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Infroduction

Constitution of the Shell Overseas Contributery Pension Fund

The Shell Overseas Contributory Pension Fund {‘the Fund”} is govemed by a Trust Deed and
Regulations dated 30 June 1953, as amended from lime to fime. The Fund is administered by Shell
Trust (Bermuda) Limited which, in its capacity as Trustes, applies the Fund for the purpose of paying
pensions and other benefits in accordance with the Trust Deed and Regulations and has
responsibility for the overall management of the fund.

Closure of the Fund

The Fund was open fo eligible employees up lo and including 28 February 2013 when the Shell
Companies formally closed the Fund to new hires. New hires recruited on and from 1 March 2013
aré o longer eligible for membership of the Fund.

A new defined contribution pension plan, the UK Shell Pension Plan {UKSPP) is offered to all new
hires in the UK on and from 1 March 2013. The Plan is open to cll new employees with the UK as
their base country, whether they cre working in the UK or as expatriates.

Registration of the Fund

During 2014 the Fund became a Bermudion registered pension fund under the voluntary
registration provisions of the Pension Trust Funds Act 1966. The Trustee approved one deed of
amendment 1o the Trwst Deed and Regulations of the Fund which was execuled on 5 June 2014
with effect from the same date. The amendment provides that the Trusiee will provide on demand fo
every person who has rights under the Fund and who has been or is employed by a participating
employer, a copy of the Trust Deed, the latest financial stalements and/or the latest actuarial
valuafion. This amendment was made at the request of the Bermudian pensions regisirar as pent of
the requirements for becoming a Bermudian registered pension fund.

The Trustes

The power of appointing and removing the Trustee vests in the Founding Companies, The Shell
Petroleum Company Limited and Shell Petroleum N.V. The majorily of the Directors are resident in
Bermuda. The Trustee Board mests quarterly.

The Trustee has entered into a Service Agreement with Shell International Limited {'SIL'} to provide
the Trustee with administrative and support sevices. The Trustee has entered info an Invesiment
Management Agreement with Shell Asset Management Company B.V. in The Netherlands (the
“Investment Manager”} to provide the Trustee with invesiment management services.

The reimbursement for the administrative and support services provided by SIL is on a cost basis
allocated between schemes and based on the number of Members. The reimbursement for the
investment sewvices provided by Shell Asset Management Company B.V. {'SAMCo'| is based on a
cost plus basis.




Statement of Trustee's Respensibilities

Trusfee's responsibilities in respect of the financial statements

The financial statements, which are prepared in accordance with UK Generdly Accepled
Accounting Pracfice, including the Firancial Reporting Standard applicable in the UK {FRS 102] are
the responsibility of the Trustee. Pension scheme regulations require, and the Trustee is responsible
for ensuring, that those financial statements:

s show a irve and fair view of the financial transactions of the Fund during the Fund year and of
the amount and disposition at tha end of the Fund year of its assets and liabilifies, other than
liabllities to pay pensions and benefits after the end of the Fund year; and

o contain the information specified by the Pension Trust Funds Act 1966 {Bemuda), including
making o statement whether the financial statements have been prepared in accordance with
the relevant financial reporfing framework.

In discharging the above responsibilities, the Truslee is responsible for selecting suitable accounfing
policies, to be applied consistenly, making any estimates and judgments on a prudent and
reasonable basis, and for the prepuration of the financial statements on a going concern basis
unless It is inappropricte fo presume that the Fund will not be wound up.

The Trustee is also responsible for making available certain other information about the Fund in the
form of an annual report. The Trustee also has a general respensibility for ensuring that adequate
accounting records are kept and for iaking such steps as are reasonably open to It to safeguard the
assets of the Fund and to prevent ond detect fraud and other irregularities, including the
mainfenance of an appropriate system of infernal control.

Member Communications

Copies of the Trust Deed and Regulations of the Fund and Explanatory Booklet, a simple guide to
the provisions of the Shell Overseas Contributory Pension Fund [SOCPF), are made available on
request to Members of the Fund.

The Annual Report and Financial Statements Is available on request and summaries of the Report
are published in the annual pensions seport called ‘the Source” which is sent to all Employed
Members, pensioners and deferred Members.

The Trustee and Company provides a website for  Shell Pensions in the UK
www,shell.co.uk/pensions. This includes information about the SOCPF and Members’ benefits.
Coples of the Explanalory Booklet, the Source” and the Annual Report & Financial Statements are
available on the website. Copies of the Trust Deed and the documents above are colso available
from HR Online (Employed Members] or available on request from the Pensions Administration
Team or the Fund Secrefary/Trustee (pensioner and deferred Members).

Members can obtain information abou! their own pension benelfils by confacting the following:

Employed Members should contact the Pensions Advisory Unit for queries about their pension
email pensions-advisoryunil@shell.com, telephone 020 7934 4352 or 020 7934 4395,

Pensioners or deferred Members should contact the Pensions Administration Team for queries about
thetr pension email pensions-adminisl‘Gtion-¥ondon-|@shei|.com, telephone 020 7934 1190.

For queries which Members would like: fo raise with the Trustee which are not covered by the website,
the Pensions Advisory Unit or the Pensions Administration Team, contact The Secretary of Shell Trust
[Bermuda) Limited at 3rd floor, Continantal Building, 25 Church Street, Hamilton, HM 12 Bermuda.




Employed Members of the Fund are entilled fo receive upon request a copy of a personal annual
statement of pension benefits, which sets out estimates of the various benefits payable from the Fund
in different circumstances.

Contiibutions

Members’ contributions 1o the Fund are paid on a basis which may be varied from time to time at
the requesi of the Founding Companies, provided that the amount payable shall not exceed 6% of
a Member's Pensionable Salary. During the year 1 January 2017 to 31 December 2017,
Members paid contribufions at the rate of 2% of Pensionable Salary up to £30,000 per annum
and 6% of Pensionable Salary in excess of £30,000.

Confributions are payable by the Member Companies for the remainder of the cost of the benefits
on the basis of independent actuarial valuations of the Fund. from 1 January 2017, the contribution
rate remained at 30% of pensionable salaries.

An dltetnative funding method was agreed with the Trustee Board in Decerber 2014 dfter detailed
discussions betwaen all patties, including independent legal and actuarial advisers, and came info
effect on 1 January 2015. It will allow the Member Companies to continue to contribute fo the
SOCPF, ot certain funding levels, and to set aside secured funds in @ Contribution Reserve Account
[CRA}, rather than build up a large fuiure surplus within the SOCPF. The CRA s in a new secure
Shell company, set up specifically to manage the account and will not be part of the SCCPF net
assets statement. The funds in the CRA will be invested prudently and transferred to the SOCPF if
and when they are needed and retumed to the Member Companies if they are not. The new
process and the CRA have no effect on members’ coniributions, which will continue to be paid
directly info the SOCPF as they are now. As af 31 December 2017 no contributions had been
paid into the CRA.




Summary of Benefits

The following is a brief summary of the curent provisions of the Fund regarding benefits and
confributions.

Pensions

The Fund has wo benefit sections, one for Members whe joined before 1 January 2009 {the Pre-
2009 Section} and one for Membars who joined on or after 1 January 2009 (the Post-2009
Section). The Post-2009 applies 1o existing SOCPF Members at 28 February 2013 who joined the
Fund after 1 January 2009. The Fund formally closed to new hires on and from 1 March 2013 but
the Fund conlinues o be open fo existing inferfund employee members and continued accrual for
existing members. Pensions accrue ai the rate of one fifty foutth of Final Pensicnable Salary for each
year of Pensionable Service for Members of the Pre-2009 Section and at the rate of one sixfieth of
Final Pensionable Salary for each year of Pensionable Service for Members of the Post2009
Section. Final Pensionable Salary for Pre-2009 Section Members is defined as Pensionable Salary
at the date of leaving Company service. Final Pensionable Salary for Post2009 Section Members
is defined as the highest average arnual Pensionable Salary during any 36 consecutive months in
the last five years of Pensionable Service.

Cemmutation

25% of the equivalent capital value of the pension which becomes payable may generally be
taken as a tax free cash sum.

