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BP AMOCO EXPLORATION (FAROES) LIMITED

(Registered No.00856444) '

" ANNUAL REPORT AND FINANCIAL STATEMENTS 2018
Board of Dxrectors A D Flores

The directors present the strategic report,‘their report and the audited financial statements for the year ended
31 December 2018. »
‘ STRATEGIC REPORT

Results

The profit for the year after taxation was $12,;149,000 which, when added to the retained profit brought forward
at 1 January 2018 of $29,860,000, glves a total retained proﬁt carried forward at 31 December 2018 of
'$42 009, 000 '

Prmcupal achvity and review of the business

The company is engaged in the exploration for and the productlon 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:

2018 2017 Variance

i o $000 $000 . %
Turmover ’ ’ . 22,628 15,984 42
Operating profit - C 9,848 2,242 339
Profit for the ye 2,149 1,982 513
B IHHWI Il |H|P||\|}H|| -
' 3 : ,
z
2 ) 2018 2017 Variance
o " 26/09/2019 #106 v % % - '
Quick ratio COMPANIES HOUSE 915 1,182 77%

J

Turnover has increased primarily as-a result' of higher average oil price and higher production. Oil and gas
_ production increased to 311 mboe during 2018 from 310 mboe in 2017. The average realised price for oil was
$73.27/bbl in 2018, while in 2017 it was $55.47/bbl.

During 2018, the company made an opereit'mg profit of $9,848,000 compared to an operating profit 0f$2,242,000

in 2017. This was mainly driven by the increase in turnover (2018:$22,628,000 and 2017: $15,984,000) and

the company réceived the proceeds from the settlement of insurance claim amounting to $854,000 regarding
* the dropped riser in 2016. : ' :

Quick ratio is defined as current assets (excluding stocks (crude oil, raw materials and consumables) debtors
" fall due after one year, derivatives and other financial instruments falling due after one year and deferred tax
assets), divided by current liabilities. :

Prmcnpa] risks and uncertamtles

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

]
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STRATEGIC REPORT

— Thernskslisted below,. separately..omn comblna_t,lpn,.could ha,ueﬂaﬂmgt_eggl ,a_dy-erse effect on th tbe, implementation
of the company’s strategy, business, financial performance, results of operations, cash flows, liquidity, prospects,
shareholder value and returns z and reputation. Unless stated otherwise, further details on these risks are included
within the risk factors in the strategrc report of the BP group Annual chort and Formi 20-F for the year ended

31 December 2018.

Strateglc and commercia! 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.

Au,es.s, renewal and reserves progression
The company’s inability to access, renew and progress upstream resources in a tlmely manner could adversely
‘affect its long-term replacement of reserves.

The impact of the UK's exit from the EU ‘

" Following the referendum in 2016, BP has been assessing the potential impact of Brex1t on group companies.
BP has been preparing for different scenarios for the UK's exit from the EU but does not believe any of these
scenarios will pose a significant risk to the business. The BP board's geopolitical committee discussed this,
mostrecently inMay 2019. BPcontmues tomonitor developments inthis area in line with group risk management
processes and procedures.

Joint arrangements and contractors .
The company may have limited control over the standards, operatlonb and comphance of its partners, contractors
and sub-contractors.

Digital inﬁ astruitm -e and cybersecurity
- Breach of the company s digital secuuty or failure of its digital infrastructure could damage its opérations and
reputatlon

Climate change and the tr ansmon to a lower carbon ewnamy :
Policy, legal, regulatory, technology and market change related to the issuc of climate change could increase
costs, rcducc dcmand for our products, reduce revenue and limit growth opportunities.

. Crisis management and business connmuty
Potentlal disruption to the company ’s business and operations could oceur if it does not ‘address an incident
effectrvely

Insurance.

The BP group’s insurance strategy could expose the BP group to material uninsured losses which in tumn could
adversely aftect 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 nsks that could result in

regulatory action, legal lrablhty, increased costs, damage to its reputation and potentrally denial of its licence
" to operate.

Drilling and production
Challengmg operational environments and other uncertamtxes cdn impact dnllmg and production activities. .

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

i
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STRATEGIC REPORT
Compliaﬁce and control risks

Regulation
Changes in the regulatory and legislative environment could i increase the cost of compllance affect the
company ’s provisions and limit 1ts access to new exploration opportunmes

Ellucal misconduct and non-complzance

‘Ethical mlsconduct or breaches of applicable laws by the company’s busiriesses or its employees could be
damaging to its reputation, and could result in litigation, regulatory action and penalties.

Reporting

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 relating to commodity prices and foreign currency
exchange rates. Further details on these financial risks are included within Note 29 of the BP group Annual
Report and Form 20-F for the year ended 31 December 2018. ' '

Authorized for issue by Order of the Board
-DocuSigned by:. .
(Tlomas
02DCOB592A9A4A4 ..
For.and on behalf of

Sunbury Secretaries Limited
Company Secretary

‘September 26, 2019

Registéred Office:

Chertsey Road
* Sunbury on Thames S ' A oo
Middlesex
TW16 7BP
United Kingdom
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DIRECTORS'REPORT

.BP AMOCO EXPLORATION (FAROES) LIMITED
Dircctors .
The present d_'iréctors are listed on page 1.

AD Flores was appointed as a director during the financial year. Changes sinice 1 January 2018 arc as follows:

' . o Apgointea , . Resigned
A D Flores . ‘ : 9 April 2018 —
D J Lynch ; ' — 3] December 2018

"M J Thomas ‘ S e —  15March 2018
Directors' indemnity

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

The cérﬁpany has not declared any dividends during the year (2017: $3,000,000). The directors do not propose '
the payment. of a dividend. ‘

Financial instruments
In accordance with section 414C of the Companics Act 2006 the directors have inc¢luded information regarding
financial instruments as required by Schedule 7 (Part 1.6) of the Large and Medium-sized Companies and
Groups (Accounts and Reports) chulatlons 2008 in the strateglc report under Financial risk management.
Future -developments
The directors aim to maintain the management policics which have resulted in the company"é growth in recent
~ years. They believe that thc company is in a good position to take advantage of ahy opportunities which may
- arise in the future ) : :
Itis the intention of the directors that thé business of the company will continuc for the foreseeable future. = -
Research and development
Research and developmient 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 entiti¢s which are expected to benefit from those developments are in the future.
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DIRECTORS' REPORT

Directors’ statement as to the diSclosp_re of information to the auditor ) '

The directors who were members of the board at the time of approving the directors’ repoit 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 bellef there is no information rclevant to the preparatlon of
the auditor’s repon of which the company ’s audltor is unaware; and

«  Each director has taken all the steps a director might reasonably be expccted to ’héve; taken tojbe aware of'
relevant audit information and to-establish that the company’s auditor is aware of that information.

