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BP ANNUAL REPORT AND ACCOUNTS 2007

Information about this report

This document constitutes the Annual Report and Accounts of BPplc
for the year ended 31 December 2007 in accordance with UK
requirernents and 1s dated 22 February 2008 This document also
contains informaton that wall be included n the company s Annual
Report on Form 20-F in accordance with the requirements of the US
Securities and Exchange Commussion (SEC) Such information will be

supplemented and may be updated at the ume of filing that document
wath the SEC, or later amended, if necessary

On pages 2-6, references within 8P Annual Report and Accounts 2007
to ‘profits , ‘resulis end return on average capital employed” are to those
measures on a replacement cost basis unless ctherwise indicated

Reconciliation of profit for the year to replacement cost profit

For tha year ended 31 December $ mihon

2007 2006 2005
Profit before interest and taxation from continuing operations 32,352 35,158 32682
Finance costs and other finance income/expense (741) {516) (761}
Taxation {10,442) (12,331} (9 473)
Minority interest {324) 1286} {291)
Profit for the year from continuing operations attnbutable to BP shareholders 20,845 22025 22157
Profit (foss} for the year from Innovene operaiions - 125) 184
Inventory holding (gains) losses {3558) 253 {3027)

Replacement cost profit?

17,287 22253 19,314

Replacement cest profit from continuing operations attnbutable to BP shareholders 17,287 22,278 19513

Replacement cost profit floss} from Innovene operations
Replacement cost profit

- 25 (199)

17287 72253 19314

Exploration and Production
Refining and Marketing
Gas, Power and Renawables

26,927 29647 25485
2,617 5,283 4384
558 1376 1,077

Other businesses and corporate {1,104) 1947) {1,237}
Consglidation adjustments
Unrealized profit in inventory {204) 52 {208)
Net profit on transactions between continuing operations and Innovene cperations - - 527

Replacement cost profit befare interast and taxation

28,794 35411 30038

Finance costs and other finance iIngome/expense {741 516} (761)
Taxation (10442} (12331} 8,473)
Minonty interest (324) (288) (291}
Replacement cost profit from continuing operations attributable to BP shareholders 17287 22278 19,513

Per ordinary share - cents
Profit for the year attnbutable to BP shareholders
Replacemant cost profit

10876 10384 105 74
9020 11110 N4

Dvidends pard per ordinary share — cents
— pence

4230 3840 3485
20 995 21104 19152

Dividends paid per Amencan depositary share (ADS) — dollars

2538 2304 2091

? Replacement cost profit reflects the currant cost of supphes The replacement cost profa for the year 1s determined by excluding from profit inventory holding gains and
losses BP usas this measure 1o assist Investors 1o assess BP s performance from pencd 10 pencd

The Annual Report and Accounts for the year ended 31 December 2007
contains the Directors Report mcluding the Business Review on pages
4-62, 82-92 and 94 and 186 The Drectors Remuneration Report 1s on
pages 63-73 The consolidated financial statements are on pages 93-171
The report of the auditor 1s on page 95 for the group and page 187 for
the company

BP p I ¢ 15 the parent company of the BP group of companies Unless
otherwise stated, the text does not distinguish between the activities
and operations of the parent company and those of its subsidianes

The term shareholder’ in the Annuat Report and Accounis means,
unless the context otherwise requires, investors in the equry capital of
BP p | ¢, both direct andfor indirect

8P Annual Report and Accounts 2007 and BP Annual Review 2007
may be downlecaded from www bp comvannuaireport No matenal on the
BP websste, other than the itemns denuhed as BP Annual Report and
Accounts 2007 and BF Annual Review 2007, forms any part of those
documents

As BP shares, in the form of ADSs, are listed on the New York Stock
Exchange (NYSE), an Annual Report on Form 20-F will be filed with the

SEC in accordance with the US Securities Exchange Act of 1934 When
filed, copies may be obtained free of charge (see page 90! BP discloses
on Its website at www bp conyNYSEcorporategovernanceriles
sigrificant ways (if any) in which 1s comorate governance practices differ
from those mandated for US companies under NYSE listing standards

Cautionary statement

BP Annual Report and Accounts 2007 contains certain forward-looking
statements within the meaning of the US Private Securities Liigation
Reform Act of 1995 wiith respect to the financeal condiion, results of
operations and businesses of BP and certain of the plans and objectives
of BP with respect to these 1tems For further detaills please see
Forward-Hooking statements on page 11

The registered office of BP plc 15 1 St James's Square London
SWI1Y 4PD UK Tel +44 (0)20 7496 4000

Registered in England and Wales No 102498

Stock exchange symbol ‘BP




Miscellaneous terms
In this document, unless the context otherwise requires,
the following terms shall have the meaning set out below

ADR American depositary receipt

ADS American depositary share

AGM Annual general meeting

Amoco The fermer Amoco Corperation and s subsidianies

Atlantic Richfield Atlantic Richfield Company and its subsidianes
Associate An entity over which the group has significant influence and
that 1s neither a subsidary nor [oint venture Significant influence is the
power to participate in the financial and operating pohicy decisions of an

entity without having contrel or joint control over those policies

Baker Panel, or panel BP US Refinenes Independent Safety Review
Panel

Barrel 42 US gallons

b/d barrels per day

boe barrels of ol equivalent

BP, BP group or the group BP p | ¢ and its subsidiaries

Burmah Castrol Burmah Castrol ple and its subsidiaries

Cent or ¢ One-hundredth of the US dollar

The company BPplc

Dollar or § The US dollar

EU European Umion

Gas Natural gas

Hydrocarbons Crude ol and natural gas

IFRS Internattonat Financial Reporting Standards

Joint venture A contractual arrangermnent between the group and other
venturers that undertake an economic activity that 15 subject 1o joint
control Jont control exists only where the strategic financial and
operating decisions relating to the activity require the unanmous

cansent of the venturers

Jointly controlled asset A joint venture where the venturers have a
direct ownership interest in, and jointty control, the assets of the venture

Jomtly controlled entity A joint venture that involves the estabhshment
of a company partnership or other entity 10 engage in econemiC activity
that the group jointly controls wath fellow veniurers

Liguids Crude ol condensate and natural gas hquids

LNG Liquefied natural gas

London Stock Exchange or LSE London Stock Exchange plc
LPG Liquefied petroleum gas

mb/d thousand barrels per day

mboe/d thousand barrels of ol equvalent per day

mmBtu million British thermal urits

mmboe million barrels of ol equivalent

mmcf millkon cubic feet

mmef/d million cubic feet per day

MTBE Methyl tertiary butyl ether

MW Megawatt

NGLs Natural gas iguids

OPEC Organization of Petroleum Exporting Countries
Ordinary shares Ordinary fully paid shares in BP pl ¢ of 25c each
Pence or p One-hundredth of a pound stering

Pound, sterling or £ The pound sterling

Proference shares Cumulative First Preference Shares and Cumnulative
Second Preference Shares in BP plc of £1 each

PSA Production-shanng agreement

SEC The United States Securities and Exchange Commission
Subsidiary An entity that is controlled by the BP group Control 1s the
power to govern the financial and operating policies of an entity so as to
obtain the bansfits from its activities

Tonne 2 204 6 pounds

UK Unrted Kingdom of Great Britain and Northern Ireland

US United States of America
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Chairman’s letter

Dear Shareholder 2007 was a year of change for BP, as
the group responded to the powerful global forces shaping
the world economy and took decisive action to rebuild the
group’s reputation

For many years, we were recognized as a leader in our
industry The tragic events of Texas City, the incidents in
Alaska and the conduct of a small number of our traders
showed that we have falled in recent years to live up to
our own high standards and comply with the law Ve have
acknowledged this In the settlements we have reached
with the US Department of Justice on these 1ssues | am
determined that we will recover our leadership position

John Browne stood down as group chief executive and
as a drector on 1 May 2007 The circumstances of John's
resignatton do not reflect the huge contribution he made
1o the group dunng his 41-year career at BP His vision helped
to transform BP and give it the scope and scale 1t has
today We are indebted to him and | again wish 10 thank
John on behalf of the board for s great achievements
for the company

| am very pleased to welcome Tony Hayward as group
chief executive Tony was chosen unanimously by the board
after a thorough internal and external search He has already
set about making his own mark on the group through his
dynamic teadership and his desire to reduce complexity His
clear focus has been on safety, pecple and performance

The significant contribution to the group of other executive
and nonrexecutive directors 1s described on page 59 of this
Annual Report and Accounts We have also reviewed in depth
the way we, as a board, work and this ts described here on
pages 74-80

While change was a feature of 2007, there 1s evidently
work stll to do In partcular, during much of the year our
operational and financial performance has been below
par, as a direct result of a number of our key assets both
upstrearmn and downstream not being avallable when they
were needed and when they could have made a significant
financial contribution | am glad te say that our upstream
projects are now coming enstream and our downstream
assets are returning to service

While we do now have a strong list of projects coming
onstream, the challenge 1s to ensure that this progress 1s
maintained and strengthened In doing so, we will continue
to work closely with governments and national oif companies
to our mutual benefit

The new delineation of the business of the group between
upstream, downstream and altermative energy brings a welcome
emphasis on the key drivers of the business | believe, too,
that our alternative energy business will provide the focus that
we need to have on technology, both for our existing business
and for the supply of low-carbon energy in the future

Whatever the importance of short-term challenges, the
nse in the ol price and trends in the werld economy require
the group to make big strategic choices for the medium and
long term This involves identifying the night opportunities |
In a challenging marketplace for the group to grow in both
upstream and downstream 1 regard this as a key part of
the board’s work

We are maintaining our policy of returning c¢ash to
shareholders through dividends and buybacks although we
are changing the relative proportien of each Your board has
confidence in greater cash flows from our strong asset base,
which has allowed the company 1o iIncrease both investment
m its future growth and the dividend component of our
distnbution to shareholders

| am therefore pleased to confirm that we have increased
the quarterly dwvidend, to be paid in March, to 13 625 cents
per share, compared with 10 325 cents per share last year
For the year, the dividend showed an increase of 16%

In sterling terms, the quarterly dividend 1s 6 813 pence per
share, compared with 6 258 pence per share a year ago, for
the year, the increase was 7% During the year, $7 5 bitlion
of shares were repurchased for cancellation

| am grateful to and wish to thank the executive tearn, the
board and indeed all our employees for everything they have
done dunng an eventful year On behalf of the board, | would
also like to thank our shareholders for their support We have
all learned some tough lessons in recent years and | am
confident that investors’ long-term faith in the company
will be rewarded

Peter Sutherland
Chairman
22 February 2008 |
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Group chief executive’s review

Dear Shareholder It 1s a great privilege to give my first review as
group chief executive of BP 2007 was a year of major transition,
both for the group and for the o1 and gas industry as a whole
High and volatile prices are challenging assumptions across the
mdustry The dated Brent crude ol price set a nominal record of
$96 02 per barrel (bbl} at year-end, driven by continued demand
growth and OPEC production cuts Given ample supply, spot
natural gas prices in the US and Europe declined, with the Henry
Hub First of Month Index averaging $6 86 per milion British
thermal units In 2007, compared with $7 24 the previous year
Refining margins reached a record quarterly high of $16 66/bbl
in the second quarter due to low refinery availatility in the US,
but fell back to more seasonal levels In the second half

Safety, people and performance When | took over as group
chief executive, the immediate task was to restore the integnty
and the efficiency of BP's operations | set out three prionties
safety, people and performance There has been progress in
all three areas but there 18 more to do

Running safe and relable operations 1s our greatest
responsibility At the start of 2007, the panel, chaired by former
US Secretary of State James A Baker, IlI, reported on the
safety culture acress our US refinenes, following the tragic
accident at Texas City in 2005 We agreed to implement all
Its recommendations and accepted the challenge to transform
BP into a world leader in process safety All parts of the group
are actively working to implgment the panel’s recommendations
relevant 1o therr business

A new operating management system, designed to bring
greater consistency to our operations, 15 being introduced We
continue to iImplement crass-group prograrmmes designed to
enhance operations leadership competence at alt levels of BP

We are redoubling our efforts to make sure we have the
right pecple in the night places Whether it be in our refineres,
exploring 1n the ultra deepwater of the Gulf of Mexico, pioneenng
enhanced oll recovery techniques in Alaska or commencing
operations at the largest wind facility in the US, we know it
18 our people who make the difference

When it comes to my third prionty, our financiat performance
1s not good enough Replacement cost profit n 2007 fell 22%
to $17,287 millon Dwvdends payable in respect of 2007
increased by 16% to 45 50 cents per share In sterlng
terms the increase was 7%

Restonng revenues and reducing complexaty The unsatisfactory
financial performance was prnimarily a result of two things missing
revenues, pnncipally from delayed projects and poor reliability in
some of our US refinenes, and excessive complexity in the way
we manage the business, which has added to costs

We are resolutely tackling both these 1ssues The fourth quarter
saw the buid-up of operational momenturm, with the start-up of
six new exploration and production prejects, including Atlantis
and King Subsea Pump in the Gulf of Mexico, Greater Plutenio
in Angola, and Mango and Cashima in Tnnidad & Tobago

By the end of 2007, the Whiting refinery had recommenced
sour crude processing and available distillation capacity exceeded
300,000 barrels per day {b/d) AtTexas Crty, we successfully
recommisstoned the three desulphunization and upgrading units
necessary to allow restart of the remaining crude distillation
capacity The finat sour crude unit 1Is mechanically complete and,
by mid-2008, we expect most of the economic capability to have
been restored The Thunder Horse platform in the Gulf of Mexico
15 on track to start production by the end of 2008

With output now ramping up from these fields and refinenes,
we anticipate that operational momentum waill become financial
mormentum In the second half of this year and into 2009

BP's forward agenda Last October, | outlined a forward agenda,
designed to make BP a simpler and more efficient organization,
with a focus to 1mprove behaviours throughout the business by
embedding a high-performance culture

The group’s long-term future 1s also being secured We made
significant discovenes in Azerbaijan and Egypt and secured
access to major new sources of oil and gas in Oman and Libya
and an attractive joint venture to access Canadian oll sands
In 2007, we again replaced more than 100% of our reported
reserves In Russia, our joint venture TNK-BP continued to
perform strongly Through our alternative energy busmness, we
are nvesting In the low-carbon energy sources of the future

Step by step, we are rebulding the group’s momentum
and strengthening our capability | have great confidence in the
strength of our portfolio and our people, | would like to thank
them all for the way they have responded to the challenge We
are all committed both to enhancing world energy security and
d\he challenge of chmate change Qur task now s to
4dwhere 1t belongs — at the forefront of the industry

ma‘
TJony Hayward

Group Chief Executive
22 February 2008




Measuring our progress

Safety

PERSONAL SAFETY - RIF*

07 e 035

]
08 ¢ 2080 e
05 ¢ == ) 962
3 Employees
0O Contractors

* Racordable Injury Frequency (RIF) number of
raported work-related incidents that result in a
fatality or inyury {apart from munor first ad cases)
per 200 000 hours worked

b 2006 contractor data corrected from 0 54 to 0 65

People

PROCESS SAFETY - OIL SPILLS®

07 ¢ ] 340

06 | F 4370

05 | I 621

* Total number of spills 2 1 barrel = 159 hues
= 42 US gallons

& The reduction of reported spills In 2006 compared
with 2005 1s pnncipally due to divestments and ta
disaggregation of two non-operated upstream
operations trom BP s reporting

ENVIRONMENT - GREENHOUSE GAS
EMISSIONS* (milon 1onnes CO, equivalent)

07 | 635

05 | } 644

05 | { + 780
[A Group GHG

O hlnovene GHG

3 Data s reported on 8n equity share basis
TNE BP ermissions are not included

PEQPLE ASSURANCE SURVEY -
EMPLOYEE SATISFACTION® (%)

06 £ 3 66

04 f= } 64

°® Survey 1s conducted at twe-year intarvals and
includes measures of employee satstaction

Performance

CONTRIBUTION TO COMMUNITIES {$ mullien)

o7 4 } 1358°
06 | 1067
05 [ } 955

2 Including UK chanties $0 7 million

REPLACEMENT COST PROFIT
PER ORDINARY SHARE (cents}

07 § } 90 20
06 } ] 11130
05 } + 9141

REPORTED RESERAVES
REPLACEMENT RATIO? "¢ (%}

07 | — 112
06 = == 13
05 - 3100

* Combined basis of subsidianes and equity-accounted
antlies excluding acquisitions and disposals

¥ 2007 and 2006 using SEC reserves 2005 using
SORP reserves

¢ See page 18 foctnote t

RETURMN ON AVERAGE CAPITAL EMPLOYED
ON A REPLACEMENT COST BASIS (%}

07 E } 16

06 [ - 22

05 + 20

DIVIDENDS PAID PER SHARE

0 T 5% 2%
LR ——e N 3840
J= T

0 Cents

{0 Perce

CAPITAL EXPENDITURE {$ bilion)

07 + } 192

05 <+ t 169

os £ } 139

TOTAL SHAREHOLDER
DISTRIBUTION® {$ billion)

o7 4 —— 158

06 £ - 234

05 f + 192

B Through dwvidends and share buybacks
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Performance review

Selected financial and operating information

Ths information insofar as it relates 1o 2007, has been extracted or
derved from the audrted financial statements of the BP group presented
on pages 93-171 Note 1 to the Financial statements includas details on
the basis of preparation of these financial statements The selected
infarmation should be read in conjunction with the audited financial
statements and related Notes elsewhere herein

8P sold its Innovene operatons in December 2005 In the
circumnstances of discontinued operations, IFRS require that the profits
earned by the discontinued operations In this case the Innovene

operations on sales to the continuing operations be eliminated on
consolidation from the discontinued operations and attnbuted to the
continuing operations and vice versa This agjustment has twao cfisetting
elements the net margmn on crude refined by Innovene, as substantially
all crude for 1ts refinenes was supplied by BP and mast of the refined
products manufactured by Innovene were taken by BP, and the

margin on sales of feedstock from BP s US refineres 1o Innovene's
manufactunng plants The profits attributable to indmidual segments
are not affected by this adustment This representation does not
indicate the profits earned by continuing or Innovene operations, as if
they were standalone entities, far past perniods or those likely 10 be
earned in future penods

$ milhon except per share amnounts

2007 2006 2005 2004 2002

Income statement data
Sales and other operating revenues from continuing operations®
Profit before interest and taxation from continuing operations®
Profit from continuing operations®
Profit for the year
Profit for the year attnbutable to BP shareholders
Capital expenditure and acquisitions®
Per ordinary share - cenis
Profit for the year attnbutable 1o BP shareholders

284,365 2659086 239,792 192,024 164 653
32,352 35158 32682 25 746 18,776
21,169 22,31 22448 17 884 12,681
21,169 22,286 22,632 17 262 12,618
20,845 22,000 22,341 17 075 12 448
205841 17.20 14,149 16,651 19 623

Basic 108.76 109 84 10674 7824 5614
Diluted 107 84 108 00 104 52 7687 5561

Profit from continuing cperations attnbutable to BP shareholders
Basic 108.76 10997 104 87 8109 5642
Dilusted 107 84 10912 103 66 7966 5589
Drndends paid per share — cents 42 30 3840 3485 2770 2550
- pence 20995 21104 19152 15 251 15 658

Ordinary share data®

Average number outstanding of 25 ¢ent ordinary shares (shares rmillion undituted) 19,163 20028 21126 2187 22,1
Average number outstanding of 25 cent ordinary shares [shares million diluted) 19,327 20195 2141 22 293 22,424

Balance sheet data

Total assets

Net assets

Share capital

BP shareholders equity

Finance debt due after more than one year
Net debt to net debt plus equity

236076 217601 206914 1948630 17249
94,652 85465 80 765 78 236 70,264
5237 5385 5,185 5,403 5652
93,690 84,624 79,976 76 892 69 139
15,661 11086 10,230 12,907 12,869
23% 20% 17% 22% 22%

®Excludes Innovene which was treated as a discontinued operation in accordance with IFRS 5 Non-current Assets Held for Sale and Discontinued Operations

(See Financial statements — Nate 3 on page 110}

52007 included $1 132 million for the acquisition of Chevron s Netherlands manufactunng company There were no significant acquistions in 2006 or in 2005 Capital
expendnure In 2006 included $1 bilhon in respect of our Investment 1n Rosneft Capital expendiure and acquisitions for 2004 included $1 354 rllion for including TNK's
interest in Slavneft wathin TNK-BP and $1 355 million for the acquisition of Solvay's imerests in BP Saolvay Polyethylene Europe and BP Scivay Polyethylene North Amenica
Capital expenditure and acquisitions for 2003 included $5 794 milbon for the acquisition of our interest In TNK BP With the exception of the shares 1ssued to Alfa Group and
Access Renova (AAR) In connection with TNK BP (2004 20061 all caprial expenditure and acguisiions during the past five years have been financed from cash flow from

opesatons disposal proceeds and exdernal financing
“The number of ordinary shares shown has been used to calculate per share amounts




Production and net proved oll and natural gas reserves
The following table shows our production for the past five years and the estimated net proved ol and natwal gas reseives at the end of each of
those years

Production and net proved reserves®

2007 2006 2005 2004 2003
Crude ol production for subsidiaries (thousand barrels per day) 1,304 1351 1,423 1480 18615
Crude ol production for equity-accounted entities {thousand barrels per day) 1,110 1,124 1,139 1051 506
Natural gas production for subsidianes {million cubic feet per day} 1222 7.412 7,512 7624 8092
Natural gas production for equnty-accounted entrties {million cubic feet per day) 921 1,005 912 879 521
Estmated net proved crude oif reserves for subsidianes {million barrels)® 5,492 5,893 6,360 6,755 7.214
Estimated net proved crude ol reserves for equity-accounted entities {million barrels)® 4,581 3888 3205 3178 2 867
Estimated net proved natural gas reserves far subsidianes [billon cubic feet}? 41,130 42,168 44,448 45,650 45155
Estrmated net proved natural gas reserves for equity-accounted entities (billion cubic feet)® 3,770 3,763 3,856 2 857 2 868

8 Crude oil Includes natural gas hiquds {NGLs) and condensate Production and proved reserves exclude royalves due to others whether payable in cash or i kind where
the royalty owner has a direct interest in the undertying production and the option to make Iifting and sales arrangements independently and include minority interests in
consohdated operations

Y Includes 20 millien barrels £23 milion barrels at 31 December 2006 and 29 rmullion barrels at 31 December 2005} in respect of the 30% munonty interest in BP Tnnidad and
Tobago LLC

“Inciudes 210 milkon barrels {179 millien barrels at 31 December 2006 and 95 million barrals at 31 December 2005) in respect of the 6 51% minonty interest in TNK-BP
(6 29% at 31 December 2006 and 4 47% at 31 December 2005}

9inciudes 3 211 billien cubic feet of natural gas (3,537 billion cubic feet at 31 Decernber 2008 and 3 812 bilhkon cubic faet at 31 December 2005} in respect of the 30%
minonty interest in BP Tnnidad and Tobago LLC

*Includes 68 bilion cubic feet 199 tulllon cubve feet at 31 December 2006 and 57 tilion cubic feet at 31 December 2005} in respect of the 5 B&% mmonty interest in TNK-BP
7 77% at 31 Dacember 2006 and 4 47% at 31 December 2005} '

During 2007 414 milhon barrels of ol and natural gas on an ol equivalent* basis immboe} were added to BP's proved reserves for subsidiaries
{excluding purchases and sales) After allowing for preductian, which amounted to 937mmboe, BP s proved reserves for subsidanes were
12 583mmboe st 31 December 2007 These proved reserves are mainly located in the US (46%), Rest of Amernicas {13%), Asia Pacific {10%}
Afnca (B%!) and the UK (8%}

For equity-accounted entities, 1,168mmboe were added to proved reserves {excluding purchases and sales), production was 470mmboe and
proved reserves were 5,231 mmboe at 31 December 2007

Natural gas 15 converted to ol equivalent 8t 5 8 bilion cubic feet (befl = ¥ million barrels
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Risk factors

We urge vou to consider carefully the risks descnbed below I any
of these nsks oceur, our business, financial condition and results of
operations could suffer and the trading prnice and hquidity of our securities
could decline, in which case you cou'd lose all or part of your investment
Qur system of nsk management provides the response to enduring
nsks of group significance through the establishment of standards and
other controls Inabiity to identify, assess and respond to nisks through
this and other centrols could lead to inability to capture opportunities,
threats materniahzing inefficiency and legal non-compliance
The nsks are categonzed against the following areas Strategy,
Comphance and ethics, Financial control, and Operations

Strategic risks

Access and rengwal

Successful execution of our group plan depends cntically on
implementing actvties (o renew and reposition our portiohio The
chaltenges to renewa! of our upstream portfolic are growing due to
increasing competition for access to opportunities globally Lack of
maternal positions in new markets andfor inability to complete disposals
could result in an inability to capture above-average market growth

Prces and markets
O, gas and product pnces are subject to international supply and
demand Political developments and the ouicome of meetings of QPEC
can particutarly affect world supply and ol prices  Previous oil pnce
increases have resulted in increased fiscal take, cost inflation and more
onerous terms for access 1o resources As a result, increased ol pricas
may not Improve margin performance In addition 10 the adverse effect
on revenues margins and profitabiity from any future fall in ol and
natural gas pnces, a prolonged period of low prices or other indicators
would lead 1o a review for impairment of the group’s oIl and natural gas
properties This review would reflect management’s view of long-term oll
and natural gas pnees Such a review could result in a charge for
impaiment that could have a significant effect on the group’s results of
operations In the period in which 1t occurs

Refiming profitability can be volatle with both penodic oversupply and
supply tightness in various regional markets Sectars of the chemicals
industry are alsc subject to fluctuations in supply and demand within the
petrochemicals market, with consequent effect on pnces and
profitability

Chmate change and carbon pncing

Compliance with changes in laws, regulattons and obligations relating to
chimate change could result in substantial capital expenditure reduced
profitability from changes in operating costs and revenue generation and
strategic growth opportunities being impacted

Socio-poittical
We have operations in countrnies where political, economic and socal
transition 1s taking place Some countries have expenenced political
instability, changes to the regulatory environment, expropriaticn or
naticnalization of property, ol stnfe strikes, acts of war and
insurrections Any of these conditions occurring could disrupt or
terminate our operations, causing our development activities to be
curtalled or terrminated in these areas or our production to decline and
could cause us toincur additional costs

We set ourselves high standards of corporate crtizenship and aspire to
contribute to a better quality of life through the products and services we
provide H 1t1s percetved that we are not respecting or advancing the
economic and sccial progress of the communities in which we operate,
our reputation and shareholder value could be damaged

Competition

The ¢il, gas and petrochemicals tndustries are highly competitive There
1S strong competition, both wathin the ol and gas industry and with other
industnies, in suppiying the fuet needs of commerca ndustry and the

home Competition puts pressure on product pnces, affects oll products
marketing and requires continuous management focus on reducing unit
costs and improving efficiency The implementation of group strategy
requires continued technologtcal advances and snnovation including
advances In exploration, production refining, petrochemical
manufacturing technology and advances in technology related to energy
usage Our performance could be impeded 1f competitors developed or
acquired intellectual property nghts 1o technology that we required or if
our innovation lagged the industry

Compliance and ethics nisks

Aegulatory

The ol industry 1s subject io regulation and intervention by governmenis
throughout the world in such matters as the award of exploration and
production interests, the imposition of specific dnlling obligations,
environmental protection controls, controls over the development and
decommussioning of a field {including restrictions on production) and,
possibly nationalization expropriation cancellation or non-renewal of
contract nghts We buy sell and trade ot and gas preducts in certain
regulated commodity markets The od industry 15 also subject to the
payment of royalties and taxation, which tend to be high compared with
those payable in respect of other commercial activities, and operates In
certain tax junsdictions that have a degree of uncertainty relating to the
nterpretation of, and changes to tax Jaw As a result of new laws and
regulations or other facters we could be required to curtall or cease
certain operations, of we could incur additonal costs

Ethical misconduct and non-compliance

QOur code of conduct, which applies to all employees defines our
commitment to integnty, complance with all applicable legal
requirements, high ethical standards and the behaviours and actions we
expect of our businesses and people wherever we operate Incidents of
non-compliance with applicable laws and regulation ¢r ethical misconduct
could be damaging tc our reputation and shareholder value Muliple
events of non-compliance could call into question the integnty of our
operations

Financial control nisks
Liquidity, financial capacity and financial exposure
The group has established a financial framewaork to ensure that 1t 1s able
10 maintain an appropnate level of iguidity and financial capacity and to
constrain the level of assessed capitsl at nisk for the purposes of
positions taken in financial nstruments Faillure to operate within our
finan¢ial framework could lead to the group becoming financially
distressed leading to a loss of shareholder value Commercial credit nsk
1s measured and controlled 1o determine the group s total credit risk
Inability to determine adequately our credit exposure could lead to
financial loss Crude ol prices are generally set in US dollars, while sales
of refined products may be in a vanety of currencies Fluctuations in
exchange rates can therefore give nise to foreign exchange exposures,
with a consequent impact on underlying costs

For further informatian on hinanciat instrurnents and financial nsk
factors see Financial statements ~ Note 28 on page 136 and Note 34
on page 143

Lisbiities and provisions

Changes in the external environment such as new faws and regulations,
market volatility or other factors coukd affect the adeguacy of our
prowvisions for pensions, tax, environmental and legal labiiues

Operations risks

Operations — safety and operations

Process safety

Inherent in our operations are hazards that require continual oversight
and control There are nsks of technical integnty faillure and loss of
contamnment of hydrocarbons and other hazardous matenal at operating
sites or pipelines Fallure to manage thase nsks could result in imyury of
loss of ife emvironmental damage and/or loss of production
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Personal safety
Inabshty to provide safe environments tor our workforce and the public
could lead to injuries or loss of Iife

Environmental

If we do not apply our resources to overcomne the perceved trade-off
between global access to energy and the protection or improvement of
the natural environment, we could fail to ive up to our aspirations of no
or mirumal damage 1o the environment and contributing to hurman
progress

Product quality

Supplying customers with on-specification products 1s cntical to
maintaining our licence to operaie and our reputation in the marketptace
Farlure to meet product quality standards throughout the value chain
could lead to harm to people and the environment and loss of customers

Driiling and production

Exploration and production require high levels of investment and are
subject to natural hazards and other uncertainties, including those relating
10 the physical charactenstics of an ol or natural gas field The cost of
dnlling completing or operating wells 1s often uncertain We may be
required 1o curtail, delay or cancel dnlling operations because of a vanety
of factors, including unexpected dnlling conditons pressure or
wrregularities in geological formations, eqwpment falures or accidents,
adverse weather conditions and compliance with governmental
requirements

Transportation

All modes of transportation of hydrocarbons contain inherent nisks A
loss of containment of hydrocarbons and other hazardous matenal could
occur during transportation by road, ral sea or pipeline Thisis a
signsficant nsk due to the polental impact of a release on the
environment and people and given the high volumes involved

Operations - planning and performance management

Investmeant efficrency

Qur organic growth 15 dependent on creating a portfolio of quality options
and investing in the best aptions Ineffective investment selection could
lead to boss of value and higher capital expenditure

Major project delvery
Successiul executon of our group plan {see page 12/ depends critically
on implementing the activities te deliver the major projects aver the plan

penod Poor delivery of any major project that underpins production
growth and/or a major programme designed to enhance shareholder
value could adversely affect our financial performance

Heserves replacement

Successful execution of our group plan depends critically on sustaining
long-term reserves replacement If upstream resources are not
progressed to proved reserves in a timely and efficient manner, we wall
be unable to sustain long-term raptacement of reserves

Operations — enterprise sysiems, secuniy and continuity

Digital infrastructure

The reliability and security of our digital infrastructure are critical to
maniaining our business applications availabdity A breach of our digiial
security could cause serious darmags 1o business operaticns and n
some circemstances, could result tin inury to people, damage to assets,
haren to the environment and breaches of regulations

Security

Security threats require continual oversight and control Acts of terronsm
that threaten our plants and offices pipglines transportation or comnputer
systemns would severely disrupt business and operations and could cause
harm to people

Business continuity and disaster recovery

Contingency plans are required to continue or recover operatons
following a disruption or incident Inability 10 restore or replace critical
capacity 1o an agreed leve! within an agreed timeframe would prolong
the impact of any disruption and could severely affect business and
operations

Cnsis management

Cnsis management plans and capability are essential to deal with
armeargencies at every level of our operations |f we do not respend or are
perceved not to respond in an appropriate manner to ether an external
or internal ensis our business and cperations could be severely
disrupted

Operations — people management

Peopla and capabiiity

Employee training, development and successful recrutment of new
staff are key to implementing our plans Inability to develop the human
capacity and capability across the organization could jeopardize
performance delivery
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Forward-looking statements

Statements regarding competitive position

In order to utilize the Safe Harbor' provisions of the United States Private
Securmes Litigation Reform Act of 1935, BP s providing the following
cautionary statement This document contains certain forward-ooking
statemenis with respect 1o the financial condition, results of operations
and businesses of BP and cenain of the plans and objectives of BP with
respect to these items These statements may generally, but not atways
be rdentified by the use of words such as will, expects’, is expected
to" ‘should’, may’ ‘objective’ ‘is likely to, ‘intends , belleves ‘plans,
we see or similar expressions |n particular, ameong other statements,
{l) certain statements in Performance review {pages 7-56} with regard to
management aims and objectives, future capral expenditure future
hydrocarbon production volume, datels) or period(sh in which production
15 scheduled or expected to come onstream or a project or action 15
scheduled or expected to begn or be completed capacity of planned
plants or facilities and impact of health, satety and environmental
regulations, (1) the staterents in Performance review {pages 7-45} with
regard 1o planned expansion, mvestment or other projects and future
regutatary actiens, and {m} the statemenits in Performance review (pages
46-56) with regard to the plans of the group cash flows, opporturuties for
materal acquisitions, the cost of and provision for future remediation
programmes, hquidity and costs for providing pension and cther post-
retirement benehits, and including under Liguidity and capntal resources’
with regard to future production future refining availability, future capnal
expenditure, sources of funding, future revenues and financial
performance, potential for cost efficiencies, level of free cash flow
allocated 1o share buybacks, shareholder distnbutions and share
buybacks, geanng working capital and expected payments under
contractual and commercial commitments are all forward-looking
In nature

By their nature, forward-ooking staternents involve nsk and
uncertainty because they relate to events and depend on circumstances
that will or may occeur in the future and are outside the control of BP
Actual results may differ matenally from those expressed in such
statements, depending on a varisty of faciors including the specific
factors identified in the discussions accompanying such forward-ooking
staterments the tmung of bringing new fields onstream future levels of
industry product supply dernand and pricing, operational problerns,
general economic conditions pohtical stability and economic growth in
relevant areas of the world, changes in laws and governmental
regulations, exchange rate fluctuations, development and use of new
technology, the success or otherwise of partnenng, the actons of
competitors, natural disasters and adverse weather conditions, changes
In public expectatrons and other changes to business conditions, wars
and acts of terronsm or sabotage, and other factors discussed elsewhere
in this report including under ‘Risk factors' on pages 8-10 In addition 1o
factors set forth elsewhere in this report, those set out above are
important factors although not exhaustive, that may cause actual results
and developments to differ materially from those expressed or imphed by
these forwardHooking statements

Statements refernng to BP s competitive position are based on the
company s bel:ief and, tn some cases, rely on a range of sources,
including investment analysts reports, mdependent market studies and
BP’s internal assessments of market share based on publicly available
information about the financial results and performance of market
participants
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Information on the company

General
Unless otherwise indicated, information in this document reflects 100%
of the assets and operations of the company and its subsicharies that
were consolidated at the date or for the periods indicated, including
minority interests Also unless othenwsa indicated, figures for business
sales and other operating revenues include sales between BP
busmesses

The company incorperated i 1909 in England and Wales, became
known as BP Amoco p i ¢ following the merger with Amoco Corporation
(incorporated in Indiana US, in 1888) The company subsaquently
changed ts name to BP plc

8P is ona of the world s leading oif compantes on the basis of market
capitalization and proved reserves Qur worldwade headquarters is
located at 1 St James s Square, London SW1Y 4PD UK tel
+44 (0120 7496 4000 Qur agent in the US 1s BP Amenica Inc, 4101
Winfield Road, Warrenville, llinots 60555, tel +1 630 821 2222

Overview of the group
BP 15 a global group, with interests and activities held or operated
through subsidianies, jointly controlled entities or associates established
In and subject to the laws and regulations of, many differermt
junsdictions These interests and actvities covered three business
segments n 2007 supported by a number of organizationat elements
comprising group funciions and regions

In 2007 the three business segments were Exploration and
Production Refining and Marketung and Gas Power and Renewables
With effect from 1 January 2008 the Gas Power and Renewables
segment ceased to report separately {see Resegmentation in 2008 on
page 13} Exploration and Production’s activities include oil and naturat
gas exploration, development and production {upstream actvities),
together with related pipeling, transportation and processing activities
{midstream activities) The actwvities of Refining and Marketing include
the supply and trading, refining, marketing and iransportation of crude
oll, petroleum and chemicals products Gas, Power and Renewables
activities included marketing and trading of gas and power, marketing of
Iiquefied natural gas {(LNG), natural gas Iguids (NGLs) and low-carbon
power generation through our Alternative Energy business The group
provides high-quality technological support for ali its businesses through
1ts research and engineering activities

Group functions serve the business segments, aming to achieve
coherence across the group, manage risks effectively and achieve
economies of scale Each head of region ensures regional consistency of
the actvities of business segments and group functions and represents
BP 10 external parties

The group's systern of internal control i1s descnbed in the BP
management framework [t1s designed to meet the expectations of
internal control of the Turnbull Guidance on the Combined Code In the
UK and of COSO {committee of the sponsonng organization for the
Treadway Commission in the US) The system of internal control 1s the
complete set of management systems, organizational structures,
processes, standards and behaviours that are employed 1o conduct the
business of BP and delver returns to shareholders The design of the
system of internal control addresses risks and how to respond to them
Each compoenent of the system 15 in itself a device to respond 1o a
particular type or collection of risks

The group strategy describes the group s strategic abjectives and the
presumptions made by BP about the future It describes strategic nsks
that anse frem making such presumptions and the actions 1o be taken
to manage or mitigate the nsks The board delegates 10 the group chief
execulive responsibility for developing BP s strategy and 1ts
implementation through the group plan that determine the setting of
prarties and allocation of resources The group chief executive Is obhged
to discuss with the board, on the basis of the strategy and group plan, all
matenal matters currently or prospectively affecting BP's performance

As the group's business segments are managed on a globa), not
regional basis, geographical informanon for the group and segments 1s

given to provide additional information for tnvestors but does not reflect
the way BP manages 1ts actnvities
Woe have well-established operations in Europe the US Canada,
Russia, South America, Australasia, Asia and parts of Afnica Currently,
around 65% of the group s capital 1s invested i Organisation for
Economic Co-operation and Development (QECD} countnes with just
under 40% of our fixed assets located in the US and around 25% located
in Europe
We believe that BP has a strong portfolio of assets
— In Exploration and Production, we have upstream interests in 29
countnies Exploration and Production actmities are managed through
operating units that are accountable for the day-to-day management of
the segment s activities An operating unit 1s accountable for one or
more fields Profit centres comprise one of more operating units
Prott centres are, or are expected 10 become, areas that prowide
significant production and income for the segment Cur current areas
of major development include the deepwater Gulf of Mexico,
Azerbaian, Algena, Angola, Egypt and Asia Pacific where we believe
we have competitive advantage and that we believe provide the
foundation for voluma growth and improved margins in the future
We also have significant ridstream activities 10 Support our upstream
imerests
- In Refining and Marketing, we have a strong presence in the US and
Europe Inthe US we market under the Amoco and BF brands in the
Midwaest, east and southeast and under the ARCO brand on the west
coast and under the BP and Aral brands in Europe We have a long-
established supply and trading activity responsible for delvering value
across the crude and ol products supply chain Our Aromatics &
Acetyls business maintains a manufactuning position globally, with
emphasis on growth in Asia We also have or are growing,
businesses elsewhere in the world under the BP and Castrol brands
including a strong global 'ubricants pertfolio and other business-te-
business marketing businesses (aviation and marineg} covermg the
mobility sectors We continue to seek opportunities to broaden our
activities In growth markets such as China and India
- Inour Gas, Power and Renewables busingsses, marketing and trading
15 undertaken pnmanly in the S, Canada, the UK and the rest of
Eurcpe Our marketing and trading activities include natural gas,
power and NGLs Our LNG actmities identify and capture worldwide
opportunites for our upstream natural gas resources and are focused
on growing naitural gas markets including the US the UX, Span and
key consurming countnes of the Asia Pacific region We have a
significant NGLs processtng and marketing business in North Amenca
BP Alternative Energy, launched in Novermber 2005 combines all of
BP s interests in businesses that provide low-carbon energy solutions
for power generation solar, wand, gas-fired power generation and
hydrogen power with carbon capture and storage Alternative Energy
has solar production facilities in the US, Spain, China, India and
Australa and wind farms in the Netherlands, Indta and the US
We are advancing development of hydrogen power plants and are
involved 1n gas-fired power projects in the US, the UK, Spain, Vietnam
Trrudad & Tobago and South Korea
Through non-US subsidianes or other non-US entrties during the
penod covered by this report BP conducted hmited marketing, hcensing
and trading activities in, or with persons from, certain countnes identrfied
by the US Depaniment of State as State Sponsors of Terronsm BP
believes that these activities are immateral to the group
BP has interests in, and 1s the operator of two fields and a pipeline
located outside of Iran in which the National lraman Oil Company (NIQC)
and an affiliated entity have snterests In Iran, BP buys small quantities of
crude oil This is pimanly for sale to third parties in Europe and a smalt
portton 1s used by BP in its own refinenes in South Afnca and Europe In
addition, BP sells small quantities of cruds oil inte Iran and blends and
markets small guantities of lubncants for sale to domestic consumers
through a joint venture there, which has a blending facility However BP
does not seek 1o obtain from the government of Iran licences or
agreements for il and gas projects in Iran, 1s not conducting any
technical studies in Iran and does not own or operate any refinenes or
chemicals plants in lran
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BP sells small guantities of lubnicants in Cuba through a 50/50 joint
venture there In Synia small quantities of lubricants are sold through a
distributor and BP obtains small volumes of crude oll supples for sale to
third parties in Europe These sales and purchases are insignificant and
BP does not provide other goods, technologies or services in these
countries

Acquisitions and dispoesals
In 2007, BP acquired Chevron s Netherlands manufactunng company
Texaco Raffinider) Permis BV The acqusition inctuded Chevron s 31%
minornty shareholding in Nerefco, its 31% shareholding in the 22 5 MW
wind farm co-located at the refinery as well as a 22 8% shareholding in
the TEAM jaint venture terminal and shareholdings in two local pipelines
Inking the TEAM terminal to the refinery Disposal proceeds were
$4,267 mihon, which included $1,903 million from the sale of the
Coryton refinery and $605 millon from the sale of our exploration and
production gas infrastructure business in the Netherlands

In 20086, there were no significant acquisitions BP purchased 8 6% of
the shares 1ssued under Rosneft’s IPO for a consideration of 1 billion
{included in capitat expenditure) This represented an interest of around
1 4% in Rosneft Disposal proceeds were $6 254 milion which included
$2 1 bilon on the sale of our interest in the Shenz discovery and around
$1 3 bilbon from the sale of cur producing properties on the Outer
Continental Shelf of the Gulf of Mexico to Apache Corporation

tn 2005, there were no significant acquisitions Disposal proceeds
were $11,200 million, which included net cash proceeds from the sale of
Innovene e INEQS of $8,304 million after selling costs, closing

adjustments and habilites Innovene represented the majority of the
Otefins and Dervatives business Additionally, disposal proceeds
included proceeds from the sale of the group’s interestin the Ormen
Lange field in Norway

Resegmentation in 2008

On 11 October 2007, we announced our intention to simplify the

organizational structure of BP From 1 January 2008, there are only two

business segments Exploration and Production and Refining and

Marketing A separate business, Alternative Energy, handles BP s low-

carbon businesses and future growth options outside ol and gas
As a result and with effect from 1 January 2008

- The Gas Power and Renewables segment ceased to repont
separately

- The NGLs, LNG and gas and power marketing and trading businesses
were transferred from the Gas Power and Renewables segment 1o
the Exploration and Production segment

- The Alternative Energy business was transferred from the Gas, Power
and Renewables segment to Other businesses and corporate

- The Emerging Consumers Marketing Unit was transferred from
Refining and Marketing to Alternative Energy (which 1s reported In
Other businesses and corporate)

- The Bioluels business was transferred from Refining and Marketing to
Aternative Energy (which 1s reported in Other businesses and
corporate}

~ The Shipping business was transferred from Refining and Marketing
to Other businesses and corporate
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$ per mitbon Bnush thermal unis

Exploration and Production

Our Exploration and Production segment includes upstream and
midstream actaties in 29 countrnies, including the US, the UK, Angola,
Azerbaijan, Canada Egypt Russia, Tonidad & Tobago (Trinidad) and
locations within Asia Pacific, Latin Amenca, North Afnca and the Middle
East Upstream activities involve ol and natural gas exploration and field
development and production Our exploration programme 15 currently
focused around the deepwater Gulf of Mexico Algena Angola,
Azerbanan, Egypt and Russia Major development areas include the
deepwater Gulf of Mexico, Azerbaian, Algena, Angola, Egypt and Asia
Pacific Dunng 2007 production came from 22 countnes The principal
areas of production are Russta, the US, Trindad the UK Latin Amenca
the Middle East Asta Pacriic, Azerbaygan Angola and Egypt

Midstream actwities involve the ownership and management of crude
oll and natural gas pipebnes processing and export terminals and LNG
processing {acilimes and transportation Qur most sigmificant midstream
pipetine interests include the Trans Alaska Pipeline System, the Forties
Pipeline System and the Central Area Transmission System pipeline
both in the UK sector of the North Sea and the Baku-Thilis-Ceyhan
pipeling, running through Azerbaljan Georgia and Turkey Major LNG
activities are located in Tnudad, Indonesta and Australia Further LNG
businesses with BP involvement are being built up in Egypt and Angola

QOur ol and gas production assets are located onshore or offshore and
include wells, gathering centres, in-field flow lines, processing facilities,
storage faciities, offshore platforms, export systems {e g transit ines),
pipelines and LNG plant facilities

Key statistics $ milkon
2007 2006 2005
Sates and other operating revenues
from continuing operations 54,550 52,600 47,210
Profit betore interest and tax from
continuing operations® 26,938 29,629 25 602
Total assets 108,874 99 310 93 447
Capital expenditure and acquisitions 13,906 13,118 10,237

mithon barrals of od equvalent

Net proved reserves — group 12583 13,163 14023
Net proved reserves — equity-
accounted entities 5231 4,537 3870
e e e et e e e e . . D0OUSEN barrels par O3y _
Liguds production — group 1,304 1,351 1423
Liquids production - equity-
accounted entities 1,110 1124 1139
rrulbon cuba teet per day
Natural gas production - group 1222 7.412 7612
Natural gas production - equrty-
accounted entities 921 1005 912
$ per barrel
Average BP crude oil realizations? 6998 6191 5027
Average BP NGL realzations? 45 20 3717 3323
Average BP liquids reahzations®¢ 6745 5923 4851
Average West Texas Intermediate
oll pnce T12.20 66 02 56 58
Average Brent ol pnce 7239 65 14 5448
% per thousand cubic feet
Average BP natural gas realizations® 453 472 490
Average BP US natural gas
realizations® 543 574 678

Average Henry Hub gas pnce? 6 86 724 865

pence per tharm

Average UK National Balanoing Point
gas price 29 95 4219 4071

Profit before interest and tax from continuing operations includes profiy after
interest and tax of equity-accountad entties

bThe Explorauon and Producuon segment does not undertake any hedging actmty
Consequently realzations reflect the market price achieved Realizalions are based
on sales of consclidated subsidianes only which excludes equity-accounted
entiligs

¢Cruda od and natural gas liquids
Henry Hub First of Month Index

Upstream operations in Argentina Bolvia, Abu Dhabi, Kazakhstan and
the TNK-BP and some of the Sakhahn operations in Russia as welt as
some of our operations in Indonesia and Venezuela are conducted
through equity-accounted entities

The Exploration and Production strategy 1s to build production by
- Focusing on finding the fargest fields in the world’s most prolific

hydrocarbon basins
-~ Building leadership positions 1n these areas
— Managing the decline of existing producing assets and divesting

assets when they no longer compete in aur portiolio

Through the application of advanced technalogy and significant
investment, we have gained a strong postion in many of our operating
areas

Total ceprtal expenditure and acquisiions in 2007 was $13 9 billion
{2006 $13 1 billion and 2005 $10 2 bitlhion} There were no significant
acquisiions in the period from 2005 to 2007 Capital expenditure in 2006
included our investment in Rosnett's 1PO of $1 bilbion Capital
expenditure in 2008 1s planned to be around $15 bilhon including
approximately $0 5 bithion in respect of the gas and power businesses
that are now reported through Exploration and Production, as described
below, and excluding the impact af our transaction with Husky Energy
Inc, which is further descnbed on page 22 This reflects our project
programme managed within the context of our disciplined approach to
capstal investment and taking 1nto account sector-specitic inflation

Development expenditure incurred in 2007 excluding midstream
activites, was $10,153 million, compared with $9 109 million in 2006 and
$£7,678 milhon in 2005

