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Qur vision

“To be the recognised global leader in the
point-to-point, full container load shipping
market - and recognition will be based on
leading financial performance, customer
satisfaction and staff engagement.
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Business overview

Royal P&O Nedlloyd’s core business
is container shipping, conducted
through P&O Nedlloyd, one of the
world’s leading providers of point-
to-point container shipping
services. To support this core
business, it also offers a range

of value-added logistics services,
from relatively simple freight
management to sophisticated
supply chain management. P&O
Nedlloyd operates a modern fleet
of 156 vessels with a standing
capacity of 428,000 teu, calling

at 217 ports in 99 countries.
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2004 operational highlights

> P&O Nedlloyd reverse listing achieved on the
Amsterdam Stock Exchange.

> Best ever P&O Nedlloyd trading results.
> Deployment of yleld management programime — FOCUS.

> Fmployee Share Gift followed by introduction
of Employee Share Purchase Plan.

> Delivery of P&O Nedlloyd’s first 8,450 teu vessel,
P&O Nedlloyd Mondriaan.

> P&O Nedlloyd was successfully nominated as
preferred bidder for an environmentally friendly
rerminal in Los Angeles.

Py tiediloyd Annual Report and Accounts 2004 1
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Chairman’s statement

100%

The transformation of R()ya Nedlloyd
into Royal P&O Nedlloyd last April,
resulting in the Company now ho’ldmcr
of P&0O Nedlloyd, set the tone for
a year of positive developments for the

Company, including the best ever
financial results.

Overview

This has been a year of major change for Royal P&0O Nedlloyd,
with the transformation of Royal Nedlioyd into Royal P&O
Nedlloyd in April 2004 and of P&0O Nedlloyd from a 50:50 joint
venture into a wholly owned subsidiary of Royal P&O Nedlloyd.
We now have the independent identity, clear strategy and
corporate structure to build on our 2004 performance. I am
pleased with the fact that after less than a year Royal P&0O
Nedlloyd was promoted to the AEX index of the Netherlands top
25 companies on the Amsterdam Stock Exchange in March 2005.

Results

Royal P&O Nedlloyd's net profit for 2004 was $222.1m,

$205.8m better than the profit generated by its predecessor,
Royal Nedlloyd, in 2003. It was also a year which saw the best
ever results for our container shipping subsidiary P&0O Nedloyd.

Board

We have seen a number of changes to our Board, beginning

in April 2004 with the departure of Leo Berndsen as Deputy
Chairman of the Supervisory Board of Royal Nedlloyd, the
moves of Haddo Meijer from his role as Chairman of the
Executive Board of Royal Nedlloyd to Non-Executive Director

of Royal P&O Nedlloyd, and of Nick Luff and Robert Woods from
the Board of P&O Nedlloyd to the Board of Royal P&O Nedlloyd,
the departure of Henk van Wijk from the Supervisory Board

of Royal Nedlloyd, and the appointment of Philip Green as

CEO of Royal P&O Nedlloyd. The Board was further strengthened
with the arrival of David Robbie, CFO, in May 2004 and the
appointment of Olav Rakkenes, Louk Ligthart and Rutger

van Slobbe (who has been with P&0 Nedlloyd for 28 years)

in November 2004. In September 2004, Neelie Kroes resigned
from the Board as a result of her appointment as EU
Commissioner for Competition. Continuity was preserved

with the experience of Haddo, Nick, Robert and Rutger

from their previous positions.
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We thank Leo, Henk and Neelie for their substantial
contributions to the development of our business and welcome
Philip, David, Olav, Louk and Rutger who bring a wealth of
additional experience.

Sadly, our patron, HRH Prince Bernhard of the Netherlands,
died in December.

Bridging the Gap

We have also seen the appointment of a new P&O Nedlloyd
Executive Management Team under the leadership of CEO
Philip Green, which has the major task of bringing the financial
performance of P&0 Nedlloyd into line with the best of our
competitors. There is much to do to realise that goal, but the
management team has made an excellent start and is well
positioned ta reap the benefits from the roll-out of its yield
management programme in 2003,

Dividend

In line with our dividend policy in previous years and, as
indicated in the Information Memorandum, we intend to
propose a dividend of €1 per share for the transition year 2004,
payable in May 2005. Starting in 2005, a new dividend policy
will apply whereby dividend payments will be in line with the
underlying financial performance of the business.

On behalf of the Board I would like to send my thanks and

congratulations to all staff in the Company for bringing us
successfully through a year of major change.

-

Andrew Land
Chairman
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‘Operating and financial review

Chief Executive's review

i 2004,

Royal P&O Nedlloyd, previously Royal
Nediloyd, has seen a momentous year

I am delighted to be presenting this report as Chief Executive
after an exciting and challenging first year.

On 16 April 2004, we completed a series of transactions, which
resulted in Royal P&O Nedlloyd owning 100% of P&O Nedlloyd.
As part of that process, the Company acquired P&O’s 50%
interest in P&O Nedlloyd, and P&O acquired a 25% shareholding
in Royal P&O Nedlloyd.

These changes give Royal P&O Nedlloyd an independent
future, with control of its own destiny and a single tier

top management structure. The integration of our container
shipping business - P&O Nedlloyd - has been successful, and
we can now move forward as one team with a clear strategy
focussed on creating additional value.

Already in 2004, significant steps were taken to secure a
successful future for Royal P&O Nedlloyd, including defining
our own vision, values and business strategy.

Vision and values

Our vision is as follows:-

“To be the recognised global leader in the point-to-point, full
container load shipping market - and recognition will be based
on leading financial performance, customer satisfaction and
staff engagement”.

Financial performance will be benchmarked against our
“best in class” competitors.

We are measuring and benchmarking customer satisfaction
on a standard global basis and taking steps to ensure we
provide a consistent and excellent customer service in all
trades and regions.

As an organisation, we believe in fostering four key values
in order to achieve those goals:

> Trust - absolute confidence in cach other to work in
the best interests of the Company.

> Commitment - a passion to deliver on promises made.

> Team - the desire and ability to work as one.

> Fun - to make work more rewarding.

As part of our commitment to staff, we celebrated the launch
of Royal P&0O Nedlloyd with a Share Gift to all P&O Nedlloyd
employees, and in December we introduced an Employee Share
Purchase Plan to encourage staff to invest directly in the future
of our Company.

Business strategy

P&O Nedlloyd’s core business is point-to-point full container
load transportation, and our aim is to continue to develop

and grow that core business profitably. Furthermore, we hold a
50% interest in Martinair Holland, which we consider non-core.

We also own or have an interest in businesses in the fields of
logistics, container terminals and inland operations {road and
rail haulage). We will continue to develop ocur interests in these
sectors with the aim of supporting the core business, both

to enhance our ability to provide value added services to our
customers, and to protect both our costs and our service levels,
at a time when terminalfinland infrastructure is coming under
pressure in a nuimber of locations.

2004 financial performance for P&0O Nedlloyd

2004 was a record year for P&O Nedlloyd, achieving an operating
profit of $400.9m compared with an operating profit of $77.0m
in 2003 {100% of P&O Nedlloyd's result on a like for like basis).

Revenue increased by 22%, with underlying volumes up 10%,
and average freight rates up 13%.

The operating profit margin improved from 1% in 2003 to
6% in 2004.

P50 flediloyd Annual Report and Accounts 2004 3




Operating and financial review continued

Chief Executive’s review continued

”mdging the gap

Focus on:

> Financial performance
> Staff engagement

> Customer satisfaction

Bridging the Gap

Nevertheless, we are not satisfied with our performance and
have launched the “Bridging the Gap” programme to address
three key areas impacting our overall performance.

Financial performance

At the beginning of 2004, it was apparent that for several

years P&Q Nedlloyd had underperformed its “best in class”
competitors {in respect of those for which financial performance
is publicly available and can be measured) by around five
percentage points of EBIT margin.

We have therefore developed a comprehensive plan to bridge
the gap by the end of 2006.

The main area of underperformance has been identified as

the Company'’s lack of focus on yield management. In the past,
without the necessary systems, the Company’s decision making
has been driven more by volume than profitability.

By the end of 2004, we had deployed a new global and
integrated IT system ("FOCUS”) which for the first time gives
a comprehensive yield management system, with complete
visibility on the full revenue and costs of every container
carried. The system also provides a predictive tool, enabling
us to calculate the yield on future business.

Staff engagement

In a business such as ours, which relies on our staff to deliver
a high level of customer service, the full engagement of staff
in meeting a set of agreed goals is absolutely vital.

Our aim is to ensure that all staff have a proper understanding
of their role and how it contributes towards achieving the
overall Company goals, that they have the tools and skills to
perform effectively, and that their performance is regularly
measured and feedback given. An initial staff engagement
survey has been completed and will be repeated periodically

to ensure that we stay on track,

Customer satisfaction
From the research we have undertaken, three clear messages
have emerged:-

> Customers are looking to build long term strategic
relationships, where we commit to doing what we do
excellently, rather than always seeking to cover 100%
of their business requirements, regardless of the fit
of those requirements to our core business capabilities;

i 4 Annual Report and Accounts 2004 Ro.il Pr( Rediion

> Reliability is vital, and customers want us to be clear on our
commitments to them, and then deliver “right first time” in
our service;

> Customers who deal with us as a global organisation expect
to receive reliable, consistent and excellent service wherever
in the world they work with us.

We are taking steps to improve our service delivery, particularly
in respect of consistency and quality, and will continue to
monitor customer feedback.

Our yield management system will enable us to improve our
business in many areas including:

> Ensuring that our tariffs and contract rates properly
reflect the cost of the specific business being carried;

> Improving the selection of the business;

> Ensuring full revenue recovery when additional costs
are incurred at a customer’s request;

> Improving the efficiency of our container fleet.

With the system now deployed, the main challenge is to change
the culture and management focus of the Company away from
volume, and towards yield maximisation. A global “Bridging
the Gap” programme - including comprehensive training and
performance related pay — has been implemented at virtually all
levels and locations in the Company. Initial response is
encouraging and we expect to see significant financial benefits
from the programme in 2005 and 2006.

Outlook

The outlook for 200S is positive. Volumes and freight rates
remain strong, although increased operational costs, congestion
and the weak US Dollar continue to have a negative impact.

Our yield management programme was deployed by the

end of 2004 as expected, and we anticipate that this will start

to bridge the profitability gap with our competitors in 2005.

In overall terms, we currently expect a significant improvement
in operating profits for 2005, assuming that current industry
and market conditions continue.

=

Philip Green
Chief Executive Officer




Operating and financial review
Operational review

continued

Overview

The external environment in 2004 has been particularly
favourable. Demand growth has been strong, as a result of a
continuing increase in consumer demand, together with the
significant growth in “outsourcing”, as manufacturers/retailers
switch their sourcing to low cost areas, most notably China,
but also to other countries in Asia and Latin America.

As a result of these trends, Clarkson Research Studies (a company
which conducts independent research on the container shipping
industry) estimates that, for the second year running, demand
growth has significantly exceeded capacity supply growth,
despite the fact that there has also been significant growth in
the supply of container tonnage. With strong demand, we saw
high levels of dominant leg utilisation in 2004, which provided

a favourable climate to continue the programme of freight

rate improvement.

However, this exceptional growth has not been without its
problems. In the 2004 peak season, our services suffered as a
result of congestion both in container terminals, and with rail
infrastructure at a number of key locations, particularly on
the West Coast of the US. This has had an impact on our costs,
particularly through burning additional bunker fuel in order
to catch up after port delays. We have been equally concerned
about the impact on our service to our customers.

While performance levels have returned close to normal, with
further strong trade growth forecast for 2005, minimising the
impact of congestion on our service and cost levels will be a
major management challenge.

Cost levels have been under pressure generally, in partas a
result of the high activity levels, Charter rates have been at high
levels, and the price of oil has had an impact on both bunker
costs and inland transport costs. In addition, the weakness of
the US Dollar has had a negative impact on our results.

Trade performance
All figures quoted refer to 100% of P60 Nedllayd for the full calendar
year and prior year.

Europe trades

Like for like volume growth in 2004 was 11% (allowing

for the withdrawal from the unprofitable Europe/West Africa
and North Europe/Eastern Mediterranean trades in 2003},
with the strongest growth in the Asia/Europe trades (13%).

Average freight rates increased by 12% with significant
improvements across most trades.

The AsiajEurope trades benefited from the strength of the
Chinese economy and the increasing trend to outsourcing

of production by the major retail importers in Europe. Market
growth was strong in both directions and P&O Nedlloyd was
able to benefit from this with its extensive portfolio of direct
weekly container shipping and logistics services. [ndia also
emerged as a stronger trading partner with Europe, P&0O
Nedlloyd being well positioned due to its long standing
experience in this trade lane.

Strengthening currencies in Australasia and a reduced interest
from the relay operators allowed P&O Nedlloyd to make strong
gains with its direct twice-weekly contra-rotating Round the
World services between Europe and Australasia.

The Latin American trades witnessed further strong growth
in the northbound reefer market to Europe. P&0 Nedlloyd
has been steadily increasing its capabilities in this segment,
and increased its direct services to five per week. The overall
market southbound has been less positive and the trades
remain structurally imbalanced as importers focus more

on the Asia markets for their sourcing.

North America trades

Strong volume growth on the TransPacific trade {17%) was
moderated by the impact of congestion on the West Coast,
and tight capacity in the second half of the year. As a result,
the services via Panama to the East Coast show the strongest
growth. However with very limited growth in the trade from
the US to Asia, the imbalance on the route worsened. Average
freight rates year on year improved by 9%.

eyd Annual Report and Accounts 2004
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| In December 2004 our new vessel, * !
the P&O Nedlloyd Mondriaan, entered
service on the Asia/Europe route.

B
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“The PO dlloycl Mondndan isone of 156 vessels
n our fleet and is our first with capacity of 8,450 teu;
0 more w111 follow wnhm the next two years.

;The P&O Nedlloyd Mondnaan named after the

“celebrated Dutch abstract painter, is powered with
‘a revoluhondry electromcally controlled low speed
_marine diesel engine, which gives unrivalled .
ﬂextbﬂxtywx th smokeless operation at all speeds,
' lower fuel consumptlon reduced maintenance costs
| “and lower opewung speeds for better manoeuvring. ..
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' Operating and financial review continued
Operational review continued

In the North Atlantic trade, our volumes declined slightly (-1%),
while we have concentrated on revenue improvement (13%)
which has had a significant positive impact on our yields.

In the other American trades, volumes have increased on
average by 4%, and freight rates by 10%. In the Latin American
trades, there has been a significant increase in exports from
Brazil, with strong revenue rate recovery supported by tight
capacity. The southbound trade has not grown, and therefore
imbalance costs have increased.

The services between North America and Australia/New Zealand
have seen improvement in both directions, with strong
movement of frozen meat to the US, and an improved
southbound trade as a result of strong currencies and economic
growth in the region.

Asia trades

This trade group enjoyed a buoyant year with strong volume
growth {11%) and restoration of revenue rates on all routes,
amounting to an average increase of 19%.

The latin American routes saw the largest recovery, with
increases in both import and export volumes and a continued
growth of refrigerated cargoes.

Asian exports to West Asia and to Australia/New Zealand were
healthy, supported by improved revenue rates.

Whereas the Asian exports to Africa were also good, African
exports have suffered from political instabilities and
appreciation of currencies.

The regional services {Intra Asia/Trans Tasman/Mercosul)
developed positively helped by trade growth and improved
revenue rates.

Network expansion

During 2004, we expanded our capacity on a humber of routes.
Within the Grand Alliance (the operational grouping of five
lines through which P&O Nedlloyd serves the main east/west
trade routes), we upgraded capacity with the introduction of
larger vessels, and also introduced a new service from Asia to
the US East Coast via Panama.

On the Europe - East Coast South America trade, we entered
into a new partnership with Hamburg Sud, enabling us to
offer three sailings a week instead of one.

We also introduced a new service from China to the East Coast
of Australia, in response to strong demand on this route.

At the end of the year, a programme started to replace

the original vessels which were introduced into the
Europe/Southern Africa service (“"SAECS”) over 25 years ago.
They are being replaced with faster vessels with a 50% increase
in capacity for refrigerated containers.

Terminal development

The reconstruction of Port Newark Container Terminal

(New Jersey), in which P&O Nedlloyd has a 50% interest, is now
in its final phase. Performance has improved significantly in
the last 12 months.

Euromax Terminal, Rotterdam, in which P&O Nediloyd has

a 50% interest, received final clearance from the European
Commission in December 2004, and with development starting
this year, the terminal is scheduled to be operational in 2007.

The concession agreement for Antwerp Gateway Terminal, in
which P&O Nedlloyd has a 25% interest, was signed in April
2004, and the terminal is scheduled to commence operations
in late summer 2005.

P&O Nedlloyd has been successfully nominated as preferred
bidder in relation to a lease for Berths 206-209 in the Port
of Los Angeles. It is anticipated that final lease terms will
be agreed and the lease signed by September 2005 and the
terminal will commence operations in June 2006.

8  Annual Report and Accounts 2004 Ro




Custonier service

As a global business dedicated to excellent customer service,
P&0O Nedlloyd recognises the need to deploy its resources
appropriately if it is to achieve its vision of being “the recognised
global leader in point-to-point full container load shipping”.

P&O Nedlloyd has over 10,000 customers worldwide. They
operate across a wide range of industries from seasonal
commodities to chemicals to automotive parts. For operational
purposes they have been grouped into a number of segments
(for example freight forwarders and reefer customers) each
with specific container shipping requirements.

P&O Nedlloyd has a global sales force, dedicated to managing
customer relationships. It comprises both sales and customer
service teams.

To establish itself as the global leader in container shipping, as
measured by customer satisfaction, P&0O Nedlloyd has established
a programme to measure current customer satisfaction levels
and a global survey is underway across all regions.

The survey uses both quantitative and qualitative methods
and seeks customer opinions on a range of topics, including
product, customer care, sales, documentation, complaint
management, information and competitiveness.

In the surveys completed to date in Europe and North America,
P&O Nedlloyd’s customers consistently give high marks to the
sales team and their knowledge, accessibility and quality of
relationship management.

Key customers have recently provided additional feedback to the
senior global management team, identifying areas of particular
importance including responsive global customer service and
their desire for long term partnering.

Together. these initiatives will ensure that P&O Nedlloyd remains
focused on its customers and becomes recognised as a global
leader in the pointto-point, full container load shipping market.

Qur flect

At the end of 2004, the total P&O Nedlloyd operated fleet,
including chartered tonnage, consisted of 156 ships with a total
standing capacity of 428,459 slots.

Key developments in 2004 included:

> Nine new vessels were added to the fleet on a long term
charter basis;

> P&O Nedlloyd succeeded in implementing the requirement
of the International Ship and Port Facility Security Code
(“ISPS”) across the fleet, well ahead of the required deadlines;

> During September, the Document of Compliance with the
International Safety Management Code was successfully
renewed, following a verification audit by Lloyds Register;

> In December, P&0O Nedlloyd took delivery of one of the largest
ships built to date, P&0O Nedlloyd Mondriaan, with a nominal
capacity of 8,450 teus. This is the first of 11 ships of 8,400 plus
teu size that will be delivered over the coming two years; and

> P&O Nedlloyd sold 14 vessels and chartered the vessels back;
Reederei Blue Star (a 100% subsidiary of P&O Nedlloyd) signed
a ship management contract for the vessels.

More than 40 vessels are due to enter service in the next
three years to replenish existing capacity and to cover
market growth.

Intermodal

On the European continent P&0 Nedlloyd is a partner in

the European Rail Shuttle (“ERS"} joint venture with Maersk
Sealand. ERS has now become to a large extent independent
from the national railway companies enabling it to provide a
high quality product, In 2004 ERS transported around 400,000
teu and a quarter of this was generated through third parties.

P&O Nedlloyd has been actively developing inland terminals
as an extension to the rail network, in Duisburg, Germany
(“DIT") and in Bratislava, Slovakia (“Eurokont”). It is the
intention that these centres will be developed as hubs to
serve their immediate areas.

In the UK, Roadways Container Logistics has had a challenging
year. As for all land operations worldwide, there has been an
upward pressure on costs primarily driven by fuel and

by congestion.
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| Staff engagement is key in our agenda, together
with financial performance and customer satisfaction
because we know that we will only achieve our vision

if our people are fully engaged and motivated.
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Our core values of Trust, Team, Commitinent and
Fun are the foundations of our corporate culture.