Authorized for issue by Order of the Board

— DocuSigﬁed by:

(Ttomas
02DCOBS592A8A4A4...
For and on behalf of ,
Sunbury Secretaries lelted
Company Secretary

September 26, 2019 v

Registered Office:

Chertsey Road
Sunbury on Thames
Middlesex

TW16 7BP

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

BP AMOCO EXPLORATION (FAROES) LIMITED

The directors are respon31ble for preparing the Stratcglc chort the Directors’ Report and the fmancxal
staterments in accordance with apphcablc UK law and regulations. . -

Companx.law réquircs the directors to preparc financial statcments for each financial year. Under that law the - -
dircctors have clected to prepare the. financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United ngdom Accounting 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 truc and fair vicw 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: : i . ’ ' '

.» select suitable accounting policies and then apply them consistently;
+  makc 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-concém basis unless it is inappropriate to presume that
* the company w1ll continue in busmess

The directoi‘s are responsiblc for keeping adequate accounting records that are sufficient to show and explain

the company’s transactions and disclosc with rcasonable accuracy at any time the financial position of the

company and enable them to ensure that the financial statements comply with the Companics Act 2006. They

are also responsible for safeguarding thc asscts of the company and hence for taking reasonable steps for the
: preventlon and detection of fraud and other lrregulantles

The dlrectors 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 preparmg.
the ﬁndncml statements.

o1t
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INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS OF BP AMOCO EXPL.ORATION !FA-ROES) LIMJTED

Opinion :
In our opinion the financial statements of BP.Amoco Exploration (Faroes) lelted(the company):
+ give a true and fair view of the state of the company ’s affairs as at 31 December 2018 and of its profit for the
year then ended;
+ have been properly prepared in accordance with United Kingdom Generally Accepted Accountmg Practice,
including Financial Reporting Standard 101 “Reduced Disclosure Framework”; and
» have been pr_epared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements which compnse
» the profit and loss account;
+ the statement of comprehensive income;
+ the balance sheet; _
*+ the statement of changes in equity; and
"+ therelated notes 1 to 21. :

The financial reporting framework that has been applied in their preparation is appllcable law and United Kingdom
Accounting Standards, including Financial Reporting Standard 101 “Reduced’ Dlsclosure Framework” (United ngdom
Generally Accepted Accountmg Practice). :

" Basis for oplmon
We conducted our audit in accordance with International Standards on Audntmg (UK) (ISAs (UK)) and appllcable law.
. Our responsibilities under those standards are further described in the auiditor’s responsibilities for the audlt ofthe ﬁnanc1al
-statements section of our report. :

We are independent of the company in accordance withthe ethical requirements thatare relevant to our audit of the financial

siatements in'the UK, including the Financial Reporting Council's (the ‘FRC’s”) Ethical Standard, and we have fulfilled

our other ethical responsibilities in accordance with these requirements. We believe that the audit evndence we have obtained
. is sufficient and appropriate to provnde a basis for our opinion. g

Conclusions relating to going concern
We are required by [SAs (UK) to report in respect of the followmg matters where:

 the directors’ use of the going concern basis of accountmg in preparatlon of the financial shtements is not
appropnate or

+ the directors have not djsclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorized for issue.

We have nothing to-reporl in respect of these malters.

Other information o

The directors are responsible for the other information. The other information comprises the information included ‘in the
annual report; other than the financial statements and our auditor’s report thereon. Our opinion on the financial statements
does not cover the other information and, except to the extent otherwise explicitly stated in our report, we do not express
any form of assurance- conclusxon thereon

In connection with our audit of the financial statements, our responsxblllty is to read the other information and, in doing
50, consider whether the other information is material ly 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 this other information, we are required to report that fact.

We have nothing to report in respect of these matters.
' Responsibilities of directors

- As explained more fully in the statement of directors’ responsibilities, the dlrectors are responsnble for the preparatlon of
the financial statements and for being satisfied that they give a true and fair view, and for such internal control as the

017
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INDEPENDENT AUDITOR'S. REPORT

duectors determine.is necessary. to.enable the. preparanon.of_ﬁnanmaLstatements that ane,&ee_from material mlsstatement
whether due to fraud or error.

In preparing the ﬁnancial statemenis 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 concem basis of accounting
ualess the du'ectors either intend to hqmdate the company or to cease operations, or have no realistic altemanve 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

misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect

a material misstatement when it exists. Misstatemenls 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 decxsmns of users taken on.
the basis of these financial statements

A further description of our responsnbllltles for the audit of the financial statemeants is located on the FRC’s websnte at:
www.frc.org. uk/audlto rcsponmbllmee This descrlptlon forms part of our audltor s report.

Report on other legal and regulatory requircments

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 ﬁnancnal year for which the financial
statements are prepared is consistent with the financial statements; and .
. the strategic report and the dircctors’ report have been prepared in accordance with applicable legal reqmrements

In the light of the knowledge and undershndmo of the compmy and its'environment obtaincd in the coursc of the audit,
we have not identified any material misstatements in the strategic report or the directors’ report.
Matters on which we are requnrcd to rcport by cxccptlon
Under the Companies Act 2006 we are required to report in respect of the following maiters if, in our opinion:

+ - adequate accounting records have not been kept, or returns adequate for our audit-have not 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. °

We have nothing to report in respect of these matters.

Use of our report : :

This report is 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 arc
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 opuuons we have formed.

DocuSlgned by:
Graluam tollis
DBDBDOBSCB524AA. ..

September 26, 2019
Graham Hollis ACA ' ‘ (Senior Statutory Auditor)

for und on behalf of Deloitte LLP . Statutory Auditor
Aberdeen, United Kingdom : '
8
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PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2018

‘BPAMOCO EXPLORATION (FAROES) LIMITED .

2018 2017

. : Note $000 - $000
Turnover ' ', o3 22,628 15,984
Cost of sales . ' BT : (13,464) (13,644)
‘Gross profit " 9,164 2,340

" Distribution and marketing expenses ' : : an (7

. Administrative expenses . ‘ . (153) (81)
Other operating income. ' , ' 854 : —
.Operating profit o : 4 ©9848 2242
Interest receivable andfsimilar income : A - ' 6 - 2,118 . 1,087

- Interest payable and similar expenses : - 7 " (259) (180)
Profit before taxation - S - 114,707 3,149

" Tax on profit ) ) ' c ‘ _ 8. 442 . (1,167)

Profit for the year C S o T 12,149 1,982

lThe profit of $12,149,000 for the year ended 31 ,Decemb'efAZO] 8 was derived in its entirety from continuing
operations. ’ ‘ . ' ‘

STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2018 -

BPAMOCO EXPLORATION (FAROES) LIMITED

There is'no comprehensive income attributablé to the shareholders of the company other thai the profit for the
year. )
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Voo BALANCE SHEET
._AT 31 DECEMBER 2018
BP AMOCO EXPLORATION (FAROES) LIMITED
(Registered N0.00856444) ‘

