)
Disposals - - - 0.3 0.3
At 31.12.88 (43,43} —_ . 11.6 55.2
Net Book Amount
31.12.88 2,493.4 34,7 26.6 63.3 2,618.0
31.,12.87 2,092.3 34,7 26.9 65.8 2,219.7

Including in the category of shares in Associated Companies is an amount of

£26.1m (1987 £26.8m) in respect of listed investments with a quoted market
value of £1,337.3m (1987 £889.8mw).
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Subsidiary and Fellow Subsidiary Companies

Based on audited statements the aggregate of the underlying net assets
attributable to the Cumpany's carvying value (see Note 9) of £2,520.0m (1987
£2,119.2m) amounted to £8,471.5m (1987 £7,477.1m) at 31lst December arris ad
at as follows:-

1988 1987
f million f million
Restated
Net assets at beginning of year 7.,477.1% 7,904.1
Profit before taxatioen 3,016.9 3,459.6
Taxation (1,602 .7) 2.044.6
Profit after taxation 1,414.2 1,415.0
Dividends paid and proposed (915,33 1,413.5
498.9 1.5
Equity inwcstments 403.5 81.7
Equity disposnils (2.7) (0.2)
Transfer of retained earnings
from Associates (0.2) 47.8
Currency translation differences 8.9 (557.8)
Net assets at end of year 8,471.5 7,477.1

S T—————— P ST VT -

In 1988, Group accounting policies with respect to deferred taxation and the
capitalization of interest changed, as a result of which the finmancial
statements of the Group for prior years have been restated.

These net assets include amounts in currencies on which there are
restrictions on remittances. They also include an estimated deferred
taxation asset of some £850m (1987 £850m) in respect of payments which may
be called for in respect of group relief provisionally surrendered to the
Company by its subsidiaries. This amount has not: been fully recognised as a
1iability in the Company’s accounts. Details of the group relief
provisionally surrendered to the Company for which no provision has been
made are set out in Note 7.

The provision for deferred taxation within the underlying net assets at
31st December 1988 amounts to £1,597.8m (1987 £1,636.8m). If deferred
taxation had been provided only for amounts conmsidered to become payable
within the foreseeable future in accordance with United Kingdom practice;

a) the provision would have been reduced and the net assets increased by
£455,0m (1987 £395.1m);

b) the charge for taxation shown above would have been increased by £36.06m
(1987 reduced by £57.1m).

DR125888.,D0OC 17



11, Associated Companies

Based on the last audited accounts received and estimates thereafter the
aggregate of the underlying net assets of these companies attributable to
the Company's carrying value (See Note 9) of £63.3m (1987 £65.8m) amounted
to £176.6m (1987 £159.2m) at 3lst December arrived at as follows:

1988 1687
£ million £ million
Net assets at beginning of year 159.2 197.5
Profit before taxation 62.°¢ 55.8
Taxation 27 . (16.1)
Profitr after taxation 35.5 39.7
Dividends paid and proposed i3.1 (15.4)
22.4 24.3
Currency translation differences {(2.2) {5.9)
Equity investments 1.2 0.2
Equity disposals (4.0) (9.1)
Transfer retained earnings to subsidiary
Companies - 47.8
176.6 159.2
12, Bebtors
1988 1987
Within 1 Year Over 1 Year Within 1 Year Over 1 Year
£ million £ millien £ mitlion £ million
Prepayments and
accrued income 13.2 - 104.6 -
Group Companies
Subsidiaries 948.0 1,689.2 910.1 1,200.5
Fellow Subsidiaries 304.8 2,828.4 226.5 2,938.1
Associated Companies 12.7 18.9 19.1 17.1
Other debtors 143.8 - 113.8 -
A.C.T. recoverable - _105.4 —_— __110.5
1.,427.5 4.641.9 1.374.1 4,266,2
6,069.4 5,640.3

Pyl Sk S EX T8 AT e 1T

Ineluded in the amount due from fellow subsidiaries is £2,619.1m, being a
loan due from Shell Petroleum Inc. of U.S.$4,714.5m translated at the year
end exchange rate, The loan is repayable over ten years commencing from
1986, The gein of £110.8m (1987 loss £734.1m) arising on the translation of
this loan balance into sterling is included in the loss of £74.9m (1987
£922.4m) shown in the Profit and Loss Account,

Other debtors inecludes an amount of £16.8m (1987 £17.7m) deposited with

banks ns seecurity for their loans to third parties, and an interest free
advance to Shell Transport amounting to £75.7m (1987 £65.0m).