To support these values, we completed « global staft
engagement survey in September 2004 - the overall
response rate for which was 86% - asking our people
for their views on important issues surrounding
their working lives.

.
&
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‘Operating and financial review continued
Operational review continued
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Logistics

In 2004 P&QO Nedlloyd Logistics experienced a year of further
growth, especially in our core customer sectors of Retail, High
Value Consumer Goods, Wines and Chemicals. Linked with this
has been volume growth in the US, Asia and Latin America.

Our customers are increasing their demand for supply chain
visibility and especially connectivity with the parties involved.
We have been well positioned with our systems solutions and
supply chain management processes to provide these services.
With the trend to global buying in retail business and global
selling of chemicals and high value consumer goods, our
customers now require us to provide more extensive supply
chain management services in addition to basic container
shipping. With the development of overseas markets in wine,
P&O Nediloyd Logistics has been involved with supermarkets,
especially in the UK, to manage their international supply
chains. Chemicals are progressively sold from stockholdings
closer to final destination rather than produced on order with
long delivery times. We have developed new concepts for some
of the major petro-chemical companies, including virtual
warchousing and pipeline visibility.

It is expected that China's membership of the WTO will increase
international buying by retail businesses. It will also force more
specialisation of products from other countries. P&0O Nedlloyd
Logistics has held workshops with authorities and retailers to
identify the trends in the market resulting from these changes.

In 2004 we have seen the further integration of our US domestic
retail distribution Gilbert Companies in to our global network
and end-to-end solution provision. To support this we have
renewed warehouse facilities on the West Coast of the US. As a
result, we have seen a strong improvemnent in Gilbert’s financial
performance compared to 2003.

Damco, our international freight forwarding business, has
enjoyed significant organic growth in 2004, particularly in
China and Vietnam.

Murtinair

The Group owns a 50% share in Martinair Holland, the
passenger and cargo airline operating out of Schiphol airport
in the Netherlands. The remaining 50% is owned by KLM Royal
Dutch Airlines.

© 12 Annual Report and Accounts 2004 s

Martinair operates passenger flights to approximately 90
destinations throughout the world, providing services on both

a chartered and scheduled basis. Martinair also operates cargo
flights worldwide and has developed a particular strength as a
carrier of “perishables”, such as cut flowers, vegetables and fruit.
The Group’s 50% share of Martinair’s operating profit amounted
to $14.1m (2003 $13.4m).

The improved operating profit was as a result of Martinair's
cargo activities. The number of tonkdlometres increased by

8% to 2,916 million especially due to an increase of capacity

on the routes towards the Far East and the Americas. In certain
areas, excluding surcharges, yields were under pressure.

Martinair’s passenger activities had a mixed performance

in the year. The long haul volumes grew significantly by 15%

to 501 million tonkilometres (2003: 434 million tonkilometres)
although average yield fell due to the strong competition. In the
short haul passenger business volume fell by 1% to 293 million
tonkilometres. In this segment yields (excluding surcharges)
were declining as well but especially due to a change in the

mix of destinations. Overall the operating profit of Martinair’s
passenger business was slightly lower than the prior year.

Yield management/FOCUS

The ability of P&0 Nedlloyd to provide customers with quality
documentation and accurate up-to-date information, both
directly or through our comprehensive E-Commerce suite of
applications, is fundamental to P&Q Nedlloyd's vision to be
recognised as a global leader in the point-to-point full container
load shipping market.

Over the last four years we have invested extensively in an
industry leading, modern and comprehensive integrated system,
FOCUS, which provides rich support for our core operational,
customer and yield management processes. The technically
advanced FOCUS business management and information system
is designed to be flexible, process orientated, highly automated
and above all global, to ensure cur staff and customers have the
latest accurate information on all shipments anywhere in the
world at the touch of a button.




A key component of FOCUS is “Contribution and Yield
management”. FOCUS allows sophisticated multi-dimensional
analysis of costs and revenues at a micro (single shipment) and
macro (vessel, geography, customer) level allowing pro-active
profitability management (see Bridging the Gap page 4).

The FOCUS systern is now operational in the vast majority

of our business. It is a single global system providing full
visibility of the shipment life cycle, opening up opportunities
for further improvements to the functionality of the P&O
Nedlloyd E-Commerce solutions and support for other business
processes. FOCUS will deliver improved service to customers,
improved quality of documentation, improved accuracy of
information and improved contribution management.

P&O Nedlloyd is actively involved in INTTRA, the electronic
portal for the liner shipping industry, which continues to
expand as more and more of our larger global customers
become connected.

Regulatary development

On 13 October, the European Commission published a white
paper on the review of regulation 4056/86, the regulation
which provides a block exemption for shipping conferences
from certain provisions of European competition law.

The white paper proposes that the regulation be repealed,
and initiates consultation on an appropriate new regulatory
structure for liner shipping services operating to and from
the EU.

The European Comrmnission has completed a review of regulation
823/2000 (the consortium regulation, which permits the
operation of joint services, alliances etc) and has proposed

to extend the regulation, with limited changes, for a further
five years.

Our staff

Staff engagement is a key feature of our agenda along with
customer satisfaction and financial performance because we
know that we will only achieve our vision if our people are fully
engaged and motivated.

In 2004 we have strengthened the global capability of our
Human Resources and Development team, helping to maximise
the potential of all our people.

Leadership and performance management

Building a people-focussed and leadership driven ethos demands
rigorous evaluation and this year has seen us working towards a
more performance led culture complemented by the initiation
of a targeted leadership programme.

Vision and values

Our core values of Trust, Team, Commitment and Fun are the
foundations of our corporate culture and were launched globally
in July, under our “Vision and Values” programme, uniting our
global worlforce under our shared goals and objectives and
feeding into our performance management system.

Engaging our people

In 2004 we celebrated our launch as a publicly owned company
with the P&O Nedlloyd Employee Share Gift to all staff around
the world, for which we are proud to have won a prestigious
award from Proshare. In December, we introduced the Employee
Share Purchase Plan across 80% of our workforce, giving people
an opportunity to invest in the future of our Company.

We completed a global staff engagement survey in September
with an overall response rate of 86%, asking our people for their
views on important issues surrounding their working lives and
putting in place a rolling programme of listening,
communicating and action.

Fulfiling potential

Our management development philosophy continues to build
self-awareness, providing people with opportunities for learning
and empowering them to act and learn from their actions.

oyd Annual Report and Accounts 2004 13




' Operating and financial review continued
Towards a sustainable future

At P&O Nedlloyd we believe we should make a positive
contribution to our people, the communities and locations in
which we operate. The P&O Nedlloyd report on the environment
“Always taking care”, published in March 2004, has been well
received by our customers and is available on www.ponl.com.

Our next report on sustainability will be issued in 2006
and will chart our performance against our current
environmental targets. This will include an outline of our
corporate responsibility policy. The report will be produced
in accordance with the sustainability reporting guidelines
of the Global Reperting Initiative.

Environment

P&O Nedlloyd's approach has developed from understanding
our impact on the environment and the interest that we have
in developing long-term sustainable alternatives. We take the
environment into account at all stages in the lives of our vessels:
building, operation and recycling. All our new container ships
are built in such a way that 25 years later they can be safely
dismantled, Harmful coatings, used previously to paint ships’
hulls, were discontinued in the P&O Nedlloyd fleet in 2003, five
years ahead of the global ban to be enforced in 2008. As a further
step, we have started using non-biocide-releasing anti-fouling
paint on hulls, which actually decreases fuel consumption due
to reduced friction between the hull and the water.

When our ships come to the end of their life we take their
recycling very seriously, We have pioneered environmental
techniques for the process in partnership with shipyards

in China, providing safety equipment and apparatus. The
International Maritime Organisation (“IMO”) is investigating
how P&O Nedlloyd's Standard Operating Procedure manual
can be used as the basis for global regulations governing ship
recycling.

In 2004 P&O Nedlloyd was successfully nominated as preferred
bidder to operate a “green” terminal in Los Angeles (see page 8).
The terminal will use cutting-edge clean air technology,
including “cold ironing” enabling ships to turn off their diesel
engines whilst docked and plug into onshore electric power.
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People

People are important to P&0 Nedlloyd: the people who work
for P&O Nedlloyd and those living in the societies in which
we operate. We support diversity and seek to implement fair
and equitable employment policies and to endorse external
projects aligned with our philosophy. The China Career
Development Programme, in which we are in partnership
with the University of Hong Kong, supports internship
training for students working in our China headquarters.
Where possible, the students will then join P&O Nedlloyd
after completing their programme.

Charitable donations

We are also working towards expanding our focus from purely
philanthropic project activity to a wider engagement with
people and the global community in which we operate. In 2004,
we provided shipping and logistics expertise for a project
transporting a container load of syringes on behalf of the
Salvation Army’s mobile clinics from Malaysia to Zimbabwe,
where the HIV/AIDs infection rate is one of the highest in the
world. This project aims to reduce the transmission rate from
the re-use of needles.

Following the tsunami earthquake disaster in the Indian Ocean,
the Company responded immediately with a cash donation
towards the relief effort. We have also released space on all our
direct mainline services to the area for free port-port freight
shipments and have been assisting the major aid charities,
including the Red Cross, UNICEF, World Food Program and
CARE, to ensure that help reaches those in most need.




Industry outlook and development
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Demand growth

Over the past 25 years, world container shipping volumes have
grown at a compound annual growth rate (“CAGR") in excess

of 8%". Over this period volumes have grown each year on
average at approximately 21, times® the growth in aggregate
global GDP, demonstrating the long term growth characteristics
of this business.

Total global container shipping volumes moved in 2004 are
estimated as approximately 100m teu®, generating an industry
turnover of approximately $142 bn”.

Demand growth in recent years has, however, been

consistently above the long term trend line, and often at a
higher multiple of GDP. Analysts ascribe this to the so-called
“outsourcing phenomenon”, as sources of production to meet
consumer demand in Europe and the US are increasingly moved
off shore to areas of low cost production, most notably China,
but also other countries within Asia, and Brazil. Moving sources
of production to places away from the point of demand creates
an additional requirement for long haul container shipping
services, creating growth in export volumes from China

in particular, and increasing overall global demand for
container shipping.

“ Source: Clarkson Research Services, Drewry Shipping Consultants

Container ship supply growth

Supply of container tonnage has grown broadly in line with
demand, although with short term imbalances between supply
and demand, as ship owners and operators have historically had
to place orders for new buildings around two years in advance
of delivery on the basis of estimating future demand.

The average size of container vessels has also grown with
technological developments in ship building, and as operators
seek to capitalise on the improved cost economies which come
from operating larger ships.

At present, the increased demand for new buildings of all types
has put great pressure on ship building capacity, and the lead
time from ordering to delivery of container ships has extended
as a result to three to four years.

The present order book for container ships represents 51% of the
capacity of the present world container ship fleet, However this

needs to be put into the context of the longer lead times, so that
annual growth rates are still at similar levels to demand growth.

Supply and demand balance

The graph above shows the actual and projected balance
between demand and supply growth. In the past three years,
demand growth is estimated to have exceeded supply growth,
leading to a high utilisation of space on the dominant leg of
the main trades, and a favourable environment for increases
in freight rates.

Commentators suggest that for 2005. on the basis of estimates
such as those of Clarkson, utilisations will remain at similar
levels to 2004, given the close balance between supply growth
and demand growth.

Predictions for 2006 are more uncertain, but suggest a small
excess of supply growth over demand growth, but this could
well be mitigated by factors such as:

> Continued momentum in growth of outsourcing;

> Rising volume of long transit trades;

> Congestion in portsfterminals reducing fleet productivity; and

> A catch up on scrapping of elderly and expensive tonnage in
response to any softening in the market.

On the other hand, such predictions are based on continued
healthy GDP growth, which could be negated by unforeseen
negative economic, political or other factors,

e
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Our customers

; P&O Nedlloyd has a global sales force — comprising
both sales and customer services — dedicated to
managing customer relationships.

P&O Nedlloyd's goal is to establish itself as the
global leader in container shipping, as measured
by customer satisfaction.

We are conducting a global survey, using

(uantitative and qualitative methods, across all
regions to measure current customer satisfaction B
on a range of topics including: product, customer !
care, sales, documentation, complaint management, . t8
information and competitiveness. '
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' Operating and financial review continued

Financial review

Overview

Following the reverse listing, as from April 2004, Royal P&QO
Nedlloyd’s results consolidate 100% of P&O Nedlloyd (and
reflect its 50% shareholding prior to that date), together with
the results of its 50% interest in Martinair.

The financial results for Royal P&O Nedlloyd, set out on pages
35 to 70 therefore include 100% of the results of P&0O Nedlloyd
only for the period subsequent to the reverse listing. The
standalone results of P&O Nedlloyd for the full year are set out

on pages 73 and 74 to provide meaningful year on year comparison.

P&QO Nedlloyd's turnover in 2004 increased by 22% to some
$6.7bn (2003: §5.5bn) and operating profit was up from $77.0m
in 2003 to $400.9m in 2004.

The resuits of Roya] P&O Nedlloyd show an even more dramatic
change, due to the full consolidation of P&O Nedlloyd's

results from April 2004. Turnover in 2004 was some $5.2bn
(2003: nil) and operating profit rose from $52.4m in 2003 to
$£314.6m in 2004.

Earnings per share

Earnings per share for Royal P&0O Nedlloyd for the year were
$6.17 (€4.97), up from $0.68 (€0.61) in the prior year. Earnings
per share is calculated using profit of $222.1m (2003: $16.3m}
and a weighted average number of shares in issue during the
year of 36.0m (2003: 23.9m).

The weighted average number of shares reflects the timing

of the rights issue during the year. The number of shares in
issue subsequent to the rights issue and as at 31 December 2004
was 40.6m.

Dividends

As previously announced, for the year ended 31 December 2004,
we intend to pay a dividend of €1 per share, in line with

the dividend policy followed by Royal Nedlloyd for the

three previous years. Subject to the approval of shareholders

at the annual meeting of shareholders on 12 May 2005, this
dividend will be paid in May 2005. Starting in 2005, a new
dividend policy will apply, whereby dividend payments will

be in line with the underlying performance of the business.

Cash flow

Royal P&O Nedlloyd's operating cash flow in the year was
strong with a reported operating cash inflow of $620.0m
(2003: $14.3m outflow). This strong performance was driven
by P&O Nedlloyd which during the full year achieved an
operating cash inflow of $679.5m {2003: $380.5m).
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The year ended 31 December 2004 was a
year of significant change for the Company,
not least due to the reverse listing which
led to the 100% ownership of P&O Nedlloyd
by Royal P&O Nedlloyd.

During the full year P&O Nedliloyd incurred capital expenditure
of $446.0m (2003: $106.4m). During 2004 $186.0m was spent on
vessels, primarily related to the exercise of purchase options for
vessels currently under operating leases, $176.6m was spent on
the acquisition of new containers, $55.8m on computer systems
and hardware (principally related to our yield management
programme, FOCUS) and $14.0m on terminal developments.

Tax

The tax charge for the year is $18.7m (2003: $5.0m). In common
with other shipping companies, P&0O Nedlloyd benefits from its
participation in the available tonnage tax regimes - principally
the UK and the Netherlands. Logistics and other non-shipping
activities are subject to standard corporate income tax.

Martinair

In our 2004 Interim Results, we indicated that we would
continue to assess the carrying value of our investment. We
consider our interest in Martinair to be non-core and due to our
view of the volatility of the airline industry generally, we have
concluded that it is appropriate to make an exceptional write
down of our investment by $77.7m to $136.0m (€100.0m) at

31 December 2004. This exceptional write down is included
within net operating costs in the results for the year.

Pensions

The Group operates and participates in a number of pension
schemes throughout the world, both defined benefit and defined
contribution. All defined benefit schemes are funded schemes,

The principal schemes at 31 December 2004 are in the UK

(a defined benefit scheme operated by The Peninsular and
Oriental Steamn Navigation Company (“P&O Pension Scheme”)
which was closed to new members on 1 January 2002) and in
the Netherlands (a defined contribution scheme participated
in by Royal P&O Nedlloyd N.V.).

A pension deficit of $279.9m is included in the balance sheet
at 31 December 2004, of which $271.7m relates to the P&0O
Pension Scheme.

P&O Nedlloyd has decided to withdraw from the P&QO Pension
Scheme, with effect from 28 February 2005, and establish
its own defined benefit scheme for its staff who are
currently members of the P&O Pension Scheme. On
withdrawal, it is currently anticipated that P&O Nedlloyd
will make a special cash contribution of around $130.0m
in respect of past service liabilities remaining with the
P&Q Pension Scheme. As at 31 December 2004, the pension
deficit provided in the balance sheet, excluding these past
service liabilities remaining with the P&O Pension Scheme,
would amount to some $141.7m,




The ongoing contribution in respect of future service pension
benefit accrual from the new P&O Nedlloyd scheme in the UK

is expected to amount to approximately $13.0m cash per annum.
In addition, the Group currently intends to pay a cash contribution
of £35.0m towards the actuarial deficit upon set-up of the new
P&Q Nedlloyd scheme, and will consider further payments to
make good the deficit once an independent actuarial valuation
has been undertaken in the second half of 2005.

Treasury planagement

We operate a central Treasury function and strong governance
principles are maintained. The key financial risks include
interest rate risk, foreign currency risk, commodity risk and
credit risk. All policies related to the management of these risks
are reviewed and approved by the Board. The Treasury function
transacts only in relation to underlying business requirements
and in financial instruments and derivatives that have been
approved by the Board. No transactions of a speculative nature
are undertaken.

The purpose of our Treasury policies and procedures is to ensure
appropriate costeffective funding for the Group at all times and
that exposure to financial risks is mitigated.

Financing

The majority of the financing is in the form of finance leases
and operating leases. Net debt as at 31 December 2004 was
$346.8m (2003: cash - $93.4m). Net debt comprised finance
lease creditors of $1,154.2m (2003: nil) and bank loans of $89.6m
{2003: nil) less cash and short term deposits of $897.0m (2003:
$93.4m). In addition the Company has undrawn committed
facilities available to provide additional liquidity if required.

As at 31 December 2004 the amount of undrawn committed
facilities was $164.5m.

We are in compliance with all covenants related to financing
transactions.

Interest rate risk

When entering into financing transactions in relation to capital
expenditure, it is our policy to hedge the interest rate risk. The
Group uses derivative financial instruments (principally interest
rate swaps) to fix the effective interest rate of such financing
transactions. It is our policy to maintain over 50% of borrowings
at a fixed rate of interest. As at 31 December 2004 $825.0m of
borrowings were at fixed rates of interest, either directly or
indirectly through swap contracts, representing 66% of total
borrowings.

Foreign exchange risk

The functional currency is the US Dollar. When entering into
financing transactions in currencies other than the US Dollar,
the policy is to hedge this exposure, using forward contracts
and options effectively to determine the cash flows relating to
these financing transactions in US Dollars,

Operational business is conducted in a large number of

foreign currencies. While revenues are to a large extent in US
Dollars, many costs are in other currencies, most notably the
Euro, Pound Sterling and Japanese Yen. It is our policy to hedge
these exposures, generally up to 12 months forward, using
primarily forward contracts to imitigate the effect of short term
currency fluctuations on the operating profit. As at 31 December
2004 around 50% of the exposure in the Euro, Pound Sterling
and Japanese Yen was hedged; the average maturity of the
hedges was six months.

Commuodity risk

The business is exposed to price movements of bunker fuel.
Over 2004 the total consumption of bunker fuel was 3.7 million
tonnes. Swaps and options are used to hedge this exposure.

As at 31 December 2004, 55% of the anticipated bunker fuel
consumption for 2005 was hedged. The average maturity of the
hedge contracts was six months.

Credit risk

A large number of major international financial institutions
are counter-parties to the interest rate swaps, forward contracts,
options and deposits transacted by Royal P&O Nedlloyd.
Counterparties for transactions entered into during the year
have a long term credit rating of AA- or better, and credit
exposures of counter-parties are monitored and limits imposed
on exposure with any one party.