. o 2018 2017

: . Note © $000 $000
Fixed assets ' ' o ‘

. Tangible assets, 11 . 32,323 33,234.
o 32,323 33,234

Current assets R . :

Stpcks , S e ‘ ‘ S VN - 915 700
Debtors - amounts falling due: within one year . , 13 118,144 100,132
Deferred tax assets - o : ‘ 8 1,128 —

\ - ' s 120,187 100,832
Creditors: _émounts falling duc within on¢ year ' 14 (12,844) ' . (8,469)
Net current assets ‘ . : . 107,343 - 92,363

. TOTAL ASSETS LESS CURRENT LIABIL‘IT_IES . : . 139,666 - 125,597 V
" Provisions for liabilities and charges , : o
Deferred tax liability’ . S : ‘ 8 ' — (314)
"Other provisions .+ ' S B 16 . (37,465) (35,231)

 NETASSETS e e 102201 90,052 .
Capital and reserves - ' _
Called up sharc capital , o 17 60,192 160,192
Profit and loss account’ ) . _ 18 . . 42,0Q9 29,860
90,052 -

TOTALEQUITY =~ L ' 102,201

Authorized for issue on behalf of the Boérd

@n’d Flons

645C517FDBOBACD...

A DFlores -
. Director’ .
September 26, 2019

10 .
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STATEMENT-OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2018

BP AMOCO EXPLORATION (FAROES) LIMITED

Called up

Profit and
share loss
~ capital account
(Note 17)  (Note 18) Total
$000 -~ $000 $000
Balance at 1 January 2017 - o 60,192 30,878 91,070
- Profit for the year, representing total compreliensive income . C— 1,982 1,982
Dividends paid A o ' — (3,000) (3,000).
Balance at 31 December 2017 . ; o , 60,192 29,860 90,052
Profit for the year, represeiting total comprehensive income — 12,149 12,149
~ Balance at 31 December 2018 ’ , . : . 60,192 42,009

102,201

Rt
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NOTES TO THE FINANCIAL STATEMENTS

EOR.THE YEAR ENDED.31. DECEMBER.2018

BP AMOCO EXPLORATION (FAROES) LIMITED

1.  Authorisation of financial statements and statement of compliance with Financial Reporting Standard
" 101 Reduced Disclosure Framework (FRS 101)

The financial statements of BP Amoco Exploration (Faroes) Limited for the year ended 31 December 2018
were approved by the board of directors on 26 September 203 @] the balance sheet was signed on the board’s
behalf by A D Flores. 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 Kingdom. Thesc
financial statements were prepared in accordance with Financial Reporting Standard 101 'Reduced Dlsclosure
Framcwork' (FRS 101) and the. provisions of the Companies Act 2006. '

2. ‘S_|gmficant accounting policies, ]udgements, estlmqtes and assumptnons

The significant accounting policies and critical accounting judgements, estimates and assumptions of the
company are sct 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 gcnerally bascd on the fair valuc of the
conmderanon given in exchange for the assets.

’ The accounting policies that follow have been consnstently appliedtoall years presented except where otherwise
indicated. .

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

(a) the 1equ1rements of lFRS 7 Financial Instruments: Disclosures;
(b) thc requircments of paragraphs 91 — 99 of IFRS 13 Fair Value Measurement;
(c) the requirements of paragraphs 10(d), 10(f), 16, 38A, 38B, 38C, 38D, 40A, 4OB 40C, 40D, 111 and
134 to 136 of IAS 1 Prcscntation of Financial Statements;
(d) the requirement in paragraph 38 of IAS 1 Presentation of Financial Statements to present comparatlve
information in respect of:
(i)’ . paragraph 79(4)(1v) of 1AS 1;
.(ii) paragraph 73(e) of IAS 16 Property, Plant and Equipment;
(iii).' . paragraph 118(e) of IAS 38 Intangible Assets;
(e) the requirements ol TAS 7 Statement of Cash Flows; '
(® the requirements of paragraphs 30 and 31 of IAS 8 Accounting Pohcnes Changeq in Accounting
- Estimates and Errors in relation to standards not yet effective;
(g) the requirements of paragraph 17 and 18A of IAS 24 Related Parcy Disclosures;
(h) the requirements 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 which is a party to the transaction
" is wholly owned by such a member;
(i): the requirements of paragraphs 130(f)(ii), 130(f)(iii), 134(d) to 134(t) and 135(c) 135(e) of IAS. 36,
Impairment of Assets;
(j) the requirement of the second sentence of paragraph 110 and paragraphs 113(a); 114, 115, 118,
119(a) to (c), 120 to 127 and 129 of IFRS 15 Revenue from Contracts with Customers.
‘Where required, equivalent dlsclosures are given in the group ﬁnanc1a1 statements of BP p.l.c. The group
. financial statements of BP p.l.c. are avallable to the public and can be obtamed as set out in Note 21,
12 :

pTT
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NOTES TO THE FINANCIAL STATEMENTS

'The financial statements are presented in US dollars and all values are rounded to the nearest thousand dollars
(3000), except where otherwise indicated.

Critical accounting policies: use of judgements, 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 financial statements and
the reported amounts of revenues and expenses during the period. Actual outcomes could differ from the.
estimates and assumptions used. The ctitical judgements and estimates that could have a significant impact on

- the results of the company are set out below and should be read in conjunction with the mformatlon provnded
in the Notes to the financial statements.

Sign,iﬁcantjudgement: oil and natural gas accounting

The determination of whether potentially economic oil and natural gas reserves have been discovered by an
exploration well is usuaily- made within one year after well completion, but can take longer, depending on the

complexity-of the geological structure. Exploration wells that discovér potentially economic quantitiés 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 thisis 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: recoverability of asset carrying values

Determination as to whether, and how much, an asset is impairéd 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-
and-demand conditions for crude oil, natural gas and refined products.

The recoverable amount of an asset is the higher of its value in use and its fair value less costs of disposal. Fair
value less costs of disposal may be determined based on expected sales proceeds or similar recent market

transaction data or, where recent market transactions aré not available for reference, using discounted cash flow
techniques. Where discounted cash flow analyses are used to calculate fair value less costs of disposal, estimates
are made about the assumptions market part1c1pants would use when pricing the asset containing goodw1ll and
the test 1s perfonned on a post-tax basns

Details of the carrying amounts of assets are shown in Note 10 and Note 11.

The estimates for assumptions made in impairment tests in 2018 relating to discount rates, oil and gas propeities
and oil and gas prices are discussed below. Changes-in the economic environment or other facts and
circumstances may necessitate revisions to these assumptions and could result in.a material change to the

carrying values of the company's assets within the next financial year.

13
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NOTES TO THE FINANCIAL STATEMENTS

Discount rates

For dxscounted cash flow calcu]atlons future cash flows are adjusted for risks specnﬁc to the cash-gencrating
unit. Value-in-use calculations are typically discounted using a pre-tax discount rate based upon the cost of
funding the BP group derived from an established model, adjusted to a pre-tax basis. Fair value less costs of
disposal calculations use the post-tax dlscount ratc.

