BP AMOCO EXPLORATION (FAROES) LIMITED

(Registered No.00856444)

- ANNUAL REPORT AND FINANCIAL STATEMENTS 2017

Board of Directors: D J Lynch
A D Flores

The directors present the strategic report, their report and the financial statements for the year ended 31 December
2017.

STRATEGIC REPORT
Results
The profit for the year after taxation was $1,982,000 which, when added to the retained profit brought forwérd
at 1 January 2017 of $30,878,000, and after deducting total paid interim dividends to ordinary shareholders of
$3,000,000, gives a total retained profit carried forward at 31 December 2017 of $29,860,000. '

Principal activity and review of the business

The company is engaged in the explox‘atiop for, and the production of oil and gas in the United Kingdom from
its interest in the Foinaven field. ‘

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

2017 2016 Variance

- $000 © $000 %
Turnover ) 15,984 21,091 (249)
Operating profit : . 2,242 33,845 93)
Profit for the year 1,982 22,401 (91)
Total equity 90,052 91,070 )
2017 2016  Variance
: % %
Quick ratio _ 1,182° 1,156 26

Turnover has decreased primarily as a result.of a drop in production. Qil and gas production decreased to
310 mboe during 2017 from 502 mboe in 2016. This was due to a shitdown for maintenance resulting in three
months without production between August and October. The reduction in production was partly offset by an
increase in oil price during the year. During 2017 the average realised price for oil was $55.47/bbl (2016: $44.80/
bbl). The decrease in cost of sales was mainly due the shutdown which reduced production. As a result the
depreciation charge and tariff costs were lower than the prior year. Movement in hydrocarbon inventory valuation
driven by lower closing stock at the year-end also reduced cost of sales.

During 2017, the company made an operating profit of $2,242,000 compared to an operating profit of
$33,845,000in2016. This was mainly driven by the reversal of impairment (2017: $Nil and 2016: $27,804,000).
The 2016 impairment reversal of $27,804,000 primarily arose as a result of a higher oil price eitvironment in
the near term, the extension of the cessation of production date (COP) and as a result of a decrease in costs

estimates. -
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STRATEGIC REPORT

Principal risks and uncertainties

The company aims to deliver sustainable value by identifying and responding successfully to risks. Risk
management is integrated into the process of planning and performance management for the group.

The risks listed below, separately or in combination, could have a material adverse effect on the implementation
ofthe company’s strategy, business, financial performance, results of operations, cash flows, liquidity, prospects,
shareholder value and returns and reputation. Unless stated otherwise, further details on these risks are included
within the risk factors in the strategic report of the BP group Annual Report and Form 20-F for the year ended
31 December 2017. :

Strategic and commercial risks

Prices and markets
The company’s financial performance is subject to fluctuating prices of oil, gas and refined products,
technological change, exchange rate fluctuations and the general macroeconomic outlook.

Access, renewal and reserves progression '
. The company’s inability to access, renew and progress upstream resources m a timely manner could adversely
affect its long-term replacement of reserves.

~ Joint arrangements and contractors
The company rhay have limited control over the standards, operatxons and compliance of its partners, contractors
and sub-contractors.

Digital infrastructure and cybersecurity
Breach of the company’s digital security or failure of its digital infrastructure could damage its operations and .
reputation.

Climate change and carbon pricing '
" Public policies could increase costs and reduce future turnover and slrateglc glowth opponumtles

Crisis management and business continuity
Potential disruption to the company’s business and operations could occur if it does not address an incident
effectively. :

Insurance
The BP group’s insurance strategy could expose the BP group to material umnsmed losses which in twrn could
adversely affect the company.

Safety and operational risks

Process safety, personal safety and environmental risks
The company is exposed to a wide range of health, safety, security and environmental risks that could result in '
regulatory action, legal liability, incréased costs, damage to its reputation and potentially denial of its licence
to operate. -

Drilling and production : '

Challenging operational environments and other uncertainties can 1mpact drilling and production activities.

Product quality
Supplying customers with off-spemﬁcatlon products could damage the company’s reputation, lead to regulatory
action and legal liability, and potentially impact its financial performance.



STRATEGIC REPORT

Compliance and control risks ¢

Regulation
Changes in the regulatory and legislative environment could increase the cost of compliance, affect the

company’s provisions and limit its access to new exploration opportunities.

Ethical misconduct and non-compliance
Ethical misconduct or breaches of applicable laws by the company’s businesses or its employees could be
damaging to its reputation, and could result in litigation, regulatory action and penalties.

Reporting r :
Failure to accurately report the company’s data could lead to regulatory action, legal liability and reputational

damage.
. Financial risk management

The company is exposed to a number of different financial risks arising from natural business exposures as
well as its use of financial instruments including market risks rélating to commodity prices, foreign currency
exchange rates. Further details on these financial risks are included within Note 27 of the BP Group Annual
Report and Form 20-F for the year ended 31 December 2017.

By Order of the Board

For and on behalf of
Sunbury Secretaries Limited
Company Secretary
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Registered Office:

Chertsey Road
Sunbury on Thames
Middlesex

TW16 7BP

United Kingdom
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DIRECTORS' REPORT
BP AMOCO EXPLORATION (FAROES) LIMITED
Directog's : | . '
The present directors are listed on page 1.

DJ L&nch served as a director throughout the financial year. Changes since 1 January 2017 are as follows:

. ’ Appointed . Resigned
M J Thomas ‘ — 15 March 2018
A D Flores : 9 April 2018 4 —

Directors' indemnity

The company indemnifies the directors in its Articles of Association to the extent allowed under section 232
of the Companies Act 2006. Such qualifying third party indemmnity provisions for.the benefit of the company’s
directors remain in force at the date of this report.

Dividends

During the year the company has declared and paid dividends of $3,000,000 during the year (2016: $Nil). The
directors do not propose the payment of a final dividend.

Financial instruments -

In accordance with section 414C of the Companies Act 2006 the directors have included information regarding
financial instruments as required by Schedule 7 (Part 1.6) of the Large and Medium-sized Companies and

Groups (Accounts and Reports) Regulations 2008 in the strategic report under Financial risk management.

Future developments

The directors aim to maintain the management policies which have 1esulted in the company’s growth in recent

years. They believe that the company is 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.

Research and development

Research and development costs relate to the company’s share of group led research and development

. programmes and initiatives. The cost of these group projects are absorbed by the fields and locations and
therefore the legal entities which are expected to benefit from those developments are in the future.



DIRECTORS' REPORT

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 listed on page
1. Having made enquiries of fellow directors and of the company’s auditor, each of these directors confirms
that: : :

* To the best of each director’s knowledge and belief, there is no information relevant to the pleparatlon of
the auditor's report of which the company’s auditor is unaware; and

*  Each duector has taken all the steps a diréctor might reasonabiy be expected to have taken to be aware of
relevant audit information and to establish that the company’s auditor is aware of that information.

By Order of the Board

For and on behalf of
Sunbury Secretaries Limited
Company Secretary

16 Spplembyaos
Registered Office:

Chertsey Road

_ Sunbury on Thames
Middlesex

" TW16 7BP
United Kingdom



STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN RESPECT
' OF THE FINANCIAL STATEMENTS

BP AMOCO EXPLORATION (FAROES) LIMITED

The directors are responsible for preparing the Strategic Report, the Directors’ Report and the financial
statements in accordance with applicable UK law and regulations.

~ Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom A ccounting Standards and applicable law) including Financial
Reporting Standard 101 ‘Reduced Disclosure Framework’. 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 affairs of the
company and the profit or loss for that period. In preparing these financial statements, the directors are required
to: ‘ :

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

* state whether applicable United 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 it is inappropriate to presume that
the company will continue in business.