Normal Retirement Date

Normal Refirement is 60 for Members of the Pre-2009 Section and 65 for Members of the Post-
2009 Section. The explanatory booklet gives details of exceptions for some categories of service
before 1 January 1986.

Widows' and Widowers' Pansions

The spouse’s pension is generally ¢0% of the Member's pension before commutation. Should a
Member die in service the nofional pension on which the spouse’s pension is based is calculated
using service projected to Nommal Retirement Date. The pension is not affected by the spouse’s
remarriage.

Children's Pensions

If a Member dies leaving children, tney will be entifled to pensions, which normally cease at age
18. The Founding Companies have the discretion to continue a child's pension after age 18 where
the child is in full time education or training. The pension must stop, in dny event, when the child
reaches 23.

Adult Dependants’ Pensions

If a Member dies, leaving no spouse, then a pension may be paid at the discretion of the Founding
Compony to anyone over age 18 who was financially dependent on or mutually inleidependent
with the Member at his or her death.




lump Sum Death in Service Benefits

If a Member dies in service a lump sum of thrée years’ pensionable salary may be payable af the
discretion of the Founding Company to the spouse, other members of the family or someone who
was dependent on the Member during his or her lifetime.

Five-Year Balance of Pension Payment

f a Pensioner dies within five years of refirement, the Tiustee will investigaie the personal
circumstances of the deceased Member including checking the last expression of wish form and
Will. The Trustee may, based on this investigation, at its discretion, make a lump sum payment to
the personal representativas of the Member's estate based on the amount of the future pension
payments to which the Member would have been entifled had he or she survived 1o the end of the
five~year period.

Beraavement Grants

Discrefionary tax free lump sums may be granted, on the death of a Member of the Pre2009
section, to his/her spouse/child/dependant.

Pension Increases

Pensions for Members of the Pre-2009 Section, whether In payment or prospectively payable, are
increased each year by 7% or the increase in the UK Refail Prices Index if lower. Pensions for
Members of the Post2009 Section, whether in payment or prospectively payable, are increased
sach year by 5% or the increase in the UK Retail Prices Index if lower. The Founding Companies
may request the Trustee to approve greater increases.

Incapacity and [l Hedlth Pensions

Members leaving Company Setvice due to incapacity or il health may become eligible for an
immediate pension. The amouni of the pension, which is granted ot the discrefion of the Employing
Company, will depend on the degree of incapacily or ill health.

Cash Equivalents

Cash equivalents paid during the Fund year with respect to iransfers have been calculated in
accordance with the method and assumptions specified by the Actuary. They include the value of
two discretionary benefits, the bereavement grant and the fiveryear balance of pension payment,
which are valued using the same method and assumptions as other benefits.




Report of the Trustee for 2017

The Trustee presents the following report covering the year 2017, together with the financial
statements of the Fund and supporing Notes as at 31 December 2017 and the Actuarial Statement
of the Fund as ot 31 December 2014.

Changes 1o the Trustee Board

The membership of the Board during 2017 is shown on page 1.

Trust Deed and Regulations

[n 2017 there were no amendments io the Trust Deed and Regulations.

Conflicts of Interest and Duty

There is a Profocol on Conflicis of Interests and Duty, as well as a Conflicts of Interest Regisier.

Member Companies of the Fund
25 companies were admitted to membership during 2017 of which 24 related to historic deeds

Increases fo Penslons and Deferred Pansions

In accordance with Clause 27{5){a) of the Trust Deed of the Fund, pensions and deferred pensions
are increased each year by 7% {for Pre2009 Members} and 5% lfor Post2009 Members) or, if
lower, by the increase in the UK Retail Prices Index {RP)).

fn 2017 there had been a 2,5% increase in the RPI for the year ending 31 December 2016 and
this rate was therefore applied to both sections, effective 1 April 2017. The Founding Companies

confirmed that they did not wish to raquest the Trusee to approve an increase over and above the
2.5%.




Membership of the Fund
The overall changes in the membership of the Fund during the year were:

As at 31 December As at 31 December
2017 2016
Employed Members 1,065 1,252
Salaryinked 740 883
Deferred Members 1,691 1,638
Pensicners 5,383 5,261
8,879 2,034
Employed  Salary-  Deferred  Pensioners Total
Members  linked Members
Members at 31 December 1,252 883 1,638 5,261 9,034
2016
Transfers from SCPF * 63 (63
Transfers from SCPF {new} 35 35
Transkers from SCPF {leavers) {172 172
Transfers to SCPF [225) 225
Refirements:
Normeil 15} (127) |97) 229
Early {1} - - 1
New spouses, dependanis and
Pensions Sharing Orders - - 12 72 B4
Deaths/ceased (2) - {1 (180} (183}
Leavers: deferred benefits {52) - 52 - -
Transfers out - {6 (8.5) - [@1]
Members at 31 December 1,065 740 1,621 5,383 8,879

2017

* Shell Contributory Pension Fund
There are 1,202 dependants included within pensioners at the year end (2016: 1,207].




Investment Report for 2017

investment Policy and Principles
The Trustee's objectives of the Fund cre:

e o invest the assets of the Furd so as o mes! expected future liabilities at the minimum long
term cost to the employer and employees whilst maintaining o diversified porffolio of
investments to reduce risk,

e fo minimise investment risk, using best practice, subject to the volatility risk necessary fo
deliver the required return, '

s o produce retumns consistent with those available in major investment markets, and

o 1o maintain sufficient liquidity to make the payments associated with the growing maturity of
the membership profile of the pension scheme.

The Trustee has approved a Statement of Investment Principles and the most recent Statement was
updated by the Trustee in 2016, The Stafement sets out the principles governing the decisions
aboui the investment of assets of the Fund. The Board of Shell Trust (Bermuda) Limited regularly
reviews the performance.

The Trustee considers the risks and returns of the investment policy on a longterm basis and believes
that shortterm volatility of returns should be considered in the conlext of the longterm investmeni
horizon of the Fund and the obijective of minimising cost. The Board expects that over the longer
term investment retumns of the Fund will meet or exceed the growth of Trust liabilities, and that a
focus on investiments in equifies, rather than other suitable assels, will generate greater fonger term
resulis.

During 2016, the Tustee executed a buyin with Solen life Insurance Limited, a Shell Insurance
Company o help reduce investment risk by insuring pairt of the Funds’ pension obligations. Under o
buyin, the policy is held by the Trusiee and is a Fund assel which provides regular annuity
payments. The Fund refains the obligation fo pay the members’ benefits,

The Board will periodically decide an appropricte strategic asset allocation and benchmark o
meet Trust liabilities based, amongs other things, on iis invesiment philosophy and asset/liability
analysis. The Board delegated the investment of the Fund assefs fo Shell Asset Management
Company BV [SAMCo), o regulated investment manager in the Nethedands. The Investment
Management Agreement [IMA] with SAMCo was renewed onl December 2016. In this updated
IMA the stategic asset allocation and benchmark were changed in line with the lengterm Fund
objectives.

The Trustee's invesiment siralegy considers the Fund's investments in the following groupings:
» Matching assels; containing a mixiure of inflation swaps and required collateral to reduce
inflation risk versus liabilifies as well as infiation linked bonds and UK longlease property.
e liquidily assefs: consists of nearcash assels.

¢ Retum-seeking assels: the porlfolio contains a mixture of refuin seeking assets including
equity, Emerging Sovereign and High Yield and Emerging Markets Corporate Credit (fixed
income} and alternatives including hedge funds, properly and infrostruciure and aims fo
generate outperformance over the refurn on the licbililles.




Strategic Asset Allocation
The stralegic asset allocation is shown below:

%

Matching assets 19

Liquidity assets b

Return seeking assets consisting of: . 75
Equity 45

Emerging Markets Sovereigr: and High
Yield & Emerging Markets Corporate credit
Alternatives 21

Total

Investment performance

The Trustee assesses the performance of the Fund's invesimenfs in refum seeking assets consistent
with the overall stategy. These retum-seeking assets are assessed by reference to appropriate
benchmarks and performance targets set and agreed with the assel manager.

The Trustee receives a monthly summary report from the investment manager [SAMCo} showing
actual performance of the Fund on an asset class level against benchmarks. On a quarterly basis a

more detailed report is received from the investment manager containing an overall analysis of
market performance and relevant impact on the Fund performance as well as a detailed overview
of the Fund performance, risk matrixes and an overview of invesiment management agreement

compliance.