DR125888.D0C 18



13, Investments

1988 1987
f million £ million
British Government securities
(Market Value 1988 £112.6m, 1987 £334.1) 112.6 333.
US Dollar quoted securities
(Market Value 1988 £307.3m, 1987 £233.4) 307.2 233,
Sundry quoted securities
(Market Value 1988 £277.4m, 1987 £522.9) 277.3 522.5
Bank deposits 456.9 1,171.9
Other short term deposits 1,052.2 693.5
Ordinary shares of Shell Transport in
respect of which share options have
been granted, at cost, being below
option price and market value 52.6 48.3
Ocher 3.8 6.9
Associated Company debentures 1.3 1.5
2,263.9 3,011.5
14. Creditors - amounts falling due within one year
1988 1987
£f million £ million
Group Companles:
Subgidir ~ies 1,460.0 1,509.1
Fellow : $4iaries 1,019.9 1,434.5
Asgsociated ¢ ~nies 4.5 4.5
Taxation payable (See Note 15) 427.0 381.5
bividends payable 316.3 331.5
Other —S4,3 45 .8
3,282.0 3,706.9
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15. Taxation pavable

The assessments for the years 1973 and later are not yet finally agreed,

The amount set aside for taxation represents the provision for estimated
outstanding liabilities for taxatlon based on net income and chargeable
gains included in the accounts for years up to and including 1988 and the
advance corporation tax payable in respect of the dividends paid or payable
for the year 1988.

The provision comprises:- 1988 1687
f million £ million
Corporation tax liability 836.9 704.4
Advance corporation tax recoverable (598.1) (501.6)
238.8 202.8
Advance corporation tax in respect of
dividends paid 75.7 65.0
Advance corporation tax which becomes payable
whan dividends already declared are paid 105.4 110.5
Other provisions 7.1 3.2
427.0 381.5

The United Kingdom Inland Revenue continues to enquire into the practices
of the oil industry with regard to inter-affiliate pricing. Although the
availability of group relief in respect of losses of subsidiary companies
is affected by these enquiries, it is considered that the provisions made
by the Company for U.K, taxation for the years up to and including 1988
will not be materially affected.

16, Deferred taxation

Boferred taxation has been provided in full as follows:-

Hovement
Balance during Balance
1.1.88 year 31,12 88

f miilion £ million £ million

Short term timing differences
relating to interest accruals 7.7 0.2 7.9

o ol 4 - T ey
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17.

18.

lg.

Pension_commitments

1)  Contributions are payable by the Company to the Shell Contributory
Pension Fund in 1988 in respect of the pensionable emoluments of the
three Managing Directors of the Company who are Members of that Fund at
the rate of 6% of those emoluments.

ii) Provision of £f1,7m (1987 £1.6m) has been made in respect of the
actuarial value of unfunded pension obligations to other Directors.

Called up share capital
At 31st December, 1988 and 1987 the authorised and issued share capital of
the Company was: -

£ million

Ordinary "A" shares of £1 each

(held by Royal Dutch) 153,5

Ordinary "B" shares of £1 each
(held by Shell Transport) 102.3
255.8

Distriburable retained earnings

Unrealised exchange gains and losses arising on long term monetary items
are included in the Profit and Loss Account. In the Directors’ opinion to
exclude the gains but include the losses would be unrealistic since
recognition of both reflects more accurately the Company'’s involvement in
currency transactions.

The exchange gains on long term monetary items which have not been realised
are not avallable for distribution., Thus the profits available for
distribution are reduced by £70.4m to £6,166.4m.