The directors are responsible for keeping adequate 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
prevention and detection of fraud and other irregularities.

The directors confirm that they have complied with these requirements and, having a reasonable expectation
that the company has adequate resources to continue in operational existence for at least the next 12 months
from the date these financial statements were approved, continue to adopt the going concern basis in preparing
the financial statements.



INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS OF BPAMOCO EXPLORATION 1§AROES] LIMITED

Opinion :
We have audited the ﬁnanc1al statements of BP Amoco Exploration (Faroes) Limited for the year ended 31 December

2017 which comprise the Profit and Loss Account, the Statement of Comprehensive Income, the Balance Sheet, the
Statement of Changes in Equity and the related notes 1 to 22, including a summary of significant accounting policies. The
financial reporting framework that has been applied in their preparation is applicable law and United Kingdom Accounting
Standards including FRS 101 “Reduced Disclosure Framework” (United Kingdom Generally Accepted Accounting
Practice).

In our opinion, the financial statements:

« give a true and fair view of the state of the company’s affairs as at 31 December 2017 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.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and apphcable law.
Our responsibilities under those standards are further described in the Auditor’s responsibilities for the audit of the financial
statements section of our report below. We are independent of the company in accordance with the ethical requirements
that are relevant to our audit of the financial statements in the UK, including the FRC’s Ethical Standard, and we have
fulfilled our other ethical responsibilities in‘accordance with these requirements. .

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Conclusions relating to going concern,
We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require us to report to
you where:

»  the directors’ use of the going concern basis of accounting in the preparanon of the financial statements is not
" appropriate; or
» the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability. to continué to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue.

Other information

The other information comprises the information included in the annual report, other than the financial statements and our '

auditor’s report thereon. The directors are responsible for the other information.

Our opinion on the financial statements does not cover the other information and, except to the extent otherwise explicitly
stated in this report, we do not express any form of assurance conclusion thereon.

‘In connection with our audit of the financial statements, our responsii:vility is to read the other information and, in doing
so, consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained
in the audit or otherwise appears to be materially misstated. If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether there is a material misstatement in the financial statements or a

material misstatement of the other information. If, based on the work we have performed; we conclude that there is a

material misstatement of the other information, we are required to report that fact. -
‘We have nothing to report in this regé.rd.

Opinions on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

* - the information given in the strategic report and the directors’ report for the financial year for which the financial
statements are prepared is consistent with the financial statements; and -
» the strategic report and directors’ report have been prepared inaccordance with applicable legal requirements.

EY



INDEPENDENT AUDITOR'S REPORT

Matters on which we are required to report by exception _
In-the light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we have
not identified material misstatements in the strategic report or directors’ report.

We have nothing to report in réspect of the following matters ini refation to-which the Companies Act 2006 requires us to report
to you if, in our opinion:

+  adequate accounting records have not been kept, or returns adequate for our audit have riot been received from branches
not visited by us; or

+ the financial statements are not in agreement with the accounting records and returns; or

«  certain disclosures of directors’ remuneration specified by law are not made; or

+  we have not received all the information and explanations we require for our audit.

Responsibilities of directors

Asexplained more fully in the directors’ responsibilities statement set out on'page 6, the directors are responsible for the preparation
of the financial statements and for being satisfied that they give a true and fair view, and for such internal control as the directors
determine is neccssary to enable the preparation of financial statements that are free from: material misstatement, whether due
to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the
directors either intend to liquidate the company or to cease operations, or have no realistic alternative but to do so.

Auditor's responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstaternent, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is
a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or
in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

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

Use of our report

This report i$ made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2006. Our audit work has been undertaken so that we might state to the company’s members those matters we are required to
state to them in an auditor’s 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 report, or
for the opinions we have formed.

,/:/\f st L XJ‘\S Llj)

Kevin Weston  {Senior Statutory Auditor)
for and on behalf of Ernst & Young LLP Statutory Auditor
Aberdeen

Zéla\ 2018



PROFIT AND LOSS ACCOUNT

FOR THE YEAR ENDED 31 DECEMBER 2017

BP AMOCO EXPLORATION (FAROES) LIMITED

2017 2016
| | » | ~ Note $000 000
Turnover | | KR 15,984 21,091 -
Cost of sales ’ , (13,644) (14,993)
Gross profit ' S ‘ g 2,340 6,098
Distribution and marketing expenses L ) - an 1)
Administrative expenses  * _ ‘ 81 (36)
Reversal of impairment of tangible assets. 1 ‘ — 27,804
Operating profit : _ - 4 2,242 33,845
Interest receivable and similar income | . 6 1,087 407
Interest payable and similar charges 7 (180) - (259)
Profit before taxation : 3,149 33,993
Taxation o 8 (1,167) © (11,592)

Profit for the year 1,982 22,401

The profit of $1,982,000 for the year ended 31 December 2017 was derived in its entirety from continuing
operations.

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2017

BP AMOCO EXPLORATION (FAROES) LIMITED

There is no comprehensive income attributable to the shareholders of the company other than the profit for the
year. : “ -



" .. BALANCE SHEET

AT 31 DECEMBER 2017

BP AMOCO EXPLORATION (FAROES) LIMITED

(Registered No.00856444).

Fixed assets .
Intangible assets
Tangible assets

Current assets
Stocks
Debtors - amounts falling due: within one year

‘Creditors: amounts falling due within one year
Net curvent assets ‘

Note

10
11

12

14

TOTAL ASSETS LESS CURRENT LIABILITIES |

Provisions for liabilifies and charges
Deferred tax liability

‘Other provisions

NET ASSETS

Capital and reserves

Calléd up share capital

Profit-and loss account

TOTAL EQUITY

Ojipetalf of the Board

D Lyiich
~ Director

| | _umpmf 2018 |

16

17

18

PRI

10

2017 2016
] Restated

$000 $000
33234 37,098
3,234 37,098
700 1.096
100,132 97.165
100,832 98.261
(8,469) (8,405)
92,363 " 89,856
125597 126954

(14) ©17) -
(35.231) (35.267)
90,052 91,070
60,192 60.192
29,860 30,878
90,052 91.070
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. STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2017 |

. . . o
BP AMOCO EXPLORATION (FAROES) LIMITED

Balance at 1 January 2016

Profit for the year, replesentmg total comprehenswe income

Balance at 31 December 2016
Profit for the year, representing total comprehenswe income

‘Dividends paid
Balance at 31 Decembeér 2017

11 .

Profit and

© 29,860

Called up
share loss .
capital account ‘
~ (Note 17) © (Note 18) - Total
$000 - - 3000 $000
60,192 8477 68,669
. — 22401 22401
60,192 30,878 . 91,070
— 1,982 1,982
S — (3,000 (3 000)
60,192

90,052

EY



- NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

7

BP AMOCO EXPLORATION (FAROES) LIMITED

Authonsatlon of financial statements and statement of compllance w:th Financial Reportmg Standard
101 Reduced Disclosure Framework (FRS 10 1)

The financial statements of BP Amoco Exp101at10n aroes) Limited for the year ended 31 December 2017
were approved by the.board of directors on 2018 and the balance sheet was signed on the
board’s behalf by D J Lynch. BP Amoco Exploration (Faroes) Limited is a private company, limited by shares
incorporated, domiciled and registered in England and Wales (registered number 00856444). The company's
registered office is at Chertsey Road, Sunbury on Thames, Middlesex, TW16 7BP, United Kingdorm. These

financial statements were prepared in accordance with Financial Reporting Standard 101 'Reduced Dlsclosure,

Framework’ (FRS 101) and the provisions of the Companies Act 2006.
Slgmﬁcant accountmg pohcles judgements, estimates and assumpnons

‘The significant accountmg policies and critical accountmg Judgements estimates and assumpnons of the
company are set out below. :

Basis of preparation

These financial statements have been prepared in accordance with FRS 101. The financial statements have been
prepared under the historical cost convention. Historical cost is generally based on the fair value of the
con51derat10n given in exchange for the assets.