International Financial Reporting Standards

With effect from 1 January 2005, the Company will adopt
International Financial Reporting Standards (“IFRS”). The
Group is well advanced with its IFRS conversion programme.
We anticipate that the most significant impact will be with
respect to accounting for financial instruments (“IAS39"),
goodwill accounting (covered by “IFRS3") and accounting

for pensions (“1AS19").

We will publish the 2004 full year comparatives, restated under
IFRS, in May 2005. We do not currently expect IFRS to have a
material impact on our results, or net assets, subject to the
impacts of financial market movements with regard to IAS39.

W&a—:.

David Robbie
Chief Financial Officer

R |
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‘Board of Directors

! Top row from left to right Bottom row from left to right

David Robbie, Robert Woods, Haddo Meijer, Philip Green,
Louk Ligthart, Rutger van Slobbe, Andrew Land, Olav Rakkenes,
Nick Luff.
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Former Chairman of the
Executive Board of Hagemeyer
(1985-1998);

Member of the Supervisory
Boards of:

> Aalberts Industries’

> HAL Holding®

> WAVIN

* Dutch listed company

fnitiul appoiniment

1993 (as member and since 2002
Chairman of the Supervisory
Board of Royal Nedlloyd).

Due to retire in 2006

David Robbie
Chief' ¥ fal Officer

Chief Financial Officer of Royal

P&O Nedlloyd; Chief Financial
Officer of P&0 Nedlloyd Container
Line Ltd:

Member of the Supervisory Board of
Martinair Holland Group.

[nitial appointmont
May 2004

Fod of caryent term
May 2007

Philip Green

Chiet Bxecutive Ofticer

Chief Executive Officer of Royal
P&O Nedlloyd; Chief Executive
Officer of P&O Nedlloyd Container
Line Ltd; Non-Executive Director
of SKF; Member of the Advisory
Board of the London Business
School; Member of the Board of
the UK Chamber of Shipping.

Initial appiinmaent
April 2004

Fad of carrent teym
April 2007

Louk Ligthart
N dvee DN recor

{66, Due

Former Deputy Chairman

of the Executive Board of

DSM; Member of the
Supervisory Board of:

> Hoek Loos (Chairman)

> Nutreco®

> Nutreco Nederland (Chairman)
>[HCjCaland*

> Budelpack

* Dutch listed company
Initiad appointoient
November 2004

Fred of cavrent term
November 2007

Nick Luff

Chief Financial Officer of The
Peninsular and Oriental Steam
Navigation Company; former Non-
Executive Director of P&0O Nedlloyd
Container Line Ltd; Non-Executive
Director of QinetiQ Group Plc.

{ndtial appointawnt

April 2004

End of current worm
Apri} 2007

Haddo Meijer

Motk o Direciny
HES NS

Former Chairman of the Executive

Board of Royal Nedlloyd; Chairman

of the:

> Crime Control Platform Rotterdam

> Supervisory Board of
INHOLLAND, University for
Professional Education

> Board of Nedlloyd Pension Fund

Litial appointwent

April 2004

Ene of current term
April 2007

Rurger v

PS¢

Executive Director of Royal P&O

Nedlloyd; Member of the

Supervisory Board of:

> Martinair Holland Group

> Port Infolink

> Maritime Research Institute
{MARIN)

tnftiat appointnent

November 2004

End of current rerm
November 2007

es

en

Former President and CEO of
Atlantic Container Line; Member
of the Board of Directors of:

> Atlantic Container Line

> EUKOR Carriers

> Gorthon Lines (Vice-Chairman);
Chairman of the Trans-Atlantic
Conference Agreement (TACA);
Vice-Chairman of the European
Liner Association,

Initial appointment
November 2004

End of curreny term
November 2007

Robert Woeds

Chief Executive Officer of The
Peninsular and Oriental Steam
Navigation Company; Executive
Chairman of P&0 Ports; former
Non-Executive Director of P&0
Nedlloyd Container Line Ltd;
Non-Executive Director of John
Swire & Sons; Member of the Board
of the UK Chamber of Shipping.

Initial appointmest
April 2004

End of carrent term
April 2007
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‘Report of the Board of Directors

Royal P&O Nedlloyd N.V.’s 2004 Annual Report presents the
state of affairs of the Company and its financial statements,
as per 31 December 2004, and are prepared by the Board of
the Company. They were finalised on 2 March 2005 by the
Board, after having discussed them with the auditors KPMG
Accountants N.V. The Auditors’ Report issued by KPMG
Accountants N.V. is provided on page 71 of this Report.

P&O/Royal Nedlloyd transaction

Undoubtedly the most impoertant event during the year under
review was the agreement with The Peninsular and Oriental
Steam Navigation Company (“P&0O") to acquire all the shares
in P&O Nedlloyd Container Line Ltd and P&O Nedlloyd B.V.
held by P&Q, followed by the renaming of Royal Nedlloyd N.V.
as Royal P&O Nedlloyd N.V. and the subsequent rights issue

to subscribe for ordinary shares {“Rights Offering”). The
transaction was effected by way of an issue of ordinary

shares in the Company and a cash amount. The transaction,
together with the renaming and the Rights Offering, which
were announced on 2 February 2004, were approved on

23 March 2004 by an Extraordinary General Meeting of
shareholders. The transaction was completed on 16 April 2004.

In view of the transaction, the Articles of Association were
amended. The amendments included conversion of the
priority shares into ordinary shares, cancellation of the
protective preference shares, cancellation of the structure
regime, the introduction of a one-tier board structure and
the renaming of the Company into Royal P&0O Nedlloyd N.V,

One-tier Board

The members of the new one-tier Board of Directors were
appointed by the Extraordinary General Meeting of
shareholders on 23 March 2004. This Board took on the
responsibilities for managing and supervising the operational
performance of the Company from the Supervisory Board
and Executive Board of Royal Nedlloyd N.V. The members

of both those Boards stepped down on 16 April 2004, the

date of the closing of the transaction and the reverse listing.

Initially the new Board consisted of six members (the CEO

and five Non-Executive Directors) with a vacancy for the

CFO and two vacancies for Non-Executive Directors. Of the

five Non-Executive Directors on the Board, three were
non-independent (including Robert Woods and Nick Luff who
are appointed by P&0) and two were independent (inciuding
the Chairman Andrew Land). At the Annual General Meeting
of shareholders, on 6 May 2004, David Robbie was appointed
CFO of the Company. During the course of the year, two
additional independent Non-Executive Directors were appointed
by the Extraordinary General Meeting of shareholders on

11 November 2004: Olav Rakkenes and Louk Ligthart, to

fill vacancies on the Board. At the saine meeting Rutger van
Slobbe was appointed an Executive Director, bringing the total
number of Executive Directors to three. The Board accepted the
resignation of Mrs Neelie Kroes as Non-Executive Director with
effect from 1 September 2004.
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Following all changes referred to above, as of 11 November 2004
the Board of Directors was as follows:

Non-Executive Directors:

Andrew Land, Chairman {(independent)
Louk Ligthart (independent)
Nick Luff (non-independent)
Haddo Meijer (non-independent)
Olav Rakkenes (independent)
Robert Woods (non-independent)
Executive Directors:

Philip Green CEO

David Robbie CFO

Rutger van Slobbe

Mectings of the Board

During the period from 1 January to 16 April, the Supervisory
Board met four times, mainly to prepare for the transaction and
subsequent changes referred to above and to adopt the annual
accounts of 2003. During the remainder of the year the new
Board met six times, with all members who were in office during
the full year participating in at least four of these meetings. All
Board meetings were held at the Company’s office in Rotterdam.

During the year under review the Board closely monitored
and evaluated the state of affairs and strategic options of

P&O Nedlloyd and Martinair. In addition, the Board has

taken the necessary steps to implement and roll out a
comprehensive corporate governance structure, encompassing
a risk management and control system. Steps will be taken
during 2005 to further develop the implementation of these
initiatives and ensure ongoing review and improvement.

A separate report on corporate governance is provided on
pages 24 to 28 of this Report.

Board Committecs

Audit Committee

During the period from 1 January to 16 April, the Supervisory
Board of Royal Nedlloyd fulfiled the Audit Committee function
and met with P&0 Nedlloyd's Audit Committee to review P&O
Nedlloyd's financial statements and prepare for the transaction
described above.

During the remainder of the year, the Audit Committee,
consisting of Nick Luff and Haddo Meijer, met three times
in the presence of the CEQ, CFO and the external auditors.
At one of these meetings the Audit Committee met with the
external auditors without Executive Directors being present.
The Committee reviewed the financial statements at the half
year and year end, discussed various aspects of IFRS and
monitored ongoing risk management and internal control
initiatives undertaken by the Company. In addition, the
Audit Committee reviewed the effectiveness of internal
control systems and identified areas where improvement
could be made. The activities undertaken with regard to risk
management and internal control are reviewad on page 26.




The Audit Committee is responsible for recommending a firm
of auditors of appropriate independence and experience and

for the approval of all audit fees and terms. As part of this
responsibility the Audit Committee keeps under review the
objectivity and independence of the external auditors, including
reviewing the nature and extent of the provision of non-audit
services. The Audit Committee has adopted a list of prohibited
non-audit services from external auditors. The Audit Committee
agreed the scope, fees and independence of the external auditor
for the audit of the 2004 financial statements of the Company.

At the end of the year the Audit Committee was strengthened
with the addition of Louk Ligthart following his appointment
to the Board.

Remuneration Comumittee and Nominations Committee
Following the appointment of Olav Rakkenes and Louk
Ligthart on 11 November 2004, the Board was able to form
two new Committees, the Remuneration Committee and

the Nomination Committee. The new Committees assumed
their responsibilities energetically and took forward the work
already prepared by the Chairman and individual members
of the Board. The Remuneration Report is provided on pages
29 to 32 of this Report.

Members of the three Board Committees as at 31 December
2004 are as follows:

Audit Committee:

Nick Luff, Chairman {(until 2005 Annual General Meeting)
Louk Ligthart, Chairman {from 2005 Annual General Meeting)
Haddo Meijer

Remuneration Committee:
Olav Rakkenes, Chairman
Andrew Land

Nick Luff

Nomination Committee:
Andrew Land, Chairman
Olav Rakkenes

Philip Green

Robert Woods

Protile and retirenrent schedule

The Board has prepared a profile of its size and composition,

as well as a retirement schedule, taking into consideration

the relevant best practice provisions of the Dutch Carporate
Governance Code (the “Code”) and the practical requirement to
ensure continuity of knowledge and experience in the Board, in
order to best carry out its various responsibilities. When taking
into consideration the previous terms of appointment of Andrew
Land as member of the Supervisory Board of Royal Nedlloyd N.V,,
he has been a member of the Board for a maximum period of

12 years. In order to accommodate the expected completion of
the transformation process and the Board’s succession planning,
Andrew Land will remain Chairman of the Board until the AGM
in 2006. See page 21 for the retirement schedule and the website
for both the profile and the retirement schedule.

Functioning of the Board

Due to the numerous changes which took place in 2004 in
respect of the management structure of the Company as well

as the composition of the Board of Directors, the Board felt
that it was neither practical nor appropriate to complete an
evaluation of the functioning of the Board of Directors and its
individual members during this transition year. It is the Board's
firm intention to make such an evaluation during 2005, and
the Board will include a reference to these discussions in the
2005 Annual Report.
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‘Corporate governance

General

The Board of Directors supports the principles of the Code,
issued in December 2003. The Board endorses the viewpoint
that good business practices, including sound and transparent
Board proceedings, clear oversight and public accountability,
are vital conditions for safeguarding shareholders’ trust in the
Board and the oversight by shareholders.

The Board is pleased that the Company complies with the
vast majority of the principles and best practice provisions
(“provisions”) as far as they are applicable to the Company.
In so far as certain principles or provisions are not or not
fully applied, the reasons for non-appliance are explained
in this section.

Particular reference is made to the fact that the Company has

a one-tier board. Although the Code acknowledges that Dutch
companies may have a one-tier board structure (chapter II1.8

of the Code), its various provisions are framed primarily for

the customary Dutch two-tier board structure and do not specify
how they should be applied for a one-tier board structure. In
view of the significant differences between these two structures,
the proper application of certain provisions to a one-tier
company is not always clear. Since the one-tier board structure is
Anglo-Saxon in origin, for some events the Board has looked for
guidance at best practice customnary within the United Kingdom,
including the provisions of the Combined Code on Corporate
Governance in the United Kingdom (“UK Combined Code”).

The Company corporate governance policy will be discussed at
the Annual General Meeting of shareholders on 12 May 2005.
This section serves as a basis for discussion during that meeting.

Corporate governance structure

Structure and composition of Board of Directors

Royal P&O Nedlloyd has a one-tier board structure. The Board
may consist of at least five and at most fifteen members.

The current number is nine: six are Non-Executive and three are
Executive Directors. The Board intends to expand the number of
Board members in order to achieve a majority of seats taken by
independent Non-Executive Directors. A proposal to this effect
will be presented to shareholders at the Annual General Meeting
of shareholders on 12 May 2005. As soon as practicable, the
Board will consider the appointment of a Deputy Chairman.

Role and responsibilities

The responsibilities of the Board of Directors and its committees
are governed by Dutch law and are further laid down in

the Company's Articles of Association and in the internal

Board rules.

The internal Board rules, which were adopted by the Board
on 28 January 2005 and are published on the Company
website, may only be amended with the unanimous consent
of the Board. The Board's governance is also regulated by the
Relationship Agreement entered into between the Company
and The Peninsular and Oriental Steamn Navigation Company
(*P&0") on 16 April 2004.

! 26 Annual Report and Accounts 2004 Rovai 2C

The role of the Non-Executive Directors is to supervise the
policies of the Executive Directors and the general affairs of the
Company and its affiliated companies, as well as to assist the
Executive Directors by providing advice. In performing their
task, the Non-Executive Directors shall be guided by the interests
of the Company and its affiliated enterprise, and shall take into
account the relevant interests of the Company’s stakeholders.
The Executive Directors are together responsible for the
management of the Company's operations on a day-to-day basis.

The Board maintains three standing committees: the Nomination
Committee, the Audit Committee and the Remuneration
Committee. The internal rules for these Committees were
newly adopted by the Board on 28 January 2005.

Appointment of Board members

The Nomination Comumittee is entitled to propose to the Board
the nomination of all Non-Executive and Executive Directors,
except for the P&O nominees as set out below. The full Board of
Directors decides on acceptance of the proposed nominations.

Board members are appointed by the General Meeting

of shareholders, subject to certain nomination provisions
included in the Articles of Association and in the internal Board
rules. Nominations may be binding or non-binding. Generally,
qualified quorum and majority requirements must be met to
reject a binding nomination. Nominations will not be binding,
except for nominations made by P&O (see below) in respect of
their nominee Board members.

Appointments will be for a period of three years. After this
period Board members may be re-elected, whereby Non-Executive
Board members will in principle not serve for a consecutive
period of more than four times three years.

The Board of Directors shall determine the remuneration and
the further conditions of employment of each of the members
of the Board of Directors, whereby the remuneration shall
comply with the principles laid down in the remuneration
policy. The remuneration policy is prepared by the
Remuneration Committee (which also proposes to the

Board remuneration for individual Executive Directors)

and adopted by the General Meeting of shareholders.

Entitlements of P&O as major shareholder

Under the Relationship Agreement referred to above, P&O is
entitled to nominate two Non-Executive Directors. Nick Luff

and Robert Woods were appointed Non-Executive Directors as
nominees of P&0. P&0O’s right to continue to have two nominees
on the Board depends on P&O's shareholding going forward.
P&0 will not, under any circumstances, be entitled to nominate
more than two Non-Executive Directors and all members of the
Board other than the P&O nominated Director(s) shall be
independent of P&O.

If P&O sells any of its 25% shareholding or P&0O's shareholding
is diluted to less than 22.5% of the Company’s issued share
capital {from time to time}, it shall no longer be entitled to
nominate two Non-Executive Directors. If following such reduction
in its proportionate holding of share capital, P&0O holds more
than or equal to (i) 15% of the Company'’s issued ordinary shares
by reference to the total number of ordinary shares in issue
immediately following transaction completion on 16th April
2004, being a number of 40,635,752 ordinary shares, and (ii)
13.5% of the issued share capital (from time to time), then it




shall be entitled to nominate only one Non-Executive Director.

If P&O’s proportionate holding of share capital falls below either
limit (i) or {ii} or both, P&O shall not be entitled to nominate any
Non-Executive Directors.

Once P&O ceases to be entitled to nominate either one or two
Non-Executive Director(s), it will procure the resignation of the
relevant Director(s) as soon as practicable. The Relationship
Agreement shall automatically terminate if P&O ceases to have
the right to nominate any Non-Executive Director(s). Save as set
out in the next paragraph, any subsequent acquisition by P&0O
of the Company’s shares which results in P&O having a holding
in the Company share capital above the levels referred to above
shall not result in P&O re-establishing the right to nominate one
or two Non-Executive Directors.

P&O will not lose its right to nominate Non-Executive Directors
due to any dilution of its proportionate holding of shares
following a non pre-emptive share issue, provided that it
acquires shares in the market (within one month of being
permitted to make such a purchase) to return its proportionate
shareholding to the level before such dilution.

General meetings of shareholders

The Annual General Meeting of shareholders will be held within
a period of six months after the end of the financial year. Other
shareholder meetings are held as often as the Board of Directors
deems necessary. Furthermore, shareholders who jointly
represent at least one-tenth of the issued share capital may
request the Board of Directors to convene a general meeting.

Requests made by one or more shareholders collectively
representing a value of at least fifteen million euro

(EUR 15,000,000) according to the “Officiéle Prijscourant”

of Euronext Amsterdam (or any other amount that shall be
stipulated by Dutch civil law} to put items on the agenda for the
general meeting of shareholders, shall be effected by the Board
of Directors, if such a request to the Board of Directors has been
made at least sixty days before the meeting and if there are no
objections because of important company’s interest(s), which in
the judgement of the Board of Directors should prevail above
putting an item on the agenda.

Voting regulations

Each share shall entitle its holder to cast one vote. Except where
a particular majority is prescribed by the Articles of Association
or by law, all resolutions by the general meeting shall be passed
by an absolute majority of the valid votes cast.

The following resolutions, which may only be resolved upon by
the general meeting of shareholders, may be passed by an
absolute majority, where the Board of Directors has made a
proposal to that effect:

a} amendment of the Company's Articles of Association;

b} dissolution of the Company;

c) conversion of the Company into another legal entity;

d) merger or demerger within the meaning of Part 7 of Book 2
Dutch Civil Code;

(e) issue of new shares;

{f) granting of rights to subscribe for shares;

{g) exclusion or limitation of the preferential subscription rights;

{
{
{
{

(h) appointment of a Director other than by way of a binding
nomination, removal of a Director and suspension of a
Director;

(i) disposal of a reserve; and

(j) distribution of dividend in shares in the Company

instead of cash.

Where the Board of Directors has not made a proposal to such
effect, the aforementioned resolutions may only be passed

by a majority of at least two-thirds of the valid votes cast. If the
resolution does not secure a majority of two-thirds, it shali
nonetheless be passed by an absolute majority of the valid votes
cast, provided that this majority represents at least one-third of
the issued share capital.

Pursuant to the Relationship Agreement with P&O, certain
matters other than those referred to above require the consent
of shareholders. Such matters include:

> material acquisitions or disposals;

> major changes of the Company’s character, identity
or enterprise;

> the appointment and removal of any Director; and

> the adoption of or a material amendment to any bonus
or profitsharing scheme, share option or share incentive
scheme, long-term incentive scheme, employee share trust,
share ownership plan or retirement benefit scheme.

P&Q voting restrictions

For as long as P&0O holds more than 20% of the Company’s
ordinary shares, the maximum number of votes attaching to
such ordinary shares held by P&O that it shall be entitled to
exercise at a meeting of shareholders shall be a number equal to
20% of the aggregate number of votes capable of being exercised
at such meeting by the holders of the entire issued share
capital, save in certain circumstances specified in the
Relationship Agreement.

P&O will not vote against any nomination made by the Board
of Directors in relation to appointments to the Board and will
abstain from voting, or vote against, any shareholder proposal
to appoint or remove a Director other than where the
shareholder proposal has arisen as a result of shareholders
overturning the binding nomination of a P&0O nominated
Director, in which case P&O will not be subject to any such
restriction of its voting rights.