Annudlised performance of the Fund's investments over short and longer periods is summarised as
follows:

Actual Benchmark
2017 {1 year) Q.70% 10.00%
2014/2017 {3 years) 8.50% 8.30%
2013/2017 {5 years) ©.40% 9.20%
2008/2017 {10 years} ' 4.10% 4.70%

Despite a wedk starit to 2017, the SOCPF showed positive petformance for the full year. It was
another politically turbulent year, with ¢ snap election called in the UK and the start of formal Brexit
negotiations between the UK and the EU. There was some currency headwind in 2017 as Sterling
recovered somewhat during the year against the USD in particular.

SOCPF's matching assets and liquidity returns were positive for the year. The maiching portfolio,
comprised of inflation swaps, inflationdinked bonds, and longlease property contributed positively.
The liquidity porifolio, consisiing of longerierm cash positions, showed a marginally negative refumn.

The equity portfolio return was positive in 2017, Equily rejumns were supported by stronger
underlying earnings. Emerging markets outperformed developed markets, while US refutns were
strong in USD terms but less so in GBP due to the weaker US cuirency. The low level of volatility —
with volatility indices frading near their historic lows - was notable, while there were no
drawdowns of any significance. This enabled the US equity market to reach new record highs.
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The emerging markets sovereign, high yield & emerging market corporate credit porifolio posted a
gain for the year. The key driver was spread tightening on the back of the good economic and
eamings performance, coupled with very low default rates. Emerging market debt was supported
By economic growth that exceeded expectations and capital inflows.

The private equity porifolio made a gain for the year. European and Rest of World buyout funds
generated slrong refurns, while the US venture funds were in negative territory. The share of
leveraged buyouts as a percentage of global MEA activity reached the highest level since 2008,
but was still far from the level of aciivity at the peak of the last cycle in 2006. The fundraising
market remained streng and successtul managers were often able to raise significantly larger funds
in shorter periods of time.

The properly portfolio recorded a positive refurn with the sfrongest performance coming from
opportunistic and value-added funds. The gains in 2017 were stronger than in 2016, when
European retums were muted due lo the Brexit referendum and the accompanying uncertainty.
lnvestor interest in property remained high, with inflafion protection seen as appedling given the
fading of deffation fears. Transaction activity remained strong across markets, fuelled by the positive
economic outlock and the wide spread between property and bonds yields. With property yields
stabilising, the bulk of returns was driven by rental income.

The hedge fund portfolio reported a gain. The performance of the major stategies was mixed: the
relative value strategy, mulii strategies and eventdriven strategies generated positive refums, while
global macro strategies were a drag on performance.

The infrastiucture portfolio, which is in the buildup phase, showed positive performance as well.
Competition for core infrastruciure remains strong, as investors search for assets that have attractive
yields and/or are inflationdinked. Increased demaond for these assefs continued fo have @
significant influence on their pricing.




The Fund's Largest [nvestments
The Fund's ten larges! investments are detailed separately below:

Market Value of Holdings

at 31 December 2017

% of tofql

£'000 fund

Mesdag Fund of Hedge Funds 219,033 4.8
UK Treasury 5% 03/07/2018 130,172 29
UK Treasury 1.25% 07/22/2018 129,091 2.8
UK Treasury Index linked 1.25% 11/22/2027 123,042 2.7
UK Treasury Index linked 1.25% 11/22/2032 113,053 2.5
UK Treasury Index Linked 2.5% 07/17/2024 110,882 2.5
UK Treasury Index linked 0.125% 03/22/2029 02,922 2.1
UK Treasury Index Linked 0.125% 03/22/2024 83,989 1.8
UK Treasury Index Linked 4.125% 07/22/2030 74,466 1.7
UK Treasury 1.75% 07/22/2019 71,407 1.5
1,148,957 25.3

Other holdings {including cashl 3,387,513 74.7
Total Fund Investments 4,536,470 100.0

Employerrelated investments
Deldils of employertelated investments are given in Note 21 of the Financial Statements.

Custodial Arangements

The Trustee has appointed JPMorgan Chase Bank, NLA. fo act as sole global custedian for the
Fund's investments. Al investments are held in the name of the Trstee on behalf of the Shell
Overseas Contributory Pension Fund.

Direct propety tifle deeds are held by the Fund's manager’s legal advisors.

Actuarial Valuation

The most recent actuarial valuation of the Fund was carried out by the Fund's Actuary, Aon Hewitt
limited, as at 31 December 2014. The attached Actuarial Statement contains a summary of the

methods and assumptions used for this latest valuation. The Actuary’s full report on the valuation
was published on 10 September 2015.

The results of the valuation using the stated assumptions are that the Fund has a past service surplus
of £84 million, which compares with a past service deficit of £507 million of the previous
valuation. This represents an Increase in the funding level from 84% 1o 102%.

As the key output from the valuation discussions, it was agreed that the Member Companies will:

s confinue fo pay 30% of Members’ Pensionable Salaries; plus;
e coniribute in respect of Member Company exits.

These contributions will be reviewed annually with the most recent review having an effective date
of 31 December 2016. The next review of confributions will be carried out as part of the actuarial
valuation of the Fund as at 31 December 2017,

In addition, supplementary contributions to meat the cost of augmented benefits will be paid when
members leave service under the Companies' severance terms, such contiibutions o be paid
normally within three months of the dale the member leaves service for the date augmented benefils
are granted, if later) and in any event no later than six months after that date.

12




In accordance with Clause 5 of the Fund's Trust Deed, the Actuary certified that in the nomal
course of events these conlributions would make and keep the Fund actuarlally solvent.

He also stated that the Fund's assets at the valuation date covered 64% of the estimated cost of
buying out the accrued benefits with an Insurance company.

Further Information

Requests for additional information about the Fund generally, or querles relating to members' own
benefits, should be made to the appropriale department, whose details appear under Member
Communications on page 3 of this report.

Approval
The Trustee’s Report was approved by the Trusiee ondﬁm 2D 2018 and signed on is behalf by:

)

For:  SHELL TRUST (BERMUDA] LIMITED




Actuarial Statement

Name of Fund: Shell Overseas Contributory Pension Fund
Effective date of valuafion; 31 December 2014

1. Security of accrued rights
In our opinion, the Fund's assets existing on 31 December 2014 covered 64% of the esfimated
cost of buying out its liabilities as at that date, including liabilities arising in respect of the service
of pensioners and deferred pensioners prior to the effective date and on the basis that the
service of active members had terminaled on that date.

2. Security of prospeciive rights

In our opinion, the resources of the Fund are likely in the normal course of events fo meat in full the
liabilifies of the Fund as they fall due. This sialement assumes the Fund continues and does not mean
that should the Fund wind up there would be sufficient assets to provide the full accrued benefits.

In giving this opinion, we have assumed that the following amounts will be paid to the Fund:

By the members:

«  Conkibutions at the rate of 2% of Pensionable Salary up to £30,000 p.a. and 6% of Pensionable
Salary in excess of £30,000 p.a.

By the Member Companies;

= Coniributicns of the rate of 30% of members’ Pensionable Salaries, plus
= Confiribufions in respect of Member Company exits
All subject fo review af future acluarial valuations.

The stalement relates to the funding position af the valuation date, and assumes that experience
afler that date maiches our assumptions. As fime moves on, the Fund’s finances will fluctuate. It
will therefore be necessary fo carry out further voluations to monitor the position. If you are
reading this stalement some time after the effective date of the valudtion, you should bear in
mind that the Fund’s funding position could have changed significanlly, which could affect the
contributions payable affer the next valuation. |t should also be noted that the actuarial
investigation does not include an examination of the Companies’ ability o meet fulure
contribution requirements. '

3. Methods and assumptions used

Delails of the methods and assumptions used are set out in our actuarial valuation report
addressed to the Trustee dated 10 September 2015.

