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REPQORT OQF THE DIRECTORS

The directors present therr report and accounts for the year ended 31 December 2010

Results and dividends

The profit for the year after taxation was $27 5 mithion which, when added to the retaned profit
brought forward at I January 2010 of $24 6 million, gives a total retained profit carned forward at
31 December 2010 of $52 | mithon

The company has not declared any dividends during the year (2009 $18 milhon) The directors
do not propose the payment of a dividend

Principal activity and review of the business

The principal activity of the company s the exploration for, and the production of, o1l and gas m
the United Kingdom trom its interest n the Foinaven field The company was also engaged in the
exploration for ol and gas offshore off the Faroe Islands under Licence No 004 but following an
unsuccessful expleration dritling prospect, the directors have progressed with a country exit
which has resuited in the closure of the branch office n the Faroe Islands

The key financial and other performance indicators during the year were as follows

2010 2009 Vartance
$000 3000 %
Turnover 44,811 40,768 99
Operating profit 27,770 24,300 143
Profit after taxation 27,523 24,190 138
Shareholders’ funds 52,335 24,812 1109
2010 2009 Varance
% % %

Current assets as % of current liabihittes 27 40 (13)

(quick ratio)

Furnover has increased primarily due to a nise in the reahised average price of a barrel of 01l This
was partially offset by a small decrease 1 the volumes sold Cost of sales has increased shghtly
from 2009 to 2010 An increase due to the value of o1l stocks at the year end decreasmy from
2009 to 2010 was offset by lower foreign exchange losses due to more stable currency markets in

2010 and lower depreciation due to lower production
1L6141VIB*
LD7

04/07/2011
COMPANIES HOUSE

MONDAY

33

2



BP AMOCO EXPLORATION (FAROES) LIMITED

REPORT OF THE DIRECTORS

Principal risks and uncertainties

The company aims to deliver sustamable value by identifymg and responding successfully to
risks Risk management s integrated into the process of planning and performance management at
a group level Monitoring and accountability tor the management of these risks occur through
quarterly performance reviews at a group level

Company level nisks have been categorised against the following areas strategic, complhiance and
control, safety and operational, and financial risk management In addition, we have also set out
two further categories of risk for your attention — those resulttng from the Gulf of Mexico o1l spili
(the Incident)

Gulf of Mexico ail spill

The Gulf of Mexico o1l sptil has had and could continue to have a materal adverse inpact on BP
as a group, and consequently may also have an adverse impact on BP Amocco Exploration
(Faroes) Limited

There 15 sigmificant uncertainty in the extent and timing of costs and habilities relating to the
Incident, the impact of the Incident on the reputation of the BP group and the resulting possibie
impact on the company’s ability to access new opportumties There 15 also signmificant uncertainty
regarding potential changes 1 applicable regulations and the operating environment that may
result from the Inctdent These increase the risks to which the group and therefore the company
are exposed to These uncertainttes are likely to continue for a sigmificant period. Thus, the
Incident has had, and could continue to have, a matenal adverse impact on the group’s business,
competittve positton, financial performance, cash flows, prospects, iquidity, shareholder returns
and/or implementation of its strategic agenda, particularly tn the US

The BP group income statement for the year ended 31 December 2010 ncludes a pre-tax charge
of $40 9 ballion 11 relation ta the Gulf of Mexico ail spill  The total amounts that will ultimately
be paid by the BP group in relation to all obligations relating to the Incident are subject to
significant uncertainty and the ultimate exposure and cost to the BP group will be dependent on
many factors The risks associated with the Incident could also heighten the impact of the other
risks to which the company 1s exposed as further described below Further information on the
[ncident, 1s included within the BP group Annual Report and Form 20-F for the year ended 3|
December 2010

General macroeconomic outlook

The general macroeconomic outtook can affect BP group results, and consequently may affect BP
Amoco Exploration (Faroes) Limited, given the nature of the company’s business.

In the continuing uncertain financial and economic environment, certain risks imay gain more
prominence erther individually or when taken together Oi1l and gas prices can be very volatile,
with average prices and margins influenced by changes m supply and demand This 1s likely to
cxacerbate competition in all businesses, which may nnpact costs and margins At the same time,
governments are facing greater pressure on public finances, which may increase their motivation
to intervene 1 the fiscal and regulatory frameworks of the o1l and gas industry, including the nsk
of increased taxation, nahionahisation and exproprtation The global financial and economic
situation may have a negative impact on third parties with whom we do, or may do, business Any
of these factors may affect the company’s results of operations, financial condition, business
prospects and liqudity




BP AMOCO EXPLORATION (FAROES) LIMITED

REPORT OF THE DIRECTORS

Principal risks and uncertainties (continued)
Strategic risks

Prices and markets

O1l, gas and product prices are subject to nternational supply and demand Pohtical developments
and the outcome of meetings of OPEC can particularly affect world supply and ol prices
Previous ot piice increases have resulted i increased fiscal take, cost inflation and more onerous
terms for access to resources As a result, increased o1l prices may not improve margm
performance In addition to the adverse effect on revenues, margins and profitability from any fall
m o1l and natural gas prices, a prolonged period of low prices or other indicators would lecad to
further reviews for impairment of the company’s oil and natural gas properties Such reviews
would reflect management’s view of fong-term o1l and natural gas prices and could result in a
charge for impairment that could have a significant effect on the company’s results of operations
m the period i which it occurs Periods of global recession could impact the demand for the
company’s products, the prices at which they can be sold and affect the viability of the markets in
which the company operates