Without prejudice to P&0O’s right to vote on a shareholder
proposal to appoint or remove a Director arising as a result
of shareholders overturning the binding nomination of a
P&O nominated Director, P&O will not vote on the resolutions
mentioned in paragraphs (a) to (j) above, unless such matters
have been approved by the Board of Directors.

Anti-takeover measures

The Articles of Association of the Company do not provide
for anti-takeover measures. There are no other anti-takeover
protection mechanisms in place which the Board could use.

syd Annual Report and Accounts 2004 25



i

Corporate governance
continued

Risk management and control system

Following an extensive risk analysis and risk management
process review performed in 2003, KPMG Risk Advisory Services
produced a number of recommendations for improving
governance, risk management and assurance in the Company.
In 2004 the Board and senior management commenced the
implementation of these recommendations with the aim

to establish a proper and effective internal risk management
process and control systemn. For this purpose a Risk Management
Committee consisting of the CFO, Senior Directors, senior
managers and risk management experts was created at the
start of 2004 with the objective to define, sponsor and support
all risk management activities within the Company, its

main subsidiaries and joint venture investments. The Risk
Management Committee, which meets monthly, also evaluates
and prioritises the identified key risks forming a threat

to the key business processes and the achievement of
corporate objectives.

During the year 2004 extensive efforts have been made to create
and populate a comprehensive risk register, which includes all
main risks identified by senior management of the Company
covering all parts of the Company’s business activities, This
process included various risk analyses of the operational and
financial objectives of the Company. The risk register has been
set up in a consistent way using a standard measuring grid,
which is common in the market. Populating the risk register
was achieved through a consistent approach and guidelines,
creating and increasing awareness of the importance of risk
management and contro] throughout the Company. Further
refinements will continue to be made in order to improve the
framework for managing risk and to move to a position which
can reasonably be regarded as good practice, especially in the
area of assurance testing and risk mitigation plans.

From the risk register a list of 14 top corporate risks has been
extracted and reviewed by the Risk Management Committee.
Each top risk has been assigned to a senior director of the
Company being the key “risk owner”. The list has been reviewed
and endorsed by the Audit Committee and subsequently by the
Board. In addition, a comprehensive Group Risk Management
Policy & Process Document has been developed which outlines
the Company’s risk management policy, provides application
guidelines and explains the risk reporting process that is aligned
with the business planning cycle.

The Board has further adopted a Corporate Authority Matrix,
which sets out the maximum authority levels for different
management layers in the Company, for different areas and
subjects of the main business processes.

A structure for the risk and assurance organisation within the
Company has been developed. Appointments in key positions
are expected to be made during the first quarter of 2005
(especially in the area of assurance and internal audit), which
will strengthen the development and implementation of the
risk management and control system in the Company.

i 26 Annual Report and Accounts 2004 Rowai Pu(l He

The Audit Committee has received regular updates on the
progress of the implementation of the risk management and
control system and the development of the policy documents,
supporting tools, and the risk and assurance organisational
structure and have discussed these at their meetings.

The Board is of the opinion that in 2004 the risk assessment
activities have improved significantly. There is visible
improvement in the way that risks are understood and reported,
particularly in terms of clarity of information gathered,
relevance to corporate objectives, and the measurement of risks
from a corporate perspective,

In order to consolidate the progress that has been made in

this year, the Board will ensure that next steps are focussed
upon the measurement and monitoring of risk and assurance
information and upon optimisation of the risk register through
consistency in risk assessment within the Company. Another key
area of attention will be the development and implementation
of appropriate risk assurance policies and mitigation measures,
in relation to the insurance management and internal audit
functions within the Company.

Furthermore, the Board is aware of the continued existence of
external risk factors relating to the container shipping industry.
These external risk factors are monitored on a regular basis by
the Board, especially in respect of a possible impact on the
Company’s results going forward.

Financial control is based upon an annual budget and quarterly
re-forecast, approved by the Board, which is comprised of a
consolidation of all the Group's operations. The budget includes
monthly profit and loss account together with balance sheet
and cashflow information. Results are reported to the Board on
a monthly basis together with an analysis of variances to budget
and forecast which is prepared by senior finance staff.

During 2004, the Risk Management Committee commissioned
an internal audit programme on a number of key business areas
and subsidiaries within the Group, and further internal audits
will be undertaken in 2005. There is currently no formal
internal audit department in the Company, but this function
will be established in 2005.

In addition, the Board has undertaken a selfcertification
exercise in 2004 with the main operating divisions and
management of the Company, to confirm that key internal
controls were in operation during the year.




Non application and explanation
The Board has established that the Company does not (fully) apply the following best practice provisions of the Code for the reasons

stated for each relevant provision.

Best practice provision {(summary): Non/partial appliance, and reason why:

II 2.3 Shares granted to Executive Board members without .- _:The roposed long term 1ncent1ve plan for senior managers
finaricial consideration shall be retained fora penod " (LTIPY; discussed Eurther in the Remuneratlon Report on page
of at least five years or untll the end of the employment o eeyear deferred performance share plan, whereby :
if this penod is shorter . - 3% ‘ ; s .

11.2.7 The maximuin remuneration in the event of dismissal .
- {of an Executive Board membcr) isone year’s salary (th
“fixed” remuneration component), If the maximum of .t

one year’s salary would be manifestly unreasonable foras
. management Board member who is dlsrmssed durmg his-: R
first term in office; suchi Board member shall be eligible
for a severance pay not exceedmg tw1ce the annual salary

he shall be entttled to'a fiirther payment equal
‘alary plus bonus and beneﬁts Furthermore

Jarrangements’ ‘are Jusnﬁed m v1ew of the need to attracta new
CEO and CFO of callbre and v151on to lead the transforrnatlon

reover these arrangements are.
c1ples of the UK Comblned Code

two years salary Ih v1eW of the ernployment term of Mr Van"_
5 hot n25% a w1th P&O Nedlloyd the Board',
. :l - C : =

II[.3.5: A person may be appomted to the Board as Non Executlvef
Director for a maxtmum of three fouryear terms ‘

1151 The regulations [for each Board Commlttee) shall ",
- in any event contain a provision that a.maximum.

of one member of each Committee need not be

independent within the meanmg of best practtce

) prowsxon I1.2.2: : .

S ahd that at least two of these four Non—Executlve

ctors are mdependenththm the meanmg of the Code: ™

; ,Currently the COl’l’tpOSlthl‘l‘Of the. Commtttee doés not comply
" with this requiremient; since only three Non-Executtve Dxrectors’:

: --‘have been appomted The C ompany aims.to cornply as soon as''
‘practlcable w1th the appomtment of an addmonal mdependent;

g
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' Corporate governance
continued

Best Practice Provision:

Non/partial appliance, and reason why:

Hi.s.l continded

 Audit Corrumtt e

" at least Half of the members of the Audit Committee shall be. .
,‘mde'p ‘ndent w1th1n the meamng of the Code We have devxated ‘

ernal rules of the Audlt Comrmttee prescrlbe that

comply w1th the prescnpnon referred 1 above, since only ohe "~

- ofits’ current thrée members may be deemed to be mdependent :
: w1th1n the meamng of the Code. The Company aims to compl g
. as'sodn:as ‘practicable w1th the internal rules by appotntrng

1 .one extra mdependent Non-Execut]ve Dlrec tor as member
of the Commrttee gogen

11.8.3 The Management Board (of a ne-tier company) shall“.

- apply chapter II1.5 of this code. The Comnuttees referred\ '

" -to in chapter II1.5 shall consist only of L
Non-Executive Management Board members
(Chapter IIL5 deals with the composmon and role
of Board Cornrmttees ) : :

: Commrttee

o The Board: follows the practlce m the Umted ngdom where o
%, the.CEQs. permrtted to be ‘a member of the Nomrnanon B

I 8.4 The ma)orlty of the members of the (onetrer) :
Management Board shall be Non-Executlve Drrectors an
" are independent withiii the meanmg oﬂbest practrce
provmon M1.2.2: e

! -Nor: ercutwe Directors will be presented to shareholders at the'

B of the Board to nommate further mdependent Non-Executrve

. “co Aplidnce” wrth th]S requ1rement

Annual General Meetmg on 12 May 2005.1t is.the intention .

IV1.1 The General Meetrng of shareholders. may pass a.

for the'appointment of a Board memben and/or a-’
resolution to dismiss a Board member by an absolute -
majority-of the votes cast. It may be provrded that this-
majority should represent a glven proportron of thé..
issued capital, which proportion may not exceed one

third, If this proportion of the capital is not represented

_atthe méeting, but an absolute 1na_|or1ty of the votes ¢ast '’
Jis'in favour of 4 Tesolution to cancel the binding nature
of a nomination, or to dismiss a2 Board membet; a new.
meeting may be convened at which the 1esolut10n may

be passed by an absolute majority of the votes cast,
regardless of the proportion of the capltal represented
at the meetmg :

~of:a]

: ;The prowsrons in the Arucles of Assoc1at10n concernmg the o -
- resolution to cancel the binding nature of a nomlnatlon,; .

appornl_ment of the members,of the Boatd of Directors by way
ing nommanon (arncle 13 2)are mconsrstent with thlS
prov1510n as the’ maJorrty and’ proportlon requirements are:

...more strict, Only in the event however of the nomination of a

P&Q Board member shall the Board = pursuant to the relevant .

) provrsron ‘of the Relanonshrp Agreement with P&O ~ prepare a’
. bmdmg nomination. For all the other nominations a non-. "

;binding nomination-in accordance w1th artrcle 13 3 of the

v "Artlcles of Assocranon shall be made
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Directors’ remuneration report

1 Remuneration Committee

The Remuneration Committee consists of three Non-Executive
Directors, and is chaired by Olav Rakkenes. The other members
are Andrew Land and Nick Luff. The Committee was formally
constituted with the expansion of the Board in November 2004
and met once during the year, but remuneration policy,
structure and draft regulations for the Committee were
regularly discussed during the year amongst the Board.

The tasks and responsibilities of the Remuneration Committee
are as set out in Annex E of the Interna} Rules of the Board
and published on our website. The Committee received
independent support and advice on several matters concerning
the Directors’ remuneration from outside consultants, notably
Hay Group. In addition, the Committee consulted with Philip
Green (“CEQ") as appropriate with regard to its proposals
relating to the remuneration of the other Executive Directors.

2 Policy

The remuneration policy's objectives are to attract, retain,
motivate and reward people of the highest calibre and
experience needed to shape and execute strategy and deliver
sharcholder value in the context of an ever more competitive
and increasingly global employment market.

The strategy embarked on with the transaction and reverse
listing of the Company in April 2004 has brought with it
increased emphasis on variable components, matched to
performance-based criteria. Our remuneration structure

has four main elements: a fixed base salary, an annual cash
bonus (Senior Management Incentive Scheme, “SMIS™), a long
term incentive plan (“LTIP”), and pension arrangements.

The current SMIS and LTIP plans are cash based and contain
the following key elements:

> SMIS - The maximum percentage of base salary available
through the SMIS for 2004 was 75% at the Executive
Director level with reducing percentages for other levels
of participants, The criteria for measurement include
profit before tax, number of days sales outstanding (DSO)
and individual key objectives (IKO). There is an initial hurdle
to be achieved on profit before tax and DSO at which point a
minimum bonus is payable, with a straight line progression
thereafter to maximum payment at (or above) target. The
balance of the maximum bonus potential is made up of
achievement of IKO targets.

A\

LTIP - The maximum percentage of base salary available
through the LTIP is 150% at the Executive Director level

with reducing percentages for other levels of participants.
The performance criteria for LTIP is average return on capital
employed (ROCE) over the second and third years within a
three year period {weighted 2:1 in favour of year three). There
ts an initial hurdle to be achieved at which. point a minimum
bonus is payable, with a straight line progression thereafter
to maximum payment at (or above) target.

Proposed remuneration policy

The newly formulated remuneration policy of the Company
for 2005 and subsequent years was agreed by the Board

of Directors, upon recommendation by the Remuneration
Committee, on 2 March 2005, The Remuneration Committee’s
proposed policy includes an annual review of Executive
Directors’ remuneration based on an independent assessment
of market practice in the UK, as P&0 Nedlloyd's operational
head office is located in London. The Board of Directors will
discuss the remuneration policy with shareholders at the

. Annual General Meeting on 12 May 2005.

Key elements of the proposed remuneration policy are:

a) Both fixed and variable remuneration elements are designed
to be competitive and reflect the current market position.
The objective is to establish fixed base salary levels within
20% of the market median, with variable awards designed to
deliver a total compensation package at the upper quartile
for excellent performance. Total remuneration (fixed and
variable) is capped at three times base salary.

To achieve the desired market position in fixed and variable
remuneration, all roles are evaluated and compared with
similar jobs in the external market by Hay Group.

Base salaries of Executive Directors are set at levels which
reflect the level of responsibility of the Executive Directors
concerned and ensure that they are competitive with pay
for Executive Directors holding equivalent positions in
comparable global companies. The benchmark levels
represent remuneration data across industries and reflect
factors including company size, reporting level, international
accountability and global developments in the container
shipping industry.

b) All variable elements of the compensaticn package are
dependent on the achievement of a series of Company and
individual targets. Maximum payment from any of the
schemes is only possible where stretch targets are achieved.

The terms of existing SMIS and LTIP have been reviewed to
provide improved balance within the overall compensation
package and to align better with the needs of the business
and competitor practices. For 2005 and subsequent years
the key clements of the proposed new schemes are:

> SMIS - The maximum percentage of base salary available
through the SMIS for 2005 will be 75% at the Executive
Director level with reducing percentages for other levels of
participants. The eligibility criteria are being reviewed and
payment will continue to be based on the achievement of
individual and business performance targets (see page 30).

> LTIP - The current LTIP plan is being replaced by a three
year scheme based on the award of performance shares.
The maximum percentage of base salary available within
the new scheme is 150% for the CEQ, 125% for the other
Executive Directors, with reducing percentages for other
levels of participants. Payment will continue to be based
on the achievement of performance targets (see page 30).

Roveal P
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Directors’ remuneration report
continued

The Board retains sole discretion to amend or remove the

schemes and/or to amend the targets where extraordinary
events occur that are outside the contro! of the Company

during the period of the bonus cycles.

The new measures applicable to both SMIS and LTIP are
made up of a combination of:

> Earnings Before Interest & Tax {“EBIT");

> Earnings Per Share (“EPS”);

> Free Cash Flow;

> Total Shareholder Return (“TSR", being the change in share
price plus dividends reinvested, as compared to the FTSE
and AEX indices);

> Bridging the Gap (based on EBIT per teu compared to a peer
group of five other container shipping companies, being
OQCL, APL, CP Ships, Hapag Lloyd, and CMA-CGM); and

> Individual Key Objectives (“IKO").

Each measure is weighted as a percentage of the maximum
award and payment for cach measure is based on the

level of the target achieved. Payments will only be made
where a threshold EBIT is achieved. Applicable levels are
established annually.

¢) Board appointments are made for a period of three years.
Termination of the appointments will require the Company
and the employee to provide twelve months notice, except for
David Robbie who has a notice period of six months to give to
the Company. Termination for redundancy will not attract
any additional compensation except for additional
compensation based on service contracts with the Company.
See also page 27 under Corporate Governance.

d) The Company provides pension arrangements for the
majority of employees. The contribution levels vary on a
country by country basis to meet the provisions of pension
arrangements which have been agreed. Current arrangements
for our Executive Directors are based on 20% of base salary
and contributions are made to the relevant pension schemes
subject to regulatory requirements.

e} The Company does not provide any enhanced arrangements
for the provision of early retirement to Board members.

3 Remuneration of Executive Directors

Base salary

The base salary of each Executive Director is given in the table
set out in section 6 opposite.

Incentive schemes

Under the SMIS, Philip Green may receive a bonus of up to

30% of his annual base salary for 2004 (pro rata), and up to 75%
of his annual base salary thereafter. David Robbie may receive
a bonus up to 60% of his annual base salary for 2004 (pro rata)
and 75% thereafter. Rutger van Slobbe may receive a bonus up
to 45% of his annual base salary for 2004, and up to 75% of his
annual salary for 2005.

Under the LTIP, due to the different appointment dates of the
Executive Directors during the year 2004, awards are calculated
on a pro rata basis for the period of service as Executive Director
during the relevant award period.

Philip Green and Rutger van Slobbe are also eligible to
participate in the LTIP-2002 related to performance during the
financial years 2003 and 2004. Awards are calculated on a pro
rata basis for the period of service as Executive Director during
the relevant award period, and maximum amounts payable in
March 2005 are included in the remuneration table set out in
section 6 opposite.

The total award pursuant to the LTIP-2003 relates to
performance during the financial years 2004 and 2005, and
pay-out (subject to meeting performance criteria) will be in
2006. In addition to the emoluments disclosed in the table
set out in section 6 opposite, the following amounts have
been accrued in the Group's results for awards potentially
arising under the LTIP-2003 scheme for individual Directors:
Philip Green: $535,000; David Robbie: $130,000;

Rutger van Slobbe: $56,000.

Haddo Meijer in his capacity as Chairman of the former
Executive Board of Royal Nedlloyd N.V. has received a
performance bonus relating to 2004. [n addition Mr. Meijer
is entitled to a payment under the LTIP-2002 scheme.

Incidental bonuses

In 2004 bonuses were paid to the Chairman of the former
Executive Board of Royal Nedlloyd N.V. and his predecessor

in relation to completion of the share transaction and reverse
listing in April 2004, pursuant to agreements entered into in
2002 and 2001 respectively, regarding strategic transactions
in respect of P&O Nedlloyd.

Bonuses of £535,000 and £130,000 were paid to Philip Green and
David Robbie, in respect of the reverse listing, intended to enable
them both to increase their share ownership. This bonus was
decided upon in the discretion of the Board of Directors, and as
agreed, Philip Green acquired 12,221 shares and David Robbie
acquired 2,962 shares with the after tax cash received. Both
Directors have agreed not to sell these shares for three years
from the date of purchase. Since the bonuses are related to the
one-time listing and were used to invest in shares, they have not
been included in the remuneration table in section 6 opposite,
but are included in the share ownership table in section 7 on
page 32.

4 Service contracts

The Executive Directors have service contracts, the duration

of which will continue until termination on expiry of the
agreed notice period. This notice period is twelve months,

with the exception of David Robbie who has a notice period of
six months for notice to be given to the Company. The contracts
will terminate automatically on reaching the agreed retirement
age, which is 63 for Philip Green and David Robbie, and 60 for
Rutger van Slobbe. Philip Green will receive a retention bonus
of 45% of his annual base salary, provided he is still employed
by the Company on 1 March 2005. The bonus is payable in
March 2005.

The contracts call for an annual review of the base salary
component of the remuneration package. If their service
contracts are terminated other than for good cause, Philip
Green and David Robbie will each be entitled to a payment of
12 months’ salary plus bonus and benefits. If such termination
of the contract of Philip Green occurs before 1 January 2006 (i.e.
during his first term) he shall be entitled to a further payment
equal to a further 12 months’ salary plus bonus and benefits.
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Furthermore, both Philip Green and David Robbie are entitled
to a further payment equal to twelve months’ salary plus bonus
and benefits, if their service contracts are terminated (including
by way of constructive dismissal} within six months of a change
of control of the Company. This entitlement for David Robbie is

only valid if such change of control occurs prior to 30 june 2005.

See also page 27 under Corporate Governance.

5 Remuneration of Non-Executive Directors

The remuneration of Non-Executive Directors is decided by
the Board. Non-Executive Directors receive a base fee as well as
compensation for additional services such as being a member
of or chairing a Board Committee. Non-Executive Directors are
not eligible for incentive schemes or other benefits.

Upon formation of the new Board of Directors in April 2004,
following the completion of the reverse listing, the Board
decided to slightly increase the remuneration levels for
Non-Executive Directors in anticipation of the increased
time commitment of Non-Executive Directors in the newly
structured Board of Directors, together with the increased
complexity and responsibility of their role.