Signed
Greg Tucker FIA Chintan Gandhi FIA
10 September 2015 10 September 2015




Assumptions

The main assumptions used in the uctuary’s caleulations of the contribution ate were as follows:

RPI Inflation

The difference between the UK Government Fixed
Interest and UK Government Indesclinked yield
curves

Pension and deferred pension
increases

Based on inflation with allowance for maximum
and minimum increases

General pay increases

RPI inflation Yield curve plus 0.5% p.a.

Discount rale

UK Government Fixed Inferest yield curve plus
1.75% p.a.

Expected asset return for
caleslating minimum conlributions

UK Government Fixed Interest yield curve plus

2.75% p.a,

Expenses

0.5% of Pensionable Sularies, plus 1.0% of the
scheme liabililies

Pastretirement mortality

86% of SAPS S2 {light) tables, incomorating future
improvements in line with the CMI 2014 Core
Projections from 2007 with a longterm rate of
mortality improvement of 1.75%
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Independent Auditor’s report to the Trustee of the Shell Overseas Contributory

Pension Fund

Opinion

We have audited fhe financial siatements of Shelt Overseas Contributory Pension Fund for the yeor
ended 31 December 2017 which comprise the Consolidated Fund Account, the Statement of
Consolidated Net Assets and the related including a summary of significant accounting policies.
The financial reporting framework that has been applied in their preparation is applicable law and

United Kingdom Accounting Standards {United Kingdom Generally Accepted Accounting Practice),
including FR$102 “The Financial Reporfing Standard applicable in the UK and Republic of Ireland’.

fn our opinion, the financial stolements:

e show a irve and fair view of the financial transactions of the Fund during the year ended 31
December 2017, and of the amount and dispasition at that date of its assets and liabilifies,
other than liabilities to pay pensiens and benefits afier the end of the year; and

s have been properly prepared in accordance with United Kingdom Generally Accepled
Accounting Practice including FRS 102 ‘The Financial Reporting Standard applicable in the UK
and Republic of Ireland".

Basis for opinion

We conducled our audit in accordance with International Standards on Auditing [UK] (I5As (UK)]
and applicable law. Our responsibiliies under those siandards are further described in the Auditor’s
responsibilifies for the audit of the financial siatemenls section of our report below. We are
independent of the Fund in accordance with the efhical requirements that are relevanl to our audit
of the financial statements in the UK, including the FRC'’s Ethical Standard, and we have fulfilled our
other ethical responsibilities in accordance with these requirements.

We believe that the audil evidence we have obidined is sufficient and appropricte to provide a
basis for our opinion.

Conclusions relating to going concem

We have nothing to reporl in respect of the following matters in relation to which the ISAs {UK]
require us fo report fo you where:

e the Trustee's use of the going concem basis of accounting in the preparation of the financial
statements is not oppropriate; or

e the Trustee has not disclosed in the financial statemenis any identified material uncertainties that
may cast significant doubt about the Fund’s ability to confinue to adopt the going concern basis
of accounting for a period of at least welve months from the date when the financial statements
are authorised for issue.
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Other information

The other information compromises the information included in the Annual Report of the Trustes other than the
financial stotements and our auditor's report hereon. The Trustee is responsible for the other information.

Our opinion on the financial stalements does not cover the other information and accordingly we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financial stafements, our responsibility is to read the other information and,
in doing so, consider whether the other information is matericlly inconsisient with the financial skatements or
our knowledge obtained in the audit or otherwise appears fo be malerially misstated. IF we identify such
material inconsistencies or apparent material misstatements, we are required to determine whether there is o
material misstalement in the financial statemenis or a material missiatement of the other information. I, based
on the work we have performed, we conclucie that there is a material misstalement of the other information,
we are required to report that fucl.

Woa have nothing to report in this regard.
Responsibilities of the Trustee

As explained more fully in the Trustee's responsibilifies statement set out on page 3, the Trustes is responsible
for the preparation of the financial statements and for being satisfied that they give a true and fair view, and
for such internal control as the Trustee determines is necessary to enable the preparation of financidl
statementls thal are free from material misstetement, whether due to fraud or enor.

in preparing the financial siatements the Trustes is responsible for assessing the fund’s ability fo continue as o
going concern, disclosing, os applicable, matters relaled fo going concern and using the going cancern
basis of accounting unless the Trustee either intends to wind up the fund of to cease operations, or has no
realistic affernative but to do so.

Audtor’s responsibilities for the audit of the financial slatements

Qur cbiectives are to cblain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not a quaraniee that an audit
conducted in accordance with 15As {UK) will always defect a material missiatement when it exists.
Missiatements can arise from kraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users faken on the basis of these
financial statements.

A further description of our responsibilifies for the audit of the financial statements is located on the
Financial Reporting Council's website al https: / /www.fre.org.uk /auditorsresponsibilities.  This description
forms part of our auditor’s report.




Use of our report 11

This report is made solely to the Fund's Trustee in accordance wilh our engagement lefter dated 27 July
2018. Qur audit work has been underlaken so thal we might state fo the Fund's Trusles those matters we are
required fo state to them in an auditor's report and for no other purpose.  To the fullest exient permitted by
law, we do not accept or assume respansibility 1o anyone other than fhe fund and the Fund's Trustee, for cur
audit work, for this report, or for the opinions we have formes.

Ernst & Young LLP
Reading
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Shell Overseas Coniributory Pension Fund

Consolidated Fund Account
For the year ended 31 December 2017

Note
Contiibutions and benefils
Employer contributions
Member contributions
Total confributions 4
Benefits paid or payable 5
Payments to and on account of leavers 6
Administrative expenses 7
Net withdrawals from dedlings with Members
MNet refurns on investments
Investment income 8
Change in marke! valus of invesiments Q
Investment management expenses 10

Net returns on investments

Net increase in the Fund during the year

Net assets of the Fund
At 1 January
At 31 December

The notes on pages 21 to 39 form part of the financial statements.

2017 2016

£ 000 £ 000
61,462 48,157
5975 7,490
67,437 55,847
124,249 125,638
87,723 15,498
1,007 1,952
213,879 143,088
(146,442) (87,441)
101,421 76,791
334,514 394,837
(6,679} (6,555
429,256 465,073
282,814 377,632
4,258,662 3,881,030
4541476 4,758,662




Shell Overseas Contributory Pension Fund

Statement of Consolidated Net Asssts
available for benefits as at 31 December 2017

Invesfment assels

Fauities

Equities externally managed

Bonds

Bonds externally managed
Property

Pocled investment vehicles
Darivatives

Insurance policy

Cash

Other investment balances

Investment liabilities

Derivatives
Other investment balances

Tetel net investments
Cumrent assels

Current liabilitles
Net current assels

Note

0000

12
13
14
15
16
16

14
16

23
24

Net assets available for benefits at 31 December

2017 2016

£ 000 £ 000
1,696,628 1,648,938
348,848 336,407
1,321,087 1,231,223
48,867 63,802
347,860 307,414
616,774 522,085
28,254 39,887
111,900 115,021
23,411 12,046
25,848 32,126
4,569,477 4,308,949
(13,814) 121,774)
{19,193} 134,381)
{33,007} 156,155
4,536,470 4,252,794
9,602 11,719
(4,596) 15,851)
5,006 5,868
4,541,476 4,258,662

These consolidated financial statements summarise the fransactions of the Fund and deal with the net
assets af the disposal of the Truslee. They do not take account of obligafions to pay pensions and
benefits which fall due dfter the end of the Fund year. The actuarial position of the Fund, which takes
into account such obligations, is dealt with in the Actuarial Statement, Included in the annual report
on pages 14 fo 15 and these financial statements should be read in conjunciion with ihis report,

These financial staiements were approved by the Trustee on dy\‘[/UI’LO 2018,

Signed on behalf of the Trusiee by:

The notfes on pages 21 1o 39 form part of the financial statements.
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Shell Overseas Contributory Pension Fund

Notes to the consolidated financial statements
Year ended 31 December 2017

1.

General information

The Shell Overseas Confributory Pension Fund {'the Fund') is an occupotional pension scheme
established under trust. The Fund was established in 1953 to provide refirement benefits for
UK base country employees who were working cutside the UK and were not permitted by
HMRC rules fin force ot the timej to remain as active members of the UK pension scheme the
Shell Contributory Pension Fund. The address of the Trustee Company’s principal office is 3
floor, Continental Building, 25 Church Street, Hamilion, HM12, Bermuda.