The discount rates appli edin impairment tests are reassessed each ycar. In 2018 the post-tax discount rate used
- was 6% (2017 6%) and the pre-tax discount rate was 9% (2017 9%). Where the asset is located in a country
which is judged to be higher risk an additional 2% premium was added to the discount rate (2017 2%). The
judgement of classifying a country as higher risk takes-into account various economic and geopolitical factors.
Oil and natural gas properties :
For oil and natural gas properties, the expected future cash flows are estimated using management’s best estimate
of future oil and natural gas prices and reserves volumes. The estimated futurc level of production is based on
assumptions about futurc commodity prices, production and development costs field decline rates, current
i sca] regimes and other factors.

Reserves assumptions for value-in-use tests reflect the reserves and resources that management currently intend
to develop. See also Significant cstimate: cstimation of oil and natural gas reserves.

When estimating the fair value of Upstrcam asscts, assumptions reflect all reserves and resources that -
management believe a market participant would consider when valuing the asset, which in some cases are
broader in scope than the reserves used in a value-in-use test.

. Therecoverable amount of oil and gas properties is determined using a combination of inputs including rescrves
and production volumes. Risk factors may be applied to reserves and resources which do not meet the criteria
to be treated as proved. The interdependency of these inputs, risk factors and the wide diversity of our oil and
gas properties limits the practicability of cstimating the probability or extent to which the overall recoverable
amount is impacled by changes to one or more of the underlying assumptions. : '

The recoverability ot intangible exploration and appraisal expenditure is covered under Oil and natural gas
exploranon appraisal and development. cxpendxturc below.

Oil and gas prices :

- The long-term price assumptions used to determme recoverable amount based on value-in-use impairment tests
trom 2024 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 (2017 $75 per barrel and $4/mmBtu, both in 2015 prices, from

12023 onwards). The price assumptions used for the five-year period to 2023 have been set such that there is a

-gradual transition from current market prices to the long -term price assumptions as noted above with the rate -
of increase reducing in the-later years : :

Oil prices rebounded in 2018 in the face of cooperative production restrain from OPEC and some non-OPEC

producers, but weakened late in the year as production restraint eased and US supply recorded record growth. . -

* 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 being able to produce sufficient oil to meet global demand sustainably
in the longer term, especially given the financial requirements of key low-cost oil producing economies.

US gas prices remained relatively low for much of 2018, before increasing temporarily in the final quarter due
to a combination of low storage and cold weather. Strong growth of low-cost supply. helped to moderate prices
through much of the year. BP's long-term price assumption for US gas is higher than recent market prices as
'US gas demand is expected to grow strongly, both-domestic demand as well as exports of liquefied natural gas,
absorbing the lowest cost resources from the sweet spots, and forcing producers to go to more expensive/drier
gas, as well as requiring increased investment in infrastructure.

14

P17



DocuSign Envelope ID: 6295CD0OC-FE37-45F9-BA07-9DCEG6C64E35

NOTES TO THE FINANCIAL STATEMENTS

Oil and natural gas reserves

In addition to oil and gas prices, significant technical and commer01al assessments are required to determine
the group’s estimated oil and natural gas reserves. Reserves estimates are regularly reviewed and updated.
Factors such as the availability of geological and engineering data, reservoir performance data, acquisition and
divestment activity and drilling of new wells all impact on the determination 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 commercxal assessments based on convennonal industry practlce and
regulatory requirements.

Reserves assumptions for-value-in-use and fair value tests reflect the reserves and resources that management
-currently intend to develop. The recoverable amount of oil and gas properties is determined using a combination
of inputs including reserves, resources and production volumes. Risk factors may be apphed to reserves and
resources which do not meet the criteria to be treated as proved.

The interdependency. of these inputs, risk factors and the wide diversity of BP's oil and gas properties limits
the practicability of estimating the probability or extent to which the overall recoverable amount is impacted .
by changes to one or more of the underlying assumptions. The recoverable amount of oil and gas properties is
primarily sensitive to changes in the Jong-term oil and gas price assumptlons Management do not expect a
change in these long-term price assumptions within the next financial year that would result in a material
impairment charge. However, sensitivity analysis may be performed ifa specific oil and gas propertyis identified-
to bave low headroom above its carryuag amount.

Information on the carrying amounts of the company’s oil and natural gas properties, together w1th the amounts
recognized as depreciation, depletion.and amortization is contained in Note 11.

Significant judgements and estimates: provisions

The company holds provisions for the future decommissioning of oil and natural gas production facilities and
pipelines at the end of their economic lives. The largest decommissioning obligations facing the company relate

" 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 t0 be recognized. Any changes in tbc expected future costs are reﬂected in both the provision
and the asset. : :

If oil and natural gas production facilities:and pipelines are sold to third parties, judgement is required to assess
whether the-new owner will be unable to meet their decommissioning obligations, whether the comipany would
then be responsible for decommissioning, and if so the extent of that responsibility.

The provision for environmental liabilities is estimated based on current legal and constructive requirements,
technology, price levéls 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 te_chnology.

Change in significant estimate - decommlsswnmg provzszon -
The timing and amount of future expenditures relating to decommissioning and environmental liabilities are
reviewed annually, together with the rate used in discounting the cash flows. The discount rate used to determine
the balance sheet obligations at the end of 2018 was a nominal rate of 3.0% (2017: 2. 5%) which was based
on long-dated government bonds. '
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Stgmf cant ]udgement deferred tax

Management Judgement is required to determine the amount of deferred tax assets that can be recogmzed based
upon the likely timing and level of future taxable profits. Details of deferred tax balances arc provided in Note 8.

Significant accounting policics

Going concern

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

Foreign currency

The functional and presentation currency of the financial statcments is US dollars. The functional currency is
the currency of the primary economic environment in which an entity operates and is normally the currency in

which the entlty priinarily gererates and expends cash.

Transactions in foreign -currencies are initially recorded in the functional currency by applying the rate of

‘exchange ruling at the date of the transaction. Where this is not practical and exchange rates do not fluctuate

materially the average rate has been used. Monetary assets and liabilities denominated in foreign cuirencies

- are rétranslated 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 initial
recogpition.

Investments

Interests II1_]OUH arrangements

.'A joint arrangement is an arrangement in which two or morc partics have jOl[lt control. Joint control is the

¢ontractually agrced sharing of control of an arrangement, which exists only when decisions about the relevant
activities require the unanimous consent of the parties sharing control.

A joint venture is @ joint arrangement whereby the parnes thal have Joml control of the arrangement have rights
to the net assets of the arrangement.