6 Details of Directors’ remuneration

The remuneration of Non-Executive Directors in the period
from 16 April and ending 31 December 2004 was based on the
following structure:

Base fec:

Base fee of the Chairman:
Committee membership fee:
Comimittee chairmanship fee:

€36,000 per annum
€45,000 per annum
€10,000 per annum
€20,000 per annum

The Remuneration Comnmittee has further reviewed the
current levels of remuneration against industry standards of
one-tier boards and the need to recruit and retain the high
calibre candidates that the Board wishes to engage. As a result
of their findings, the remuneration levels of Non-Executive
Directors, effective as of 1 January 2005, are:

Base fee: €50,000 per annum
Base fee of the Chairman: €120,000 per annum*
Audit Committee membership fee: €12,500 per annum
Audit Committee chairmanship fee: €25,000 per annum
Remuneration Committee
membership fee:
Remuneration Committee
chairmanship fee:

€10,000 per annum

€20,000 per annum

* Includes Nomination Committee chairmanship

(8 000)
Period of Bonuses and
service in Salaries incentive Pensions and Total Total
2004 and fees scheme benefits 2004 2003
Executive Directors/members
of Executive Board
Haddo Meijer 1 January - 16 April 210 1,196 4) - 1,406 923 8)
Philip Green 16 April - 31 December 713 1) 1,071 5) 155 7) 1,939 -
David Robbie 6 May - 31 December 384 2) 238 5) 95 7) 717 -
Rutger van Slobbe 11 November - 31 December 75 3) 105 5) 16 7) 196 -
Non-Executive Directors/members
of Supervisory Board
Andrew Land 1 January - 31 December 57 - - 57 43
Leo Berndsen 1 January - 16 April 12 619 6) - 631 36
Neelie Kroes 1 January - 31 August 26 - - 26 30
Henk van Wijk 1 January - 16 April 10 - - 10 30
Haddo Meijer 16 April - 31 December 33 - - 33 -
Robert Woods 16 April - 31 December 37 9) - - 37 -
Nick Luff 16 April - 31 December 47 9) - - 47 -
Olav Rakkenes 11 November ~ 31 December 9 - - 9 -
Louk Ligthart 11 November - 31 December 6 - - 6 -
1,619 3,229 266 5114 1,062
1) Annual base salary is £550,000.
2) Annual base salary is £325,000.
3) Annual base salary is £295.000.
4) Bonus following completion of P&O Nedlloyd acquisition (see Information Memorandum on page 103), pursuant to an agreement entered into in 2002,
plus LTIP-2002 scheme, and 2004 performance bonus,
5) Figures indicate maximum pay-out of SMIS in relation to 2004 performance and LTIP-2002 scheme, hence subject 1o evaluation of meeting company and
personal performance criteria; figures are calculated pro rata for the relevant period in 2004.
6) Bonus following completion of P&O Nedlloyd acquisition (see Information Memorandum on page 103), pursuant to an agreement entered into in 2001 when
he was Chairman of the Executive Board of Koninklijke Nedlloyd N.V..
7} Benefits comprise all taxable benefits arising from employment by the Comnpany. These include the provision of a company car (or cash equivalent),
private health insurance, life insurance, pension contributions and cash equivalent payments in respect of pension contributions.
8) The 2003 remuneration for Haddo Meijer has been adjusted to reflect the amount relating to that year rather than the date of cash paid.
9} Fees in respect of Robert Woods and Nick Luff are paid to The Peninsular and Oriental Steamn Navigation Company directly.
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Directors’ remuneration report
continued

7 Director’s interests in securities
At 31 December 2004 the ownership of Directors in the Company’s shares was as follows:

31 Decemiber 31 December

2004 2003
Andrew Land - -
Philip Green 15,221 -
David Robbie 4,462 -
Rutger van Slobbe 1,876 1,866
Haddo Meijjer 79307 55,514
Robert Woods - -
Nick Luff - -
Olav Rakkenes -
Louk Ligthart -

It should be noted that Robert Woods and Nick Luff are directors of The Peninsular and Oriental Steam Navigation Company, which owns 10,158,938 shares in the Company.
* Or at date of appointment, if later

Rotterdam, 2 March 2005

The Board of Directors
Andrew Land, Chairman
Philip Green

Louk Ligthart

Nick Luff

Haddo Meijer

Olav Rakkenes

David Robbie

Rutger van Slobbe
Robert Woods
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Auditors report

Introduction

We have audited the consolidated financial statements of Royal P&0 Nediloyd N.V. as of 31 December 2004, appearing on pages 35
to 61. These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audit.

Scope .

We conducted our audit in accordance with auditing standards generally accepted in the Netherlands. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial presentation. We believe that our audit provides a reasonable basis for our
opinion.

Opinion

In our opinion, the consolidated financial statements, appearing on pages 35 to 61 present fairly, in all material respects, the
financial position of Royal P&0O Nedlloyd N.V. as of 31 December 2004 and the result of its operations and its cash flows for the year
ended 31 December 2004, in accordance with United Kingdom Accounting Standards.

KPMG Accountants N.V.
Rotterdam, 2 March 2005
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1

Consolidated profit and loss account

for the year ended 31 December 2004

2004 2003
Continuing activities
Acguisttions Total

Note S Sm Sm Sm

Turnover: Group and share of joint ventures 1.335.7 52815 66172 3,3159
Less: share of joint ventures' turnover {1.335.7) (4775 {1,3834) (3.315.9)
Group turnover 2 - 32338 5,233.8 -
Net operating costs 3 (7.8) (48384} (4.8566.2) 0.5
Exceptional write-down of Martinair investment 12(b) {77.7) - (77.7) -
(853) {48584} (19439) 05

Group operating (loss)profit {85.5) 3754 2599 0.5

Share of operating results of: Joint ventures

P&O Nedlloyd (pre-acquisition) 10.4 38.5

Martinair 14.1 13.4

Others 0.7 -

252 519

Associates (0.5) -

Total aperating profit; Group and share of joint ventures and associates 3146 524
Profit/(Joss) on sale of fixed assets 12 (0.6)
Profit on ordinary activities before interest and taxation 3158 51.8
Net interest payable and similar items 6 {70.5) (27.7)
Profit on ordinary activities before taxation 2453 241
Tax on profit on ordinary activities 7 {18.7) (5.0)
Profit on ordinary activities after taxation 226.6 19.1
Equity minority interests 20 45 (2.8)
Profit for the financial year 2221 16.3
Dividends 8 (55.3) (26.8)
Retained profitfloss) for the financial year transferved to reserves 19 166.8 (10.5)
Basic and diluted earnings per ordinary share (USS) 9 6.17 0.68
Basic and diluted earnings per ordinary share (€) 497 0.61
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‘Balance sheets
as at 31 December 2004

Group Company
2004 2003 2004 2003
Note Sm m $m Sin
Fixed assets
Intangible assets 10 2358 - - -
Tangible assets 11 19343 1.4 - -
Investments: 12
Subsidiaries - - 13496 308.3
Joint ventures 17.6 163
Share of gross assets 497.8 2,177.3
Share of gross liabilities (350.7)  (1,372.8)
147.1 804.3
Associates 15.6 - - -
Trade investments 153 ~ - -
178.0 804.5 13672 3246
2,348 805.9 1.3672 324.6
Current assets
Stocks and work in progress 13 313.7 ~ - -
Debtors (Group includes $87.8m (2003: nil) due after more than one year) 14 1,115.8 6.5 164.2 932.1
Cash and short term deposits 8970 93.4 - -
23265 999 164.2 932.1
Creditors: amounts fulling due within one year 15 {17327) (41.1) {35.3) (28.6)
Net. carrvent assets 393.8 58.8 108.9 903.5
Total assets less curvent liabilities 2,941.9 864.7 1,476.1 1,228.1
Creditors: amounts falling due after more than one year 16 (L1578} - (130.5) {406.9)
Provisions for Habilities and charges 17 {379.4) (35.1) {31.5) (32.7)
Net assets 1404.7 829.6 1314.1 788.5
Capital and reserves
Called up share capital 18 50.1 26.8 50.1 26.8
Share premium account 19 6491 88.5 649.1 88.5
Profit and loss account 19 6845 7143 6149 673.2
Equity sharcholders’ funds 1.383.7 829.6 13141 788.5
Equity minovity interests 20 2L0 - - -
1.404.7 8296 1314.1 788.5
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?Consolidated cash flow statement

for the year ended 31 December 2004

2084 2003
Note $m Sm Sm Sm
Net cash inflowfoutflow) from operating activities 21(a) 620.0 (14.3)
Dividends from joint ventures and associates 1.1 -
Retwrns on investments and servicing of finance
Interest received 11.9 2.7
Dividends received 0.7 -
Interest paid 3.9 -
Finance lease interest paid {68.1) -
(594} 2.7
Taxation {12.0) ~
Capital expenditure and financial investment
Purchase of fixed assets (269.6} -
Purchase of investments (8.8) -
Sale of fixed assets and investments 194 -
(259.0) ~
Acquisitions
Purchase of subsidiary 12(d) (280.8) -
Net cash acquired 2494 -
(314) -
Equity dividends paid (26.8) (27.4)
Net cash inflowf{outflow) before financing 2325 (39.0)
Financing
Issue of shares 211.8 -
Loan repayment {195.4) -
Finance lease capital payments {1074} -
Finance lease drawdown 6600 -
569.0 -
Increasef{decrease) in cash 21(b) 801.5 (39.0)
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‘Statement of Group total recognised gains
and |0SSES for the year ended 31 December 2004

2000+ 2003

Sm Sm
Profit for the financial year attributable to shareholders 2231 16.3
Reserve arising on acquisition accounting (note 12(d)) (214.1) -
Currency translation differences on foreign currency investments 173 (116.7)
Total recognised gains and losses for the financial year 2553 (100.4)

There are no material recognised gains or losses of joint ventures or associates that are not included in the consolidated profit and
loss account.

Reconciliations of movements in equity
shareholders’ funds for the year ended 31 December 2004

Group Company
2004 2003 2004 2003

Sm S $m Im
Total recognised gains and losses for the year 255 (100.4) (3.0} (111.2)
Dividends {55.3) (26.8) (55.3} (26.8)
New shares issued to the market 2303 - 230.3 -
New shares issued to P&0O 3721 - 3721 -
Expenses of share issues (18.5) - (18.5) -
Net increasef(decrease) in shareholders' funds 554.1 (127.2) 525.6 (138.0)
Equity shareholders’ funds at the beginning of the year 829.6 956.8 788.5 926.5
Equity shareholders’ funds at the end of the year 1.383.7 829.6 1.314.1 788.5
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Notes to the accounts

1. Accounting policies
The following principal accounting policies have been applied consistently in dealing with items which are considered material
in relation to the Group’s accounts.

(a) Accounting convention

The accounts are prepared on the historical cost basis and in accordance with applicable Dutch and United Kingdom accounting
standards (“Dutch GAAP” and “UK GAAP"). The primary accounts on pages 35 to 38 are prepared in accordance with UK GAAP.

A reconciliation of profit and net assets under Dutch and UK accounting standards is presented on page 62, together with Dutch
GAAP primary statements and additionai disclosures.

As indicated in the Information Memorandum dated 8 March 2004, following the reverse listing the Company changed its reporting
currency from the Euro to the United States dollar and also applied UK GAAP to its primary financia! statements. The change of
reporting currency reflected the practice within the Group’s major subsidiary which operates in an environment where the US
Dollar is the principal currency of operation. Accordingly the comparative figures have been restated to reflect these changes.

These accounts are a translation of the Dutch language version of the accounts. The Dutch language version will prevail in matters
of interpretation.

{b) Basis of consolidation

The consolidated accounts include the accounts of the Company and its subsidiaries (including the UK partnership in which they

participate) together with the Group's interest in its associates and joint ventures. The acquisition method of accounting has been
used. Under this method, the results of subsidiaries acquired or disposed of in the year are included in the consolidated profit and
loss account from the date of acquisition or up to the date of disposal.

A subsidiary is an undertaking in which the Group holds a long term interest in excess of 50% of the share capital and over which
it is able to exercise control.

An associate is an undertalking in which the Group has a long term interest, usually from 20% to 50% of the equity voting rights
and over which it exercises significant influence. The Group's share of the profits less losses of associates is included in the
consolidated profit and loss account and its interest in their net assets (other than goodwill} is included in investments in the
consolidated balance sheet.

A joint venture is an undertaking in which the Group has a long term interest and over which it exercises joint control. The Group’s
share of the profits less losses of joint ventures is included in the consolidated profit and loss account and its interest in their net
assets, other than goodwill, is included in investments in the consolidated balance sheet.

Under UK GAAP, the results of associates and joint ventures are, where necessary, adjusted to UK GAAP before consolidation in the
Group results.

(c) Goodwill

Purchased goodwill (representing the excess of the fair value of consideration given plus any associated costs over the fair value

of the separable net assets acquired) arising on consolidation in respect of acquisitions is capitalised. Positive goodwill is amortised
to nil by equal annual instalments over its estimated useful life, determined on each individual acquisition,

In the Company’s accounts, investments in subsidiary undertakings are stated at cost less amounts written off for any impairment
in value.

{(d) Turnover

Turnover represents the amounts receivable from customers, excluding sales related taxes, in respect of shipping and transport
operations when delivery to the final destination is completed during the accounting period. Turnover includes the amount
invoiced to partner shipping lines in respect of the supply of excess slot capacity.

{e) Group operating profit

Group operating profit includes the results of all shipping and transport operations completed during the accounting period.
Revenue and costs in respect of such operations which are not complete at the end of the period are carried forward as “Deferred
Income” and within “Stocks and work in progress” respectively. The Company participates in certain operating arrangements with
other shipping lines. The results thereof are accounted for on an accruals basis. estimates being used to the extent that final
information is not available.
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Notes to the accounts
continued

1 Accounting policies continued

(f) Foreign currencies
The Company's functional currency is the US Dollar. For the year ended 31 December 2004 the major US Dollar exchange rates were:

2004 2003
usst: Average Year end Average Year end
Euro 0.805 0.735 0.886 0.797
Pound Sterling {1.546 0.521 0612 0.563
Japanese Yen 107.98 103.86 116.01 107.01

Transactions denominated in foreign currencies are translated at the exchange rate ruling on the date on which each transaction
occurs or at the rate specified in any related forward exchange contract. At each balance sheet date, monetary assets and liabilities
denominated in foreign currencies are translated at the rate of exchange ruling at that date or at the rates specified in any related
forward exchange contracts. The results of subsidiaries and branches which have currencies of operation other than US Dollars have
been translated at average exchange rates.

Exchange differences arising from the translation of the opening net assets of subsidiaries, associates and joint ventures which have
currencies of operation other than US Dollars and any related long term loans are taken to reserves, together with the differences
arising when the profit and loss accounts are translated at average rates and compared with rates ruling at the year end. Other
exchange differences are taken to the profit and loss account.

(g) Fixed assets

(i) Properties are included in the accounts at their cost to the Group. Freehold buildings are depreciated on a straight line basis
over 50 years. Long leasehold buildings and short leasehold land and buildings are depreciated on a straight line basis over the
remaining life of the lease or 50 years, whichever is the shorter.

(ii} Interest incurred in respect of payments on account of assets under construction is capitalised to the cost of the asset concerned.

(iii) Depreciation of other fixed assets is calculated on a straight line basis so as to write off their cost, including interest capitalised
during construction, less their estimated residual value over their expected useful lives, which are normaily:

> Container ships - 25 years

> Containers and trailers - 10-15 years

> Other plant and equipment - 4-15 years

> Computer equipment and software - 4-7 years

(iv) An element of the cost of an acquired ship is attributed at acquisition to its service potential reflecting its maintenance
condition. This cost is amortised over the period to the next dry-docking or the remaining life of the ship. Costs incurred
on subsequent dry-docking of ships are capitalised as part of tangible fixed assets and expensed over the period to the next
dry-docking.

(h) Finance leases and similar arrangements

Assets acquired under finance leases, being leases that transfer substantially all the risks and rewards of ownership of an asset

to the lessee, are capitalised and the outstanding future lease obligations are shown in creditors. Operating lease rentals are charged
to the profit and loss account on a straight line basis over the period of the lease.

{i) Stocks and work in progress
Stocks and work in progress are stated at the lower of cost and net realisable value. Cost is determined using the firstin-first-out
principle.

Stocks comprise primarily bunker stocks held on board ship. Work in progress represents costs incurred on uncompleted voyages.

() Cash and liquid resources

Cash, for the purposes of the cash flow statement, comprises cash in hand and deposits repayable on demand, less overdrafts
payable on demand. Liquid resources are current assets which are disposable without curtailing or disrupting the business and
are either readily convertible into known amounts of cash at or close to their carrying values or traded in an active marker.
Liquid resources comprise term deposits (other than cash).




' Notes to the accounts
continued

L Accounting policies continsed

(k) Deferred taxation

In accordance with Financial Reporting Standard 19 “Deferred Tax”, deferred taxation is provided fully and on a non-discounted
basis at future enacted or substantially enacted corporation tax rates in respect of timing differences and available carry forward
losses between profits computed for taxation and accounts purposes. Deferred tax assets are recognised to the extent that their
recovery is deemed more likely than not. )

(1) Pension schemes

Under UK GAAP, pension costs have been accounted for under Statement of Standard Accounting Practice 24 “Accounting for
pension costs”. The Group has complied with the transitional disclosure requirements of Financial Reporting Standard 17
“Retirement benefits”.

Contributions in respect of defined benefit pension schemes are calculated as a percentage, agreed on actuarial advice, of the
pensionable salaries of employees. The cost of providing pensions is charged to the profit and loss account over the periods
benefiting from the service of employees.

Contributions in respect of defined contribution pension schemes are charged to the profit and loss account when they are payable.

{m) Derivative financial instruments

The Group uses derivative financial instruments to hedge its exposure to fluctuations in interest rates, exchange rates and bunker
fuel prices. Amounts payable or receivable in respect of interest rate derivatives are recognised on an accruals basis over the life of
the instrument. Gains and losses in respect of exchange rate and bunker fuel derivatives used for hedging purposes are recognised
in the financial statements when the hedged exposure itself is recognised.

2. Analysis of Group turnover

By geographical area: 2004 2004 2004
Container shipping Logistics and other Total
Origin  Destination Origin  Destination Origin  Destination
$m $m $m $m Sm $m
Far East and Asia 2,397.3 702.7 76.2 88.3 2,473.5 791.0
Europe 899.5 1,377.2 356.0 300.0 1,255.5 1.677.2
North America 438.4 1,0954 80.1 111.5 518.5 1,206.9
South America 375.3 426.6 11.7 13.2 3870 439.8
Australasia and Pacific 300.2 359.1 326 452 332.8 404.3
Africa 130.0 305.0 61.6 62.4 1916 367.4
Middle East 66.9 341.6 8.0 5.6 74.9 347.2
4.607.6 46076 616.2 626.2 5,233.8 53338

Analysis of turnover, operating profit and net assets

By product segment: 2004 2003
’ Toual Total
Operating Net Operating Net
Turuover profit assels Turnover profit assets
Sm S Sin m $m $m

P&O Nedlloyd

- as a joint venture - 104 - - 385 616.8
- as a subsidiary 52338 3756 1L.319.8 - - -
Martinair - 4.1 136.1 - 13.4 187.7
Other - {85.5) {51.2) - 0.5 25.1
Total 5.233.8 314.6 1404.7 - 52.4 829.6

(i) The analysis of turnover by origin is derived by allocating revenue to the area in which the cargo originated. The analysis of turnover by
destination is derived by allocating revenue to the area in which the cargo is delivered.

(ii) Operating profit resulting from turnover generated in each geographical area according to origin/destination is not disclosed as it is neither
practical nor meaningful to allocate the Group's operating expenditure on this basis.