The Fund is a defined benefit pension fund which is no fonger open to new hires but existing
members confinue to accrue benefits,

The Fund is a Bermudian registered pension fund under the voluntary registration provisions of
the Pension Trust Funds Act 1966.

Statement of compliance

The consolidated financicl statements of the Shell Overseas Contributory Pension Fund have
been prepared in accordance with the financial Reporting Standard (FRS} 102 - The
Financial Reporting Standard applicable in the UK and Republic of lreland issued by the
Financial Reporing Council [FRS 102’} and the guidance set out in the Statement of
Recommended Practice ‘Financial Repotts of Pension Schemes' {Revised November 2014}
(he SORP'.

Summary of significant accounling policies

The principal accounting policizs applied in the preparation of these consolidated financial
siatements are set out below. These policies have been consistently applied fo all the years
presented, unless otherwise staled.

Basis of consolidation

The Subsidiary undertaking is included at fair value within investment assels and a summary of
the undertakings’ net assels is provided as o note fo the financial statements.

The consolidaled financial statements include the financial statements of Shell Trust (UK
Property] Limited, @ company whose shares are held in frust for the benefit of the Fund. The
assels, liobilities and change in market value of the Fund's investments of Shell Trust (UK
Property) limited have been included on a linebyline basis; the net amount of oll other
revenue and expenditure items is included within investment income.

[a) Valuation and classificatior of investments

Equities are exchange listed and valued on the basis of the last available closing price of the

exchange. Bonds are valued at bid price. The value of fixed income pooled investment

vehicles is based on the single price of the fund. The funds are valved on the basis of closing

bid prices which reflect the volume-weighted average of the underlying investments. The value

of hedge fund pooled investment vehicles is provided by the individual hedge fund

administrators and is based on fair value. Private equity and infrastructure pooled invesiment
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vehicles are valued by the fund managers af fair value in accordance with generally
accepled accounting guidelines. Freshold and leasehold property is stated at market value at
the year end and has been valued in accordance with the Royal Institute of Chartered
Surveyors’ Appraisal and Valuation Standards. No depreciation is provided on freehold
buildings or long leasehold pioperties. Other unquoled securities, ofher than derivatives, are
valued using generally accepted guidelines using broker quotes.

Accrued interest is excluded from the market value of fixed interest securities but is included in
investment income receivable.

Investment management fees are accounted for on an accruals basis, Acquisifion costs are
included In the purchase cost of investments.

Transaction costs are included in the cost of purchases and sale proceeds. Transaction costs
include costs charged directly to the Fund such as commissions, stamp duty and other fees.

Where stock fending has been caried out the securities “loaned’ have been included in the
net assets statement to reflect the Fund's continuing economic inferest of a proprietorial nature
in those securifies. The fotal amount of stock lent ot the year end has been disclosed in a note
to the financial statements together with a description of the related collateral.

The Fund receives and pledges colfateral in the form of cash or noncash assels in respect of
stock lending transactions and derivative confiacts in order to minimise the counlerparty
exposure of these transactions.

Collateral received in the form of cash, where the Fund has contraciual rights to receive the
cash flows generated, is recognised as an asset in the sialement of net assefs with a
corresponding liability for its repayment. Non-cash collateral received is not recognised in the
slalement of nel assets, unless the counterparty defaulis on its obligations under the relevant
agreement,

Cash and norrcash collaterat pledged where the Fund retains the coniractual rights to receive
the cash flows generated is not derecognised from the statement of net assets, unless the
Company defaults on its obligations under the relevant agreement, and therefore confinues to
be recognised in the statement of financial position within the appropriate asset classification.

The annvity policy is valued by the Fund Actuary ot the amount of the related obligation,
determined using the most recent Fund funding valuation assumptions updated for market
conditions at the reporting date.

{a} Investment income and expenditure
Income from equities and any pooled invesiment vehicles which distribute income is
accounted for on the date stocks are gquoted ex-dividend/interest.

Income from fixed interest, cash and short term deposits is accounted for on an accruals
basis.

Fees paid and received on derivative conlracts are recorded at contract setlement date.
Properly income is accounted for on an accrudls basis.

Income arising from annuity policy is accounted for on an accruals basis.

(b] Change in market valve

The change in market value of investments during the year comprises all increases and
decreases in the market value of investments held at any time during the year, including profits
and losses realised on sales of investmenis and unrealised changes in market value. In the
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case of pooled investment vehicles which are accumulation funds, change in market value
also includes income; net of withholding tax, which is reinvested in the Fund. For derivatives
the amounts represent movements In the unrealised gains and losses on open contracts, and
redlised gains and losses on closed contracts.

{c) Derivatives

Derivatives are valued at fair value. This fair value can be seen as the gain or loss that would
arise if the outstanding contract was matched af the year end with on equal and opposite
confract.

Equity swaps’ fair value is derived using the closing prices of the index thal they represent.
Credit default swaps’ fair value is derived by a third party data vendor who values the credit
default swaps with a pricing model which assumes trading with a riskfree counter pairty.
Model assumptions are based on market prices which are received daily from the major
dedlers in the market, Interest rate and inflation swaps’ fair value is based on a discounted
cash flow calculation for which the most important input is the spot inferest rate curve and the
inflation break even curve, respectively. Interest Is accrued daily on o basis consistent with the
terms of the contract.

The amaunts included in change in market value of Investments represent movements in the
unrealised gains and losses on open contracts, and realised gains and losses on closed
coniracts.

Futures have a fair value of zero, because their profit or loss is sefiled on a daily basis in the
fulures margin accounts that are part of the cash balance. The amounts setited are based on
the closing price of the assets represented by the futures on the relevant stock market. The
amounts included in the change in market value are the redlised gains and losses on open
and closed futures confracts.

The fair value of currency derivatives {forwards and swaps) is based on the dilference
between the agreed forward rate and the caleulated forward rafe on the valuation date. The
caleulated forward rate is based on the exchange rate on the valuation day and the inferest
until the setllement of the contract.

{d} Foreign currency
The Fund’s funclional currency und presentational currency is pounds sterling {GBP}.

Assets and liabilities in foreign currencies are expressed in sferfling at the rates of exchange
ruling ot the year end.

Foreign currency fransactions cre ranslated into stering ot the spot exchange rate af the date
of the transaction.

Gains and losses arising on conversion or franslation are dealt with as part of the change in
market value of investments.

{e} Contributions

Normal confributions, both from the Members and from the employers, are accounted for as
they fall due under the Fund rules and the recommendations of the actuary.

Employers’ exit fees are determined by the Actuary and accounted for on an accruals basis.
i Benefits and payments fo and on account of leavers

Where Members can choose whether fo take their benefits as a full pension or as a lump
sum with reduced pension, retirement benefits are accounted for on an accruals basis on the
later of the date of relirement ond the date the option is exercised.
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5.

Other benefits are accounted for on an accruals basis on the date of retirement, death or
leaving the Fund as appropriate.

lg} Teansfers to and from other schemes

Transfer values represent the capital sums either receivable in respect of Members from other
pension schemes of previous employers o payable to the pension schemes of new employers
for Members who have left the Fund. They are accounted for on an accrudls basis from the
date when the receiving trustee has agreed to accept the liability, which is normally when
cash is paid of received.

Group transfers, where the Trustee has agreed to accept the liakility prior to the receipt, are
accounted for in accordance with the agreement.

Movement of Linked Fund Members between the Shell Overseas Coniributory Pension Fund
and the Shell Contributory Pension Fund are executed without payment being made between
the Funds. Under the Infer-Fund Linking rules of each Fund, the Members’ pension entitlement
is accrued in each Fund based on thelr length of pensionable service undertaken whilst in
each Fund and the fotal pension receivable is based on their final pensionable salary.

[h] Other expenses

Administrative expenses and invesiment management expenses are accounted for on an
accruals basis. Investment management and pensions administration services provided by
Shell Asset Management Company B.V. and Shell International timited, Trustee Services Unit
respectively are charged to the Fund Account in the period to which they reldte.