Compliance and control risks

Regulatory

The o1l industry 1s subject to regulation and ntervention by governments throughout the world in
such matters as the award of exploration and production interests, the inposition of specific
drilhng obligations, environmental, health and safety controls, controls over the development and
decommusstonimg of a field (including restrictions on production) and, possibly, nationalisation,
cxpropriation, cancellation or non-renewal of contract nghts The company buys, sells and trades
oil and gas products i certain regulated commodity markets Failure to respond to changes n
trading regulations could result in regulatory action and damage to the company’s reputation. The
oil industry 15 also subject to the payment of royalties and taxatton, which tend to be high
compared with those payable 1n respect of other commercial activittes, and operates in certain tax
Junisdictions that have a degree of uncertainty relating to the interpretation of, and changes to, tax
law As a result of new laws and regulations or other factors, the company could be required to
curtail or cease certain operations, or 1t could incur additional costs

The Gulf of Mexico o1l spill 1s hkely to result tin more stringent regulation of o1l and gas activities
m the US and elsewhere, particularly relating to environmental, health and safety controls and
oversight of dnifling operations, as well as access to new dnlling areas. Regulatory or legislative
action may impact the industry as a whole and could be directed specifically towards the BP
group New regulations and legislation, as well as evolving practices, could ncrease the cost of
comphance and may rcquire changes to the company’s drilling operations, exploration,
development and decommissioning plans, and could impact its abtlity to capitalise on its assets
and limit 1ts access to new exploration properties or operatorship’s In addition, increases m taxes,
royaltres and other amounts payable to governments or governmental agencies, or restrictions on
availability of tax 1ehief, could also be imposed as a response to the Incident
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REPORT OF THE DIRECTORS

Principal risks and uncertainties (continued)
Compliance and control nsks (continued)

Ethical nusconduct and non-compliance

The code of conduct, which apphes to all employees, defines the company’s commitment to
integnity, compliance with all apphcable legal requirements, high ethical standards and the
behaviours and actions the company expects of 1ts businesses and people wherever it operates
Incidents of ethical misconduct or non-compliance with apphcable laws and regulations,
includmg non-comphance with anti-bribery, anti-corruption and other applicable laws could be
damaging to the company’s reputation and shareholder value Multiple events of non-compliance
could call mto question the integrity of the company’s operations

Liabdities and provisions

The company remains exposed to changes in the external environment, such as new laws and
regulations (whether imposed by nternational treaty or by national or local governments in the
Junisdictions in which 1t operates), changes in tax or royalty regimes, price controls, government
actions to cancel or renegotiate contracts, market volatility or other factors Such factors could
reduce the company’s profitability from operations in certain jurisdictions, imtt 1ts opportunities
to access new opportunities, require it to divest or write-down certain assets or affect the
adequacy of its provisions for pensions, tax, environmental and legal habilities Potential changes
to penston or financial market regulation could also impact funding requirements of the company

Reporting
External reporting of financial and non-financial data 1s reltant on the mtegrity of systems and
people Fatlure to report data accurately and in comphance with external standards could result in

regulatory action, legal habtlity and damage to our reputation.
Safety and operational risks

Process safety, personal safety and environmental risks

The nature of the company’s operations exposes it to a wide range of significant health, safety,
security and environmental nisks The scope of these risks 1s influenced by the geographic range,
operational diversity and technical complexity of the company’s activittes In addition, m many of
our major projects and operations, risk allocation and management ts shared with third parties,
such as contractors, sub-contractors, joint venture partners and associates There are risks of
technical mtegrity farure as well as nsk of natural disasters and other adverse conditions 1n many
of the areas tm which the company operates, which could lead to loss of containment of
hydrocarbons and other hazardous matenal, as well as the nsk of fires, explostons or other
mncidents

The company’s operations are often conducted 1n difficult or environmentally sensitive locations,
in which the consequences of a spill, explosion, fire or other mcident could be greater than in
other locations These operations are subject to various environmental laws, regulations and
permits and the consequences of farture to comply with these requirements can include
remed:ation obligations, penalties, loss of operating pemuts and other sanctions Accordingly,
inherent in the company’s operations 1s the risk that if it fails to ab:de by environmental and
safety and protection standards, such failure could lead to damage to the environment and could
result i regulatory action, legal habihty, material costs and damage to the company’s reputation
or licence to operate

A\



BP AMOCO EXPLORATION (FAROES) LIMITED

REPORT OF THE DIRECTORS

Principal risks and uncertaintics (continued)
Safety and operational risks (continued)
Process safely, personal safety and environmental risks (continued)

o help address health, safety, security, environmenta! and operations risks, and to provide a
consistent framework within which the BP group can analyse the performance of its activities and
wdentify and remediate shortfalls, BP implemented a group-wide operating management system
(OMS) The embedding of OMS continues and following the Gulf of Mexico o1l spill a separate
Safety and Operational Risk (S&OR) function 1s being established, reporting directly to the BP
group c¢hief executive There can be no assurance that OMS will adequately 1dentify all process
safety, personal safety and environmental risks or provide the correct mitigations, or that all
operations wtll be in compliance with OMS at all times