(iii) Geographical analysis of net assets,
The major revenue-earning assets of the Group are comprised of the ship and container fleets, the majority of which are registered in the United
Kingdom and the Netherlands. Since the Group's fleets are employed flexibly across its worldwide route network, it is not appropriate to
allocate such assets and related liabilities to geographical segments.
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Notes 1o the accounts
continued

3. Netoperating costs

2003 2003
Continuing activities
Acquisitivns Total
& $m $m $m
Cost of sales - 42074 42074 (5.4)
Administration expenses {includes exceptional write-down of $77.7m, see note 12) 855 651.0 73635 4.9
8355 48584 49439 (0.5)
Net operating costs include:
Depreciation of tangible fixed assets:
Owned assets 0.7 102.4 103.1 0.7
Leased assets (finance leases) - 60.2 60.2 -
Amortisation of goodwill - 92 92 -
Hire of ships - 4175 4175 -
Hire of plant and machinery 99.9 999 -
Property rentals - 333 333 -
Auditors’ remuneration:
Group 35 3.5 0.2
Company 04 - 0.4 0.2
Other fees paid to auditors and their associates - 2.1 2.1 0.1

Other fees paid to KPMG include $0.7m (2003: $0.1m) in respect of quarterly financial reviews, $0.5m (2003: nil) in respect of Risk
Management reviews, $0.6m (2003: nil) for tax compliance work, $0.2m (2003: nil) in connection with accounting advice and $0.1m

(2003: nil) for other professional services.

In addition $0.5m was paid to KPMG for work on the acquisition of P&0 Nedlloyd Container Line Ltd and is included in the
acquisition costs, and $0.6m was paid to KPMG in respect of work on the rights issue and has been included in the expenses

deducted from the total proceeds.

4. Employee information

The average number of persons employed by the Group, including Executive Directors, was as follows:

2004 2003
Shore staff (including 401 (2003: 25) based in the Netherlands) 8,166 25
Sea staff 1,202 -
9368 25
The total number of employees at 31 December 2004 was 12,942.
The average number of staff employed by the Company was 13 (2003: 15).
Employment costs - all employees including Executive Directors:
2004 2003
Em sm
Aggregate gross wages and salaries 3379 12
Employers’ national insurance contributions, or foreign equivalents 316 0.1
Employers' pension contributions {(Note 25) 287 0.1
Total direct cost of employment 398.2 14

-

5. Remuneration of Directors

Detailed information concerning Directors’ emoluments, pensions and their interests in shares of the Company is given in the

Remuneration report on pages 29 to 32.
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Notes to the accounts
continued

6. Net interest payable and similar items

2004 2003
$m Sm
Bank loans and overdrafts (2.5) -
Interest element of finance leases and similar arrangements {67.8} -
Interest payable and similar charges (70.3) -
Interest receivable 12.2 2.7
Investment income 22 -
(55.9) 2.7
Share of net interest payable by:
Joint ventures (14.4) (30.4)
Associates 0.2 -
Net interest payable and similar items (70.5) (27.7)
7. Tax on prefit on ordinary activities
(a) Analysis of charge for the year
2004 2003
3m Sm
Current tax comprises:
Netherlands corporation tax ©.7) -
Foreign tax (14.0} -
Share of associates’ tax (0.3} -
Share of joint ventures’ tax (2.1) (5.0)
Adjustment to previous periods 3.1) -
Total current tax 20.2) (5.0
Deferred tax comprises;
Origination and reversal of timing differences 1.5 -
Total deferred tax (see note 17) 15 -
Tax on profit on ordinary activities ‘ (18.7) (5.0)

(b) Factors affecting tax charge for the year
The reconciliation between the tax rate expressed as a percentage of the result before taxation and the tax charge for the current
year is explained below:

2004 2003
Sm Sm
Profit on ordinary activities before tax 2453 24.1
Profit on ordinary activities multiplied by the tax rate in the Netherlands of 34.5% (2003: 34.5%) (84.6) (8.3)
Effects of:
Tonnage tax J1.5 -
Expenses not deductible for tax purposes {31.7) -
Capital allowances in the period in excess of depreciation 29 -
Other timing differences {0.4) -
Utilisation of tax losses 42 09
Higher rates of tax on foreign earnings 1.4 -
Adjustments to the current tax charge in respect of previous periods (3.1) -
Different tax rates in joint venture investments {0.4) 24
Current tax charge for the year (20.2) (5.0)
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continued
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& Dividends
Dividends paid on ordinary shares

2004 2003

Sm $m

Proposed dividend of €1 per ordinary share (2003: €1 per share) 353 26.8
Dividends for the year 553 26.8

9. Earnings per share

The calculations of the basic earnings per €1 ordinary share are based on the profit for the financial year attributable to equity
shareholders of $222.1m (2003: $16.3m), and the weighted average number of shares issued of 35,996,623 (2003: 23,851,236).

The number of ordinary shares in issue following the rights issue and as at 31 December 2004 was 40,635,752.

10 Intangible fixed assets

Group Goodwill
fm

Cost

At 1 January 2004 N

Additions 245.0

At 31 December 2004 245.0

Amortisation

At 1 January 2004 -

Charge for the year (9.2)

At 31 December 2004 {9.2)

Net book value

At 31 December 2004 2358

Net book value
At 31 December 2003

The goodwill arising in the year is in respect of the acquisition of 50% of P&O Nedlloyd Container Line Limited. It will be amortised

over 20 years on a straight line basis.




|
|
!

?Nomsuymeacammm

continued

11, Tangible fixed assets

Containers & other

Group Land and buildings Ships plant & equipment
Under Finance Finance
Freehold Leasehold Owned construction Leases Owned Leases Total
$m $m $m $m fm $m sm fm
Cost
At 1 January 2004 03 - - - - 114 - 11.7
Exchange adjustment 15 0.9 - - - 3.6 2.2 8.2
Acquisition of subsidiaries 10.2 23.8 844.1 34 173.3 398.9 256.5 1,710.2
Additions 0.1 1.3 60.2 6.1 112.7 217.8 8.7 406.9
Disposals (0.4) (0.3) (8.3) - (2.8) (40.9) (17.9) (70.6)
Reclassification - - (672.4) - 6724 (5.2} 5.2 -
At 31 December 2004 11.7 257 2236 9.5 955.6 585.6 254.7 2.0664
Depreciation
At 1 January 2004 0.2) - - - - (10.1) - (10.3)
Exchange adjustment {0.6) (0.2) - - - (2.4) (1.0) (4.2)
Charged for year (0.4) (2.1) (21.6) - (39.9) (81.1) (18.2) (163.3)
Disposals 0.2 0.1 83 - 2.6 333 1.2 45.7
Reclassification - - - - - 3.0 (3.0) -
At 31 December 2004 (1.0 {(2.2) (13.3} - {37.3) (57.3) (21.0) (132.1)
Net Dook value
At 31 December 2004 10.7 235 2103 9.5 9183 5283 233.7 1.934.3
Net book value
At 31 December 2003 0.1 - - - - 13 - 14
2004 2003
The net book value of leasehold land and buildings comprises: $m $m
Long leases 15 -
Short leases 220 ~
235 -
(a) The cost of ships shown above includes $3.9m (2003: nil) in respect of capitalised interest charges.
(b) The net book value of containers and other plant and equipment is made up as follows:
2004 2003
S Sm
Containers 479.7 -
Computer equipment and software 207.2 0.1
Other assets 75.1 1.2
762.0 1.3

Poval #00 Ned
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12, Fixed assets: nvestments
(a) Summary

Group Company
2004 2003 2004 2003
Sm Sm Sm $m
Subsidiary undertakings
Shares at cost - - '1,349.6 308.3
Joint ventures
Cost of investment 522 762.8 176 16.3
Loans 15 - - -
Provision against investments {104.09 - - -
Share of post-acquisition retained profits 1974 41.7 - -
47.1 804.5 17.6 16.3
Associated undertakings
Shares 78 - -
Loans 9.3 - - -
Share of post-acquisition retained losses (1.5) - - -
15.6 - -
Other investments
Unlisted 15.3 - -
Total investments 178.0 804.5 1,367.2 3246
(b) Movements in the Group’s fixed asset investments
Joint Associated Cther
ventures undertakings investments
Sm m $m
At 1 January 2004 804.5 - -
Transfer to subsidiary (622.0) - -
Acquisition of subsidiary 2.9 29 15.5
Additions 12.4 2.8 -
Disposals (6.7) 11.0 (0.2)
Share of retained profit/(loss) 10.6 (0.8) -
Dividends received (0.3) (0.7) -
Release of provision 2.2 - -
Impairment provision (see note below) (72.7) - -
Foreign exchange movements 212 04 -
At 31 December 2004 14721 156 153

The Directors consider the Company’s interest in Martinair to be non-core. Due to the Directors’ view of the volatility of the airline
industry generally, the Directors have concluded that it is appropriate to malke an exceptional write down of the Company’s
investment in Martinair by $77.7m to $136.0m (€100.0m) at 31 December 2004. This exceptional write-down is included in the table
set out above. The net present value was assessed as at 31 December 2004 at some €100.0m using a discount rate of 9.8%
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Notes to the accounts
continued

12 Fixed assets: Investments continted

(c) Particulars of subsidiary and associated undertakings

A full list of the Company's subsidiaries, as required under Articles 2:379 and 414 of the Dutch Civil Code, has been filed with the
Trade Register of the Rotterdam Chamber of Commerce. The following information relates to those companies which, in the
opinion of the Directors, principally affect the resuits or assets of the Group. Except where indicated the holdings are of ordinary
shares and the country of incorporation is the Netherlands.

Percentage
of share
capital
Naotes held
1 Subsidiavies
Container Ship Operators
P&O Nedlloyd Container Line Limited 1 100
P&Q Nedlloyd Limited 1,2 100
P& O Nedlloyd B.V. 2 100
P&O Swire Containers Limited 1 75
Farrell Lines Incorporated 3 100
Freight Forwarders
P&O Nedlloyd Logistics LLC 3 100
Damco International B.V. 100
Transport and Depot Operators
Roadways Container Logistics Limited . 1 100
1. Joint Ventures and Associates
Port Newark Container Terminal LLC 3 50
Inttra Inc 3 27
Martinair Holland N.V. 50

HI Notes

(1) Company incorperated in the UK.

2) P&O Nedlloyd Limited and P&O Nedlloyd B.V. operate their container shipping activities through a UK partnership under the name “P&Q0
Nedlloyd™. Under Statutory Instrument 1820 the partnership is exempted from the requirement to file partnership accounts at Companies
House. The partnership’s registered office is Beagle House, Braham Street, London E1 8EP.

(3} Company incorporated in the US.
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Notes to the accounts
continued

12. Fixed assets: Investments contintsd

(d) Acquisition of subsidiaries

(i) On 16 April 2004, the Company took full ownership of P&0 Nedlloyd Container Line Limited (*“PONCLL") when it completed
the acquisition of the 50% stake in that company previously owned by the Peninsular and Oriental Steam Navigation Company
(“P&0Q"). The acquisition was satisfied by the payment in cash of €214.4m and the issue to P&O of 10,158,938 new ordinary
shares, A rights issue of 9,138,544 new ordinary shares generated the cash required for this acquisition. Following the
completion of this transaction the name of the Company was changed from Royal Nedlloyd N.V. to Royal P&O Nedlloyd N.V..
The consideration payable to P&O is subject to variation in respect of the Martinair investment.

Fair value
Book value adjustments Note Fair value
$m Sm $m

Fixed assets 1.863.3 {131.8) (a) 1,731.5
Debtors 939.6 21.3 (b) 960.9
Stocks 300.6 - 300.6
Cash 249.4 - 249.4
Total assets 33529 {110.5) 3.242.4
Creditors (1,299.8) (4.5) (¢ (1.304.3)
Provisions (30.7) (19.6) (d) {50.3)
Taxation (11.8) (3.7) {e) (15.5)
Minority interest (16.3) - (16.3)
Pension liability - (289.9) (¢} (289.9)
Borrowings (750.2) - (750.2)
Total liabilities (2,108.8) (317.79) {2,426.5)
Net assets 1,244.1 (428.2) 815.9
Proportion of equity shareholders’ funds acquired (50%) 408.0
Consideration paid for equity shares
- Shares issued 372.2
- Cash consideration 2579
- Acquisition costs 229 653.0
Goodwill arising 245.0
Notes

(@) The revaluation of ships ($67.8m) and goodwill ($35.5m to reflect their fair value at acquisition and a provision against a joint venture
investment to reflect an underlying onerous contract ($28.5m).

(b} The fair value of financial instruments outstanding at the date of acquisition.
(c) The fair value of pension liabilities at the date of acquisition.
{(d) Provisions for onerous contracts.

(e) Various foreign tax claims.
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' Notes to the accounts
continued

12, Fixed assets: Investments continucd
The statutory method to calculate goodwill is to take the difference between the price paid and the fair value of the company
acquired. However, this method may not give a true and fair view where the company has been acquired in stages.

Therefore, in order to show a true and fair view and in accordance with FRS2 - “Accounting for Subsidiary Undertakings”,
purchased goodwill has been calculated as the sum of the goodwill arising at the two acquisition dates. The effect of adopting
this non-statutory method has been to reduce goodwill and reserves by $214.1m.

P&O Nedlloyd Container Line Limited
Consolidated profit and loss account

Year ended

Pre-acquisition 31 December

2004 2003

$m sm

Group turnover 14803 5,510.3
Net operating costs {1.456.0) (5.422.1)
Group operating profit 243 882
Share of operating results of joint ventures and associates 3.5 (11.2)
‘Yotal operating profit 20.8 77.0
Profit/(loss) on sale of fixed assets 0.7 (11
Profit before interest and rax 215 759
Net interest payable and similar items 13.2) (45.0)
Profit on ordinary activities before taxation 8.3 309
Taxation (3.7 (13.2)
Profit on ordinary activitics after taxation 4.6 17.7
Equity minority interests 04 (3.0
Retained profit for the period transferred to reserves 30 14.7

Statement of Group total recognised gains and losses
Pre-ucqpuisition  Year ended
31 December

004 2003

Sm Sm

Profit for the period attributable to sharcholders 5.0 14.7
Currency translation differences on foreign currency investments 08 6.2
Total recognised gains and losses for the financial year 58 20.9
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12. Fixed assets: Investments continued
P&Q Nedlloyd Container Line Limited

Cash flow since acquisition
Postacguisition

2004
Net cash inflow from operating activities 6153
Dividends from joint ventures and associates 1.1
Returns on investments and servicing of finance (59.6)
Taxation (12.0)
Capital expenditure and financial investment {259.0)
Financing 3572
Net cash inflow 643.0

(ii) Additional acquisitions took place during the year which in total involved purchase consideration of $36.5m. No goodwill has
been recognised on these acquisitions. :

13. Stocks and work in progress

Group Company
2004 2003 2004 2003
S Sm Sm $m
Raw material and consumables 77.0 - - -
Work in progress 236.7 - - -
313.7 - - -
14. Debtors
Group Company
004 2003 2004 2003
Sm $m Sm $im

Amaounts falling due within one year

Trade debtors 8119 - -
Subsidiary undertakings - 163.2 931.8
Deferred tax (note 17) 15 - -
Other debtors 87.7 3.7 1.0 03
Prepayments and accrued income 1269 2.8 - -
1,028.0 6.5 164.2 932.1

Amounts falling due after more than one year
Advances 162 - - -
Prepayments 716 o= -
878 - - -
1,115.8 6.5 164.2 932.1

Debrtors are stated at face value less a provision for doubtful debts.
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Notes to the accounts
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15, Creditors: amounts falling due within one year

Group Company
2004 2003 W04 2003
S$m $m $m Sm
Short term component of long term debt
Obligations under finance leases 129.1 - - -
Bank loans - secured 403 - - -
1694 - - -
Short term debt
Bank loans and overdrafts - unsecured 0.8 - - -
0.8 - - -
Trade and other creditors
Trade creditors 1576 - - -
Deferred income 467.0 21 - -
Corporate tax 216 - - -
Other creditors 614 6.2 - -
Accruals 799.6 6.0 - 18
Dividend payable 553 26.8 353 26.8
1,562.5 41.1 35.3 286
17327 411 35.3 28.6
16. Creditors: amounts falling due after more than one year
Group Company
2004 2003 2004 2003
S Sm $m $m
Bank loans ~ secured
Payable between 1 and 2 years 206 - -
Payable between 2 and S years 7.5 - - ~
Payable after 5 years 204 - - -
Obligations under finance leases
Payable between 1 and 2 years 2082 - - -
Payable between 2 and 5 years 306.3 - - -
Payable after 5 years 510.6 - - -
Loans from subsidiaries - - 1305 406.9
Other creditors 842 - - -
11578 - 130.5 406.9

(a) Interestis payable on bank loans at varying commercial rates (see note 26).

(b) The interest elements of finance leases are fixed at various commercial rates reduced, in the case of leases with tax variation clauses, to reflect

changes in the rate of corporation tax.

(¢} The bank loans are secured on certain fixed assets of the Group.
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17 Provisions for Labilities and charges

Group Employee
benefits and Other

pensions provisions Total
im im $m
Balance at 1 January 2004 14.0 211 351
Exchange movements 1.2 18 3.0
Acquisition of subsidiary 3156 24.6 340.2
Provided during the year 22,6 71 29.7
Transfer to creditors (3.2) (1.1} (4.3)
Utilised during the year (20.6) (3.7) (24.3)
HBalance at 31 December 2004 3286 498 3794

Other provisions includes $13.2m {2003: nil) in respect of onerous contracts, $4.2m (2003: $3.1m) in respect of sales taxes, $18.2m
{2003: $18.0m) in respect of customs duties, $1.8m (2003: nil) for legal claims, $4.7m (2003: nil) for overdue containers and others
of $7.7m (2003: nil).

Company Employee
benefits and Other

pensions provisions Total
Sm $m $m
Balance at 1 January 2004 11.6 211 32.7
Exchange movements 1.0 1.7 2.7
Provided during the year 26 - 26
- Transfer to creditors (3.2 (1.3) (4.5)
Utilised during the year (0.9) (1.1) (2.0)
Balance at 31 Decemberx 2004 111 20.4 31.5

Other provisions consists of $3.1m (2003: $2.8m) in respect of sales taxes and $17.3m (2003: $18.3m) in respect of customs duties.

Deferred taxation

P&O Nedlloyd elected to enter UK Tonnage Tax with effect from 1 January 2001. This had the effect of eliminating related future
potential tax liabilities on shipping profits in the United Kingdom. The regime includes a provision whereby a proportion of
capital allowances previously claimed by the Group can be subject to tax in the event of a significant number of assets being sold
and not replaced. This contingent liability diminishes to nil over the seven year period following the entry into the tonnage tax
regime. The contingent tax liability at 31 December 2004 was $16.0m (2003: $33.0m) under the assumption that all assets on which
capital allowances have been claimed were sold at book value. On the basis that this liability is not expected to arise, no provision
has been made,

Provision has been made in the accounts for deferred taxation in respect of non-shipping activities. The estimared potential liability
is set out below and has been calculated at the prevailing corporation tax rate.

Group

2000 2003

St Sm

Accelerated allowances on fixed assets (63) -
Short term timing differences 12 -
Tax losses 5.8 -
Less assets not recognised on the grounds of uncertain recoverability {46.2) -
Deferred tax asset 1.5 -




‘Notes to the accounts
continued

17. Provisions for liabilities and charges continuad
The movement in deferred tax during the year is as follows:

$m
Opening balance of deferred tax liability at 1 January 2004 -
Amounts credited to the profit and loss account for the year (see note 7(a)) 15
Closing balance of deferred tax asset at 31 December 2004 15

No deferred tax has been provided in respect of the accumulated reserves of foreign subsidiaries on the grounds that the potential
deferred tax liability relating to these is unlikely to crystallise in the foreseeable future.

There is no potential deferred tax liability in respect of the Company (2003: nil}.

18. Share capital

Number of shares 2004 2003
Sm Im |

Authorised:
Ordinary shares of €1 each 100,000,000 1255 1004
Allotred, called up and fully paid
At 1 January 2004 21,338,270 26.8 26.8
Rights issue {see note 12(d)) 9,138,544 111 -
Shares issued {see note 12(d)) 10,158,938 12.2 -
Balance at 31 December 2004 40,635,752 50.1 26.8

At 1 January 2004 the authorised share capital amounted to €80,015,000 made up of 40,000,000 ordinary €1 shares, 40,000,000
preference shares of €1 each and 15,000 €1 priority shares. As at that date, 21,323,270 ordinary shares plus 15,000 priority shares
had been issued. At the Extraordinary General Meeting on 23 March 2004 new Articles of Association were adopted which came
into force on 16 April 2004 and which increased the authorised share capital to €100,000,000. In addition, the priority shares were
converted to ordinary shares, the preference shares were cancelled and the authority to issue preference shares was withdrawn.