The accounting polic1es that follow have been consistently applied to all years presented.

As permitted by FRS 101, the company has taken‘advantage of the disclosure exemptions available under that
standard in relation to:

(a) the requirements of IFRS 7 Financial Instruments: Disclosures;

(b) the requirements of paragraphs 91 — 99 of IFRS 13 Fair Value Measurement;

(c) the requirements of paragraphs 10(d), 10(f), 16, 38A, 38B, 38C, 38D, 4OA 40B, 40C, 40D, 111 and
- 134 to 136 of IAS 1 Presentation of Financial Statements;

(d) the requirement in paragraph 38 of IAS 1 Presentation of Financial Statements to present comparative

information in respect of:
® paragraph 79(a)(iv) of IAS 1;
(ii) - paragraph 73(e) of IAS 16 Property, Plant and Equipment;
A (iii) = paragraph 118(e). of IAS 38 Intangible Assets;
(e) the requirements of IAS 7 Statement of Cash Flows;
(f) the requirements of paragraphs 30 and 31 of IAS 8 Accounting Policies, Changes in Accountmg
Estimates and Errors in relation to standards not yet effective;

(g) the requirements of paragraph 17 and 18A of IAS 24 Related Party Disclosures;

-(h) the 1equlrements of IAS 24 Related Party Disclosures to disclose related party transactions entered into
between two or more members of a group, provided that any subsidiary whichisa palty to the transaction
is wholly owned by such a'member;

(i) the requirements of paragraphs 130(t)(11) 130(f)(ii1), 134(d) to 134(f) and 135(c) 135(e) of IAS 36
Impanment of Assets.

Where required,'equivalent disclosures are given in the gtoup financial statements of BP p.l.c. The group
financial statements of BP p.l.c.‘are available to the public and can be obtained as set out in Note 22.

The financial statements are presented in US dollars and all values are rounded to the nearest thousand dollars
(8000), except where otherwise indicated. : :

12



) NOTES TO THE FINANCIAL STATEMENTS
Critical accounting policies: use of jndgements, estimates and assumptions

Inherent in the application of many of the accounting policies used in preparing the financial statements is the
need for management to make judgements, estimates and assumptions that affect the reported amounts of assets

and liabilities and the disclosure of contingent assets and liabilities at the date of the ﬁnancral statements and -
the reported amounts of revenues and expenses during the period. Actual outcomes could differ from the.

estimates and assumptions used. The critical judgements and estimates that could have a significant impact on
the results of the company are set out below and should be read in con}unctxon with the information provided
in the Notes to the financial statements. : :

Signifi fcant Judgement 'oil and natural gas accounting

The determination of whether potentially economic oil and natural gas reserves have been discovered by an
' exploratron well is usually made within one year after well completion, but can take longer, depending on the
complexity of the geological stiucture. Exploration wells that discover potentially economic quantities of oil
and natural gas and are in areas where major capital expenditure (e.g. offshore platform or a pipeline) would
-be required before production could begin, and where the economic viability of that major capital expenditure

depends on the successful completion of further exploration work in the area, remain capitalized on the balance . -

sheet as long as additional exploration appraisal work is under way or firmly planned.

- It is not unusual to have exploration wells and exploratorY—type stratigraphic test wells remaining suspended
on the balance sheet for several years while additional appraisal drilling and seismic work on the potential oil
and natural gas field is performed or while the optimum development plans and timing are established. All such
carried costs are subject to regular technical, commercial and management review on at least an annual basis

to confirm the continued intent to develop, or otherwise extract value from, the discovery. Where this is no

longer the case, the costs are'immediately expensed.

In accordance with section 844(3) of the Companies Act 2006 development costs that have been capitalized
are not treated as realized losses in determination of distributable reserves as these costs are capltahzed in
~ accordance with applicable accounting standards.

Significant Judgements and estimates: estimation of oil and natural gas reserves :

- The determination of the company’s estimated oil and natural gas reserves requires significant technical and
commercial Judgements and estimates to be applied and these are regularly reviewed and updated. Factors such
.as the availability of geological and engineering data, reservoir performance data, acquisition and divestment
activity, drilling of new wells and commodity prices all impact on the determjnation of the company’s estimates

“of its oil and natural gas reserves. The company bases its proved reserves estimates on the requirement of
reasonable certainty with rigorous technical and commercial assessments based on conventional industry
practice and regulatory requirements.

Estimates of oil and natural gas reserves are used to calculate depreciation depletion and amortisation charges
for the company’s oil and gas properties. The impact of changes in estimated proved reserves is dealt with
prospectively by amomsmg the remaining carrying value of the asset over the expected future production. Qil
~ and natural gas reserves also have a direct impact on the assessment of the recoverability of asset carrying

values reported in the financial statements. If proved reserves estimates determined by applying management’s -
assumptions are revised downwards, earnings could be affected by higher depreciation expense or an immediate

* write-down of the property’s carrying. value

Infonnatlon on the canymg amounts of the company ’s oil and natmal gas properties, to gethe1 with the amounts -

" recognized as depreciation, depletion and amortisation is contained in Note 11.

Significant judgements and estimates: recoverability of asset carrying values

Determination as to whether, and how much, an asset is impaired involves management estimates on highly
uncertain matters such as the effects of inflation on operating expenses, discount rates, production profiles,
reserves and resources, and future commodity prices, including the outlook for global or regional market supply-
A and demand condmons for crude oil, natural gas and reﬁned products '

1_3
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NOTES TO THE FINANCIAL STATEMENTS

The recoverable amount of an asset is the higher of its value in use and its fair value less costs of disposal. Fair
value léss costs of disposal may be determined based on similar recent market transaction data or; where recent
market transactions for the asset are not available for reference, using discounted cash flow téchniques. Where
~ discounted cash flow analyses are used to calculate fair value less costs of disposal, judgements are made about
the assumptions market participants would use when pncmg the asset containing .goodwill and the test is
performed ona post-tax basis.

Foroil and natural gas propemes, the expected future cash flows are estimated using management’s best estimate

of future oil and natural gas prices and reserves volumes. The-long-term price assumptions used to determine

recoverable amount based on fair value less costs of disposal from 2023 onwards are derived from $75 per
barrel for Brent and $4/mmBtu for Henry Hub, both in 2015 prices, inflated for the remaining life of the asset

"(2016: $75 per barrel and $4/mmBtu, both in 2015 prices, from 2022 onwards). To determine recoverable

amount based on value in use, the price assumptions were inflated to 2023_ but from 2023 onwards were not

inflated. For both value in use and fair value less costs of disposal impairment tests, the price assumptions used -

for the five-year period to 2022 have been set such that there is a gradual transition from current market prices
to these long-term price assumptions, with the rate of increase reducing in the later years. These long -term price
«assumptlons are nominal and subject to penodlc review and revision.

Oil prices have firmed somewhat in the wake of the extension of OPEC and non-OPEC production cuts and
the gradual adjustment inoil inventories from elevated levels. BP's long-term assumption for oil prices is higher
than recent market prices, reflecting the judgement that recent prices are not consistent with the market bemg
able to produce sufficient 011 to meet global demand sustainably in the longer term.