_ A joint operation is a joint arrangemedt whereby the parties that have joint control of the arrangemént have,

rights to the assets, and obligations for the liabilities, relating to the arrangement. The company recognizes, on
a line-by-liné 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 habllmes ,
and expenses that the company has incurred in relation to the Jomt operahon ‘

Intangible assets _

Intangiblc "asscts, other ‘than goodwill, arc stated at thc amount initially" recognized, less accumulated
amortization 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 exploration, appraisal and devclopment expenditure

below.
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Intangible assets are carried initially at cost unless acquired as part of a business combination: Any such asset

is measured at fair value at the date of the business combination and is recogmzed separately from goodwill if
~ the asset is separable or arises from contractual or other legal rights.

Intangible assets with a finite life are amortized on a straight-line 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 gcnerally have a useful

life of three to five years. :

The expected useful lives of. assetsand the amortization method are reviewedon an annual basis and, if necessary,
changes in useful lives or the amortization method are accounted for prospectively.

The carrying value of intangible assets is reviewed for impairment whenever events or changes in circumstances
indicate the carrying value may not be recoverable.

Oil and natural gas exploration, appraisal and (Ieveloﬁl)terlt expenditure
Oil and natural gas exploration, appraisal and development expenditure is accounted for using the principles .
of the successful efforts method of accounting as described below.

Licence and property acquisition costs
Exploration licence and leasehold property acquisition costs are initially capitalized wnthm mtanglble asséts
and are reviewed at each reporting date to confirm that there i 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 determined, or work is under way to detenmine, 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 remain‘ing 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 expenditure is transferred to tangible assets.

Exploration and appraisal expenditiire
Geological and geophysical exploration costs are charged to the profit and loss account as 1ncurrcd 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 contractors. If potentially commercial quantitics of hydrocarbons
are not found, the exploration well costs are written off. If hydrocarbons are found and, subject to fuither
appraisal activity, are likely to be capable of commercial development, the costs continue to be carried 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 expendlture is
transfeired to tangxble 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 capltahzed
on the balance sheet as long as such work is under way or ﬁrmly planned.

Development expenditure
Expenditure on the. construction, installation or completion of infrastructure facilities such as platforms
pipelines and the drilling of develop_ment wells, including service and unsuccessful development or delineation
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e eewells, is capitali'ied within tangible assets and.is depreciated from the commencement of production as described ...
below in the accounting policy for tangible assets. ' :
Tangible 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 attributablc 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 décommissioning obligation, if any, and, for assets that necessarily take
a substantial penod of time to get ready for their intended use, directly-attributable finance costs. The purchase :
price or construction cost is the aggregatc 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 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 is replaced
and it is 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 amortized over the period to the next inspection. Overhaul
costs for major mamtenance programmes, and all other maintenance costs are expensed as incurred. '

Oil and patural gas properues including related pipelines, are deprecnatcd using a unit-of-production method.
The cost of producing wells is amortized over proved developed reserves. Licence acquisition, common facilities

- and futurc dccommissioning costs are amorlized over total proved reserves. The unit-of-production rate for the
depreciation of common facilities takes into account expenditurcs incurred -to date, together with estimated
future capital expenditure expected to be incurred relating to as yet undeveloped reserves expected 'to. be
processed through thiese common facilities.

The expected useful lives and depreciation method of tangible assets are revicwed on an annual basis and, if
necessary, changes in useful lives or the depreciation method are accounted for ‘prospectively.

The canymg amounts of tangiblc asscts arc rcv1cwcd for 1mpd|rmenl whenever eveils or changes in
circumstances indicate the carrying value may not be recoverable.

An item of tangible assets is derecognized upon disposal or when no future economic benefits arc 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 item) is included in the profit
and loss account in the penod in which the item is derecogmzed '

. Impairment of intangible and tangible assets
The company assesses assets or groups of assets for impairment whenever events or changes in circumstanccs
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 mcreases in estimated future development
expenditurc or decommissioning costs. If any such indication. of 1mpa1rment exists, the company makes an
estimate of the asset’s recoverable amount. Individual assets are grouped for impairment asscssment purposes
at the lowest level at which there are identifiable cash flows that are largely 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 that are not reflected in the dlbcount rate
“and are discounted to their present value typically 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 specific to the entity and not applicable to entities in general.
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An assessment is made at each reporting date as to whether there is any indication that previously recognized
impairment losses may no longer exist or may have décreased If such an indication exists, the recoverable
amount is estimated. A previously recognized impairment loss i 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 recognized.
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 depreciation, had no impairment.
‘loss been recognized 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 rev1sed carrying amount less
any residual value, on a systematic ba51s over its remaining useful life.

[

Stock

Stocks, other than stocks held for trading purposes, are 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 realizable 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 after the reporting 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

Agreements inder which payments are made to owners in return for the right to use a specific assetare accounted
for as leases. Leases that transfer substantially all the risks and rewards of ownership are recognized as finance .
leases. All other leases are accounted for as operating leases.

Finance leases are capitalized at the commeéncement of the lease term at the fair value of the leased item or, if
lower, at the present value of the minimum lease payments. Finance charges are allocated to each period so as
to achieve a constant rate of interest on the remaining balance of the liability and are charged directly against
income. Capitalized leased assets are depreciated over the shorter of the estimated useful life of the asset or the
lease term. Operating lease payments are recognized as an expense on a straight-line basis over the lease term
except where capitalized as exploration or appraisal expenditure.

For all leases, contmgent rents are recognized in the proﬁt and loss account in the penod in which they are '
incurred.

Financial assets

Financial assets are recognized initially a fair value, normally being the transaction price. In the case of financial
assets not at fair value through profit or loss, directly attributable transaction costs are also included. o

The subsequent measurement of financial assets depends on their classification, as set out below. The company
derecognizes financial assets when the contractual rights to the cash flows ‘expire or the financial asset is
transferred to a third party. This includes the derecognition of receivables for which discounting arrangements
are entered into.

~ From 1 January 2018, the-company classifies its financial assets as measured at amortized cost or fair value
through profit or loss. The classification depends on the business model for managing the financial assets
and the contractual cash flow characteristics of the ﬁnancnal asset.

F manczal assets measured at amortized cost

Financial assets are classified as measured at amortized cost when. theyare heldina busmess model the objective
of which is to collect contractual cash flows and the contractual cash flows represent solely payments of principal
and interest. Such assets are carried at amortised cost using the effective interest method if the time value of
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money.is significant. Gains and losses.are recognised in the profit and loss account when the. loans andreceivables
- are derccognised or impaired, as well as through the amortrsatron process. This category of financial assets
includes trade and other receivables.