Resegmentation in 2008

With effect from 1 January 2008, the NGLs, LNG and the gas and power
marketing and trading businesses were transferred from the Gas, Power
and Renewables segment 1o the Exploration and Production segment

Upstream activities
Exploration
The group explores for ail and natural gas under a wide range of
licensing, joint venture and other contractual agreements We may do
this alona or, more frequently, with partners BF acts as operator for
many of these ventures

Cur exploration and appraisal costs in 2007 were $1,892 million,
compared with 31,765 milkon i 2006 and $1 266 million in 2005 These
costs include exploration and appraisal dnlling expanditures which are
capitalized within intangible fixed assets, and geological and geophysical
exploration costs, which are charged to iIncome as incurred
Approxirmately 47% of 2007 exploration and appraisal costs were
directed towards appraisal actvity In 2007 we participated in B6 gross
(37 net) exploration and appraisal wells in 12 countnes The pnncipal
areas of activity were the deepwater Gutf of Mexico, Angola, Egypt,
North Sea, Canada and Pakistan

Total exploration expense in 2007 of $756 mithon (2006 $1,045 mullion
and 2005 $684 million) included the write-off of expenses related 1o
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unsuccessiul dnfling activities in Russia ($86 million excluding TNK-BF},

Egypt (349 multon), Colombia {$48 million) the deepwater Gulf of Mexico

{336 milkion), onshore North Amenica (836 mulhon), Angola {$27 midhon}

and others {$11 milion}
In 2007, we obtained upstream rights 1n several new tracts, which

include the following

-~ In the Gutf of Mexico, we have been awarded 171 blocks (BP average
equity 100%) through the Outer Continental Shelf Lease Sales 204
and 205

- In Oman we signed a production-shanng agreement (PSA) to appraise
and develop the Khazzan/Makarem gas fields

-~ In Colombia, BP was awarded operatorship in two blocks, RC4 (BP
35%) and RC5 {BP 100%) which cover approximately 6 200 square
kilometres in the Canbbean Sea offshore narthern Calombia

— InLibya, BP signed a major exploration and production agreement
with Libya s National Gil Company covering over 53,000 square
kilometres both onshore and offshore
In 2007, we were invalved In a number of discovenes In most cases,

reserves bookings from these fields will depend on the results of

ongoing technical and commercial evaluations including appraisal driing

Qur most significant discoveries in 2007 inciuded the following

- InAngola we made further discovenes in the ultra deepwater (greater
than 1,500 metres) Block 31 (BP 26 7% and operaton) with the
Miranda, Cordeka and Portia wells, bringing the total number of
discovertes in Block 31 to 15

— In Azerbaijan, we made a further discovery in a new reservorr in Shah
Deniz {BP 25 5% and operator) with the SDX-04 wall

— In Egypt, we made three discoveries with the Giza North-1 (BP 60%
and operator}, Taurus Deep (BP 60% and operator) and Satis (BP 50%
and operator} wells

- In the deepwater Guif of Mexico, we made a discovery wath the
Isabela well (BP 67% and operator)

Reserves and production
Comphance
IFRS does not provide specific guidance on reserves disclosures BP
estimates proved reserves in accordance with SEC Rule 4-10 {a) and
relevant guidance notes and letters tssued by the SEC staff

By therr nature there 1s always some nsk imvolved In the uttimate
development and production of reserves, including, but not hrited to,
final regulatory approval, the installation of new or addonal
infrastructure as well as changes in ol and gas prices and the continued
avallabinty of addiional development capital

All the group's ol and gas reserves held in conschdated companies
have been estimated by the group s petroleum engineers Of the egquity-
accounted volumes in 2007, 16% were based on estmates prepared by
group petroleum engineers and 84% were based on estimates prepared
by independent engineenng consultants, although all of the group s oit
and gas reserves held in equity-accounted entities are reviewed by the
group s petroleurn engineers before making the assessment of volumes
to be booked by BP

Qur proved reserves are associated with both concessions [tax and
royalty arrangements} and agreements where the group 15 exposed to
the upstream nsks and rewards of ownership, but where tdle to the
hydrocarbons 1s not conferred, such as PSAs In a concession, the
consortium of which we are a part 15 entrtled to the reserves that can be
produced over the licence penod which may be the life of the field Ina
PSA, we are entrtled to recover volumes that equate to costs incurred to
develop and produce the reserves and an agreed share of the remaming
volumes or the economic equivalent As part of our entitlement 1s driven
by the monetary amount of costs 1o be recovered price fluctuations wilt

’ have an impact on both production volumes and reserves Thirteen per

cent of our proved reserves are associated with PSAs The mamn
countnes In which we operate under PSAs are Algenia, Angola
Azerbaian, Egypt, Indonesia and Vietnam

We separately disclose our share of reserves held in equity-accounted
entities {jointly controlled entities and associates), although we do not
control these entries or the assets held by such entities

Resource progression
BP manages rts hydrocarbon resources in three major categones
prospect inventory non-proved resources and proved reserves When a
discovery 1s made volumes usually transfer from the prospect inventory
to the nonproved resource category The resources move through
vanous non-proved resource sub-categories as ther technical and
commercial maturity increases through appraisal actmvity

Resources in a field will only be categonzed as proved reserves when
all the cntena for attnbution of proved status have been met, Including an
mnternally imposed requirement for project sanction or for sanction
expected within six months and for additional resarves in existing fields,
the requirement that she reserves be included in the business plan and
scheduled for development, typically wathin three years Where, on
occasion the group decides to bock reserves where development 1s
scheduled to commence beyond three years, these reserves will be
booked only where they satisty the SEC’s ¢ntena for attnbution of proved
status Internal approval and final Investment decision are what we refer
to as project sanction

At the point of sanction, all booked reserves will be categorized as
proved undeveloped {PUD) Volumes will subsequently be recategorized
from PUD to proved developed (PD} as a consequence of development
actwity When part of a well s reserves depends on a later phase of
actwity, only that portion of reserves associated with existing available
facimies and nfrastructure moves to PD The first PD bookings will accur
at the point of first ol or gas production Major development projects
typically take one to four years from the time of intial booking of PUD
reserves to the start of production Changes to reserves bookings may
be made due to analysis of new or existing data concerning production,
reservow performance commercial tactors, acquisition and divestment
actty and addimonal reservor development actvty

Govemance

BP s centsally controlled process for proved reserves estimation approval

forms part ot a holistic and integrated system of internal control It

consists of the following elements

- Accountabilities of certain ofticers of the group 10 ensure that there 18
review and approval of proved reserves bookings independent of the
operating business and that there are effective controls in the approval
process and verification that the proved reserves estimates and the
related financial impacts are reported in a timely manner

- Capnal allocation processes, whereby delegated authonity 1s exercised
to commit to capital projects that are consistent with the delivery of
the group s business plan A formal review process exists to ensure
that both technical and commercizl critena are met pner to the
commitment of capital to projects

- internal Audit, whose role includes systematically examining the
efiectiveness of the group's financial controls designed to assure the
reliability of reporting and safeguarding of assets and examning the
group s compliance with laws, regulations and internal standards

- Approval higrarchy whereby proved reserves changes above certan
threshold volumes require central authonzation and periodic reviews
The frequency of review 1s determined according to field size and
ensures that more than 80% of the BP reserves base undergoes
central review every two years and more than 90% 15 reviewed every
four years
For the executive directors and senior management, no specific

portion of compensation bonuses s directly related to ol and gas

reserves targets Additions to proved reserves s one of several

indicators by which the performance of the Exploratron and Production

segment 1S assessed by the remuneration commuttee for the purposes of

determining compensation bonuses for the executive directors and

senior management Other indicators include a number of financial and

operational measures
BP s varniable pay programme for the other semor managers in the

Exploration and Production segment s based on indvidual performance

contracts Indmvidual perforrmance contracts arg based ¢n agreed 1tems

from the business performance plan, one of which, If they choose could

relate to all and gas reserves
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Aeserve replacemeant
Total hydrocarbon proved reserves, on an ott equivalent basis and
excluding equiry-accounted entities, comprsed 12,583mmboe at
31 December 2007, a decrease of 4 4% compared with 31 December
2006 Natural gas represents about 56% of these reserves The
reduction includes net sates of 58mmboe, largely comprising a number
of assets in the Netherlands, Pakistan, Canada and the US

Total hydrocarbon proved reserves, on an ol equivalent basis for
equity-accounted entrties alone comprised & 231mmboe at 31 December
2007, an increase of 15 3% compared with 31 December 2006 Natural
gas represents about 12% of these proved reserves The increase |
includes net sales of 3mmboe largely comprising a number of assets in
Russia

The proved reserves replacement ratio {also known as the production
replacement ratio} 1s the extent to which production Is replaced by
proved reserves additions This ratio 1s expressed (n ol eguivalent terms
and includes changes resulting from revisions to prevtous estimates,
improved recovery and extensions and discovenes and may be
expraessed as a replacement ratio excluding acquisitions and divestmenis
or as a total replacement ratio including acquisitions and divestments

2007 2006 2005

Proved reserves replacement ratio

excluding equity-accounted

entities a4 34 68
Proved reserves replacement ratio,

excluding equity-accounted

entities, including sales and

purchases of reserves-inplace 38 1 40
Proved reserves replacement ratio,
for equity-accounted entities 248 272 151

Proved reserves replacement ratio,
for equity-accounted entities,
including sales and purchases of
reserves-n-place 248 239 14

milon barrals of ol equivalant

Additions to proved developed

reserves excluding equity-

accounted entities including

sales and purchases of reserves-

in-place? 929 675 632
Additions to proved developed

reserves, for equity-accounted

entities, including sales and

purchases of reserves-n-place® 473 938 474

Proved developed reserves

replacement ratio excluding

equity-accounted entities

including sales and purchases of

reserves-in-place 99 70 63
Proved developed reserves

replacement ratio for equity-

accounted entities including

sales and purchases of reserves-

inplace m 195 99

*This includes some reserves that were previously classified as proved
undeveloped

In 2007, net additions to the group's proved reserves (excluding sales
and purchases of reservesin-place and equity-accounted entities)
amounted to 414mmboe, principally threugh improved recavery from,
and extensions to, exssting fields and discoveries of new fields Of the
reserves additions through improved recovery from, and extensions to
existing fields and discovenes of new fields, 64% are assoaciated with
new grojects and are proved undeveloped reserves addmions The
rematnder are i existing developments where they represent a mixture
of proved developed and proved undeveloped reserves The principal
reserves additions were in the Norway (Skarv), the US {Liberty, Prudhoe
Bay, Great White, Nakika, Thunder Horse}, Tninadad (Immortelle,
Manakin) Angola {Pazflor} and Canada (Noel)

Production
Qur total hydrocarbon production durning 2007 averaged 2,549 thousand
barrels of ol equivalent per day {(mboe/d) for subsidianes and
1,269mboe/d for equity-accounted entities, a decrease of 3% and 2%
respectvely compared with 2006 For subsidianes, 35% of our
production was in the US and 13% in the UK For equnty-accounted
entities 72% of production was from TNK-BP

Total production for 2008 1s expected to be highar than in 2007 This s
based on the group's asset portfolio at 1 January 2008, expected start-
ups n 2008 and Brent at $60/bbl before any 2008 disposal effects and
befere any effects of prices above $60/bbl on volumes in PSAs
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The followng tables show BP s estimated net proved reserves as at 31 December 2007

Estimated net proved reserves of liquids at 31 December 2007°°¢ reulion barrels
Devoloped Undeveloped Total
UK 414 123 537
Rest of Europe 105 169 274
us 1,882 1268 3147
Rest of Amencas 115 203 ng®
Asia Pacific 61 77 138
Africa 256 350 606
Russia - - -
Other 104 368 472
Group 2937 2 555 5,492
Equity-accounted entities 2,996 1 585 4,581
Estimated net proved reserves of natural gas at 31 December 200720 ¢ balkon cubic feat
Devaloped Undaveloped Total
UK 2,049 553 2602
Rest of Europe 63 410 473
us 10670 4,705 15375
Rest of Americas 3683 8304 12,077¢
Asia Pacific 1822 4817 6,639
Afnica 990 1410 2,400
Russia - - -
Qther 583 981 1,564
Group 19 860 21270 41,130
Equity-accounted entities 2473 1,297 37700
Net proved reserves on an oll equivalent basis {mmboe)
Group 6361 6222 12 583
Equity-accounted entities 3422 1809 5231

® Proved reserves exclude royatues due 1o others whether payable in cash or in kind where the royalty owner has a direct intesest m the underlying production and the
opton and ability to make lifung and sales arrangements independently and include minonty interests in consohdated cperations We discloss our share of raserves held In
joint ventures and associates that are accounted for by the equity method although we do not control these entines or the assets held by such enuties

Yin certain deepwater fields such as fields in the Gulf of Mexico BP has clamed proved reserves before production flow tests are conducted in pant because of the
significant safety cost and environmental implicatons of conducting these tests The industry has made substanual technological improvements in understanding
measunng and dekneating reservoir properties without the need for flow tests The general method of reserves assessment to detenmine reasonable certainty of
commercial recovery that BF employs relies on the integration of three types of data {1} well data used 1o assess the local charactenstics and conditions of reservorrs and
fluds (2) field scale seismic data to allow the interpolation and extrapolation of these charactenstics outside the immadiate area of the local well control and {3} data from
relevant analogous fields Well data includes appraisal wells or sidetrack holes full logging suttes, core data and flud samples BP considers the integration of this data in
certan cases 1o be supenor 1 a flow test in providng a betier undesstanding of the averall reservorr performance The collecuen of data from logs cores wireline
formation testers pressures and flud samples calibrated to each other and 10 the seismic data can allow reservonr properties 10 be determined over a greater volume than
the localized volume of investigation asseciated with a short term flow test Histoncally proved reserves recorded using these methods have been validatad by actual
production levels As at the end of 2007 BP had proved reserves in 22 fields in the deepwater Guif of Mexico that had been inially booked prior to productian flow testing
Of these fields 19 are in production and ona Thunder Horse, 15 expecied 10 begin production by the end of 2008 Two other fields are in the early stages of development

°1;ge 2?07 \éear-end marker prices used were Brent $96 02/bbl (2006 $58 S3/obl and 2005 $58 21/obl) and Henry Hub $7 10/mmBtu (2006 $5 52/mmBtu and 2005

52/mmBtu)

9Proved reserves in the Prudhoa Bay field in Alaska include an estimated 98 mullion barrels upen which a net profits royalty will be payable over the life of the field under the
terms of the BP Prudhoe Bay Rovalty Trust

®|nctudes 20 million barrets of cruds ol in respect of the 30% minonty interest in BP Trinklad and Tobago LLC

!Inctudes 210 million barrels of crude oil in respect of the 6 51% mnority interest In TNK-BP

Inctudes 3 211 billlon cubic feet of natural gas in respect of the 30% minonty iMterest in BP Trinidad and Tobago LLC

" Includes 68 bilion cubic feet of natural gas In raspect of the 5 88% minonty Interast in TNK-BP
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The following tables show BP’s production by major field for 2007, 2006 and 2005

Liquuds % thousand bamels per day
. EPnetshareot production”
Fwld or Area Interast 2007 2006 2005
Alaska Prudhoe Bay? 264 74 71 89
Kuparnuk 392 52 57 62
Northste/® 986 23 38 46
Milng Point® 994 28 3 37
Other Various 27 27 34
Total Alaska 209 224 268
Lower 48 onshore® Vanous Various 108 125 130
Gulf of Mexico deepwater® Na Kika® 500 32 M a4
Horn Mountain® 1000 18 23 26
King® 1000 22 28 24
Mars 285 30 19 21
Mad Dog® 610 25 17 13
Holstein® 500 17 15 22
Other Various 52 52 438
Gult of Mexico Shelf Cther Various - 3 16
Total Gult of Mexico 196 198 214
Total US 513 547 612
UK offshore® ETAPI Various 32 49 49
Foinaven? Various 37 37 39
Magnus® 850 16 30 30
Schiehallion/Loyal® Various 20 26 28
Harding® 700 14 17 22
Andrew® 628 8 7 12
Other Varous 59 69 75
Total UK affshore 186 235 255
Onshore Wytch FarmP 678 15 18 22
Total UK 201 253 277
Netherands® Vanous Various - 1 1
Norway Valhall? 261 17 21 25
Draugen 184 14 15 29
Ula® 800 12 14 17
Cther Vanous 8 10 12
Total Rest of Europe 51 61 75
Angola Dala 167 31 - -
Girassol 167 14 17 34
Greater Plutorio® 500 12 - -
Kizomba A 267 36 54 =]
Kizomba B 267 35 58 28
QOther Various " 4 10
Australia Vanous 158 34 34 36
Azerbajan Azer-Chirag-Gunashii® 341 200 145 76
Shah Deriz® 255 5 - -
Canada® Vanous® Various 8 8 10
Colombia Vanous® Varous 28 34 4
Egypt Vanous Various 43 42 47
Tnridad & Tobago® Vanous® 1000 30 40 49
Venezuela® Varous Various 16 26 55
Other® Vanous Various 36 28 26
Total Rest of World 539 490 459
Total group® 1,304 1,351 1,423
Equity-accounted entities (BP share}
Abu Dhabit Various Various 192 163 148
Argentina — Pan American Energy Vanous Various 69 69 67
Russta — TNK-BP¢ Vanous Vanious 832 876 9
Other® Vanous Various 17 16 13
Total equity-accounted entities 1,110 1,124 1139

2 Production excludes royalties due to others whather payable in cash or in kind where the royaity owner has a direct interest in the underlying production and the option and

ability t¢ make Iifsing and sales arrangements independently
b BP-operated

®In 2007 BP divested its producing propertias in the Netherlands and some producing properties 1n the US Lower 48 and Canada TNK-BP disposed of its interests n
saveral non-core properties In 2006 BP divested s producing properues on the Quter Continental Shelf of the Guif of Mexice and 1ts interest in the Statfjord ol and gas
field i the UK Qe interests in the Bogueron Desaroflo Zuha Ocoidental {DZ0) and Jusepin projects In Vanezuela were reduced following a decision by the Verezuskn
government TNK BP dispasad of 115 non-core interests in the Udmurtneft assets In 2005 BP dvested the Teak Samaan and Pow assets «n Trimdad and sold interests in
certain propertes in the Gulf of Mexico In addiion, BP exchanged the Gulf of Mexico deepwater Blind Faith praspect for Kerr McGese's interest in the Arkoma Red Qak
and Williburton fields and TNK-BP disposed of non-core producing assets in the Saratov region
Volumes relate 10 six BP-operated fields wiihin ETAP BP has no interests in the remaining thiee ETAP fields which are operated by Shell

°Includes 54 net mboe/d of NGLs from processing plants in which BP has an interest (2006 55mboe/d and 2005 58mboe/d)
The BP group hokds interests, through associates i onshore and offshore concessions in Abu Dhabe expinng in 2014 and 2018 respectuvely Duning the second quarter of
2007 we updated our reparting pohcy in Abu Dhabx 1o be consistent with general industry practice and as a resuft have started reporing production arl reserves there
gross of production taxes This change resulted w an increase In our reserves of 153 milhon barrels and in our production of 32 thousand barrels per day (mb/d)
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Naturalgas = o % milion cubx: feet per day
i BP net share of production®
Field or Area Interest 1 2007 2006 2005
Lower 48 onshorg® San Juan® Various i 694 765 753
Arkomna® Various 204 225 198
Hugoton® Various ! 123 137 151
Tuscalposa® Vanous ! 78 86 in
Warnsutter® 705 120 13 110
Jonah® 650 173 133 97
Other Various 458 461 465
Total Lower 48 onshore 1,850 1920 1885
Gult of Mexico despwater® Na Kka® 500 50 97 133
Marlin® 782 | 13 16 52
Cither Various | 205 210 235
Gulf of Mexico Shelf® Qther Various | 1 86 160
Total Gulf of Mexico 269 389 580
Alaska Varnous Vanous 55 67 a1
Total US 2,174 2,376 2,546
UK offshore® Braes® Various 69 101 165
Bruce® 370 72 107 181
West Sole® 1000 55 56 55
Marnock® 620 25 42 47
Britannia 90 37 42 46
Shearwater 275 19 3 37
Armada 182 16 28 30
_ Other Various 475 529 549
Total UK 768 936 1080
Netherlands®? Prg2° 487 - 23 25
Other Vanous 3 33 37
Norway Various Vanous 26 35 46
Total Rest of Europe 29 91 108
Australa Varous 158 376 364 367
Canada® Various® Varous 255 282 307
Chuna Yacheng® 343 85 102 98
Egypt Ha'py® 5C¢0 108 99 106
Other Varicus 206 172 83
Indonesia Sanga-Sangaldirect}® 263 75 B84 10
Cther® 460 a1 80 128
Sharjah Sajaa® 400 | a3 11 113
Other 400 | 9 9 10
Azerbajan Shah Deniz¢ 266 | 73 - -
Tondad & Tobaga® Kapok® 1000 | 984 945 1,005
Mahogany® 1000 ! 454 321 303
Amherstia® 1000 | 155 178 289
Parang® 1000 - 120 154
Immortelle® 1000 153 219 132
Cassia® 1000 25 30 83
Other® 1000 663 453 21
Other e e e Nanous  Nerous | 486 441 459
Total Rest of World 4,251 4,009 3768
Total group® 7,222 7,412 7 512
Equity-accounted entities (BP share)
Argentina - Pan American Energy Vanous Various 379 362 343
Russia — TNK-BP? Vanous Various 451 544 482
QOthe® Various Various 91 99 87
Total equity-accounted entities® 1 921 1005 912

#Production exciudes royalties due to others whether payable in cash or in kind where the royalty owner has a direct Interest in the underlying production and the opuon and

ability to make ifting and sales arrangements independently

5 2007 BP divested its producing properties in the Netherdands and some producing properties in the US Lower 48 and Canada TNK-BP disposed of its interests in
several non-core properties In 2006 BP divested ts producing preperties on the Quter Continental Shelf of the Gulf of Mexico and its interest in the Statfjord od and gas
held in the UK Qur interests in the Boqueron Desarollo Zuba Ocodental (DZ0) and Jusepin projects in Venezuela were reduced following a decision by the Venezuelan
governiment TNK-BP disposed of its non-core interests in the Udmurtneft assets In 2005 BP divested the Teak Samaan and Poul assets in Trinidad and sold interests in
certain properties 1n the Gulf of Mexico Inaddimion BP exchanged the Gulf of Mexico deepwater Blind Faith prospect for Kerr McGee's interest in the Arkoma Red Oak
and Willburton fields and TNK-BP disposed of non-tore producing assets in the Saratov region

¢BP-operated

9Includes 4 million cubic feet per day (mmcf/d) of natural gas recerved as in-kind tanff payments in 2005 None received 1n 2006 and 2007
?Natural gas production volumes exclude gas consumed in operations within the lease boundanes of the producing field but the refated reserves are included n the group s

reserves
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Unrted States
2007 liquids production at 513mb/d decreased 6% from 2006
while natural gas production at 2 174mmct/d decreased 8% compared
with 2006

Crude o1l production showed a moderate dechine of 18mbyd from
2006, with production from new profects (Gulf of Mexico) being offset by
divestments and natural reservoir decline The NGLs component of
Iquids production decreased by 15mb/d dnven mainly by commercial
changes in NGL processtng contracts, natural reservoir decling and
divestrnents Gas production was lower {201mmef/d) because of
drvestments and natural reservorr decline

Development expenditure 1n the US lexcluding midstream) during
2007 was $3,861 million, compared with £3,579 million in 2006 and
$2,965 milhon 1n 2005 The annual Increase 1s the result of vanous
development projects In progress

Our actrities within the US take place in three man areas Significant
events during 2007 within each of these are indicated below

Deepwater Guif of Mexico

Deepwater Guif of Mexico 1s our largest area of growth in the US In

2007, our despwater Gulf of Mexico hquids production was 196mb/d and

gas production was 268mmcf/d
Significant events were

- The Atlantis platform (BP 56% and operator) was successfully
commissioned and started producing ol and gas during the fourth
quarter of 2007 Atlantis employs the deepest moored platform of its
kind in the world and a separate semrsubmersible dnlling and
construction ng The versatle modular design of the platform provides
potential to add wells to Increase recovery

- At Thunder Horse {BP 75% and operator} as a result of a metallurgical
failure during pre-commissioning checks in 2008, the decision was
taken to reparr all at-nsk subsea componants All relevant components
have been removed from the sea floor and progress made In
reinstalhng the repared equipment in 2007, the platform s dnlling ng
was commissioned and its first well successtully dnlled and
completed Thunder Horse :s expected to start production by the end
of 2008 Designed to process 250,000 barrels of ol per day and 200
million cubic feet per day of natural gas, Thunder Horse Is expected to
be the largest field in the Gulf of Mexico The field will be supported
by a network of 25 subsea wells

— In November, BP started production fram two mult-phase subsea
pump stations in the King field {BP 100% and operator} At a depth of
1,700 metres and 15 miles away from the Marlin platform, this sets a
double world record for both depth and distance The two pumps are
expected to enhance production from the King hield by an average of
20% and to extend the production Iife of the field by five years
through improved recovery

- BP was awarded 88 blocks in the western Gulf of Mexico lease sale
and 83 blocks in the central Gulf of Mexico lease sale

— On 6 June 2007, a discovery was made with the |sabela well (BP 67%
and operator) located on Mississipp Canyon Block 562 in
approximately 2 000 metres of water about 150 miles south-gast of
New QOrteans

~ Duning the second quarier, we increased our ownership in Hom
Mountain to 100% as part of an asset exchange agreement with
Occidental Petroleum Corporation {Occidental)

= In Aprd 2007 BP disposed of its 80% mterest in the Entrada field to
Callon Petroleum Company for a total pnce of $190 million

Lower 48 states

In the Lowver 48 states (onshore), our 2007 natural gas producticn was
1,850mmcf/d which was down 4% compared with 2006 Liquids
production was 108mb/d, down 14% compared with 2006 The year-on-
year decrease in production 1s matnly attnbuted 10 normal field decline
and dvestment acimvity In 2007 we dnlled approximately 400 wells as
operalor and continued to maintan a stable programme of drling actmty
throughout the year

Production is derved prnmarily from two main areas

— In the western basins (Celorado, New Mexico and Wyoming) our
assets produced 222mboe/d in 2007

~ Inthe Gulf Coast and midcontinental basins {(Kansas Lowisiana,
Oklahoma and Texas) our assets produced 203mboe/d in 2007
The developrnent of recovery technology continues to be a

fundamental strategy in accessing our North America tight gas

resources Through the use of honzontal drlling and advanced hydraulic

fractuning techniques, we are achieving well rates up to 10 times higher

than more conventional techniques and per-well recavenes some {ive

times higher
Significant events were

- In January 2007, we announced our investment of up to $2 4 billon
expected over 13 years in the coalbed methane field development
project in the San Juan basin in Colorade The project includes the
dnlling of more than 700 wells, nearly all from existing well sites, and
the installation of associated field facilites

= Dnlling continued during 2007 on the Wamsutter natura! gas
expansion project The multryear dnlling programme s expected to
increase production significantly by the end of 2010 We are currently
1esting honzontal fracturing technology and carrying out wireless
seismic studies on the reservor

- Significant progress has been made on decommissiorung the Gulf of
Mexico Shelf hurncane-damaged platforms, which 1s on track for
completion in 2010 This waork has been carned out almost exclusively
using a diverless access' approach, significantly reducing exposure to
safety 1ssues associated with diving Late in 2007, we signed an
agreement with Wild Wall Control, an affillate of Supenor Energy
Services, to sell seven damaged platforms and 58 associated wells
and consequentially to transter the decommussioning liability to them
They will assume responsibility for plugging and abandonment of all
waells, salvage and removal or reefing of the damaged platferms and
related faciliies and restoraton of all sies

~ In 2007, BP dvested its noncore Permuan assets as pari of the asset
exchange agreement with Occidental In consideration BP receved
the remaining ane-third interest 1n the Horn Mountain field in the Gult
of Mexico and approximately $100 midlon cash

- In the third quarter of 2007, we ceased operations at the Whitney
Canyon gas plant located near Evanston Wyoming By doing this we
expect to extend the economic hife of the field by re-routing the
natural gas processed at the Whitney Canyon gas plant 1o Chevron s
Carter Creek gas plant BP intends to continue to cperate the 28 wells
in the Whitney Canyon field and the et facility, as well as the nearby
Painter Complex gas plant

Alaska
In Alaska, BP net ol production in 2007 was 209mboe/d, a decrease of
7% from 20086, due to normal decline n the targe mature fields partally
oftset by lower downtime
BP operates 13 North Slope ol fields (ncluding Prudhoe Bay, Northstar
and Milne Point} and four North Slope pipelines and owns a significant
interest in six other producing hields BP's 26 4% interest in Prudhoe Bay
also includes a large undeveloped natural gas resource Developing
viscous oll production and enlocking large undeveloped heavy ail
resources through the application of advanced technology are important
parts of the Alaska business strategy
Significant events in 2007 were
- On 20 June 20G7, the Prudhoe Bay field and the Trans Alaska Pipeline
System (TAPS) celebrated the 30th annwversary of first production
trom the North Slope of Alaska The onginal expectations for Prudhoe
Bay were to dnll 500 wells, produce for 20 years and recover 9 bilhon
boe of hydrocarbon resources After 30 years mare than 2 500 wells
have been dnlled, more than 11 5 bdlion boe have been recovered to
date, and the field 15 expected 1o continue to produce for another 50
years or more Prudhoe Bay production averaged 400mboe/d {gross)
in 2007, with BP s net share being 102mboe/d Overall downtime
dunng the year was consistent with plans for normal maintenance
actity and there were no large unplanned production disrupbons
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In 2007, we spent more than $250 million {BP net} in Alaska on 2
programme 1o upgrade or replace pipelines, increase inspacton and
COIfOSioN Monitonng, carfy out prevantative maintenance and repars,
expand capacity, and improve the efficiency of maor faciities in all
BP-operated fields

We have also made progress on the replacement of sections of oil
transit ines in the Prudhoe Bay field, which for these transit lines has
included adding pipeline pigging facilities to clean and inspect
pipelines, direct corroston whibitor injection, new leak detection and
corrosion monitoring systems Wa aim to complete this actmiy in
2008

On 16 February 2007, BP temporanly shut down its Northstar
production facity for 18 days to repair welds 1n the low pressure gas
piping system The facility was restarted on 6 March The full-yoar
impact of the production disruption resulting from this shutdown was
mare than offset by the beneficial impacts of an earler-than-planned
restant of the Milne Point K Pad pipeline replacement and strong
reservosr performance throughout 2007 at Prudhoe Bay and Kuparuk
On 25 October 2007 BP Exploration Alaska (BPXA) entered into a plea
agreement with the US Depaniment of Justice {DOJ), which ended
both federal and state government cniminal investigations of BPXA on
matters related to the March and August 2006 ol transit ling spills in
Alaska On 29 November 2007 n accordance with the agreement
BPXA pleaded guilty 10 8 misdemeanour viclation of the US Federal
Water Pollution Control Act BPXA paid a $12 million {gross) fing and
15 subject to one-to-three years probation BPXA also paid restitution
of $4 rmilion {gross) 1o the State of Alaska and paid another $4 million
(gross) 1o the National Fish and Wildlife Foundation for Arctic
environmental research The DOJ and the State of Alaska have agreed
not to bring any further crirminal charges against BPXA in connection
with the March and August 2006 spills

On 2 June 2007, the Alaska Gashine Inducement Act (AGIA) was
passed into law AGIA sets out the terms and conditions for
application for the exclusive right to build a natural gas pipeline to
transport North Slope gas to market BP stated publicly that it cannot
submit a conforming bid under AGIA because of In its view
unresolved nsks and uncertainties retated to project costs fiscal terms
and pipeline tariffs BP continues to develop and assess options for
commercializing the major undeveloped gas resources on Alaska's
North Slope

On 16 November 2007, the Alaska State Legislature passed a new
petroleum production tax law, which replaced the Petroleum
Production Tax legislation enacted in 2006 The new legislation
increases production taxes and 1s effective retraspectively from 1 July
2007 The key terms of the new production tax law include a base ol
tax rate of 25% on net profits, with progressive increases expected Iin
the il tax rate as the net margin increases above $30/bbl The new
production 1ax law will be governed by regulations to be defined and
promulgated in 2008 by the Alaska State Department of Revenue

On 26 December 2007, the Alaska Superior Court issued a ruling
reversing the 2006 decision by the Department of Natural Resources
{DNR} to termimate the Poim Thomsoen Urit and remanded the matter
to the DNR to provide the leaseholders their constitutional due
process nights, including the right to a hearing Akhough the judge’s
decision found that the DNR's rejection of the latest plan of
development (POD) was supported by substantial evidence the ruling
reinstated the leaseholders interests in the Poaint Thomson leases and
unit, and instructed the DNR 1o consider goed and digent od and
gas  production practices In shaping an appropriate remedy tor the
rejected POD The DNR 1s expected to call a hearng during the first
quarter of 2008

On 3 Octeber 2007, the Endicott field achieved ts 20th year of
production Since start-up in 1987, Endicott has produced 500mmboe
Dunng 2007, Endicott commenced a technology tnal programme that
15 expected to progress BP s LoSal® Enhanced Qil Recovery process
from technology development io technology deployment LoSal® 1s a
patented technology that utiiizes geochemically specific waters to
attack the larger remaining residual oits present after conventional
waterflooding To gain partner approval for a fulk-field deployment an

interwell programme has been started at Endicott Resulis from this
programme are expected in the second half of 2008 and are expected
10 lead 1o a full-field project commitment in 2008 The LoSal®
technology has imphcations for many fields beyond BF's Alaska
portfolio and the work at Endicott and in Alaska will be extrapolated to
8P 5 global portfolio

- On 3 January 2008, the US Mnerals Management Service approved
BP's development and production plan for the Liberty field Duning
2007, $25 rmillion was spent on pre-preject planning for Liberty,
including engineenng envircnmental studies and permit apphcations
Development plans for Liberty which lies offshore to the east of the
Endicott field, include ultra-extended reach wells to be drilled from
pads at Endicott and processing Liberty od production through existing
Endicott facilities

United Kingdom
We are the largest producer of oil, second largest producer of gas and
the largest overall producer of hydrocarbons in the UK In 2007, total
hquids production was 201mb/d, a 20% decrease on 2006 and gas
production was 768mmcf/d, an 18% decrease on 2006 This decrease in
production was driven by natural decline and the unplanned shutdown of
the Central Area Transmission System (CATS) pipeline Our activities in
the North Sea are focused on safe operations, efficient delivery of
production and midstrearn operations in-field dnlting and selected new
field developments Qur development expendiiure (excluding rmdstreamt
n the UK was $804 million in 2007 compared wath $734 mullion 1in 2006
and $790 million in 2005
Sigruficant events in 2007 were
~ During the second quarter, we announced the decisien not to proceed
with the decarbonized fuel DF1 project in Scotland This project was
being led by BP, in partnership with Scottish and Southern Energy,
and would have produced hydrogen as a decarbenized’ fuel for use In
power generation, with the carbon dioxide {CO,) gases being exported
to the Miller od reservorr in the North Sea for increased ol recovery
and utimate storage Significant investment had been made 1n front-
end engineering and design actvity Development of the project was
onginally planned to begmn at the end of 2006 and required UK
government support In May, the UK government announced that it
would not decide which carbon capture storage project to support
until 2008 at the earliest The timing of this decision did not fit with
the DF1 project timeling, which was constrained by the maturity of
the Miller ail field, and therefore the decision was taken not to
proceed The Miller field which began production in 1892 has now
ceased production and decommissioning activity 1s in the planning
stage
~ We sanctioned the Dimlington Onshore Compression and Terminals
Integratien project, a $250-million investment in new gas campression
faciities at the BP-operated Dimlington Terminal, which receives gas
from fields in the southern North Sea This new equipment 1s
expected to reduce pipeline pressure between the offshore fietds and
the terminal allowing the gas fields o increase production BP
expects remaining recoverable reserves in the West Sole and
Amethyst fields to increase by around 30% as a result of this project
- In October, we announced changes to the structure of the North Sea
operations that are Intended to simplfy the organizaticn and improve
the efficiency of work processes In response o the challenges of the
increasingly mature North Sea, where dechining production and rapidiy-
nsing costs have created business condiions that are not sustainable
in the long term The new structure will mean tewer organizational
units and reduced management layers This will allow consolidation of
onshore non-technical support activities, leading to economies of scale
and reduced complexity

Rest of Europe

Development expenditure [excluding midstream) in the Rest of Eurcpe
was $443 million, compared with $214 million in 2006 and $188 rmullion
in 2005




Norway

in 2007, our total production in Norway was b6mboe/d, a 15% decrease

on 2006 This decrease in production was driven by natural decline
Significant actvities were

- Progress on the Valhall {BP 28 1% and operator} redevelopment
project continued during 2007 A new platform is scheduled to
become operatonal in 2010, with expected ol production capacity of
150mb/d and gas handiing capacity of 175mmci/d

- InJune, we announced the sanction of the combined Skarv and Idun
development This development 1s located in the Norwegian Sea
approximately 200 kilometres west of Sandnessjgen The fields will be
developed using a Floating Production Storage and Offloading vessel
{FPS0), subsea wells and an 80-kllometre gas export pipeling
connecting 1o the Asgard Transport Systemn

Netheriands

0On 1 February 2007 we completed the sale of our exploration and
production and gas infrastructure business in the Netherlands to the Abu
Dhabi Nauonal Energy Company, TAQA This included onshore and
offshore production assets and the onshore gas storage facility Piek Gas
Installatie, at Alkmaar

Rest of World

Development expenditure in Rest of World (excluding midsiream} was
$5,045 million in 2007, compared with $4 522 million in 2006 and
$3,735 million i 2005

Rest of Amernicas

Canada

- InCanada, our natural gas and lkquids production was 52mboe/d in
2007, a decrease of 9% compared with 2006 The year-on-year
decrease in production 1s mainty due to natural f:eld decline

- InJanuary 2008 we sanctioned the Noel Cadormin sweet gas project
Atotal of 130 wells are planned to be drilled with first production
expected in 2009

- The Mist Mountain coalbed gas project 1s in the appraisal stage, which
15 expected to last for a number of years The purpose of this stage 1s
to assess the viability of coalbed gas production in Bnitish Columbia’s
Crowsnest coatfield by proving technologies and practices that waill
allow for the destgn of an environmentally sustainable commercial
project We are seeking Bntish Columbia government approval to
access public land for this project

- On 5 December 2007, BP announced it had signed a memorandum of
understanding with Husky Energy Inc to form an integrated North
American oll sands business The transaction 1s expected to be
completed by the end of March 2008

Tnrdad

- InTnmidad natural gas production volumes increased by 7 5% 1o
2,434mmet/d in 2007 The increase was delivered as a result of
improved operating etficiency leading to increased throughput for
Atlantic LNG Train 4, increased demand from the domestic market,
full ramp up of the Cannonbali field and the start-up of two new fields
1n 2007 Liguids production declined by 10mbyd (25%!} to 30mb/d in
2007 from 40mby/d in 2006 as a result of the natural dechine from high
condensate fields

- The Mango and Cashima fields reached first gas on 17 November
2007 and 15 December 2007 respectively Mango and Cashima were
designed and built in Trinidad using a standardized design with 85% of
fabrication hours and 65% of project managerment hours contributed
by local Tnridad workers

Venszuela

- InVenezuela, due to the transitton to the incorporated joint venture
{lJV} entities in accordance with Venezuelan regulations that came into
force in 2006 2007 was the first full year of reduced interest As a
resuft of the aforementioned and the OPEC quotas, our 2007 guids
production decreased by 10mb/d cornpared with 2006

- On 26 June 2007, BP agreed to the migration of the Cerre Negro
operations to an IJV without diluting its interest and signed a binding
memorandum of understanding reflecting agreement to the significant
terms and conditions for migration to and operation of the |JV
Signature of the final conversion contract, and finalization of the rest
of the required procedures, 15 expectad 1o take place i the first
quarter of 2008

Colombia

~ In Colombia, BP s net production averaged 46mboe/d The reduction
of 4mboe/d compared with 2006 1s mainly due 1o naiural ield decline,
partally compensated by additional gas sales The main part of the
production comes from the Cusiana Cupiagua and Cupiagua South
fields with increasing new production from the Cupiagua extension
inta the Recetor Association Contract and the Florena and Pauto helds
in the Piedernonte Association Contract

— In Septermber, BP was awarded two offshore blocks in the Caribbean
that cover approximately 6,200 square klometres One block, RC4 (BP
35% and operator} will be a joint venture with state-owned Ecopetrol
and Petrobras while BP will have sole nghts to develop the other,
RC5 (BP 100% and operator)

- In December 2006, the Colombian Congress passed new legislation to
reduce corparate income taxes fram 35% 10 34% in 2007 and 33%
n 2008

— After months of negotiations with Ecopetrot, agreement around
extension of the current associstion contracts was not reached
Hewever, new commercial agreements are in the final stages of
negotiation to allow partners 1o access hew nvestment opportunities

Argentina and Bolvia

— In Argentina and Bolmva, actmity 1s conducted through Pan Amencan
Energy (PAE) inwhich BP holds a 60% interest, and which is
aceounted for by the equity method since 1t 1s jointly controlled tn
2007 total PAE gross preduction of 264mboe/d represented an
increase of 1% over 2006 This increase came from the continued
focus on drling in Golfe San Jorge in Argenting The fietd 1s now
producing at its ighest leve! since Inception 1n 1958 and further
expansion programmes are planned PAE also has interests in gas
pipelines, electnicity generation plants and other midstream
infrastructure assets

= On 27 April, PAE entered mto an agreement with the Argenting
province of Chubut, which provides for the concession term extension
and includes certain investment commitments refated to exploration
and production on the Cerro Dragon block, located in Golfo San Jorge
basin On 25 June PAE signed a similar agreement with Santa Cruz
province These are the first agreements entered into to extend the
term of concessions in Argentina, and were formalized under the
framework established by a law recently passed by the Argentine
Congress that will allow PAE to undertake long-term projects

= 0On 13 July, PAE signed a loan agreement with the International
Finance Corporation (IFC) for the amount of $550 milhon Tius lean wall
be used 10 finance a programme of capnal Investment in the Cerro
Dragon block in Argentina The last tranche will mature in Apri 2018

— On 2 May, foltowing notanzation the new agreemenis entered into by
PAE and other ol and gas companes with Yacimientos Petroliferos
Fiscales Bolivianas (YPFB) in Balwvia in November 2006 became
effectve These agreements are intended to run until 31 December
2026 and establish the commitment assumed by each of the
compames to supply the Bolvian domestic gas market YPFE will be
responsible for marketing all hydrocarbons produced in Bolivia and for
determining the terms of relevant gas sales contracts Along with
these changes, the volumes that Chaco (an exploration and production
company operated in Bolma owned 50% by PAE and 50% by YPFB,
30% BP net} 1s allowed 10 export have been significantly increased
resulting 1n higher overall gas sales realizavons for Chaco

- In a continuation of changes made to the export tax since Its INceplion
in 2002, the Argenting government 1ssued a resolution in November
2007 increasing the export tax rate on ol when the international crude
oll price 1s US$E0 9/bl or higher
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Africa

Algeria

- BP, through its joint operatorships of the In Salah Gas (33 15%) and In
Amenas (12 50%) projects supplied B3bcf (BP net) of gas to markets
n Algena and southern Europe during 2007, an increase of 33% from
2006 due 10 the ramp up of In Amenas duning 2007 The CO, capture
systern, part of the In Salah project 1s one of the world’s largest CO;
capiure projects

Angola

- In Angola, BP net production in 2007 was 13%mboefd an increase of
5% from 2006 due to the start up of the Greater Plutomo Manmba
and Rosa fields, and the ramp up of Dalia more than ¢ffsetting PSA
changes in the Kizomba A Kizomba B and Girassol fields

- The first btting from the Dalia field (BP 16 67%) was achieved during
the first quarter of 2007, with gross field production ramping up to
245mb/d by the end of 2007 The Dalha field was discovered in 1997
It entered project execution phase n the first half of 2003 and
production began on 13 December 2006

- Dunng the secend quarter, the Rosa project (BP 16 67%) achieved
first production Descovered in January 1998, some 135 kilometres off
the coast of Angola In water depths of approximately 1,350 metres
the Rosa field 1s located 15 kilometres away from the Girassol FPSQO
to which it 1s tied back It s the first deepwater field of this size to be
tied back to such a remote instatlaton and in such water depths Rosa
15 expected to maintain the FPSO s production capacity above
250mb/d until early in the next decade

— Qi production at the Greater Plutonio offshore development area In
Block 18 began in October 2007 The five fields making up the Greater
Plutonio developrment were discovered between 1999 and 2001 in
water depths of up to 1 450 metres and it 1s the first BP-cperated
asset in Angola (BP 50% and operatory The development utilizes an
FPS0 connected to the wells by a large subsea system The subsea
system s expected to ulbmately encompass 43 wells and the longest
single-nser tower system of its kind in the world Many companents
of the project were constructed in Angola including the world's largest
Caternary Anchor Leg Mooring (CALM) buoy

- In October production commenced from the Manmba North project
{BP 26 67%;) in Block 15 The field 15 in approximately 1,300 metres
of water more than 145 kilometres off the coast of Angola The
Manmba North project is a tie-back to the Kizomba A development
The Marmba North production and control facilities have been
integrated with the existing Kizomba A development to effectively and
cost efficiently utiize the existing field facilities Stan-up of the field
was achieved safely without any production impact to the Kizomba A
operations

= In the ultra deepwater Block 31 there were three exploration
successes, Miranda Cordeha and Portia, bringing the total for Block
311015 The Miranda well 1s located 1n a water depth of
approximately 2,436 metres, some 375 kilometres northwest of
Luanda The Cordeha well 1s located 1n a water depth of approximately
2,308 metres, some 371 kilometres northwest of Luanda The Portia
well 15 located in a water depth of approximately 2,012 metres some
386 kilometres northwest of Luanda

- InAugust, the Pazflor Project in Angola Block 17 (BP 16 67%) was
sanctioned Pazflor will be a standalene FPSO development, tha third
major production hub 1in Block 17, and 1s expected to detiver first ail in
2011 The development will be based on a new-builld FPSO with
subsea walls, ngid flowlines and subsea processing

— InJanuary 2008 production began at the Mondo field (BP 26 67%) in
Block 15 Located in water depths of approximately 800 metres, the
field utiizes an FPSQ and has a total of 36 subsea wells

Egypt

- In Egypt, BP net production was 97mboe/d, an increase of 10% from
88mboe/d In 2006 This increase was marnly due to an increase (n the
number of producing wells and the benefit of tull-year production from
producing wells dnlled in 2006

In Egypt, the Gulf of Suez Petroleum Company (GUPCO) (BP 50%}), a

joint venture operating company between BP and the Egyptian

General Petroleum Corporation (EGPC) carnes out our operated ol

and gas production operations GUPCO operates eight PSAs in the

Gut of Suez and Western Desert and one PSA m the Mediterranean

Sea encompassing a total of more than 40 tields

- Progress continued on the Saqqara field (BP 100%) development
project, with first production expected in 2008

- Progress continued on the Egypt Gas Phase 1 (Taurt) {(BP 50%}
development project, with first production expected i 2008

— In January 2007 BP drilled a successful well, Giza North-1, 1n the
North Alexandna concession (BP 60% and operator) held by BP, RWE
DEA and EGPC/The Egyptian Natural Gas Holding Company (EGAS}
The Giza North-1 was dniled in 668 metres of water, some 56
kilometres cffshore in the Phocene formation wherg BP has mads
three previous discovernes

— In May 2007, BP drilled a successful well, Taurus Deep, in the Nerth
Alexandna A Concession {BP 60% and operator) held by BP, RWE
DEA and EGPC The Taurus Deep well was dnlled in approximately
400 metres of water some 70 kilometres offshore, and 15 1n the
Middle Miocene formation

- InJanuary 2008 BP finished drlling a successful well Satis-1, in the
North El Burg offshore concession (BP 50% and cperator) held by BP,
IEQC and EGAS The Sats-1 well was dnlled in appreximately 90
metres of water, some 50 kilometres offshore, and 151n the Oligocene
formation

~ In December 2007, BP had first production from the Denise field

where It holds a 50% interest

Libya
- In May, BP and tts partner, the Libyan Investment Compoaration (LIC)
signed a major exploration and production agreernent with Libya's
Naticnal Od Company The initial exploration commiiment 1S set ata
rmurimurn of $900 millon with significant appraisal and devetopment
expenditures dependent on exploration success BP and the LIC wall
explore over 53,000 square kilometres of the onshore Ghadames and
offshore frontier Sirt basins Successful exploration could lead to the
drlling of arcund 20 appratsal wells The agreement was ratified by
the Libyan General People s Council on 23 December

Asia Pacific

Indonesia

— BP produces crude oil and supphes natural gas to the island of Java
through its holding in the Offshore Northwest Java PSA (BP 46%) In
2007 BP net production was 39mbeoe/d a decrease of B 8% from
43mboe/d in 2006 as a result of a higher-than-forecasted base declne
unplanned losses and the impact of higher realizations on the PSA

- Dunng 2007, development continued ¢n the Tangguh LNG project (BP
37 2% and operator) The project development includes offshore
platforms, pipelines and an LNG plant with twe production trains First
commercial delivery ts expected in early 2009