US gas prices have been affected by short-term volatility in wmtel demand, although remain relatively muted.
BP's long-term price assumption for US gas is higher than recent market prices as US gas production is expected
to grow strongly, supported by increased exports of liquified natural gas, absorbing the lowest cost resources
and requiring increased investment in infrastructure.

The estimated future level of production is based on assumptions about future commodity prices, production
and development costs, field decline rates, current fiscal regimes and other factors. Reserves assumptions for
value-in-use tests are restricted to proved and probable reserves. < :

For value-in-use calculations, future cash flows are adjusted for risks specific to the cash-generating unit and
are discounted using a pre-tax discount rate. The pre-tax discount rate is based upon the cost of funding the
group derived from an established model, adjusted to a pre-tax basis, although other rates may be used if
appropriate to the specific circumstances. The discountrates applied in aSsessments of impairment are reassessed
each year. In cases where fair. value less costs to sell is used to determine the recoverable amount of an asset,
‘where recent market transactions for the asset are not available for reference, accounting judgements are made
about the assumptions market participants would use when pricing the asset. Fair value less costs to sell may
be determined based on similar recent market transaction data or using discounted cash flow techniques. Where
discounted cash flow analyses are used to calculate fair value less costs to sell, the dlscount rate used is the BP
group’s post-tax weighted average cost of capital. :

The discount rate used in performing value in use calculations in 2017 was 9%.

Details of impairment charges and reversals recognized in the profit and loss account are provided in Note 4
and details of the carrying amounts of assets are shown in Note 11.

Impazrment of financial assets

Judgements are required in assessing the recoverability of overdue trade ‘debtors and. determining whether a
. provision against the future recoverability of those debtors is required. Factors considered include the credit
rating of the counterparty, the amount and timing of anticipated future payments and any possible actions that
can be taken to mitigate the risk of non-payment.

14
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NOTES TO THE FINANCIAL STATEMENTS

Slgmf icant judgements and estimaltes: provisions :
The company holds provisions for the future decommissioning of oil and natuxal gas productlon facilities and

pipelines at the end of their economic lives. The largest decommissioning obligations facing the company relate o

to the plugging and abandonment of wells and the removal and disposal of oil and natural gas platforms and
pipelines. Most of these decommissioning events are many years in the future and the precise requirements that
will have to be met when the removal event occurs are uncertain. Decommissioning technologies and costs are
constantly changing, as well as political, environmental, safety and public expectations. The timing and amounts
of future cash flows are subject to significant uncertainty and estimation if required in determining the amounts
of provisions to be recognized. Any changes in the expected future costs are reflected in both the p10v1s1on
and the asset.

If 0il and natural gas production facilities.and pipelines are sold to third parties, judgement is retluired to assess
“whether the new owner will be unable to meet their decommissioning obligations, whether the company would
then be responsible for decommlssmnmg and if so the extent of that responsibility.

The provision for environmental liabilities is estimated based on cuirent legal and constructive requirements,

technology, price levels and expected plans for remediation. Actual costs and cash outflows can differ from
current estimates because of changes in laws and regulations, public expectations, prices, discovery and analysis
of site conditions and changes in clean-up technology.

. The timing and amount of future expenditures relating to decommissioning and environmental liabilities are
reviewed annually, together with the interest rate used in discounting the cash flows. The interest rate used to
determine the balance sheet obligations at the end of 2017 was a nominal rate of 2.5% (2016 a real rate of
0.5%), which was based on long-dated government bonds.

Further information on the company's provisions, including a s1grnﬁcant change in estimate in the year, is
provided in Note 16.

Significant estimate or judgement: deferred fax

Management judgement is required to determine the amount of defeired tax assets that can be recognized, based
upon the likely timing and level of future taxable profits. Details of deferred tax balances are provided in Note 8.
Signiﬁeant'accounting policies

Going concern

The directors have a reasonable expectation that the company has adequate resources to continue in operational
existence for at least the next 12 months from the date these financial statemeénts were approved and the financial
statements have therefore been prepared under the going concem basis.

Foreign currency

The functional and presentation currency of the financial statements is US dollars. The functional currency is

the currency of the primary economic environment in which an entlty operates and is nonnally the curr ency in .

which the entity pnmanly generates and expends cash.

Transactions in foreign c'unenc1es are initially recorded in the functional cunency by applying the rate of

exchange ruling at the date of the transaction, where this is not practical and exchange rates do not fluctuate
matenally the average rate has been used. Monetary assets and liabilities denominated in foxelgn currencies
are retranslated into the functional currency at the spot ‘exchange on the balance sheet date: Any resulting
exchange differences are included in the profit and loss account, unless hedge accounting is applied. Non-
monetary assets and liabilities, other than those measured at fair value, are not retranslated subsequent to 1mt1al
recognmon
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. NOTES TO THE FINANCIAL STATEMENTS
Investments -

Interests in joint arrangements
A joint arrangement is an arrangement in which two or more parties have joint control.. Joint control is the

contractually agreed sharing of control of an arrangement, which exists only when dec1s1ons about the relevant

activities require the unanimous consent of the parties sharing control.

Ajoint venture is a joint arr angement whereby the partles that have Jjoint control of the arrangemeut have nghts N

to the net assets of the anangement

A joint operation is a joint an’angement whereby the parties that have joint control of the arrangement have
rights to the assets, and obligations for the liabilities, relating to the arrangement. The company recognizes, on
a line-by-line basis, its share of the assets, liabilities and expenses of these joint operations incurred jointly with
the other partners, along with the company’s income from the sale of its share of the output and any liabilities
and expenses that the company has incurred in relation to the joint opetatlon

Intangible assets

»

Intanglble assets, other than goodwill, are stated at the amount mlually recogmzed less accumulated

amortisation and accumulated impairment losses.

For information on accounting for expenditures on the exploration for and evaluation of oil and natural gas
resources, see the accounting policy. for oil and natural gas exploratton appraisal and development expenditure
below

Intangible assets acquired separately from a business are carried initially at cost. The initial costis the aggregate
amount paid and the fair value of any other consideration given to acquire the asset. An intangible asset acquired

as part of a business combination is measured at fair value at the date of acquisition and is recognized separately o

from goodwill if the asset is separable or arises from contractual or other legal rights.

Intangible assets with a ﬁmte life are amortised on a snalg,ht-lme basis over their expected useful lives. For ' '

patents, licences and trademarks, expected useful life is the shorter of the duration of the legal agreement and
economic useful life, and can range from three to fifteen years. Computer software costs gener ally have a useful
life of thlee to five years.

The expected useful lives of assets are 1ev1ewed on an annual bas1s and, if necessary, changes in useful lives
are accounted for prospectively. :

The carrying value of intangible assets is 1ev1ewed for impairment whenever events or changes in circumstances

indicate the carrying value may not be recoverable.

Oil and natural gas explordtion, appratsal and development expenditure
Oil and natwral gas exploration, appraisal and development expendlture is accounted for usmg the p1mc1ples
. of the successful efforts method of accounting. '

-Licence and property acquisition costs . :
Exploration licence and leasehold property acquisition costs are initially capltallzed within intangible assets
and are reviewed at each reporting date to confirm that there is no indication that the carrying amount exceeds

the recoverable amount. This review includes confirming that exploration drilling is still under way or firmly-

_ planned or that it has been deterined, or work is under way to determine, that the discovery is economically
viable based on a range of technical and commercial considerations and sufficient progress is being made on
establishing development plans and timing. If no future activity is planned, the remaining balance of the licence
_ and property acquisition costs.is written off. Lower value licences are pooled and amortized on a straight-line
basis over the estimated period of exploration. Upon recognition of proved reserves and internal approval for
development the relevant expendlture 1s Uansfelred to tangible assets.
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NOTES TO THE FINANCIAL STATEMENTS

Exploratton and appraisal expendzture :
Geological and geophysical exploration costs are charged to the profit and loss account as incurred. Costs
- directly associated with an exploration well are capitalized as an intangible asset until the drilling of the well
is complete and the results have been evaluated. These costs include employee remuneration, materials and
fuel used, rig costs and payments made to coritractors. If potentially commercial quantities of hydrocarbons
are not found, the exploration well costs are written off. If hydrocarbons are found and, subject to further

' appraisal activity, are likely to be capable of commiercial development, the costs continue to be camed as an
asset. If it is determined that development will not occur then the costs are expensed.