Drilling and production

Exploration and production require high levels of ivestment and are subject to natural hazards
and other uncertamties, mcluding those relating to the physical characteristics of an o1l or natural
gas field The company’s exploration and production activities are often conducted mn extremely
challenging environments, which heighten the nsks of technical integrity failure and natural
disasters discussed above The cost of drilhing, completing or operating wells 1s often uncertain
The company may be required to curtail, delay or cancel drilling operations because of a variety
of factors, mcluding unexpected dnlling conditions, pressure or rrregulanities in geological
formations, equipment failures or accidents, adverse weather conditions and comphance with
governmental requirements

In addition, exploration expenditure may not yeld adequate retuns, for example 1n the case of
unproductive wells or discoveries that prove uneconomic to develop The Gulf of Mexico incident
illustrates the nsks the company faces m its dnlhing and production activities

Financial risk management

Foreign currency exchange risk

Fluctuations m foreigi exchange rates can have significant effects on the company’s reported
results The company’s financial assets and liabihittes give nise to transactional currency
exposures Such exposures arise from transactions i a currency other than the company’s
functional currency The management of such risks 1s performed at BP group level BP’s foreign
exchange management policy 1s to mimmimise cconomic and significant transactional cxposurcs
anismg from currency inovements against the US dollar The group co-ordinates the handling of
foreign exchange risks centrally, by netting off naturally occurring opposite exposures wherever
possible and then dealing with any material residual foreign exchange nisks For highly probable
torecast capital expenditures the group locks in the US dollar cost of non US dollar supplies by
using currency forwards and futures

Crude o1l prices are generally set m US dollars, while sales of other products may be m a vartety
of currencies Fluctuations 1 exchange rates can therefore gtve rise to foremgn exchange
exposures, with a consequent impact on underlymg costs and revenues
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Principal risks and uncertammties (continued)
Research and development

Research and development costs relate to the company's share of group led research and
development programmes and mttiatives The cost of these group projects are absorbed by the
fields and therefore the legal entities which are expected to benefit from these developments in
the future

Future developments

The directors aim to mamtain the management polictes which have resulted in the company’s
growth in recent years with regards to the company’s mterest in the Fomaven field [n relation to
the company’s activities in the Faroe Islands the directois have progressed with a country exit
which has resulted in the closure of the branch office in the Faroe Islands They beheve that the
company 15 in a good position to take advantage of any opportunities which may arise in the
future

It is the intention of the directors that the business of the company will continue for the
foreseeable future

Directors
The present directors are listed on page 1

J C Skipper served as a director throughout the financial year Changes since 1 January 2010 are
as follows

Appomnted Resigned
M M Auchincloss - 21 Aprid 2010
J W Halhday 21 Apnl 2010 -

Directors’ indemnity

The company indemnifies the diwrectors m its Articles of Association to the extent allowed under
section 232 of the Compamies Act 2006

Policy and practice on payment of creditors

It 1s the company’s policy to follow the CBI’s prompt payment code of practice for all suppliers to
the company with payments made mn accordance with the relevant contractual payment terms A
copy of the code of practice may be obtained from the CBI

The number of days' purchases represented by trade creditors at the year-end was 30 days

Auditors

In the absence of a notice proposing that the appointment be terminated, Emst & Young LLP will
be deemed to be re-appointed as the company's auditor for the next year
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Directors’ statement as to the disclosure of information to the auditor

The directors who were members of the board at the time of approving the directors’ report are
histed on page 1 Having made enquinies of fellow directors and of the company’s auditor, each of
these directors confirms that

e To the best of each director’s knowledge and beltef, there 1s no information relevant to the
preparation of their report of which the company’s audttor 15 unaware, and

o [Lach director has taken all the steps a director nught reasonably be expected to have taken to
be aware of relevant audit information and to establish that the company's aud:tor 15 aware of
that snformation

By order of the Board

KCGEng

For and on behalf of
Sunbury Secretartes Lumited
Company Secretary

2% Jone 2011
Registered Office
Chertsey Road
Sunbury on Thames
Middlesex

TW16 7BP
Umited Kingdom

™\




BP AMOCO EXPLORATION (FAROES) LIMITED

STATEMENT OF DIRECTORS® RESPONSIBILITIES IN RESPECT OF THE
ACCOUNTS

The directors are responsible for preparing the Dhrectors’ Report and the financial statements 1n
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under
that Jaw the directors have elected to prepare the financial statements 1n accordance with Unrted
Kimgdom Generally Accepted Accounting Practice (United Kingdom accounting standards and
apphicable law) Under company law the directors must not approve the financial statements
unless they are satisfied that they give a true and fair view of the state of afTarrs of the company
and the profit or loss for that pertod [n preparing these accounts, the directors are required to