Vietnam

- BP participates in one of the country's largest projects with foreign
investment the Nam Con Son gas project This i1s an integrated
resource and infrastructure project, including offshore gas production
a pipeling transportation system and power plant In 2007, BP net
natural gas production was 82mmcf/d gross, a decrease of 15% over
2006 This decrease was marnly due to higher supply from another
gas field brought onstream in late 2006 Gas sales from Block 6 1 (BP
35% and operator} are made under a long-term agreement for
elactricity generation in Vietnam, including the Phu My Phase 3 power
plant (BP 33 3%}

China

~ In 2007, natural gas production was 85mmci/d BF net, a decrease of
17% over 2006 This decrease was mainly due to the closure of a
Rate Acceleration Agreement with a key customer at the end of 2006
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— The Yacheng offshore gas field (BP 34 3%) supplies under a long-
term contract 100% of the natural gas requirement of Castle Peak
Power Company, which provides around 50% of Hong Kong s
electricty Some natural gas 1s also piped te Haiman Island where it 1s
sold to the Fuel and Chenucal Company of Hainan, also under a long-
term contract

— In March, the National People’s Congress reduced the rate of
corporation tax from 33% to 25% with effect from 1 January 2008

Austraha

— In Australia, BP net gas production in 2007 was 376mmcf/d, an
increase of 3 3% from 2006 due to increased domestic gas demand in
Western Australia BP net hiquids production at 34mb/d remained
unchanged from 2006

- BP s one of seven partners in the North West Shelf (NWS) venture
Six partners (including BP) hold an equal 16 7% interest in the
infrastructure and ail reserves and an equal 15 8% interest in the gas
and condensate reserves with a seventh partner owning the
remaining 5 32% of gas and condensate reserves The operation
covers offshore production platforms an FPSQ, trunklines and
onshore gas processing plants The NWS venture 1s currently the
pnncipat supplier to the domestic market In Western Australia During
2007 progress continued on the construction of a fifth LNG train
(4 7 milhon tonnes per year design capacity}, with first throughput
expected In the second half of 2008

Russia

TNK-BP

- TNK-BP a joint venture between BP {50%) and Alfa Group and
Access-Renova {AAR} (50%!) 1s an integrated il company operating in
Russia and the Ukraine The TNK-BP group s major assets are held in
OAQ TNK-BP Holding Cther assets include the BP-branded retail
sites In Moscow and the Moscow region and interests in QAQO Rusia
Petroleum and the CAQ Slavneft group The workforce comprises
more than 60,000 pecple

~ BP s investment in TNK-BF 1s held by the Exploration and Production
segment and the results of TNK-BP are accounted for under the
equity method in this segment

- TNK-BP has proved reserves ot 6 9 billion barrels of ail equivalent
{including its 49 9% equity share of Slavneft), of which 4 5 billion are
developed In 2007, TNK-BP's average liquids production was
1 7mmboe/d, a decrease of just over 5% compared with 2006,
reflecting the disposal of the Udmurt asset in 2006 The production
base 15 largely centred in West Siberia (Samotlor, Nyagan and
Megion) which contributes about 1 2mmboe/d, together with Volga
Urals {Crenburg} contributing some ¢ 4mmboe/d About 44% of total
oll production is currently exported as crude oil and 19% as refined
product

- Downstream, TNK-8P has interests in six refinenes in Russta and the
Ukraine (including Ryazan and Lisichansk and Slavneft's Yaroslav!
refinery), with throughput of approximately 35 million tonnes per year
Dunng December 2007 TNK-BP agreed to purchase additional retail
and other downstream assets in Russia and the Ukraine from a
number of small companies with completion due in 2008 TNK-BP
supplies approxsmately 1 600 branded filing stations in Russia and the
Ukraine and with the additional sites, 1s expected to have more than
20% market share of the Moscow retall market

- In January 2007, TNK-BP announced the purchase of Occidental s
50% interest In the West Sbenan joint venture Vanyoganneft, for
$485 milion The transaction closed dunng the first quanter of 2007
and TNK-BP now owns 100% of the Vanyoganneft asset

- (n 22 June, BP and TNK-BP signed heads of terms to create strategic
business alliances with OAO Gazprom Under the terms of this
agreement, TNK-BP agread to sell to Gazprom 1ts 62 B9% stake In
OAQ Rusia Petroleumn, the company that ewns the licence for the
Kovykta gas condensate field in East Sibena and 1ts 50% interestin
East Sibena Gas Company (ESGCo) BP and TNK-BP have an option to
repurchase on market terms up to 25% + 1 share in QAQO Rusia

Petroleum and up te 25% of ESGCo in the event that a strategic
business alliance 15 subsequently established with OAO Gazprom

In November 2006, following a review of the results of an inspection
by the hcensing authonties that had resulted In a request for the
revocatien of the two licences held by TNK-BP subsidiary Rospan
International an agreed rectification plan was put in place All the
Rospan licence compliance 1ssues arsing from the inspection by the
licensing authonties in 2008 are now substantially resolved

Sakhaln

BP participates in the KV licence area in offsheore Sakhalin where it
conducts exploration acivities through Elvaryneftegas (BP 49%) an
equity-accounted joint venture with Rosneft Two discovernes have
been made to date in the KV licence area BP also participates in joint
operations In two licence areas with Rosneft in East and West Shridt
(BP 49%)

Exploratory drlling continued 1n 2007 waith the drilling of two wells in
the West Shmidt icence area Both wells were found to be dry and
as a result BP wrote off all expenditures related to the West Shrmidt
icence area

The 2008 work programme for the Sakhalin hcence includes seismic
re-processing In the East Shmidt icence area and a 2D seismic
acquisition programme in the KV hcence area No dnilling 1s planned
for 2008

Other
Azerbayjan

In Azerbanan, BP net produgtion in 2007 was 218mboe/d, an increase
of B0% frorn 2006 due to the ramping up of three Azen oil producing
platforms and the Shah Deniz condensate gas platform commencing
production in 2007

8P, as operator of the Azerbayjan International Operating Company
{AIOC), manages and has a 34 1% intarest in the Azer-Chirag-
Gunashl (ACG) ol fields n the Caspran Sea oftshore Azarhaijan
Phase 3 of the project, which will develop the deepwater Gunashli
area of ACG remains on schedule to begin production in 2008 with
platform topsides having been completed in September 2007

BP 1s the operator of Shah Deniz (BP 25 5%), which 1s i the
Azerbaijan sector of the Caspian Sea and will deliver gas to markets in
Azerbanan, Georgia and Turkey First gas to Turkey was achieved In
July 2007 Producticn from the field 1s expected to continue to ramp
up as further wells are brought onsiream Plateau production from
Stage 1 1s expected to be 6 9 billion cubic metres of gas per annum
and approximately 30,000 barrels of condensate per day

In Novernber we announced a further majer new gas-condensate
discovery in the Shah Deniz field in the Caspian Sea The SDX-04
exploration and appraisal well some 70 kilometres south-east of Baku,
discovered a new deeper structure below the currently producing
reservoir Drilled to a Caspian-record depth of more than 7 300 metres
in the south-western part of Shah Deriz, the well encountered gas
condensate in the main target honzons extending the field to the
south The well also discovered a new high pressure reservorr in a
deeper structure

Middle East and south Asia

Production in the Middle East consists pnngipally of the production
entitlement of associates in Abu Dhabi, where we have equity
interests of 9 5% and 14 7% in onshore and offshore concessions
respectively In 2007, BP's share ot production tn Abu Dhabl was
192mb/d down 3% from 2006 as a result of a major planned
mantenance shutdown in the offshore concession in the fourth
quarter of 2007

In Pakistan, BP doubled its equity in the onshore Badin asset (BP
84%) as part of an internationat asset exchange with Occidental As a
resutt of this transaction, BP net ol production in 2007 was

6 3mboe/d, an increase of 24% from 2006, and BP net gas production
was 122mmecfid an increase of 32 4% from 2006

In the third quarter of 2007, BP signed a farm-n agreement with
Petroleum Expltoration {Privatel Limited to obtain a 33% participating
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interest in Blocks P, J and O 1n the deepwater Indus basin offshore
Pakistan \

In January 2007, BP signed a major PSA with the Sultanate of Oman
to appraise sour ‘tight gas’ reservorrs in Block 81 Major contracts
were awarded in Noverber with 3D seismic planned to commence in
the tirst quarter of 2008 and dnlling i the fourth quarter of 2008 The
full appraisal programme 15 expected to take up to Six years

In September, BP signed a memorandum of understanding with Ol
and Natural Gas Corporatron L1d of India regarding co-operation in

That portion of the chaltenges filed by the State Anadarko and Tesoro
relating to the TAPS Strategic Reconfiguration project costs together
with all aspects of the 2007 challenges, are being held in abeyance by
the FERC until its decision on 2005 and 2006 rates 1s 1ssued There
have been no proceedings in the recently filed challenges to BF's
2008 FERC tanft The FERC's hearings on the consolidated
proceedings commenced in October 2006 and concluded in January
2007 On 17 May 2007, a FERC Administrative Law Judge 1ssued an
Initial Decision as to 2005 and 2006 rates This Inimial Decision, which

was adverse to BP and the other TAPS carriers 1s now under
consideration by the FERC Commissioners, who will 1ssue the
decision of the FERC Pending the decision of the FERC
Commuissioners, BP 15 continuing to collect its TSM-based interstate
tariffs, however, our tariffs are subject to refund depending on the
decision of the FERC Interstate transport makas up roughly 93% of
total TAPS throughput

coalbed methane and deepwater oftshore exploration

Midstream activities
Ol and natural gas transportation
The group has direct or indirect interests in certain crude oll
transportation systems, the prncipal enes being the Trans Alaska
Pipeline Systemn (TAPS) in the US and the Forties Pipelines System (FPS)
in the UK sector of the North Sea We also aperate the Central Area
Transmussion System (CATS) for natural gas in the UK sector of the
North Sea

BP, as operator, manages and holds a 30 1% interest in the Baku-
Thilisi-Ceyhan (BTC) oll pipeline BP as operator of AIQC, also operates
the Western Export Route Pipeline between Azerbayan and the Black
Sea coast of Georgia and the Azen feg of the Northern Export Route
Pipeline between Azerbayan and Russia Revenue I1s earned on pipelines production flowing through the system in January 2007 The Greater
through charging tanffs Kittiwake Area also joined the system in late 2007

BP s onshore US crude ol and product pipelines and related -~ BP operates and has a 29 5% interest in CATS, a 400-kilormetre
transportation assets are included under Refining and Marketing fsee natural gas pipeline system in the central UK sector of the North Sea
page 27) The pipeline has a transportation capacety of 1,700mmcf/d to a natural

North Sea

— FPS {BP 100%) 15 an integrated ol and NGLs transportation and
processing system that handles production from more than 50 fiekds
in the Central North Sea The system has a capacnty of more than 1
mitlion barrels per day, with average throughput in 2007 at 653mby/d
The tie-in of the Buzzard field was completed, with first Buzzard

Assets and activity dunng 2007 included

Alaska
- BP owns a 46 9% interest in TAPS, with the balance owned by four

other companies Production transpornted by TAPS from Alaska North
Slone fields averaged 738mb/d duning 2007

Werk on the strategic reconfiguration project to upgrade and automate
four pump stations continued to progress during 2007 This project
will instalf electrically-drven pumps at four critical pump stations,
combined with increased automation and upgraded control systems
Two of the reconfigured pump stations came onling during 2007 one
in the first quarter and ancther in the fourth quarter The remaining
two reconfigured pump statigns are expecied to come online
sequentially in 2009 and 2010

There are a number of unresolved challenges todged by instate
refiners, Tesoro and Flint Hills against BP and the other TAPS camers,
regarding Intrastate tanffs charged for shipping ol through TAPS
These challenges were filed between 1986 and 2003 with the
Regulatory Commussion of Alaska (RCA) In 2002 the RCA
determined that TAPS transportation rates charged since the
beginning of 1997 have been excessive and that refunds should be
paid Proceedings relating to transportation charges covenng the
period betweaen 1986 and rmid-2003 including an appeal by BP and the
other TAPS cammers of the RCA's 2002 determination, are progressing
through the Alaska judicial system No significant refunds have been
paxd pending the resolution of these matters in the courts In the
interim, the RCA has imposed intrastate rates effective from 1 July
2003 that are consistent with 1ts 2002 order Intrastate transport
makes up roughly 7% of total TAPS throughput

Taritts for :nterstate and intrastate transportation on TAPS arg
calculated using the RCA and Federal Energy Regulatory Commission
{FERCl-accepted TAPS Settlement Methodology (TSM) entered into
with the State of Alaskain 1985 The State of Alaska, Anadarko and
Tesoro have challenged BP s and the other TAPS carners 2005, 2006
and 2007 interstate tarffs with the FERC and the State of Alaska and
Anadarko have challenged BP's and the other TAPS camers 2008
tariffs with the FERC The challengers assert that the intersiate
transportation rates charged by BP (in accordance with the TSM) and
the other TAPS carriers, are excessive and discnminatory and in
vielation of the Interstate Commerce Act, and that costs related to the
TAPS Strategc Reconfiguration project were imprudently incurred

gas terminal at Teesside In north-east England CATS offers natural
gas transportation and processing services In 2007, throughput was
778mmct/d (gress), 230mmcf/d {net) Durng September, the CATS
pipeline resumed cperation after divers installed a metal sleeve at the
location where a large vessel had dragged its anchor causing damage
to the pipeline The pipeline was shutdown for 10 weeks resulting in a
loss of production of 11mboe/d for the year

BP operates the Dimlington/Easington gas processing terminal (BP
100%} on Humberside and the Sullorn Voe ol and gas terminal in
Shetland

Asiz {including the former Soviet Union)

BP, as operator manages and holds a 30 1% interest in the BTC ol
pipehne The 1,768-kilometre pipeline has a capacity of immboe/d
from the BP-cperated ACG ol field in the Caspian Sea to the eastern
Mediterranean port of Ceyhan In the first quarter of 2007, the BTC
pipeline celebrated the loading of ts 10Q-millionth barrel at the Ceyhan
terrminal and toaded its 250th tanker in October 2007

Transportation of first gas to Turkey from Shah Deniz in Azerbaijan via
the South Caucasus Pipeline was achieved n July 2007 BPis
technical operator and holds a 25 5% Interest

Through the LukArco joint venture, BP holds a 5 76% interest (with a
25% funding obligation} in the Caspian Pipelineg Consortiem (CPC)
pipeline CPC s a 1,510-kilometre pipeline from Kazakhstan to the
Russian port of Novorossiysk and carnes crude oll from the Tengz
field {BP 2 3%) Inaddrtion to our interest in LukArco we hold a
separate 0 87 % mterest (3 5% funding ohligation) in CPC through a
49% holding in Kazakhstan Pipeline Ventures In 2007, CPC total
throughput reached 33 03 rmulhicn tonnes During 2007, shareholders
agreed to restore the profitability of CPC by ncreasing the CPC tanff
and cutting Interest rates on shareholder loans Negotiations
continued between the CPC shareholders on an expanston plan and a
plan for financial restructunng The expansion would require the
construction of 10 addittonal pump stations, additional storage
facilities and a third offshore moonng point

Liquefied natural gas

Within BP, Exploration and Production 1s responsible for the supply of
LNG BP s Exploration and Production segment has interests in four
major LNG plants the Atlantic LNG plant in Tnrudad (BP 34% in Train 1,
42 5% n each of Trains 2 and 3 and 37 8% 1n Train 4}, 1 Indonesia,



26

through our interests in the Sanga-Sanga PSA (BP 38%), which supplies

natural gas to the Bontang LNG plant, and Tangguh PSA {BP 37 2%)

which is under construction, and in Australia through our share of LNG

from the NWS natwral gas development (BP 16 7% infrastructure and ol

reserves and 15 8% gas and condensate reserves)
Assets and activity dunng 2007 included

- InTnnidad, the Atlantic LNG Train 4 (BP 37 8%) 15 the largest
producing LNG train in the world and 1s designed to produce 5 2
million tonnes (253 000mmci} per year of LNG BP expects to
continue to supply at least two-thirds of the gas to the tramn The
Atlantic LNG Trains 2, 3, and 4 facilties are operated under a tofling
arrangement with the eguity owners retaining cwnership of therr
respective gas The LNG 1s sold in the US, Dominican Republic and
other destinations BP s net share of the capacity of Atlantic LNG
Trains 1, 2, 3 and 4 t5 6 5 million tonnes (310,000mmcf} of LNG per
year

- In Indonesia, BP 1s invalved in two of the three LNG centres in the
country BP participates in Indonesia s LNG exports through its
holdings in the Sanga-Sanga PSA {BP 38%) Sanga-Sanga currently
delivers around 14% of the total gas feed 1o Bontang one of the
world's largest LNG plants The Bontang plant produced 18 4 millien
tonnes (831 000mmcf} of LNG in 2007 compared with 19 5 million
tonnes in 2006

- Also in Indonesia, BP has interests in the Tangguh 1L.NG joint ventwe
{BP 37 2% and operator} and i each of the Wiragar (BP 38% and
operater), Berau (BP 48% and operator) and Mutuni (BP 1%} PSAs In
north-west Papua that are expected to supply feed gas to the
Tangguh LNG plant During 2007, construction continued on two

trains, with commercial delivery planned in early 2009 Tangguh will
be the third LNG centre i Indonesia, with an initial capacity of 7 6
million tonnes {388,000mmcf) per year Tangguh has signed sales
contracts for delvery to China Korea and North Amenca s west coast
In Australia, we are one of seven partners in the NWS venture Six
partners (including BP) hold an equal 16 7% interest in the
infrastructure and oll reserves and an equal 15 78% interest in the gas
and condensate reserves with a seventh partner owning the
rermaining 5 32% of gas and condensate reserves The joint venture
operation covers offshore production platforms, an FPSO trunklines,
onshore gas and LNG processing plants and LNG carriers
Constructien continued dunng 2007 on a fifth LNG tran thatis
expected 10 process 4 7 million tonnes of LNG per year ands
expected 10 Increase the plant’s capacity to 16 6 millon tonnes per
year The train 1s expecied to be commissioned during the second half
of 2008 NWS produced 1 96 mifhion tonnes {102,000mmcf) of LNG,
equal to 2006 production

We have a 10% equity shareholding in the Abu Dhaby Gas
Liguefaction Company, which in 2007 supplied 5 6 milkon tonnes
{272, 710mmcf) of LNG, up 4 2% on 2006

BP has a 13 6% share in the Angola LNG project, which 1s expected
to receive approximately one billion cubic feet of associated gas per
day from ofishore producing blocks and produce $ 2 million tonnes
per year of LNG, as weli as related gas iquids products, with first LNG
expected In 2012 With the completion of the necessary agreements
and the approval of the Angolan government, the project investors
have authonzed Angola LNG Limrted to preceed with the construction
and implermentation of the project
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technology at several refinenes globally, the site reconfiguration and

Refining and Marketing installation of a new hydrocracker at the Bayernoll refinery in Germany
and the full recommissioning of the Texas City refinery in the US

Our Retining and Marketing business 1s responsible for the supply and Qur marketing businesses generate customer value by providing

trading, refimng manufactunng marketing and transportation of crude quaiity products and offers Our retatl network provides ddferentiated fue!

oll, petroleumn and chemicals products to wholesale and retarl customers and convenience offers to some of the most attractive markets Our

BP markets 1ts producis in more than 100 countnes We operate lubnicants brands offer customers benefits through technology and

pnmarily in Europe and North Amenca but also manufacture and market relationships and we focus on increasing brand and product loyalty in

our products across Australasia and m parts of Asia Africa and Central Castrol lubricants We continue to bulld deep customer relationships and

and South America strategic partherships in the business-to-business sector Marketing also
includes the Aromatics & Acetyls bysiness, which mamntains world-class

Key statistics £ miltion manufacturing posttions globally, with an emphasis on the Asian market,

2007 2006 2005 particularly in China At the end of 2007, the business increased its
Sales and other operating revenues capecity in China by successfully commencing the commissioning of a
for contnung operations 250,866 232855 213326 new 900 thousand tonnes per annum {ktepa} workdscale purfied
Profit before interest and tax from terephthalic acid (PTA} plant at Zhuhai
continuing operations® 6.072 5,041 6,926 The segment manages a portfolio of assets that we believe are

Total assets 95.691 80 964 77.485 competitively advantaged across the chan of downstream activities

Capital expendiure and acquisitions 5,586 3144 2 860 Such advantage may derive from several factors, including location {such
as the proximity of manufactunng assets 1o markets), operatng cost and

§ per barrel physical asset quality
Global Indicator Retining Margin® 994 B39 860 We are one af the major refiners of gasoline and hydrocarbon products
* Profit before Interest and tax from contnuing operations mcludes profit after i the US, Europe and Australia We have significant retall and business-

interest and tax of equity-accounted entities to-busingss market positions in the US, UK, Germany and the rest of

The Globa! Indicator Refining Margin {GIM) 15 the average of regional industry Europe Ausiralasia, Africa and Asia We are enhancing our presence In

indicator margins which we wenght for BP s crude refining capacsty in each region

Each regional ndicator margin 15 based on a Sngle representative crude with China and explonng opportunities n India

preduct yields charactenstc of the typical level of upgrading complexity The Dunng 2007 significant events were

refining margins are industry-speafc rather than BP-specific measures which we - BP continued recommussioning the Texas City refinery in the US By

beheve are useful o nvestors in analyzing trerkds in the industry and thes impact
on ourresults The margins are calculated by BP based on pubhshed cruds oil and the end of 2007, we had successfully recommussioned the three
preduct pnces and take account of fuel ytlizauon and catalyst costs No account 1s desulphunzation and upgrading units necessary to allow restart of the
taken of BP’s other cash and non-cash costs ¢f relimng  such as wages and szlanes remaining crude distillation capacity The final sour crude unit 1S

and plant depreciation The indicator margin may not be representative of the
margins actwevad by BP in any period bacause of BP s particular refining mechanically complete and 1s expected to be fully operational during

configurations and crude and product slate the first quarter of 2008 By mid-2008, we expect most of the
economic capability at the Texas City refinery to have been restored
The key components of sales and other operating revenues are explaned = On 23 March 2007, a fire at the Whiting refinery in the US caused
In more detall below damage to the hydrogen compressors and imited the site s
$ milon throughput and atility to make low-sulphur gasoline or diesel fuel from
2007 2008 2005 sour crude ol By the end of 2007 the Whiting refinery had
Sale of crude oil through spot and recommenced sour cruds processing and available distillation capacity
term contracts 43004 38577 36992 exceeded 300,000b/d
Markeung, spot and term sales of - On 1 February 2007, BF announced it had selected the University of
refined products 194979 177995 155008 Calfornia Berkeley, and its partners the University of [linais at Urbana-
Other sales ncluding non-oil and to Champaign and the Lawrence Berkeley Nationa! Laboratory, to join in
other segments 12,883 16,283 21236 the previously anncunced $500-million research programme to explore
250,866 232855 213326 how bioscience can be used 1o increase energy production and reduce

the impact of energy consumption on the environment

thousand barreks per day - On 231 March 2007, BP complesed its acguisition of Chevron s

Sale of crude ol through spot and Netherlands manufacturing company, Texaco Raffinader) Pernis BV,
term contracts 1.885 210 2464 for $1 1 billon The acquisition included Chevron s 31% interest in the
Marketing, spot and term sales of Rotterdam (Nerefco) refinery
refined products 5,624 5801 5888 - On 31 May 2007, 8P completed the sale of its Coryton refinery in the
UK to Petroplus Holdings AG for consideration of $1 4 bilion plus
The Refining and Marketing segment includes Refining, Fuels Marketing, working capiial
Lubricants and Aromatics & Acetyls Our strategy 1S to continue our — On 26 June 2007 BP, Associated Bntish Foods and DuPont
tocused investment in key assets and rarket positions with an increased announced an investment of $400 million 1n the construction of a
tocus on process safety, integnty and reliability following the operational workd-scale troethane! plant with expected annual production capacity
1ssues at the Texas City and Whiting refinenes We aim to improve the of some 420 milhion itres from wheat feedstock, expected to be
quality and capability of our manufactuning portfolio Dunng the past five commissioned In late 2009
years, this has been taking place through upgrades of exusting conversion  — On 29 June 2007, BP announced a joint venture with D1 Ois plc a
umits at several of our facilites and investment in new clean fuels units at UK-based global producer of biodiesel, for the development of
most of our refinenes In 2007, we completed a major upgrade to the jatropha as a new energy crop
olefin cracker at the Gelsenkirchen refinery in Germany and an upgrade - On 15 November 2007 BP announced that it would sell all of 1ts
of an existing diesel hydrotreater at the Rotterdam refinery in the company-owned and company-operated convenience sites In the US
Netherlands During the next five years, we expect to upgrade further The majonity of sites will be sold to franchisees with the remaining
our refiming portfolio through the construction of a new coker at the sites sold to dealers and large distributors (jobbers) The sale of the
Castellon refinery, a planned and announced investment in the Whiting sttes 1S expected to be completed by the end of 2008 The sites wil
refinery 10 increase is ability to process Canadian heavy crude, upgrades continue to market BP-branded iuels in the eastern US and ARCO-
to diesel and gasoline desulphurization capability at the Rotterdam branded fuels in the western US The franchise agreement 1s for 20

refinery In the Nethedands the installation of modern naphtha reforrming
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years and requires sites 1o be supphed with BP or ARCO-branded
fuels for the term of the contract

~ In December 2007, the second PTA plant at the BP Zhuhai Chemical
Company Limited sne in Guangdong province, China, suctesstully
commenced CommisSIoning

— 0On 5 December 2007, BP announced 1t had agreed to create an
integrated North American ol sands business with Husky Energy inc
by means of two separate Joint ventures [none BP will take a 50%
interest In Husky Energy s Sunnse field in Alberta, Canada, while in
the other Husky will take a 50% nterest in BP's Toledo refinery
between them forming an integrated Morth Amencan ol sands
business As part of this agreement, and subject 10 negotiation of final
agreements and obtaining the necessary approvals and permits, the
Toledo refinery 1s intended to be expanded to process approximately
170mb/d of heavy oil and brtumen by 2015

— BP contirued to progress the planning for the previously mentioned
investment in Canadian heavy crude ail processing capability at s
Whiting refinery This project 1s expected to reposition Whiting
competilively as a top-tier refinery by increasing its Canadian heawvy
cruda processing capabiity by 260mb/d and modernizing 1t with
equipment of significant size and scale

- In mig-January 2008, BP and Sinopec signed a memorandum of
understanding to add a new 650ktepa acetic acid plant at ther
YARACQ joint venture in Chongqing upstream Yangtze River south-
west China This world-scale aceuc acid plant, using BP's leading
Catva® technology, 1s expected to come onstream in 2011

Resegmentation in 2008

With etfect from 1 January 2008

- The Emerging Consumers Marketing Unit was transferred from
Refining and Marketing to Alternative Energy (which 1s reported in
Other businesses and corporatel

— The Biofuels business was transferred from Refining and Marketing 1o
Alternative Energy {which 1s reported in Other businesses and
corporate}

— The Shipping business was transferred from Refiming and Marketing
to Other businesses and corperate

Texas City refinery
On 23 March 2005, an explosion and fue at the Texas City refinery
occurred In the 1Isomenzation unit as the unit was starting up after routine
planned maintenance The incident claimed the Ives of 15 workers and
injured many others

Throughout 2007, BP continued to implement the process safety
gnhancement programme it initiated in response to the March 2006
incident, which included policies practices and activiies to address a
number of the factors that contnbuted 1o the incident including the sriing
of occupied portable bulldings and the removal of blow-down stacks
handling heawvier-than-air fight hydrocarbons BF also implemented
across its US refining system and at other faciities worddwide a number
of additional actions relating to safety and operations, atmospbheric relief
valves, operating procedures and training, control of work systems, and
process safety culture and leadership In the US, BP has committed to
increase spending to an average of $1 7 bilhon per year through 2010 to
improve the integnty and reliability of its refirng assets and has created
an operations advisory board 10 assist BP Amenca Inc s management in
monitonng and assessing BP s US operations

Governmental investigations

In 2007, BP continued its co-operation with the governmental entities
investigating the Texas City sncident, including the US Department of
Justice {DOJ), the US Environmental Protection Agency (EPA} the US
Occupational Safety and Health Administration (OSHA), the US Chemical
Safety and Hazard Investigation Board (CSB} and the Texas Commission
on Environmental Quahty (TCEQ) On 25 October 2007, the DOJ
anncunced that 1t had entered inte a criminal plea agreament with BP
Products North Amenca Inc (BP Products) related to the March 2005
explosion and fire On 4 February 2008, BP Products plsaded guiity in

tederal court, pursuant to the plea agreement, to one felony violation of
the nsk management planning regulations promulgated under the US
federal Clean Arr Act Al the plea heanng, the court adwised that it would
take the matter under review and decide whether to accept or reject the
plea If the court accepts the agreement, BP Products will pay a
$50 million cniminal fine and serve three years’ probation Separately, BP
Products reached a civil settlement in pnneiple with the EPA and the
DOJ related 10 1ssues identified in EPA inspections that followed the
March 2005 incident BP expects the settlement to be finalized in 2008
The CSB issued its final report on the Texas City incident in March
2007 Although BP disagreed with some of the findings and conclusions
In the report, BP gave full and carefu! consideration to the CSB's
recommendations and committed to implement actiens n alignment
with each of the CSB s recommendations BP has many actvities under
way, Including actwities around reporting health and safety and
operational incidents and incident Investigation In response to the
recommendations of the BP US Refnenes Independent Safety Review
Panel {the panel} {see below! 1o improve process safety both at Texas
City las recommended by the CSB) and across the group BP and tho
CSB continue 1o discuss BP s responses with the objective of the CSB
agreeing to close out Its recormmendations

Cvil tort actions
A large number of civil claims have ansen from the Texas City incident,
for which BP has set aside $2 125 rmiliion in aggregate Thus far, BP has
reached more than 2 Q00 settlements in respect of all the fatalmies and
many of the personal injury claims ansing frorm the incident A number of
claims remain 1¢ be resolved

See Legal proceedings on page 84 for further information

Report of the BP US Refinenes Independent Safety Review Panel
The panet was established by BP in 2005 at the recommendation of the
CSB to assess the effectiveness of safety management systems at BP's
five US refinenes and the corporate satety culture The panel, which was
chaired by the former US Secretary of State, James A Baker, I} 1ssued
its report in January 2007 Akthough the panel did not specrfically
investigate the Texas City incident or seek to determine 1ts causes the
report contaned observations apphcable to all of BP s US refinenes,
Including Texas City The panel s report acknowledged the measures
taken by BP since the Texas Crty incident, including dedicating sigruficant
resources and personnei in an effort to improve the process safety
performance of BP's US refinenes The panel s report can be found a
www bp comybakerpaneireport BP accepted the 10 recommendations
of the panel and began (or, In some cases continued) Improvement
activities addressing a number of the recommendations, including
consistent implementation of nisk identification tools, mprovements in
incident reporting and investigation systems, and enhancements 1o the
group s reporting and monitonng programmes At the panel's
recornmendation, in May 2007, the BP board also appointed an
independent expert to monitor progress in implementing the panel's
recommiendations to improve safety performance at BP's US refinenes
The ndependent expert, L Duane Wilson, who was a member of the
panel, reports directly to the BP beard's safety ethics and environment
assurance commitiee

In addition to these direct responses to the panel’s recommendations
BP has also taken & number of additional steps that are 1n line with the
spint of the panel’s report BP has developed a comprehensive
programmae {0 implament the panel's recommendations within its US
refining system and to share learnings from the panel throughout the
refining system This programme makes use of the newly developed
group-wide operating management system (OMS) Each refinery is
creating an implementation plan to reduce process safety nsk on a
continuous iImprovement basis and to prowde for the future
implementation of OMS In 2007 BP also reached an agreement Iin
principle with the Urited Steel Workers Union to work jomtly on a
10-point plan to improve process safety across the four represented
US refinenes
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Other regulatory actions
OSHA
In January 2007, OSHA began a new inspection at the Texas City refinery
focusing on rebef valves, flare capacity and other process safety 1ssues at
one of the catalytic cracking units OSHA 1ssued citations in July 2007
with a total penalty of $92,000 Separately, OSHA has guestioned
whether the process safety management expert (AcuTech), appointed in
connection with the September 2005 settlement agreement with OSHA,
adequately reviewed equipment pressure rehef valve 1ssues BP has
entered Into negotiations to resclve the cracking unit critations and, In the
interim  has agreed 1o the assignment of this case 1o a settlement judge
On 16 January 2008 BP addressed OSHA s concerns regarding the
September 2005 settlement agreement by agreeing to retain an expert
reliet systern consultant to audit iIndmidual hydrocarbon relief devices and
flare systerns on two units and 1o share the consultant s findings with
OSHA

In September 2007, BP and OSHA entered inte a settlement
agreement related to citations stemming from OSHA s inspection of the
Foledo refinery in 2006 OSHA granted final approval of the settlement in
November 2007

BP is attempting to negotiate a settlement relating to citations, with a
total penalty of $384,000, stemnmung from Indiana OSHA's inspection of
the Whiting refinery in 2006, but the case 1s stilt pending In August
2007 Indiana OSHA initiated a separate inspection relating to an April
2007 \ncident that resulted in a crude unit shutdown and the release of
40,000 pounds of hydrocarbons On 30 January 2008, OSHA 1ssued a
safety order that alleges two violations, for a total penalty of $10,000

OSHA conducted an inspection related to the death of a contract diver
at the Cherry Paint refinery in August 2007 OSHA concluded its

investigation in October 2007 and informed BP that no criations would be
1ssued to it

In January 2008 an employee died at Texas City refinery This incident
1s currently being investgated by BP, OSHA and the CSB

EPA

The EPA has asked the DOJ 1o file a civil lawsurt based on inspections it
conducted at the Whiting Toledo, Cherry Point and Carson refinenes
following the March 2005 Texas City incident BP Products and the EPA/
DOJ have begun settlement negotiations in an effort to avoid lsigation of
the matter

Refining
The group's global refining strategy I1s to own and operate strategically
advantaged refinenes that benefit from vertical integration with our
marketing and trading operations as well as horizontal integration with
other parts of the group’s business Reftring s fogus 1s to maintan and
improve its competitive position through sustainable safe, relisble and
efficient operations of the refining system and disciplined investment for
growth

For BP, the strategic advantage of a refinery relates to its location
scale and contfiguration to produce fuels from lower-—cost feedstocks in
line with the demand of the region Strategic investments In our
refinenes are focused on securing the safety and rehabiity of our assets
while improving our competitive pesition In addimon, we continue to
nvest to develop the capability to produce the cleaner fuels that meet
the requirements of our customers and therr communities
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The following table surnmarizes the BP group s interests in refinenes and crude distilation capacities at 31 December 2007

thousand barrels per day
Crude distilation capacies®
Group mlerestb BP
Refinery % Tatal shate
Rest of Eurcpe
Germany Bayernail 225% 272 61
Gelsenkrchen* 50 0% 268 134
Karlsruhe 12 0% 302 36
Lingen* 100 0% 91 91
Schwedt 188% 226 42
Netherands Rotterdam* 100 0% 392 392
Spain Castellon* 100 0% 110 110
Total Rest of Europe 1,661 BBE
us
Califernia Carson® 100 0% 266 266
Washington Cherry Point* 100 0% 234 234
Indiana Whiting*® 100 0% 405 405
Ohio Toledo*® 100 0% 155 155
Texas Texas City* 100 0% 475 475
Total US 1 535 1535
Rest of World
Australia Bulwer* 100 0% 101 Hl
Kwinana* 100 0% 137 137
New Zealand Whangere! 23 7% 162 24
Kenya Mombasa? 171% a4 16
South Africa Durban 500Q% 180 80
Total Rest of World 614 368
Total 3810 2769

" Indicates refineries operated by BP

:Cruda distillation capacity 1s gross rated capacity, which 1s defined as the maximum achievable utiizatien of capacity (24 hour assessment} based on standard feed
BP share of eguity which 1s not necessanty the same as BP share of processing entitiements

°Sub1512:18m negatiation of final agreements and obtaining the necessary approval and permits Husky Energy wilk take a 50% interest in BP's Toledo refinery as descnbed on
page
Cn 18 January 2008 1t was announced that Essar Energy Overseas L.1d, a subsidiary of Essar Oil Limited had entered into an agreement to acquire 50% of Kenva
Pstroleum Refineries Ltd Subject to certan condrtions the acquisition, which includes all of BP s interest 15 expected 1o complete in early 2008

The following table outings by region the volume of crude ol and feedstock processed by BP for its own account and for third parties Corresponding
BP refinery capacity utihzation data 1s summarized

thausand barrels per day

Refinery throughputs® 2007 2006 2005~
UK 67 165 180
Rest of Europe 691 648 667
us 1,064 1,110 1,265
Rest of World 305 275 297
Total 2,127 2,198 2,398
Refinery capacity utthzation

Crude distilation capacity at 31 December® 2,769 2823 2832
Crude distillation capacity utiization® 72% 6% 87%
us 62% 70% 82%
Europe 84% 87% 0%
Rest of World 84% 78% 88%

® Refinery throughputs reflect crutfe and other feedstock volumes
Crude distillation capacity 1s gross rated capacity which 1s defined as the maximum achievable utiization of capacity {24-hour assessment) based on standard feed
¢Crude distillation capacity utlization 1s defined as the percentage utihzation of capacity per calendar day over the year after making allowances for average annuat
shutdowns at BP refinenes {1 e net rated capaciiy}

Al the Texas City refinery the recommissiontng work in the aftermath of Hurncane Rita has involved the development of detaled plans to effect the
reparr, safety-upgrading and safe restant of the process units The refinery has restarted many process units and the site 1s productng gasciing, diesel
and chemicals products for the US market By the end of 2007, we had successiully recommissioned the three desulphunzation and upgrading units
necessary to allow restart of the remaining crude distillation capacity The final sour crude unit 1s mechanicalty complete and 1s expected to be fully
operational during the first quarter of 2008 By mid-2008 we expect most of the economic capability at the Texas City refinery to have been restored

Despite the partial recommussioning of the Texas City refinery, our US throughputs declined in 2007 due to several operational 1ssues, including the
March 2007 fire at the Whiting refinery as well as planned maintenance at our other refinenes By the end of 2007 the Whiting refinery had
recommenced sour crude processing and avallable distllation capacity exceeded 300 000b/d

The increase in Rest of Europe throughputs in 2007 1s pnmarly related to the purchase of Chevron s 31% Interest in the Rotterdam refinery The
decrease in UK throughputs ts due to the sale of the Coryton refinery to Petroplus
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Marketing

Marketing comprises three business areas Fuels marketing {including
ground, aviation and marnine fuels, bitumen and LPG) Lubncants
{including automotive, marne and industnal lubneants) and Aromatics &
Acetyls We market a comprehensive range of refined products, including
gasoling, gasoll, manne and aviation fuels heating fuels LPG, lubncants
and brturnen We also manufacture and market PTA, paraxyiene {PX) and
acetic acid through our Aromatics & Acetyls business

thousand barrels per day
Sales of refined products® 2007 2006 2005
Marketng sales

UKb 339 356 355
Rest of Europe 1,294 1340 1354
us 1,533 1,595 1634
Rest of World 640 581 589
Total marketing safes® 3,806 3872 3942
Trading/supply salest 1,818 1929 1946
Total refined products 5,624 5,801 5 B8
$ milion

Proceeds from sale of refined
products 194,979 177995 155098

®Excludes sales to other BP businesses and sales of Asomatics & Acetyls products
UK area includes the UK-based international activities of Refining and Marketing
SMarksting sales are sales to service stations end-consumers bulk buyers and
jobbers (1 @ third parties whe own natworks of @ number of service stations and
small resellers)
Tradingfsupply sales are sales to large unbranded resellers and other ol companies

The following table sets out marketing sates by major product group
thousand barrels per day

Marketing sales by refined product 2007 2006 2005
Aviation fuel 490 488 499
Gasolines 1572 1,803 1603
Middle distiflates 1.119 117¢ 1185
Fuel ol 429 388 379
Other products 196 223 276
Total marketing sales 3,806 3872 3942

Marketing volumes were 3,808mb/d, shghtly lower than fast year,
reflecting reduced industry demand 1in Europe and supply disruptions
caused by the outage at Whiting refinery

BP enjoys a strong market share and leading technologies in the
Aromalics & Acetyls business [In Asia we continue to develop a strong
position In PTA and acetic acid Our investment 15 biased towards this
high-growth region, especially China

BP supports 1ts businesses through a dedicated Strategic Accounts
organization Strategic Accounts develops strategic relationships with
carefully selected large multnational customers in targeted markets,
where mutual strategic and financial value can be created 1ts operating
model manages each relationship m a disciplined manner to achieve
growth and efficency for BP and s partners through focused offer
development and capability building

Fuels marketing

Our Fuels marketing strategy focuses on optimising the fuels value chain
and detivenng refined products to the market We do this by
ce-ordinating our marketing, refimng and trading activities to maximize
synergies across the whole vatue chain Our pnorities are 1o operate an
agvantaged infrastruciure and logistics network, drnive excellence In
operating and transactional processes and deliver compelling customer
offers In the various markets where we operate The fuels business
markets a comprehenswve range of refined oil products focused on
ground fuels, avation, marine and brtumen sectors

Ground fuels
The ground fuels business supplhes fuel to retail consumers through
company-owned and franchised retall sites as well as other channels

including wholesalers and jobbers It also supplies commercial customers
within the road and raill transport sectors

BP's value creation in ground fuels 1s obtained through the integraton
of the value chain from the refinery gates or import hubs across retall and
commercial channels to market Converience retall offers are managed
as an autonomous business model focused on delivering appealing
convenience offers acress the vanous markets in which we operate,
through the BP Connect amvpm and Aral brands

Our retall network 1s largely concentrated in Europe and the US, with
established operations in Australasia and southern and eastern Africa
We are also developing networks in China with joint venture partners

$ millon
Store sales® 2007 2006 2005
UK 713 847 628
Rest of Eurcpe 2,974 281 3069
us 1,712 1 755 1,776
Rest of World 670 591 610
Total 6,069 5,814 6 083
Direct-managed 2,609 2628 2 489
Franchise 3,460 3,286 3,533
Store alliances - - 61
Total 6,069 5,814 6,083

% Store sales reported are sales through direct-maneged statons franchisees and the
BP share of store allances and joint ventures Sales figures exclude sales taxas and
iottery sales but include quick-service restaurant sates Fuel sales are nct included
in these figures Not all retail sites include a BP convenience store

Numbas of retail sites

Retall sites? 2007 2006 2005
UK 1,200 1300 1300
Rest of Europe 7,400 7 700 7,900
US {excluding jobbers) 2500 2700 3,100
US jobbers 9,700 9 600 9 700
Rest of World 3,300 3,300 3,200
Tota! 24,100 24 600 25,200

? Retall sites includes all snes operated under a BP brand Changes in the number of
retal sites over tme are affected by among other things dealerjobber-owned
srtes that move to or from the BP brand as thew fuel supply agreements expire and
are renegotiated i the normal course of business

At 31 December 2007, BP s worldwide network consisted of some
24,000 locations branded BP, Amoco, ARCQO and Aral around the same
as n the previous year

At 31 December 2007, BP s ratail network in the US comprised
appraximately 12 200 sites of which approximately 8 700 were owned
by jobbers and 500 by franchisees Qur European network amounted to
appraximately 8 600 sites with a further approxamatety 3,300 sites in
Rest of World The joint venture between BP and PetroChina (BP-
PetroChina Petroleum Company Lid) started its operation in 2004 The
joint venture plans to operate and manage a total network of 500
locations i the Guangdong province and 400 sites were operational as at
31 December 2007 The joint ventura with Sinopec commenced
operations in 2005 The joint venture plans to build, operate and manage
a network of 500 sites in Hangzhou, Ningbo and Shaoxing within
Zhejang province As at 31 December 2007, 220 of these sites were
operationat

We continue to improve the efficiency of our retail asset network and
increase the consistency of our site offer through a process of regular
review In 2007, we sold 462 company-owned sites to dealers, jobbers
and {ranchisees who continue to operate these sites under the BP brand
We also divested an additional 204 company-owned sites to third parties

Each of our fuels brands, BP, Amoco, ARCQO and Aral, carmmnes a very
strong offer and we also aim to shase best practices between them
Since 2003 we have been upgrading our fuel offer with the introducton
of Ultimate gasoline and diesel products tn 2007 we launched Ultmate
in Swatzerland and Luxembourg and now market Utimate in 17
countries In 2007 we launched our Helios Power campaign in the US
aimed at reinforaing the BP brand s positioning in key markets
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Qur convenience retall strategy continues 1o focus on BP's advaniaged
positions In major cies and growth markets and upgrading our retail
offers, while dnving operational efficiencies through portfolto optimzation
in¢cluding, where appropnate, a transition to franchising The convenience
offer compnises sales of convenience items 1o customers from
advantaged locations in metropohtan areas, while our fuels offer s
deployed at focations in all our markets In many cases without the
convenience offer We execute our convensence offer through a quahty
branded store format in each of our key markets Examples include the
BP Connect offer in Europe, the UK partnership with Marks & Spencer
Simply Food at selected locations, the am/pm offer in the US and the
Aral offer in Germany At 31 December 2007 our convenience store
network consisted of more than 960 BP Connect stores worldwide and
around 1,000 am/pm stores in the US and 1,500 Aral stores in Germany

In ine with BP's intent to simphfy the group s operations and improve
performance, as well as 1o position the business for future growth by
directly accessing the franchisees entrepreneunal experience and local
knowledge, BP has announced that it will sell all of its company-owned
and company-operated convenience sites in the US The majority of sites
will be sold 1o franchisees with the remaining sites to dealers and large
distributors {jobbers} The sale of the sites 15 expected to be completed
by the end of 2003 The sites will continue to market BP-branded fuels in
the eastern US and ARCO-branded fuels in the western US The
franchise agreement has a term of 20 years and requires siies to be
supplied with BP- or ARCO-branded fuels for the term of the contract

Awiation fuels

Air BP 15 one of the world s largest aviation businesses, supplying
aviauon fuel to the arhne military and general aviation sectors It supples
customers in approximately 80 countnies has annual marketing sales of
27 4 bilhon Itres (maore than 470mb/d} and has relationships with many of
the major commercial arknes Ar BP’s strategic aim I1s to strengthen 1ts
posiion Inits main existing markets (Europe/S/Middle East), while
creating opportunities In emerging econornes such as China where 1t 1s
the largest foreign investor in the industry

Marmme fuels

The manne fuels business focuses on the distribution and resale of
refined fuels to the shipping industry across the world The business has
a strong presence In the marine fuels sector It has otfices in 12
countries and operates in more than 150 ports

Bitumen

The brtumen business focuses on the distribution and sale of bitumen
products for road construction and maintenance It has a strong presence
in the US and in Europe and 15 explonng opportunities m developing
aconomies, where new infrastructure 1s being built 1t markets brumen
products in seven countnes and product sales in 2007 were
approxamately 45mb/d

LPG

The LPG business sells bulk, bottled, automotive and wholesale LPG
products to a wide range of customers in 14 countnes Dunng the past
few years, our LPG business has consolidated its posttion in established
markets and pursued opportunities In new and emerging markets BP 1s
one of the leading iImporters of LPG into the Chinese market where we
continued to grow our retall LPG business LPG product sales in 2007
were approximately 72mb/d

Lubnicants

We manufacture and market ubricants products and also supply related
products and services to business customers and end-consumers in
rmore than 60 countnies directly and to the rest of the world through local
distnbutors Qur business is concentrated on the higher-margin sectors
of automotive lubricants especially in the consumer sector and also has
a strong presence in the marine and industrial business markets
Customer facus, distinctive brands and superar technology remain the
comerstones of our long-term strategy BP markets prnmanty through 1ts
major brands, Castrol and BP as well as Aral in specific markets The
Castrol brand 1s recognized worldwide and we believe it prowides us with
a sgnificant competitive advantage [In the automotive lubncants
segment, we supply lubncants, other products and related business
services 1o Intermediate customers such as retallers and workshops,
who n turn serve end-consumers such as car, motorcycle and leisure-
craft owners in the mature markets of western Europe and North
Amenca and also 1n the fast growing markets of the developing world
such as Russia China India the Middle East, South America and Africa
BP's manne lubncants business operating under the BP and Castrol
brands, 15 a market leader with capability to supply n about 1 200 ports
BP slso supplies lubncants to the power generation, offshore ol and
awation industnies BP s industnal lubncants business supplies lubrnicants
and value-adding senaces to the transportation automotive and metal
sectors

Aromatics & Acetyls

The Aromatics & Acetyls business manufactures and markets three main
products ines PTA PX and acetic acid PTA 1s a raw material for the
manufacture of polyesters used in textiles, plasuc betiles, fibres and
films PX s feedstock for the production of PTA Acetic acid 1s a versatile
intermediate chemical used In a variety of products such as paints,
adhesives and solvents 1t1s also used in the production of PTA In
addition to these three main products, we are involved 1n a number of
other petrochemecals products, namely Dimethyl 2 6 Naphthalene -
dicarboxylate {NDC), which is used for optical film and specalized
packaging and acetic anhydride, ethyl acetate and vinyl acetate
monomer (VAM], which are used in cellulose acetate paints, adhesives
and solvents Our Aromatics & Acetyls strategy ts to invest to maintain
and grow our advantaged manufacturning positions glabally, with an
emphasis on growth 1n Asia, particulady in China We are also investing in
mantaining and developing our technology leadership position to deliver
both operating and capital cost advantages
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The followsng table shows BP s Aromatics & Acetyls production capacity at 31 December 2007 This production capacny 1s based on the onginal

design capacity of the plants plus expansions

thousand tonnes per year

Total - BP
Aceuc share of
Goographic area PTA PX acd Other capacsty
UK
Hull - - 549 616 1168
Rest of Europe
Belgum
Geel 1,075 597 - - 1672
USA
Cooper River 1,309 - - - 1,308
Decatur 1 046 1,108 - 29 2184
Texas City - 1,302 5507 123 1975
Rest of World
China
Chongaing - - 2110 52 263 (51% of YARACO®
Zhuhai 1,496° - - - 1 496°
Indonesia
Merak 255 - - - 255 (80% of PT Ami}
Korea
Ulsan - - 245° 59° 304 (51% of SS-BPI¥
(34% of ASACCO)®
Malaysia
Kertih - - 549 - 549
Kuantan B97 - - - 697
Tamwan
Kaohsiung g32' - - - 832 {81% of CAPCO}
Taichung 469' - - - 469 161% of CAPCOY
Mai Liao - - 1679 - 167 {50% of FBPC)Y
7,179 3008 22N 879 13 337