Costs directly associated with appraisal activity undertaken to determine the size, characteristics and commercial

potential of a reservoir following the initial discovery of hydrocarbons, including the costs of appraisal wells
where hydrocarbons were not found, are initially capitalized as an intangible asset. When proved reserves of
oil and natural gas are determined-and development is approved. by management, the relevant expenditure is
transferred to tangible assets.

‘The determination of whether potentially economic oil and natural gas reserves have been discovered by an
exploration well is usually made within one year of well completion, but can take longer, depending on the
complexity of the geological structure. Exploration wells that discover potentially economic quantities of oil
and natural gas and are in areas where major capital expenditure (e.g. an offshore platform or a pipeline) would
be required before production could begin, and where the economic viability of that major capital expenditure
depends on the successful completion of further exploration or appraisal work in the area, remain capitalized
on the balance sheet as long as such work is under way or firmly planned.

Development expendtture :
Expenditure on the construction, installation or completion of infrastructure facilities such as platfonns
pipelines and the drilling of development wells, including service and unsuccessful development or delineation

wells, is capitalized within tangible assets and is depreciated fiom the commencement of production as described

below in the accounting policy for tangible assets.
'fangible assets’

Tangible assets are stated at cost, less accumulated depreciation and accumulated impairment losses. The initial
cost of an asset comprises its purchase price or construction cost, any costs directly attributable to bringing the
-asset-into the location and condition necessary for it to be capable of operating in the manner intended by
management, the initial estimate of any decommissioning obligation, if any, and, for assets that necessarily take

a substantial period of time to get ready for their intended use, directly-attributable finance costs. The purchase

price or construction cost is the aggregate amount paid and the fair value of any other consideration given to
acquire the asset. The capitalized value of a finance lease is also included within tangible assets.

Expenditure on major maintenance refits or repa1rs 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 is replaced
and itis probable that future economic benefits associated with the item will flow to the company, the expenditure
is capitalized and the carrying amount of the replaced asset is derecognized. Inspection costs associated with
major maintenance programmes are: capitalized and amortised over the period to the next inspection. Overhaul
costs for major mamtenance programmes and all other maintenance costs are expensed as incured.

Oil and natural gas properties, including related pipelines, are depreciated using a unit-of-production method.
The cost of producing wells is amortised over proved developed reserves. Licence acquisition, common facilities
and future decomm1ss1onmg costs are amortised over total proved reserves. The unit-of-production rate for the
depreciation of common facilities takes into account expenditures incurred to date, togethe1 with estimated
future capital expenditure expected to be incurred relating to as yet undeveloped reserves expected to be
processed through these common facilities.

The expected useful lives of tangible assets are reviewed on an annual basis and, if necessmy, changes in useful
~ lives are accounted for prospectively.
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The carrying amounts of tangible assets are reviewed for impairment whenever events or changes in
cucumstances mdlcate the carrying value may not be recoverable. :

An item of tangible assets is derecognized upon disposal or when no future economic benefits are expected to
arise from the continued use of the asset. Any gain or loss arising on derecognition of the asset (calculated as
the difference between the net disposal proceeds and the carrying amount of the 1tem) is included in the profit
and loss account in the period in which the item is derecognized. ‘ ‘

Impairment of intangible and tangible assets

The company assesses assets or groups of assets for impairment whenever events or changes in circumstances
indicate that the carrying value of an asset may not be recoverable, for example, changes in the company’s
business plans, changes in commodity prices, low plant utilization, evidence of physical damage or, for oil and
gas assets, significant downward revisions of estimated reserves or increases in estimated future development -
expenditure or decommissioning costs. If any such indication of impairment exists, the company makes an’
estimate of the asset’s recoverable amount. Individual assets are grouped for impairment assessment purposes
at the lowest level at which there are identifiable cash flows that are lar gely independent of the cash flows of
other groups of assets. An asset group’s recoverable amount is the higher of its fair value less costs to sell and
its value in use. Where the carrying amount of an asset group exceeds its recoverable amount, the asset group’
is considered impaired and is written down to its recoverable amount. In assessing value in use, the estimated
future cash flows are adjusted for the risks 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. Fair value
less costs to sell is identified as the price that would be received to sell the asset in an orderly transaction between
market participants and does not reflect the effects of factors that may be spec1ﬁc to the entity and not applicable
to entities in general.

An assessment is made at each reporting date as to whether there i$ any indication that previously: 1ecogmzed
impairment losses may no longer exist or may have decreased. If such an indication exists, the recoverable
amount is estimated. A previously recognized impairment loss is reversed only if there has been a change in
the estimates used to determine the asset’s recoverable amount since the last impairment loss was recognize’d
If that is the case, the carrying amount of the asset is increased to its recoverable amount. That increased amount
cannot exceed the carrying amount that would have been determined, net of deprec1at10n had no impairment

“loss been recogmzed for the asset in-prior years. Such reversal is recognized in profit or loss. After such a ‘
reversal, the depreciation charge is adjusted in future years to allocate the asset’s revised carrying amount, less
any res1dual value, on a Systematic basis over its 1ema1mng useful life:

Stqck

Stock, other than stock held for trading purposes, is stated at the lower of cost and net realizable value. Cost is.
determined by the first-in first-out method and comprises direct purchase costs, cost of production, transportation
and manufacturing expenses. Net reajizable value is based on estimated selling price less any further costs
expected to be incurred to completion and disposal. Net realizable value is determined by reference to prices
existing at the balance sheet date, adjusted where the sale of inventories aﬁel ther epomng period gives evidence
about their net realizable value at the end of the period.

Supplies are valued at the lower of cost on a weighted average basis and net realizable value.
Leases

Assets held under finance leases, which transfer to the company substantially all the risks and benefits incidental
to ownership of the leased item, are capitalized at the inception of the lease, with a corresponding liability being
recognized for the lower of the fair value of the leased asset and the present value of the minimum lease payments.
Lease payments are apportioned between the reduction of the lease liability and finance charges in the profit
and loss account so as to achieve a constant rate of interest on the remaining balance of the liability. Assets held
under finance leases are depreciated over the shorter of the estimated useful life of the asset and the lease term.
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NOTES TO THE FINANCIAL STATEMENTS

Leases where the lessor retains a significant portion of the risks and benefits of ownership of the asset are
classified as operating leases and rentals payable are charged in the profit and loss account on a straight line
basis over the lease term.

For all leases, contingent 1ents are recognized in the proﬁt and loss account in the penod in which they are’

- incurred.
Financial assets

Financial assets are recognized initially at fair value, normally being the transaction pn'ce plus, in the case of
* financial assets not at fair value through proﬁt or loss, directly attributable transaction costs.