DR125888.D0C 21



20, Dacalls of the Hajor Subsidiaries and Diyect Associatms which are sipmificant in colacion to the profit or the assecs
of the comoanvy pursuant to Schadule 5 or the Cempanans Act 1985

Provartion of Heminal

Value of Shares heid Profit/ Capital &
Councry_of Class of Directly Indirectly (Lossy * FHeserves *
Subsidiaries Incorporation Shares rs z Curreney Hillions Hillions
Copania Shell da Colombia Inc. U.5.A, Ordinary 100.00 - uss (45) & B4O ff
Dansk Shell Danmark Ordinary 100.00 - D.Kx 14% 1,358
Mytilus Inwurance Co. Ltd. Groat Bricain  Ordinary 100.00 - £ 10 as
Norsre Shall Horvay Oxdinary 100.00 - H.Xx 533 1,725
Pilipinas Shall Petroleun
*Corparation Philippinas Oedinary 66.67 - Posos 578 4,886
Sagah Shell Peacrolewm Co. Lrd. Grnaf Bricain  Ordinary 100.00 - M3 39 96
Saravak Shall Bethad Savavak Ovdinary - - 55.00 H$ ' 230 684
Shell Auscralia Ltd. Australia Ordinary - 100.00 - AS 281 2,465
Shall Brazil S.A. (Petroieus) Brazil Ordinary - 160.00 CGruzesive 76,180 431,429
The Shell Co. of Australia Ltd, Austratia Crdinsry - 100.00 AS 3 615
Shell Zazcern Pacrolam (Pry) Ltd. Singapore Ordinary - 100,00 5% 149 1,122
Shell Holdings Baxeuaa Lud. Bercuda Oxdinary - 100,00 £ 121 y
Shell Holdings {U.%.)} Lzd. Great Brirain Ordinary 100.00 - £ 496 812
Shell Intornaticnel Chesical Co.Lod.Greac Sritain  Orxdinary 100.00 - £ (2) (11)
Shall Incevaational Marine Ltd. Greac Avigain Ordinary 100.00 - £ 1 19
Shell Incernational Pecroleus
Company Limited Great Brirain Ordinary 100,00 - £ 124 (175)
Shell Nev Zsaland Holdings Heu Zaaland Ordinary 100.00 ° - ws 91 352
Shall Osan Tradisg Co. Lzd, Groat dracain Crdinacy 100,00 - uss 146 29
thell Cvarssas Holdings Led, Crear 3ritain Ordipary 100.00 - £ 315 1,374
Shell Oversess Trading Led, Bareuda Ozdinary 100.00 - | 4 4l - 6585
Sholl Pecrolewma Devolopesnt
Ca. of Higeria Ltd, Higeris . Ordinary 100.00 Naira 8856 963
Shell Porrugess S5.A.R.L. Portugal Ordinary 100,00 - Eascudos 2,124 12,206
Shell fefiming {Australia) Pry Led, hustralia Ordinary - 100.00 A 31 222
Shall Switzerland Suitzarland Ordinary 100.00 - 5.7r 25 264
Shell Tankars (U.E.) Ltd, Great Bratiin  Ordinary - 100.09 £ 1 197
Shell UK. Lid. Creat Brirain Ordinary - 100.60 £ 285 1,398
Svensics Shall Svedan Ordinary 100.00 - 5.Xr 96 373
Tacoas Co. Ltd. Barrudy Ordinscy - 100.00 £ 11 11
Yrllov Subsidiary
puwutsche Shell A.Go Goroxny Ordinaty 22,14 - 121 325 1,333
Dirret Adaoctates .
Hitsubish! Yuka L.X. Japan Ordinacy 14.38, £.26 Yenn, 20,360 121,017
Hational Organic
Chemical Industring Ltd, India Qrdinary 31.13 - Rupess 174 916 |
Patrolates Developoent Gaaa L.L1.C.  Oaan Ordinscy 34.00 - uss - 25
Shava Shell Sexiyu R.E. Japan Ordinary 46,74 3.26 Yen 10,698 63,779
Hotnse
* The profit or loss and aggregatas of capitxl and rasarvas are -ax-publisbed in the compmies! latast sratutory

dccounts.whezesavailablas othervise ussudited draft starutory accounts have besn used. These aceounts have baan
prapared in sccordasce with the accounting principles cpersting in the countriss of iscerporaticn and do not
necossarily cenform with United Lingaoa accounting principlas. o

g4 Statugory accounte are heithac regutred for, nor publishad by, this cozpany. C quently the unaudited inforzation
disclosed is 4s advised by the directors.
{ The aceounting pericd has been changed to 31 MHarch, from 1989. Consequently, STAtuTOry 3ccounts arm HOT Yat

available for 1788. The fiyures shown are fron the latest published accownes vhich are for the period ended
Mes Gocembur 1987,