2 Sterling Chemicals plant, the cutput of which 15 marketed by BP
Byangtze River Acetyls Company

“Inclustve of 900ktepa capacity from the second BP Zhuhai PTA plant which commenced cormrmissioning at end of 2007

Samsung-BP Chemicals Ltd
® Asian Acetyls Company Ltd

China American Petrocherrical Company Lid
YFormasa BP Cherrucals Corporaucn

During 2007 the following significant activities took place in the

Aromatics & Acetyls business

- Construction commenced on the new 500ktepa plant, In Jiangsu
province, China, by BP YPC Acetyls Company (Nanjng) Limited
(BYACQ), BP s 50% equity-share acetic acid joint venture with Yangzi
Petrochemical Co Ltd {a subsidiary of Sinopec Corporation in China),
and 15 scheduled 1o complete by mid-2008

— The second PTA ptant at the BP Zhuhai Chemical Company Limitad
site in Guangdong provinge, China successfully commenced
commussioning at the end of 2007 The 900ktepa plant is the single
largest PTA train in the world, employing the latest BP proprietary
technology

— Inthe first quarter of 2007 BP announced its intention to sellits
European VAM and ethyl acetate businesses In January 2008 INEQS
announced that it had reached an agreement to acquire these
businesses The transaction, which is subject to the approval of the
EU competition authorities, is expected to complete in the first quarter
of 2008

- In the fourth quarter of 2007 BP completed the disposal of its
47 41% equriy interest in Samsung Petrocherrucal Co Ltd (SPC) to
our PTA jomnt venture partner, Samsung Group, in South Korea

- The development of a 350ktepa PTA expansion at Geel Belgum, 15
expected to be operational in mid-2008 and to increase the site’s PTA
capacity to 1,425ktepa

~ In January 2008, BP and Sinopec signed a memorandum of
understanding 1o add a new acetic acid plant at thew Yangtze River
Acetyls Co (YARACQ) joint venture in Chongging, upstream Yangtze
River south-wesi Chuna This world-scale acetic acid plant, using BP's
leading Cativa® technology, 1s expected to have an annual capacity of
650ktepa The plant 15 expected to be onstrearm in 2011 when the

total production at the YARACQ site 15 expected to be well over one
million tonnes per annum which would make it one of the largest
acetic actd production locations in China

Supply and trading
The group has a long-established supply and trading activity responsible
for delrvermg value across the overall crude and ail products supply chain
This actity identifies the best markets and pnces for our crude oil,
sources optunal feedstock for gur refining assets and sources marketing
actvines with flexible and competiive supply Additionally, the function
creates incremental trading opportunities through holding commaodity
derivatrve contracts and trading inventory To achieve these objectives in
a hquid and volatile international market the group enters into a range of
commodity derivative contracts, including exchange-traded futures and
options over-the-counter {OTC) options, swaps and forward contracts as
well as physical term and spot contracts

Exchange-traded contracts are traded on ligud regulated markets that
transact in key crude grades, such as Brent and West Texas
Intermediate, and the main product grades such as gasoline and gasoil
These exchanges exist in each of the key rmarkets in the US, westem
Europe and Asta OTC contracts include a vanety of options, forwards
and swaps These swaps price in refation to a wider set of grades than
those traded through the exchanges, where counterparties contract for
dfferences between for example, fixed and floating pnces The
contracts we use are described in more detal below Additionally,
physical crude can be traded forward by using specthic OTC contracts
pricing In reference to Brent and West Texas Intermediate grades OTC
crude forward sales contracts are used by BP to buy and sell the
underlying physical commodity, as well as 1o act as a sk management
and trading instrument




Risk management 15 undertaken when the group I1s exposed to market
nsk primanty due to the ming of sales and purchases which may occur
for both commercial and operational reasons For example, if the group
has delayed a purchase and has a lower-than-normal inventory level, the
associated pnce exposure may be hmited by taking an offsetting position
in the most suitable commodity derivative contract descnbed above
Where trading 1s undertaken the group actively combines a range of
denvative contracts and physical pesitions to create incremental trading
gains by arbrtraging prnices, typically between locations and time penods
This range of contract types includes futures, swaps, options and
forward sale and purchase contracts, which are described further below

Through these transactions, the group sells crude production into the
market, allowing more suitable higher-margin crude to be supphed to our
refinernes The group may also actively buy and sell crude on a spot and
term basis to further improve selections of crude for refinenes In
addition, where refinery production 1s surplus to marketing requirements
or can be sourced more competitively, 1t 1$ sold into the market This
latter activity also encompasses opportunities to maximize the value of
the whole supply chain through the optimization of storage and pipeline
assets, including the purchase of product components that are blended
into finished products The group also owns and contracts for storage
and transport capacity to facilitate this activity

The range of transactions that the group enters into 15 descnbed below
in more detall
- Exchange-traded commodity dervatives

These contracts are typically in the form of futures and options traded

on a recognized exchange, such as Nymex Simex ICE and Chicage

Board of Trade Such contracts are traded in standard specifications

for the main marker crude oils such as Brent and West Texas

Intermediate, and the main product grades, such as gasoline and

gasoll Though potentially settled physically, these contracts are

typically seftled hnancially Gains and losses otherwise referred to as
variation margins, are settted on a daily basis wath the relevant
exchange These contracts are used for the trading and risk
ranagement of both crude and products Realized and unrealized
gains and losses on exchange-traded commodity derivatives are
inciuded in sales and other operating revenues for accounting
purposes

— OTC contracts

These contracts are typically in the form of forwards, swaps and

options OTC contracts are negotiated between two parties and are

not traded on an exchange These contracts can be used both as part
of trading and nisk management activities Realized and unreahzed
gans and losses on OTC contracts are included in sales and other
operating revenues for accounting purposes

The man grades of crude oil bought and sold forward using
standard centracts are West Texas Intermediate and a standard North

Sea crude blend (Brent Fortes and Osberg or BFQ) Although the

contracts specify physical delivery terms for each crude blend, a

significant volume are not settled physically The contracts contam

standard delivery, pnicing and settlement terms Additionally, the BFQ
contract specifies a standard volume and tolerance ginven that the
physically settled transactions are delivered by cargo

Swaps are contractual obligations to exchange cash flows between

two parties one usuglly references a floating pnce and the other a

fixed price with the net difference of the cash flows being settled

Options gve the holder the nght but not the obligation to buy or sell

crude or oll products at a specified prce on or before a specific future

date Amounts under these denvative financial Instruments are settled
at exptry typically through netting agreements, to imn credit exposure
and support lqusdity

- Spot and term contracts

Spot contracts are contracts to purchase or sell crude and oil products

at the marke! price prevailing on and around the delivery date when

title to the inventory i1s taken Term contracts are contracts to
purchase or selt a commodity at regular intervals over an agreed term

Though spot and term contracts may have a standard form there s

no offsetting mechanism In place These transactions result in

physical delivery with operational and pnce sk Spot and term

contracts relate typically to purchases of crude for a reftnery, sales of
the group’s ol production and sales of the group’s oil products For
accounting purposes, spot and term sales are included in sales and
other operating revenues, when title passes Similarly, spot and term
purchases are included in purchases for accounting purposes

Trading nvesbgations
See Legal proceedings on page B4 for detarls regarding investigations
Iinto vanous aspects of BP s trading actvities

Dunng 2007, the group has taken a series of measures in relation 1o its
trading complance processes, systems and controls These measures
include increasing its campliance resources in the US and elsewhere,
continuing 1o implement an enhanced compliance framework and
programme that includes comphance monitoring of trading operations,
and the ongoing development and implementation of operating standards
and processes In the US, the deferred prasecution agreement {DPA)
between BP Amenca Inc {BP Amenca) and the US Department of
Justice has resulted in the appointment of an independent monnor 10
oversee compliance with the DPA The independent menrtor has
authorty to investigate and report alleged violations of the US
Commodity Exchange Act or US Commodity Futures Trading
Commmission regulations and to recommend corrective action

Transportation

Our Refining and Marketing segment owns operates or has an interest
In extensive transportation faciiiies for crude oil, refined products and
petrochemicals feedstock We transport crude ol to our refinenes
principally by ship and through pipelines from our impon terminals We
have interests in crude ol ppelines in Eurcpe and the US Bulk products
are transported between refinenes and storage terminals by pipeline
ship, barge and rasl Onward delivery to custorners 15 pnmartly by road
We have interests in major product pipelines in the UK, Rest of Europe
and the US

Shipping

We transport our products across oceans around coastlines and along
waterways using a combination of BP-operated, tme-chartered and
spot-chartered vessels All vessels conducting BP activities are subject to
our health safety, secunty and environmental requirements

International fleet

In 2008, we managed an internatonal fleet of 57 vessels (42 medium-
size crude and product carners four very large crude carners, one North
Sea shuttle tanker, seven LNG carners and three new LPG carmers) At
the end of 2007, we had 53 international vessels (39 medium-size crude
and product carners four very large crude carners, one North Sea shuttle
tanker fve LNG carners and four LPG carners) All these ships are
double-hulled Of the five LNG carners BP manages one on behalf of a
jont venture in which 1t 15 a participant and operates four LNG carriers
Three further LNG carners are on order for delivery in 2008

Regional and specialist vessels

In Alaska, we redelivered one of our time-chartered vessels back 1o the
owner, leaving a fleet of five doutle-hulled vessels In the Lower 48, two
of the four hentage Amoco barges remain in service, both of which are
due to be phased out of BF s service In 2008 Outside the US, the
specialist fleet has been reduced from 16 ships in 2006 10 14 1n 2007
{two double-hulled lubncants oll barges and 12 ofishore support vessels)

Tirnecharter vessels

BP has 111 hydrecarbon-carrying vessels above 600 deadweight tonnes
on time-charter, of which 97 are double-hulled and two are double-
bottomed All these vessels participate in BP's Time Charter Assurance
Programme

Spot-charter vessels

To transpon the remarnder of the group’s products, BP spot-charters
vessels, typically for single voyages These vessels are always vetted for
safety assurance prior to use
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Other vessels

BP uses vanous craft such as tugs crew boats and seismic vessels in
support of the group s business We also use sub-600 deadweight tonne
barges to carry hydrocarbons on inland waterways

Gas, Power and Renewables

In 2007, the Gas Power and Renewables segment included four main
activities marketing and trading of gas and power, marketing and trading
of hquefied natural gas (LNG}, production, marketing and trading of
natural gas quids {NGLs) and low-carbon power generation through our
Alternative Energy business

Resegmentation in 2008

With effect from 1 January 2008

- The Gas, Power and Renewables sagment ceased to repornt
separately

~ The NGLs, LNG and the gas and power marketing and trading
businesses were transferred from the Gas, Power and Renewables
segrment to the Exploration and Production segment

— The Ahernative Energy business was transterred from the Gas, Power
and Renewables segment to Other businesses and corparate

Key statistics 5 mdlion

... 005 _ 2005
Sales and other eperating revenues

from continuing cperations 21,369 23708 25 696
Profit before interest and tax from

continung operations® 674 1321 1172
Total assets 19,889 27,398 28 952
Caprtal expenditure and acquisitions 874 688 235

®Profit bafore interest and tax from continuing operations includes profit after tax of
equity-accounted entiies

The changes in sales and other operating revenues are explained in more
detall below

$ millpn

2007 2006 2005

Gas marketing sales 8,639 11428 15222

Other sales tincluding NGL

rmarketing) 12,730 12 280 10 474

21,369 23,708 25 6%

milicn cubie eat par day

Gas marketing sales volumes 3382 3685 5096
Natural gas sales by Exploraton and

Production 4,414 5152 4 747

BP seeks to maximize the value of its gas by targeting high-valus
customer segments in selected markets and to optimize supply around
our physical and contractual nghts to assets Marketing and trading
actvities are focused on the refatvely open and deregulated natural gas
and power markets of North Amenca the UK and the most iquid trading
locations in Rest of Europe Some long-term natural gas contracting
activity 1s included within the Exploration and Production segment
because of the nature of the gas markets when the long-term sales
contracts were agreed

Cur LNG business develops opportunities to capture sales for our
upstrearn natural gas resources, working In close collaboration with the
Exploration and Production segment For sales into nondiguid markets
such as Japan and Korea, we aim to secure contracts with high-value
customers For the majorty of sales into hquid wholesale markets such
as the US and the UK we are bulding integrated supply chains covenng
production hquefaction, shipping, re-gasification and access to the
wholesale transrmission gnd  Our strategy 1S to capture a growing share
of the internationally-traded gas market We are focusing on markets that
offer significant prospects for growth Qur LNG actvities involve the
marketing of third-party LNG as well as BP equity volumes, where this
allows us to optimize our existing asset and contractuat posiions

Our NGLs business 15 engaged in the processing, fractionation and
marketing of ethane, propane, butanes and pentanes extracted from
natural gas We have a significant NGLs processing and marketing
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business in North Amenca Qur NGLs activity 1s underpinned by our
upstream resources and serves thiid-party markets for chemicals and
clean fuels as well as supplying BP's refining actvities

Globally the power sector 1s the largest source of greenhouse gas
{GHG) emissions, responsible for around twice the emissions of
transport, so creating low-carbon power 1s ernitical In the effort to stabilize
global GHG levels BP 1s focused on power generation activities with low-
carbon ermissions through its Alternative Energy business, extending
significantly our capabdities in soler wind power hydrogen power and
gas-fired power generation

Capnal expenditure and acquisitions in 2007 was $874 million,
compared with $688 million in 2006 and $235 mulhon 1n 2005 In 2007,
we acquired Wasatch Energy LL C 1n the US and in 2006 our
acquisions included Onion Energy, LLC and Greenlight Energy, Inc In
2005 there were no acquisiions

Marketing and trading activities
Gas and power marketing and trading actiity I1s undertaken primarity in
the US Canada, the UK and Europe to market BP's gas and power
production and manage market price risk as well as 1o create Incremental
trading opportunities through the use of commodity dervatve contracts
Additionally, this activity generates fee income and enhanced margins
from sources such as the management of price nsk on behalf of third-
party customers These markets are large liquid and volatile and the
group enters into these transactions on a large scale to meet these
objectives

The group also has an NGLs trading activity in the US for delivenng
value across the overali NGLs supply chan sourcing optirnal feedstock
for our processing assets and secunng access 1o markets with flexible
and compatitive supply

In connection with the above activities, the group uses a range of
commodity derwvative contracts and storage and transport contracts
These include commodity dervatives such as futures, swaps and options
1o manage price nsk and forward contracts used 1o buy and sell gas and
power In the marketplace Using these contracts, 1n combination with
nghts to access storage and transporiation capacity, allows the group 1o
access advantageous pricing differences between locations time penods
and arbitrage between markets Gas futures and options are traded
through exchanges, while over-tha-counter {OTC} options and swaps are
used for both gas and power transactions through biateral arrangements
Futures and options are primanly used to trade the key index prices such
as Henry Hub while swaps can be talored to pnce with reference to
specific delivery locations where gas and power can be bought and sold
OTC forward contracts have evolved in both the US and UK markets,
enabling gas and power 10 be sold forward In a vanety of locations and
{uture periods These contracts are used both to sell production into the
wholesale markets and as trading instruments to buy and sell gas and
power in future periods Capacity contracts allow the group to store
transport gas and transmit power between these iocations Addmionally
activity 1 undertaken to nsk-rmanage power generation margins related
to the Texas Crty co-generation plant using a range of gas and power
commaodity dervatives

The range of contracts that the group enters mto 1s descrbed betow in
more detail
- Exchange-traded commodity dervatives

Exchange-traded commodity dervatives include gas and power

futures contracts Though potentially settled physically these

contracts are typically settled financially Gains and losses otherwise

reterred to as vanation margins, are settled on a daily basis with the

relevant exchange Reabzed and unrealized gains and losses on

exchange-traded commodity dervatives are included in sales and

other operating revenues for accounting purposes
- OTC contracts

These contracts are typically in the form of forwards, swaps and

options OTC contracts are negotiaied between two partes and are

not traded on an exchange These contracts can be used both as part

of trading and nsk management acthvities Realized and unreahzed

gans and losses on OTC contracts are included in sales and other

operating revenues for accounting purposes Highly-developed

markets exist In North Amenca and the UK where gas and power can
be bought and sold for delivery in future penods These contracts are
negotiated between two parties to purchase and sell gas and power
at a spacified pnice, with delivery and settlement at a future date
Although these contracts specify delivery terms for the underbying
commaodity, In practice a signrhicant voluma of these transactons are
not settled physically This can be achieved by transacting offsetting
sale or purchase contracts for the same location and delwery penod
that are offset durning the scheduling of delivery or dispatch The
contracts contain standard terms such as delivery point, pricing
mechanism settlement terms and specification of the commodrty
Typically volume and price are the main vanable terns

Swaps are contractuat obligations to exchange cash flows between
two parties One usually references a floating price and the other a
fixad pnee, with the net difference of the cash flows beng settled
Options give the holder the nght, but not the obligation, to buy or sell
natural gas praducts or power at a specified price on or before a
specific future date Armounts under these dervative financial
instruments are settled at expiry, typically through netting agreements
to hmrt credit exposure and support iquidity

- Spot and term contracts

Spot contracts are contracts 1o purchase or sell a commedity at the
market price prevailing on the delivery date when title to the inventory
passes Term contracts are contracts to purchase or sell a commodity
at regular intervals over an agreed term Though spot and term
contracts may have a standard form there 15 no offsetting mechanism
inplace These transactions result in physical delivery with operational
and price nsk Spot and term contracts relate typically to purchases of
third-party gas and sales of the group's gas production to third parties
Spot and term sales are included in sales and other operating
revenues, when title passes Similarly, spot and term purchases are
included in purchases for accounting purposes

Sae Financial and operating performance — Gas, Power and
Renewables on page 50

Trading investigations
See Legal proceedings on page B4 for details regarding investigations
into varous aspects of BP's trading actmties

Dunng 2007, the group has taken a senes of measures In relation to its
trading compliance processes systems and conirols These measures
include increasing its compliance resources in the US and elsewhere,
cantinuing to implement an enhanced comphance framework and
programme that includes compliance monitoring of trading operations,
and tha engoing development and implementation of operating standards
and processes In the US, the deferred prosecution agreement (DPA)
between BP Amernca Inc {BP Amenca) and the US Department of
Justice has resulied in the appointment of an independent monitor to
oversee comphance with the DPA The independent monrtor has
authority to investigate and report alleged violations of the US
Commodity Exchange Act or US Commodity Futures Trading
Comrmussion regulations and 10 recommend corrective action

Morth Amenca
BP has a significant wholesale gas and power marketing and trading
business in North America Our business has been built on the
foundation of our position as one of the continent s leading producers of
gas based on volumes Our gas activity in the US and Canada has grown
dunng the past few years as the group increased nis scale through both
organi¢ growth of operations and the acquisition of smaller marketing
and trading companies, Increasing reach into addmional markets At the
same time, the overall volumes in these markets have also increased
The group also trades power, in addition to selbing and risk managing
producuien from the Texas City co-generaton facility in the US

Qur North Amencan natural gas marketing and trading strategy seeks
to provide unconstrained market access for BP's equity gas Our
marketing strategy targets high-value customer segments through fully
utihzing our rights to store and transport gas These assets include those
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owned by BP and those contractually accessed through agreements with
third parties such as pipelines and terminals

Europe
The natural gas market in the UK s signiheant in size and 15 one of the
most progressive in terms of deregulation when compared with other
European markets BP 1s one of the largest producers of natural gas in
the UK, based on volumes, with 1the majonty of BP's volumes being sold
10 power generation companies and to other gas wholesalers via long-
term supply deals

In addition to the marketing of BP gas commodity dervative contracts
are used n cornbimation with access to storage transport flow and
assets to generate trading opportunities  This may include storing
physical gas to sell in future penods or moving gas between markets to
access higher pnces Commodrty contracts such as QTC forward
contracts can be used to achieve this while other commedity contracts
such as futures and options can be used to manage the market risk
relating 1o changes In prices

In Europe, we maintain a marketing presence in Spain, but are
increasingly focused on wholesale transactions at the existing and new
gas trading hubs and exchanges n Belgium The Netherlands, Germany
and France

Liquefied natural gas
Qur LNG and new market development activities are focused on
establishing international market positions 1o create maximum value from
our upsiream natural gas resources and on captunng third-party LNG
supply to complement our equity flows

BP Exptoration and Production has interests in a number of major
existing LNG supply projects Atlantic LNG in Tnnidad & Tobago, Bontang
in Indonesia and the North West Shelf (NWS) project in Australia
Additional LNG supplies are being pursued through an expansion of the
existing LNG facilties at the NWS project in Australia and green-field
developments in Indonesia (Tangguh) and Angola

We continue 1o access major growth markets for the group s equity
gas in the Pacific region During 2007, development continued on the
Tangguh LNG project (BP 37 2% and operaton from which the first
commercial delivery I1s expected in early 2008 Tangguh will be the third
LNG centre in Indonesia and bas signed sales contracts for delivery to
customers in China, Scuth Korea and the west coast of Mexice During
2007 further progress was made In secunng contracts for LNG to be
denved from the remaining uncontracted reserves at the NWS project
Agreements for the supply of LNG to Japan have been signed with
Chugeku Electric Kyushu Electne Tohuku Electnc and Toho Gas and for
the supply of LNG 1o South Korea with the Korean Gas Corporation
(KOGAS) The Guangdong LNG re-gasdication and pipeline project 1in
south-east Chuina 1in which BP 15 the only foreign partner, completed
installaton of its third storage tank in the third quarter of 2007, increasing
1ts throughput ta 7 million tonnes per annum In addition to LNG supphed
under a long-term contract with the NWS project, the terminal took
delivery of an additional seven spot cargoes during the year, 10 meet
rapidly growing local demand for gas

In the Atlantic and Mediterranean regions BP 15 creating opportunities
to supply LNG to North Amencan and European gas markets The fourth
LNG train at Atlantic LNG in Tnrudad, with a capacity of 5 2 milion tonnes
per annum (253,000mmcf), began operations in late 2005 These BP-
marketed volumes supplement a 2005 long-term agreement with EGAS
of Egypt to purchase 1 45 billion cubic metres per year of LNG from the
Sparush Egyptian Gas Company (SEGAS) plant at Damietta and a short-
term contract to purchase LNG from Oman and penodic spot purchases
of LNG BP1s marketing its LNG entitlement directly, utihzing 8P-
controlled LNG shipping and contractual nghts to access import terminal
capacity in the quid markets of the US (via Cove Point and Elba Istand)
and the UK {wa the Isle of Grain) In Spain, environmental permits have
been 1ssued to allow an expansion of the Bilbao re-gasification terminal in
which BP has a 25% equity stake

in Nigena, discussions are ongoing following the 2006 sigrning of a
memaorandum of understanglng for the purchase of LNG from Brass

River LNG A final investment decision 1s expected in 2008 and could
lead to first LNG in 2012

BP continues to seek approvals for a new terminal development tn the
US The proposed 1 2 billion cubic feet per day {bef/d) Crown Landing
terminal s 1o be located on the Delaware River in New Jersey The
Federal Energy Regulatory Commission (FERC) granted its approval for
the siting construction and operation of this project dunng 2006 BP
continues to work with state agencies in New Jersey to complete state
permitting requirements and with the relevant federal, state and local
authorities to put 1n place securtly plans for the faciity and associated
shipping activities BP 1s also monronng the progress of a proceeding
filed by the State of New Jersey against the State of Delaware in the US
Supreme Court cencerning New Jersey s junsdiction over developments
on Its shores, including the project s loading jetty that extends mto the
Pelaware River The US Supreme Court heard the New Jersey versus
Delaware case on 27 November 2007 and a decision from the court 15
expected in 2008

Natural gas iguids
Based on sales volumes, we are one of the largest producers and
marketers of NGLs in North America and hold interests for NGL volumes
inthe UK and Egypt

NGLs produced in North Amenca from gas chiefly sourced out of
Alberta, Canada and the US onshore and Gulf Coast, are used as 8
heating fuel and as a feedstock for refinenes and chemicals plants In
addrtion, a significant amount of NGLs are marketed on a wholesale basis
under annual supply contracts that provide for price re-determination
based cn prevalling market prces

In Nerth Amenca, BP operates or has interests in NGL extraction
plants with a processing capacity of 6 4bef/d These facilities are located
in major production areas across North Amenca, including Alberta
Canada the US Rockees, the San Juzn basin and the Gulf of Mexico We
also own or have an interest In fractionation plants (that separate the
NGL into its compongnt products) in Canada and the US, and own or
lease storage capacity in Alberta eastern Canada, and the US Gulf Coast,
as well as the US west coast and mid-continent regions Our North
Amencan NGLs processing capacity utiization in 2007 was 72% In
2008, we entered into a long-term supply contract with Aux Sable Liguid
Products to secure additional NGLs to supply our customers i the US
Midwest A major three-year programme to inspect assess and repair or
replace equipment 15 under way in BP s North American NGLs business
Cn 20 March 2007, we completed the sale of BP's 50% equity and
operating interest in the Cochin pipeling system to Kinder Morgan Energy
Partners

BP operates one NGLs plant {Central Area Transmussion System, 30%
owner and operator with a capacity of 1 2bef/d) in the UK and we are a
partner {33 33%} In a gas processing plant In Egypt with 1 1bcffd of gas
processing capacity We have alsc secured access to the Abibes LPG
terminal In Cremona, northern 1taly

Alternative energy

BP Afternative Energy, launched in November 2005, combines all of BP s
Interests in businesses that provide low-carbon gnergy solutens for
power generation solar, wind, gas-fired power generation and hydrogen
power with carbon capture and storage (CCS)

Solar
BP Solar s main production facilities are located in Maryland (US), Madnd
{Spain} Sydney (Austraha), Xi'an {China) and Bangalore {India) During
2007, expansion of cell capacity continued at our Madnd and Bangalore
facdines, alongside a3 $100-million project to expand casting capacity at
Maryland, increasing our annual manufactunng capacity 1o 228MW
B8P Solar achieved sales of 115MW in 2007 (83MW 1n 2006 and
105MW In 2005)

in 2007, BP Solar and Banco Santander installed 14 Megawatts peak
{MWp) of the planned 20MWp nstallations in Spain while in the US,
BP Solar won a id 1o develop 4 3MW of solar energy systems for seven
WalkMart Stores in California, with the first three installatons completed
by the end of December
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We are developing a new silicon growth process named Mano?®,
which significantly increases cell efficiency over traditional
multicrystaline-based solar cells making our first pilot shipmens in 2007
Solar cells made with these wafers in combination with ather BP Salar
advances In cell process technology, are expected 10 be able 10 produce
between 5% and 8% more power than solar cells made with
conventional processes We are working with a number of research
universities and institutes including the Cahforria Institute of Technology
1n the US where we are pursuing nanotube solar installations This
represents another step improvement in cost and efficiency In Germany,
we signed a co-operation agreement with the Institute of Crystal Growth
(IKZ} in September 2006 to develop a techrique to deposit silicon 10 very
thin layers directly on glass instead of growing crystals The programme
has demonstrated this ability and work continues to tmprove the growth
process and crystal structure We are participating 1n a $40-million
research and development programme {of which $20 rmillicn s provided
by BP Solar} airned at decreasing the cost of solar cells and increasing
ther efficiency The prograrnme 18 sponsored by the US Department of
Energy

Wind
Since 2005, we have increased our wind capacity from 32MW to more
than 370MW, with an am to grow that to mare than 1,000MW by the
end of 2008 We operate wind farms in the Netherlands, Maharashtra in
Indha and Colorado In the US

In the US we have a long-term supply agreement with Cligper
Windpower plc, with options to purchase Chpper turbines with a total
capacity ot 2 250MW Dunng 2006, we also acquired Onon Energy, LLC,
and Greenlight Energy, Inc With the acquisition of these large-scale wind
energy developers, our North Amencan wind portfolio includes projects
with potential total generating capacity of some 15,000MW Durning
2007, we commenced construction on the Siver Star ¢ project (60MW) 1n
Texas and commenced full commercial operation of our 300MW Cedar
Creek project in Colorado

Inindia we cornmenced full commercial operations at our 40MW
wind farm in Dhule, Maharashtra India using 32 turbines supphed and
installed by Suzlon each with the capacity to generate 1 26MW of
electnerty

Gas-fired power

Gas-fired power stations typically emit around half as much CO; as
conventional cozkHired plants We have interests in a 785MW gas-fired
power generation facility and an associated LNG re-gasification facility at
Bilbao, Spain (BP 25% share in each), a 1,074MW gas-fired combined
cycle power (CCGT) plant at Kwangyang, South Korea {BP 35%1, a
T24MW CCGT facility at Phu My, Vietnam (BP 33 3%} a 1 378MW gas
turbine (BP 10%) in Tnmidad & Tobago, a 392MVWV co-generation plant
IBP 51%) in California, US and a 744MW co-generation plant at Texas
Crty, US (BP 50%), which supplies power and steam to BP s largest
refining and petrochemicals complex Also, a8 50MW combined heat and
power plant near Southampton, UK (BP 100%} has been in operation
since the first half of 2005 Construction continues on the 250MW steam
turkine power generating plant at the Texas City refinery site, which 1s
expected to bring the total capacity of the site to around 1,000MW when
completed in 2008

Hydrogen power
In May 2007, BP and Rio Tinte announced the formation of a new jointly
owned company, Hydrogen Energy, which will develop decarbonized
energy projects around the world The venture will intially focus on
hydrogen-fuelled power generation, using fossil fuels and CCS
technology to produce new large-scale supphes of clean electricity

We are developing industnal-scale hydrogen power projects with CCS
technology

General Electnic and BP have formed a global alliance to jointly develop
and deploy technology for hydrogen power plants that could significantly
reduce emissions of the greenhouse gas CO; from electneity generation

Other businesses and corporate

Other busmesses and corperate comprses Treasury {which includes all
the group’s cash cash equivalents and associated interest income), the
group s alumimium asset and corporate activities worldwide

Key statistics % million
2007 2006 2005

Sales and other cperating revenues

for continuing operations 843 1,009 B68
Profit {loss}) before interest and tax

frem continuing operaticns® [1,128) (885} (1237
Total assets 17.188 14,184 12,144
Capital expenditure and acquisitions 275 281 817

®nciudes profit after interest and tax of equity-accounted entities

Resegmentation in 2008

With effect from 1 January 2008

- The Alternative Energy business was transferred from the Gas, Power
and Renewables segment to Other businesses and corporate

- The Emerging Consumers Marketng Unit was transferred from
Refining and Marketing to Alternative Energy (which 1s reported in
Other businesses and corporate)

- The Biofuels busimess was transferred from Refiming and Marketing o
Alternative Energy (which 1s reported in Other businesses and
corporate)

— The Shipping business was transferred from Refining ang Marketing
to Other businesses and corporate

Treasury

Treasury co-ordinates the management of the group s major financsal
assets and habiities From locations in the UK, the US and the Asia
Pacific region, 1t provides the ink between EP and the international
financial markets and makes available a range of financial services to the
group, Including supparting the financing of BP's projects around the
world

Alumtmium

Our aluminium business 1s a non-integrated producer and marketer of
rolled a'uminium products, headquartered in Louswville, Kentucky, US
Production facilies are located in Logan County, Kentucky and are
jointly owned with Novelis The prnmary actrvity of our alurminum
business I1s the supply of alurminium coil to the beverage can business,
which 1t manufactures primanly from recycled aluminium

Research, technology and engineering
Research technology and engineering activities are carned out by each
of the major business segments on the basis of a distributed programme
co-ordinated by a technology co-ordination group  This body provides
leadership for scientific, techrucal and engineenng actmvities throughout
the group and In particular promotes cross-business intiatives and the
transfer of best practice between businesses In addition, a group of
eminent Industnalists and academics forms the Technelogy Advisory
Council, which advises senior management on the state of technology
within the group and helps to identify current trends and future
developments in technology

Research and development s carried out using a balance of internal
and external resources Involving thisd parties 1n the vanous steps of
technology development and application enables a wider range of
technology solutions to be considered and iImplemented, improving the
productnaty of research and development activities External resources
includes investing in technology ventures as a platform for promoting
collaborative research These ventures are not subsidiaries and, as a
result, ther expenditure on research and development is not included
directly in the research and development expenditure stated helow

Across the group expenditure on research and development for 2007
was $566 milion compared with $395 million 1n 2006 and $502 million in
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2005 (2005 includes $374 million In respect of continuihg operations)
See Financial statements note 14 on page 125 The 43% increase in
2007 compared with 2006 reflects increased investment in enhanced oif
recovery heavy oll, advanced refining, conversion biosciences and
renewables technology

Insurance

The group generally restnicts its purchase of insurance to situations
where this 1s required for legal or contractual reasons This i1s because
external Insurance 15 not considered an econgmic means of financing
losses for the group Losses will therefore be borne as they anse, rather
than being spread over time through insurance premiums with attendant
transaction costs This position 1s reviewed periodically

Technology

The realization of technological advancernents 1s pivotal 1o our strategic
progress and business performance It 1s also the key to finding and
developing solutions that meet the energy and climate challenges of the
21st century

QOur three-year technology plan provides sustained investrment in our
core technologies and increasing investment in leng-term technologies
As we have deepened our current areas of leadership, extended ther
application in the field and broadened our long-term technology portfatio,
our technology investment has grown at an average of 15% per annum
durning the period 2003-2007 In 2007, total technology investment was
around $1 1 bilhon

The sheer range and complexity of technologies that can iImpact our
businesses, and the wide variety of sources for these technologies
propretary, energy service sector universities and research institutions
and other industries means thai no single appreach can meet all our
needs

The tollowaing guiding principles underpin our approach to technology
— Deliver technology leadership in a select few areas
- Develop sustainable technology-based solutions for corporats

rengwal
— Drive rapid take-up ot proprietary and commercially avallable

technologies
- Innovate and test technology at matera! scale
- Develop and access world-class skills, collaborate internally and

externally

These principles are reflected in how we define technology
investment Whereas research and development 15 an externally reported
number, internally we use a broader but very specific defintion for
technology investment This consists of four elements technology
development for incremental iImprovement of our base businesses,
technology leadership areas to create and sustam matenal advantaged
business positions, long-term technofogy Investments 1o secure our
tuture, and application and propagaton of technology through formalized
technology networks and knowledge management processes

During 2007, we continued to advance and employ new technologies
in driling and well construction unconventional gas develepment
enhanced ol recovery and seismic imaging These technologies and
know-how have enabled a new agreement with the Sultanate of Oman
to develop gas resources, discovenes in Azerbayan, Angola, Egypt and
the Guif of Mexico, increased production from tight gas fields in the
continental US and increased recovenes from our fields in maturing
basins such as Alaska and the North Sea

Technalogy advancements are also broadentng our refining capability
to understand and process feedstocks of varying quality and optimize our
assots in real trme enhancing the flexibility and rebabilty of our refinenes
and, in turn improving the margeins of our existing asset base Our
proprietary technologies in PTA have continued to reduce manufactunng
costs and environmental impact the new Zhuhar 2 unit in China, which
started n 2007, has a lower energy consumption and environmental
footpnint than any other PTA unit in the world

We also continue to progress our strategic longer-term technologies
In the field of bioscience, we selected the University of California

Berkeley and its partners the Urnuwversity of llinois, Urbana-Champargn and
the Lawrence Berkeley National Laboratory to join us in the previoushy-
announced $500-millton research programme to explore how bioscience
can be used to Increase energy production and reduce the impact of
energy consumption on the environment This energy research laboratory
15 now operational We also entered into research agreements with two
biotechnology companies in the US to focus on next generation energy
crops for biofuels and to research microbal processes in subsurface
hydrocarbons We have formed a research partnership with the
Massachusetts Institute of Technology to complement our internal
technology capabilities in converting low-value carbon feedstocks such as
petcoke and coal to high-value products such as electneity, hquid fuels
and chemigals while minimizing CO, emissions

Carbon capture and storage [CCS) technologies are a key enabler to
the success of low-carben power generation and product manufacturnng
Hawving integrated the jearming from our CO5 storage project in Algeria
with our extensive Exploration and Production capabilties our CCS
technologies are ready for deployment at scale

Regulation of the group’s business

B8P's exploration and produgtion actvities are conducted in many
different countrtes and are therefare subject to a broad range of
legislation and regulations These cover wirtually all aspects of exploration
and progduction actvities, Including matters such as hcence acqunsition,
production rates, royaties pricing environmental protection, export,
taxes and foreign exchange The terms and conditions of the leases,
licences and contracts under which these ol and gas interests are held
vary from country to country These leases, licences and contracts are
generally granted by or entered into with a government entrty or state
company and are sometimes entered into with pnvata property owners
These arrangements with governmental or state entrties usually take the
torm of heences or productioreshanng agreements Arrangements with
private property owners are usually in the form of leases

Licences (or concessions) give the holder the nght to explore for and
exploit a commercial discovery Under a licence, the holder bears the nsk
of exploration development and production actrvities and provides the
financing for these operations In pnnciple, the licence holder 1s entitled
to all production rminus any rovyalties that are payable in kind A licence
holder 1s generally required to pay production taxes or royalties, which
may be in cash or n kind Less typically, BP may explore for and explort
hydrocarbons under a service agreemant with the host entity In
exchange for reimbursement of costs and/or a fee paid In cash rather
than production

Production-shanng agreements entered into with a government entity
or state company generally require BP to provide all the financing and
bear the nsk of exploration and production actvities in exchange for a
share of the production remaining after royalties, if any

In certain countries, separate licences are required for exploration and
production actvrties and i certain cases production licences are mited
to a portion of the area covered by the exploration icence Both
exploration and production licences are generally for a specified penod of
time {except for icences in the US, which typically remam i effect until
production ceases) The term of BP s icences and the extent to which
these licences may be renewed vary by area

Frequently, BP conducts its exploration and production actvities in
ot venture with cther international ol companies state companies or
prvate companies

In general BP1s required to pay Income tax on income generated from
production activities {whether under a hcence or production-sharing
agreement) In addition, depending on the area BP s production actviies
may be subject to a range of other taxes, levies and assessments,
including special petroleum taxes and revenue taxes The taxes imposed
on oil and gas production profits and actmvities may be substantially
higher than those imposed on other activities, particularly in Angola
Nonway, the UK, Russia South Amenca and Trnidad & Tobago




BP’s other activities, including its interests in pipelines and its
commeodities and trading actvities are also subject 1o a broad range of
legislation and regulaticns in various countnes in which it operates

Health, safety and enwironmental regulations are discussed in more
detal in Environment on page 41

For certan information regarding environmental proceedings, see
Environment — US regional review on page 43

Safety

This section reviews BP s 2007 performance with respect to safety and
the environment An overview of our non-financial performance will
appear in BP Sustainabiity Report 2007 expected to be pubhshed in
May 2008

In total, there were seven workforce fatalities relating to BP operations
n 2007 compared with the same number in 2006 Two were the result
of shootings relating to our retall operations in South Afnca two occurred
In operations at our US refinenes in Cherry Point and Texas City, one was
on board a BP manne vessel, one was road-rglated and one an accident
involing a defective fire extinguisher in Indonesia We deeply regret the
loss of any Ives These incidents re-emphasize the need for constant
vigifance in seeking to secure the safety of all members of our
workforce

Our employee and contractor reported recordable injury frequency in
2007 was 0 48 per 200,000 hours worked, the same as that for 2006
(20086 data was corrected from 047 to 0 48) and below the industry
average for 2006

Implementing Baker Panel recommendations
Throughout 2007, BP continued to progress the process safety
enhancement programme initiated in response to the March 2005 incident
at the Texas City refinery We worked to implement the recommendations
of the BP US Refinenes Independent Safety Review Panel [the panel}
which issued 1ts report on the incident in January 2007 (see
www bp conybakerpaneiregort)

We have made material progress throughout the group across all of
the panel’s 10 recommendations Action can be grouped under the
following headings

L.eadership

Our executive team carned out site visits, which included BP's five US
refineries Board members also undertook site visits including one 1o the
Texas City refinery We have consistently communicated that safe and
reliable operations are owr highest pnonty Our safety and operations
audit group was strengthened and completed 28 audits in 2007

Management systems

Implementation of our operating management system (OMS) began at a
first group of sites that included all five US refinenes fsee page 41) We
continued implementing the group s six-point plan’ which focuses on
key priorities for investment and action associated with safe operations
{see below)

Knowledge and expertise

We established an executive-evet training programme ran process
safety workshops and launched an operations academy for site-based
staff to enhance process safety capability Specialists have been
deployed at our US refinenes to accelerate pnonty improvement
programmes

Cutture

To reinforce the need for a stronger satety culture our in-house team
undenook assessments of BP s safety culture supported by
commurnication from leadership

Indicators
Progress has been made in developing leading and lagging indicators
building on metncs already reported to executive management These

include measures on the competency of employees in roles catical 1o
safety and on the development of appropriate operattng procedures We
are working with the industry to develop indicators and this already
includes progress to agree a metnc covering loss of pnmary
containment

Progress at Texas City and our other US refineries
Across the US refining system, we have worked to address factors that
contnbuted to the Texas City reftnery incident of 2005, including facility
siting, atmosphenc relief systems, operating procedures and operator
training, as well as control of work systems and process safety culture
and leadership

The refinenes have engaged with ermployees on how to improve
process safety Each refinery 1s creating a strategic implementation plan
to reduce process safety risk on a conunuous iImprovement basis and to
implement the OMS With the United Steel Workers Union we have
reached agreement in prnciple to work jointly to improve safety across
tour represented refinenes At Texas Crty face-to-face communication
with staff has been supplemented by The Future 1s Now, a monthly
magazine widely circulated across the group

Approximately 840 new staff were hired across our US refinenes,
strengthening our support of engineenng, nspection and process safety

Further information on Texas City and other reftnenes can be found In
the Refining and Marketing section on page 28

Implementing the six-point plan

We set out our immediate prionties for improving process salety

management and reducing rnisk at our operations worldwade through a

six-point plan This plan launched in 2006 pre-dated the panel s

recommendations and creates a foundation for our approach
Progress on the plan s elements Is reviewed each quarter by the

exscutive-level group operations nsk committes (GORC}
We have taken the following actions in relation 10 the six-point plan

- In 2007, we implemented a group practice on occupted portable
buildings and removed all temporary buildings out of high-risk zones in
refinenies and major onshore plants We continue to apply the practice
and report prograss on wdentification and removal of relevant buldings
to the GORC A total of 17 blow-down stacks — all of those on heavier-
than-air hight hydrocarbon streams in refinenes — have been remaoved
from service The one remaining blow-down stack, at a chemcal plant
in Malaysia, 1s scheduled to be removed from service dunng 2008

~ We have completed 50 major accident nsk assessments (MARs) The
assessments identity high-level nsks that if they occur would have a
major effect on peopls or the environment Many of these risks, such
as a loss of contamment from our operations, are commen across the
industry Mmgation plans to manage and respond to identrfied risks
form part of the MAR analysis

- We are implementing group standards for integrnity management and
control of work on a locally nisk-assessed and priorrtized basis
Progress on implementing the standards 1s tracked quarterly We have
spent $6 bilion on integnty management in the course of 2007,
principalty redated to operating casts for mantenance and capital costs
for plant improvement

- We have continued 1o improve the way In which we seek 10 ensure
our operations maintain compliance with health and safety laws and
regufations A project to establish a consistent compliance
management framework has been under way in the US dunng the
past two years and 15 expected to be cormpleted globally by the end of
2008

-~ Rewvtews have been undertaken resulting In many actiens being closed
out from past audits Other actions requinng closure have been
dentihed

- Serwor HSE adwvisors have carned out a prehminary assessment of the
operational expenence of BP management teams responsible for
major production or manutactunng plant and any significant
assessmant findings have been addressed
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Operational integnty
As part of montonng operattonal integnty, we track the number of major
inctdents during the year oil spills of more than 100 barrels significant
property damage or fatal accidents related to integnity management
fadures We also mmvestigate any near-misses that could have resuited in
a major incident Overall in 2007, the total number of high potengals’
went down, however, more integrity management-related high
potentials were reported tn 2007 than in previous years as a result of
improved knowledge-shanng

The number of ol spills of one barrel or more in 2007 decreased to
340 from 417 in 2006 The volume of o1l spiled was 1 05 million Itres of
which 0 33 millon itres were unrecovered

Continuing to focus on personal health and safety
In combination with our efforts to Improve process safety, we have
continued to strive for excellence in occupational health and safety This
15 1 ine with our aspiration of no accidents no harm o people and no
damage to the environment

Continued focus on drving nisks has resulted in a significant reduction
s major drving Incidents {thase that cause a fatality or result in a vehicle
rollover} since 2005

Health 15 an integral part of the OMS In 2007, work continued on
developing practices in health management, covering industrial hygiene,
asbestos, fiiness to work, health impact assessment medical
amergency management health promotien and wellness These
practices set minimum standards of health performance in BP {seo
below)

We recognize that the health and safety of our workforce and
communities 1$ affected by our operations and that meeting our
aspiration of no harm to people requires continuous effort every day

Implementation of the OMS
We began rmplementation of the OMS at 12 represeniative pilot sites
Learnings from these pilots will be used to assess and improve the OMS
before widening its introduction We intend for the whole of BP to have
commmenced use of the OMS by the end of 2010

The OMS incorporates BP s principles for operating and provides a
framework 1o help deliver competence, then excellence, In operations
and safety Standards for control of work and irtegrity management and
detaled practices m matters such as nsk assessment provide further
underpinning Traming and development programmes have been
strengthened 10 develop the nght capability and culiure across the
organization

As descrnbed by BP's group chief executive, the OMS “is the
foundation for a safe, effective, and high-performing BP It has two
purposes to further reduce HSE risks in our operations and to
continuously rmprove the qualty of those operations” The system's
elements of operatng describe eight dimensions of how people
processes, plant and performance operate within BP A continuous
improvement process drives and sustains improvement of these
elements at a local level

Capability development
We have initiated development programmes designed to ensure that BP
has the capability among its people to achweve operational excellence and
identify and manage risks

The programmes suppert implementation of the OMS by developing
technical knowledge and skills They seek to improve management,
behavioural, cultural and leadership skills te drive and sustain mutt-year
change in operations across muftiple geographies

For instance the operating essentals programme 1s tallored to staff In
maintenance, operations and safety who have respensibility for
managing fronttine employees and contractors VWe completed operating
essentials plots in Anadarko {North Amenca gas), Angola and Kwanana
and started the first phase of the implementation at 11 other sites

The Operations Academy, provided in partnership with the
Massachusetts Institute of Technology, 15 directed towards serior
operations and safety leaders of sites or large units

The executive operations programme targets group vice presidents
and semor business leaders with accountabtity for multiple operations or
sites s purpose 1S to deepen nsight inic manufactunng and operations
activities and the consequences of leadership decisions

In 2007, we began the development of programmes for the wader
workforce such as technicians and operators, graduate new hires and
managers In roles between supervisory and senior leadership levels

Environment

Health, safety and environmental regulation
The group 1s subject to numerous international, naticnal and focal
environmental laws and regulations concerning 1ts products operations
and activities Current and proposed fuel and product specifications and
climate change programmes under a number of environmental laws will
have a significant effect on the production, sale and profitability of many
of our products Environmental laws and regulations also require the
group to remed:ate or otherwise redress the effects on the environment
of prior disposal or release of chemicals or petroleurn substances by the
group or other parties Such contingencies may exist for various sites,
ncluding refineries chemicals plants naturaf gas processing plants, oil
and natural gas fields, service stations, terminals and waste disposal
sites |n addition, the group may have obligations relating to pror asset
sales or closed faciivies Prowisions for environmental restoration and
remediation are made when a clean-up 1s probable and the amount 1s
reasonably determinable Generally, their timing comcides with the
commitment to a formal plan ot action or, if earlier on divestiment or on
closure of inactive sites The prowvisions made are considered by
management 1o be sufficient for known requirements

The extent and cost of future emvironmental resioration, remediation
and abaterment programmes are often inherently difficult to estimate
They depend on the magnitude of any possible contamination, the timing
and extent of the corrective actions requrred, technological feasibility and
BP s share of liztulity relative to that of other sotvant responsible parties
Though the costs of future restoration and remediation could be
sigrificant and may be material 1o the results of operations in the perod
in which they are recogrized, 118 not expected that such costs will be
matenal to the group s overall results of operations or financial position
See Financial statements — Note 37 on page 157 for the amounts
provided tn respect of environmental remediation and decommissioning