The subsequent measurement of financial assets depends on their classification, as set out below. The company
derecognizes financial assets when the contractual nghts to the.cash flows expue or the financial asset is
transferred to a th1rd party

Loans and receivables

Loans and receivables are non- derivative ﬁnanclal assets with fixed or determinable payments that are not
.quoted in an active market. Suchassets are carried at amortised cost using the effective interest method if the
time value of money is significant. Gains and losses are recognised in the profit and loss account when the
loans and receivables are derecognised or impaired, as well as through the amortisation process. This category
of financial assets mcludes trade and other receivables.

" Financial assets at Jair value through prof it or loss

Financial assets, including financial guarantees, at fair value through ptoﬁt or loss are carried on the balance
sheet at fair value with gains or losses recognized in the profit and loss‘account. Derivatives, other than those

designated as effective hedging instruments, are classified as held for trading and are included in this category.
- Impaix'ment of financial assets

'The c'ompany assesses at each balance sheet date whether afinancial asset or group of financial assetsis impaited.
Loans and recetvabtes

If there is objective evidence that an 1mpamnent loss on loans and receivables carried at amortised cost has
been incuired, the amount of the loss is measured as the difference between the asset’s carrying amount and

the present value of estimated.future cash flows discounted at the financial asset’s original effective interest ..

rate. The carrying amount of the asset is reduced, with the amount of the loss Tecognized in the profit and loss
account. : '

Financial liabilities
The measurement of financial liabilities is as follows:

" F mancml liabilities at fair value through profit or loss

Financial liabilities, including financial guarantees, at fair value through profit or loss are e carried on the balarice

sheet at fair value with gains or losses recognized in the profit and loss account. Derivatives, other than those
designated as effective hedging instruments, are classified as held for trading and are included in this category.

Financial liabilities measired at amortised cost
Financial liabilities are initially recognized at fair value, net of transaction costs. For interest- bearmg loans and
borrowings this is the fair value of the proceeds received net of issue costs associated with the borrowing..

Afterinitial recognition, these financial liabilities are subsequently measured at amortised cost using the effective .

interest method. Amortised cost is calculated by taking into account any issue costs, and any.discount or premium
_ onsettlement: Gains and losses arising on the repurchase, settlement or cancellation of liabilities are recognized
respectively in interest receivable and similar income and mterest payable and similar charges
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ThlS category of financial liabilities includes trade and other payables and finance debt, except finance debt
de51gnated in a fair value hedge relanonsth

Offsetting of financial assets and liabilities

Financial assets and liabilities are presented gross in the balance sheet unless both of the followmg criteria are
met: the company curently has a legally enforceable nght to set off the recognized amounts; and the company
intends to either settle on a net basis or realize the asset and settle the liability simultaneously. If both of the
- criteria are met, the amounts are set off and presented net. A right of set off is the company’s legal right to settle
an amount payable to a creditor by applying against it an amount receivable from the same counterparty. The
relevant legal jurisdiction and laws applicable to the relationships between the pames are considered when
assessing whether a current legally enforceable right to set off exists.

" Provisions and contingent liabilities
Provisions are recognized when the company has a present legal or constructive obligation as a result of a past

event, it is probable that an outflow of resources embodying economic benefits will be requlred to settle the
obligation and a reliable estlmate can be made of the amount of the obligation.

If the effect of the time value of money is material, provisions are determined by discounting the expected

future cash flows ata pre-tax risk-free rate that reflects current market assessments of the time value of money.
Where discounting is used, the increase in the provision due to the passage of time is: recognized in the profit
and loss account. A provision is discounted using either a nominal discount rate of 2.5% (2016: 2%) or. a real
_ discount rate 0£ 0.5% (2016: 0.5%), as appropriate. Provisions are split between amounts expected to be settled
- within 12 months of the balance sheet date (current) and amounts expected to be settled later (ion-current). .

Contingent liabilities are possible obligations whose existence will only be confirmed by future events not
wholly within the control of the company, or present obligations where it is not probable that an outflow of
resources will be required or the amount of the obligation cannot be measured with sufficient reliability.
Contmgent liabilities are not recognized in the financial statements but are disclosed unless the p0551b111ty of
an outflow of economic resources is considered remote.

Decommissioning -

Liabilities for decommissioning costs are reco gnized when the company has an obligation to plug and abandon
a well, dismantle and remove a facility or an item of plant and to restore the site on which it is located, and
when a reliable estimate of that liability can be made. Where an obligation exists for a new facility or item of
plant, such as oil and natural gas production or transportation facilities, this liability will be recognized on

construction or installation. Similarly, where obligation exists for a well, this liability is recognized when it is -

drilled. An obligation for decommissioning may also crystallise during the period of operation of a well, facility

or item of plant through a change in legislation or through a-decision to terminate operations; an.obligation .

may also arise in cases where an asset has been sold but the subsequent owner is no longer able to fulfil its
decommissioning obligations, for example due to bankruptcy. The amount recognized is the present value of
the estimated future expenditure determined in accordance with the local conditions and requirements. The
provision for the costs of decommissioning wells, production facilities and pipelines at the end of their economic

lives is estimated using existing technology, at current prices or future assumptions, dependmg on the expected-

timing of the activity, and discounted using the real discount rate. The weighted average period over which
these costs are generally expected to be incurred is estimated to be approximately 11 years.

An amount equivalent to the decommissioning provision is recognized as part of the corresponding intangible
asset (in the case of an exploration or appraisal well) or property, plant and equipment. The decommissioning
portion of the property, plant and equipment is subsequently depreciated at the same rate as the rest of the asset.
" Other than the unwinding of discount on the provision, any change in the present value of the estimated
expenditure is reflected as an adjustment to the provision and the corresponding asset.
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Taxation
Income tax expense represents the sum of current tax and deferred tax.

Income tax is recognized in the profit and loss account, except to the extent that it relates to items recognized
in other comprehensive income or directly in equity, in which case the related tax is recognized in other
comprehensive income or directly in equity.

Current tax is based on the taxable profit for the period. Taxable profit differs from net profit as reported in the
profit and loss account because it is determined in accordarice with the rules established by the applicable
taxation authorities. It therefore excludes items of income or expense that are taxable or deductible in other
periods as well as items that are never taxable or deductible. The company’s liability for current tax is calculated
- using tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is provided, using the balance sheet methbd, on temporary differences at the balance sheet date
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognized for all tixable temiporary differences except:
»  where the deferred tax liability arises on the initial recognition of goodwill;
»  where the deferred tax liability arises on the initial recognition of an asset or liability in a transaction
© thatis nota business combination and, at the time of the transaction, affects neither accounting proﬁt
 nor taxable profit or loss; or
« in respect of taxable temporary differences assocrated with investments in subsidiaries and associates

and interests in joint arrangements, where the company is able to control the timing of the reversal of |

the temporary differences and it is probable that the temporary drfferences will not reverse in the
. foreseeable future. : :

Deferred tax assets are recognized for deductible temporary differences, carry-forward of unused tax credits
and unused tax losses, to the extent that it is probable that taxable profit will be available against which the
deductible temporary differences and the carry-forward of unused tax credits and unused tax losses can be
utilized. An exception is where the deferred tax asset relates to the deductible temporary difference arising
from the initial recognition of an asset or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither accounting profit nor taxable profit or loss.

In respect of deductible temporary differences associated with investments in subsidiaries and associates and

_ interests in joint arrangements, deferred tax assets are recognized only to the extent that it is probable that the .
* temporary differences will reverse in the foreseeable future and taxable profit will be available against which
- the temporary differences can be utilized. ' ! : :

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that

it is no longer probable that sufficient taxable’ proﬁt will be available to al]ow all or paft of the deferred tax-

asset to be utilized.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period when
the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the balance sheet date. Deferred tax assets and liabilities are not discounted.