Contributions

Confribution requirements during the year were as follows:

i} By Members - 2% of pensionable salary up to £30,000, 6% in excess of £30,000
fii} By Member Companies - 30% of pensionable salaries

[iii} Exit fees - Company contributions for Member Companies leaving the fund

2017 2016
£000 £ 000

Employer contributions
Normal 37,677 47 605
Exit fees 23,785 552
61,462 48,157

Member contributions
Normal 5975 7,490
67,437 55,647

Benefits paid or payable
2017 2016
£000 £ 000
Pensions 104,240 Q8,210
Commuiation of pensions and lump sum refirement 18,593 26,123

benefits

lump sum death benefits 716 605
124,242 125,638

Pensions in payment included pensions funded by annuity confracts
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6. Payments fo and on account of leavers

2017 2016

£ 000 £ 000

Individual transfers out to other schemes 87,723 15,498
87,723 15,498

7. Administrative expenses

2017 2016

£ 000 £ 000

Administration and processing costs 1,519 1,450
Actuarial fees 124 173
Investment advice to Trustee 150 115
Trustee fees 56 57
Audit fees 58 59
legal fees - 98
1,907 1,952

Administration and processing cosfs include £1,054,000 {2016: £259,000} for services
provided by Shell ntemational Limited and £458,000 {2016: £420,00¢) for services
provided by Shell Oman Trading Limited. Three members of the Trustee Board are
remunercied by the Fund and fees foldling £56,000 have been paid during 2017
{2016: £57,0004.

8.  Investment income

2017 2016

£ 000 £ 000
Dividends from equiiies 44,941 47,013
fncome from bonds 31,851 24,634
Net property income arlsing from subsidiary 13,454 10,771
Income from pooled investrient vehicles 5,400 4,829
Net payments from swaps {360} 112,449
Annuities income 5,378 444
Stock lending commission 1,305 1,574
Inferest on cash deposiis 110 112
Canadian Non Resident Tax [658) {137)

101,421 76,791
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©.  Reconciliation of net investments

Equities

Equities extemally managed
Bonds

Bonds externally managed
Property

Pooled investment vehicles
Insurence policy
Derivafives

Cash
Other investiment balances

Value ot Purchases Sales  Change In Value of
1.1.2017 ofcostand  proceeds and market  31.12.2017
derivative derivative value

payments receipts _
£ 000 £ 000 £ 000 £ 000 £ 000
1,648,038 549,591 (694,300} 192,399 1,696,628
336,407 141,148 (168,959 40,252 348,848
1,231,223 522,612 (416,115}  (16,633) 1,321,087
63,802 28,000 (40,116 (2,819 48,867
307,414 24,578 (3,719} 19,587 347 860
522,085 338,079 {289,092] 45,702 616,774
115,021 . - {3,121} 111,900
18,113 96 (74,591 70,822 14,440
4,243,003 1,604,104 (1,686,892 346,189 4,506,404
12,046 23,040 {11,675) 23,411
{2,255) 8,210 - - 6,655
4,252,794 1,636,054 {1,686,892] 334,514 4,536,470

The change in market value of invesiments during the year comprises all increases and
decreases in the market value of investments held ot any time during the year, including
profits and losses realised on sales of investments during the year. Cash flows for derivaiive
contracls represent amounts setiled during the year.

10.

Investment management expenses

Administration, management and custody

External managers
Global custodian faes

Other investment related costs

2017 2016
£ 000 £ 000
3,798 3779
2,412 2,276

482 497

(13] 3
6,679 6,555

Shell Asset Management Company B.V. is the appoinied Invesiment Manager of the Fund
and charged the Fund £3,798,000 {2016: £3,779,000).

11.  Investment transaction cosis

Transaction costs are included in the cost of purchases and deducted from sdles proceeds in
the reconciliation in Nole 9. Direct transaction costs incurred are analysed as follows:

2017 2016

£ 000 000  £000 £ 000 £ 000 £ 000

Equiies  Futures Total Equiies  Futures Total

Fees 551 2 553 742 1 743
Taxes 410 - 410 369 369
Other 161 - 161 315 315
1,122 2 1,124 1,426 1 1,427
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13.

14,

In addition to the direct transaction cosis disclosed above, indirect costs are incurred through
the bid-offer spread on pooled investment vehicles and charges made within those vehicles. I
has not been possible for the Trustee to quantify such indirect transaction costs.

Property

2017 2016
£ 000 £ 000

UK direct property
UK freehold property 194,396 189,010
UK long leasehold property {over 50 years unexpired) 17,389 14,579
211,785 203,589
UK indirect property 136,075 103,825

347,860 307,414

Property is valued at 31 Decenber by independent valuers, Cushman & Wakefield 1LP [UK)
and Savills {UK} Limited, Chariered Surveyors. The valuation is prepared on the basis of cpen
market value as delermined in accordance with the Royal Instituie of Chartered Surveyors’
Appraisal and Valuation Standards,

Pooled investment vehicles

The Fund’s investments in pooled invesiment vehicles at the yearend comprised:

2017 2016

£ 000 £ 000

Hedge funds 219,033 229,144
Privale equity ‘ 316,476 242,478
Infrastructure 81,265 50,463

616,774 522,085

Redlised and unredlised gains on investments held by subsidiaries are included within the
consolidated change in market value of investments for the Fund. All other income and
expenditure items from subsidiary activities cre consolidated and included within invesiment
income in Note 8,

Derivafives
Objectives and policies for holding derivatives

Derivatives are used for porffolio risk and asset management purposes. The types of
derivatives that the asset manager can use are agreed and governed by the invesiment
management agreement. The purpose the various instruments are used for is summarized
below.

Interest futures are mainly used to modify the duration of the fixed income securities pertfolio
to align it with the benchmark. Futures can be a more efficient way lo modify the duration
than ransacting fixed income securifies. Equity fulures are used to efficiently increase or
decrease exposure fo cerlain markets,
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Inferest rate swaps and inflalion swaps are used if these are considered fo be an efficient
way to:
e modify the porffolio Inferest exposure in different currencies;
o reduce the portfolio risk to the impact of interest rate fluctuations including liability
hedging; or
e reduce the partfolic inflation rate risk exposure, including real liability hedging.

Credit default swaps are used to hedge in an efficient way the credit risk of individual bonds
in the porifolic as well as to replicate the credit exposure of bonds.

Equity swaps are used if these are considered an efficient means to create exposure to
certain markets.

Foreign exchange derlvatives are only used for hedging against foreign exchange rate
movements on investments denominated in other curencies than sterling.

Currency hedging largets are agreed with the asset manager and these can vary between
asset class and currency.

Assets Liabilities Assels Uabilities
2017 2017 2016 2016
£ 000 £ 000 £ 000 £ 000

Swaps — Over The

Counler

Equity swaps 569 (2,063) 13 {229}
Credit default swaps 380 - 282 -
Interest rate swaps 101 (25} 56 {34}
Currency inferest rate - {2,201} . (3,082

swaps
Inflation swaps [7,664) 1,007 {1,973}

1,050 (12,653) 1,358 (5,318)

Fareign Exchange ~

Over The Counter

FX derivatives 27,204 {1,161} 38,529 [16,456)
28,254 {13,814] 39,887 {21,774

Net derivatives 14,440 18,113
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The net derivatives position in the fable above represents unreclised gains or losses and s
netted per counterparty — given all counterparties with Over The Counter [OTC) derivotives
have ar Infernational Swaps and Derivatives Association (ISDA} and Credit Support Annex
ICSA) contract, Except for the equity swaps confiacts all derivative positions are
collateralised. At 31 December 2017 the collateral pledged amounted £8.9 million

12016:£86.3 million).