19. Reserves

Group Share Profit
premium and loss
aceount account Total
$m $m Sm
Balance at 1 January 2004 88.5 714.3 802.8
Market issue of shares 219.2 - 219.2
Costs of market issue of shares (18.5) - (18.5)
Issue of shares to P&O 3559 - 359.9
Reserve arising on acquisition accounting (see note 12(d)) - (214.1) (214.1)
Retained profit for the year - 166.8 166.8
Exchange movements - 17.5 17.5
Bualance at 31 December 2004 649.1 634.5 1,333.6
Company Share Profit
premium and loss
account account Total
$m Sm $m
Balance at 1 January 2004 88.5 673.2 761.7
Market issue of shares 219.2 - 219.2
Costs of market issue of shares (18.5) - {18.5)
[ssue of shares to P&0O 3599 - 3599
Retained loss for the year - (63.1) (63.1)
Exchange movements - 4.8 4.8
Balance at 31 December 2004 649.1 6149 1.26-4.0
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20. Equity minority interests

2004
S
As at 1 January 2004
On acquisition of subsidiary 16.3
Exchange movements 0.2
Proportion of profit on ordinary activities after taxation 45
As at. 31 December 2004 21.0
21 Notes to consolidated cash flow statement
{a) Reconciliation of operating profit to net cash flow from operating activities
04 2003

$m S$m
Group operating profit 2899 0.5
Depreciation and amortisation 1725 07
Exceptional impairment provision 777 -
Increase in stocks and work in progress (13.1) -
(Increase){decrease in debtors (167.5) 3.4
Increasef(decrease) in creditors and provisions 260.5 (18.9)
Net cash inflow/{outflow) from operating activities 620.0 (14.3)
(b) Reconciliation of net cash flow to movements in net debt

2004 2003

$in Sm
Increase/(decrease) in cash in the year 8015 (39.0)
Cash flow from changes in loans and lease financing 357.2) -
Changes in net debt resulting from cash flows 1443 (39.0)
New finance leases (136.0) -
Borrowings of businesses acquired (750.2) -
Exchange movement in net debt 17 -
Movement in net debt in the period {(440.2) (39.0)
Opening net cash 934 132.4
Closing net (debt)/cash (346.8) 93.4
(c) Analysis of net debt

At Other At
1 January Cash Cn non cash Exchange 31 December
2004 flow acquisitions  movement  movement 2004
$m $m $m Sm $m Sm

Cash available on demand 934 6279 - - 13 7226
Short term deposits - 174.4 - - - 174.4
Overdrafts - (0.8) - - - (0.8)
Loans due after one year - - (50.4) - 19 (48.5)
Loans due within one year - 195.4 (235.7) - - (40.3)
Finance leases due after one year - (660.0) (227.6) (136.0) (1.5) (1.025.1)
Finance leases due within one year - 107.4 (236.5) - - (129.1)
Total 934 4443 {750.2) {136.0) 1.7 (346.8)
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22. Capital expenditure and commitments
Group
2004 2003
Sm Sm

Expenditure on fixed assets
Contracts placed but for which provision has not been made 733 -

The Group has entered into foreign currency forward contracts amounting to $286.5m which were outstanding at 31 December
2004. The Group's share of its joint ventures’ capital commitments is $11.0m (2003: $2.1m).

There were no commitments at 31 December 2004 in the Company (2003: nil).

23. Obligations under operating leases
Annual commitments under non-cancellable operating leases at the balance sheet date were as follows:

2004 2003
Croup Company
Land and Other land and Other
buildings leatses buildings leases
im sm Sm $m
Operating leases which expire
Within one year 74 119.0 - -
In the second to fifth year inclusive 18.0 384.3 6.3 -
Over five years 221 184.9 - -
475 688.2 6.3 -

The majority of leases of land and buildings are subject to rent reviews.
Other leases are in respect of ships $498.9m, containers $166.0m and other assets $23.3m.

In addition, new ships entering service during 2005 will add an estimated $22.6m to lease costs for that year.

24. Contingent liabilitics

There are a number of tax disputes outstanding. P&0 Nedlloyd has sought advice and believes that there is no merit to the position
being taken by the overseas fiscal authorities. Nevertheless there is a risk that the Group will ultimately be required to pay
additional amounts of tax. As at 31 December 2004, the Group's potential exposure in respect of tax and interest not provided for in
the balance sheet amounts to approximately $25.0m.

The Company and its subsidiary undertakings have given unsecured operational guarantees to third parties amounting to $136.6m
(2003: $11.3m).

The Group has also guaranteed certain borrowings of one of its joint ventures; the amount outstanding at the year end was $62.5m
(2003: $1.3m).

By virtue of Article 2:403, section 1f, of the Dutch Civil Code, the Company has agreed to be jointly and severally liable for liabilities
resulting from transactions concluded by the group companies P&Q Nedlloyd Beheer BV and Facility Force BV. The statements under
Articles 2:379 and 414 of the Dutch Civil Code have been filed with the Trade Register of the Rotterdam Chamber of Commerce,

The Company forms part of a Dutch fiscal entity and pursuant to standard conditions has assumed joint and several liability for the
tax liabilities of the fiscal entity.
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25, Pensions

The Group operates and participates in a number of pension schemes throughout the world, both defined benefit and defined
contribution. All defined benefit schemes are funded schemes, The principal schemes at 31 December 2004 are, in the UK, (a
defined benefit scheme operated by The Peninsular and Oriental Steam Navigation Company (P&O pension scheme) which was
closed to new members on 1 January 2002) and in the Netherlands (a scheme participated in by Royal P&O Nedlloyd N.V.).

P&O Pension scheme

Formal actuarial valuations of the P&O pension scheme, which is a defined benefit scheme that was closed to new members as
from 1 January 2002, are carried out triennially, the latest being at 1 April 2003 by Watson Wyatt LLP, consulting actuaries, using
the projected unit method.

At 1 April 2003 the market value of the UK scheme’s assets was $1,571.0m and the actuarial value of those assets represented 86.3%
of the value of benefits accrued to members, allowing for future increases in earnings. The underlying share of the scheme'’s assets
and liabilities allocated to P&O Nedlloyd following the last actuarial valuation is 38.5%.

Excluding the deficit reduction payments described below, the contribution rate for the UK scheme, from 1 January 2004, was
18% for standard scheme members and 31% for senior executive members. The principal long term assumptions in the 2003
valuation were:

Nowmital %

per ansumn
Price inflation 3.00
Investment return on existing assets 7.10
[nvestment return on future contributions 6.60
Earnings escalation 4.50
Lower earnings limit escalation 3.0
Increases in accrued pensions on excess over Guaranteed Minimum Pensions 275
Increases in pensions to accrue in the future 3.00

P&0 Nedlloyd has decided to withdraw from the P&O pension scheme with effect from 28 February 2005, and establish its own
defined benefit scheme for its staff who are currently members of the P&O pension scheme. On withdrawal, it is currently
anticipated that P&0O Nedlloyd will make a special cash contribution of around $130.0m in respect of past service liabilities
remaining with the P&QO pension scheme. As at 31 December 2004 the pension deficit provided in the balance sheet, excluding
these past service liabilities remaining with the P&O pension scheme, would amount to some $142.0m.

For the purposes of the accounting disclosure requirements of Financial Reporting Standard 17 the latest valuation of the P&0O
pension scheme has been updated to 31 December 2004 by Hewitt, Bacon & Woodrow, qualified independent actuaries. The
principal assumptions are included in the table below. The assumptions used by the actuaries are the best estimates chosen from a
range of possible actuarial assumptions, which, due to the timescale covered, may not necessarily be borne out in practice.

2004

%

Rate of increase in salaries 44
Rate of increase in pensions 2.7
Discount rate applied to scheme liabilities 52

Inflation rate

The market value of the scheme's assets which are not intended to be realised in the short term and may be subject to significant
change before they are realised, and the present value of the scheme’s liabilities, which are derived from cash flow projections over
long periods and thus inherently uncertain are set out below.
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25. Pensions continned

2004
Expected rate AMuarket
of retxn vialue
i Sm
Equities 75 521.3
Fixed interest gilts 45 189.6
Index linked gilts 43 2370
9479
Present value of scheme liabilities (1,19%9.4)
Deficit {251.5)
If FRS17 had been fully adopted in these accounts the pension costs for the P&O pension scheme would have been as follows:
16 April 1o
3t December
2004
S
Operating profit
Current service cost {10.0)
Finance costs
[nterest cost (46.4)
Expected return on scheme assets 413
Net finance cost {5.1)
Group statement of total recognised gains and losses
Actual less expected return on assets 34.0
Experience gains on scheme liabilities ' 209
Change in basis (53.7)
Actuarial gain recognised in statement of total recognised gains and losses 1.2
2004
Difference between the expected and actual return on scheme assets expressed
as a percentage of the scheme assets 36
Experience gains and losses on pension scheme liabilities expressed as a percentage
of the present value of scheme liabilities 1.7
Total actuarial loss recognised in the consolidated statement of total recognised
gains and losses expressed as a percentage of the present value of the scheme liabilities 0.1

Netherlands’ schemes

The Group participates in the Royal Nedlloyd Pension Fund in the Netherlands. From 1 July 2001, the defined benefit plan ceased to
be effective and the assets of the scheme were transferred to a new defined contribution plan. The contributions charged in the year
were $4.5m.
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25. Pensions contitingd

Other schemes

The Merchant Navy Officers’ Pension Fund (“MNOPF") and the Merchant Navy Ratings’ Pension Fund (“MNRPF”) are industry wide
pension schemes in the UK and are defined benefit schemes. The MNOPF is divided into two sections, the Old Section and the New
Section, both of which are closed to new members. The Old Section has been closed to benefit accrual since 1978.

The latest valuation of the MNOPF was carried out at 31 March 2003. The valuation indicated that the value of assets relating to the
Old Section represents approximately 115 per cent of the value of the benefits accrued to members and for the New Section, 86 per
cent of the liabilities for service to 31 March 2003 including allowance for future salary increases, which amounts to a deficit of
$372.0m. The next full valuation of the MNOPF is due as at 31 March 2006.

The Trustee has made an application to the Court to determine from which employers it can require contributions in respect of the
deficit. The case is due to be heard in March 2005 and it will be some time after that date when the Trustee is able to decide how
this deficit should be met. It is not possible to assess with any certainty the implications for the Group until the end of the court
case, however we have estimated our share of the deficit to be in the range of $5.0m to $20.0m.

For FRS17 purposes, although the employers’ contributions to the MNOPF would be affected by a surplus or deficit in the scheme,
each employer is currently unable to identify its share of the underlying assets and liabilities on a consistent and reliable basis.
Accordingly the Group is accounting for contributions to the MNOPF as if it were a defined contribution scheme. It is estimated
that if FRS17 principles were applied, the Group’s share of the deficit could be in the range $17.0m to $73.0m.

The MNRPF is a closed scheme. The last formal valuation, at 31 March 2002, showed that the scheme exceeded the minimum
funding requirement at that date but was in deficit on an ongoing basis, with the market value of assets at 84 per cent of the value
of benefits accruing to members including allowance for future increases. The Group has settled its share of the past service deficit.
Accordingly the Group is treating the MNRPF as a defined contribution scheine.

Other industry schemes are mainly overseas multi-employer schemes, in which the Group is unable to identify its share of the
underlying assets and liabilities on a consistent and reliable basis. Accordingly the Group is treating these schemes as defined
contribution schemes.

26. Financial lnstruments

The Group’s policies and procedures in relation to the role and management of financial instruments and financial risk are set out
in the Financial Review on pages 18 and 19. The disclosures in this note apply to all financial assets and financial liabilities except
those required to be excluded by FRS 13.

Commaedity risk
During the year 3.6m tonnes of bunker fuel were purchased of which 2.4m tonnes (67%) were hedged using swaps and options, with
an underlying value of $342.6m.

Currency risk

The Group's functional currency is the US Dollar. Whilst the majority of transactions are conducted in US Dollars, there are also
transactions in a substantial number of other currencies. The exposure to exchange rate fluctuations is reduced through hedging
around 50% of the currency exposure from operational cash flows (with an average maturity of 6 months) and near 100% of the
currency exposure from lease related cash flows for the full length of the lease. Instruments used are forward contracts, currency
swaps and options.

The table below shows the remaining net foreign currency exposures that give rise to gains and losses recognised in the profit and
loss (i.e. assets and liabilities not denominated in the functional currency of the operating unit concerned), after taking into
account the effect of hedging transactions to manage these exposures.

Currency risk profile

2004 2003
S Im

Net foreign currency assets and liabilities
Pound Sterling 160.1 -
Euro (4-5.3) -
Japanese Yen 32.2) -
Qther 78.3 -
161.9 -
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26. Financial instruments continued

Interest risk

The majority of the Group's investments are financed on a fixed rate basis. Where financing is on a floating rate basis, usually due
to market conditions, the resulting interest exposure is generally swapped to fixed.

Interest rate instruments - portfolio

Receive fixed Pay fixed
Notional Rate Maturity Notional Rate Maturity
$m $m
2004 4179 3.4% 2011 673.0 5.1% 2006 - 2013
2003 - - - - - -
Interest rate profile

After taking into account the effect of currency and interest rate instruments, the interest rate profile of the Group's financial
assets and liabilities at 31 December 2004 was as follows:

Interest Floating Fixud 2004 Interest Floating Fixed 2003
free rate rate Total free rate rate Total
$m Em S Sm fm $m $m $m
Financial assets

US Dollar 684.5 469.1 69.1 1,222.7 - - - -
Pound Sterling 17.6 1347 33.1 1854 - - - -
Euro 1532 604 213.6 6.5 93.4 - 99.9

Japanese Yen 4.8 85 133 - - -
Other 194.0 122.1 - 316.1 - - - -
1.054.1 794.8 1022 19511 6.5 93.4 - 99.9

Weighted average

time to Weighted
tnterest Floating Fixed 2004 macturity {years) average 2003
free Tate ritte Toiat Interest Fixed fixed Interest free
$im $m S Sm free rate rate tm

Fianancial Jabilities

US Dollar {1,085.0) {417.9) {802.0) 2304.9) 0.1 5.8 6.4% -
Pound Sterling (24.5) {€1.8} (25.3) 0.4 - - -
Euro (256.0) (0.1} (1.8} (2‘;7 9} 0.3 4.8 6.0% (76.2)
Japanese Yen (45.5) - (45.5) 0.3 - - -
Other {216.6) {21.2} (237.8) 0.2 2.0 5.0% -
(1,627.6) (418.8) (825.0) {2,871.4} (76.2)

Non-interest bearing financial assets comprises debtors and prepayments except those excluded by FRS 13, The interest bearing
financial assets mainly include cash in bank accounts or on deposit. Non-interest bearing financial liabilities includes creditors and
provisions for liabilities and charges payable except those required to be excluded by FRS 13. The interest bearing financial liabilities
include loans and finance leases obligations and a small bank overdraft position.

Liquidity
Maturity of financial liabilities
Bank Finance
toans asd fease 2004 2003
auerdratts  obligatons Other total Toual
By year of repayment: Sm $m $m sm $m
Repayable after 5 years 20.4) {510.6) - (331.0) -
Repayable between 2 and 5 years (7.5) {306.3) (59.7) (373.5) -
Repayable between 1 and 2 years {20.6) (208.2) {31.6) (260.4) -
Repayable within 1 year [EYNE] (1291 {1.5363) {1,706.5) {76.2)
(8961 11.1542)  {(16276) (2,8714) (76.2)

Finance lease obligations are stated after taking into account the effect of hedging transactions to manage those exposures. Other
includes creditors and provisions for liabilities and charges except those excluded by FRS 13.
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' Notes to the accounts
continued

26, Financial instruments continued
Bunk facilities, undrawn and committed

2004 2003

sm $m

Expiring in 1 year or less - 245.0
Expiring between 1 and 2 years - -
Expiring in more than 2 years 16-1.5 -

Financing transactions are subject to specific covenants. Any non-compliance with covenants underlying financing arrangements
could, if not waived, constitute an event of default with respect to any such arrangements, and any non-compliance with covenants
may, in particular circumstances lead to the inability to access committed facilities. There was full compliance with the financial
covenants throughout each of the periods presented.

In December 2004 the Group concluded a $300.0m secured amortising revolving credit facility, which is available for general
corporate purposes. The transaction is secured on over 125,000 teu of new built dry cargo and reefer containers. The availability of
the facility is synchronised in time with the delivery of the new built containers. As at 31 December 2004 an amount of $164.5m
under the facility was available.

Credit risk

A number of major international financial institutions are counter-parties to the interest rate swaps, foreign exchange contracts and
deposits transacted by the Group. Counter-parties for such transactions entered into during the year have a long-term credit rating
of AA- or better. The Group monitors its credit exposure to its counter-parties, together with their credit ratings, and by policy
limits the amount of agreements or contracts it enters into with any one party. Cash at bank and liquid resources principally
comprise money market deposits.

Fair values

The estimated fair values of finance lease obligations, other financial liabilities and assets and associated derivative financial
instruments are set out below. The fair values of finance lease obligations and other financial assets and liabilities are estimated
using appropriate market rates prevailing at the end of the year by discounting the fiture cash flows to the net present values
taking into account associated hedging instruments. Where market rates were not available, specific third party quotations were
obtained.

Fair value of financial assets and liabilities
Set out below is a comparison by category of book values and fair values of the Group’s financial assets and liabilities at
31 December 2004.

2004 2003
Book Eair Book Fair
value value value value

Sm im sm im

Primary financial instruments held or issued to finance operations

Cash and deposits 8970 897.0 934 934
Other financial assets 1,054.1 1,054.1 6.5 6.5
Bank loans and overdrafts (89.6) {89.6} - -
Finance lease obligations {(1154.2)  (1,170.0) - -
Other financial liabilities {1,627.6)  (1,627.6) (76.2) (76.2)

Derivative financial instruments held to hedge operational cash flows

and commodity purchases )

Currency swaps and options 17.3 - -

Bunker swaps and options 10.5 - -
Derivative finandal instruments held to hedge cashflows from operating leases

Currency swaps and options 203 - -

Interest rate swaps {30.8) - -

Hedging

Gains and losses on instruments used for hedging are not recognised until the exposure that is being hedged is itself recognised.
The table below shows the extent to which the group has unrecognised gains and losses on financial instruments and deferred
gains and losses in respect of financial instruments and terminated financial instruments used as hedges, at the beginning and
end of the year.
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Notes to the accounts
continued

26. Financial instrunents corfinued
Gains and losses on hedges

Gains Losses
Finance [inance

leases Other leases Other Net

im $m $m Sm $m

Unrecognised gains and losses at 1 January 2004 - - - - -
Unrecognised gains and losses at 31 December 2004 96.9 48.1 (3.8) (30.8) 110.4
Gains and losses expected to be recognised during 2005 10.8 278 (0.4) - 382
Gains and losses to be recognised after 2005 86.1 203 (3.4) (30.8) 72.2

27. Related party transactions

At the year end the Group owed $4.2m to Port Newark Container Terminal LLC, a joint venture company (2003: nil). During 2004,
the Group paid Port Newark Container Terminal $16.3m for terminal services (2003: nil).

During the year, commission payments of $3.1m (2003: nil) were made to Inttra Inc, an associate company.

During 2004 the Group paid $0.1m to the Peninsular and Oriental Steam Navigation Company (a major sharcholder in Royal P&O

Nedlloyd N.V.) in respect of non executive directors fees for Robert Woods and Nick Luff and payroll processing services in the

United Kingdom (2003: nil).
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Dutch GAAP information

Accounting principles applied for Dutch GAAP purposes

The financial statements of Royal P&0O Nedlloyd N.V. and the consolidated financial statements that are included in this section are
prepared on a basis consistent with generally accepted accounting principles in the Netherlands (“Dutch GAAP”}. These accounting
principles are largely in conformity with the accounting policies that are applied in the Company’s primary consolidated financial
statements as prepared under United Kingdom accounting standards (“UK GAAP"). These accounting policies are set out on pages 39
to 41 of this report. The notes to the consolidated financial statements as prepared under UK GAAP are an integral part of the
financial statements as prepared under Dutch GAAP in this section. Material adjustments arising from differences between

UK GAAP and Dutch GAAP are disclosed separately in this section.