Financial assets measured at ﬂur value through prof t or loss

Financial assets are classified as measured at fair value through profit or loss when the asset does not meet the

criteria to be measured at amortized cost. Such assets are carried on the balance sheet at fair value with gains

or losses recognwed in the income statement. Derivatives, other than those designated as effective hedging
" instruments, are mcluded in this category.

lm‘pair-ment of ﬁnancial assets measured at amortized cost

The company assesses on a forward looking basis the expected credit losses associated with financial assets
classificd as mcasured at amortized cost at cach balance shect date. Expected credit losses arc measured bascd
on the maximum contractual period over which the company is exposed to credit risk. Since this is typically -
less. than 12 months, there is no significant differcnce between the measurement of 12-month and lifetime
expected credit losses for the company's in-scope financial assets. The measurement of expected credit losses
is a function of the probability of default, loss given default and exposure at default. The expected credit loss
is estimated as the difference between the asset's carrying amount and the present value of the future cash flows
the company expects to receive, discounted at the financial asset's original effective interest rate. The carrying
amount of the asset is adjusted, with the amount of the impairment gain or loss recogmzed in the- proﬁt and
loss account.

Financial Liabilitics
The measurement of financial liabilities is as follows:

Financial liabilities measured at fair value through profit or loss 4
' Financial liabilities, including financial guarantees, that meet the definition of held for trading are classified as
measured at fair value through profit or loss. Such liabilities 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 instroments, are included in this category. '

Financial liabilitiecs measured at amortized cost

Financial liabilities are initially recognized at fair value, net of directly attnbutable transaction costs. For interest-
bearing loans and borrowings this.is typically equivalent to the fair value of the proceeds recelved net of issue
costs associated with the borrowing.

After initial recognition, these financial liabilities are subsequently measured at amortized cost using the
effective interest method. Amortised cost is calculated by taking into account any issue costs, and any discount
or premium on settlement. Gains and losses arising on the repurchase, settlement or cancellation of liabilities
are recognized respectively in interest receivable and similar income and interest payable and similar charges.
This catcgory of financial liabilitics includes trade and other payables and finance debt, except finance debt
designated ifi a fair value hedge relationship. ' 4

Offsctting of financial asscts and liabilitics

Financial assets and liabilities are presented gross in the balance sheet unless both of the following criteria are
met: the company currently hasa legally enforceable right 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. Aright 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 parties are considered when
assessing whether a current legally enforceable right to set off exists. : :
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Provisions and contingent liabilities

Provisions are 'recognizéd 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 required to settle the .
obligation and a reliable estimate 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 at a 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. Provisions are discounted using a nominalA discount rateé of 3.0% (2017 2.5%).

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 (non-current)

Contingent liabilities are possible obligations whose exiAstence 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.
Contingent liabilities are not recognized in the financial statements but are disclosed unless the possibility of
an outflow of economic resources is considered remote. '

Decommissioning

Liabilities for decommissioning costs are recognized 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 itein 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 fuifil 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 plpelmes at the end of their economic
lives is estimated using existing technology, at future prices, depending on the expected timing of the activity,
and discounted using the nominal discount rate. The weighted average period over which these costs are
generally expected to be incurred is estimated to be approximately 10 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 corfesponding asset where that asset is
generating or is expected to generate future economic benefits.

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 accordance with the rules established by the applicable
taxation authorities. It therefore excludes items of income or expense that are taxable or deductible in other
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periods as well as itéms that are never taxable or deductible. The company ’s llablhty for current tax is calculated

using tax rates and laws that have been enacLed or substantlvely enacted by the balance sheet date.

Deferred tax is prowded using the balance sheet method, on temporary dlfferences at the balance sheet date
between the tax bases. of assets -and liabilities ‘and their carrying amounts for financial reportmg purposes.
Deferred tax liabilities are recognized for all taxable temporary 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
that is not a business combination and, at the time of the transaction, affects neither accountmg profit
nor taxable profit or loss; or

« In respect of taxable temporary differences associated 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 differences will not reverse in the
foresceable 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 a_gainst'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
t1mc of the transactlon, affects ncrthcr accounting profit nor taxablc profit or loss.

In respect of dediictible temporary diffcrences associated with investments in subsidiarics and associates and
interests in joint arrangements, deferred tax assets are recognized only to the extent that it is probable that the
temporary diftfcrences will reverse in the foresceable tuture and taxablc profit will be avalldblc against which
the lempomry differences can be ullhzed

- 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 or increased to the extent that it is probable that sufﬁcrent taxable profit w1ll be available
to allow all or part of the deferred tax asset to be utilized.

" Deferred tax asscts and liabilitics are mcasu.rcd at the tax rates that arc cxpected 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 liabilitics arc offset only when there is a legally enforceable right to set off current tax
assets against current 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 eatity or different taxable entities where there is an
intention to settle the current tax assets and liabilities on a net basis or to realize the assets and settle the liabilities
snmultaneously

Where tax treatments are uncertain, ifit is considered probable that a taxation authority 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 resolutlon of the uncertainty.

Customs duties and sales taxes

- Customs duties and sales taxes that are passed on or charged to customers are excluded from turnover and
expenses. Asscts and liabilitics arc rccognizcd nct of the amount of customs dutics or sales tax except:

. Customs duties or sales taxes incurred on the purchase of goods and services which are not recoverable
from the taxation authority are recognized as part of the cost of acquisition of the asset.
» Receivables and payables are stated with the amount of customs duty or sales tax included.
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NOTES TO THE F[NANCIAL STATEMENTS :

The net amount of sales tax recoverable from or payable to, the taxation authority is included w1thm recelvables
or payables in.the balance sheet

Turnover

Revenue from contracts with-customers is recognized when or as the company satisfies a performance obligation
by transferring control of a promised good or service to a customer The transfer of control of 6il and natural
gas usually coincides with title passing to the customer and’the customer taking physical possession. The
company principally satisfies its performance obligations at a point in time; the amounts of revenue recognized
.relating to performance obligations satisfied over time are not significant. '

When, or as, a performance obligation is satisfied, the company recognizes as reverue the amount of the
transaction price that is allocated to that peiformance obligation. The transaction price is the amount of
consideration to whichi the company expects to be entitled. The transaction price is allocated to the performance
obligations in the contract based on standalone selling prices of the goods or'services promised.

Contracts for the sale of commaodities are typieélly priced by reference to quoted prices. Révenue from term
commodity contracts is recoghized based on the contractual pricing provisions for each delivery. Certain of
these contracts have pricing terms based on prices at a point in time after delivery has been made. Revenue
from such contracts is initially recognized based on relevant prices at the time of delivery and subsequently
adjusted as appropriate.

Where the company acts as agent on behalf of a third party to procure or market energy commodities, any
associated fee income is recognized but no puichase or sale is recorded:

Revenue associated with the sale of oil and natural gas is included on a net basis in turnover.

- 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 ﬁnancnal instrument to the net carrying
amount of the financial asset.
Research costs
Research costs are expensed as incurred.
Finance 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 réady for their iritended 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 thie profit and loss account in the period in which they are ircurred.
Impact of new International Finan_'cial Reporting Standards
The company adopted two new accounting standards issued by the IASB with effeci from 1 January 2018,
IFRS 9 ‘Financial instruments’ and IFRS 15 ‘Revenue from contracts with customers’. There aré no other new
or amended standards or interpretations adopted during the year that have a significant impact on the financial -

statements.