The group s operations are also subject 1o envircnmental and commaon
law claims for personal injury and property damage caused by the release
of chemicals, hazardous materials or petroleumn substances by the group
or others Fifteen proceedings invelving governmental authornties are
pending or known to be contemplated against BP and certain of its
subsidiaries under federal, state or local ervironmenital laws each of
which ceuld result in monegtary sanctions of $100,000 or more No
individual proceeding 1s nor are the proceedings In aggregate, expected
o be material to the group s results of operations or financial position

For information regarding Texas City and other refinenies see Texas
Crty refinsry on page 28, Other regulatory actions on page 29 and Legal
proceedings on page 84

For further information regarding spills in Alaska in 2006 see Legal
proceedings on page 84

Managemeni cannot predict future developments, such as
increasingly strnict requirements of environmental laws and resulting
enforcement policies that might affect the group s operations or atfect
the exploration for new reserves of the preducts sold by the group A nisk
of increased environmental costs and impacts s inherent i particular
operations and products of the group and there can be no assurance that
matenal liabiittes and costs will not be incurred in the future In general,
the group does not expect that it will be affected differently from other
companies with comparable assets engaged in simidar businesses
Management belreves that the group s actvities are in compliance i all
matenal respecis with apphcable environmental laws and regulations

For a discussion of the group s environmentat expenditure see page 53

BP operates in more than 100 countrios worldwade In all regions of
the world, BP has, or 1s developing, processes designad to ensure




complhiance with applicable regulations In addition each indmwidual in the
group Is required 1o comply with BP health safety and environmental
policies as embedded in the BP code of conduct Qur partners, suppliers
and contractors are also encouraged to adopt them

This Envirenment section focuses pnmardy on the US and the EU,
where around 85% of our fixed assets are located, and on 1ssues of a
global nature such as our operations and the environment climate
change programmes and maritime oll spills regulations

Qur operations and the environment
During 2007, we continued 1o use environmental management systems
to seek tmprovements on a wide range of environmental 1ssues All our
major sites except one are certified to the ISO 14001 international
environmental management system standard The Texas City refinery
after completing ptanned work to strengthen i1ts environmental
management systems, 1S planning to seek recertification in early 2009

Following 1ts appraval in November 2006, we began the
implementation of the group practice called the Environmental
Requirements for New Projects (ERNP) This practice 1s a full life-cycle
environmeantal assessment process [t requires all new projects 1o
undertake screening to determine the potential environmental
sensitivities associated with the proposed projects The highest level of
environmental sensitivity In a new project requires more rigorous specific
environmental management activities By the end of 2007, more than
100 projects had begun implementation of ERNP inctuding these in our
alternative energy, upstream and downstream husinesses

Since 2001, we have been focusing on measunng and improving the
carbon intensity of our operations After six years, we estimate that our
operations have delivered some 7 million tones {Mte) of GHG reductions
Qur 2007 operational GHG emissions were 63 5Mte of CC, equivalent
on a direct equity basis nearly 1Mte lower than the reported figure of
64 4Mte in 2006

Many of our EU assets have been subject to the EU Emissions Trading
Scheme {ETS) since its launch in January 2005 The number of
installations actively participating in the scheme increased at the end of
2007 when a temporary exclusion of exploration and production assets
expired After inclusion of these assets around one-fifth of our reported
2007 global GHG emissions are now covered by the scheme

In 2007, no new decisions were taken by BP to explere or develop in
World Conservation Union {IUCN} category HV areas We constantly try
to mit the envircnmental impact of our operations by seeking to use
natural resources responsibly and reducing waste and emissions

Climate change programmes
In response to rising concerns about cimate change, governments
continue io identity fiscal and regulatory measures at local, natienal and
international levels

In December 1997 at the Third Conference of the Parties to the
Urited Nations Framework Convention ¢n Climate Change {UNFCCC) in
Kyoto Japan, the participants agreed on a system of differentiated
international legally-binding targets for the first commutment penod of
2008-2012 In 2005, the Kyoto pretecol came into force, committing the
178 participating couniries 1o emissions targets However Kyoto was
only designed as a first step and policymakers continue to discuss what
new agreement might follow it after 2012, most recently at the UNFCCC
conference in Bal in December 2007

In the EU, the first phase of the EU ETS was completed at the end of
2007, with EU ETS phase Il running from 2008-2012 The Eurgpean
Commission has approved all member-state Phase-ll national allocation
pians The European Comrmission alse announced an intention to
propose a legislative framework by mid-2008, to achieve the EU
abjectrve of 120 grams per kitometre CO; for passenger cars and light
commercial vehicles

The US congress continues to develop and review proposed climate
change legislation and regulation President Bush signed an Energy bill
inte law in December 2007, which included stricter corporate average
fuel emissions standards for automobiles sold In the US and biofuel
mandates A number of other bills currently under consideration propose

stricter emissions imts on large GHG scurces and/or the introduction of
a cap-and-trade pregramme on CO; and other GHG emissions

In an Apri 2007 decision, the US Supreme Court overruled a lower
court that had upheld a decision by the US Environmental Protection
Agency (EPA) not to regulate GHGs from motor vehicles under the Clean
Arr Act for chimate change purposes The Supreme Court’s ruling will
require the EPA to reconsider 1ts pnior decision on motar vehicle CO,
regulation and render a new decision in keeping with the Suprems
Court’s holding The court opinion 1s expected to make it difficult for the
EPA not to regulate motor vehicle GHG emissions in the future It is also
expected to increase pressure on the EPA to regulate stationary sources
of GHGs {e g refinenes and chermical plants} under other provisions of
the Clean Aur Act

In September 2006, California governor Arnold Schwarzenegger
signed the California Global Warming Solutions Act of 2006 (AB 32} into
law In 2007, the Califormia Air Resources Board (CARB) began the
development of regulations that will ultimately reduce California s GHG
emissions to 1990 levets by 2020 (an approximately 25% reduction from
current levelst CARB has iniiated work on the Scoping Plan, which will
dentify reduction programime mechanisms and timetines for achieving
the 2020 target In advance of the Scoping Plan CARB has taken early
actions with the development of mandatory GHG reporting and a Low
Carbon Fuel Standard (LCFS) The LCFS will require all refiners,
producers, blenders and importers to reduce the carbon intensity of
transport fuel sold i Califorma by 10% by 2020

Since 1997, BP has been actively involved in policy debate We also
ran a global programme that reduced our operationat GHG emissions by
10% between 1898 and 2001 We continue to look at two principal kinds
of emissions operational ermissions, which are generated from our
operations such as refinenes, chermicats plants and production faciliies,
and product emissions, generated by our customers when they use the
fuels and progucts that we sell Since 2001, we have been focusing on
measuring and iImproving the carbon intansity of cur operations as well
as developing sustainable low-carbon technologies and businesses for
the future

In 2007, as part of our engagement with technology development
two major BP-backed research institutes came into full operation
the Energy Biosciences Institute (EBI) in the US, and the Energy
Technologies Institute (ETI in the UK The EBI is a strategic partnership
between BP, the University of California, Berkeley the Lawrence
Berkeley National Laboratory and the University of lllinais, that will
perform research into the production of new and cleaner energy, initially
focusing on advanced biofuels for road transport The EBE will also
pursue bioscience-based research in three other key areas the
conversion of heavy hydrocarbons to clean fuels, improved recovery from
existing oll and gas reservairs and carbon sequestration In the UK the
ETI has been established as a 5 50 putlic pnvate partnership funded
equally by member companies, including BP, and the government The
ETI aims to accelerate the development, demonstration and eventual
commercial deployment of a focused portfolio of energy technologies
which will iIncrease energy efficiency, reduce GHG emissions and help
achieve energy secunty and clirmate change goals The ETI has issued its
first Invitation for expressions of interest to parhcipate in programmes 1o
develop new technologies for offshore wind and for marnne, tidal and
wave energy

Mantime od spill regulations

Within the US the Oil Pollution Act of 1990 (OPA 90) imposes ol spilt
prevention requirements  spill response planning obligations and spif
liability for tankers and barges transporting oil and for offshore faciities
such as platforms and onshore terminals To ensure adequate funding for
response to oll spills and compensation for damages, when not fully
covered by a responsible party, OPA 90 created a $1-billion fund that1s
financed by a tax on imported and domestic ol This has recently been
amended by the Coast Guard and Martime Transportation Act 2006 to
increase the size of the fund from $1 billon to $2 7 billon  through the
previously-mentioned tax, together with an ingrease In the liability of
double-hulled tankers from $1,200 per gross ton to $1,900 per gross ton
In addition to OPA 90, which imposes lability for il spilis on the owners
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and operators of the carrying vessel some states implemented statutes
also imposing liabiity on the shippers or owners of oil spilled from such
vessels Alaska, Washington, Oregon and California are among these
states The exposure of BP to such liabiiity 1s mitigated by the vessels
manne hability insurance, which has a maximum ltmit of $1 billion for
each acoident or occurrence OPA 90 also provides that all new tank
vessels operating in US waters must have double hulls and exsting tank
vessels without double hulls must be phased out by 2015 BP contracted
with National Steef and Ship Buillding Company {(NASSCO) for the
construction of four double-hulled tankers in San Diego Calformia The
first of these new vessels began service In 2004, demise-chartered to
and operatad by Alaska Tanker Company (ATC), which transports BP
Alaskan crude o1l from Valdez NASSCO delvered two more in 2005 and
the fourth was delivered in 2006 At the end of 2007, the ATC fleet
consisted of five tankers, all double-hulled

Qutside the US, the BP-operated fleet of tankers 1s subject to
international spill response and preparedness regulations that are
typically promulgated through the International Marime Organization
{IMO) and implemented by the relevant flag state authonties The
International Convention for the Prevention of Pallution from Ships
{Marpal 73/78) requires vessels to have detalled ship-board emergency
and spill prevention plans The International Convention on Ol Pollution
Preparedness, Response and Co-operation requires vessels to have
adequate spill response plans and resources for response anywhere the
vessel travels These conventions and separate Marnne Environmental
Protection Circulars also stipulate the relevant state authonities around
the globe that require engagement in the event of a spill All these
requirements together are addressed by the vessel owners in Shipboard
Qil Pollution Emergency Plans BP Shipping s habilities for ail pollution
damage under the OPA 90 and cutside the US under the 1969/1992
Internattonal Convention on Civil Liabihity for Oil Pollution Darmage (CLC)
are covered by marine hability insurance having a maxamum limit of
$1 bilion for each accident or occurrence  This Insurance cover 1S
provided by three rmutual insurance associations (P&l Clubs} The Unitad
Kingdom Steam Ship Assurance Association {Bermuda) Limited, The
Bntannia Steam Ship Insurance Association Limited, and The Standard
Steamnship Owners' Protection and {ndemnity Association (Bermuda)
Limited With effect from 20 February 2006, two new complementary
voluntary ol pollution compensation schemes were Introduced by tanker
owners, supported by their P& Ciubs, with the agreement of the
International Ol Pollution Compensation Fund at the IMQ Pursuant to
both these schemes, tanker owners will voluntanly assume a greater
hability for oil pollution compensation in the event of a spill of persistent
ol than 1s provided for in CLC The first scheme, the Small Tanker
Owners' Pollution Indemnification Agresment (STOPIA), provides
for a munimum hability of 20 million Special Drawing Rights {around
$30 milhien) for a ship at or below 29,548 gross tons, while the second
scheme, the Tanker Owners Pollution Indernnification Agreement
{TOPIA), prowdes for the tanker owner to take a 50% stake in the 2003
Supplementary Fund, that 15, an additional lisbtlity of up te 273 5 million
Special Drawing Rights {around $430 milhon) Both STOPIA and TOPIA
will only apply to tankers whose owners are party 10 these agreements
and who have entered their ships with P& Clubs (n the international
Group of P&l Clubs, so benefiting from those clubs pooling and
reinsurance arrangements All BP Shipping's managed and time-
¢hartered vessels participate n STOPIA and TOPIA

At the end of 2007, we had 53 international vessels (39 medium-size
crude and product carriers, four very large ¢rude carners, one Nerth Sea
shuttle tanker, five LNG carniers and four LPG carners} All these shigs
are double-hulled Of the five LNG carners, BP manages one on behalf of
a Jjoint venture i which 15 a participant and operates four LNG carners
Three further LNG carrers are on order for delivery in 2008 In addition to
its own tleet, BP will continue to charter quality ships, all vessels wall
continue 1o be vetted pnor to each use 1n accordance wath the BP group
ship vetting policy

US regional review
The following 1s a summary of significant US environmenta! 1ssues and
legislation or regulations affecting the group

The Clean Arr Act and its regulations require, among other things,
stnngent ar emission limits and operating permits for chermicals plants,
refinenies manne and distnbution terrrinals, stricter fuel specifications
and sulphur reductions, enhanced monrtoring of major sources of
specified pollutants, and risk management plans for storage of hazardous
substances This law affects BP facities producing storng, refining
manufactunng and distnibuting ot and products as well as the fuels
themselves Federal and state controls on gzone particulate matter
carbon monoxide benzene, sulphur, MTBE, nitrogen dioxide, oxygenates
and Rexd Vapor Pressure atfect BP's actnmities and products in the US BP
15 continually adapting its business to these rules, which are subject to
recent change Beginning January 2006 all gasoline produced by BP was
subject to the EPA s sinngent low-sulphur standards Furthermore, by
June 2006, at least 80% cf the highway diesel fuel preduced each year
by BP was required to meet a sulphur cap of 15 parts per mifhion {ppm)
and 100% wath effect from January 2010 By June 2007, all non-+oad
diesel fuel production had to meet a sulphur cap of 500ppm and 15ppm
by June 2012 With effect from January 2011 EPA’s Mobile Source Ar
Toxics regulations waill require a refinery annual average benzene level of
0 62 volume percentage on all gasoling

The Energy Policy Act of 2005 also required several changes to the US
fuels market with the following fuel provisions elimination of the Federal
Reformulated Gasohing (RFG) oxygen requirement in May 2006,
establishment of a renewable fuels mandate {4 bilion gallons in 20086,
tncreasing to 7 & bilhion in 2012}, consolidation of the summertime RFG
Volatile organic compound {VOC) standards for Regions 1 and 2,
provision to allow the Ozone Transport Commission states on the east
coast 10 opt any area into RFG, and a provision to allow states to repsal
the 1pst Reid Vapor Pressure wawer for 10% ethanol blends

In 2001, BP entered nto a consent decree with the EPA and several
states ihat settled allaged violatons of various Clean Arr Act
reguirements related largely to emissions of sulphur dioxide and nitrogen
oxides at BP stefineneas Implementation of the decree s requirements
continuas

The Clean Water Act 1s designed 10 protect and enhance the quality of
US surface waters by regulating the discharge of wastewater and other
discharges from both onshore and offshore operations Facilities are
required to obtain permits for most surface water discharges, install
control equipment and implement operational controls and preventatve
measures, including spill preventicn and control plans Requirements
under the Clean Water Act have become more stringent in recent years
including coverage of storm and surface water discharges at many more
faciies and increased control of toxic discharges New regulations are
expected dunng the next several years that could require, for exarmple
addittonal wastewater treatment systems at some facimes

The Rescurce Conservation and Recovery Act (RCRA) regulates the
storage, handiing, treatment, transportation and disposal of hazardous
and non-hazardous wastes [t also requires the invastigation and
remediation of locations at a facility where such wastes have been
handled, released or disposed of BP facilities generate and handle a
number of wastes regulated by RCRA and have units that have been
used for the storage, handing or disposal of RCRA wastes that are
subject to investigation and corrective action

Under the Comprehensive Envronmentat Response, Compensation
and Liabily Act {CERCLA or Superfund), waste generators site owners
facitity operators and certain other parties are strictly lable for pant or all
of the cost of addressing sites contammated by spills or waste disposal
regardless of fault or the emount of waste sent to a site Additionally,
each state has separate laws similar to CERCLA

BP has been identilied as a Potentially Responsible Party (PRP) under
CERCLA or otherwise named under simdar state statutes at
approximately 805 sites A PRP or named party can incur joint and
several labiity for site remediation costs under some of these statutes
and so BP may be required to assume, among other costs the share
attnbuted 1o insolvent, unidentified or other parties BP has the mest
significant exposure for remediation costs at 52 of these sites For the
remaining sites, the number of parties can range up to 200 or more BP
expects its share of remedation costs at these sies to be small in
comparison with the major sites BP has estimated its potential exposure




at all sites where 1t has been rdentified as a PRP or 15 otherwise named
and has estabhshed provisions accordingly BP does not anticipate that
its ultirmate exposure at these sies indnmdually, or 1n aggregate, will be
significant except as reported for Atlantic Richfield Company in the
matters below

The US and the State of Montana seek to hold Atlantic Richfield
Company hable for environmental remediation, redated costs and natural
resource damages ansing out of miming-related activities by Atlantic
Richfield's predecessors in the upper Clark Fork River Basin {basin}
Federal and state trustees also seek to recover damages for alleged
injunes to natural resources In the basin Past settlements resclved
Atlantic Richfield s alleged liabifity for portions of these clams In 2007,
the parttes reached an agreement in pnnciple in which Atlantie Richfield
agreed to pay approximately $169 million, plus interest, to settle all
remaining clarms for natural resource damages in the basin, and federal
and state claims for environmental remediation and related costs in the
Clark Fork River operable unit and in portions of the Anaconda operable
unit owned by the State of Montana Under the agreement, the State of
Montana agreed to use most of the settlement funds to remediate and
restore the idenufied areas The settlement must be lodged in federal
court and 1s contingent on government review of public comments on
the settlement, and court approval of the settiement It includes limited
reservations of rights against Atlantic Richfield Other portions of the
basin, principally in Anaconda and Butte still require remediation The
estimated future cost of completing rermedies that the EFA has selected
or proposed In the other remaining opsrable units in the basin 1s
approximately $290 rmulhon  Past settlements between Atlantic Richfield,
the US and the State of Montana including consent decree settlements
1n other portions of the basin may provide a framework for future
settlernent of the remaining claims

The group 1s also subject to other claims for natural resource damages
(NRD} under CERCLA, OPA 90 and other federal and state laws NRD
claims have been asserted by government trustees agamst a number of
group operations This I1s a developing area of the law that could affect
the cost of addressing environmental conditions at some siies in the
future

Inthe US, many enviranmental clean-ups are the result of strict
groundwater protection standards at both the state and federal level
Contarrunahon or the threat of contamination of current or potential
dnnking water resources can result in sinngent clean-up requirements
even if the water 1S not being used tor dnnking water Some states have
even addressed ¢ontamination of non-potable water rescurces using
similarty strict standard_s BP has encouraged risk-based approaches to
these 1ssues and seeks t¢ tallor remedies at its facilities to match the
lavel of risk presented by the contamination

Other significant legislation inctudes the Toxic Substances Control Act
which regulatas the development, testing import, export and
introduction of new chemical products into commerce, the Occupational
Safety and Health Act which imposes workplace safety and health
traiming and process safety requiremenits to reduce the risks of physical
and chemical hazards and injury to employees and the Emergency
Planming and Communsty Right-to-Know Act, which requires emergency
planning and spill notification as well as public disclosure of chemecal
usage and emissions [n addition, the US Department of Transport {DOT),
through the Pipeline and Hazardous Matenals Safety Administration
comprehensively regulates the transportation of the group s petroteum
products such as crude ofl, gasoline and chemicals to protect the health
and safety of the public

BP 15 subject to the Manne Transpornation Secunty Act (MTSA) and
the DQT Hazardous Matenals (HAZMAT} security comphance regu'ations
n the US These regulations require many of our US businesses to
conduct security vuinerability assessments and prepare security
rmutigation plans that require the implementation of upgrades to security
rmeasures, the appeintment and training of designated secunty personnel
and the submission of plans for approval and Inspection by government
agencles

The US government, in an etfort to further mitigate the threat of
terronsm to cnincal US infrastructure 1s additionatly mandating two new

secunty legislation imtiatives, which began in the fourth quarter of 2007
and will continue through 2008
- Chemical Faciity AntrTerronsm Standard {CFATS) rollout starting in

2007/2008
- Transportation Workers |dentdication Credential {FWIC} rollout starting

in 2007/2008

CFATS 15 new legistation that began implementation in the fourth
quarter of 2007 and will continue through 2008 1t 1s intended to provide
an enhanced security posture for US faciities that manufacture or store
fruels Addrionally, it will cover facilities that have national economic
impact 1o the US should these faciliies be a target for terronsm A
number of BP facilties will be wmpacted by this legisiation Compliance
will require them 1o complete a screening review, and if not found 10 be
exempt, they will be required to conduct a detalled secunty vulnerability
assessment and a detalled security plan for each faciity impacted

TWIC 15 a new government employee background screening
programmae that is linked to the MTSA faciities The programme requires
all designated personnel with unescorted access to restricted areas of
the MTSA designated facilties to submit to a detailed background
screening programme and to beissued a bo-metne identification card
All of BP s MTSA-regulated facilities will be impacted and will be required
to comply by the end of 2008 in a phased :n approach

BP has a naticnal spili response team, the BP Amencas Respanse
Team {BART) consisting of approximately 250 tramed emergency
responders at group locations throughout North America In addition to
the BART there are five Regional Response Incident Management
Teams a number of HAZMAT Tearns and ernergency response teams at
our major facilitigs Collectively these teams are ready 10 assist in a
response to a major incident

See also Legal proceedings on page 84

European Unton regional review
Within the EU, European Community legislation 15 proposed by the
Eusopean Commissien (EC) and usually sdopted jointly by the European
Parliament and the Council of Ministers It must then be rmplemented by
each EU member state When implementing EU legislatton, member
states must ensure that penalties for noncomphance are effective,
proportionate and dissuasive, and must usually designate a competent
authority’ {regulatory body) for implementation Where the EC believes
that a member state has falled fully and correctly to transpose and
implement EU legisiation, it can take the member state to the European
Court of Justice, which can order the member state to comply and In
certain cases can Impose monetary penalties on the member state A
few non-EU states may also agree to apply EU emvironmental legislation
In particuwlar under the framework of the European Econornic Area
agreement

An EC directive for a system of integrated pollution prevention and
control {IPPC} was adopted in 1996 This system requires certain isted
industrial installations, including most activities and processes
underiaken by the ol and petrochemicals industry within the EU, to
obtain an IPPC permit which is designed to address an installation s
environmental impacts air emissions, water discharges and waste in a
comprehensive fashion The permit requires, amang other things, the
application of Best Available Technigues {BAT), taking into account the
costs and benefits unless an applicable environmental quality standard
requires more stnngent restrictions, and an assessment of existing
environmental impacts and future srte closure obligations All such plants
had to obtain such a perrmit by 30 October 2007 and permits may include
an environmental improvement programme The EC ts currently
reviewing the IPPC directive with the primary am of merging several
separate directives related 1o industrial emissions into a single directive
Intiat indications suggest there 1s a strong desire by the EC to propose a
more prescnplive piece of legislation with a greater emphasis on
rmandating ermission limits contained in guidance documents In
particular, the review 1s likely to propose more stringent regutations of
combustion plant (with scope increased to include plants down to 20MW
thermal input), extend IPPC to cover organic chemical manufacture by
biological treatment (biofuels) and may open the way for NOx and SOx
trading by member states
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in 2005, the EC published its Thematic Strategy on Arr Pollution, which
outhnes EU-wade targets for health and environmental benefits from
improved ar quality to be achieved through further controls on emissions
of fine particulates {PM 2 5 — pariculate matter less than 2 5 microns
diarneter}, sulphur dioxide, oxides of nitrogen, volatile organic
compounds and ammonia Associated with this are two important
directives

The first 1s the Ambient Arr Qualty and Cleaner Arr for Europe
Directive (AAQD) This consohdatas existing ambient arr qualty legislation
[which prescrnbes ambient arr quality imit values for sulphur dioxide,
oxides of nitrogen  particulate matter, Jead, carbon monoxide, ozone,
cadmium arseni¢, nickel, mercury and polyaromatic hydrocarbons} and
introduces new controls on the concentration of fine parteles in ambient
air If the concentration of a pollutant exceeds ar quality hmit values plus
a margin of tolerance, or there 1s a nsk of exceeding the imit, 2 member
state 1s required to take action to reduce ernissions This may affect any
BP operations whose ermissions contribute 1o such exceedances

The second s a revision to the National Emissions Ceiling Directive
(NECD} This will introduce new emissions cellings for each member
state for fine particles and will trghten exsting ceilings for sulphur
dioxide oxides of nitrogen volatle organic compounds and ammonia, In
order to achieve the heakh and environmental benefits set in the
Thematic Strategy referenced above The ceilings set for a member state
will tngger a range of abatement measures across industnal sectors that
are assessed as being a cost effective means of achieving the ceiling
Recent cimate change targets announced by the Eurcpean Council in
March 2007, together with developments i the atmospheric modeling
that underpins the Thematic Strategy and NECD, mean that the proposal
for the revision has been delayed until early summer 2008 and may be
more stringent and therefore more costly for Industry than anticipated

In early 2007, the EC published its proposal to amend the current EU
Fuel Quality Directive This directive seeks 1o set environment limiis on
gasoline and diesel road transport fuels and as such 1s inked historically
to the EU legislanion on vehicle (passenger car and heavy duty) regulated
emussions (the Euro standards’} and has prewiously set the legislative
tmetable for the introduction of ultradow sulphur (50ppm) and sulphur-
free (< 10ppm) fuels However, a major theme of the EC s new proposal
concerns mofuel policy both directly n terms of a proposal to set Iife
cycle GHG emussion reductions and indrectly in terms of attempting
taciltating the introduction of bofuels into gasoline and diesel
Specifically the key elements of the EC's current proposal are
-~ Confirmation of the 1 January 2009 sulphur-free { < 10ppm) deadiine

date for road diesel {aignment with the gascline deadine)
~ The reduction of non-road gasoill sulphur and mland waterway gasoil

sulphur to 10ppm by 31 Decemnber 2009 and 31 December 2011

respectively
~ The reduction of the Poly-cyclic Aromatic Hydrocarbon (PAH)

specification in diesel from 11% by weight to 8% by weight
- The creation of a separate grade of gascline allowing the blending te

up to 10% by volume ethanol or its equivalent
- The prowistion of a summer-ime gaschne vapour pressure waver for

blends contaiming ethanol
~ Article 7a, requinng fuel suppliers to reduce the Ifecycle GHG

emissions from road transport {uels by 10% by 2020

The key tems of impact to BP are the attempt to ¢create an additional
gasoline grade, and Article 7a and its potential impact on conventional
gasoline and diesel

Registration Evaluation and Authonzation of Chermcals IREACH)
legistation became effective 1 June 2007 across alt member staies of the
EU All chermical substances manufactured in or imported into the EU in
quantities above 1 tonne per annum must be registered by each
manufacturer/fimporter with the new European Chemical Agency (ECHA)
based In Helsinki Finland Registration will occur during the peniod 2008-
2018 wath the exact tming being determined by the volumes of
chemicals manufacturediimported, and by the hazard the chernical may

pose to human health and the environment Time limited authonzations
may be granted for substances of high concern’ Crude oil and natural
gas are exempt, white fuels will be exempted from authorzation but not
registration In BP, REACH wall affect our refiring, petrochemicals and
other chemical manufacturing aperations, with many other businesses,
such as lubncants, also being impacted in their roles as an importer or
downstream user of chemicals BP s updated broad estmate {there are
stll many unknowns) Indicates that the cost impacts of REACH for BP,
covenng hundreds of registrations, are expected 10 be in the region of
$60 million over the period 2008-2018, with about two-thirds in the
penod 2008-2010 Additional costs, for example submissions for
authonzation for relevant substances and the modification of satety data
sheets, will have to be assessed further as the regulation 1s
implemented

The EC adopted a Directive on Environmental Liability on 21 April
2004 From 30 Apnl 2007, member states must usually require the
operators of aciivites that cause significant damage to water ecological
resources or land after that date to undertake restoration of that damage
Provision 15 also made for reporting and tackling imrminent threats of
such damage

Durnng the past two years BP has contnbuied actively to the High
Level Group an Competitivenass Energy and the Environmaent chaired by
the EC and involving a range of stakeholders from EU member states
industry regulators, NGOs and trade umions This group worked
successfully on a consensus basis, to offer a range of recommendations
to the EC intended to support energy and environmental policy objectives
while advancing the competitiveness of the European economy

In early 2008 the EC s expected to release a directive on the
geological storage of CO; and an accompanying commurication
regarding incentives for carbon capture and storage (CCS} The intention
of the regulation 1s in part to 1dentrfy regulatory barners that may restrct
CCS technologies so that those barriers can be approprately addressed,
and 1o 1dentfy common methodotogies to be implemented across EU
member states

In 2005 the EC published a proposed EC Manne Strategy Directive,
which would adopt an approach similar to that in the Water Framework
Directive by requinng actieverment of ‘good environmental status” for
manng waters by 2021 through the implementation of programmes of
measures The legislation may have some impact on BP's upstream
operations in the North Sea

Another environment-related regulation that may have an impact on
BP s operations s the Major Hazards Directive, which, for the sitas to
which 1t applies, requires emergency planning, public disclosure of
emergency plans and ensuring that hazards are assessed and effectve
emergency management systems are in place

Property, plants and equipment

BP has freehold and leasehold interests in real estate in numerous
countries but no indmdual property 1s significant to the group as a
whole See Exploration and Production on page 14 for a description of
the group s significant reserves and sources of crude ol and natural gas
Significant plans to construct, expand or improve specific facities are
described under each of the business headings within this section

Organizational structure

The significant subsidaries of the group at 31 December 2007 and to the
group percentage of ordinary share capital (to the nearest whole number}
are set out in Financial statements — Note 46 on page 167 See Financial
statements - Notes 26 and 27 on pages 134 and 135 respectively for
information on significant jointly controlled entities and associates of the
group




Financial and operating performance

Group operating results
The following summanzes the group s operating results

§$ mibon except per shara amounts

2007 2008 2005
Sales and other operating revenues from continuing operations® 284,385 265,906 239,792
Profit from continuing operations® 21,169 2231 22,448
Profnt for the year 21,169 22,286 22,632
Profit for the year attnbutable to BP shareholders 20,845 22 000 22,341
Profit attnibutable to BP shareholders per ordinary share — cents 108.76 109 84 10574
Dwvidends paid per ordinary share - cents 4230 3840 34 85

®Excludes Innovene wiich was treated as a discontinued operation in accordance with [FRS 5 Non-cument Assets Held for Sale and Discontinued Operations  See Financial

statements — Note 3 on page 110

Business environment
Crude ol prices reached new record highs in 2007 in nomina! terms The
average dated Brent price rose 1o $72 39 per barrel an increase of 11%
over the $65 14 per barvel average seen in 2006 Daily pnces began the
year at $58 62 per barrel and rose to $96 02 per barref at year-end due to
QPEC production cuts in early 2007, sustaned consumption growth and
the resulting drop in commercial inventories after the summer

Naturat gas prices in the US and the UK dechined in 2007 The Henry
Hub First of Month Index averaged $6 86 per mmBtu, 5% lower than the
2006 average of $7 24 per mmBtu Prices were pressured by record LNG
Imports In summer, continued domestic production growth and
inventories that set a new record at the end of the storage injection
season Average UK gas prices fell to 29 95 pence per therm at the
National Balancing Pomnt in 2007 29% below the 2006 average of
42 19 pence per therm

Refining margins reached a new record high in 2007, with the BP
Global Indicator Margin (GIM) averaging $9 94 per barre! The premium
for hght products above fuel olls remamed excepticnally hugh, reflecting a
continuing shortage of upgrading capacity and favouning fully upgraded
refineries over less complex snes

The retall environment continued 1o be extramely competitive in 2007
with rarket volatility, high absolute prices, as well as a rising crude
market

The business environment in 2006 was mixed compared with 2005
but still rebust in compansen with historical averages Crude oil and UK
natural gas pnces increased, while US natural gas prices and global
reliming margins fell

The dated Brent price averaged $65 14 per barrel an increase of more
than $10 per barrel over the $54 48 per barrel average seen 1n 2005, and
varied between $78 69 and $55 89 per barrel Prices peaked in early
August before retreating in the face of a mild hurncane season and rnsing
inventones OPEC action late in the year helped support prices

Natural gas prices in the US declined im 2006 compared with 2005 but
remamed well above historical averages The Henry Hub First of Month
index averaged £7 24 per mmBtu, $1 41 per mmBtu below the 2005
average of $8 65 per mmBtu Rising production and weak consumption
resulted in above average inventones depressing gas prices relative to
crude ol UK gas pnces rose shghtly in 2006, averaging 42 19 pence per
therm at the National Balancing Point, comparad with a 2005 average of
40 71 pence per therm

Refining margins were only shghtly lower in 2006 wath the BP GIM
averaging $8 39 per barrel This reflected further o demand growth,
lingenng effects on US refinery proguction from the 2005 hurncanes and
gasoline formulation changes in several US states The prermium for ight
products over fuel olls rematned exceptionally tugh, faveuning upgraded
refinenes over less complex sites

Retall margins improved shghtly in 2006 benefiting from a dechine in
the cost of product dunng the second half of the year, despite intense
competition

Hydrocarbon producticn

Qur total hydrocarbon production during 2007 averaged 2,549mboe/d for
subsicharies and 1,269mboe/d for equity-accounted entities, a decrease
of 3% (3 5% for hquds and 2 6% for gas) and 2% {1 3% for hquids and
8 4% for gas) respectively compared with 2006 In aggregate, the
decrease primarily reflected the effect of disposals and net entitlement
reductions in our PSAs Compared with 2005 2006 hydrocarbon
production for subsidianes decreased by 3 3% in 2006 reflecting a
decrease of 5 1% for iquids and a decreasea of 1 3% for natural gas
Increases in production in our new profit centres were offset by
antcipated decline in our existing profit centres and the effect of
disposals Hydrocarbon production for equity-accounted entities
increased by 0 1% retllecting a decrease of 1 3% for lquids and an
increase of 10 2% for natural gas

Profit attnbutable to BP shareholders
Profit attnbutable to BP shareholders for the year ended 31 December
2007 was $20 845 miiion ncluding inventory holding gains of $3,558
millon Inventory holding gains or losses are described in footnote a
below Profit attnbutable to BP shareholders for the year ended
31 December 2008 was $22,000 million, after inventory holding losses of
$253 milien Profit attributable to BP shareholders for the year ended
31 December 2005 was $22,341 million, including inventary holding
gains of $3,027 milion The profit attnbutable to BP shareholders for the
year ended 31 December 2008 included a loss from Innovene operations
of $25 million, compared with a profit of $184 million in the year ended
31 December 2005 The loss/profit from Innovene for the years 2006 and
2005 included losses on remeasurement to far value of $184 mulion and
$591 mullion respectively Financial staternents ~ Note 3 on page 110
provides further fmancial information for Innovene

Profit attnbutable to BP shareholders for the year ended 31 Decerrber
2007 included net gains of $2 132 million on the disposal of assets, and
was after net imparrment charges of $1,324 millron, a further charge of
$500 mallion in respect of the March 2005 Texas Crty refinery incident, a
charge of $338 million associated with restructunng (with a further
charge of $1 billion expected in 2008), 8 charge of $185 millicn i relation
to new, and revisions to existing environmental and other provisions a
charge of $91 million in respect of a donation to the BP Foundation a net
far value loss of $7 million on embedded dervatives (these embedded
dervatrves are fair valued at each penod end with the resulting gains or
losses taken to the income statement) and a charge of $410 million in
respect of the reassessment of certain provisions

Profit aftnbutable to BP shareholders for the year ended 31 December
2006 included net gans of $3,286 mitlon on the disposal of assets, net
farr value gains of $608 million on embedded dervatives and a credi of
$44 million in relation to new, and rewisions to existing environmental
and other prowisions, and was after a charge of $925 muthon in respect of
the March 2005 Texas City refinery incdent a charge of $535 milkon
relating to the reassessment of certain provisions, a charge of
$155 mullion in respect of a donation to the BF Foundation and a net
impairment charge of $121 millon
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Profit attributable to BP shareholders for the year ended 31 December
2005 inctuded net gans of $1,429 milhon on the disposal of assets, and
was after net far value losses of $2,047 milion on embedded
denvatives a charge of $700 milion in respect of the March 2005 Texas
Crty refinery incident, a charge of $412 midlion in respect of new, and
revisions to existing, environrmental and other provisions an impairment
charge of $359 million and a charge of $134 rmillion relating to the
separation of the Olefins and Dervatives business

{See Environmental expenditure on page 53 for more information on
enwvironmental charges )

The pnmary additional factors reflected in profit for 2007, compared
with 2006 were higher liquids realizations, stronger refining and
marketing margins and improved NGlLs performance, however, these
were more than offset by lower gas realizations, lower reposted
production volurmnes, higher production taxes in Alaska, higher costs
{prmarily reflecting the impact of sector-specihic inflation and higher
integnity spend}, the impact of outages and recommissioning costs at the
Texas City and Whiting refinenes, reduced supply cptimization benefits
and a lower contnbution from the marketing and trading business in the
Gas, Power and Renewables segment

The pnmary additional tactors reflected in profit attributable 1o BP
shareholders for the year ended 31 December 2006 compared with 2005
were higher oil reahzatons, higher refining margins {including the benefit
of supply optimization), higher retait margins {although this was partially
offset by a detenoration in other marketing margins} and higher
coniributions from the operating businesses in the Gas, Power and
Renewables segment, these werea offset by the ongoing impact
followang the Texas City refinery shutdown, lower gas realizations, lower
production volumes and higher costs

Profits and margins for the group and for indmdual business segments
can vary sigrificantly from penod to period as a result of changes in such
factors as oll pnces, natural gas pnices and refining margins Accordingly,
the results for the current and prior periods do not necessanly reflect
trends nor do they provide indicators of results for future periods

Employee numbers were approxamately 97,600 at 31 December 2007
97 000 at 31 December 2006 and 96 200 at 31 December 2005

8 nventory holding gains and losses represent the difference between the cost of
sales calculated using the average cost of supplies incurred duning the year and the
cost of saltes calculated on the fust-n first-out (FIFQ) method Under the FIFQ
maeathad which we use for IFRS reporting, the cost of inventory charged 10 the
income statement 1s based on the historic cost of acquisition gr manufaciure rathar
than the current replacement cost In volatle energy markets this can have a
significant distertng effect on reported income The amounts disclosed represant
the difference between the charge 10 the income statement on a FIFQ basis and
the charge that would anse using average cost of supplies incurred dunng the
penod For this purpose average cost of supplies incurred during the penod1s
calculated by dwviding the total cost of inventory purchased in the period by the
number of barrels acguired The amounts disclosed are not separately reflected m
the financial statements as a gain or loss

BP 5 management believes this information 1s useful to illustrate t¢ investors the
fact that crude ol and product pnces can vary significantly from penod to penod and
that the impact on our reponted result under IFRS can be signicant Inventory
holding gains and losses vary from peried 1o penod due pnneipally to changes in ol
prices as well as changes 10 underlying inventory levels In order for snvestors to
understand the cperating performance of the group excluding the impact of cil pncae
changes on tha replacement of inventones and to make compansans of operating
performance between reporing penods, BP s management believes 1118 helpful 1o
disclose this information

Capntal expenditure and acquisitions

$ mdlon

2007 2006 2006

Exploration and Production 13,661 13075 10 149
Refining and Marketing 4,447 3122 2757
Gas, Power and Renewables 81 432 235
COther businesses and corporate 275 281 797
Caprtal expenditure 18,194 16910 13938
Acquisinons and asset exchanges 1,447 k73] 24
20,641 12,231 14 149

Disposals (4267) (6,254} (11 200}
Net investment 16374 10977 2,949

Capital expenditure and acquisitions in 2007, 2006 and 2005 amounted {0
$20,641 milkon, $17,231 million and $14,149 milon respectively
Acquisitions in 2007 included the rematung 31% of the Rotterdam
{Nerafeo) refinery from Chevron's Netherlands manufactunng company
There were no significant acquisitions 1n 2006 or 2005

Excluding acquisitions and asset exchanges, capital expenditure for
2007 was $19 194 million compared with $16,910 mullion in 2006 and
$13 938 million in 2005 In 2006 this included $1 tillion in respect of our
investment in Rosneft

Finance costs and other finance incomefexpense
Finance costs comprises group interest less amounts capitalized Finance
costs for continuing operations in 2007 were $1,110 million compared
with $718 mitiion in 2006 and $616 million in 2005 The charge in 2007
reflected a higher average gross debt balance than in pnor years and
lower caprtalized interest than in 2006 as capital construction projects
concluded The increase for 2006 compared with 2005 reflectad higher
interest rates, partially offset by increased caprtalized interest Finance
costs i 2005 included a charge of $57 million ansing from early
redermnption of finance leases

Other finance Income/expense included net pension finance costs, the
interest accretion on provisions and for 2005 and 2006, the inierest
accretion on the deferred considaeration for the acguisition of our
investment in TNK-BP Other finance income for contnuing operations in
2007 was $369 milion compared with $202 million in 2006 and a net
expense of $145 milion 1n 2005 The increase in ncome year on year
largely reflects the higher return on pension assets as the pension asset
base applicable to each year increased, reflecting nsing asset market
valuations

Taxation

The charge for corporate taxes for conttnuing operations 1n 2007

was $10 442 rmuithon, compared with $12,331 milion in 2006 and

%9 473 million in 2005 The effective rate was 33% 1n 2007, 36% n 2006
and 30% i 2005 The reduction in the effective rate in 2007 compared
wath 2006 pnmanly reflects the reduction in the UK t1ax rate and a
higher proportion of Income afsing in countries beanng a jower tax
rate and other factors The increase in the effective rate in 2006
compared with 2005 reflected the impact of the increase in the North
Sea tax rate enacted by the UK government in July 2006 and the
absence of non-recurring benefits that were present in 2005

Business results

Proht before interest and taxation from continuing operations, which ts
betore finance costs, other finance expense, taxaton and minorty
interests, was $32,352 million 1n 2007, $35 158 million in 2006 and
$32,682 mdlion in 2005




Exploration and Production

$ milon
2007 2006 2005
Sales and other operating revenues from continuing operations 54 550 52 600 47210
Profit before interest and tax from continuing operations® 26,938 29 629 25502
Results inchude
Exploration expense 756 1,045 684
Of which Exploration expenditure wrtten off 347 624 305
S per barrsl
Key statistics
Average BP crude ol reahzattons®
UK 70.36 62 45 5122
us 6851 6203 5098
Rest of World 70 86 6111 4832
BP average 6998 6191 5027
Average BP NGL realizations®
UK 52N 4721 3795
us 44 59 3613 3194
Rest of World 48 14 3603 3511
BP average 48.20 3717 3323
Average BP hquids realizatrons® ©
UK 69 17 6167 5045
us 64 18 57 25 4783
Rest of World 6956 59 54 4756
BP average 6745 5923 4851
$ per thousand cubsc teet
Average BP US natural gas realizations”
UK 640 633 583
us 543 574 678
Rest of World 3N 370 348
BP average 453 472 490
$ per barrel
Average West Texas Intermediate o price 7220 66 02 56 58
Alaska North Slope US West Coast 7188 63 57 53565
Average Brent ol pnce 7239 65 14 54 48

§ per million Britsh thermal uits

Average Henry Hub gas price® 886 724 "BE65
pence per therm

Average UK National Balancing Point gas price 2995 4219 4071
thousand banels per day

Total Iquids production for subsidiaries®® 1304 1,357 1,423
Total hquids production for equity-accounted entities®® 1,110 1124 1138
million cubac feet per day

Natural gas production for subsidiaries® 7222 7.412 7.512
Natural gas production for equity-accounted entries® a1 1,005 912
thousand barrels of o# equivalent per day

Total production for subsidiaries® ' 2549 2,629 2,718
Tota! production for equity-accounted entities® ! 1269 1297 1296

®Includes profit afier interest and tax of equity-accounted entities

The Exploration and Production segment does not undertake any hedging acteity Consequently realzations reflect the market price achieved

©Crude oft and natural gas hquxds
% Henry Hub Frst of Month Index
®Nat of royalues

'Exprassed n thousands of barrels of ol equrvalent per day {mboe/dl Natural gas 1s converted to ol equivalent at 5 8 bilhen cubie feet = 1 million barrels

Sales and other operating revenues for 2007 were $55 billion, compared
with $53 billion in 2006 and $47 billion in 2005 The mcrease n 2007
prmanly reflected an increase of around $3 6 billion related to higher
realizations, partially offset by a decrease of around $1 5 billon due to
lower volumes of subsidianies The increase in 2006 pnmanly reflected an
increase of around $6 bilhon related to higher hquids and gas realizations,
partially offset by a decrease of around $1 brlion due to lower volumes
of substdianes

Profit before interest and tax for the year ended 31 December 2007
was $26 938 mullion including net gains of $907 million on the sales of
assets (primanly gains from the disposal of our production and gas
infrastructure in the Netheriands, our interests In non-core Permian
assets In the US and our inerests in the Entrada field in the Gulf of
Mexico), net tarr value gains of $47 millon on embedded derrvatives
[these embedded derrvatives are fair valued at each period end with the
resulting gains or losses taken to the income staterment) and inventory

holding gains ¢f $11 million, and was atter a net impaiment charge of
$55 million, restructuning costs of $166 million, a charge of $168 millhon
in respect of the reassessment of certain provisions and a charge of
$12 million in respect of new, and revisions to existing, environmental
and other prowvisions

Profit before interest and tax for the year ended 31 December 2006
was $29,629 milon, inchuding net gains of $2,114 milion on the sales of
assets {primarily gains from the sales of our interest in the Shenzi
discovery in the Gulf of Mexico in the US and interests m the North Sea
offset by a loss on the sale of properties in the Gulf of Mexico Shelf), net
farr vatue gains of $515 millkon on embedded dervatives and a net
impairment credit of $203 milhon {compnising a $340 mullkon credit for
reversals of previously booked impairments partially offset by a charge of
£109 milion against intangible assets relating to properties in Alaska and
other indntdually insignificant iImpairments), and was after inventory
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holding losses of $18 million and charges for legal provisions of
$335 milhon

Profit before interest and tax for the year ended 31 December 2005
was $25,502 mulhon, including inventory holding gains of $17 mithion and
net gains of $1,159 million on the sates of assets, pnmarnly from our
interest in the Ormen Lange field in Norway, and was after net farr vatue
losses of $1,688 milkon on embedded dervatives, an impairment charge
of $226 million in respect of fields i the Gulf of Mexico a charge for
imparment of $40 mithan relating to fields in the UK North Sea and a
charge of $265 million on the cancellation of an Intra-group gas supply
contract

The prrmary additional factors reflected n profit before interest and
tax for the year ended 31 December 2007 compared with the year ended
31 December 2006 were higher overall realizations contributing around
$3 000 milhon {hquids realizations wera higher and gas realizations were
lower) and a favourable effect from lagged tax reference pnces in
TNK-BP contnbuting around $500 million, however, these factors were
more than offset by decreases of around $1,000 million due to lower
reported volumes, around $200 million due to higher production taxes in
Alaska and around $2,800 million due to higher costs, reflecting the
impacts of sector-spectic inflation, increased integrity spend and higher
depreciation charges Additionally the fullyear result was lower by

Refining and Marketing

around 51,000 millon due to the absence of disposal gans 1n 2006 1n
equity-accounted entriies

The primary addiional factors reflected in profit before interest and
tax for the year ended 31 December 2006 compared with the vear ended
31 December 2005 were higher overall realizations contrbuting around
$5,050 millon (hquids realizations were higher and gas realizations were
lower) partially offset by decreases of around $1 825 millen due to
lowver reported volumes $350 milion due to higher production taxes
and $1,950 milllon due to higher costs, reflecting the impacts of
sector-specrfic inflation, increased integnty spend and revenue
investrnents Additionally, BP's share of the TNK-BP result was higher
by around $500 milion primanly reflecting higher disposal gains

Total production for 2007 was 2,549mboe/d for subsidianies and
1,269mboefd for equry-accounted entities, compared with 2 625mboe/d
and 1,287mboe/d respectively in 2006 |n aggregate, the decrease
pnmarily reflected the effect of disposals and net entitlement reductions
n our PSAS

Total production for 2006 was 2,629mboe/d for subsidiaries and
1 297mboe/d for equity-accounted entities compared with 2 718mboe/d
and 1,296mboe/d respectively in 2005 For subsidianes, increases in
production in our new profit centres were ofiset by anticipated deching in
our existing profit centres and the effect of disposals

S milton
2007 2006 2005
Sales and other operating revenues from continuing operatiens 250,866 232855 213326
Profit before interest and tax from continuing operations® 6,072 5,041 6 926
< per barral

Global Indicator Refining Margin (GiM)®
Northwest Europe 499 392 547
US Gulf Coast 1348 1200 1140
Midwest 128 914 819
US West Coast 1505 1484 1349
Singapore 529 422 556
BP average 994 839 860
%
Refining availability® 828 825 929
O o b o sl
Refinery throughputs 2,127 2198 2,399

P Includes prafit after interest and tax of equity-accounted antibes

BThe GIM is the average of regional Industry indicator margins that we weight for BP s crude refinmg capacity in each region Each regional indicator margen 1s based on a
single representative crude with product yiekds charactenstic of the typical level of upgrading complexity The refining margins are industry-speadic rather than BP-spacific
measures which we belteve are useful to Investors in analyzing trends in the industry and thair impact on our results The marging ara caloulated by BP Dased on published
crude ol and preduct prices and take account of fuel utilization and catalyst costs No account is saken of BP s other cash and non-cash costs of refimng such as wages
and salanies and plant depreciation The indicator margin may not be representative of the margins achieved by 8P in any penod because of BP s particular refining

configuratons and crude and product slate

¢ Refining availability 1s defined as the ratio of units that are available for processing, regardless of whether they are actually being used to total capacity Where there is
planned maintenance such capacity 15 not regarded as being available Dunng 2006 and 2007, there was planned maintenance of a substantial part of the Texas