21.

(a)

b)

Contingent liabilities
The Company has given guarantees;

i) for the due performance of, and all obligations under, certain
charter parties between third parties and

a) fellow subsidiary companies amounting to £82.6m (1987
£69.5m)
b) subsidiary companies amounting to £22.0m (1987 £30.3m)
ii) for the due performance of, and all obligations under, joint

operating agreements between third parties and a fellow
subsidiary company amounting to £82.7m (1987 £82.9m)

iii)  in respect of loans and overdraft facilities granted by banks
and other finance institutions to:

a) a fellow subsidiary company totalling £0.3m (1987 £0.6m)
b) subsidiary companies totalling E£7.2m {1987 £5.7m)

e) related companies totalling £10.2m (1987 £1.5m)

d) other companies totalling £35.4m (1987 £44.3m)

iv) in respect of other obligations of:
a) a subsidiary company amounting to £23.9m (1987 £21.8m)
b) other companies amounting to £0.3m (1987 £0.5m)

0f the foregoing amounts, £40.9n (1987 £69.5) undexr items (i)
(a) and £33,5m (1987 £40.3m) under item (iii) {d} are jointly
and severally guaranteed with Shell Petroleum N.V.

The Company has declared itself jointly and severally liable with Shell
Petroleum N.V. for the liabilities of Shell Petroleum N.V. arising out
of sets in law and in consideration therefore Shell Petroleum N.V. has
undertaken to guarantee all liabilities of the Company arising out of
acts in law, and for this purpose, to be a surety for the Company in
accordance with the relevant provisions of the Netherlands Civil Code.

In the judgement of the Directors no losses are likely to fall on the
Company from this surety. The underlying net assets of Shell Petroleum
N.V., including those of its subsidiary and associated companies, as
shown in the Balance Sheet Notes to the Accounts of Shell Petroleum
N.V,, as at 3lst December, 1988 were approximately N.Fl.44,300m,
£12,238m (1987 H,FL. 37,000m, £11,111m).

No security has been provided by the Company in connection with the
abovae,
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21.

d)

22.

ii)

iii)

iv)

23.

6.

[
Contingent liabilities (Cont.)

The operations and earnings of the Company'’s subsidiary and fellow
subsidiary companies continue, from time to time, to be affected to
varying degrees by politiecal, legislative, fiscal and regulatory
developments, including those relating tu environmental protection, in
the countries in which they operate. The nature and frequency of these
developments, as well as their effect on the future operations and
earnings of subsidiary and fellow subsidiary companies, are
unpredictable.

Financial commitments

The Company has undertaken to provide finance, the majority of which is
denominated in U.S. Dollars, Dutch Flerins and Sterling, mainly by the
making of advances to or subscription for shares in:-

a) Subsidiary Companies totalling £682.1m (1987 - £509.4m)

b) Fellow Subsidiary Companies totalling £102.5m (1987 - £76.8m)
c) Related Companies totalling £25.4m (1987 - £135.1m)

d) Third parties totalling £0.6m (1987 - £0.5m)

The company has also undertaken to provide finance by subscription for
shares in and the making of advances to new companies totalling £18.%m
(1987 - £2.4m).

The Company has also agreed to provide short term financial support to
certain subsidiary companies to enable them to meet liabilities
incurred in the ordinary course or business.

The company is committed to pay a further U.S. $100m, £55.6m (1987 -
U$5100m, £53.5m) relating to the aquisition of a new subsidiary
Company; the payment is contingent upon the subsidiary cempany reaching
certain production targets.