The adoption of IFRS 9 has had no material impact on the company's financial statements. ' '
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NOTES TO THE FINANCIAL STATEMENTS

"IFRS 15 'Revenue from Contracts with Custoniers'

IFRS 15 “Revenue from Contracts with Customers’ was issued in May 2014 and replaced IAS 18 “Revenue’

* and certain other standards and intcrpretations. IFRS 15 provides a single modcl for accounting for revenuc
arising from contracts with customers, focusing on the identification and satisfaction of performance obligations.

- The company adopted [FRS 15 from 1J anuary 2018 and applied the modlﬁed retrospectlve transition approach
to implementation.

The company s revised accounting pohcy in relation to revenue is prov1ded above. A disaggregation of revenue
is prov1ded in note 3

. The company identified certain minor changes in accounting relating to its revenue from contracts with
. customers but the new standard had no material effect on the company’s net assets as at 1 January 2018 and so -
no transition adjustment is presented :

The most sigm'ﬁcant change identified is the accounting for revenues relating to oil and natural gas properties
in which the company has an interest with joint operation partners. From 1 January 2018, the company ceased
‘using the catitlement method of accounting under which revenue was rccognized in relation to the company's
entitlement to the production from oil and gas properties based on its working interest, irrespective of whether -
- the production was taken and sold to customers. In its 2018 financial statements the company has recognized
revenue when sales are made to customers; production costs have been accrued or deferred to reflect differences
between volumes taken and sold to customers and the company's ownership interest in total production volumes.
Compared.to the company’s previous accounting policy this may result in timing differences in respect of
revenues and profits recognized in each period, but there will be no chahge in the total revenues and profits
over the duration of the joint operation. The impact on the financial statements for the year ended 31 December
' 2018 was not material.
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NOTES TO THE FINANCIAL STATEMENTS
3. - Turnover

Sales of goods, which is stated net of valué added tax, represents amounts where the performance obligation
of a contract has been met with third parties and group companies.

An analysis of the ‘con'lpany’s‘tumov_er is as folloWs:

2018 2017
. $000 $000
Revenue from contracts with customers ' ‘ . - 22,628 —.
Sales of goods o ' ' o —_ 16,697
Overlift ' . . : : — o (713)
o 22,628 15,984
Other operating income : A - 0 854 —
Interest receivable and smular income (Note 6) 2,118 1,087
' ‘ - 25,600 17,071

The country of origin is the UK geographic area and destination is the UK and North-West Europe geographic
areas. ' :

Turnover is attributable to one continuing acfivity, the production and sale of hydrdc’:arbon plddllcté Turnover
is recognised at the performance obligation of delivery to the end buycr being the pomt risk and reward has
tranisferred in accordance with the sales contract.

4. Operating proﬁt
This i$ stated after charging / (crediting):

2018 2017

w ‘- : . $000 $000

Operatmg lease payments o Co ' ' .
Plant & machinery e : : ' 2,704 4,366
Net foreign exchange (gains) / losses : _ (24) - 108
Research and development.costs expensed . 64 140
Depreciation of tangible assets (Note 11) ‘ 4917 . 4,261

5. . Auditor’é remuneration

2018 2017
: ' L , . - $000 $000
Fees for the audit of the company - o ' _ 5 6

Fees paid to the company's auditor, Deloitte LLP (2017 Emst & Young LLP) and its associates for services

other than the statutory audit of the conipany are not disclosed in these financial statements since'the consolidated

financial statements of BP Amoco Exploration (Faroes) Limited’s ultimate parent BP p L.c., are required to
. disclose non-audit fees on a consolidated basxs

The fees were borne t?_y another group cpmpan_y:

- 6. . Interest receivable and similar income

2018 2017

: : _ ‘ ~$000 $000
Interest income from amounts owed by group undertakings 4 2,118 - . 1,087
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NOTES TO THE F[NANCIAL STATEMENTS -

7. Interest payable and similar expenses

2018 - 2017

o o | L 5000 $000
- Unwinding of discount on provisions (Note 16) ' . 259 . 180

8.  Taxation
The company is a member of a group for the ;')u_rposcs‘of relief within Part 5, Corporation Tax Act 2010. -

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

2018 12017

Current tax : D o , $000 $000
UK tax underprovided in prior years o . 1,000 1,470
Total current tax charged o I . " 1,000 1,470
Deferred tax . - ) . _ ‘
Origination and reversal of temporary differences I (Jf ,421) (1,472)
Adjustmcnts in prior ycar temporary di fferences o I _ (21) 1,169
Tofal deferred tax credited oo ' ' (1,442) - (303)
- Tax (credited) / charged on profit _ : . (442) 1,167

(a) Reconcjliation of the cffective tax rate

The tax asscssed on the profit er';hc year is lower (2017: higher) than the standard rate of corboration tax in
the UK of 19% for the year ended 31 December 2018 (2017: 19.25%). The differences are reconciled below: -

. 2018 - 2017
. : . - $000 " $000 -
Profit beforc taxation . : ' . - 11,707 3,149 .
Tax (credit) / charge : i . (442 1,167
Effective tax rate . a . o . (D)% 37%
2018 . - 2017
: : ) % ‘ %
- UK statutory corporation tax rate:. ' : - 19.00- 19.25
Increase / (decrease) resulting from: ) : )
Non-deductible expenditure ) ) S— ,. 1
Free group relief B ' o (25) T (42)
.'UK Supplementary tax on North Sea profits - : 4 ' 3) 12y
ng Fence Tax rate differences » ' : ' o 3) 13) -
- Adjustments to tax charge in respect of prevnous years S 8 A .84
Effective tax rate , o R 37
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NOTES TO THE FINANCIAL STATEMENTS

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 2018.

(b) Provision for deferred tax

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

‘ . ) _ Profit and loss ac¢ount : Ralance sheet
Deferred tax asset ' : 2018 2017 2018 2017
; ‘ $000 ~$000 © $000 $000
Decomm1551onmg and other provnslons : (1,079) 200 14,986 13,907
* Tax losses carried forward . o (26) — 32 7
- Net credit for deferred tax assets (1,105) © 200 15,018 ° 13,914
o Profit and loss account . Balance sheet
Deferred tax liability » 2018 2017 . 2018 2017
- ' $000 $000 $000 $000
" Accelerated capital allowances (337) (1,503) (12,890) '(13,228)
Other taxable temporary differences = ' — 1,000 (1,000) (1,000)
‘Net provision for deferred tax liabilities (337) (503) (13,890) - (14,228)
.. Net defen ed tax (credit) and net deferred tax . : :
asset / (liability) i (1,442) - (303) 1,128 (314)
Analysis of movements during the year:
2018
: . 4 ‘ $000
At 1 January 2018 : ‘ o . : (314)
Deferred tax credited in the profit and loss account ' 1,442
At 31 December 2018 ’ C 1,128