Type of conlract Expiration Notional

value

£ 000

Futures-Exchange Traded

Bond futures long March 2018 14,104
Bord futures short March 2018 5,498
Inferest rate futures long March 2018 7,326
Interest rate {ulures shot March 2018 13,264

2017
Assets
£ 000

2017
liabilities
£ 000

The notional value is the nominal value of securiies purchased or sold that is vsed to
calculate payments made. The market value of the futures is nil as contracts are settled on a

daily basis.
Type of contract Notional 2017 2017
principal Assels ligbilities
£ 000 £ 000 £ 000
Swaps OTC
Equity swaps
< 5 years 181,920 569 (2,063}
Credit default swaps
< 5 years 8,131 380
Interest rate swaps
< 5 years 6,506 101 {3}
< 10 years 2,978 {22
Total Interest rate swaps o1 (25
Currency interest rate swaps
< 5 years 6,436 (2,544)
< 10 yeass 1,519 {357]
(2,201)
Inflation swaps
< 20 years 250,000 (7.664]
Totad swaps 1,050 i{12,653)

The nofional principal of the swep is the amount uséd fo defermine the value of the swapped

interest receipts and payments.
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Currency Currency Notional 2017 2017

Bought Sold principal Assets Liabilities
£ 000 £ 000 £ 000
GBP EUR 420,746 5,022 -
GBP JPY 111,752 2,614
GBP usb B99,625 17.538 -
GBP SEK 27,447 871 -
GBP CHF 50,597 - (252)
GBP Various 76,524 945 {734
usb GBP 1,507 - (9]
EUR GBP 28,405 43 {160
PEN GBP 8,510 166 -
Various GBP 2,640 5 (6]
27,204 {1,161}

The above table aggregates the exposures to currencies acquired or sold through over the counter
{OTC) forward foreign exchange and swap coniracts. Contracts are typically short In nature with
moturities less than one year. The osset/liability represents the uniedlised gain/loss that would
crystallise if the contract was closed out at the reporting date, based on the market exchange rale
at 31 December.
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15.

16.

17.

18.

Insurance policy

The Trustee holds an insurance policy with Solen life Insurance Limited, a Shell lnsurance
Company, which provides annuity income to maich the pension payments made for a
group of pensioners. The policy is valued by the Fund Actuary ot the amount of the related
obligation, determined using the most recent Fund funding valuation assumptions updated
for market conditions at the reporting date.

Cash and other net investment balances

2017 2016

£ 000 & 000

Sterling & foreign currency deposits 23,411 12,046
Accived interes! and dividends ‘ 13,683 12,206
Amounts due from brokers 3,235 1,620
Cash collateral receivable 8,930 18,300
49,260 44,172

Amounts due fo brokers {3,507) 13,439}
Cash collateral payable (15,248} (30,500
Prepaid annuily income {438} {442}
30,066 9,791

Securities lending

Securities that had been loated as part of securities lending programmes are included in
the Consolidated Net Assets Statement, At year end the collaleral pledged by the recipients
of the securifies on loan was 105% for fixed inferest securities and 106% for equities, and
is held in the form of the relevant undedying securities, Under the terms of the programmes,
the Fund may instruct that securifies be refumed within the normal sefffement pericd
appropiiate for the sale of suzh a security.

2017 2016
Market Value  Collaferal Market Value  Collateral
of loans of loans
£ 000 £ 000 £ 000 £ 000
Fixed interest securities 18,026 19,013 12,812 13,396
Equities 77,257 82,014 78,029 82,8%7
05,283 101,027 90,841 Q6,293

Fair value of investments
The fair value of invesiments has been determined using the following hierarchy:

level 1 inputs are quoted prices {unadjusted) in active markets for idenfical assets or
liabilities that the entity can access of the measurement date;

level 2 inputs are inputs other than quoted prices included within level 1 that are
observable for the asset or liability, either directly or indirectly; and

level 3 inputs are unobservable inputs for the asset or liability.
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The Fund's investment assets and Jiabilities have been included af fair value within these categories
as follow:

level 1 Level 2 level 3 2017
Total
£000 £0000 £000 £0000

Invesstment assets
Equities 2,045,476 - - 2,045,476
Bonds 181,142 1,188,812 - 1,369,954
Property - 347,860 347,860
Pooled investment vehicles - - 616,774 616,774
Derivatives - 28,254 - 28,254
fnsurance policy - - 111,900 111,900
Cash 23,411 - . 23,411
Other investment balances 25,848 - - 25,848

2,275,877 1,217,066 1,076,534 4,569,477

Investment liabilities

Derivatives [13,814] (13,814]
Other investment balances (19,193] (19,193
Total invesiments 2,256,684 1,203,252 1,076,534 4,536,470

Andlysis for the prior year end is as follows:

tevel 1 level 2 level 3 2016
Tolal

£ 000 £ Q00 £ 000 £ 000
Investment assets '

Equities 1,985,345 - - 1,985,345
Bonds 247,905 1,047,120 - 1,295,025
Properfy - - 307,414 307,414
Pooled investment vehicles - - 522,085 522,083
Derivaiives - 39,887 - 39,887
Insurance policy - 115021 115,021
Cash 12,046 - - 12,046

Other investment balances 32,126 - - 32,126
2,277,422 1,087,007 944,520 4,308,949

Investment liabilities

Derivatives - 21,774 - 21,774)
Other investment balances (34,381) - {34,381}
Total Investments 2,243,041 1,065,233 944,520 4,252,794

32




19.

Investment risks

Types of risk relating to investrients

As the Trustee recognizes thal the Fund is exposed Io invesiment, funding and operationdl
risks, its approach is fo infegrate management of those risks throughout the Fund. The
investment manager and the investmen! advisor give quantifative and qudlitative
consideration 1o operational, funding and investment risk when advising on invesiment policy,
strategic asset allocation, investment sfrategy and manager selection.

In accordance with FRS 102 the Fund is exposed to the following invesiment risks:

1. Crediit Risk. the risk that o1e party to a financiad instrument will cause a financial loss for
the other party by failing to discharge an obligation.

2. Market risk the risk that the fair value or future cash flows of a financial instrument will
fluciuate because of changes in market prices. Market risk comprises:

)} Inverest rate risk: the risk that the fair value of fulure cash flows of a financial instument
wilt fluctuate because of changes in market interest rates.

il Curency risk: the risk that the fair value or fulure cash flows of a financial inslrument wil
fluctuate because of changes in foreign exchange rates.

i) Other price risk: the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market prices [other than those arising from inferest
rate risk or currency risk), whether those changes are caused by factors specific to the
financial instrument or i's issuer, or factors affecting all similar financial instruments
traded in the market.

The overall invesiment risk tacen by the Trustee is diversified across a range of different
invesiment opporiunities, which in aggregate are expected to provide excess refurn relafive fo
Fund liabilities by between 2% and 2.5% per annum over the leng term,

The Tiustee aims to diversify -he asset allocation exposures geographically, by asset class
and across aclive management strategies. In terms of the management of currency risk, the
Trustee's policy within its strategic assef allocation ["SAA"} is to hedge back to Steding an
appropriate proportion of currency exposure.

The following iable summarizas the extent fo which the various classes of investments are
affected by financiat risks. In the case of pooled investment vehicles the risk can be direct or
indirect,
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Cther

Credit Cumency Interest  price 2017 2016
risk fisk rate risk  risk £ 000 £ 000
Equities o © ') @ 2,045476 1,985,345
Bonds e © ) a) 1,369,954 1,295,025
Property o) )] O Y 347,860 307,414
Pocled investment
vehicles & © - @ 616,774 522,085
Derivatives L)) @ e L)) 14,440 18,113
Insurance policy e O ® ® 11,900 115,021
Cash deposits and
other investment
balonces ® () O O 30,066 Q,791
Totdl investment assets 4,536,470 4,252,794

In the table above, the risk noted affects the asset class @] significantly, [©] partially or [O]
hardly,/not ot all.

Further information on the Trustee's approach lo risk management, credit and market risk is set out
below,

Investment strategy

The Trustee's objectives for the Fund are:
+ To invest the assets of the Fund so as to meet the expecied future liabilities of the Fund at the
minimum longferm cost to employer and employees whilst maintaining o diversified
porifolio of invesiments fo reduce risk,

o To minimize invesiment risk, using best practice, subject to the volatility risk necessary to
deliver the required refurn,

» To produce returns consistent with those available in major investment markets, and

* To maintain sufficient liquidity to make the payments associated with the growing maturity of
the membership profile of the pension scheme.
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The Trustee sefs an investment sirategy considered appropriate for the Fund taking account of how
much risk the Trustee, in consultalion with the Sponsor, wishes to take and consistent with the
objective of meeting the expected future licbilities. In order 1o define its investment approach; the
Trustee, in conjunction with its advisars underlakes an Asset Liabilily Modelling (*ALM?) study which
tests potential funding culcomes under different scenarios to help in agreeing a SAA. The AlM
expresses the Trustee's investment appraach and defines the required retums and acceptable risk
folerance for the fund’s assets. While the terms of the SAA are decided by the Tiustee on the
recommendation of the Investment Committee, its implementation and more granular decisions in
respect of assel allocation are delegated to the Investment Manager and are documented in the
IMA. The IMA was renewed on | of Jecember 2016. The current SAA is:

e 19% dllocafion fo maiching assefs: containing a mixture of inflation swaps and required
collateral to reduce inflation risk versus liabilities as well as inflation linked bonds and UK
long-lease property.