Subsequent ave

The sharcholders of the Company have each requested that the Company make
subvention payments in 1989 to SPNV of amounts vhich in total do not exceed
the sterling equivalent of Netherlands Florins 1,500 million, This is to
facilitate the payment of SPNV’s dividends in that year. The Directors have
considered the position of the Company’s creditors and shareholders, and
determined that they would not be prejudiced by such payments; the Company
has no employees, Accordingly, the Directors have resolved that it would be
in the boest dinterests of the Company to accede to the requests of the
sharaholdexs,

Board_approval

The Board of Direetors approved these accounts on =3 MAY 1989
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ANNEXE 1

SUMMARY OF SHE MORE TMPORTANT ACCOUNTING POLICIES

APPLIED IN THE AGGREGATION OF THE ACCOUNTS OF COMPANIES OF

THE ROYAL DUTCH/SHELL GROUP (REFERENCE NOTE 2 b} )

Principles

The financial statements have been prepared under the historical cost
convention. They are consistent in all material respects with the generally
accepted accounting principles in each of The Netherlands, the United Kingdom
and the United States, except for that in uge in the United Kingdom in respect
of deferred taxation as clarified balow,

~ I

The financial statements take the form of au aggregation in stexling of the
accounts of the companies in which Royal Dutch Petroleum Company (Royal Dutch)
and The "Shell” Transport and Trading Company, p.l.c. (Sheil Trausport), either
directly or indirectly, have a majority of the voting power or have a majority
equity interest, Certain Group companies having a negligible ecfect on the
aggregation are accounted for as associated companies. The accounts of the
above two Parent Companies are not inciuded in the said financial statements,
wvhose object is to demonscrate the financial position and resvits of operations
of a group of undertakings in which each Parent Company has an interest in
common whilst mainvaining its separate identity.

Invesiments of Group companies in associated companies, in which the Group
i{nterest Lz 508 or less, ere accounted for on the equity basis unless
immaterial, in which case the investment is accounted for on a cost/dividend
basis,

Croup companies’ undivided interests in unincorporaced joint ventures are taken
up proportionately in the financial statements.

Currancy translation

Assots and liabilities of non-sterling Group companies are translated to
sterling at year-end rates of exchange, whilst their statements of income and
gource and uze of funde are translated at quarterly average rates. Translation
differences arising on aggregation are taken direct to a curiency translation
differences account, which forms part of Parent Companies’ interest in Group net
asgets. Upon disinvestment or liquidation of a mon-sterling Group company
cumulative currency translation differences are taken to income.

The sterling equivalents of gains and losses in exchange arising in Group
companias as a result of their foreign currency transactions (including those in
respect of inter-company balances unless related to transactions of a long-term
investment nature) are ineluded in Group net income.
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ANRE."Z T

Exrtoration costs

Group companies follow the 'successful efforts’ mechod in accounting for
exploration costs. As a result, exploration costs are charged to income as
incurred with the exception that exploratory drilling costs are initially
included in tangible fized assets pending determination of conmercial reserves;
should the efforts be determincd unsuccessful, they are then charged against
income.

Tangible fixed assets

Acquisitions of tangible fixed assets (properiy, plant and equipment ineluding
rights and concessions) are capitalized at cost. Cost generally comprises
purchase cost and cost of own services where appropriate. 1In the case of
material capital projects it includes related interest cost during the
construction phase until the assets are ready for intended wuge. In 1988 the time
when capitalization of interest should cease was changed. Leases proviging Group
companies with substantially all benefits and risks of ownership are capitalized
as tangible fixed assets 4t amounts equivalent to the estimated present value of
the underlying lease jayments,

investment and development grants related to tungible fixed assets are, in
general, initially recorded as deferred income. Subsequently, they are ta%en to
income over the useful lives of the related assets. Investment tax credits
relating to tangible fixed assets are taken t7 jncome in the year in which they
arise.