» select suitable accounting policies and then apply them consistently,
* make judgements and estimates that are reasonable and prudent,

e state whether applicable Umited Kingdom accounting standards have been followed,
subject to any material departures disclosed and explained in the financial statements, and

¢ prepare the financial statements on the going concern basis unless 1t 1s inappropriate to
presume that the company will continue 1n business

T'he directors are responsible tor keeping proper accounting records that are sufficient to show
and explain the company’s transactions and disclose with reasonable accuracy at any time the
financial position of the company and enable them to ensure that the financial statements comply
with the Companies Act 2006 They are also responsible for safeguarding the assets of the
company and hence for taking reasonable steps for the preventton and detection of fraud and other
irregularities

The dircetors confirm that they have complhied with these requirements and, having a reasonable
expectation that the company has adequate resources to continue tn operational existence for the
foreseeable future, continue to adopt the going concern basis in preparing the accounts




BP AMOCO EXPLORATION (FAROES) LIMITED
INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF

BP AMOCO EXPLORATION (FAROES) LIMITED

We have audited the company’s financial statements of BP Amoco Exploration (Faroes) Limuted for the year
ended 3| December 2010 which compnise the Profit and Loss Account, the Statement of Total Recogmised
Gains and Losses, the Balance Sheet, the accounting policies and the related notes [ to 22 The financial
reporting framework that has been applied n thewr preparation i1s applicable law and Umted Kingdom
accounting standards (United Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the company's members, as a body, 1n accordance with Chapter 3 of Part 16 of
the Compantes Acl 2006 Our audit woik has been undertaken so that we might state to the company's
nembers those matters we are required to state to them In an auditors' report and for no other purpose To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the company’s members as a body, for our audit work, for this repon, or for the opimons we
have formed

Respectlve responsibilities of directors and auchtors

As explamed more fully in the Statement of Directors’ Responsibilities set on page 8, the directors are
responsible for the preparation of the financial statements and for being sausfied that they give a true and fair
view Our responsibility 1s to audit and express an opimion on the financial statements n accordance with
applicable law and Iniernational Standards on Auditing (UK and Ireland) These standards require us to
comply with the Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaming evidence about the amounts and disclosures in the financial statements sufficient
to give reasonable assurance that the financial statements are free from material misstatement, whether
caused by fraud or error This includes an assessment of whether the accounting policies are appropriate to
the company’s circumstances and have been consistently applied and adequately disclosed, the
reasonableness of significant accounting estimates made by the directors, and the overall presentation of the
financial statements

Opinion on the financial statements
I our opimien the financial statements
* give atrue and Fair view of the state of the company's affairs as at 31 December 2010 and of its
profit for the year then ended,
* have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice, and
= have been prepared in accordance with the requirements of the Companies Act 2006

Op:nion on other matters prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared is consistent with the financial statements

Matters on which we are required to report by exception
We have nothang to report in respect of the following matters where the Compantes Act 2006 requires us to
report (o you If, in our opinion
* adequate accounting records have not been kept by the company, or returns adequate for our
audit have not been received from branches not visited by us, or
» the company financial statements are not in agreement with the accounting records and retumns,
or
*  certain disclosures of directors, remuneration specified by law are not made, or
= we have not recerved all the information and explanations we require for our audit

ENs o %unr? P
Moira Ann Lawrence (Senior Statutory Auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor
Aberdeen

28 Jone 2011




BP AMOCO EXPLORATION (FAROES) LIMITED

ACCOUNTING POLICIES

Accounting standards
These accounts are prepared in accordance with apphcable UK accounting standards.

In addition to the requirements of accounting standards, the accounting for exploration and
production activities 1s governed by the Statement of Recommended Practice (‘SORP’)
‘Accounting for Oil and Gas Exploration, Development, Production and Decommissiontng
Activities’ 1ssued by the UK O1l Industry Accounting Committee on 7 June 2001

These accounts have been prepared i accordance with the provisions of the SORP with the
exception of the following

(1)  The SORP recommends that o1l and gas reserve quantities be disclosed The company 15 a
wholly owned subsidiary of BP p 1 ¢ and, as such, the o1l and gas reserve quantities of the
company are included mn the consolidated o1l and gas reserve quantittes disclosed 1n the
Annual Report and Accounts of BP plc¢ Consequently the directors have elected not to
publish this informatton for the company;

(i) The SORP contans rules around the estimation of future ol and gas reserves The
company, as part of the BP group, esuimates and calculates (ts reserves i accordance with
the US Securities and Exchange Commisston (SEC) rules The main differences relate to
the SEC requirement to use a twelve-month average price to assess future reserves, bemng
the unweighted average of the price on the first day of the month for the past twelve
months, Thts is the basis applied in the BP group reporting and 1s comparable with other o1l
majors It 1s not possible for the company to quantify the impact of this departure as SORP
estimates of reserves are no longer mamtamed

Accounting convention

The accounts are prepared under the historical cost convention

Statement of cash flows

The group accounts of the ultimate parent undertaking contain a consolidated cash flow
statement  The company has taken advantage of the exemption granted by the Financial
Reporting Standard No | {Revised), whereby 11 1s not required to publish 1ts own cash flow
statement