City refinary

The changes in sales and other operating revenues are explained 1n more detall below

$ mdbon

2007 7006 2005

Sale of crude oif through spot and term contracts 43,004 38577 36,992
Marketing, spot and term sales of refined products 194,979 177,995 155,008
Other sales including non-oil and 1o other segments 12,883 16 283 21,236
250,866 232855 213326

thousand barrels per day

Sale of crude aif through spot and term contracts 1,885 2,110 2464
Marketing, spot and term sales of refined products 5,624 5801 5,888

Sales and other operating revenues for 2007 was $251 bilhon, cempared
with $233 bilien in 2006 and $213 billion in 2005 The increase in 2007
compared with 2006 was pnncipally due to an increase of around

$17 billon in marketing, spot and term sales of refined products This
was due to higher prices of $13 billion and a positive foreign exchange

impact due to a weaker dollar of $6 bilion partially offset by lower
volumes of $2 billion Additionally sales of ¢crude oll spot and term
contracts increased by $4 bilion pnmanly reflecting ligher prices, and
other sales decreased by 3 billon due 1o lower volumes of $4 billion
partially otfset by a positve foreign exchange impact of $1 bilon
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Sales and other operating revenues for 2006 was $233 bilkon
compared with $213 bilhon in 2005 and $171 bilion in 2004 The ncrease
in 2006 compared with 2005 was prncipally due to an increase of around
$23 bilion an marketing, spot and term sales of refined products This
was due to higher pnices of $25 billion, partially offset by lower volumes
of $2 bithon Additionally sales of crude oil, spot and term contracts
ncreased by 32 billon, reflecting higher pnces of $6 billion and lower
volumes of $4 bilhen, and other sales decreased by $5 bdlion, pnmanty
due to lower volumes

Protit before interest and tax for the year ended 31 December 2007
was §6 072 million, including net disposal gains of $1 151 million
{primarily refated to the sale of BP s Coryton refinery in the UK 1its
interest in the West Texas pipeline system in the US and its interest in
the Samsung Petrochemical Company in South Korea) and inventory
holding gains ot $3,455 millon and was after imparrment charges of
$1 186 mulhon {primanly related to the sale of the majonity of our US
Converence Retall business a wiite-down of certain assets at our
Hull stte and a write-down of our Mexico retail assets), a charge of
$500 million related to the March 2005 Texas City refinery incident, a
charge of $138 mullion relating to new, and revisions 1o existing,
environmental and other provisions a restructunng charge of $118
million, a charge of $91 milllon In respect of a donation to the BP
Foundation and a charge of $70 million related to the reassessment of
certain provisions

Profit betore intarest and tax for the year ended 31 December 2006
was $5 041 mithon, including net disposal gains of $884 million (related
pnmanly to the sale of BP's Czech Republic retalt business, the disposal
of BP s shareholding in Zhenhai Refiring and Chemicals Company, the
sale of BP s shareholding in Eiffage ihe French-based construction
company, and pipelines assets} and was after inventory holding losses
of $242 million a charge of $925 miilion related to the March 2008
incident at the Texas City refinery an impairment charge of $155 million,
a charge of $155 million in respect of a donation to the BP Foundation
and a charge of $33 million relating ta new, and revisions ta existing,
environmental and cther provisions

Profit before mterest and tax for the year ended 31 December 2005
was $6,926 millien including inventory holding gains of $2,532 million

Gas Power and Renewables

and net gains of $177 milhon principally on the divestment of a number
of regional retail networks in the US, and s after a charge of $700 mithon
related to the March 2005 incident at the Texas City refinery a charge of
$140 milion relating to new and revisions 10 existing environmental and
other provisions an impairment charge of $93 mullion and a charge of
£33 milion for the iImpairment of an equny-accounted entity

Puning 2007, the segment continued to focus on the restoration of
coperations at the Texas City refinery and on investments in integnty
management throughout our refining portfolio We have also focused on
the repair and recommissioning of the Whiting refinery tollowing the
operational 1Issues in March 2007 In many parts of the refining portfclio
and the other market-facing businesses, we delivered high relability and
improved results compared with 2006 However for the full year
compared with 2006, the impact of the cutages and recommussiomng
costs at the Texas City and Whiting refinenies, as well as investments in
integrity management and scheduted turnarounds throughout our refining
portfolio reduced the resuit by around $1,600 miflton, cost inflation
reduced the result by around $100 million and lower results from supply
optimization decreased the result by around $1 500 mullion These factors
mare than offset increased margins in both refining and marketing that
contributed around $1 150 million

In companson with the year ended 31 December 2005, profit belore
interest and tax for the year ended 31 December 2006 reflected hugher
reftning margins (including the benefit of supply optimization} which
contributed around $900 rmilion, higher retail margins by around
$600 million {although this was partiaily offset by a detenoration of
around $150 million in other marketing margins) and lower costs
associated with rationahzation programmes of around $320 million
There was a reduction of around $1 ¥ bilion due to the impact of the
progressive recommissioning of Texas City dunng the year Eficiency
programmes delivered lower operating costs although the savings were
oftset by higher iurnaround and integnty managemnent spend

The average refining Global Indicator Margin (GEM) in 2007 was higher
than in 2006

Refining throughputs in 2007 were 2,127mb/d 71mbyd lower than in
2006 Refivung avalability was 82 9%, broadly consistent with 2006
Marketing volurmes at 3,806mb/d were around 2% lower than in 2006

$ millon

2007 2008 2005
Sales and other operating revenues from continuing operattons 21,369 23708 25 696
Profit before interest and tax from continuing operations® 674 1321 1172

8 Includes profit after interast and tax of equrty-accounted entities
The changes in sales and other operating revenues are explained in more detall below

$ milhon
2007 2006 2005
(Gas marketing sales 8,639 11428 15,222
Other sales (including NGL marketing) 12,730 12 280 10,474
21369 23708 25,696
mifhon cubke feet per day
2007 2006 2005
Gas marketing sales volumes 3382 3685 5 096
Natural gas sales by Exploration and Production 4414 5152 4747

Sales and other operating revenues for 2007 was $21 tilhon compared
with $24 billion in 2006 Gas marketing sates decreased by $2 8 billion
reflecting a decrease of $0 9 billion related to lower volumes and a
decrease of $1 9 billion related to lower pnees Other sales (including
NGLs marketing) increased by $0 5 bithon, reflecting an increase of

$0 8 bitlion refated 1o higher prices, partally offset by a decrease of

£0 3 bdlion related to lower volumes Sales and other operating revenues
were $24 billion in 2006, compared with $26 bilhon in 2005 Gas
marketing sales dechned by $3 8 billion, reflecting a decrease of

$4 2 billkon related to lower volumes, partialty offset by an increase of
%0 4 bilhon retated to higher prices Other sales {(including NGLs
marketing) increased by $1 8 bithon due to higher prices Gas marketing
sales volumes dechned in 2007 and 2006 primarnty due to customer
portfolto changes

Profit before interest and tax for the year ended 31 December 2007
was $674 mulion including inventory holding gains of $116 midhon and
net disposal gans of $12 milllon and was after a net far value charge of
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$47 mulhon on embedded dervatives impatrment charges of $40 million
and restructuring charges of $22 million

Profit before interest and tax for the year ended 31 December 2006
was 51 321 millon ncluding net gains of $193 mdlion, primanly on the
drisposat of our interest in Enagas, and net tarr value gains of $88 million
on embedded dervatives, and was after tnventory holding losses of
$55 millron and a ¢charge $100 million for the impairment of a Narth
Amercan NGLs asset

Profit before interest and tax for the year ended 31 December 2005
was $1,172 million, including inventory holding gains of $35 million,
compensation of $265 milkon receved on the cancellation of an intra-
group gas supply contract and net gains of $55 milkon pnmarily on the
disposal of BP s interest in the Interconnector pipaline and a power plant

Other businesses and corporate

in the UK, and was after net far value losses of $346 milhion on
embedded denvatives and a credit of $6 million related to new, and
revisions to existing, envircnmental and other provisions

The pnimary addtional factors reflected in profit before interest and tax
{or the year ended 31 December 2007, compared with the equivalent
pencd in 2008, were lower coninbutions from the marketing and trading
businesses of around $700 millon partally offset by improved NGL s
performance contributing around $250 million

The pnimary additional factors reflected in profit before interest and tax
{or the year ended 31 December 2006, compared with the egurvalent
pened in 2005, were higher contnbutions from the operating businesses
of around $100 million

S mifon

2007 2006 2005

Sales and other operating revenues from continuing operations 843 1009 668
Profit (loss) before interest and tax from continuing operations® {1,128} {885} {1237}

? Includes profit after interest and tax of equity-accounted entiues

Other businesses and corporate comprises treasury (which includes all
the group’s cash cash egquivalents and f:nance debt balances and
assocated interest income and finance costs), the group's alumimum
asset, and corporate actvities worldwide

The loss belore interest and tax for the year ended 31 December 2007
was $1,128 million, including a net gain on disposal of $62 milien, and
was after inventory holding losses of $24 million, a charge of $35 millkon
In relation to new, and revisions to existing environmental and other
provisions, a charge of $32 milllon in respect of restructunng costs, an
impaiment charge of $43 million, a net fair value loss of $7 millon on
embedded denvatives and a charge of $172 million refating 1o the
reassessment of certain provisions

The loss before Interest and tax for the year ended 31 December 2006
was $885 mill:on, includ:ng inventory holding gains of $62 millon a credit

of $34 million in relation to new and revisions to existing, environmental
and other provisions a net gain on disposal of $95 miliion and a net far
value gain of $5 mullion on embedded dervatives, and was after a charge
of $200 million relating to the reassessment of certain provisions and an
impairment charge of $89 million

The loss before interest and tax for the year ended 31 December 2005
was $1,237 miflon, including a netgan on disposat of $38 million, and
was alter a nat charge of $278 millon relating 1o new, and revisions 1o
existing environmental and other provisions and the reversal of
environmental provisions no longer required a charge of $134 million in
respect of the separation of the Qlefins and Derwvatives business and net
fair value losses of $13 million on ernbedded derivatives




Non-GAAP information on farr value accounting effects
BP uses denvative instruments to manage the economic exposure
relating to inventones above normal operating requirements of crude oll,
natural gas and petroleumn products as well as certain contracts to supply
physical volumes at future dates Under IFRS, these inventones and
contracts are recorded at histone cost and on an accruals basis
respactvely The related denvative instruments however, are required to
be recorded at fair value with gains and losses recognized in income
because hedge accounting 1s either not permitted or not followed,
pnncipally due to the impracticality of effectiveness tesung requirements
Therefore, measurement differences in relation to recognition of gains
and losses occur Gains and losses on these inventories and contracts
are not recognized until the commodity 1S sold 1n a subsequent
accounting penod Gamns and losses on the related dervative commodity
contracis are recogrwzed in the income statement from the tme the
derivative cormmodtty contract I1s entered into on a fair value basis using
forward prices consistent with the contract matunty

IFRS requires that inventory held for trading be recorded at its farr
value using pernod end spot prices whereas any related derwvative
commodity instruments are required to be recorded at values based on

forward prices consistant with the contract matunty Depending on
market condrtions, these forward prices can be either higher or lower
than spot pnces resulting in measurement ddferences

The Gas, Power and Renewables business enters into contracts for
pipelines and storage capacity that, under IFRS, are recorded on an
accruals basis These contracts are risk managed using a vanety of
dernvative instruments that are fair valued under IFRS This results 1in
measurernent differences n relation to recognition of gains and losses

The way that BP manages the economic exposures described above
and measures performance internally, differs from the way these
activities are measured under IFRS BP ¢alculates this difference by
comparing the IFRS result with management s internal measure of
performance, under which the inventory and the supply and capacity
contracts in question are valued based on far value using refevant
forward prices prevailing at the end of the period We believe that
disclosing management $ estimate of this difference provides useful
information for investors because it enables investors to sea the
economic effect of these actvities as a whole The impacts of
fair value accounting effects, relative to management s internal measure
of performance, are shown in the table balow

$ million
2007 2006 2005
Refining and Marketing
Unrecognized gains {losses) brought forward from previous period 72 283 161)
Unrecognized {gains} losses carned forward {429) 72 {283}
Favourable (unfavourable) impact relative to management’s measure of performance {357) 21 {344}
Gas, Power and Renewables '
Unrecognized gains {losses) breught forward from previous penod 155 123 147 !
Unrecognized {gains) losses carned forward {107 (155) 123)
Favourable {unfavourable) impact relative to management’s measure of performance 438 132) 24
(309) 179 {3200
Taxation 105 {96} 103
{204) 83 {217}
By region
Refining and Marketing
UK (52) 109 801
Rest of Europe 110) 0 {45)
us 165) 13 (220)
Rest of World {30) {12) 1
(357) 217 (344)
Gas, Power and Renewables
UK 1 83 39
Rest of Europe - - 9)
Us {17 {59} {32)
Rest of World 124 {36) 26
48 32) 24
Reconciliabon of non-GAAP information
Refining and Marketing
Profit betore interest and tax adjusted for fair value accounting efiects 6,429 4,830 7270
Impact of farr value accounting effects (357) 21 [344)
Profit before iterest and tax 6,072 5,041 6 926
Gas, Power and Renewables
Profit betore interest and tax adjusted for fair value accounting effects 626 1238 1,389
Impact of fair value accounting effects 48 83 (217)
Profit before interest and tax 674 1,31 1172
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Environmental expenditure

$ mithon

2007 2006 2005

Operating expenditure 662 596 494

Cleanups 62 59 43

Caprtal expenditure 1,033 806 789

Additions to environmental

remediation provision 373 423 56%
Additions to decommissioning

provision 1,163 2,142 1,023

Operating and capntal expenditure on the prevention, control, abatement
or elimsnation of air, water and sehd waste pollution is often not incurred
as a separately identriizble transaction Instead, ot forms part of a farger
transaction that includes, for example, normal maintenance expenditure
The figures for environmental operating and capital expenditure in the
table are therefore estmates based on the defimtions and guidelines of
the American Petroleum Institute

The increase in envircnmental operating expenditure In 2007
compared with 2006 1s pnmanly due to in¢creased integnty management
activity and activity associated with the mplementation of the Baker
Panel recommendanons The increase in envirgnmential operating
expenditure In 2006 compared with 2005 1s largely related to expenditure
ncurred on reducing arr emissiens at US refinenes Similar levels of
operating and capital expenditures are expected in the foreseeable
tfuture In addition to operating and capital expenditures, we also create
provisions for future envirenmental remedation Expenditure against
such provisions s normally in subsequent periods and 15 not included in
environmental operating expenditure reported for such penods The
charge for environmental remediation provisions in 2007 includes
$339 million resulting from a reassessment of exising site obligations
and $34 milion in respect of provisions for new sites

Provisions for environmental remediation are made when a clean-up is
probable and the amount reascnably determinable Generally, therr timing
comgides with commitment to a formal plan of action o, if earlier, on
divestment or on closure of inactive sites

The extent and cost of future remediation programmes are inherently
difficult 10 estimate They depend on the scale of any possible
contamination, the timing and extent of correctve actions and also the
group’s share of lability Although the cost of any futura remediation
could be significant and may be matenal to the result of operations in the
pencd in which 1t 1s recognized we do nat expect that such costs will
have a matenal effect on the group's financial posstion or iquidity We
beheve our provisians are suthcient for known requirements, we do not
believe that our costs wall ditfer significantly from these of other
companies engaged In similar industries or that our competitive posibion
will be adversely affected as a result

In addition, we make provisions on installahon of cur oI and gas-
producing assets and related pipehnes 1o meet the cost of eventual
decammussioning On instaflation of an ail or natural gas producion
facility a provision 15 established that represents the discounted value of
the expected future cost of decommissioning the asset Addiionally, we
undertake penodic reviews of existing provisions These reviews take
account of revised cost assumptions, changes in decommissioning
requirements and any technological developments The level of increase
in the decommissioning provision varnies with the number of new fields
coming onstrearn in a particular year and the outcome of the perodic
reviews

Prowisions for envitonmental remediation and decommissioning are
usually set up on a discounted basis, as required by 1AS 37 Provisions,
Contingent Liabilities and Contingent Assets’

Further details of decommuissioning and environmental provisions
appear in Financial statements — Note 37 on page 151 See also
Environment on page 41

Supplters and contractors

Qur processes are designed to enable us to choose suppliers carefully
on ment, avoiding conflicts of interest and inappropriate gifts and
entertainmeant We expect supphers to comply with legal requirements
and we seek to do business with suppliers who act in line with BP s
commitments to compliance and ethics as outlined in the code of
conduct We engage with supphers in a vanety of ways including
performance review meetings to identify mutyally advantageous

ways to improve performance

Creditor payment policy and practice

Statutory regulations issued under the UK Companies Act 1985 require
campanies to make a statement of their policy and practice in respect of
the payment of trade creditors In view of the international nature of the
group s operations there 1s ho specific group-wide policy In respect of
payments to suppliers Relationships with suppliers are, however
governed by the group s policy commitment to long-term relationships
founded on trust and mutual advantage Within this overall pohcy
individual operating companies are responsible for agreeing terms and
conditions for their business transactions and ensuning that supphers are
aware of the terms of payment

Contnbuting {0 communities
We make direct contnbutions 1o communities through commurnity
pregrammes Qur total contribution in 2007 was $135 8 million This
includes $0 7 mitlion contnbuted by BP to UK chanties The growing
focus of this 1s on educaticn the development of local enterprise and
prowiding access to energy In remote locations

In 2007, we spent $77 7 miflion promoting education, with investment
In three broad areas energy and the environment, business leadarship
skills, and basic education in developing countries where we operate
large projects




Liquidhty and capital resources

Cash flow
The following table summanzes the group s cash flows
3 milhon
2007 2006 2005
Net cash prowvided by operating actvities of continuing operations 24,709 28172 25751
Net cash prowvided by operating actvities of Innovene operations - - 970

Net cash provided by cperating actvities

Net cash used In investing actvities

Net cash used in financing activities

Currency translation differences relating 1o cash and cash equvalenis

24709 28,172 26721
(14,8370  i8,518)  {1729)
{9,035} (19,071) (23303}
135 47 (88)

Increase (decrease) in cash and cash equivalents
Cash and cash equvalents at beginning of year

972 {370) 1,601
2,590 2 960 1,359

Cash and cash equivalents at end of year

3,562 2,680 2 960

Net cash provided by operating activities for the year ended 31 December
2007 was $24 709 milion compared wath $28,172 millkon for the
eguvalent penad of 2006 reflecting an increase in working capital
requirements of $6,282 millien, a decrease In profit before taxation from
continuing operations of $3,031 million a decrease in dwvidends from
jointly controlled entities and associates of $2 022 million these were
partially offset by a decrease in income taxes paid of $4,661 mithon a
lower net credit for impairment and gairlass on sale of businesses and
fixed assets of $2 357 millon and higher depreciation, depletion and
amortization of $1,451 million

Net cash provided by operating activities for the year ended
31 December 2006 was $28,172 miltion, compared with $26,721 million
tor the equivalent penod of 2005, reflecting a decrease in working capital
requirernents of $4,817 million, an increase in profit before taxation from
continuing operations of $2,721 milhon and an increase in dvidends from
jointly controlled entities and associates of $1,662 million, these were
partially offset by an increase m income taxes paid of $4,705 mithon and
a higher net credit for iImpairment and gan/loss on sale of businesses
and fixed assets of $2,095 midlion

Net cash used in invesung activities was $14,837 millon iy 2007
compared with $9,518 mulion and $1 729 million in 2006 and 2005 The
increase In 2007 reflected a reduction in dispasal proceeds of
$1,987 million and an increase in ¢apital expenditure of $2,713 million
The increase in 2006 compared with 2005 reflected a reduction n
disposal proceeds of $4,946 milion and an increase in capital expenditure
of $2 844 million

§ bilion
Sources L o e
Net cash provided by operating actwities 79
Dwestments 22
Movement In net debt 8
107
$ Bilkon
Uses
Capital expenditure a7
Acquisitions 2
Net repurchase of shares 34
Dwidends 1o BP shareholders 23
Dwidends to minorty interest
107

Acquisitions madse for cash weare more than offset by divestments Net
investment dunng the same penod has averaged $9 0 bilhon per year
Dmidends to BP shareholders, which grew on average by 15 4% per year
in dollar terms, used $23 bifion Net repurchase of shares was $34 billon,
which includes $35 bidlon 1n respect of our share buyback programme
less proceeds from share issues Finally cash was used to strangthen
the financial condition of certain of our pension funds In the past three
years $2 3 biion has been contnbuted to funded pension plans

Net cash used 1n financing activities was $9 035 milbon in 2007
compared with $19,071 rmilhon in 2006 and $23 303 million i 2005 The
reduction in 2007 compared with 2006 reflects a reduction in net
repurchases of shares of $8,038 millon and an increase in proceeds from
long-term financing of $4,278 mullion, these were partially offset by a net
decrease in short-term debt of $2,379 milion The lower outflow in 2006
comparad with 2005 reflects a net increase in short-term debt of
$6 330 millon a decrease in repayments of long-term financing of
$1 165 mithon and hugher proceeds from long-term financing of
$1 356 milion partially offset by an increase in the net repurchase of
shares of $3,836 milon

The group has had significant levels of capital investmnent for many
years Cashflow in respect of capital investment, excluding acquisiions
was $18 4 bilhon in 2007 $15 7 billon in 2006 and $13 1 billon in 2005
Sources of funding are completely fungible, but the majonty of the
group's funding requirements for new investment come from cash
generated by existing operations The group s level of net debt that s
debt less cash and cash equivalents, was 327 5 billon at the end of
2007, $21 4 billion at the end of 2006 and was $16 2 billion at the end of
2005 The lower level of debt at the end of 2005 reflects the receipt of
the Innovene disposal proceeds in December 2005

Dunng the pariod 2009 to 2007 our cash inflows and outflows were
balanced with sources and uses both totalling $107 bilhon Duning that
period, the price of Brent has averaged $64 00/bb! The following table
summarizes the three-year sources and uses of cash

Trend information
Total production for 2008 15 expected 1o be higher than in 2007 This 1s
based on the group’s asset portfalio at 1 January 2008, expected start-
ups in 2008 and Brent at $60/bbl, before any 2008 disposal effects and
before any effects of pnces above $60/bbi on volumes in PSAs

We expect capiial expenditure, excluding acquisitions and asset
exchanges and excluding the accounting related to our entry into the
Canadian o sands via two joint ventures with Husky Energy Inc , to be
between $21 billion and $22 bilion in 2008 This amount includes other
investmenis In equity-accounted entities The exact level will depend on
a number of things including the actual level of sector inflation that we
will expenence 1n the year, time-critical and material one-off iInvestment
opportunities that further our strategy, and any acqussition opportunitias
that may anse

We expect 10 restore revenues by ramping up production foliowing our
recent start-ups in the Gulf of Mexico, Angola and Tnmdad and 10 biing
refinery production at the Texas City and Whiting refinenes back online

Dividends and other distnibutions to shareholders and geanng

The total dvidend paid in 2007 was $8 106 million, compared wath

$7 686 million for 2006 The dvidend paid per share was 42 30 cents, an
increase of 10% compared with 2006 In stering terms, the dividend
rematned flat due to the weakness of the dollar We determine the
dvidend in US dollars, the economic currency of BP
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Duning 2007 the company repurchased 663 million of its own shares
for cancellation at a cost of $7 5 bilhion The repurchased shares had a
nomunal value of $166 milien and represented 3 4% of ordinary shares
In1ssug, net of treasury shares at the end of 2006 Since the inception
of the share repurchase programme 1in 2000, we have repurchased
4,659 milion shares at a cost of $48 2 billion

Our ddend policy has been to grow the dwdend per share
progressvely, guided by several considerations including the prevating
circumstances of the group the future investrent patterns and
sustainability of the group and the trading environment We have also
been committed to returning all free cash flows in excess of dividend
needs to our shareholders These broad pnnciples remain but changes in
our business and the trading environment have given us greater
confidence 1n our future cash flows and have led us to rebalance the
uses of this cash

We now hold a more positive view of the pricing envirecnment,
especially for ol and we expect our financial performance will be
boosted by growing revenues, increased production and improved
refining availability We also see significant potental for cost effiencres
and improved performance across all our businesses Our reduced equiry
base resuiting from our share buyback programme has made per-share
dmvidend increases more affordable In hght of these factors we have
decided to increase organic capital expenditure (that i1s capital
expendiure excluding acquisitons and assets exchanges) to support
growth, and to rebalance our distributions between ddends and share
buybacks We continue to believe that a geanng band of 20-30%
provides an efficient capital structure and the appropriate level of financial
flexibiltty Taken together these factors led us to increase the dvidend
by 25% for the fourth quarter, compared with the third quarter Asa
result the level of free cash flow allocated 10 share buybacks 1s likely to
be lower We will, however, continue to use share buybacks as a
mechamsm 1@ return excess cash to shareholders when appropnate and
subject to renewed authonty at the April 2008 annual general meesting
At 31 December 2007, geanng was 23%, towards the bottom of the
targeted band

BP intends to continue the operation of the Dividend Reinvestrent
Plan {DRIP} for shareholders who wish 1o receive therr devidend in the
form of shares rather than cash The BP Direct Access Plan for US and
Canadian shareholders also ncludes a dividend reinvestment feature

The discussion above and following contains forwardHooking
statements with regard to future preduction, future refining availability
future caprial expenditure, sources of funding, future revenues and
financial performance, potential for cost efficiencies, level of free cash
flow allocated to share buybacks, shareholder distnbutions and share
buybacks, gearing, working capital and expected payments under
contractual and cormmercial cornmitments These forward-looking
statements are based on assumphons that management believes 1o be
reasonable in the hght of the group's operationat and financial experience
However no assurance can be given that the forwardHooking statements
will be realized You are urged to read the cautionary statement under

ForwardHooking statements on page 11 and Risk factors on pages 9-10,
which dascribe the nisks and unceriainties that may cause actual results
and developments to differ maternally from those expressed or imphed by
these forward-ocking statements The company provides no
commitrrent to update the forward-looking statements or to publish
financial projections for forward-ooking statements in the future

Financing the group’s activities
The group's principal commaodity, oil, 1s pread nternationally in US
daltars Group policy has been to minimize economic exposure to
currency mavernents by financing operations with US dollar debt
wherever possible, otherwse by using currency swaps when funds
have been raised 1n currencies other than US dollars

The group s finance debt 1s almost entirely in US dollars and at
31 December 2007 amounted to $31,045 milkon (2006 $24,010 medlhion)
of which $15,394 milhon {2006 $12 924 million) was short term

Net debt was $27,483 millon at the end of 2007 an increase of
$6,063 million compared with 20068 The ratio of net debt 1o net debt
plus equity was 23% at the end of 2007 and 20% at the end of 2006

The maturity profile and fixed/floating rate charactenstics of the
group s debt are described in Financial statements — Note 28 on page 136
and Note 35 on page 148

We have In place a European Debt Issuance Programme (DIP) under
which the group may raise $15 bilkon of debt for maturrties of one month
or longer At 31 December 2007 the amount drawn down against the
DIP was $10 438 million

In addition the group has 1n place a US Shelf Registration under which
1t may raise $10 bilion of debt wath maturities of one month or lenger At
31 December 2007 the amount raised under the US Shelf Registration
was $2 500 mullion

Commercial paper markets in the US and Europe are a pnmary source
of iiquidity for the group At 31 December 2007, the outstanding
commercial paper amounted to $5,881 million

The group also has access to significant sources of iquichty in the
form of committed facilities and other funding through the caprtal
markets At 31 December 2007, the group had available undrawn
committed borrowing facilities of $4 950 million {$4 700 milbion at
31 December 2006)

BP beleves that taking into account the substantial amounts of
undrawn borrowing faclities available, the group has sufficient working
capital for foreseeable requirements

Off-balance sheet arrangements

In addition to reported debt, BP uses conventional off-balance sheet
arrangements such as operating leases and borrowings in jointly
controfted entrties and associates At 31 December 2007, the group s
share of third-party finance debt of joaintly controlled entities and
associates was $5,894 millcon (2006 $4 942 rmulhion) and $870 million
{2006 $1,143 million} respectively These amounts are not reflected n
the group's debt on the balance sheet

The group has 1ssued third-party guarantees under which amounts outstanding at 31 December 2007 are summanzed below Some guarantees
outstanding are in respect of borrowings of jaintly controlled entities and associates noted above The analysis by time penod indicates the ultimate

expiry of the guarantees

3 milon

Guarantees exping by penod

2013 and
Total 2008 2009 2030 2011 2012 thereatter

Guarantees 1ssued in respect of?
Liabilities and borrowings of jointly controlled entriies and associates 443 180 19 6 3 56 179
Liabilties and borrowings of other third parties 601 83 27 10 7 7 467

*#0Of the amounts shown in the table $284 rmilion of the jontly controlled entites and assocsates guarantees relate 1o guarantees of borrowangs and for gthar third parties

guarantees $574 mullon relates to guarantees of borrowings




Contractual commitments
The followang iable summanzes the group’s principal contractual obligations at 31 December 2007 Further information on borrowings and finance
leases I1s given in Financial siatements — Nate 35 on page 148 and further information on operating leases 1s given in Financial statements — Note 16
on page 126

$ million

Payments due by panod

Expected payments by penod under contractuat

cbligations and commercial commitments Totat 2008 2009 2010 2011 2012 :ieoa:ga?‘:
Borrowings® 33142 16 293 7910 3410 1339 2,273 1,917
Finance tease future minimum lease payments 129 268 101 105 108 79 630
Operating leases® 16938 3780 3018 1975 1445 1,224 5,488
Decommuissicrung kabilhies 13416 455 342 438 195 244 11,742
Environmental habilities 2 260 448 424 326 245 202 615
Pensions and other post-retirernent benefits® 23743 1134 1127 883 717 718 19164
Purchase obligationst 164,943 105,922 16,739 9,446 5986 471 22139

® Expected payments include interest payments on borrowings totalkng $2 290 milhon ($1,145 mullion s 2008 $767 miliion in 2009 $401 muflion 1n 2010 $247 rulion in
2011 $181 milhion in 2012 and $232 million thereafter)

The future minmum lease payments are before deducting related rental incorne from operating subleases Whera an operating lease 1s entered into solely by the group as
the eperator of a jointly controlled asset the total cost is included wrespective of any amounts that will be resmbursed by joint venture partners VWhere operating lease
costs are incurred in relatron 10 the hire of equipment used in connection with a capital project some or all of the cost may be capitalized as part of the capntal cost of the
project

° Represents the expectad futura contnbutions te funded pension plans and payments by the group for unfunded pension plans and the expected future payments for ather
posi-retrement benefits

9Represents any agreement to purchase goods or services that i1s enforceable and legalty binding and that specrhies all significant tesms  The amounts shown include
amangements 10 secure long-lerm access 10 supplies of ciude ol natural gas feedstocks and pipeline systems In additon the amounts shown for 2008 include purchase
commitments existing at 31 Decernber 2007 entered into pnncipally to meset the group’s shon-term manufactunng and marketing requirements  The pnce nsk associated
with these crude ol natural gas and power contracts 15 discussed in Financial statements - Note 28 on page 136

The fallowing table surmmarnizes the nature of the group s unconditional purchase obligations

& mibon

Payments due by penod

2013 and

Purchase obhgations Total 2008 2009 2010 2011 2012 thereafiar
Crude all and ol preducts 82,830 66 39 4333 3156 202 1477 5,461
Natural gas 41,064 21314 5757 2893 1926 1.520 7.654
Chemicals and other refinery feedstocks 13,564 4 694 2078 1480 900 643 3,759
Power 14,662 10 929 3079 648 1 5 -
Utiliiles 1,545 182 135 119 118 16 875
Transpontaton 3921 1116 615 452 330 266 1,142
Use of facilities and services 7,357 1296 742 688 699 684 3,248
Total 164 843 105 922 16739 9 446 5,986 4711 22,139

The group expects its total capital expenditure, excluding acquisitions and asset exchanges and excluding the accounting related to our entry into the
Canadian od sands via two |oint ventures with Husky Energy Inc, to be around $21-22 billion in 2008 This amount includes other nvestments in
equity-accounted entities The following table summanzes the group s capital expenditure commitments for property plant and equipment at

31 December 2007 and the proportion af that expenditure for which contracts have been placed Capital expenditure 1s considered to be committed
when the project has receved the appropnate level of internal management approval For jointly controlled assets the net BP share 1s included in the

amounts shown VWhere operating lease costs are incurred in connection with a capital project some or all of the cost may be capitalzed as part of the

capial cost of the project Such costs are included 1n the amounts shown

$ mdhen

2013 and

Capital expenditure commitments Tatal 2008 2009 2010 2011 2 theroatter
Cormmitted on major projects 24013 5329 3,799 1,646 742 1403 11094
Amounts for which contracts have been placed 8,263 5,200 1999 747 187 57 73

tn additon at 31 December 2007, the group had committed 1o capital expenditure relating to investments In equity-accounted entities amounting to
$4 6 bihon  Contracts were in place for $1 1 billion of this total The transaction with Husky Energy Inc , whereby BP will contribute $2 5 bilion in
return for an mterest in an equity-accounted joint venture, is included in the committed capital expenditure For further information, see Financial

statements - Note 3 on page 110
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Critical accounting policies

The sigmficant accounting policies of the group are summanzed in
Financial statements — Note 1 on page 100

Inherent in the application of many of the accounting policies used in
prepanng the financial statements 1s the need for BP management to
make estimates and assumptions that affect the reported amounts of
assets and #abilites at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period
Actual outcomes could differ from the estimates and assumptions used
The following summary provides further information about the critical
accounting pohicies that could have a significant impact on the results of
the group and should be read in conjunction with the Notes on financial
statements

The accounting policies and areas that require the most significant
Judgements and estimates used in the preparation of the consolidated
financal statements are in relation to oif and natural gas accounting
including the estimation of reserves, the recoverability of asset carrying
values, deferred taxation provisions and contingencies, and pensions and
other post-retirement benefits

Oil and natural gas accounting
The group follows the successful efforts method of accounting for its ol
and natural gas exploration and production activities

The acqwsition of geclogical and geophysical seismic information prior
10 the discovery of proved reserves 15 expensed as incurred

Licence and property acquisition costs are initially capitalized within
ntangible assets These costs are amortized on a straight-ine basis until
such time that a determunation 1s made on whether exploratory dnlling
activity s successful Where a determination 1s made that the exploratory
dnlling 1s unsuccessiul all costs are wntten off Each property 1s reviewed
on an annual basis to confirm that dnlling activity 15 planned and that it 1s
not impaired M no future activity 1s planned, the remaining balance of the
licence and property acquisition costs 1s wntten off

For exploration wells and exploratory-type stratigraphic test wells,
cos51s directly associated with the drling of wells are temporanily
capdatized within non-current intangible assets, pending determination of
whether potentially econormic ol and gas reserves have been discovered
by the drling effort These costs include employee remunearation,
rmatenats and fuel used, ng costs, delay rentals and payments made to
contractors The determination 1s usually made within one year after well
completion but can take longer, depending on the complexity of the
geclogical structure 11 the well did not encounter potentially economic oil
and gas quantities, the well costs are expensed as a dry hole and are
reported in exploration expense Exploration wells that discover
potentially economic quantities of ol and gas and are in areas where
major capstal 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 appratsal work s under way or
firmly planned

It 15 not unusual to have exploration wells and exploratory-type
stratgraphic test wells remaning suspended on the balance shest for
several years while additional appraisal driling and seismic work on the
potential od and gas field 1s performed or while the optimum
development plans and timing are establshed

All such carned costs are subject to regular technical, commercial and
management review on at least an annual basis to confum the continued
intent to develop or otherwise extract value from, the discovery Where
this 15 no longer the case, the costs are immediately expensed

Once a project I1s sanctioned for development, the carrying valuas of
licence and property acquisiion costs and exploration and appraisal costs
are transierred to production assets within property, plant and
equipment Field development cosis subject to depreciation are
axpendituras incurred to date, together with approved future
development expenditure required to develop reserves

The capitalzed exploration and developrment costs for proved ol and
gas praperties {which include the costs of dnlling unsuccesstul wells) are
amortized on the basis of oikequivalent barrels that are produced In a
penod as a percentage of the estimated proved reserves

The estimated proved reserves used in these unit-of-production
calculations vary wath the nature of the capitalized expendiure The
reserves used In the calculation of the umit-ofproduction amortization are
as follows
— Productng wells — proved developed reserves
~ Licence and property acquisition, field development and future

decormnmusstoning costs — total proved reserves
The impact of changes in estimated proved reserves is dealt with
prospectively by amortizing the remaining carrying value of the asset
over the expected future production Hf proved reserves estimates are
revised downwards, earnings could be affected by higher deprectaticn
expense of an iImmediate write-down of the property’s carrying valus
{see discussion of recoverability of asset carrying values below)

Given the large number of producing fields in the group’s portfolio, it 1S
unbkely that any changes in reserves estimates for indmdual fields, either
indwiduzlly or In aggregate, year on year, will have a significant effect on
the group s prospective charges for depreciation

At the end of 2006, BP adopted the SEC rules for estimating reserves
instead of the UK accounting rules contaned in the UK Statemen of
Recommended Practice These changes are explained 1n Financial
statements — Note 9 on page 120

The estmation of ol and natural gas reserves and BP's process to
manage reserves bookings 1s descnibed in Exploration and Production —
Reserves and production on page 15 As discussed belgw, ol and natural
gas reserves have a direct impact on the assessment of the
recoverabiity of asset carnyng values reported in the financial
staterments

The 2007 movemenis In proved rgserves are reflected in the tables
showing movements In off and gas reserves by region in Financial
statements - Supplementary information on ol and natural gas on pages
17710185

Recoverability of asset carrying values
BP assesses i1ts fixed asseis including goodwall for possible impairment
if there are events or changes 1n circumstances that indicate that carrying
values of the assets may not be recoverable and, as a result, charges for
mpairment are recognized in the group's results from time to time Such
ndicators nclude changes in the group’s business plans changes in
commodsty prices leading to unprofitable performance, low plant
utihzation and for oif and gas properties, significant downward revisions
of estimated volumes or increases in estimated future development
expenditure If there are low o prices, natural gas prices, refining
margins or marketing margins during an extended perod, the group may
need to recognize significant tmparrment charges

The assessment for imparrment entails comparing the carrying valus
of the cash-generating urit and associated goodwill with the recoverable
amount of the asset that 1s, the higher of far value less costs to sell and
value In use Value in use 1s usually determined on the basis of
discounted estimated future net cash flows

Determination as to whether and how much an asset 1s impaired
involves management estimates on highly uncertain matters such as
future commodity prices the effects of Inflation on operating expenses,
discount rates production profiles and the cutlook for global or regional
market supply-and-demand conduions for crude oIl natural gas and
refined products

Far ol and natural gas propertes the expected future cash flows are
estimated based on the group s plans to continue to develop and
produce proved reserves and associated rnisk-adusted probable and
possible volumes Expected future cash flows from the sale or
production of these volumes are calculated based on the group s best
estimate of future ol and gas prices Prices for ol and natural gas used
for future cash flow calculations are based on market prices for the first
five years and the group s long-term planning assumptions thereafter As
at 31 December 2007, the group s long-term planning assumptions wese
$60 per barrel for Brent and $7 50 per mmBtu for Henry Hub (2006 840
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per barre! and $5 50 per mmBtu} These long-term planning assumptions
are subject to penodic review and modification The esttmated future
lavel of production 15 based on assumptions about future cormmaodity
pnces, liftng and development costs, field decline rates market demand
and supply, economic regulatory cimates and other factors

The future cash flows are adjusted for nsks specific to the asset
where appropriate and are discounted using a pre-tax discount rate of
11% {2006 10%} This discount rate Is derived from the group s post-tax
werghted average cost of capnal and 1s adjusted where applicable to take
Into account country-specric nsk

Irrespective of whether thers i1s any indication of impaument BP 15
required to test annually for impairment of goodwill acquired in a
business combination The group carnes goodwil! of approximately
$11 0 bihon on)its balance sheet, pancipally relating 1o the Atlantic
Richield and Burmah Castrol acquisttions In testing goodwill for
impairment, the group uses a simidar approach o that described above
The cash-generating uniis for imparrment testing in this case are one
level below business segmeants As noted above, if there are low ol
prices or natural gas prices of refining margins or marketng margins for
an extended perod, the group may need to recognize significant goodwill
impaiment charges

Deferred taxation

The group has camy-ferward tax losses in certain taxing junisdictions that
are avallable to offset against future taxable income However deferred
tax assets are recogrized only to the extent that it 1s considered maore
likely than not that suitable taxable income will anse Management
Judgement 1s exercised In assessing whether this i1s the case For further
information see Financial statements — Note 20 on page 128 and Note 44
on page 165

Provisions and contingencies
The group helds provasions for the future decommissioning of ol and
natural gas production facilities and pipelines at the end of ther economic
lives The largest asset removal obligations facing BP relate to the
remaoval and disposal of ail and natural gas platforms and pipelines
around the world The estimated discounted costs of dismantling and
removing these facilities are accrued on the installation of those faciities,
reflecting our legal obligations at that time A corresponding asset of an
amount equivalent to the provision 1s also created within property plant
and eguipment This asset 1s depreciated over the expected Iife of the
production tacility or pipeline  Most of these removal events are many
years in the future and the precise requirements that will have to be met
when the removal event actualty occurs are uncertain Asset removal
technologies and costs are constantly changing, as well as political,
environmental, safety and public expectations Consequently, the tming
and amounts of future cash flows are subject to significant uncertainty
Changes in the expected future costs are reflected in both the provision
and the asset

Decommissioning provisions associated with downstream and
petrochemicals faciities are generally not prowided for as such potential
obligations cannot be measured, given therr indeterminate settlement
dates The group performs perodic reviews of 1ts downstream and
petrochemicals long-ived assets for any changes in facts and
circumstances that might require the recognition of a decommussioning
provision

The timing and amount of future expenditures are reviewed annuatly
together wath the interest rate used in discounting the cash flows The
interest rate used to determine the balance sheet obhigation at the end of
2007 was 2% unchanged from the end of 2006 The interest rate
represents the real rate [ e adjusted for inflation) on long-dated
government bonds

Qther provisions and habilites are recognized in the penod when 1t
becomes probable that there will be a future outtlow of funds resulting
from past operations or events and the amount of cash outflow can be

reliably estimated The timing of recognmion requires the apphcation of
judgement to existing facts and circumstances, which can be subject to
change Since the actual cash outflows can take place many years in the
future the carrying amounts of provisions and habilives are reviewed
regularly and adjusted to take account of changing facts and
circumstances

A change in estimate of a recognized provision or hability would result
In a charge or credit to net income In the penod i which the change
occurs {with the exception of decommussioning costs as described
above)

Provisions for envirenmental clean-up and remediation costs are based
on current legal and constructive requirements technology pnice levels
and expected plans for remediation Actual costs and cash outflows can
differ from estimates because of changes in laws and regulations pubhc
expectations, prices, discovery and analysis of site conditions and
changas 1n clean-up technology

The provision for environmental labilities 1s reviewed at least annually
The interest rate used to determine the balance sheet cbligation at
31 December 2007 was 2%, the same rate as at the previous balance
sheet date

As further described n Financial statements — Note 44 on page 165,
the group 15 subject to ¢laims and actions The facts and circumstances
relating to particular cases are evaluated regularly in determining whether
it1s probable that there will be a future outflow of funds and, once
astablished, whether a provision relating to a specific litigasion should be
adjusted Accordingly significant management judgement relating to
contingent llabilies 1s required since the outcome of iigation 1s difficult
to predict

Pensions and other post-retirement benefits
Accounting for pensions and other posi-retirement benefits involves
|udgement about uncertain events, including estimated retirement dates
salary levels at retvement mortality rates rates of return on plan assets,
determination of discount rates for measunng plan abligations, healthcare
cost trend rates and rates of utiization of healthcare services by retirees
These assumptions are based on the enviranment In each country
Determination of the projected benefit obligations for the group’s defined
benefit pension and post-retrement plans 1s important to the recorded
arnounts for such obligations on the balance sheet and to the amount of
benefit expense in the income staterment The assumptions used may
vary from year to year, which will atfect future results of operations Any
differences hetween these assumptions and the actual outcome also
affect future results of operations

Pension and other post-retrement benefit assumptions are reviewed
by management in December each year These assumptions are used 1o
determing the prejected benefit abligation at the year end and hence the
sumpluses and deficits recorded on the group s balance sheet, and
pension and post-retirement benefit expense for the following year

The pension and other postretirement benefit assumptions at
31 December 2007, 2006 and 2005 are provided in Financial statements
- Note 38 on page 152

The assumed rate of investment return discount rate and the US
healthcare cost trend rate have a significant effect on the amounts
reported A sensitivity analysis of the impact of changes in these
assumptions on the benefit expense and obhgation is provided In
Financial statements — Note 38 on page 152

In addition to the financial assumptions, we regularly review the
demographic and monality assumptions Mortality assumptions reflect
best pracuce tn the countnes in which we prowvide pensions and have
been chosen with regard to the latest avallable published tables adjusted
where appropnate to reflect the expenence of the group and an
exirapolation of past longewity improvements into the future BP s most
substantial pension liabilites are n the UK, US and Germany and the
mortality assumptions for these countnes are detalled in Financial
staternents — Note 38 on page 152
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Directors, senior management and employees

The following hists the company’s directors and senior management as at 19 February 2008

Nama Inmally elected or appointed

P D Sutherland Chairman Chairman since May 1997
Director since July 1995

Sir lan Prosser Non-Executive Deputy Chairman Deputy chairman since February 1999
Director since May 1997

A Burgmans Non-Executive Director February 2004

C B Carroll Non-Executive Director June 2007

Sir William Castell Non-Executive Director July 2006

G David Non-Executive Director February 2008

E B Daws, Jr Non-Executive Director December 1998

B J Fiint Non-Executive Director January 2005

Dr S Julus Non-Executive Director November 2007

Sir Tom McKillop Non-Executive Director July 2004

Dr W E Massey Non-Executive Director December 1998

Pr A B Hayward Executive Director (Group Chief Executive) Group Chief Executive since May 2007
Director since February 2003

Br G C Allen Executive Director Special Adviser (formerly Group Chief of Staff} February 2003

I C Conn Executive Director (Chief Executive, Refining and Marketing) July 2004

br B £ Grote Executive Director (Chief Financial Otficer) August 2000

A GlInghs Executive Director (Chief Executive Expleration and Production) February 2007

P B P Bevan Group General Counsel September 1992

S Bett Executive Vice President Human Resources March 2005

vV Cox Executive Vice President Alternative Energy July 2004

R A Malone Executve Vice President (Chairman and Presidemt of BP America Inc)  July 2006

J Megford Executve Vice President, Safety and Operations QOctober 2007

S Westwell Executive Vice President (Group Chief of Staff) January 2008

At the company s 2007 annual general megting {AGM], the following directors retired, offered themselves for re-election and were duly re-elected
Dr © C Allen, The Lord Browne of Madingley, Mr A Burgmans, Mr 1 C Conn, Mr E B Dawvis, Jr MrD JFhnt Dr B E Grote, Dr A B Hayward,
Dr DS Julus Sir Tom McKillop Mr J A Manzoni, Dr W E Massey, Sir lan Prosser and Mr P D Sutherland

Dawid Jacksen {55} was appointed company secretary in 2003 A solicitor, he 1s a director of BP Pension Trustees Limited and a member of the
Listing Authonties Advisory Committee

Directors
Changes 1o the board
Set out below 1s a statement by the charman descrbing vanious changes to the composition of the beard that occurred durnng 2007

In adadition to John Browne's resignation and Tony Hayward s appointment as group chief executive, on which 1 have already commented in my
letter to shareholders, there have been some imporiant changes to the board

John Manzoni agreed with the board that he would step down as a director on 31 August 2007 He has taken up a senior position In the
industry in Canada John has shown the most immense gommiiment and dedication to BP through a penod of long and loyal senice

David Allen will retire as a director on 31 March 2008 David has served on the beard since 2003 and was group chief of staff untl 1 January
2008 He has made a sigrificant contribution to the group In many key areas, most particularly 1n shaping ana applying corporate strategy

1 would like to thank John Browne, Jehn Manzeni and David Allen for therr contributions

Walter Massey will stand down at the forthcorming AGM Walter joined the BP board at the twe of the Amoco merger in 1998 and has made
a significant contribution 1n his tireless work as chairman of the safety, ethics and environment assurance committee His strong scientrfic
background, coupled with his broad expenence of the US gained through his acaderic work and his role on a number of high-protile boards, has
resulted in a very broad and significant contnbution to the work of the board and 1ts committees He will be sorely missed and, on behalf of the
board, 1 would like to thank twm for all he has done

| am very pleased to welcome Cynthia Carroll and George David a2s new non-executive directors  Cynthia, who joned the board in June 2007
15 the chief executive of Angle Amencan plc and has broad expenence of the global extractive industnies having previously worked at Alcan and
Amoco Cynthia 1s a member of the charman s committee and will join the safety ethics and environment assurance committee in due course
George was appointed in February 2008 He 1s the charman and chief executive of United Technologies Corporation and so has substantial
expenence of global iIndustry George 1s a member of the charrman s committee

| would also like to welcome Andy Inglis 1o the board He was appointed as a director on 1 February 2007 as chief executive of the Exploration

and Production segment On 1 June 2007, tain Conn became chief exacutive of the Refning and Marketing segment
Dunng the year we have kept under review the mux of skills on the board, partrcularly in light of the strategic and operational challenges that

face the group both now and in the coming years We have reviewed and refreshed our succession palicy for non-executive directors and expect