The Company profit and loss account of Royal P&0O Nedlloyd N.V. is presented in abbreviated form in accordance with article 402,
Book 2 of the Netherlands Civil Code since its financial information is incorporated in the consolidated financial statements.

Dutch GAAP reconciliation
For the determination of retained profit and shareholders’ equity in accordance with Dutch GAAP, the following differences with
UK GAAP have been taken into account:

> Under Dutch GAAP dividends are not recognised in the financial statements as a liability until they are approved by the General
Meeting of Shareholders.

> Pension costs in the Dutch GAAP accounts have been adjusted to comply with International Accounting Standard 19 (“IAS19")
which is allowable under Dutch GAAP.

> Acquisition accounting has been adjusted to remove any provisions for onerous contracts which are not permitted under Dutch
GAAP.

Reconciliation of retained profit

2004 2003

Sm $m
Retained profitfloss) ~ UK CAAP basty 166.8 (10.5)
Adjustments to Dutch GAAP:
Reverse dividend accrual 553 26.8
Reverse utilisation of onerous contract provisions {(3.9) -
Increased pension costs following adoption of LAS19 i (4.6} -
Reduced amortisation of goodwill 0.8 -
Retained profit - Dutch GAAP 2144 16.3
Reconciliation of shareholders’ equity

2004 2003

sm 3m
Shareholders’ equity - UK GAAP basis 1,383.7 829.6
Adjustments to Dutch GAAP:
Reverse dividend accrual 553 26.8
Increased pension provision under IAS 19, inclusive of exchange movements (15.7} -
Reversal of provisions for onerous contracts 17.8 -
Reduced amortisation of goodwill 08 -
Shareholders’ equity - Dutch GAAP 14419 856.4
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Dutch GAAP information

Consolidated profit and loss account for the year ended 31 December 2004

Note 2044 2003
$m Sm
Net turnover 2 5.233.8 -
Cost of sales 28 {4,288.9) -
Gross operating result 944.9
Administration expenses 28 (660.4) 0.5
Net sales margin 284.5 0.5
Financial income and expenses 29 (55.9) 2.7
Result on sale of fixed assets 29 0.8 -
Result on ordinary activities before taxation 2294 3.2
Tax on result on ordinary activities 29 {163} -
2131 32
Results relating to unconsolidated companies 30 5.8 131
Group result 218.9 163
Minority interests {4.5) -
Net result 2144 16.3
Basic and diluted earnings per ordinary share (US$) 5.96 0.68
Basic and diluted earnings per ordinary share (€) 479 0.61
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Dutch GAAP information

Consolidated balance sheet as at 31 December 2004

Note 2004 2003
Siny $my Sm $m
TFixed assets
Intangible assets 31 214.9 -
Tangible assets 11 19343 1.4
Financial fixed assets 32 2042 804.5
23534 805.9
Current assets
Stocks and work in progress 13 313.7 -
Receivables 14 1,115.8 6.5
Cash and short term deposits 8§57.0 93.4
23265 99.9
Current liabilities 33 (16774 (14.3)
Net current assets 649.1 85.6
Total assets less current labilities 3.0025 891.5
Long term debts 16 11578 -
Provisions ‘ 34 3818 351
Group equity
Shareholders’ equity 35 14419 856.4
Minority shareholders' interest 20 21.0 -
14629 856.4
3.002.5 8915
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Dutch GAAP information

Consolidated cash flow statement for the year ended 31 December 2004

2004 2003
Sin $im $m $m

Net result 2144 16.3

Depreciation and amortisation 1717 0.7

Cash tlow 386.1 17.0

Other adjustments towards net operational cash flow:

Share in result of joint venture P&0O Nedlloyd (pre-acquisition) (2.5 (7.3)

Share in result of 50% interest in Martinair {8.2) (5.8)

Share in result of other investments 49 -

Movement in working capital 704 4.1

Exceptional impairment provision 77.7 -

Movement in provisions 213 (19.6)

Net operational cash flow 549.7 (11.6)

Capital expenditure on tangible fixed assets (269.6) -

Capital expenditure on investments (8.8) -

Sale of fixed assets and investments 194 -

Purchase of subsidiary (280.8) -

Cash acquired with subsidiary 2494 -

Investment cash flow (290.4) -

Increase in shareholders’ equity by rights issue and share issue 2118 -

Loan repayments (302.8) -

Finance lease drawdown 660.0 -

Dividend paid (26.8) (27.4)

Financing cash flow 342.2 (27.4)

Cash flow balance 8015 (39.0)

Cash and bank balances at the beginning of the year 93.4 1324

Exchange movements in cash 1.3 -

Cash and bank balances at the end of the year £96.2 93.4

The consolidated cash flow statement was prepared following the indirect method, i.e. the statement is based on data as included in
the balance sheets and profit and loss accounts. This data has been adjusted, where appropriate, for movements that did not result

in cash flows for the year under review.

The cash and bank balances in the cash flow statement include cash, bank balances and overdrafts as well as cash equivalents such

as call money and short-term deposits.

Income and expenses related to interest, dividends received and taxation have been included under operational cash flow.

Dividends paid are included under the financing cash flow.
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%Dutch GAAP information

Notes to the consolidated financial statements

The following notes are in addition to and should be read in conjunction with the "Notes to the accounts” on pages 39 to 61.

28 Operating costs

Details of items included within cost of sales and administration costs are shown in note 3 to the UK GAAP accounts. Cost of
sales under Dutch GAAP have been increased by $3.8m in respect of increased pension costs ($4.6m) partly offset by a reduction
in goodwill amortisation ($0.8m). Administration expenses have risen by $1.6m in respect of the reversal of onerous contract
provision releases.

29 Interest, profit on sale of fixed assets and taxation
Note 6 to the UK GAAP accounts provides an analysis of net interest charges which is amended for Dutch GAAP purposes
by removing the interest payable in joint ventures and associates.

The profit on sale of fixed assets and the tax charge for the year appearing in the UK GAAP accounts have been adjusted
by excluding the element arising in joint ventures and associates.

In Dutch GAAP accounts the element of net interest payable, profit on sale of fixed assets and tax relating to joint ventures
and associates is included in the “Results relating to unconsolidated companies”.

30 Results relating to unconsolidated companies
The income from unconsolidated companies consists of the following UK GAAP balances:

S

Share of operating results of joint ventures 252

Share of operating results of associates {0.5)

Profit on sale of fixed assets 04

Interest payable by joint ventures and associates (14.6)

Tax charges in joint ventures and associates (2.4)

Net result shown in UK GAAP accounts 8.1

Adjustment to operating results of joint ventures following reversal of onerous contract provision release {2.3)

- Results relating to unconsolidated companies per the Dutch GAAP accounts 38

31 Intangible assets

Goodwill under Dutch GAAP is $20.9m less than that shown in the UK GAAP accounts. This relates to the exclusion of onerous
contract provisions in the Dutch GAAP acquisition accounting. Goodwill arising on the acquisition of P&O Nedlloyd is $21.7m
less under Dutch GAAP as against UK GAAP. The amortisation for the period is reduced by $0.8m.

32 Financial fixed assets

Non-consolidated participations in which a significant influence is exerted are valued at the corresponding proportion of
shareholders’ equity as disclosed by the balance sheet of the companies concerned, less provision for impairment where deemed
necessary.

Under Dutch GAAP this balance is $26.2m more than the figure shown under UK GAAP. This represents the reversal of the onerous
contract provision within joint ventures ($28.5m) in the Dutch GAAP acquisition accounting and the reversal of its subsequent
utilisation ($2.3m). The acquisition accounting under UK GAAP is shown in note 12(d) to the UK GAAP accounts.

33 Current Habilities
Under Dutch GAAP, current liabilities are $1,677.4m compared to $1,732.7m under UK GAAP. The difference is due to the exclusion
of the proposed dividend in the Dutch GAAP accounts.

34 Provisions

Under Dutch GAAP. provisions total $381.8m compared to $379.4m under UK GAAP. The difference is due to the exclusion of
onerous contract provisions in the Dutch GAAP acquisition accounting ($13.3m) offset by an increase in the pension provision
in accordance with IAS 19 ($15.7m).

The closing Dutch GAAP position includes $345.3m in respect of employee benefits and pensions. This balance includes the IAS 19
provision referred to in note 36, the provision for the special cash contribution to the P&0O Scheme (note 25) as well as other
employee benefits.
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Dutch GAAP information
Notes to the consolidated financial statements continued

35 Shareholders equity

Share Unappro-
Subscribed premium  Translation Other priated
Total share capital account reserve reserves result
Position at 31 December 2003 856.4 26.8 88.5 (48.8) 773.6 16.3
Movements 2004
- Result appropriation 2003 - - - - 16.3 (16.3)
- Result 2004 . 214.4 - - - - 214.4
- Foreign exchange differences 19.8 5.4 - 14.4 - -
- Rights issue 211.8 111 200.7 - - -
- Share issue 3721 12.2 359.9 - - -
- Dividend (29.0) - - - (29.0) -
- Actuarial loss including exchange losses on pension scheme (1.1 - - - (11.1) -
- Reserve arising on acquisition accounting (192.5) - - - (192.5) -
Posttion at 31 December 2004 14419 53.3 649.1 (3-4.4) 5573 2144

The reserve arising on acquisition accounting relates to the element of the fair value adjustments made on the acquisition of the
remaining 50% of P&0O Nedlloyd Container Line Limited that relate to the original 50% investment.

The foreign exchange difference arising on the subscribed share capital is due to the Euro denominated share capital being
re-translated at the year end rate of exchange.

36 Pensions

The Dutch Guidelines on Annual Reporting allow for the application of IAS 19 on employee benefits. The Company has decided to
adopt 1AS 19 as from 1 January 2004, The adoption of this accounting standard has an impact on accounting in respect of defined
benefit pension plans. However, Royal P&0 Nedlloyd N.V. and its Group companies did not have any significant defined benefit
plans in place as at 1 January 2004. Consequently, the adoption of this accounting standard has no impact on the opening balance
sheet of Royal P&O Nedlloyd N.V.

Defined contribution pension plans
Obligations for contributions to defined contribution pension plans are recognised as an expense in the income statement
as incurred.

Defined benefit pension plan

The company's net obligation in respect of a defined benefit pension plan is calculated by estimating the amount of future benefit
that employees have carned in return for their service in the current and prior periods; that benefit is discounted to determine its
present value, and the fair value of any plan assets is deducted. The discount rate is based on the yield at the balance sheet date on
high quality corporate bonds. The calculation is performed by a qualified actuary using the projected unit credit method.

When the benefits of a plan are improved, the portion of the increased benefit relating to past service by employees is recognised as
an expense in the income statement on a straight-line basis over the average period until the benefits become vested. To the extent
that the benefits vest immediately. the expense is recognised immediately in the income statement.

Actuarial gains and losses are recognised directly in equity as permitted in [AS 19 as amended.

Where the calculation results in a benefit to the Company, the recognised asset is limited to the net total of any unrecognised
actuarial losses and past service costs and the present value of any future refunds from the plan or reductions in future
contributions to the plan,

The Group's pension costs amount to $33.3m in 2004 (2003: $0.1m). This amount includes $17.9m (2003: $0.1m) in respect
of defined contribution pension plans and $15.4m {2003: nil) in respect of defined benefit pension plans.

For the purposes of the accounting disclosure requirements of IAS 19 the latest valuations of the Group's defined benefit pension
schemes have been updated to 31 December 2004 by qualified independent actuaries. The principal assumptions are included in the
table below. The assumptions used by the actuaries are the best estimates chosen from a range of possible actuarial assumptions,
which, due to the timescale covered, may not necessarily be borne out in practice.

Hong Xong

UK Scheme  US Scheme Scheme

% % %

Rate of increase in salaries 4.4 50 20-35

Rate of increase in pensions 2.7 - -

Discount rate applied to scheme liabilities 52 6.25 3.75

Inflation rate 2.9 3.0 -
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Dutch GAAP information

Notes to the consolidated financial statements continued

36 Pensions continued

The market value of the schemes’ assets which are not intended to be realised in the short term and may be subject to significant
change before they are realised, and the present value of the schemes’ liabilities, which are derived from cash flow projections over

long periods and thus inherently uncertain are set out below.

UK Scheme US Scheme Hong Kong Scheme
Expected Expected Market Expected
rate of Market rate of value rate of Market
return value return return value
% Sm % Sm % $m
Equities 7.5 3315 6.5 10.6
Fixed interest giltsjbonds 45 1205 4.0 7.3
Index linked gilts 43 150.7 - -
602.7 8.0 356 179
Present value of scheme liabilities (760.1) {45.5) (19.9)
Deficit (157.4) (9.9) (2.0)
The pension costs for the schemes are as follows:
Post
acquisition
20046
$m
Current service cost (11.9)
Interest cost (31.5)
Expected return on scheme assets 28.0
Net finance cost (3.5)
Actuarial loss recognised in reserves (3.8}
Reconciliation of balance sheet pension provision $im
As at 1 January 2004 -
On acquisition of subsidiary 163.4
Net expenses recognised within cost of sales in the income statement 15.4
Contributions (20.6)
Actuarial loss for the year 38
Exchange movement on UK scheme 7.
As at 31 December 2004 (see note 34 169.3
37 Operating lease coramitments
Total future liabilities under operating leases are set out below.
2004 2003
Land and Ocher Land and
buildings Teuses Totad buildings
Sm Sm &m $m
Operating lease rentals payable
Within one year 475 6882 7357 6.3
Within one to two years 415 487.7 529.2 1.3
Within two to five years 1109 981.7 10926 -
Over five years 2204 5629 783.3 -
4203 27205 3,140.8 7.6
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Company balance sheet as at 31 December 2004

(before appropriation of result) 2004 2003
Note Sini $m Sm Sm
Fixed assets
Intangible assets 31 2149 -
Financial fixed assets 38 13883 1,297.8
1.603.2 1,297.8
Current assets
Receivables 39 0.7 -
0.7 -
Current Habilities - (1.8)
Net current assetsf{liabilities) 0.7 (1.8)
Total assets less current liabilities 1,603.9 1,296.0
Long term debts 16 130.5 406.9
Provisions 17 315 32.7
Shareholders’ equity 35
Subscribed share capital 55.5 26.8
Share premium account 6191 88.5
Reserve for translation differences {34.4) (48.8)
Unappropriated result 214.4 16.3
Other reserves 557.3 1,441.9 773.6 856.4
1.603.9 1,296.0
Company profit and loss account
for the year ended 31 December 2004
2004 2003
Sm Sm $Sm $m
Shares in results of investments 298 .4 2.9
Other result after taxes (84.0) 19.2
Net result 2144 16.3
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Dutch GAAP information

Notes to the Company financial statements

38 Financial fixed assets

Under Dutch GAAP investments in subsidiaries, joint ventures and associates are shown at the Company's share of the underlying
net assets of the investments less provision for impairment where deemed necessary. Loans to Group companies are shown as part

of financial fixed assets.

Book value Book value
Total consolidated 50% in
book value participations Martinair
$m m Sm
Position as at 31 December 2003 366.0 179.1 186.9
Movements
- Share in result 298.4 290.2 8.2
- Foreign exchange differences 59.8 40.8 15.0
- Liquidation (261.6) (261.6) -
- Revaluation on acquisition (192.5) (192.5) -
- Dividends received {0.3) - (0.3)
- Impairment (77.7) - (77.7)
- Acquisition 1,044.1 1,044.1 -
- IAS 19 actuarial movement (11.1) (11.1) -
Position as at 31 December 2004 12251 1.089.0 136.1
Loans to
non-consolidated
Loans to participations
Total consolidated and third
loans participations parties
$m $m Sm
Position as at 31 December 2003 931.8 931.8 -
Movements
- Balance of loans granted, redemptions and other movements in loans (768.6) (768.6) -
Position as at 31 December 2004 163.2 163.2
Total Investments
Position as at 31 December 2003 1,297.8 1,110.9 186.9
Position as at 31 December 2004 13883 1,252.2 136.1

38 Receivables

Under Dutch GAAP, Group balances are removed from receivables and current liabilities and shown as part of financial fixed assets.

Rotterdam, 2 March 2005

The Board of Directors
Andrew Land, Chairman
Philip Green

Louk Ligthart

Nick Luff

Haddo Meijer

Olav Rakkenes

David Robbie

Rutger van Slobbe
Robert Woods
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EOther information

Auditors’ report

ttroduction

We have audited the 2004 financial statements of Royal P&0O Nedlloyd N.V. appearing on pages 35 to 70. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audit.

Scope

We conducted our audit in accordance with auditing standards generally accepted in the Netherlands. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatemnent. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the company as of 31 December 2004
and of the result for the year then ended in accordance with accounting principles generally accepted in the Netherlands and
comply with the financial reporting requirements included in Part 9 of Book 2 of the Netherlands Civil Code.

KPMG Accountants N.V.
Rotterdam, 2 March 2005 °
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Other information
continued

Regulations concerning the appropriation of protit under article 26 of the Articles of Association

Appropriation of profit takes place in accordance with Article 26 of the Company’s Articles of Association. This Article stipulates
that the Board of Directors shall determine whether and, if so, how much of the profit shall be added to the general reserve. The
remaining part of the profit shall be at the disposal of the general meeting of shareholders for the purpose of distribution to the
holders of ordinary shares in proportion to the number of ordinary shares they hold.

Particular rights of control

With the amendment of the Articles of Association of the Company resolved at the Extraordinary General Meeting of Shareholders
held on 23 March 2004, the priority shares were converted into ordinary shares with effect from the closing of the share transaction
with P&O. The particular rights of control which were assigned to the meeting of Holders of Priority Shares thereby ceased to exist.

With the amendment of the Articles of Association of the Company resolved at the Extraordinary General Meeting of Shareholders
held on 23 March 2004, the preference shares were cancelled and the right to issue preference shares (which had been delegated to
the Executive Board by the General Meeting of Shareholders) was withdrawn with effect from the closing of the share transaction
with P&O.

Dividend

A cash dividend of €1 per share in respect of the financial year ended 31 December 2004 is proposed. Shareholders will be asked to
approve this payment at the annual meeting of shareholders on 12 May 2005. Subject to approval by shareholders of the proposed

dividend, the shares will be quoted ex-dividend on 16 May 2005. It is intended that dividends will be made payable as from 23 May

2008S.
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P&O Nedlloyd

The consolidated financial information set out on pages 73 and 74 shows the position of P&0O Nedlloyd Container Line Limited. It is
included in this report in order to aid understanding of the Company’s development and to facilitate comparison of the current
year's position with prior periods. The information has been prepared under UK GAAP on a basis consistent with prior years.

Consolidated profit and loss account

for the year ended 31 December 2004

2004 2003
Note fm $m
Turnover: Group and share of joint ventures 6,773.3 5,550.9
Less: share of joint ventures' turnover (59.3) (40.6)
Group turnover a,b 6,714.0 5,510.3
Net operating costs {63073y  (5.422.1)
Group operating profit 406.7 88.2
Share of operating results of joint ventures and associates (5.8) (11.2)
Total operating profit. Group and share of joint ventures and associates b 400.9 77.0
Profit{(loss) on sale of fixed assets 16 (1.1)
Profit on ordinary activities before interest and taxation 402.5 759
Net interest payable and similar items (72.1) (45.0)
Profit on ordinary activities before taxation 3304 30.9
Tax on profit on ordinary activities {2044) (13.2)
Profit on erdinary activities after taxation 310.0 17.7
Equity minority interests (3.9 (3.0)
Rewained profit for the financial year transferred to reserves 306.1 14.7

The following reconciliation sets out the key differences between operating profit as reported by P&0 Nedlloyd and Royal P&0O

Nedlloyd N.V. for 2004.

S

Total operating profit - P&O Nedlloyd 400.9
50% of pre-acquisition P&0O Nedlloyd profit (10.4)
Impact of fair value adjustments 4.5)
Martinair - 50% of profit 141
Martinair - exceptional write-down {77.7)
Royal P&O Nedlloyd N.V. head office costs (7.8)
Total operating profit - Royal P&O Nedlloyd N.V. 3146
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P&O Nedlloyd

Notes to the accounts

e

{a} Analysis of Group turnover

By geographical area: 2004 2003
Origin Destinaton Origin  Destination
Sy dm $m im
Contituing operations
Far East and Asia 3,130.9 1,016.8 2,408.1 