9. . Directors and employecs
(a) Remuneration of directors

‘ None of the directors received any feés or remuneration for qualifying servxces as a d1rector of the company
during the fi nanmal year (2017: $Nil). - » ~

D J Lynch, who served as a director during the year, was also a director of BP Exploration Operating
Company Limited in whose accounts information required by- the Companies Act 2006 as'regards to -
emoluments is given. ‘

(b) Employee costs

The company had no employees during the year (2017: None).
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NOTES TO THE FINANCIAL STATEMENTS |

———10.—_Intangible.assets:

28

‘Exploration
: - expenditure
~ Cost . - $000°
At 1 January 2018 1,471
At 31 Dccember 2018 1,471
Amortisation” )
At 1 January 2018 (1,471)
At 3] December 2018 . (471
‘Net book Qalue '
At 31 December 2018 _
At 31 December 2017 —
11. " Tangible assets
Oil & gas
: - properties
. Cost $000
At 1 January 2018 215,430
Additions 1,567.
Changes in decommissioning provision 2,439
At 31 December 2018 ' 219,436
. Depreciation }
~ At ] January 2018 (182,196)
Charge for the year 4.917)
At 31 December 2018 (187,113)
Net bobk value - : o
-At 31 December 2018 - 32,323
At 31 December 2017 33,234
- Capitalised interest included above are as follows:
Net book
: . value
Capitalised interest $000
At 31 December 2018 37
At 31 December 2017 43

At
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NOTES TO THE FINANCIAL STATEMENTS

12. Stocks |
R 2018 2017
' 4 : S , $000 $000
Raw materials and consumables - . , o ' _ .96 . 95
Crude oil. - L o , CL 819 605 .

915 700

The differencé between the carrying value of stocks and their replacement cost is not material.
'13.  Debtors

"Amounts falling di]e; witﬁin one year: .
2018 2017

, ‘ . i . , o $000 $000
Trade debtors B ' : ' _ 3217 62
Amounts owed from parent undertakings o . 117,815 100,070~
‘Other debtors o ' . L ' o 2 e

- Total debtors. ‘ . ' _ 118,144 100,132
14.  Creditors
Amounts falling due within one year: 4 _
2018 2017
: . . ‘ $000 $000
Trade creditors . : o s —_ 992
Amounts owed to parent undertakings S ’ o B 2,632 . 2,181
Amounts owed to fellow subsidiaries - . T 6442 ‘2,435
Other creditors S , . : 217 308
Taxation : ’ ' , o 3,553 2,553
Total creditors - H 12,844 8,469
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15. -

NOTES TO THE FINANCIAL STATEMENTS

Obligations under leases

_ Operating leases

Operating leasc payments represent rentals payable by the company for certain of its plant and machlnery Leases
are negotiated for an average term of two years and rentals arc réviewed annually with an option to extend for a
further two ycars at thc then prcvaJhng market rate.

At the balance sheet date, the company had outstanding commitments for future minimum lease payments under -
non-canccllable operating leases, which fall due as follows: ‘

2018 . . 2017

Plant & Plant &

- machinery machinery

: , $000 - $000

Opcrating lcascs which expire: ‘ o L o ,

Within 1 year . - o I . 1,247 . 3,064
‘In1to 5 years I e - T 4212 11,685
After 5 years _ - o . 2,192 9,395
: : T 7,651 24,144

Lower future minimum lease payments are-due to the decrease in rates in2018.

In the case of an operating lease entéred into by the company as the operator of a joint operation‘ ‘the amounts
included in the totals disclosed represent the net operating lease expense and net futurc minimuim lcasc payments.
These net amounts are after deducting amounts rmmburscd ortobe rmmburxed by Joml operators, whether the

joint operators have co- S|gned the lease or not.

Where the company is not tb'e operator of a joint operation, the company’s share of thie lease éxpense and future -
minimum lease payments is included-in the amounts shown, whether the company has co-signed the lease or not.
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16.

17.:

'NOTES TO THE FINANCIAL STATEMENTS

“Other proﬁsions

At 1 January 2018

.Exchange adjustments -

New or increased provisions:
Charged‘ to profit and loss account
Recogmzed within tangible assets

" Unwinding of discount

At31 December 2018

"At 31 December 201 8
Current oo

Non -current

At 31 December 2017
Current .
‘Non-current

Decom- : B
~ missioning Other . Total
$000 $000 ~$000
34,767 - 464 35,231

— (10) (10) .

- - (454) (454)
2,439 — 2,439
© 259 — 1259 .
37,465 — 37,465
67 — 67
37,398 — 37,398
37,465 — 37,465

— 464 464
34,767 — 34,767
34,767 : . 464 35,231

For information on significant Judgements and estimates made in relatlon to prov151ons see Provisions within

Note 2.

Decommissioning provision cost estimates are reviewed regularly and a review was-undertaken in the second
quarter of 2019. The timing and amount of estimated future expenditures were re-assessed and discounted to
determine the present value. The impact of the review was an increase in-the provision of $7.7 million, with a
similar increase in the carrying amount of tangible assets. The decommissioning prov151on asat3] December

_ 2018 has been updated to reflect the impact of the latest review performed

The other provision of $464,000 in 2017 relates to subsea power restoring pﬁrojeet which was settled in 2018

as new Processing and Operating Services Agreement was signed in December 2018.

Called up share capital

Issued and fully pald

. 37,346,259 Ordinary sheres of £1 each for a total nommal value of

£37 346 259

31

2017

2018
$000 $000
60,192 60,192
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' 'NOTES TO THE FINANCIAL STATEMENTS

ReserVes

18,

19

20. -

21.

Called up share capxtal :
The balarice on the called up share cap:tal account represents the aggregate nominal value ofall ordmary shares

- in issue.

Profit and loss account ‘
Thc balance held on this reserve is the retained proﬁts of the company.

In 2018, the company did not pay any ordmary dividends (2017 $3,000,000). The dividend per share was $0.00
(2017 dividend ; per share: $0. 08)

. Related party transactlons

The company has taken advantage of the excmption contained within paragraphs 8(k) and (j) of FRS 101, and
has not disclosed transactions eniered into with wholly- -owned group companies or key management perqonnel
There were no other related party transactions in the year.

Off-balance' sheet arrangements

The company enters into operating lease arrangemehts for the rental of buildings and plant and equipment as

“these arrangements arc a cost cfficient way of obtaining the short-term bencfits of these assets. The operating’

lease charges for the year are disclosed in Note 4 and the whole obli gation under these arrangements is disclosed
in Note. 15. There arc no other matcrial off-balance shect arrangements.

Immediate and ultimate controlling parent undertaking

The immediate parent undertaking is BP Exploration Opcrating Company Limited, a company registered in
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 laigest group to cobsolidate these financial -

" statements. Copies of the consolidated fihancial statements of BP p.l.c. can be obtamed from its reglstered -
: '1ddress 1-St James’s Square, London, SW1Y 4PD.
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