Estimated dismantlement and restoration costs are provided for and charged
against income on the unit-cf-production basis,

Invegtments in_azsociated companies

Tnvestments in associated companies unless immarerial are statec at the acrunt
of the Group share in the net asgsets of the companies concerned. Such
investments include capitalized Interest on funds invested by Group companies
which are used by the assocfated companies for material capital projects during
the construction phase, prior to the commencement of their principal operations,
The Statement of Income includes the Group share of met income of assoclated
companies less amortizacion of interest capitalized.

Investments in associated companies which are immaterial are stated at cost less
provisions, and the Statcment of income includes the dividends from such
investments.

Inv ntories

Inventories are valued st cost to the /' ‘oup or net realizable value, whichever
15 lower. Such cost is determined for the most part by the first-in first-out
method (FIFO), but relatively lmportant amounts are determined on the basis of
the last-in firsteout method (LIFO), Cost comprises all direect purchase costs
and attributable operating oxpenses (the cost of production - including taxes -
transportation and manufacturing).
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Short-term securities ANNEXE T

Short-term securities are generally stated at the lower of cost or market value.
Short-term government securities are, however, stated at cost, adjusted by the
amortization of premiums and the accrual of discounts over periods to maturity.

Short-term sec.icities comprise highly liquid investments with a wide range of
maturity dates. They are purchased by the Group as part of its short-term funds
management policy and are generally realized well before their maturity dates.
These are considered to be cash equivalents for the purposes of the Group
Statement of cash flows.

Emplovee retirement plans

Retirement plans to which employees contribute and many non-contributory plans
are generally funded by payment to trusts independent of the companies’
finances. Where, due to local conditions, a plan is not funded, a provision Js
mad~ in the financial statements. Valuation of both funded and unfunded plans
are carried out by independent actuaries taking into account future remunerxation
and other local factors.

Pens.on cost for the year comprises the actuarial present value of future pension
benefits attributed to services rendered by employees during the year and the
increase in the present value of the benefits earned by employees in previous
years net of the return on the plan assets. These costs are adjusted by the
recognition, generally over the estimated remaining employee worklife, of the
differences between the projected benmefir obligations of both funded and unfunded
plans and the related plan assets and unfunded pension provisions.

Salas proceeds and expenditures

Sales proceeds are determined by reference to the sales price of the goods
delivered and services rendered during the year. Intra-Group sales are based on
prices generally equivalent to commercially available prices.

Expenditures are charged apainst income in the period in which the related sales
are recognized.

Depreciation, depletion and_amortization

Tangible fixed assets related to producing activities are depleted on the
unit-of-production basis over the proved developed reserves of the field
concerned, except in the case of those assets whose useful life is shoxtex than
che lifetime of the f£ield, in which case the straight-line method is applied,
Rights and concessions however, are depleted on the unit of production basis over
the total proved reserves of the relevant area.

Unproved propertles are amortized as requirad by particular circumstances.
Other tanpgible fined assets are in general depreciated on a straight-line basis
over their estimated useful lives.

Deferred taxation

Neferred taxation is provided using the comprehensive liability method of
accounting for income taxes under which deferred tax consequences are recognized
for differences between the book amounts and the tax amounts of assets and
1iabilities, Deferred taxation on these differences is determined using the
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provisions of enacted tax laws, including rates, and is adjusted upon enactment
of a change in these laws.

Deferred taxation was forme.ly provided under the comprehensive deferral method.
Research and development
Research and development expenditure is charged against income as incurred, with

the exception of that on buildings and major items of equipment which have an
glternative use.
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REPORT OF THE AUDITORS TO THE MEMBERS OF

THE SHELL, PETROLEUM COMPANY LIMITED

We have audited the financial statements on pages 6 to 28 iIn acs .,pdance with
Auditing Standards.

In our opinion the financial statements give a true and fair vii oy, of the state
of affairs of the company at 31st December, 1988 and of the pro:.fi+ and source
and application of funds for the year then ended and have been properly prepared
in accordance with the Companies Act 1985,

Q.C/@’ M’L@Lﬂ&/\&—
Cuathwarsy Tewer:,

Price Waterhouse %
32 Londoman Bridge Street,

Chartered Accountants LONPOR, gm] 457%.

© =3 MAY 1989

DR125888.D0OC 29