« 6% allocation to liquidity assets: consists of nearcash assefs.

s 75% dllocation Returnseeking assefs: the portfolic contains a mixture of retun seeking
assets including equity, Emerging Sovereign and High Yield ond Emerging Markets
Corporate Credif (fixed income} and oltematives including hedge funds, property and
infrastructure and aims 1o generate outperformance over the retum on the liabilities.

The sirength of the Sponsor covenant along with a number of other factors may affect the Trustea'’s
appetite for risk, including the Fund's funding position, Tis cashdlow profile and s liability profile.
The Trustee monitors these factors regularly and may alter its investment obiectives, risk tolerance
and/or refurn target as appropriate in the event of any significant changes.

Credit risk

The Fund is subject to credit risk because the Fund directly invests in bonds, overthe-counter-
(“OTC") derivatives, has cash balances and undertakes security lending acivities. The Fund is also
exposed to credit risk arising on some of the financial instruments held by the pooled investment
vehicles.
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A summary of exposures to credit risk is given in the following table, the notes below which explain
how this risk is managed and mifigated for the different classes:

2017 2016
£ 000 £ 000

Investment assets exposed o credit risk

Bonds 1,369,954 1,295,025
Pooled Investment vehicles 616,774 522,085
Derivatives 14,440 18,113
Insurance policy 111,900 115,021
Cash deposits and other investment balances 30,066, @791
Total 2,143,134 1,260,035

Investment guidelines have been established to manage the credit sisk related to fixed intersst
securifies, These investment guidelines consist of limits regarding exposure and credit rofing. The
limits are monitored periodically to ensure compliance with the guidelines. Insiruments with a rating
below B- by Standard & Poor's or rated below B3 by Moody's are not permitted.

Credit risk arising on derivatives depends on whether the derivative is exchange fraded or overthe-
counter [OTC). OTC derivatives are not guaranteed by any regulated exchange and therefore the
Fund is subject fo risk of failure of the counterparty. The credit risk for OTC derivatives is reduced by
securities collateral arrangements. All OTC derivative counterparties are required to be at least of
investment grade, see nofe 17,

The Trustee considers financial instruments or counterparties o be of investment grade if they are
rated ot BBB- or higher by Standard & Poor’s, or raled at Baa3 or higher by Moody's.

Cash is held within financial instiutions which are at least investment grade credit rated.

The Truslee manages the credit risk arising from security lending activities by restricting the amount
of overall stock securities that may be lent, only lending to borrowers who are rated af least af
investment grade, limiting the amount that can be lent to any single borrower and putting in place
collateral arrangements.

Credit risk arising from pooled investment vehicles is mitigated by diversification of investments
amongst a number of pooled arrangements as well as by canying out due diligence checks on the
appointment of new pooled invesiment managers and on an ongoing basis monitoring any
changes to the operating environment of the pooled manager.

Currency risk

The Fund is subject to currency risk as some of the Fund's investments are held in overseas markets.

The Trustee has defined a currency hedging strategy that defines the target hedge percentage per
for each currency per asset class. The strategy is implemented through currency forwards and

swaps. The net currency exposure was:

2017 2016

Hedge Net Hedge Net
Exposure  posifions  exposuie  Exposure  positions  exposure
£ 000 £ 000 £ 000 £ 000 £ 000 £ 000

Euro 578,419 404,739 173,680 492,422 334,905 157,517
US dollars 1,280,861 913,875 366,987 1,285,576 924,895 360,681
Jopanese yen 186,153 111,731 74,427 174,380 104,635 69,745
Other currencles 708,718 152,207 556,511 GO6,698 150,445 516,253
Total 2,754,151 1,582,551 1,171,569 24619076 1,514,880 1,104,196
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20.

21

Interest rate risk

The Fund is subject to interest rote risk because some of the Fund's invesiments are held in
fixed interest securities, interest rate swaps and bond futures. The Trustee has set a benchmark
for total fixed income investmants of 34% of the investment porifolio where the assets are
expected to have broadly similar characteristics to the liabilities.

Other price risk

Other price tisk arises principally from the allocation to equities, equily futures and swaps,
investment properly, hedge funds, privale equily, opportunity-driven invesiments, and
infrastructure in the return seeking assets portfolio. The Fund has set o farget asset dllocation
of 6% to such investments.

The Fund manages the exposure to overall price movements by diversifying the asset
dllocation exposures geograshically, by assel class, and across active managemen!
sirategies. '

Concenfration of investments -

Invesiments {other than in United Kingdom Government securities] exceeding 5% of the value
of net assets are detailed below:

2017 2016
£ 000 % £ 000 %
Mesdag Fund of Funds Lid - - 220,144 54

Employer-related investments

The Fund's investment guidelines restrict investmenis in shares of the Royal Dutch Shell plc to
3% of the total value of the Fund. The Fund held 170,552 [2016: 242,764) ‘A shares and
113,952 [2016: 200,127) 'B shares of Royal Duich Shelt ple at 31 December 2017, This
represents 0.2% {2016 0.3%) of the Fund's net assets at 31 December 2017.
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22. Investment in wholly owned subsidiary

Shell Trust (UK Property] Limited was incorporated on 27 Oclober 2003, under the laws of
Bermuda. Shell Trust (UK Property} Limited is wholly owned by Shell Trust {Bermuda} limited,
through its holding of all the issued and oulstanding commeon stock. Shell Trust {UK Property)
Limited waos incorporated for the purpose of holding and managing the Fund's property
portfolio. The assels of the subsidiary are reflected in the properly line in note 9.

23. Cuirent assefs

2017 2016
£ 000 £ 000
Contributions due from Member Companies 2,971 6,751
Cash balances 6,631 4,968
9,602 11,719
24.  Current liabilities
2017 2016
£ 000 £ 000
Confributions due to Member Companies 4 47
Unpaid benelits 138 1,487
Accrued expenses 1,773 2,186
VAT payable 774 555
Tax payable 1,907 1,576
4,596 5,851

25. Related party fransactions
At 31 December 2017 Related Party Transactions [other than those described in Notes 7,
1G, 15, 16 ard 22} were as follows;

Three members (2016: three} of the Trustee Board are remunerated by the Fund, see Note 7
Administiative expenses.

Mr P S Gamero and Mr M D Clark are Directors of Shell Pension Reserve Company {SOCPF)
limited, the company which holds and maintains the Confribution Reserve Account,
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26.

27,

28.

Contingencies and commitmenis

In the opinion of the Trustee, “he Fund had no contingent liabiliies at 31 December 2017
[2076: nil).

At the year end the Fund had (i} coniractual commitments totalling £340 million (2016:
£349 million} in respect of private equity and infrastructure pooled investment vehicles that
ate due fo be setled over o period of 6 years and (il no confractual commitments to
purchase or sell properties {2016 nil].

Realisations

Due to the long term nature of the Fund's liabilities, pension investments do not all need to be
realisable in the short term. The Fund has the following investments where there is a
significant restriction on the Fund's ability 1o reclise the assefs ot the values stated in the
financial statements, especially given the characteristics of the investments:

2017 2016

£ 000 £ 000

Properties 347 860 307,414
Pooled investment vehicles '

- private equily 316,476 242,478

- infrashucture 81,265 50,463

- fund of hedge funds 219,033 229,144

064,634 820 490

Subsequent events

At yearend, the property of The Prince of Wales in Coven! Garden, london, was under offer
to purchase at £10.45 million Contracts subsequently exchanged on 26 January 2018 with
completion due on 12 February 2018,
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