Revenue recognition

Revenues associated with the sale of oil, natural gas liquids, liquefied natural gas, petroleum and
chemical products and all other items are recognised when title passes to the customer Generally
revenues from the production of natural gas and o1l properties in which the company has an
interest with other producers are recogmsed on the basis of the company’s working interests m
those properties (the entitlement method) Differences between the productton sold and the
company’s share of production {(under / over lifts) are included as an adjustment to cost of sales

Foreign currency transactions

Foreign currency transactions are tmibally recorded in dollars by applymng the exchange rate
rulmg on the date of transaction Foreigh currency monetary assets and habihities are translated
into dollars at the rate of exchange ruling at the balance sheet date Exchange differences are
meluded n the profit and loss account




BP AMOCO EXPLORATION (FAROQOES) LIMITED

ACCOUNTING POLICIES

Research

Expenditure on research is written off in the year in which 1t 1s incurred

Interest

Interest 1s caprtalised gross of related tax relief during the period of construction where it relates
erther to the financing of major projects with fong periods of development or to dedicated
financing of other projects All other interest is charged agatnst income in the year in which it 1s
incurred

Dividends payable

Final dividends are recorded in the accounts in the year in which they are approved by the
company’s sharehalders Interim dividends are recorded in the year in which they are approved

and paud
Intangible assets

Intangible assets include expenditure on the exploration for and evaluation of oil and natural gas
resources, computer software, patents, licences, trademarks and product development costs.
Product development costs are capitalised as intangible assets when a project has obtained sanction
and the future recoverability of such costs can reasonably be regarded as assured The expected
useful hves of the assels are reviewed on an annual basis and, 1f necessary, changes 1n useful lives
are accounted for prospectively

Intangble assets are not depreciated The ndefinite life of intangible assets 1s reviewed on an
annual basis and, if necessary, changes in useful hives are accounted for prospectively.

The carrying value of intangible assets 15 reviewed for impairment if events or changes 1n
circumstances indicate the carrying value may not be recoverable To the extent that the carrying
amount exceeds the recoverable amount, that is, the higher of net realisable value and value In use,
the asset 15 written down to its recoverable amount The value m use 1s determined from estimated
discounted future net cash flows

O1l and natural gas exploration and development expenditure

Ol and natural gas exploration and development expenditure ts accounted for using the successful
efforts method of accounting

Licence and property acquisition costs

Exploration licence and property leasehold acquisition costs are mmtially capitabsed within
mtangible fixed assets Upon determination of economically recoverable reserves (‘proved
reserves’ or “commercial reserves’), the costs are aggregated with exploration cxpenditure and
held on a field-by-field basis as proved properties awaiting approval within intangible assets
When development 1s sanctioned, the refevant expenditure 1s transferred to tangible production
assets

Each property 1s reviewed on an annual basis to confirm that future activity 1s planned and the
property 1s not imparred. If no future activity 1s planned, the remaining balance of the licence and
property acquisition costs 1s written off

X\



BP AMOCO EXPLORATION (FAROES) LIMITED

ACCOUNTING POLICIES

Exploration expenditure

Geological and geophysical exploration costs are charged against income as incurred Costs
directly associated with an exploration well are capitalised as an intangible asset unul the drilling
of the well 1s complete and the 1esults have been evaluated These costs include employee
remuneration, matenals and fuel used, ng costs, and payments made to contractors If
hydrocarbons are not found, the exploration expenditure 1s written off as a dry hole If
hydrocarbons are found and, subject to further appraisal activity, which may include the drilling
of further wells, are likely to be capable of commercial development, the costs continue to be
carried as an asset All such carried costs are subject to regular technical, commercial and
management review to confirm the continued intent to develop or otherwise extract value from
the discovery When this 1s no longer the case, the costs are wrilten otf. When proved reserves of
ol and natural gas are determined and development 1s sanctioned, the relevant expenditure s
transferred to tangible production assets

Development expenditure

Expenditure on the construction, installation or completion of infrastructure facihties such as
platforms, pipelines and the drithing of development wells, including unsuccessful development or
dehneation wells, 1s capitalised within tangible production assets

Tangible fixed assets

Tangible fixed assets are stated at cost, less accumulated deprectatton and accumulated
imparment losses

The 1mtial cost of an asset comprises its purchase price or construction cost, any costs directly
attributable to bringing the asset into operation, the mutial estimate of any decommussioning
obligation, if any, and, for qualifying assets, borrowing costs The purchase price or construction
cost 15 the apgrepate amount paid and the fair value of any other consideration given to acquire
the asset The capitahised value of a finance lease 1s also included within tangtble fixed assets

O1l and natural gas properties are depreciated using a unit-of-production method The cost of
producing wells 1s depreciated over proved developed reserves Licence acquisition,
decommussioning and field development costs are depreciated over total proved reserves The
untt-of-production rate for the depreciation of field development costs takes nto account
expenditures incurred to date, together with future development expenditure required to access
the total proved reserves

Other tangible assets, with the exception of freehold land and assets under construction, are
depreciated on the straight line method over their estmated useful lives

Changes in unit-of-production factors

Changes n factors which affect unit-of-production calculations are dealt with prospectively, not
by immediate adjustment of prior years® amounts