Deferred tax assets and liabilities are offset only when there is a legally enforceable right to set off current tax
assets against cuirent tax liabilities and when the deferred tax assets and liabilities relate to income taxes levied
by the same taxation authority on either the same taxable entity or different taxable entities where there is an

intention to settle the current tax assets and habrhtles onanet basrs or to realize the assets and settle the liabilities ‘

srmultaneously
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Where tax treatments are uncertain, if it is considered probable that a taxation éuthority will accept the company's

* proposed tax treatment, income taxes are recognized consistent with the company's income tax filings. If it is

not considered probable the uncertainty is reflected using either the most likely amount or an expected value,
depending on which method better predicts the resolution of the uncertainty. :

Customs duties and sales taxes

Customs duties and sales taxes which are passed on to customers are excluded from turnover and expenses.
Assets and liabilities are recognized net of the amount of customs duties or sales tax except:

*  Where the customs duty or sales tax incurred on a pmchase of goods and services is not recoverable from
the taxation authority, in which case the customs duty or sales tax is recogmzed as part of the cost of
acquisition of the asset.

** Receivables and payables are stated w1th the amount of customs duty or sales tax mcluded

) 'Ihe net amount of sales tax recoverable from, or payable to, the taxation authonty isincluded w1thm recelvables '
- or payables in the balance sheet. : :

Turnover

Turnover is measured at the fair value of the consideration received or receivable and represents amounts
receivable for goods or services p10v1ded in the normal course of busmess net of discounts, customs dutles

* and sales taxes.

Turnover associated with the sale of oil, natural gas liquids, liquefied natural gas, petroleum and chemical
products and all other items is recognized when title passes to the customer. '

Generally, turnover from the production of oil and natural gas propelties in which the company has an interest -

with joint operation partners is recognized on the basis of the company’s working interests in those properties
~ (the entitlement method). Differences between the production sold and the company's share of production
- (under/overlifts) are included as an adjustment to turnover and held on the balance sheet-at market value.
Interest income
Interest income is recognized as the interest accrues using the effective interest rate — that is the rate that exactly
_discounts estimated future cash receipts through the expected life of the financial mstnunent to the net cmrymg
: amount of the financial asset. ~
Research costs
- Research costs are expensed as incurred.
Fi.nance costs
Finance costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use, are added to the cost

of those assets until such time as the assets are substantially ready for their intended use. All other finance costs
are recognized in the profit and loss account in the period ini which they are incurred.
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NOTES TO THE FINANCIAL STATEMENTS
Turnover

Sales of goods which is stated net of value added tax; represents amounts mvmced to thnd pames and group
compames Turnover is realised entirely in the upstream business.

An analysis of the c'ompany’s turnover s as follows:

2017 - 2016
S ' - o "$000 ~ $000
Sales of goods - : : - 16,697 . 21,415

" Overlift - ’ . ' .. (N13) . (324) -
- A @ T 15984 21,091
. Interest receivable and similar income (Note 6) K © 1,087 407,

17,071 21,498

areas.
Turnover is attributable to one continuing activity, the production and sale of hydrocarbon produets. -
Operating profit

This is stated after charging / (crediting): '

2017 2016
: '$000- . $000 -
Operating lease payments: : o
Plant & machinery - : o 4366 5,087
Net foreign exchange losses / (gains) S A 108 : (389)
Research and development costs ekpensed . : i - 140 14
Depreciation of tangible assets (Note 11) oo ' _ . 4,261 5,988
Revelsal of mlpaument of tangible assets (Note 11) ‘ , _ — - (27.804)
Auditors’ remuneration
2017 2016
_ : . - : - $000- $000
Fees for the audit of the company.’ _ - -6 6

Fees paid to the company's auditor, Emnst & Young LLP, and its associates for services other than the statutory
audit of the company are not disclosed in these financial statements since the consolidated financial statements
of BP Amoco Exploration (Faroes) Limited’s ulumate parent, BP p.l.c., are required to dlsclose non-audit fees
on a consolidated basis.

The fees were borne by another gl‘oup company.

Interest receivable and similar income

2017 2016
' _ : “$000 - $000
Interest income from amounts owed by group undertakings : ) : 1,087 407 .
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' NOTES TO THE FINANCIAL STATEMENTS A
- Interest payable and similar charges
| | 2017

2016
: 4 i , - $000 $000
Unwinding of discount on provisions (Note 16) . : A : A 180 259

Taxation

_ _The company is a member of a group for the purposes of relief within Part 5, Corporation Tax Act 2010.

The taxation charge / (credit) in the profit and loss account is made up as follows:

2017

o 2016
~ Current tax . . o ~ $000 $000
" UK tax undexprovxded n pr101 years ' : o 1,470 1,083

. Total cwrrent tax charged : o ' o 1,470 1,083
Deferred tax , ’

. Origination and reversal of temporary differences : (1,472) 8,530
Effect of decreased tax rate on opening liability .‘ B o . = 1,979
Adjustments in prior year temporary differences i o 1,169 —
Total deferred tax (credited) / charged . - - (303) 10,509

" Tax (credited) / charged on profit. - L - 1,167 11,592

(a) Reconciliation of the effective tax rate

The tax assessed on the profit for the year is higher (2016 higher) than the standard rate of corporation tax in

the UK of 19.25% for the year ended 31 December 2017 (2016: 20%). The differences are reconciled below:

2017

2016
' . o $000 $000
~ Profit before taxation o ' 3,149 33,993
- Tax charge / (credit) . : S - T 1,167 11,592
. Effective tax rate S B A o 37% 34%
2017 2016 -
: ~ . - : % %
UK statutory corporation tax rate: . o - '19.25 20
“ Increase / (decrease) resulting from: '
Non-deductible expenditure - - o : I\ —
Free group relief - L . ' L (42 @)
- UK Supplementary tax on North Sea pr ofits , : - (12) - 6
Ring Fence Tax rate differences R . - a1s) 6
Adjustments to tax charge in respect of prevmus years : : ' 84 . 9
Effective tax rate . I . _ 37 34
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.Change in corporation tax rate

The UK corporation tax rate reduced to 19% with effect-from 1 April 2017, and will further reduce to 17%
from 1 April 2020. Deferred tax has been measured using these rates, which have been substantively enacted

at 31 December 2017.

(b) Provision for deferred tax

The deferred tax included in the profit and loss account and balance sheet is as follows:

Profit and loss account

Balance sheet

Defertred tax asset . | ‘ 4 . 2017 2016 A 2017 2016
o : : $000 - $000 $000 - $000
Decommissioning and other provisions } 200 (5.590) 13,907 14,105
Tax losses carried forward ‘ ' L — : 7 7 7
Net credit for deferred tax assets .~ 200 . (5,583) 13,914 14,112 .
. Profit and loss account Balance sheet
Deferred tax liability _ - 2017 . 2016 2017 © 2016
: | . - $000 - $000 - $000 $000
Accelerated capital allowances . o (1,503) (4,926) (13,228) (14,729)
Net provision for deferred tax liabilities (503 (4,926) (14,228)° (14,729) . =
Net deferred tax (charge) and net deferred tax , :
asset / (hablhty) . (303) (10,509) (319) (617)
Analysis of ‘movements during the year:
_ 2017
" $000
-At 1 January (617)
- Deferred tax credited in the pioﬁt and loss account 303
(314

At 31 December _

9. Directors and empioyees

(@ Remuneration of directors

None of the directors received any fees or remuneranon for services as a dlrectm of the company durmg the

financial year (2016 $Nil).
(b) Employee costs

The company had no employees during the year (2016: None).
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NOTES TO THE FINANCIAL STATEMENTS

' - 10.  Intangible assets.