Peter Sutherland

1o make further appointments tze board shortly
Chairman

soulyy/




P D Sutherland SC, KCMG

Peter Sutherland (61} rejoined BP s board in 1995 hawving been a non-
executive director from 1990 to 1993, and was appointed chairman in
1957 He 1s non-executive charman of Goldman Sachs International and
a non-executive director of The Royal Bank of Scotland Group

Charrman of the chairman s and the nomination committees

Sir lan Prosser

Sir lan (64} joined BP's board in 1897 and was appotnted non-executive
deputy chairman in 1999 He s the senior non-executive director He
retired as chairman of InterContinental Hotels Group PLC, a spin-off from
Bass PLC where he was chief executive, in 2003 He is the senior
independent non-executive director of GlaxoSmithKline plc and a non-
executive director of the Sara Lee Corporation He was previously on

the boards of The Boots Company PLC and Lioyds TSB PLC

Member of the chairman s, the nommation and the remuneration
commuttees and chairman of the audit committee

A Burgmans

Antony Burgmans (61} joined BP s board in 2004 He was appointed to
the board of Unilever in 1991 [n 1899, he became charman of Unilever
NV and vice chairman of Unilever PLC In 2005, he became non-
executive chairman of Unilever PLC and Unilever NV, retinng from these
appoiniments in May 2007 He s also 8 member of the supervisory
boards of Akzo Nobel NV and Aegon NV

Member of the chairman s and the safety, ethics and environment
assurance commiltegs

C B Carroll

Cynthia Carroll (51) joined BP s board on 6 June 2007 She started her
career at Amoco and in 1989 she joined Alcan where in 2002 she was
appanted president and chief executive officer of Alcan’s primary metals
group and an officer of Alcan Inc She was appointed as chief executive
of Anglo Amancan plc, the global mining group In March 2007 Shets
also a director of De Beers s a and Angle Platinum Ltd

Member of the chairman’s committea

Sr Wilham Castell, LVO

Sir Willam (60} joined BP s board in July 2006 From 1990 to 2004, he
was chief executive of Amersham plc and subsequently president and
cheef exacutive officer of GE Healthcare He was appointed as a vice
chairman of the board of GE in 2004 stepping down from this pest in
2006 when he became chairman of the Wellcome Trust He remains a
non-axecutive director of GE

Member of the chawman’s the audit and the safety, ethics and
anvironment assurance comrmittegs

G David

George David {65} joined BP's board on 11 Febreary 2008 He has spent
his career with United Technologies Corporation {UTC), becoming its
chiet executive officer in 1994 and chairman in 1897 He joined UTC s
Qus elevator subsidiary in 1975 He 1s also a director of Cibigroup Inc
Member of the chairnan’s committee

E B Daws Jr

Erroll B Dawvis Jr (83} joined BP s board in 1998, having previously been a
directer of Amoco He was chairman and cheef exacutive officer of Alliant
Energy, relinquishing this duat appointment in 2005 He continued as
charman of Alliant Energy until February 2006 leaving to become
chancelior of the University System of Georgia He 1s a member of the
board of General Motors Corporation, Union Pacriic Corporation and the
US Olympic Committee

Member of the chairman s, the audit and the remuneration committees

0 J Fhny, CBE

Douglas Flint (52) joined BP s board in 2005 He trained as a chartered
accountant and hecame a partner at KPMG in 1988 In 1995, he was
appointed group finance director of HSBC Holdings plc He was chairman
of the Financial Reporting Couneil s review of the Turnbull Guidance on

Internal Control Beiween 2001 and 2004, he served on the Accounting
Standards Board and the Standards Advisory Council of the International
Accounting Standards Board

Member of the chairman s and the audit committees

Dr D S Julus, CBE

DeAnne Julus (58} joned BF's board in 2001 She began her career as a
project economist with the Werld Bank in Washington From 1986 until
1997, she held a succession of posts, including chief econormist at Briush
Airways and Royal Dutch Shell Group From 1997 to 2001 she was a full
time member of the Monetary Policy Comruttee of the Bank of England
She 1s chawman of the Royal Institute of International Affars and a non-
executive director of Roche Holdings SA

Member of the chairman s and the nomunation commuittees and charrman
of the remuneration committee

Sir Tom MeKillop

Sir Tom (64} joined BP's board 1n 2004 Sir Tom was chief executive of
AstraZeneca PLC from the merger of Astra AB and Zeneca Group PLC

in 1998 untll Decermmber 2006 He was a non-axecutive director of Lioyds
TSB Group PLC until 2004 and 1s chairman of The Royal Bank of Scotland
Group

Member of the chairman s, the remuneration and the safety, ethics and
environment assurance committees

Dr W E Massey

Walter Massey {69} joined BP s board in 1998 having previously been

a director of Amoco He 1s a non-executive director of Bank of Amenca,
McDonald's Corporation and Delta Arlines and a member of President
Bush's Council of Adwisors on Science and Technology He was
president of Morehouse Callege from 1985 until his retrement in June
2007

Member of the chairman s and the nomination commuttees and chairman
of the safety, ethics and environment assurance committog

Dr A B Hayward

Tony Hayward (50) joined BP in 1982 He held a senes of roles in
exploration and production, becoming a director of exploration and
production mn 1997 In 2000, he was made group treasurer and an
executive vice president 1in 2002 He was chief executrve officer of
exploration and production between 2002 and February 2007 He
becama an executive director of BP 1n 2003 and was appointed as
group chief executive on 1 May 2007 Dr Hayward 1S a non-executive
director of Corus Group ple

br D C Allen

BDawvid Allen {53) jotned BP in 1978 and subsequently undertook a number
of corporate and exploration and production roles in London and New
York He moved to BP s corporate planning function in 1986, becoming
group vice president in 1839 He was appointed executive vice president
and group chief of staff in 2000 and an executive director of BP in 2003
Dr Allen relinguished the role of group chief of staff on 1 January 2008
becoming a special adwiser to the group chief executive He will retire
from the board on 31 March 2008 He s a director of BP Pension
Trustees Limred

| C Conn

lainConn {45} joined BP 1n 1986 Foltowsng a vanety of roles m ol trading,
commercial refining retall and commercial marketing operations and
axploration and production, in 2000 he becarme group vice president of BP s
refining and marketingbusiness From 2002 10 2004 he was chief executive
of petrechemicals He was appointed group executive officerwitha range of
regional and functional responsibiities and an executive directorin 2004 He
was appointed cheef executive of refining and marketing inJune 2007 Heis
anon-executive duector of Rolls-Royce Group plc

Cr B E Grote
Byron Grote {69) joined BP in 1987 following the acquisition of The
Standard Ol Company of Ohio, where he had worked since 1979 He
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became group treasurer in 1992 and in 1994 regional chief executive In
Latin America In 1999, he was appointed an executive vice president of
exploration and production and chief executve of chemicals in 2000 He
was appointed an executive drector of BP in 2000 and chief financial
officerin 2002 He 1s a non-executive director of Unilever NV and
Unilever PLC

A G Ingls

Andy Inghs (48} joined BP 1n 1980, working on vanious North Sea

projects Following a senes of commercial roles 1n exploration 1n 1996 he
became chief of staff exploration and production From 1897 until 1999
he was responsible for leading BP's actmties in the deapwater Gulf of
Mexico In 1989 he was appointed vice president of BP s US western
gas business unt In 2004, he became executive wice president and
deputy chief executive of exploration and production He was appointed
chief executive of BP's exploration and production business and an
executive director on 1 February 2007

Senior management

P B P Bavan

Peter Bevan {63} joined BP in 1970 after qualifying as a solicrtor with a
Crty of London firm He worked mitialty in the law department of BP's
chemicals business He became group general counsel in 1992 followang
roles as manager of the legal function of BP Exploration, assistant
company secretary and deputy group legal adviser He was appointed an
executive vice president of BP in 1998

S Bott

Sally Bott (58) joined BP in 2005 as an executive vice prasident
responsble for global human resources management She joined
Citibank in 1970 and, following a variety of roles was appointed a vice
president in human resources in 1979 and subsequently held a senes of
positions as a hurman resources director to sectors of Citibank In 1994
she joined BZW, an tnvestment bank, as head of human resources and in
1996 became group human resources director of Barctays Group From
2000 to early 2005, she was managing director and head of global human
resources at insurance brokers Marsh Inc

V Cox
Vivienne Cox (48} joned BP in 1981 Following a senes of commercial
roles, sha was appointed chief executive of A BP in 1998 From 1999

untit 2001, she was group vice president of BP Oll, responsible for
busmess-to-business marketing and od supply and trading Frorm 2001 to
2004, she was group vice president for integrated supply and trading In
2004, she was appointed an executive vice president responsible for
gas, power and renewables in addition to the supply and trading
busmesses and, in late 2005, also became responsible for alternative
energy She 1s a nonexacutive drector of Rio Tinto plc

R A Malone

Bob Malone {55) was apponted charman and president of BP Amenca
Inc and an executive vice president in mid-2006 He started his career In
1974 at Kennecott Copper Corporation, holding vanious roles in
environmental engineering, operations and safety From 1981 until 19388,
he was director of health safety and environment for Kennecott and later
hefd various other roles for BP in Amenca In 1933 he became president
of BP Pipelines Alaska and, in 1896, president and chief operating officer
of Alveska Pipelne Service Company In 2000, he became western
regional president for BP America and from 2002 until 2006 he was chief
executive of BP Shipping Limited

J Mogford

John Mogford (54) jomed BP in 1977 spending the early pan of his
career m a vanety of drilling and production roles In 1999 he became
group vice president for heatth, safety and the environment before being
appointed as group vice president for gas, power and renewables in
2002 In 2004, he returned to exploration and production as group vica
president {technology and functions) In 2005, he was appointed as
senior group vice president of safety and operations before becoming
executive vice president, safety and operations in October 2007 He will
become chief operating officer of refiing from 1 March 2008

S Westwell

Steve Westwell (49} jomed BP 1n the manufactunng and supply dvision
of BP Southern Africa in 1988 Fellowing vanious retail positions in the UK
and the US he was appointed head of retall and a member of the board
of BP Southern Africa Pty In 2003 he became president and chief
exacutve officer of BP solar and in 2004 group vice president of natural
gas hquids powver, solar and renewables In 2005 he was appointed
group vice president of alternative energy He was appointed execulive
vice president and group chiet of staff on 1 January 2008

Employees
fest of Rest of
Number of employees at 31 December UK Euope usa Wiorkd Toial
2007
Exploration and Production 3700 700 6 600 8,800 19 80C
Refining and Marketing 10,700 18 400 22 700 17,200 69,000
Gas Power and Renewables 300 800 1,900 1500 4500
Other businesses and corporate 2,300 - 1800 200 4300
17,000 19,900 33,000 27,700 97,600
2006
Exploration and Production 3500 700 6200 B,600 19000
Refimng and Marketing 11300 18600 23 900 15,700 69 500
Gas, Power and Renewables ‘ 300 700 1,800 1700 4 500
Qther businesses and coporate 1,800 200 1,800 200 4000
16 900 20 200 33 700 26,200 97 000
2005
Exploration and Production 3100 700 5800 7.600 17 000
Refining and Marketing 11300 19,700 25200 14,600 70 80D
Gas, Power and Rengwables 200 700 1 500 1,700 4100
Qther businesses and corporate 1900 200 2,100 100 4 300
16,500 21300 34 400 24,000 96 200




People
We had approxumately 97,600 employees as at 31 December 2007,
compared with approximately 97,000 at 31 December 2006

In rmanagmng our people we seek to attract, develop and retam highly
talented indmvtduals In order to maintain BP's capability to deliver our
strategy and plans

Duning 2007 the group people commuttee was formed, consisting of
the group chief executive and the executive team This committee takes
overall responstlity for policy decisions relating to employees In 2007,
these ranged from a new performance and reward approach through to a
new teadership model for the organization

The energy industry faces a shortage of professionals such as
petroleum engineers as the number of expenenced workers retning ts
expected to exceed that of new graduate entrants To help address this
1ssue In 2007 we took new steps 1o attract talented graduates including
a new marketng campaign, a new selection process and stronger
relationships with a senies of selected universities worldwide

Our policy 15 to ensure equal opportunity In recrutment, career
development, promotion, training and reward for all employees, including
those with disabiities VWhare existing employees become disabled, our
pohicy 1s to provide continuing employment and training wherever
practicable

We run programmes designed to increase the number of local leaders
and employees in our operations so that they reflect the communities in
which we operate For example, in Azerbaijan, we achieved our 2007
target of 75% of professional positions 1o be filled by national specialists

At the end of 2007, 16% of our top 624 leaders were female and 19%
came from countries other than the UK and the US When we started
tracking the composition of our group leadership in 2000, these
percentages were 9% and 14% respectvely We have a number ot
programmes in place 1o help raise our sentor level leaders” awareness of
diversity and inclusion (D&I), such as our Managing Inclusion programme
inthe US D&I principles are also being incorporated into the Managing
Essentials programme (see balow]

We aim to develop our leaders internatly, atthough we recruit outside
the group when we do not have specialist skills in-house or when
exceptional people are available In 2007, we appointed 72 people to
positiens in the 624-strong group leadership Of these, 49 were Internal
candidates

We provide development opporturities for our employees including
tramng courses Internabional assignments mentonng, team
development days, warkshops, seminars and online learnng We
encourage everyona to take five training days per year

Duning 2007, we launched a top prionty programme for BP managers
called Managing Essentials, designed to enhance our leadership

development and drive continucus improvement In performance In
2007, we launched the programme s first module on effectve
performance conversations which helps managers to have clear and
constructive discussions with staff about therr performance By the end
of the year, 36 programmes had been run, with more than 700 managers
attending In 2008, we expect to run around 200 programmes for around
4,000 managers

Through our award-winning ShareMatch plan, run in more than 7¢
countries, we match BP sharas purchased by employees

Communications with employees include magazines, intranet sites,
DVDs, targeted e-malls and face-to-face communication Team mestings
are the core of our employee consultation complemented by formal
processes through works councils in parts of Europe These
communications, akong wath traiming programmes  are designed to
contnbute to employee development and motivation by raising
awareness of financial economic, social and environmental factors
affecting our performance

The group seeks to maintain constructive relationships with labour
uniens

The code of conduct
We have a code of conduct launched in 2005, designed to ensure that all
employees comply with lega! requirernents and our own standards The
code defines what BP expects of its people in key areas such as safety,
workplace behaviour bribery and corruption and financial integnty  Qur
employee concerns programme OpenTalk, enables employees to seek
guidance on the code of conduct as well as to report suspected breaches
of compliance or other concems The number of cases raised through
OpenTalk in 2007 was 975 compared with 1,064 1n 2006 In the US
former US district court judge Stanley Sporkin acts as an ombudsperson
whom employees and contraciors ¢an contact confidentially to report any
suspected breach of compliance, ethics or the code of conduct, including
safety concerns

We taka steps to identify and correct areas of non-compliance and
take disciplinary action where appropnate In 2007, 944 dismissals were
reported by BP's businesses for noncomphance or unethical behaviour
This number excludes some disrmussals from the retail business, mainly
at service station sites, for (ncidents such as thefts of small amounts of
mongy

BP continues to apply a policy that the group will not panicipate
directly in party poltical actity or make any political contributions,
whether in cash orin kind BP specrhically made no donations to UK or
other EU political parties or orgarizations in 2007
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Directors’ remuneration report

This 1s the board s report to shareholders on dwectors remuneration |t
covers both executive directors and non-executive drectors The first and
second parts were prepared by the remuneration comrmuttee The third
part was prepared by the company secretary on behalf of the board The
report has bean approved by the board and signed on 1ts behalf by the
company secretary The report 1s subject to the approval of shareheclders
at the annual general meeting {AGM)
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Part 1 Summary

Dear Shareholder

This year has been a penod of transition for the group and so the
long-standing princrples that guide the remuneration commitiee have
been particularly in evidence These centre on a demanding performance
Iink, for the majonty of executive directors’ remuneration, to support

the creation of long-term shareholder value, and the application of
informed judgement by the committee, using bath quanttative and
qualitative assessments, to ensure a fair and appropniate reward

for the executive directors

Execunve changes
Key among the transitions was the appointment of Dr Hayward as
graup chief executive Mr Engls was appointed chief executive of our
exploration and production business and Mr Conn assumed the role of
chief executive of our refining and marketing business They along with
Dr Grote in his continuing role as chief financial ofticer, make up the new
top team for the company The committee considered both the scale and
importance of therr roles as well as the operating style of the new team
n reviewing ther remuneraton durnng the year Dr Hayward's salary
was increased to £950,000 per annum and the salary of both Mr Inglis
and Mr Conn was set at £650,000 per annum Dr Grote s salary was
increased to $1,300,000 per annum All will have a target bonus
opportunity of 120% of salary and long-term pefformance share awards
of 55 trmes salary These performance shares only vest to the extent
that demanding performance conditions are met In addition to these
ongoing plans Mr Inglis and Mr Conn were each recently granted
one-off retention awards in the form of restricted shares to a value of
£1,500 000 These will vest in equal tranches after three and five years
subject to therr continued senvice and satisfactory performance

Both Lord Browne and Mr Manzoni left the company during the year
Lord Browne remained eligible for a lump sum ex gratia superannuation
payment equal to one year s salary but in hght of his resignation
received no other compensation on his retvement Mr Manzon received
one year's salary in Ing wath his contractual entitternent Both were
ehgible for a pro-rata bonus for 2007 reflecting the results achieved as
well as their ume ernployed duning the year Both retain full participation
in the 20052007 and 2006-2008 share element but forfeit any
parlicipation in tha 2007-2009 plan They both retain outsianding share
optons granted in earler years

2007 performance
Overall performance for the year was constrained by the continuing
impact of past operatng challenges Bonuses awarded reflect the
balance of somewhat disappointing financial results coupled with
good progress on non-financial measures, including health, safety
and environment (HSE}, and very committed efforts by the executive
directors to resolve past 1ssues, advance the forward agends and deliver
results These are set out in the summary table opposite, along with
all remuneration paid to executive directors in 2007

The impact of past operating prablerns affected the Executive
Dwectors Incentive Plan (EDIP} share element Shares vestin this
element based paincpally on the total shareholder reiurn (TSR relative
to the oll majors over the three-year performance period Performance
falled te meet satisfactory levels and consequently no shares waill vest
in the 2005-2007 plan Afthough Lord Browne simitarly did not receive
shares under the main 2005-2007 plan, around 15% of the shares of
the separate lgadership portion vested

Review of policy

With a new top team in place and having come through a testing time

In terms of company performance, the committee decided to review

remuneration policy dunng the year The key area of review was the

perfermance conditions applied to the EDIP share element In particular,

the committee considered whether addiional performance measures or

non-financial measures, such as health and safety indicators should be

included The review included consultation with major shareholders and

a comparison with other companies remuneration policies The review

reinforced our confidence in the current plan, approved by shareholders

in 2005 n parucular in the flexibility 1t gives us to exercise our judgement

with regard to underlying performance and non-financial indicators

without being formulaic No changes to the policy are planned
For 2008, therefore, our policy 1s a5 follows

— Salary Salaries are reviewed annually based on independent advice,
with regard to comparator companies and market conditions

- Annual bonus On-target bonus is set at 120% of salary The normal
maximum bonus, also unchanged, 1s 150% of salary but as in past
vears, the committee may 1n exceptional circumstances award bonus
above that level iIf deemed |ustified by performance Bonus for 2008
will reflect the business pnonties of safety people and performance
as aniculated by Dr Hayward Of the 120% ‘on-target bonus, 50 will
be measured on financial results principally earnings before interest
taxes, depreciation and amortization (EBITDA) return on average
capital employed and cash flow, 25 will be based on safety as
assessed by the safety, ethics and environment assurance commuttee
{SEEAC), 25 on people, behaviour and values, and 20 on individual
performance, which will primanily reflect relevant operating results
and leadership

~ EDIP The share element will provide the pnmary long-term
rermuneration vehicle Shares will be awarded to a leve! of 5 5 times
salary for each executwve director These will vest after three years to
the extent that performance relative o the other ol majors merts it
Performance 1s measured pnncipally on TSR versus ExxonMobil, Shell,
Total and Chevron 100% of shares vest if first 70% if second, 35%
if third and nothung if fourth or fifth The committee will also apply
informed judgement, looking at overall perfermance in determining
the final vesting level Shares that vest must be retained for a further
three years before being released to the executive director In
addition each executive director 15 expected 1o buwid a significant
personal sharehotding 1n BP

- Pensions Executrve directors are eligibfe to participate in the
appropriate pension schemes applying to their home countnes
With this policy the majority of execulive directors target

remuneration 1s performance-based Recognizing that unforeseen

developments mean no remuneration structure s perfect, the committee

will continue to apply Its judgement in the implementation of the policy

30 as to reflect shareholders interests and also engage and retain our

talented team of executives

Bc&_— .&O,M

Dr D S Julius
Charrman Remuneration Committee
22 February 2008
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Summary of remuneration of executive directors in 2007°
T T Ttvemameniton T T T T T T T e omuiton T
} R B . : . o o ) . o _Si_uro element of E_D!}'}’_ . R
. N i o .. . . . .y 0042006pen 20052007 plan 2007 2008 plon
) (vested In I {vasted In '
) . Feo 2007) ! Feb 2008) B
| ’ T i . Annual ’ Nom;lsh benefits ':‘ l ’ ’ ’ ! Potental
Salary «  performanca bonus and other emoluments * Total ! Actual Actual PEXIMLMT
{thousand) (thousand} (thousand) (thousand} ' shares Value® shares vaue® performance
. 2006 2007 2006 } _2007 goo& 2907 20_06 . 20_07 v_asled B _llhousa_ndl B vaslvac! B Elhousandl R sharps?
Dr A B Hayward £463 £877 £250  £1,262 £20 £14« €733 £2,153 11294 £606 c 0 706 311
Dr D C Allen £463 £500 £250 £539. £13 £13 £726 £1,052 11284 £606 ¢} \] ' 456 748
1C Conn £463 £581 £250 £698 ‘ £42 £45 £755 £1,324 ¢+ 548600 £293 o} 1] 456 748
Cr B E Grote { $973  $1175 $525  $1551 0 510 $1499 $2,736 12760 31338 [+ 0. 491 640
A G Inghs' . na 556 na €800 nia  £188'  qja  £1544 30090 £162 0 0, 400243
Directors qugmg the board in 20_0? ) B } } ) B ) o
Lord Browne® £1 53t £531 ' £900 £621 ’ £95 EBST £2 526 £1,237 . 380668 £2044  BC,000 £436 . 0
J AManzon £463 £323 £250 £311 £45 £33 £758 €667 11254 £606 [ 0 0

Amounts shown are in the currency received by executive directors Annual bonuses are shown in the year they were earnad

?This information has been subject to audit

Or equivalent plans in which the indmdual participated prior 1o joining the board
©Based on market price on vesting date {£5 37 per share/$62 91 per ADS)
9Based on market price on vesting date {£5 45 per share)

¥ Maxirnum patential shares that could vest at the end of the three-year peniod depending on performance

! Appointed 1o the board on 1 February 2007

9Lord Browne resigned from the board on 1 May 2007 In addiuon to the above he was awarded a lump sum ex gratia superannuation payment of one year s

salary {£1 575 000}

Mr Manzoni resigred from the board on 31 August 2007 in addition tc the above he was awarded compensation for lass of office equal 1o one year's salary
{£485000) He also recewed £30 600 In respect of statutory nghts and retained his company car

Pensions

All executive directors are part of a final salary pension scheme
Accrued annual pension earned as at 31 December 2007 15 £488,000
for Dr Hayward, £248,000 for Dr Allen £238 000 for Mr Conn,
$778.000 for Dr Grote and £296,000 for Mr Inglis

Historical TSR performance

This graph shows the growth in value of a hypothetical £100 holding 1n
BP plc¢ ordinary shares over five years relative 1o the FTSE 100 Index
{of which the company 1s a constituent) The values of the hypothetical
£100 holdings at the end of the five-year period were £172 09 and
£188 23 respectively
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Remuneration of non-executive directors 1n 20072

R £ thousand
e . we w07
A Burgmans 85 B6
Sir William Castell 39 B7
€ B CarrolP nfa 43
EB Daws Jr 100 107
D J Flimt 100 86
Dr DS Julus 105 108
Sir Torn McKillop 85 87
Dr W E Massey 130 133
Sir lan Prosser 130 137
P D Sutherland 500 517
Dlrecto_rs leaving Ihevbo_ard n 20[_)7 o L
J H Bryan® 110 45

3This informatian has been subject 1o audit
" Appointed on § June 2007
¢ Also recerved a superannuation gratuity of £21 000




Part 2 Executive directors’ remuneration

2007 remuneration

Salary mcreases

Durning the year salary increases were awarded reflecting promotions
and changed |ob responsibiiities as well as regular market movement
The remuneration committee seeks to position salanies competitively
relative to appropriate comparators in Europe and the US o and gas
sectors, as well as to reflect the operatng style of the team at the
top At the end of 2007, annual salanes were as follows Dr Hayward
£850,000, Dr Allen £510,000, Mr Conn £650,000, Dr Grote $1,300,000
and Mr Inglis £650,000

Annual bonus result

Performance measures and targets were set at the beginning of the year
and forrmed the main basis for determining the 2007 bonus Financial
measures accounted for 50% weighiing and focused on EBITDA, cash
costs and caprtal expenditure Non-financial measures carned 30%
weight and cenired on HSE performance, growth and reputation
Indrvidual performance, including segment deliverables and iiving the
values of the group, made up the final 20%

Financially underlying EBITDA results reflected a favourable price
environment but also some performance shortfall related largely 1o
reduced refiing availability at Whiung and Texas City as well as delays
In start-up of some major exploration and production projects Qverall it
was below expectation Cash costs were marginally above plan largely
due to higher expenditures in refining especially Texas City Capital
axpenditure was near plan despite hugher than expected sector inflation

On the nonfinancial side safety was maintained as the highest priority
of the exacutive top team Significant progress was made on many
aspects of process safety, ranging from development and testing of a
process satety index, addressing speafic recommendations of the Baker
Panel, implementng a holistic operating management system (OMS) and
ensunng clear accountabilty Personal safety metrics and greenhouse
gas emissions were also good

Growth was led by upstream which had the strongest year of
rasource access since the early 1990s and reserves replacerment in
excess of 100% Refinery throughput was below target due to reduced
avalability at Texas City and Whiting BP Alternative Energy met plan
targets achieving some 40% growth compared with 2006

External assessments indicate that stgnificant progress has been
made to rebuild the company's reputation

In terms of indvidual performance during a transition year, the
committee recognized very high levels of personal and team etort
to produce results, resolve past Issues and position the company
for future success

The strong indmidual performances combined wath above-target
non-financial and near-target financial performance led the committee to
award bonuses generally around or just above target as set out n the
summary table on page 65

2005-2007 share element result
Performance for the 20052007 share element was assessed relatve
to the TSR of the company compared wrth the other ol majors ~
ExxonMgobit, Shell, Total and Chevron BF's TSR result reflecting past
operating problems, was last refative 10 the other majors The committee
also reviewed the underlying business performance relative to
competitors including financial (ROACE, EPS cash flow etc ) and non-
financial {HSE etc ) indicaiors While this showed some areas of strong
performance, the committee's overall assessrnent, considering both the
TSR result and the underlying performance, was that performance {aled
to meet satsfactory levels and consequently no shares will vest in the
Plan for 2005-2007

Lord Browne also hetd an award under the 2005-2007 share element
refated to long-term leadership measures These focused on sustaining
BP s financial strategic and organizational health Performance relative
to the award was assessed by the chairman's commuittee and, based

on this assessment 80,000 shares vested, representing about 15%
of the award

Remuneration policy
Qur remuneration pohicy for executive drectors aims to ensure there
15 a clear Iink between the company s purpose, its business plans and
executive reward, with pay vanang with performance In order to achieve
this the policy 1s based on these key panciples
- The majorrty of executive remuneratien will be linked to the
achievernent of demanding performance targets independently
set to support the creation of long-term shareholder value
— Tha structure will reflect a farr system of reward for all the
participants
— The remuneration committes will determine the overall amount of
each component of remuneration, taking into account the success
of BP and the competitive environment
— There will be a guantitatrve and gualitative assessment of
perfarmance, with the remuneration committea making an informed
Judgement within a framewark approved by shareholders
- Remuneration policy and practice will be as transparent as possible
- Executives will develop a significant personal shareholding in order
1o align their interests with those of sharehotders
— Pay and employment conditions elsewhsre 1n the group will be taken
Into account, especially in setting annual salary Increases
— The remuneration policy for executive directors will be reviewed
regularly independently of executive management, and will set
the tone for the rernuneration of other senior executives
— The remuneration committee will actively seek to understand
shareholder preferences
Executive directors total remuneration consists of salary annual
bonus, longterm incentives, pensions and other benefits The
remuneration committee reviews this structure regularly to ensure
1t 1s achieving its aims and did so 1in 2007
The main part of the review centred on the share element of the EDIP
The committee investigated atternative and additional measures to TSR,
n particular those representing underlying operational performance, and
also considered the inclusion of non-financial measures, most notably
those relating to HSE
In the process of the review, Input was sought from key institutonal
investors and therr representative bodies
Atter thorough review, the commitiee concluded that for the long-
term metncs, there was no 'perfect’ measure and, on balance no strong
reason for change TSR remains an appropriate measure to reflect
long-term shareholder value The detailed rationale behind the current
scoring system, as set out In the notes to the resolution in 2005 that
was approved Dy shareholders, still remained relevant and valid The
commitiee felt that this system gives an optimal balance ot quantritative
assessment relative to ol major performance as well as the ability of
the committee to make quahtative evaluation of underlying business
performance, ncluding non-financial factors {such as HSE} Finally,
the committee felt that i BP s current crcumstances, there 1s ment
1n maintaining the statality of the plan

Salary

The remuneration committee reviews salanes annually taking into
account other large Europe-based global companies and companies in
the US ol and gas sector These groups are each defined and analysed
by the commitiee s independent remuneration advisers The commitiee
makes a judgerment on salary levels based on its assessment of market
conditions and the external advice

Annual bonus
All executive directors are eligible to take part in an annual performance-
based bonus scheme The remuneration committee sets bonus targets
and levels of elgibxirty each year

The target level for 2008 1s 120% of base salary In normal
circumstances, the maximum payrent for substantially exceeding
perfarmance targets will continue to be 150% of base salary
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Annual bonus awards for 2008 will be based on a mix of demanding
financial targets, based on the annual plan and the leadership objectives
set at the beginning of the year The targetevel bonus of 120% of base
salary 15 split as {ollows
- 50% financial metncs from the annual plan, principally EBITDA, cash
costs and capral expenditure
- 25% safety performance, including satisfactory and improving key
metncs as well as progress on OMS implementation

— 25% people, including behaviour, values and cudture

— 20% ndwvidual perfarmance, prncipally on relevant operating results
and personal leadership

The remuneration committee will also review carefully the undertying
performance of the group in ight of company business plans and will
look at competitors results, analysts reports and the views of the
chairmen of other BP board commitiees when assessing results

In exceptonal circumstances, the remuneraton committee can decide
1o award bonuses moderately above the maximum level The committee
can also decide to reduce bonuses where this 1s warranted and, In
exceptional circumstances, bonuses could be reduced to zero We
have a duty to shareholders to use our discretion in a reasonable and
informed manner, acting to promote the success of the company and
also 1o be accountable and transparent 1 our decisions  Any significant
exercise of discretion will be explained in the subsequent directors
remuneration report

Long-term incentives

Each executive director participates in the EDIP It has three e'ements
shares share options and cash The remuneration committee did not use
enther share option or cash elements in 2007 and does not intend to do
so 0 2008 We tntend that executive directors will cantinug to receve
performance shares under the EDIP barnng unforeseen circumstances,
untid it expires or 1s renewed 1n 2010

Policy for performance share awards

The remuneration committee can award shargs to executive directors
that wili only vest to the exient that demanding performance conditions
are satisfied at the end of a three~year period The maximum number of
these performance shares that can be awarded to an executive director
In any year I1s at the discretion of the remuneratiocn committee but will
not normally exceed b 5 times base salary

In exceptional circumstances, the committee also has an ovemnding
discretion 1o reduce the number of shares that vest or to decide that no
shares vest .

The compulsory retention penod will also be decided by the
committee and will not normally be less than three years Together with
the performance penod, this gives executive directors a six-year incentve
structure, as shown in the timeltne below, which 15 designed to ensure
their interests are aligned with those of shareholders

TIMELINE FOR 2008-2010 EDIP SHARE ELEMENT

«+——Pertormance pericd Retention pencd ——-«

Awvard

l Release

I Vesung

2008 2009 2010 2011 2012 M3 2014

Where shares vest, the executive director will receive additional
shares representing the value of the reinvested dvidends

The committee’s pelicy continues to be that each executive director
build a significant personal shareholding, with a target of shares
equivalent in value to five tmes his or her base salary wathin a reasonable
urneframe from appointment as an executive director This policy is
reflected in the terms of the EDIP, as shares awarded will normatty only
be released at the end of the three-year retentton penod, descnbed
above, if these mimimum shareholding guidelines are met

Performance condiions
For performance share awards in 2008 the performance conditions
will continue to relate to BP s TSR compared with the other oll majors —
ExxonMobd, Shell Total and Chevron — over three years We have the
discretion to alter this companson group if ctrcumstances change - for
example, If there are significant consolidations in the industry

We consider this refative TSR 10 be the most appropriate measure
of performance for the purpose of long-tarm incentives for executive
drrectors 1 best reflects the creaton of shareholder value while
minimizing the Impact of sector-specific etfects such as the ol price

TSR 15 calculated as share price performance over the relevant period
assuming dividends are reinvested All share prices are averaged over
the three months before the beginning and end of the performance
penod They are measured in US dollars At the end of the performance
period the companies’ TSRs will be ranked Executive directors
performance shares will vest at 100%, 70% and 35% if BP 15 ranked
first second or third respectivaly, none will vest if BP 1s in fourth or
fifth place

As the comparator group 15 small and as the all majors  underlying
businesses are broadly similar, a simple ranking could sometimes distort
BPs underlying business performance relative to the comparators The
committes 15 therefore able to exercise discretion tn a reasonable and
intormed manner to adjust the vesting level upwards or downwards to
reflect better the underlying health of BP s business This would be
Judged by reference to a range of measures incluchng ROACE, growth
in EPS, reserves replacement and cash flow, as well as non-financial
reasons such as safety The need to exercise discretion 1s most likely to
anse when the TSR of some companies I1s clustered so that a relatively
small difference in TSR performance would produce a major difference
n vesting levels

The remuneration commiftee wil explain any adjustments in the next
directors remuneration report following the vesting in ine with its
commitment to transparency

Special retention awards
The comrmuttee reviews on an ongoing basis the overalt apprornateness
of the long-term incentive arrangements in ensuring the retention of key
executives After careful review, the committee considered that it was
appropnate to strengthen the retention element of remuneration for
Mr Inghs and Mr Conn Accordingly, the cormmitiee in February 2008
granted, on a one-off basss, a resticted stock award to both Mr Inghs
and Mr Conn of shares worth £1,500,000 each These awards recognize
the importance of these individuzls leadership in re-establishing the
company s competitve performance as well as their personal
attractiveness for top jobs externally The shares will vest, subject to
continued service In equal tranches after three and five years Vesting
of each tranche 15 dependent on the commitiee being sausfied, at
each vesting date with the performance of the individual

These retention awards have been granted under the EDIP which
permits awards to be made on an exceptional basis subject to a
requirement of continued service over a specified penod

Pensions

Executive directors are eligible to participate m the appropriate pension
schemes applying in thewr home countries Addricnal details are given
on page 68

UK directors
UK directors are members of the regular BP Pension Scheme The core
benelits under this scheme are non-contrnbutory They include a pension
accrual of 1/60th of basic salary for sach year of service uptoa
maxirmum of two-thirds of final basic salary and a dependant s benefit
of two-thirds of the member's pension The scheme pension 1s not
integrated wath state pensign benefits

The rules of the BP Pension Scheme were amanded in 2006 such
that the normal retrement age 1s 65 Pnor to 1 December 2006, scheme
members could retire on or after age 60 without reduction Special early -
retwement terms apply to pre-1 December 2006 service {for members
with long senace as at 1 December 2006




Pension benefits in excess of the indnadual lifetime allowance set by
legislation are paid via an unapproved, unfunded pension arrangement
provided directly by the company

US drrectors
Dr Grote participates in the US BP Retirement Accumulation Plan
{US plan), which features a cash balance formula Pension benefits are
provided through a combination of tax-qualified and non-qualified benefit
restoration plans, consistent with US tax regulations as applicable

The Supplemental Executive Retirement Benefit {supplemental
plan} 1s a non-quahtied top-up arrangement that became etfective on
1 January 2002 for US employees above a specified salary level The
benefit formula 1s 1 3% of final average earnings, which comprise base
salary and bonus in accordance with standard US practice (and as
specified under the qualified arrangement), multiplied by years of service

There 15 an offset for benefits payable under all other BP qualified and
non-qualified pension arrangements This benefit 1s unfunded and
therefore pard from corporate assets

Dr Grote 1s eligible to participate under the supplemental plan His
pension accrual for 2007, shown in the table below, includes the total
amount that could become payable under all plans

Other benefits
Executive directors are elgible to participate in regular employee benefit
plans and in all-employee share saving schermes and savings plans
applying in their home countries Benefits in kind are not pensionable
Expatnates may recerve a resettlement allowance for a hmited period

Mr Inghs 1s currently based in Houston, US, and the company provides
accommodation in London

Pensions® thousand
Additional pens:on

Accrued pension eained dunng the Transfer value of Transfar value of Amount of B-A less

Servica a3t enttlement year ended, acgrued benefnt secrued benafin®™ contrbutiens mada by

31 Dec 2007 at 31 Dac 2007 31 Dec ZlZO‘Ib a1 31 Dec 2006 (A) at 31 Dec 2007 (B} 1ha duector in 2007

Dr A B Hayward {UK) 26 years £488 £260 £4,017 £7 986 £3 925

Dr D C Allen (UK)d 29 years £248 £20 £4 006 £4,256 £250

1 C Conn {UK} 22 years £238 £69 £2 510 £3 375 £865

Dr B E Grote {US) 28 years 5778 $102 $7 591 $7 902 £311

A G Inghs (UK} 27 years E£286 £114 £2,936 £4 613 £1677
Drectors leaving the board in 2007

Lord Browne (UK} nfa £1 050 V] £21 700 £21 552 (£148)

J A Manzoni {UK) nfa £153 £5 £2,961 £4 195 £1234

8 This information has been subject to audn

b Addivonal pension earned during the year includes an inflauon increase of 4 4% for UK chrectors and 2 3% for US directors
¢Transfer values have been calculated in accordance with version 8 1 of guidance note GN11 1ssued by the actuanial professton
Dr Allen 1s due to retwe on 31 March 2008 and will ba entitled to take an immediate unreduced pensicn The figures in the table retate to 2007 and so do not include

anticipated incremental cost of the unreduced pension {£1 36 million}
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Share element of EDIP?

Shara glemant interesis

1 Imerests vested n 2007 and 2008

Marke1 pnce Potental maurnum performance shares?
of each share Market prce
Date of ot date of award | Number ot of each share
award of of parformance ordinary 81 vesung
Perormance performance shares At Jan Awarded At 31 Dec shares Vesung date
pencdt shares £ 2007 2007 2007 ¢ vested® date £
Dr AB Hayward  2004-2006 25 Feb 2004 425 f 376 470 - i 112941 15 Feb 2007 537
2005-2007 28 Apr 2005 533 E 436,623 - 436623 0 n/a nia
2006-2008 16 Feb 2006 654 i 383 200 - 383200 - - -
2007 2009 06 Mar 2007 512 - 706 311 706311, - - =
Dr D C Allen 2004-2006 25 Feb 2004 425 ; 376,470 - - ; 112941 15 Feb 2007 537
2005-2007 28 Apr 2005 533 |, 436623 - 436,623 0 n/a n/a
2006-2008 16 Feb 2006 654 383 200 - 383200 - - -
2007 2009 06 Mar 2007 512 - 456,748 456 748 - - -
I C Conn 2004-2006 25Feb 2004 425 182 000 - - : 54 600 15 Feb 2007 537
2005-2007 28 Apr 2005 533 : 415,832 - 415832 0 n/a n/a
2006-2008 16 Feb 2006 654 | 383 200 - 383200 - - -
2007-2009 06 Mar 2007 512 ° - 456 748 456748 - - =
Cr B E Grote 2004-2006 25 Feb 2004 425 425,338 - - 127 601 15 Feb 2007 537
2005-2007 28 Apr 2005 533 ' 501,782 - 501,782 0 nfa nfa
2006-2008 16 Feb 2006 G654 ' 470432 - 470432 - - -
20072009 06 Mar 2007 512 ! - 491,640 491840 - - -
A G inghs 2004-2006 24 Feb 2004 425 i 54 0009 - - 30090 15 Feb 2007 537
2005-2007 B Mar 2005 s70 ! 209,000 - 209,000 ] n/a n/a
20062008 27 Mar 2006 6§59 325 750° - 325750 - - -
20072009 06 Mar 2007 512 - 400 243 400 243 - - =
Birectors Jeaving the board in 007 e e
Lord Browne 2004-2006 25 Feb 2004 425 | 1268894 - - 380 668 15 Feb 2007 537
2005 2007 28 April 2005 533 ! 2,008,767 - 2,006,767 80,000 & Feb 2008 545
2006-2008 16 Feb 2006 654 ' 1761249 - 1761248 - - -
2007-2009 06 Mar 2007 512 - 2022619° - - - -
J A Manzom 2004-2006 25 Feb 2004 425 1 376,470 - - v 11294 15 Feb 2007 537
2005-2007 2B Apr 2005 6§33 : 436623 - 436,623 0 nfa n/a
2006-2008 16 Feb 2006 654 383 200 - 383 200 , - - -
2007-2009 06 Mar 2007 512 - 456 748° - - - -

®This information has been subject to audit Includes equivalent plans in which the indwdual participated prior to joining the board
BP's performance 1s measured against the ol sector Far the 2005-2007 and subsequent awards the perfarmanca conditeon 1s TSR measurad against ExxonMobil Shell
Total and Chevron other than the portion of Lord Browne s award that relates 10 leadership measures Each performance penod ends on 31 December of the third year

¢ Represents awards of shares made at the end of the relevant performance period based on performance achieved under rules of the plan
On appointment to the board on 1 February 2007

°® Awards under 2007-2009 plan lapsed for Lord Brownae and Mr Manzoni on leaving
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Share optiong®
Market price Data from
at date of which firsg

Option type At 1 Jan 2007 Granted Exercised At 31 Dec 2007 Gpton pnce oxercsa exsrcisable Expery date
Dr AB Hayward  SAYE 3302 - 3302 - £511 £5 357 1 Sep 2006 28 Feb 2007
SAYE 3220 - - 3220 £500 1 Sep 201 29 Feb 2012
EXEC 34 000 - - 34000 £599 15 May 2003 15 May 2010
EXEC 77400 - - 77400 £5 67 23 Feb 2004 23 Feb 2011
EXEC 160,000 - - 160,000 £572 18 Feb 2005 18 Feb 2012
EDIP 220000 - - 220000 £388 17 Feb 2004 17 Fab 2010
EDIP 275 000 - - 275000 £4 22 25 Feby 2005 25 Feb 2011
Dr D C Allen EXEC 37000 - - 37000 £599 15 May 2003 15 May 2010
EXEC 875850 - - 87 950 £5 67 23 Fep 2004 23 Feb 2011
EXEC 175 000 - - 175 00C £572 18 Feb 2005 18 Feb 2012
EDIP 220000 - - 220 000 £388 17 Feb 2004 17 Feb 2010
EDIP 275000 - - 275000 £4 22 25 Feb 2005 25 Feb 2011
I C Conn SAYE 1456 - - 1456 £3 50 1 Sep 2008 28 Feb 2009
SAYE 11886 - - 1186 E3 86 1 Sep 2009 28 Feb 2010
SAYE 1498 - - 1498 £4 41 1 Sep 2010 28 Feb 2011
EXEC 72 250 - - 72250 £567 23 Feb 2004 23 Feb 2011
EXEC 130 000 - - 130 000 £572 18 Feb 2005 18 Feb 2012
EXEC 126,000 - 126,000 - £422 £5 68-£6 13 25 Feb 2007 25 Feb 2014
Dr B E Grote® SAR 40000 - 40,000 - 33334 364 03 28 Feb 2000 28 Feb 2007
BPA 10 404 - - 10404 $53 90 15 Mar 2000 14 Mar 2009
BPA 12 600 - - 12 600 $4894 28 Mar 2001 27 Mar 2050
EDIP 40,182 - - 40,182 $49 65 19 Feb 2002 19 Feb 2008
EDIP 58173 - - 58173 $4882 18 Feb 2003 18 Feb 2009
EDIP 58173 - - 58173 $37 76 17 Feb 2004 17 Feb 2010
EDIP 58,333 - - 58333 $48 63 25 Feb 2005 25 Feb 2011
A G Inglis SAYE 4 550° - - 4550 £350 1 Sep 2008 28 Feb 2009
EXEC 72 250° - - 72250 £567 23 Feb 2004 22 Feb 2011
EXEC 118 000° - - 119 000 £572 18 Feb 2005 17 Feb 2012
EXEC 119 oood - - 119 000 £388 17 Feb 2006 16 Feb 2013
EXEC 100 5007 - - 100 500 fa 22 25 Feb 2007 24 Feb 2014

Enrectors leaving the board in 2007
Lerd Browne SAYE 4880 - - ' 4550° £350 1 Sep 2008 28 Feb 2009
EDIP 408 522 - - 408522° £599 15 May 2001 15 May 2007
EDIP 1 348 032 - - 1 348 032¢ £572 18 Feb 2003 18 Feb 2009
EDIP 1 500 000 - - 1 500 000° £4 22 25 Feb 2005 25 Feb 2011
J A Manzoni SAYE 878 - - g7’ £452 1 Sep 2007 28 Feb 2008
SAYE 2548 - - 2 5agf £350 1 Sep 2008 28 Feb 2009
SAYE 847 - - g7t £386 1 Sep 2009 28 Fab 2010
EXEC 34 000 - - 34 000¢ £599 15 May 2003 15 May 2010
EXEC 72250 - - 72 250¢ f567 23 Feb 2004 23 Feb 2011
EXEC 175 000 - - 175 000f £572 18 Feb 2005 18 Feb 2012
EDIP 220 000 - - 220 000f jac i) 17 Feb 2004 17 Feb 2010
EDIP 275000 - - 275 000t f4 22 25 Feb 2005 25 Feb 2011

The closing market pnces of an ordinary share and of an ADS on 31 December 2007 were £8 15 and $73 17 respectively
Duning 2007 the highest market prices were £6 34 and $79 70 respectively and the lowest market pnces were £5 07 and $58 80 respactively

BPA = BP Amoco share opuion plan, which apphedt to US executive directors prior to the adoption of the EDIP
EDIP = Executive Directors’ Incentive Plan adepted by shareholders in Apnil 2005 as descnbed on page 67
EXEC = Executve Share Option Scheme These options were granted 1o the relevant indmduals pricr to thewr appointiments as directers and

are not sutyect to performance conditions
SAR = Stock Appreciauon Rights under BP Amenca Inc Share Appreciauon Plan
SAYE = Save As You Earn employee share scheme

2This information has been subject 1o audn

Closing market price for infformation Shares wera ratained when exercised
©Numbers shown are ADSs under option One ADS 1s equivalent to six ordinary shares
90n appaintment to the board on + February 2007
% 0On leaving the board on 1 May 2007
fOn teaving the board on 31 August 2007
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Service contracts

Director Contract date Salary as at 31 Dec 2007
Dr A B Hayward 29 Jan 2003 £950 000
Dr D C Allen 29 Jan 2003 £510 000
1C Conn 22 Jul 2004 £650 000
Or B E Grote 7 Aug 2000 $1,300 000
A G Inghs 1 Feb 2007 £650 000

Service contracts are expressed to expire at a normal retrement age of
60 {subject to age discnmination} The contracts have a notice penad of
one year

The service contracts of UK directors may be terminated by the
company at any time with :mmediate effect on payment in ligu of notice
equivalent to one year's salary or the amount of salary that would have
been paid if the contract had terminated on the expiry of the remainder
of the notice penod

Dr Grote s contract 1s with BP Exploration (Alaska) Inc He 1s seconded
to BP p !¢ under a secondment agreement of 7 August 2000, which
expires on 31 March 2010 The secondment can be terminated by one
month s notice by either party and terrminates automatically on the
termination of Dr Grote's service contract

There are no other provisions for compensation payable on early
termination of the above contracts Inthe event of the early termination
of any of the contracts by the company, other than for cause (or under
a specific termination payment prowision}, the relevant director’s then-
current salary and benefits would be taken into account in calculating
any hability of the company

Since January 2003, new service contracts inctude a prowvision to allow
for severance payments to be phased, when appropriate The committee
will also consider mitigation to reduce compensation to a departing
director, when appropriate to do so