BP AMOCO EXPLORATION (FAROES) LIMITED

ACCOUNTING POLICIES- ;

Maintenance expenditure

Expenditure on major maintenance refits or repairs comprises the cost of replacement assets or
parts of assets, inspection costs and overhaul costs Where an asset or part of an asset that was
separately depreciated and 1s now written off 15 replaced and 1t is probable that fulure economic
benefits associated with the 1tem will flow to the company, the expenditure 1s capitahised All |
other maintenance costs are expensed as incurred

Impairment of intangible assets and tangible fixed assets

The company assesses assets or groups of asseis for impairment whenever events or changes in
circumstances indicate that the carrying value of an asset may not be recaverable Individual assets
are grouped for impairment assessiment purposes at the lowes! level at which there are idenufiable
cash flows that are largely independent of the cash flows of other groups of assets If any such
indicatron of impairment exists or when annual impairment testing for an asset group 1s required,
the company makes an estimate of its recoverable amount An asset group’s recoverable amount 1s
the higher of its net realisable value and its value in use Where the carrying amount of an asset
group exceeds its recoverable amount, the asset group 1s considered impaired and s written down
to 1ts recoverable amount In assessing value in use, the estimated future cash flows are adjusted
for the nisks specific to the asset group and are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money

An assessment 1s made at each reporting date as to whether there 1s any indication that previously
recognised impairment losses may no longer exist or may have decreased If such indication exists,
the recoverable amount s estimated A previously recognised impairment loss 1s reversed only 1f
there has been a change in the cstimates used to determine the asset’s recoverable amount since the
last mmparrment loss was recogmised If that 1s the case, the carrying amount of the asset 1s
increased to 1ts recoverable amount That increased amount cannot exceed the carrying amount that
would have been deterimined, net of depreciation, had no impaument loss been recognised for the
asset in prior years Such reversal is recognised in profit or loss After such a reversal, the
depreciation charge 1s adjusted in future years to allocate the asset’s revised carrying amount, less
any residual value, on a systematic basis over its remainmg useful life

Stock valuation

The company’s stock consists predomnately of plant and insurance spares which are valued at
cost to the company using the weighted average method or net realisable value whichever 1s
lower

Trade and other debtors
Trade and other debtors are carried at the original mvoice amount, less allowances made for
doubtful receivables Provision is made when there 15 objective evidence that the company will be

unable to recover balances m full Balances are written off when the probability of recovery s
assessed as bemng remote

Trade and other creditors
Trade and other creditors arc carricd at payment or settlement amounts  [f the effect of the time

value of money 1s inatenal, trade and other creditors are determined by discounting the expected
future cash flows at a pre-tax rate

A\




BP AMOCO EXPLORATION (FAROES) LIMITED

ACCOUNTING POLICIES

Decommissioning

Provision for decommssionmyg costs are recogmsed when the company has an obligation to
dismantle and remove a facility or an item of plant and to restore the site on which it 1s located,
and when a reasonable estimate of that provision can be made Where an obligation ewsts for a
new facility, such as o1l and natural gas production or transportation facihties, thus will be on
construction or Installation An obhigation for decommissioning may also crystallise during the
period of operation of a facility through a change n legislation or through a deciston to terminate
operations The amount recogmsed 1s the present value of Lhe estimated future expenditure
determined 1n accordance with the local conditions and requirements A corresponding tangible
fixed asset of an amount equivalent to the provision 1s also created This 1s subsequently
depreciated as part of the capital costs of the production and transportation facihittes

Any change n the present value of the estimated expenditure 1s reflected as an adjustment to the
provision and the fixed asset

Mscounting

The unwmding of the discount on provisions 1s included within interest expense  Any change in
the amount recognised for environmental and other provisions ansig thraugh changes i discount
rates 1s inctuded within interest expense

Leases

Assets held under leases which transfer to the company substantially all nsks and rewards
incidental to ownershtp of the leased 1item, are capitalised at inception of the lease at the fair value
of the Icased property or, if significantly lower, at the estimated present value of the minimum
lease payments Lease payments are apporttoned between the finance charges and the reduction of
the lease habihity The total finance charge is charged over the lease terms so as to achieve a
constant rate of mterest on the remaintng balance of the hability

Capitahised leased assets are depreciated over the shorter of the estimated useful Life of the asset or
the lease term

Operating lease payments are recognised as an expense in the profit and loss account on a straight-
line basis over the lease term, or capitalised where in support of fixed asset development

Use of estimates

The preparation of accounts 1 conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and
lrabilities at the date of the accounts and the reported amounts of revenues and expenses during
the reporting pertod Actual outcomes could differ from those estimates




BP AMOCO EXPLORATION (FAROFS) LIMITED

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2010

2010 2009 |

Note $000 $000
Turnover 1 44 811 40,768
Cost of sales (17,595) (16,888)
Gross profit 27,216 23,880
Exploration expense 56 372
Distnbution and marketing expenses (29) 21
Administration expenses 527 69
Operating profit 2 27,770 24,300
Interest payable and simtilar charges 4 (297 {261)
Interest recervable and similar income 5 50 151
Profit before taxation 27,523 24,190
Faxation 6 - -
Profit for the year 27,523 24,190