Exploration

At 31 December 2016

26

, ‘ . . . ‘ - expenditure
Cost 3 - ) : ' ’ - $000
At 1 January 2017 =~ ‘ : : I 1,471
At 31 December 2017 B ‘ : ‘ 1,471
Amortisation : : A
At 1 January 2017 . : ' '_ : : (1,471
At 31 December 2017 : _ - - (147
Net book value . A .. ) | I ,
At 31 December 2017 . S T =
At 31 December 2016 : : e : _

| 1. - -Tangibie assets
Oil & gas
_ ~ _ properties
Cost - S . ' , : $000
At 1 January 2017 ' ' - 215,033
Additions + = 655
Changes in decommissioning provision (258)
- At 31 December 2017 215,430
Depreciation . o
At 1 January 2017 (177,935)
Charge for the year (4,261)
At 31 December 2017 (182,196) .
Net book value e
- At 31 December 2017 33,234
At 31 December 2016 37,098
Capitalised interest included above are as follows:
‘ Net book
value
Capitalised interest $000
At 31 December 2017 43
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Stocks
2017 2016
. . ) $000 - - $000-
Raw materials and consumables ‘ : S 95 - 95
" Crudeoil : “ o S ' 605 1,001

700 1,096

‘The difference between the carrying value of stocks and their replacement cost is not material.
" Debtors

Amounts falling due within one yeax': o
: 2017 2016

Restated
- : _ . $000 © $000°
Trade debtors. , S . 62 - 200

Amounts owed from parent undertakings | s : 100,070, . 96,965
S o S 100,132 97.165

A reclass1ﬁcanon of prewously reported amounts for 2016 has been made from amounts owed from parent
. undertakmgs falling due after one year, to amounts owed from parent undertakings falling due within one year.
. This had no effect on the company ’s profit for the year ended 31 December 2016 or the company’s net assets
_as at 31 December 2016. Please see Note 21.

" Creditors

Amounts falling due within one year: o A
| 2017 2016

A 4 , $000 $000

‘Trade creditors - R S 992 279

Amounts owed to parent undertakings : ‘ 2,181 - 1,987
Amounts owed to fellow subsidiaries o o ‘ - 2435 4,848

Other creditors : S 308 208

" Taxation o ‘ o 2,553 . 1,083

Total creditors ’ L v .- 8469 8,405
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NOTES TO THE FINANCIAL STATEMENTS

s

Obligétions under leases

_ Operating leases o :
* Operating lease payments represent rentals payable by the company for certain of its plant and machinery.
" Leases are negotiated for an average term of two years and rentals are reviewed annually’ w1th an OpthD to

extend for a funher two years at the then prevalhng market rate.

Operating leases which expire:-
Within 1-year

Inlto5S yeafs

After 5 years

Other provisions

At 1 January 2017
Exchange adjustments

Changes, in provision - recognised within tangible asset:

Unwmdmg of discount .
At 31 December 2017

At 31 December 2'017.
Cwrent

Non-curent

" At 31 December 2016

Current

Non-current

~ Atthe balance sheet date, the company had outstanding commitments for future minimpm lease payments under
non-cancellable operatmg leases, Wthh fall due as follows:

2017 2016.
‘Plant & Plant &
machinery machinery
~$000 $000 -
3,064 4,165
11,685 12,936
9,395 —
24,144 17,101
* Decom-
missioning Other ‘Total
$000 - $000 . $000
34845 - 422 35,267
e 42 42
(258) — (258)
180 - 180
34,767 464 35,231
— 464 464
34,767 — 34,767
34,767 464 35,231
— 1422 422
134,845 — 34,845
34,845 422 - 35,267

Decommissioning provision cost estimates are reviewed regularly and the latest review has been undertaken
after the balance sheet date in the second quarter 0£2018. The timing and amount of estimated future expenditures
has been re-assessed and discounted to determine the present value. The present value of the decommissioning

" provision has been determined by discounting the estimated cash flows expressed in expected future prices,
i.e. taking account of expected inflation, at a nominal discount rate (2.5%). In previous reviews, the company -

estimated future cash flows in real terms i.e. at current prices and dlscounted thern using a real discount rate

(0 5% as at 31 December 2017)
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19.

20.

NOTES TO THE FINANCIAL STATEMENTS

>

The decommlssmmng provision as.at 31 December 2017 has been updated to reflect the irhpact of the latest |

review performed in the second quaner of 2018. The impact was a reduction in the provision of $1.9 million,
with a similar reductlon in the carrying amount of property plant and equipment.

The other prov1s1on of $464 000 relates to subsea powe1 restormg prolect wh1ch is expected to be setﬂed in

2018

Called up share capital

2017 - - 2016

$000 $000 -
Issued and fully paid: ' ’
37 346,259 01dma1y shares of £1 each for a total nominal value of o
£37,346, 259 o L 60,192 60,192
Reserves
Called up share capital

‘The balance on the called up share capital account represents the aggregate nominal value of all ordinary shares

lIl issue.

Prof t and loss account
The balance held on this reserve is the 1etamed profits of the company.

In 2017, the company paid interim ordinary dividends of $3,000, 000 (2016 $N11) The d1v1dend per shme was
$0.08 (2016 dividend pex share: $0.00). - : ‘

Related party transactlons
The company has taken advantage of the exemptlon contained within palaglaphs 8(k) and (j). of FRS 101, and
has not disclosed transactions entered into with wholly-owned group companies or key management pel sonnel.

Thele were no other related party transactions in the year.

Off-balance sheet arrangements

The company enters. into operating lease arrangements for the rental of buildings and plant and equipment as |

these arrangements are a cost efficient way of obtaining the short-term benefits of these assets. The operating

" lease charges for the year are disclosed in Note 4 and the whole obligation under these arrangements is dlsclosed

in Note 15. There are no other material off-balance sheet arrangements.
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22,

| | 'NOTES TO THE FINANCIAL STATEMENTS
~ Comparative figures )

* Certain prior year figures have been re-presented to enable meaningful comparison within the 2017 financial
statements. This had no impact on the profit and loss for the year or net assets.. As a result, certain line items

have been amended in the balance sheet and the related notes in the financial statements. Please see Note 13.

In 2017, the company reviewed its Internal Finance Account (IFA) agreements with BP International Ltd. As
aresult of this review IFAs were determined to be contractually repayable on demand, consequently they-have
been classified as amounts falling due within one year. The comparative figures in these financial statements
have been re-presented to reflect this. The following table summarizes the impact of the 1e-presentat10n on the

i company's balance sheet

Amounts falling due within one year:

2016 2016 2016

~ $000 $000 $000
As previously . Re- .
~ reported presentation - As restated
Trade debtors ' . 200 0 — 200
. Amounts owed from palent undertakmgs » ‘ —_ 96,965 96,965
: 200 96,965 97,165
Amounts falling due aﬁer one year: ’
| 20i6 2006 2016
$000 $000 ' $000
As previously Re-
_ ‘ reported presentation As restated
Amounts owed from parent undertakings 96,965 (96,965) —_
Total debtors S 97165 — 97,165

Immediate and ultimate controlling parent undertaking ‘

The immediate parent under’takmg is BP Exploratlon Opelatmg Company Lmnted a-company reglsteled n
England and Wales. The ultimate controlling parent undertaking is BP p.l.c., a company registered in England
and Wales, which is the parent undertaking of the smallest and largest group to consolidate these financial
statements. Copxes of the consolidated financial statements of BP p.Lc. can be obtained from its registered

_ address 1 St James’s Square London SW1Y 4PD.
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