The profit of $27 5 million for the year ended 31 December 2010 has derived in 1ts entirety from
contimuing operations

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
FOR THE YEAR ENDED 31 DECEMBER 2010

There are no recognised gains or losses attributable to the shareholders of the company other than the
profit of $27 5 million for the year ended 31 December 2010 (2009 profit of $24 2million)




BP AMOCO EXPLORATION (FARQES) LIMITED
(Registered No 856444)

BALANCE SHEET AT 31 DECEMBER 2010

2010 2009
Note $000 $000
Fixed assets
Intangible assets 8 - -
Tangible assets 9 52,075 49,939
52,075 49,939
Current assets
Stocks 10 415 344
Debtors - amounts falling due.
within one year 11 4,204 6,589
afier one year 11 188,206 158,545
192,825 165,478
Creditors: amounts falling due within one year 12 (174,363) (173,920)
Net current assets / (liabilities) 18,462 (8,442)
TOTAL ASSETS LESS CURRENT LIABILITIES 70,537 41,497
Provisions for liabilities and charges
Other Provisions 14 (18,202) {16,685)
NET ASSETS 52,335 24,812
Represented by
Capital and reserves
Called up share capital 15 192 192
Profit and loss account 16 52,143 24,620
SHAREHOLDERS’ FUNDS - EQUITY INTERESTS 52,335 24,812

On behalf of the Board

2011




4.

BP AMOCO EXPLORATION (FAROES) LIMITED

NOTES TO THE ACCOUNTS

Turnover

Tumover, which 1s stated net of value added tax, represents amounts invoiced to third parties

and group companies

The country of origin and destination 1s substantially the UK geographtc area

Turnover 15 attnbutable to one continuing activity, the production and sale of hydrocarbon

products

Operating profit

This is stated after charging

Hire charges under operating leases
Plant & machmery
Exchange loss on foreign currency borrowtngs less deposits

Expenditure on research
Depreciation of owned fixed assels

Auditor’s remuneration

Fees for the audit of the company

2010 2009
$000 $000
4,872 5,007
32 1,384

88 237
5,699 5,946
2010 2009
$000 $£000
6 6

Fees paid to the company’s auditor, Ernst & Young LLP, and 1ts associates for services other
than the statutory audit of the company are not disclosed m these accounts since the
consolidated accounts of BP Amoco Exploration (Faroes) Limited’s ultimate parent, BPplc,

are required to disclose non-audit fees on a consolidated basis

The fees were borne by another group company

Interest payable and similar charges

Interest expense on
Loans from group undertakings
Other mterest

Unwinding of discount on provisions

2010 2009
3000 $000
- 1

- 1

297 259
297 261




BP AMOCO EXPLORATION (FARQES) LIMITED
NOTES TO THE ACCOUNTS

Interest receivable and similar income

2010 2009

2000 $000

Interest mcome from group undertakings 50 150
Other interest - 1
50 151

Taxation

The Company 1s a member of a group for the purpases of rehef within Part 5, Corporation Tax
Act2010

In his Budget of 23 March 2031 the Chancellor of the Exchequer announced a change in the
rate of Supplementary Charge to corporation tax applicable to the company's oil extraction
activity m the UK and UK Continental Shelf The Budget proposed an incrcase in the rate of
supplementary charge from 20% to 32% The increase to 32% was substantively enacted on 24
March 2011 and accordingly this rate change has not been reflected m the Company's financial
statements at 31 December 2010

It was also announced the rate of Supplementary Charge in respect of rehefl for
decommussionmng costs would be restricted 1o 20% This change 15 expected to be enacted 1n
the Finance Bill 2012

No corporation tax has been provided i respect of the company’s o1l extraction activity in the
UK and UK Continental Shelf because another group company, BP Exploration Qperating
Company Limited, has undertaken to provide for any current or deferred tax that anises

In respect of the company’s other activities, no corporation tax has been provided because
another group company, BP International Limited, has undertaken to procure the claim or
surrender of group relief to the extent tt 1s required and to provide for any current or deferred
tax that anises without charge.

The following table provides a reconcihation of the UK statutory corporation tax rate to the
effective current tax rate on profit before taxation

%




BP AMOCO EXPLORATION (FAROES) LIMITED

NOTES TO THE ACCOUNTS
Taxation (continued)
2010 2009
$000 $000
Profit before taxation 27,523 24 190
Current taxation - -
Effective current tax rate 0% 0%
2010 2009
% %
UK statutory corporation tax rate 28 28
Increase / (decrease) resulting from
Fixed asset iming differences 2 (3)
UK supplementary tax at 20% (2009 20%) on North Sea
Profits 19 18
Group relief - N
IRF tax provided in BP Exploration Operating Company Ltd @7 (45)
IRF tax rate differences (30% IRF v 28% ORF) 2 2
Permanent differences - (N
Other uming d:fferences - 2
Effective current tax rate 0 0

Directors and employees

(a) Remuneration of directors

J W Halliday 1s a director of BP Exploration Operating Company Limited 1in whose accounts
information required by the Companies Act 2006 as regards to emoluments 1s given The
remaimning director 1s a senior executive of the BP Plc Group and recetved no remuneration for
services to this company

(b) Employee costs

The company had no employees during the year (2009 Nil)




BP AMOCO EXPLORATION (FAROES) LIMITED

NOTES TO THE ACCOUNTS

Intangible assets

Cost

At | January 2010
Additions

Delctions

At 3| December 2010

Amortisation
At | January and 31 December 2010

Net book value
At 3] December 2010

At 31 December 2009

Tangible assets

Cost

At | fanuary 2010
Additions

At 3| December 2010

Depreciation

At | January 2010
Charge for the year
At 31 December 2010

Net book value
At 31 December 2010

At 31 December 2009

Assets under construction are not depieciated,

Capitalised interest included above

At 31 December 2010
At 31 December 2009

Exploration
expenditure
$000
1,471
2
@)
1,471
1,471
Of which
Oil and gas assets under
propertics construction
$000 $000
156,850 1,223
7.835 6,920
164,685 8,143
106,911 -
5,699 -
112,610 -
52,075 8,143
49,939 1,223
Net book
Cost Depreciation amount
3000 $000 3000
3,447 3.307 140
3,447 3,245 202

20
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BP AMOCO EXPLORATION (FAROES) LIMITED

NOTES TO THE ACCOUNTS

Stocks

Raw materials and consumables

2010 2009
$000 $000
415 344

The difference between the carrying value of stocks and their replacement cost 1s not material

Debtors

2010 2010 2009 2009
Withn After Within After
I year 1 year I year 1 year
$000 $000 3000 3600
Trade debtors 266 - 946 -
Amounts owed by group
undertakings 3.894 188,206 5,356 158,545
Other debtors 44 - 287 -
4,204 188,206 6,589 158,545
Creditors
2010 2009
Within Within
| year I year
$000 $000
Trade creditors 2,148 -
Amounts owed to group undertakings 171,754 170,130
Other creditors 252 293
Accruals and deferred income 209 3,497
174,363 173,920
Obligations uader leases
Annual commitments under non-canccliable operating leases are set out below*
2010 2009
Plant & Plant &
Machiery Machinery
$000 3000
Expiring
Within 1 year - 873
Between 2 to 5 years 9,529 7,547
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BP AMOCO EXPLORATION (FARCES) LIMITED

NOTES TO THE ACCOUNTS

Other provisions
Decom-
missioning
$000
At 1 January 2010 16,685
Unwinding of discount 297
Change in decommissioning estimate 602
Change in discount 1ate 618
At 31 December 2010 18,202

The company makes full provision for the future cost of decommissioning o1l and natural gas
production facihties and related pipelines on a discounted basis on the mistallation of those
facthties At 31 December 2010, the provision for the costs of decommissioning these
production facilities and pipelines at the end of their economic lives was $18 2 million (2009
$16 7 milllon) The provision has been estimated using existing technology, at current prices
and discounted using a real discount rate of 1 5% (2009 175%) These costs are expected to
be incurred over the next 14 years While the provision 15 based on the best estimate of future
costs and the economic hives of the facilities and pipelines, there 1s uncertainty regarding both
the amount and timing of incurring these costs

Called up share capital

2010 2009
$000 Y000

Allotted, called up and fully paid
100,000 Ordanary shares of £1 each for a total nominal 192 192
value of £100,000

Capita! and reserves

Equity Profit and

share Loss
capital Account Total
$000 $000 $000
At 1 January 2010 192 24,620 24,812
Profit for the year - 27,523 27,523
At 31 December 2010 {192 52,143 52,335
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BPF AMOCO EXPLORATION (FARQES) LIMITED

NOTES TO THE ACCOUNTS

Reconciliation of movements in shareholders’ funds

2010 2009

£000 3000
Profit for the year 27,523 24,190
Dividends - (18,000)
Net increase 1n shareholders’ funds 27,523 6,190
Shareholders’ funds at 1 January 24,812 18,622
Shareholders’ funds at 31 December 52,335 24,812

Capital commitments

Authorised and contracted future capital expenditure by the company for which contracts had
been placed but not provided in the accounts at 31 December 2010 15 estimated at $0 3 million

(2009 $9 7 mulhion)

Guarantees and other financial commitments

There were contingent ltabilities at 31 December 2010 in respect of guarantees and
indemnities entered into as part of the ordinary course of the company's busiess No material
losses are likely to anise from such contingent hiabilities.

Related party transactions

The company has taken advantage of the exemption contained within Fmancial Reporting
Standard No 8 “Related Party Disclosures”, and has not disclosed transactions entered into
with other 100% group companies There were no other related party transactions in the year.

Pensions

The company does not directly employ any staff and therefore does not directly bear any
pension charge

Immediate and ultimate parent undertaking

The immed:ate parent undertaking of this company 1s BP Exploration Operating Company
Limited, a company registered n England and Wales The ultimate parent undertaking of the
group of undertakimgs for which group accounts are drawn up, and of which the company is a
member, 1s BP plc, a company registered in England and Wales Copies of BP pl¢'s
accounts can be obtamned from | St James’s Square, London, SWI1Y 4PD