Directors leaving the board
2007
Both Lord Browne and Mr Manzoni who were employed by the
company under service contracts dated 11 Novermber 1993 and
23 January 2003 respectively lett the company dunng the year Lord
Browne, wha left on 1 May 2007, was eligible for an ex gratia lump
sum superannuation payrnent equal 1o one year s salary (£1,575,000)
but, in ight of his resignation, did not receive the compensation for
loss of office previously notified t¢ shareholders Mr Manzoni, who
left on 31 August 2007, was entitled to one year s salary (£485,000)
as compensation on termination in accordance with his contractual
entitliernent Both individuals were ehgble tor a pro-rata bonus for 2007,
reflecting achievernent of bonus targets and their period of employment
dunng the year As regards long-term incentives, both indviduals retain
their performance awards under the EDIP in respect of 2005-2007 and
2006-2008 share element and these will vest at the normal tme to the
extent the performance targets are met Both indwiduals forferted their
participation in the 2007-2009 share element Further detaills of these
awards are set out in the table on page 69 Both individuals retained therr
outstanding share options, as set out in the table on page 70

In connection with the shareholder dervative actions brought in the US
against the directors of the company the company has agreed with the
plaintiffs in the Alaska action with the consent of Lord Browne and
Mr Manzon,, to defer the release of certain amounts and preserved share
awards 10 those indviduals {other than Lord Browne's ex gratia
superannuation payment} pending resolution of the action The company
has agreed to pay the individuals simple interest at the rate of 6 5% In
respect of the penod of deferral

2008

As has been announced, Dr Allen will leave the company at the end
of March 2008 He will be entitled t0 one year's salary {(£510,000) as
compensation in accordance with his contractual entitlement as well
as a pro-rata bonus for 2008 and continued full partcipation in the
2006-2008 and 2007-2009 share elements, according to the normal
rules of the plan

Executive directors - external appointments
The board encourages executive directors to broaden ther knowledge
and experience by taking up appointments outside the company Each
exacutive director 1s permitted 10 accept one non-executive appointment,
from which they may retan any fee External appointments are subject
to agreement by the charman and must not conflict with a director's
duties and commitments to BP

During the year, the fees received by executive directors for external
appointments were as follows

Executive director Appointea company Fotal fess
Dr A B Hayward Corus £62 250
Tata Steel £177

\CCen  _ __ ____RolsPowe __ FE57168
Dr B E Grote Unilever Unilever PLC £31,000
Unilever NV €45 000
A G Inghs BAE Systems £39,661

Remuneration committee

All the members of the committee are independent non-executive
directors Throughout the year, Dr Julius (chairman), Mr Davis,

Sir Tom MeKillop and Sir lan Prosser were members Mr Bryan retired
as a member in Apnl 2007 The group chief executive at the tme was
consulted on matters relating to the other executive directors who report
to hum and on matters relating to the performance of the company,

he was not present when matters affecting his cwn remuneration

were discussed

Tasks

The remuneration committee’s tasks are

— To deterrune, on behalf of the beard, the terms of engagement and
remuneration of the group chiet executive and the executive directors
and to report on these 1o the shareholders

- To determne, on behalf of the board, matters of policy over which
the company has authorty regarding the establishment or operation
of the company’s pension scheme of which the executive directors
are members

~ Toenominate on behali of the board any trustees (or directors of
corporate trustees) of the scheme

- Toreview the policies bemng applied by the group chief executive in
remunerating senir executives cther than executive directors to
ensure alignment and proportionality

Constrtution and operation
Each member of the remuneration committee 1S subject to annual re-
election as a director of the company The board considers all commitiee
members to be independent {see pags 75)

They have no personal financial nterest, other than as shareholders,
in the committee s decisions

The committee met six times In the peniod under review There was a
full attendance record Mr Sutherland, as charrman of the board, attended
all the commuttee meetings

The committee 1s accountable 1o shareholders through its annual
report on executive drrectors’ remuneration It wil consider the outcome
of the vote at the AGM on the direclors’ remuneration report and
take into account the views of shareholders in its future decisions
The committee values its dialogue with major shareholders on
remuneration matters
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Advice
Adwvice 1s provided to the commuttee by the company secretary s otfice,
which 8 independent of executivé management and reports to the
chairman of the board Mr Aronson, an independent consultant 1s the
committee s se¢retary and special adviser Advice was also received
from Mr Jackson, the company secretary

The commutiee also appoints external advisers to provide specialist
advice and services on particular remuneration matters The
independence of the adwice is subject to annual review

in 2007, the committee continued to engage Towers Pernn as 1ts
principal external adviser Towers Pernn also provided imited ad-hoc
remuneration and benefits advice to parts of the group, pnincipally
changes tn employee share plans and sorme market information on
pay structures

Freshfields Bruckhaus Dernnger provided legal advice on specific
matters to the committee, as well as providing some legal advice to
the group

Ernst & Young reviewed the calculations on the financiatbased
targets that form the basis of the performance-related pay for executive
directors that 1s, the annual bonus and share element awards described
on page 66 to ensure they met an independent, objective standard They
also provided audit, audn-related and taxation services for the group

Part 3 Non-executive directors’ remuneration

Policy
The beard sets the level of remuneration or all non-executive directors
within a lirmit approved from time to time by shareholders [n accordance
with BP's board governance principles the remuneration of the chairman
15 set by the board rather than by the remuneration commuttee, as the
performance of the charrman 1s seen as a matter for the board as a
whcle rather than any one committee
Key elements of BP's non-executive director remuneration policy
include
~ Remuneration should be sufficient o attract and retain world-class
non-executive talent
- Remuneration of non-executive directors 1s set by the board and
should be proportional to their contrnbution towards the interests
of the company
- Remuneration practice should be consistent with recognized best
practice standards for non-executive directors’ remuneration
— Remuneration should be 1n the form of cash fees payable monthly :
— Non-executive directors should not receive share options from the
company
~- Non-executive directors are encouraged to estabhsh a holding tn BP
shares of the equivalent value of cne year s base fee

Remuneration review

In 2007 an ad-hoc board committee was formed to review the structure
and quantum of BP non-axecutive directors remuneration (having
previously been reviewed in 2004)

The committee considered the existing BP policy on non-executive
directors remuneration and conctuded that it should remain unchanged
The commiitee evaluated non-executive director remuneration levels and
trends in both the UK and internationally, using a number of external data
sources Outside the UK, particular focus was given 10 the remuneration
practices for nor-executive directors in the US The committee also
examined how the time commitment and workload for the board and 1ts
committees had changed in the three yaars since the previous review

Following the review, the comrmittee proposed a revised structure
and level of remuneration for BP non-executive directors Key changes
included
~ Increases 10 the fees for the chairman and deputy chairman/senior

independent director to reflect the market rates paid for those

posttions tn companies of comparable size to BP

-~ The introduction of a flat fee for membership of the audit, the safety,
athics and environment assurance, the remuneration and the
nemination committees (but not the chairman s commuttee) to reflect
the increased time commitment for board commitiees over the past
three years

— Anincrease in the fee for the charmen of the audit committee and

SEEAC to reflect the increass in time commitment and market rates

for those committees

Consideration was also given to abolishing the transatlantic atiendance
allowance, but the committee concluded that this would be to the
detrniment of non-executives based outside Europe who would not
othenwse be compensated for the additional travel time required for
UK mesetings

Changes to the structure and an increase to the level of non-executive
directors fees were approved by the board and became effective
1 November 2007
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Fee structure
The table below shows the revised fee structure for non-executive
directors

B oo e . £ thausand
Feg Ievel-irom

- ; . F_ee_le\!el 20_06-0':" R 1 Nov 2007
Charrman® 800 600
Deputy chairman® 100 120
Board member 75 75
Commuttee charmanship flat fee® 20 -
Audit committee and SEEAC charmanship fees - 3C
Remuneration commitiee chairmanship fee - 20
Transatlantic attendance allowance 5 5
Committee membership fea - 5

® The chairman remains inghgible for committee charmanship and membership fees
or transatlantic attendance allowance

B Tha role of deputy chairman 15 combined with that of senor independent director
The deputy chairman 1s sull ehgible for commattee charmanship fes and
transatlantic attendance allowance plus any committee membership fees

¢ Committee charmen will not recewve an additional membership fee for the
commutlee they char

Remuneration of non-executive directors in 2007°

) . ) R B L. : o R . £ 1ho|.:sanf!
— - - e e e el Ao R007
A Burgmans 85 86
Sir Willam Castall 39 87
C B Carol® n/a 43
E B Bavis Jr 100 107
D JFhint 100 86
Dr D § Julus 105 106
S Tom McKillop 85 87
Dr W E Massey 130 133
Sir lan Prosser 130 137
P D Sutherland 500 517
Dnre_ctors_leaw_ng the board |p_2907 R oL B}
J H Bryan® 110 45

2 This iInformation has been subject to audrt
Appointed on 6 June 2007
© Also receved a suparannuaton gratuity of £21,000

No share or share option awards were made to any non-executive

director n respect of service on the board during 2007
Non-executive directors have letters of appointment, which

recognize that subject to the Articles of Association, therr service

1s at the discretron of shareholders Al directors stand for re-election

at each AGM

Superannuation graturties

Unitii 2002, BP maintained a long-standing practice whereby non-
executive directors who retred from the board atter at least six years
service were elgible for consideration for a superannuation gratuity

The board was and continues to be, authorized to make such payments
under the company's Articles of Association and the amount of the
payment 1s determened at the board s discretion having regard to the
director’s penod of service as a director and other retevant factors

In 2002, the board revised 1ts policy with respect to superannuation
gratuities so that
~ Non-executve directors appointed 1o the board after 1 July 2002
would not be eligible for consideration tor such a payment
- While non-executive directors in senvice at 1 July 2002 would remain
ehgible for consideration for a payment service after that date
would not be taken into account by the board in considenng the
amount of any such payment
The board made a superannuation graturty of £21,000 duning the year
to Mr John Bryan who retired in April 2007 This payment was in ine
with the policy arrangements agreed in 2002 and cutined above

Non-executive directors of Amoco Corparation

Nonrexecutive directors who were formerly non-executive directors of
Amoco Corporation have residual entitlements under the Amoco Non-
Employee Directors Restricted Stock Plan Directors were allocated
restricted stock in remuneration for their service on the board of Amaco
Corporation pnor to its merger with BP in 1998 On merger, interests in
Amaoco shares in the plan wera converted Into interests in BP ADSs The
restricted stock will vest on the retrement of the non-executive director
at the age of 70 (or earlier at the discretion of the board) Since the
merger, no further entitlements have acerued to any director under the
plan The residual interests, as interests tn a long-term incentive scheme
are set out 1n the table below, In accordance with the Directors'
Remuneration Report Regulations 2002

Interest in BP ADSs Date on
at 1Jan 2007 and which dreclor
e M Dec2007®  rechesage
E B Dawvis Jr 4490 5 August 2014
Dr W E Massey 3 346 5 Apnl 2008
Directors laaving the board in 2007
J H Bryan® 5,546 5 Oclober 2008

®No awards were granted and no awards lapsed cunng the year The awards were
granted over Amoco stock prior to the merger but thew notional weighted average
market valua at the date of grant {applying the subsequent merger ratio of 0 66167
of a BP ADS for every Amoco shars} was $27 87 per BP ADS
For the purposes of the regulations the date on which the diwectar retres from the
board at or after the age of 7015 the end of the qualifying penod If the director
retires prior to this date the board may warve the restnctions

“Mr Bryan retred from the board on 12 Apnl 2007 He had receved awards of
Amaco shares under the plan between 25 Aprd 1989 and 28 Apnl 1998 prior to
the merger These interests had been converted into BP ADSs at the ume of the
mergar In accordance with tha terms of the plan the board exercised its discretion
aver thus award on 12 Apnil 2007 and the shares vested on that date (when the BP
ADS markat pnce was $66 79} without payment by lim

Past directors

Mr Miles (who was a non-executive director of BP untl Apnl 2006} was
appointed as a director and non-executive charrman of BP Pension
Trustees Limrted in October 2006 for a term of three years Duning 2007
he receved £150,000 for this role

This directors’ remuneration report was approved by the board and
signed onits behalf by Dawid J Jackson Company Secretary, on

22 February 2408
(“——
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BP board performance report

Letter from the chairman

The board’s engagement with shareholders

Dear Shareholder
During the past year, the board has carefully considered the role it plays
and 1ts method of working Central to this 1s the board s review of i1s
system of governance This has been timely — BP adopted its prior
governance framework for the board more than 10 years ago This
approach has stood the board 1n good stead and has been robust when
judged against the standards ot governance that have developed aver
ume This framework will continue to underpin our approach

It has however, been important for the board to consider the posriion
of the company in the markets in which 1t operates and to ensure that
the manner in which the board works will meet the challenges that 8P
will face in the future As part of the review, each board member
discussed therr evaluation of the existing policies and proposed ther
views on the role and challenges for the BP board going forward The
review process also involved benchmarking 1dentifying examples of
governance best practice and a legal review of US and UK board policies

The board clearly needs 1o focus on its unique tasks and these are
described in the company s board governance principles which were
approved in November and can now be found on our website

The board will keep i1ts work and performance under regular review
and will revisit the governance prnciples annually Set out below 15 a
description of the board and sts committees and an account of the work
that they have done dunng the year

[=ouy

Peter Sutherland
Chairman
22 February 2008

Board governance principles

The board governance principles descnbe the board's relationship with
shareholders and executive management, the conduct of board affairs
and the tasks and requirements for board committees They outhne
the board’s focus on activities that enable 1t to promote shareholders
interests specifically the active consideration of strategy the
monitoring of executive action and ongoing board and executive
management SUCCessIoN

The board believes that the governance of BP 1s best achieved by the
delegation of 115 authonty for executive management to the greup chief
axecutive, subject to monitaring by the board and the limitations defined
in the board governance principles These executive limitations require
that any executive action taken in the course of business takes spearfic
1ssues into consideration, including health, safety and the environment,
sk and internal controls and financing

BP s board governance principles can be viewed on the governance
section of bp com at www bp com/corporategovernance

Operating the pnnciples
The group chief executive describes to the board in the annual business
plan how the strategy Is to be delivered together with an assessment
of the group’s nsks Dunng the vear, the board monitors progress and
keeps the strategy under regular review
The group chief executive 1s obliged to review and discuss with the
board all strategic projects or developments and all matenal matters
currently or prospectively affecting the company and i1ts performance
The board governance principles further set out how the group chief
executive's performance will be monitored during the year

The board 1s accountable to shareheclders for the pertormance and
activites of the BP group The board iakes steps to engage with
sharsholders and o evaluate the relevant financial, social environmentat
and ethical matters that may influence or affect the business The board
recognizes that, in conducting i1ts business, BP should be responsive to
other relevant constituencies

Dunng the year the charman met with institutional shareholders to
discuss 1ssues relating to the board governance and high-fevel strategy
and the remuneration committee consulted with larger shareholders on
elementis of the executive remuneration plan

The greup chief executive other executive directors and sentor
management, company secretary's office, investor relations and other
teams within BP also engage with 3 broad range of shareholders on
wider tssues relating to the group, including in particular 1its safety,
operations and financial performance Presentations given by the
commpany 1o the investrment communiiy are avatlable to download from
the "Investors’ section of www b com, as are speeches on topics of
broad mterest to shareholders made by the group chief executive and
other senior members of the management team

BP's AGM

Shareholders are encouraged to attend the AGM and use the
cpporturuty to ask questions and hear the resutting discussion about
BP s performance However, given the size and geographical diversity
of the company’s shareholder base attendance may not always be
practical and shareholders are encouraged to use proxy voting on the
resolutions put forward Every vote cast, whether in person or by proxy
at shareholder meetings, 1s counted hecause votes on all matters
except procedural 1Issues are taken by a poll

Copies of speeches and presentations given at the AGM are avallable
to downtoad from tha BP website after the event, together with the
outcome of voting on the resolutions

Both the chairman and board committee charmen were present
dunng the 2007 AGM Board members met shareholders on an informal
basis after the main business of the meeting In 2007, voting levels at
the AGM showed a shght decrease to 61%, compared with 64% In
2006 It s proposed that the AGM 1n 2008 will also be webcast

Director elections

All directors stand for re-election by shareholders each year, with new
directors being subject to election at the first opportunity following
therr appointment All the names submitted to shareholders for
election are accomparved by a biography and a description of the
skills and experience that the company feels are relevant in
propoesing each director for election

Voting levels at the 2007 AGM demcenstrated continued support
for all BP directors

Board composition, skills and renewal

The board governance principles require tha majority ef the board to be
composed of Independent non-executive directors and the size of the
board not normally to exceed 16 directors The board 1s composed of
the charman, 10 non-executive and five executive directars, Iin total,
four natiocnalities are represented

Lord Browne resigned as group chief executive on 1 May 2007 and
was succeeded by Dr Anthony Hayward, who had been appointed group
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chief executive designate on 1 February 2007 Andy Inghs joined the
board on 1 February 2007 as chief executive of the exploration and
production segment succeeding DOr Hayward John Manzon resigned as
an execulive director and chief executive of refiming and marketing and
left the company on 31 August 2007 Dr Dawid Allen will retire from the
board and the company at the end of March 2008

From the non-executive directors Mr John Bryan retired 1n April 2007
and, at the 2008 AGM Dr Walter Massey will retire from the board

In June 2007, Mrs Cynthia Carrolt and, in February 2008 Mr George
Dawid were appointed as a non-executive directors External recruitment
consultants were used to wdentify Mrs Carroll and Mr David as candidates
and the board believes that ther skills and expenence will complement
those of existing board members and enhance the effimency and
eflactiveness of the board as a whole, particularty from the aspect of
BP’s US operations

The board remains actively engaged tn orderly succession planning
for both executive and non-executive roles and manages this with the
assistance of the nomination committee The commuttee assesses the
balance of executive and non-executive directors and the composition of
the board in terms of the skills and diversity required to ensure it remains
relevant and effective Fallowing an assessment by the nomination
committee the board will continue 1ts policy of regularly refreshing
board membership

The board has also begun the process for the identfication and
selection of the board's charman as Peter Sutherland will step down at
the 2009 AGM This 1s being led by Sir lan Prosser, deputy chairman and
the board's senior independent directer The board 1s using an external
adviser 1o evaluate the board's mix of skilis and expenence and 1o assist
in defining the critena to be used n Identifying potential candidates
The adviser has also been engaged to assist with the selection process

Board independence

Part of the qualification for board membership of BP 15 the requirement
that non-executive directors te free from any relationship with the
company's executive management that could matenally interfere
with the exercise of their independent judgement In the board s view
BP's non-executive directors fulfil this requirement and the board has
determined that those who served during 2007 were independent BP 1s
invelved 1n a long-term business of global scale and scope Membership
of the board needs to reflect that not only in terms of skills but also in
terms of tenure where artificial restrichions on the duration of tenure may
not be best for the company It 1s for this reason that all non-executive
directors have been subject to annual re-election since 2004

Sir lan Prosser joned the board in 1997 1t1s the view of the board that
he remains independent His experignce and long-term perspective on

BP s business have prowided and continue to provide a valuable
contribution to the board and to the audnt committee, which he chass As
deputy charrman and senior independent director Sir lan 1s leading the
board’s search for the successor to the current charman He has been
asked by the board te remain In post untl Apnil 2010 at the latest in order
that he may conclude both the charman’s succession precess and the
tdentification and appointment by the new chairman of a semor
independent director

BP completad the merger with Amoco in Becember 1998 Dr Walter
Massey and Erroll Davts Jr are the two remaining former Amoco
directors Dr Massey will retre as a director at the 2008 AGM Both
directors have continued 1o be dstermined by the board to be
independent durning the past year with Dr Massey channg the safety
ethics and environment assurance committee (SEEACH Mr Dawvis will
remain on the board until such time as he steps down as part of the
implementation of the board's succession policy The board believes
Mr Davis continues to demonstrate his independence as a director
through his engoing contribution and chafienge at board and
committee discusstans

The board has satisfied itself that there 1s no comprormise to the
mndependence of those directors who serve together as directors on the
beards of outside entities {or who have other appointments in outside
entities) Where necessary, the board ensures appropriate processes are
in place to manage any possible conflict of interest

The beard terms of appointment

The chairman and non-executive directors of BP serve on the basis of
letters of appomtment Executive directors of BP have service contracts
with the company Details of all payments to directors are described In
the directors remuneration report

The service contracts of executive directors are expressed to expire
at a normal retirement age of 80 (subject to age discrimination, while
nen-executive directors ordinasly retire at the AGM following therr
70th birthday

In accordance with the company's Articles of Association, directors are
granted an indemnity from the company In respect of liabilities incurred
as a result of therr office, 1o the extent permstted by law In respect of
those liabitities for which directors may not be indemnified the company
maintained a directors’ and officers’ liability insurance polcy throughout
2007 During the year, a review of the terms and nature of the polcy
was undertaken and has been renewed for 2008 Although therr defence
costs may be met, neither the company s indemnity nor insurance
provides cover in the event that the director 1s proved to have acted
fraudulently or dishonestly
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Board and committees meetings and attendance

The board reguires all members 10 devote sufficient tme to the work of
the board to discharge the office of drrecior and to use thewr best
endeavours to attend meetings

In addriion to the AGM {which 17 drectors attended), the board met
12 umes during 2007 for meetngs of varying length nine times in the
UK twice in the US and once in Brussels Two of these meetings
focused solely on strategy, one of them of two-days’ duration A number
of board commuttee meetings were held during the year, for details of
these and thew attendance by board members please see the table
below

Board Audn Charman s Remunesaton Nemunation

meelngs commities SEEAC COMmMmITeo commiies committee

P D Sutherland 1212 - - 55 6/6 55
J H Bryan 6/6 7 - 272 22 -
A Burgmans 1212 - &/8 5/ - -
C B Carroll 3/4 - - 272 - -
Sir Wilkam Castell 1112 14114 m 5/5 - -
E B Davis Jr 112 1314 - 5/ 6/6 -
D J Fint 112 1214 - 55 - -
Dr D S Julus 12/12 - - 55 6/6 55
Sir Tom McKillop 1012 - 8 55 B/S -
Dr W E Massey 1212 - BB 55 - 55
Sir fan Prosser 12112 1414 - 5/5 6/6 5/5
Lord Browne 6/8 - - - - -
Dr D C Allen 1212 - - - - -
I C Conn 1212 - - - - -
Dr B E Grote 1112 - - - - -
Dr A B Hayward 1212 - - - - -
A G Inghs a9 - - - - -
J A Manzoni 8/9 - - - - -

Serving as a director

Induction
Following thetr appointment to the board, new directors undertake an
induction programmme which includes matters such as the operation and
actaties of the group (for example, key financial, business, social and
environmental risks to the group s activities), the board governance
principles and the duties ot drectors The operational and business
element of the induction programme 15 tallored to the requirements of
the new director and 1s targeted for completion within the first six to nine
months of taking office

The chairman 1s accountable for the induction of new board members
and 15 assisted by the company secretary’s office in this task

Tramning and site visits
Directors are kept briefed on BP s business, the environment in which
It operates and other matters throughout ther perniod in office Non-
executive directors also recerve training specific to the tasks of the
particular board committees on which they serve in order to complement
therr skills and knowledge and enhance therr effectiveness during ther
tenure On appointment, directors are advised of the legal and other
duties and obligations they have as directors of a listed company The
board regularly considers the implications of these duties under the board
governance pnnciples

Duning 2007, board members undertook visits to Thunder Horse in the
Gulf of Mexico the refinenes at Texas City and Gelsenkirchen, BP s UK
trading operalions in Canary Wharf and BP's offices in Houston Al non-
executive directors are now required 10 participate in at least one site
VISIL per year

Outside appointments
As part of their ongoing development, executive directors are permitted
10 take up one external board appointment, subject to the agreement

of the chairman {which 1s then reported to the BP board) The board s
satistied that these appointments do not canflict with ther duties and
commitments to BP Executve directors retain any fees received in
respect of such external appointments and this 1s reported in the
directors’ remuneration report

Nor-executive directors may serve on a number of outside boards,
provided they continue to demonstrate the requisite commitment to
discharge therr duties to BP effectively The nomination committes
keeps under review the nature of directors’ other interests to ensure
that the efficacy of the board is not compromised and may make
recommendations 1o the board If it concludes that a director s other
commitments are inconsistent with those required by BP

Evaluation
The board continued its ongoing evaluation processes to assess s
performance and identify areas in which 1ts effectivengss policies and
processes might be enhanced The board evaluated its performance
dunng the year through the use of a board skills evaluation completed by
an external facilitator and a'so indvidual director interviews held by the
company secretary The process aimed at bullding en the outcome of the
previous year s evaluation and assessing the way in which the board had
respended to 1ssues that occurred dunng 2007 A report from the
external faciltator was considered by the board and recommendations
adopted The outcome from the evaluation has led the board to focus
on certain areas for 2008 including a greater use of site wisits and
restructuning of ferward board agendas

Separate evaluations of the audit and remuneration committees and of
SEEAC took place during the year and are outhined in the reports for
those committees below (and in the directors remuneration report In the
case of the remuneration committee)
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The chairman and senior independent director

BP's board gavernance principles reguire that neither the chairman nor
the deputy chairman 1s employed as an executive of the group Duning
2007, the posts were held by Mr Sutherland and Sir lan Prosser
respectively Sir fan also acts as BP’s sentor independent director and 1s
available to shareholders who have concerns that cannot be addressed
through normai channels

The chairman 1s respons:ble for leading the board and faciltating 1ts
work He ensures that the governance principles and processes of the
board are maintatned and encourages debate and discussion The
chairman also leads board performance appraisals He represents the
views of the board to shareholders on key issues not least in succession
ptanning for both executive and non-executive appointmenis
Shareholders’ views are fed back to the board by the chairman

The company secretary reports to the charrman and has no executive
functions His remuneration 1s determined by the remuneration
commities

Between board meetings, the chairman has responsibility for ensuning
the integnty and effectiveness of the relationship with executive
management This requires his interaction wath the group chief executive
between board meetings, as well as his contact with other board
members and shareholders

The chairman and all the non-executive directors meet periodically as
the charman s committee The performance of the chairman ts evaluated
each year with the evaluation discussion taking place when the chairman
15 not present The BP board governance principles require that the board
develop and maintam a plan for the succession of both the ¢hawrman and
the deputy chairman

Board committees

The board governance principles allocate the tasks of monitoring
executive actions and assessing performance to certain board
commiitees These tasks prescribe the authonty and role of the board
committees

Reports for each of the main board committees follow In common
with the board each committee has access to independent advice and
counsel as reguired and each 1s supported by the company secretary s
office which 1s independent of the executive managsment of the group

Audit committee report

Membership

The audit committee consists solely of independent non-executive
directors who have been selected to provide a wide range of financial,
International and commercial expertise appropriate to fulfil the
committee’s duties

Members of the audit comrties throughout the year were Sir lan
Prosser {chairman), Oouglas Flint, Erroll Davis, Jr and Sir William Castell
John Bryan was a member until his retrement i Aprl 2007 Support Is
provided by the cormmittee secretary Dawd Pearl (deputy company
secretary)

The board has determined that Douglas Flint possesses the financial
and audit committee expenience as defined by the Combined Code
gudance and the SEC, and has nominated him as the audit committee’s
financial expert

Meetings and atiendance
The audt committee met 14 times during 2007

At the request of the audit committee chairman, each meeting I1s
attended by the lead partner of the external auditors {Ernst & Young)
From BP the group chief financial otficer, the general auditor (head of
nternal audit), the chief accounting officer and the deputy chief financial
otficer also attend each meeting by invitation Private sessions without
executive management present are held regularly

Role and authornty of the audit committee
The audit commitiee montiors the observance of the executive
limitations relating o financial matters and does this on behalf of
the board

BP s board governance pnnciples set out the main tasks and
requirements for each of the board committees Key tasks for the audit
committee include gaining assurance on the ntegnty of the group s
reports accountis and financial processes and reviewing the
management of financial nsks and the interna! controls designed to
address them The audit commitiee believes that the tasks outhned
in the board governance principles meet each of the tasks and
actmities outhned by the Combined Code as faling within the rermit
of an audit committes

Agendas
The audit commuttee uses a forward agenda at the star of each
year 1o establish an intial work programme  This 1s compiled using a
combination of regular items (including those required by regulation) and
items that reflect a current review of the group s nsks The forward
agenda also includes regular mestings during the year with both the
external and internal auditors in prvate sessions where members of
executive management are not prasent

Dunng the year the commuittee charman reviews any 1ssues that
may anse with the group chief financial ofhicer, the external auditors and
the BP general auditor and will add 1tems 1o the next meeting
agenda where appropriate

Information
Intormation on audit committee agenda tems are received from both
internal and external sources, including Ernst & Young, the general
auditor and the chief financial officer The commitiee receves
presentations from a wide cross-section of BP s business and financial
control management, with the attendance of additional Ernst & Young
partnars f approprate, to a paricular business or functional review

The audit comrnittee 1s able 1o access independent advice and counsel
when needed on an unrestncted basis Further support 1s provided 10
the committae by the company secretary’s office and during 2007
external specialist legal and regulatory advice was provided by Sullivan &
Cromwell LLP

The board I1s kept informed of the actmities of the committee and any
issues that have ansen through the regular report grven by the audit
committee chairman after each meeting Minutes of the commitiee are
circulated to all board members

Training

A programme has been developed with the commuttee o enable
comrittee mambers to update ther skills and knowledge with regard to !
the financial issues that may impact BP, for example on developments in ,
financial reporting and changes to financial standards

Committee actvities in 2007
Financial reports

Durning the year, the commitiee reviewed all financial reports before .
recommending their publication to the board !

internal controfs and nsk management
in 2007, the audit committee reviewed reports on risks, controls and
assurance for the BP business segments {Exploration and Production and
Refining and Marksting) together wath gas, shipping, BP Alternative
Energy and BP s trading function A monitonng review was also carned
out on the performance of major BP projects against thew onginal
sanctioned investment

A joint meeting with SEEAC was held in early 2007 to review
the general auditor s report on internat controls and nsk management,
a further joint meeting 100k place In early 2008 on the same theme

The committee discussed key regulatory 1ssues dunng the year as
part of its standing agenda items, including a quarterly review of the
company s gvatuation of its internal controls systems as part of the
requirement of Section 404 of the Sarbanes-Oxley Act The effectiveness
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of BP's enterprise level controls was examined through the annual
assessment undertaken by the intarnal audit function

In addition to the standing 1terns on the agenda, the committeg
considered a range of other topics including an update on TNK-BP,
a review of the group s decommissioing provisions and the legal
settlements reached in the US The committee also receved an
independent report on the group s US trading operations and visited
the trading operations in the UK

External auditors
The lead audtt partner from Emst & Young attends all meetings of the
audit comrmittee at the request of the committee chairman Other audnt
partners are Invited to attend meetings where they can utiize their areas
of expertise for exarnple, during business segment or function reviews

The commuttee held two private meetings during the year with the
external audrtors without the presence of BP management, in order
to discuss any 1ssues or concerns from either the comrittee or
the auditors

Pertormance of the external auditers 1s evaluated by the audit
committee each year, with particutar scrutiny of their independence,
objectivity and viability Independence 15 assisted through the lmiting of
non-audit services to tax and audit-related work that fall within defined
categones This work 1s pre-approved by the audit committee and all
non-audit services are monitored quartesly

Fees paid to the external audrtors for the year (see Financial
staternents - Note 17 on page 126) were 575 million, of which 16%
was for non-audit work Non-audit services provided by Emnst & Young
have remained constant from 2006, and audn fees ($63 million in 2007
compared with $61 million in 2006) are also Iittle changed as the iImpact
of inflation and exchange rate movements have been offset by
efficiency gains

A new lead audit partner 1 appointed every five years and other senior
audit partners and siaff are rotated every seven years No partners or
senior staff from Ernst & Young whao are currently connected with the
BP audit may transfer to the group During the year, the committee
approved the appomtment of a new lead partner from Ernst & Young to
replace the current partner who reaches five years’ service in early 2008

The audit committee has considered both the proposed fee structure
and the audit engagement terms for 2008 and has recommended to the
board that the reappotintment of the external auditors be proposed to
shareholders at the 2008 AGM

Internal audtt
BF s internal audit function advises the committee on the company s
identification and control of nsk The generat auditor attends each
committee meeting at the invitaticn of the committee chairman and
presents a quarterly internal audit and controls report

During the year, the audit committee evaluated the performance of the
internal audit function and agreed to the proposed forward programme of
work The committee was also involved with finding a successor to the
general auditor who 1s due to retire sn 2008 An external consultant was
engaged to undertake the search and the committee approved the
appointment of an external candidate with deep audit experience

In 2007, the committee met once with the general auditor in a private
session without the presence of executive management

Fraud reporting and employee concerns on financial matters

The audit commuttee receved a quarterly report from internal audit
on instances of actual or potential fraud, and concerns relating to the
financial accounting of the company The committee also receved
reports on a quarterty basis frorm the group cormpliance and ethics
function which captured issues relating to financial matters raised
through the employee concerns pregramme, OpenTalk together
with topics highlighted by the company's annual certification process

Performance evaluation

The commrttee conducts a yearly evaluation of its performance For
2007 the review methodology included a survey of committee members
and those Indmduals who regularly attend committee meetings The

survay results were analysed by the company secretary's office and
discussed at the November audit committee meeting Areas for future
focus were (dentfied following the evaluation, including training
opportunities for committee members These have been incorporated
Into the committee s agenda for 2008

The audrt committee plans 1o meet 12 tmes during 2008

Safety, ethics and environment assurance committee report
Membership
The committee’s members consist solely of independent non-executive
directors who have bean selacted to provide a wide range of operaticnal
and international expertise appropriate to fulfil the committee's duties
Members of SEEAC durning 2007 were Dr Walter Massey {chairman,
Antony Burgmans, Sir William Castell and Sir Tam McKellop Support
was provided by the committee secretary, David Pearl (deputy
company secretary)
The cormmitiee chairman, Dr Massey will retire as a director at the
2008 AGM The appointment of his successor will be announced at
the 2008 AGM Mrs Cynthia Carroll will be joining the commuttee In
due course

Meetings and attendance
SEEAC met eight tmes during 2007

At the reguest of the committee charman, each SEEAC meeting1s
attended by the lead pariner of the external auditors (Ernst & Young) and
the BP general auditor (head of internal audit}

Reports and presentations to SEEAC are led by a member of
executive management Following a change in executive responsibiities
duning the year, the executive haison with SEEAC changed from
lain Conn to Dr Anthony Hayward, who attended three meetings
of the committee In the second half of 2007 Private sessions
without executive management in attendance are held at the end
of each meeting

Rote and authority of the committee
On behalf of the board, SEEAC monitors observance of the executive
lIimitations policy relating to the environmental, health and safety, secunty '
and ethical performance of the company and compliance to its code
of conduct
In common with the other BP board committees, the board
governance principles set out the main tasks and requirements for
SEEAC These include monitoning and obtaining assurance that the
management or mitigation of matenal non-financial risks 1s appropriately
addressed by the group chief executive

Agendas
The commitiee’s tasks are broad as they cover all non-financial sk, and
In constructing the forward agenda the commitiee considers the risks
identified in BP's business and annual plans and also the review of risks
conducted by the general auditor

The forward agenda includes standing tems that enable the
commitiee 1o moniter and assess how the executive hmitations policy
ts being observed (for example health, safety and envirenment reports)
and to review the non-financial nsks dentified in the business plan {for
exampie, regional nsk reviews) The committee also holds a joint session
with the audit committee to review the general auditor s report on
internal controls and risk management

Dunng the year, the forward agenda 1s supplemented with any
emerging issues or developments that may arnse

Informatton
The committee receives information on agenda items from both internat
and external sources including internal audn, the safety and cperations
function the group compliance and ethics function and Ernst & Young
Like other board committees, SEEAC can access independent advice and
counsel If 1t requires on an unrestricted basis

The activities of the commitiee and any issues that have ansen are
reported back to the main board by the committee chairman following
each meeting
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Committee actvities in 2007
Baker Panel Report and appointment of independent expert
In January 2007, the Baker Panel published 1ts report on BP's corporate
safety culture and the oversight of safety management systems at
BP's ive US refinenes The company agreed to adopt all the panel's
recommendations, which were aimed at i/mproving process safety
performance at the five US plants, including the appomtment of an
independent expert for a period of at least five years 1o moniter and
report annually on the progress of such implementation to the BP board

In May the board announced that L Duane Wison, a member of the
Baker Panel, was appointed as the independent expert to provide an
objective assessment to the board of the company s progress towards
implementation of the panel s recommendations Mr Wilson reports to
the charman of SEEAC, has attended three of the committee s meetings
since his appointment and has also accormnpanied the committee to its
site visit of the Texas City refinery

SEEAC received a presentation on Mr Whlson's detailed work plan in
early 2008 and he will now penodically repart to SEEAC on his progress
On behalf of the board, SEEAC will recerve an annual report by mid-2008
in which Mr Wilson will address progress against the 10 Baker Panel
recomsendations

Group operations risk committee

The group operations nsk committee {GORC) was formed at the end of
2006 by executive management The GORC 1s charred by the group chief
executive and reports regularly 1o SEEAC GORC reports presented to
SEEAC durning the year included reviews of the progress of the six-point
plan and the development of leading and lagging indicators of safety and
operational performance

Site visits

The committee wisited BP s Gelsenkirchen refinery in Germany in March
2007 and the Texas City refinery in Septembar The annual committee
evaluation process concluded that such site visits were valuable to the
committee s work and, as a result, other site visits are planned for
inclusion on the forward agenda for 2008

Comnpliance and ethics

The committee 1s tasked with reviewing reports on the group s
compliance with its code of conduct and on the employee concerns
programme (OpenTalk) as 1t relates to non-financial issues Dunng the
year, the committee received quarterly comphance and ethics reports,
reviewed the 2006 certificaton process and the nature and resofution
of cases raised through OpenTalk

Other topics

Other topics reviewed during the year by SEEAC included a risk
review of the Latin Amernica and Canbbean region, health, safety
and environmental progress in TNK-BP, and the BTC pipeline

Performance evaluation
The committee conducts an annual review of its process and
performance The 2007 committee review involved & facilitated

discussion at iis November meeting The review concluded that overalt

the committee was functioring as intended but that going forward more

emphasis would be gven 1o operatonal nsk In terms of committee

processes, the review concluded that greater focus should be given to

the effective use of the commutiee s tme, as the committee's workload

had increased with the frequency and duration of meetings lengthening
SEEAC plans to meet seven times during 2008

Remuneration committee report
Membership
The committee s members consist solely of norrexecutive directors
who are considered by the board to be tndependent

Members of the remuneration commuttee during the year were
Dr DeAnne Julius {chairmany, Erroll Davis, Jr, Sir Tom McKillop and
Sir lan Prosser John Bryan retired from the committes in Apnt 2007
The chatrman of the board also attends meetings of the committee

Meetings and attendance |
The remuneration committea met six imes during 2007 and 1S
independently advised

Role and authonity of the committee
The commuttee’s main task 1S to determine on behalf of the board the
terms of engagement and remuneration of the group chief executive and
the executive directors and to report on those to shareholders

Further detalls on the committee’s role authonty and activities dunng
the year are set out in the directors' remuneration repor, which is the
subject of a vote by shareholders at the 2008 AGM

The charman s committee completed the task that it commenced
in 2006, formally concluding the procass for the identification and
appointment of a group chief executive to replace Lord Browne This
process Inveolved establishing a clear defintion of the role description and
benchmarking internal candidates against an external population The
committee held detaled interviews with each of the candidates and
undertook an evaluation of the candidates strengths and weaknesses
Dunng the year, the committee reviewed with Dr Hayward the short-
and long-term challenges facing the group and, in particutar, Or Hayward's
proposals for the forward agenda’
The committee alsc considered a number of management changes
intiated by Dr Hayward and discussed his proposals for executive
succession The committee reviewed Lord Browne's performance }
at the start of the year and that of Mr Sutherland at the end :

|
Chairman’s committee report |
i
|

Nomination committee report

Dunng the year the nomination committee, through an external
facilitator, carmed out a detalled review of the board s skills aimed at
identitying any percewved deficiencies such that 8 comprehensive
succession plan could be prepared The commttes, under the
charmanship of Sir lan Prosser has acted as the working group for
the identification of a successor to Mr Sutherland as charrman




Combined Code compliance

BP comphed throughout 2007 with the provisions of the Combined Code

Prnciples of Good Governance and Code of Best Practice, except in the

following aspects

A 4 4 Letters of appaintment do not set out fixed tme commitmants
since the schedule of hoard and commitiee meetings 1s subject
to change according to the exigencies of the business All directors
are expected to demonstrate their commitment to the work of the
board on an ongoing basis This i1s reviewed by the nomination
committee in recommending candidates for annual re-elechon

B 2 2 The remuneration of the chairman 1s fixed by the board as a whole
{rather than the remuneration commuttee} withuin the hmits set by
shareholders, since the chairman’s performance 1s a matter for the
whole board

Internal control review

The beoard through its governance pnnciples, has established a procass
by which the effectivengss of the system of internal control can be
regularly reviewed as required by provision C 2 1 of the Combined Code

The process enables the board and its committees to assess the
sysiem of internal controls being operated for managing significant nisks
including social, environmental safety and ethical nsks, throughout the
year The process did not extend to joint ventures or assoclates

As part of this process, the board and the audit and the satety ethics
and envirenment assurance commitlees requested, receved and
reviewed reports from executrive management Including management
of the business segments, at therr regular meetings

In considering the system, the board noted that such a system s
designed to manage, rather than eliminate the risk of falure to achieve
business objectives and can only provids reascnable, and not absolute
assurance against material misstatement or loss

A joint meeting of the committees in January 2008 reviewed reports
from BP s general auditor to support the board in its annual assessment
of internal control The reports descrnbed the significant endurning and
inherent risks dentified across the group the effectiveness of executive
controls that respond to such nisks and the continuing development of
the systems In place to identify and manage risks The reports also
highitghted future nisks of potential significance These had bean
reviewed by the board as part of the company's planning process

The committees engage with executive management during the year
on a regular basis to monitar the management of nsks Significant
incidents that occurred and management’s response to them were
considered by the committees durning the year

The board 1s satisfied that, where significant failings or weaknesses
In internal controls were identified dunng the year appropnate remedial
actions were taken or are being taken

In the board s view, the information it received was sufficient to
enable 1 1o review the effectiveness of the company s system of internal
control in accordance with the Internal Control Revised Guidance for
Directars in the Combined Code (Turnbull)
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Directors’ interests

Change fram
31 Dec 2007
Current dwectors At 31 Dec 2007 A1 1 Jan 2007 1o 19 Feb 2008
Dr D C Allen 597 568° 530 933° -
A Burgmans 10,000 10 000 -
C B Carrolt - - -
Sir Willam Castell 50 000 - -
I CCann 229 969° 209,449° 123
E B Dawvis, Jr 70 602° 68,992¢ -
D J Fiint 15 000 15,000 -
Dr B E Grote 1193 1379 1 105,825¢ -
Dr A B Hayward 482,398 407,021 123
A G Ingls 758,756° 727 772! {209,000)
Dr C S Julus 15 000 15 000 -
Sir Tem MeKillop 20 000 20 000 -
Dr W E Massey 4y 722° 49,722¢ -
Sir lan Prosser 16 301 16 30 -
P D Sutherland 30 906 30079 -
Dwectors feaving 1he board in 2007 Al resignationfretremsent At 1 Jan 2007
Lord Browne 2 750 5219 25253139
J H Bryan 158 760° 158 760°¢
J A Manzoni 451 806 376 213
Change from
On appontment 11 Feb 2008 to
Orectors joinng the board in 2008 11 Feb 2008 19 Feb 2008
G David - 9,000°

?Includes 25 368 shares held as ADSs

®Includes 41 692 shares held as ADSs at 31 December 2007 and 49,155 shares held as ADSs at 1 January 2007

¢ Held as ADSs

9Held as ADSs except for 94 that are held as ordinary shares

® Includes 34 962 shares held as ADSs

fInterest as at 1 February 2007 on appointment as a director Includes 34 962 shares held as ADSs and 534 760 MTPPs granted prior to appomtment as a drector 209 000
of which lapsed an & February 2008

9includes 61 800 held as ADSs at resignation and 61 186 at 1 January 2007

The above figures indicate and include all the beneficial and non- Executve directors are also deemed to have an interest in such

beneficial interests of each dwector of the company in shares of the shares of the company held from time to time by the BP Employee
company (or calculated equivalents} that have been disclosed to the Share Ownership Plan {No 2) to facilitate the operation of the
company under the Disclosure and Transparency Rutes and Companies company s option schemes

No director has any interest in the preference shares or debentures of
the company or in the shares or loan stock of any subsidiary company

Acts 1985 or 2006 (as the case may be} as at the applicable dates




Additional information for shareholders

Share ownership

Directors and sentor management
As at 19 February 2008, the following directors of BP p I ¢ held interests in BP ordinary shares of 25 cents each or ther calculated equivalent as set
out below

Dr D C Allen 597,568  839,948° -
! C Conn 230,092 1,418324° 266 904"
DrBE Grote 1193137 1543820° -
Dr A B Hayward 482 521 1,934,830° -
A G linghs 549756 978619° 266,904°
A Burgmans 10,000 - -
C B Carroll - - -
Sir William Castell 50 000 - -
G Dawid 9,000 - -
E B Dawvis, Jr 70 602 - -
D J Flint 15,000 - -
Dr D S Juhus 15 000 - -
Sir Tom McKillop 20 000 - -
Dr W E Massey 49722 - -
Sir lan Prosser 16 301 - -
P D Sutherland 30906 - -

As at 19 February 2008, the following directors of BP p I ¢ held options under the BP group share option schemes for erdinary shares or their
calculated eguivalent as set out below

DrDC Allen 794,950
1 C Conn 206 390
Dr B E Grote 1,186,098
Dr A B Hayward 769 620
A G Inghs 415 300

? Performance shares awarded under the BP Executive Direclors Incentive Plan These represent the maximum possible vesung levels The actual number of shares/ADSs
that vest will depend on the extent to which performance conditions have been salisfied over a three-year penod
Restncted share award under the BP Exacutive Directors Incentive Plan These will vest in equal tranches after three and five years, subject 10 their continued senace and
satsfactory performance

There are no directors or members of senior management who own more than 1% of the ordinary shares outstanding At 19 February 2008, all
directors and senior management as a group held interests n 14,132,552 ordinary shares or ther calculated equivalent and 4,323,092 options for
ordinary shares or ther calculated equivalent under the BF group share options schemes

Addimional details regarding the options granted including exercise price and expiry dates, are tound In the directors remuneration report on page 70

Employee share plans
The followsng table shows employee share options granted

opuions thousands

2007 2006 2005

Employee share options granted during the year® 6,004 53 977 54 482

*For the options outstanding at 31 December 2007 the exercise prce ranges and weighted everage remaning contraciual Ives are shown in Finanoal statements - Note 41
on page 160

BP offers most of 1ts employees the opportunity to acquire a Savings and matching plans
shareholding 1n the company through savings-related andfor matching B8P ShareSave Flan
share plan arangements BP also uses long-term performance plans {see  This 15 a savings-related share option plan, under which employees save
Financial statements — Note 47 on page 160} and the granting of share on a monthly basis over a three- or fivesyear peniod towards the purchase
options as elements of remuneration for executive directors and senior of shares at a fixed pnce determined when the option s granied This
employees pnice s usually set at a 20% discount 1o the market pnce at the time of
Shares acquired through the company's employee share plans rank grant The ophon must be exercised within six months of matumnty of the
pan passu with shares in 1ssue and have no spectal nghts, save as savings contract otherwise it lapses The plan s run in the UK and
described below For legal and practical reasons, the rules of these plans options are granted annually usually in June Participants leaving for a
set out the consequences of a change of control of the company, and qualifying reason will have six months in which 1o use ther sawvngs to
generalty provide for options and conditional awards to vest on an exercise ther oplions on a pro-fated basts

accelerated basis
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BP ShareMatch pians
These are matching share plans, under which BP matches employees
own contributions of shares up to a predeterrmined imnt The plans are
run in the UK and in more than 70 other countnies The UK plan 1s run on
a monthly basis with shares being held in trust tor five years before they
can be released free of any Income tax and national insurance habrity In
other countnes, the plan Is run on an annual basis, with shares being held
In trust for three years The plan 1s operated on a cash basis in those
countries where there are regulatory restrictions preventing the holding
of BP shares When the employee leaves BP, all shares must be
remaoved from trust and units under the plan operated on a cash basis
must be encashed

Once shares have been awarded to an employee under the plan the
employee may instruct the trustee how to vote ther shares

l.ocal ptans
In some countries BP provides local scheme benefits, the rules and
gualfications far which vary according to local circumstances

The above share plans are indicated as being equity-seitied In certain
countries, however, 1t I1s not possible to award shares to employees
owing 1o local legislation [n these instances the award wil be settied in
cash, calculated as the cash equivalent of the value 10 the employee of
an equity-settled plan

Cash plans

Cash-settled share-based payments/Stock Appreciation Rights (SARs)
These are cash-settled share-based payments avallable to certain
employees that require the group 10 pay the intnnsic value of the
cash option/SAR/restncted sharas to the employee at the date of
exercise/matunty

Employee share ownership plans (ESOPs)
ESOPs have been establshed to acquire BP shares to satisfy any awards
made 1o participants under the Executive Directors Incentive Plan, the
Medium-Term Performance Plan the Long Term Performance Plan, the
Deterred Annual Bonus Plan and the BP ShareMatch plans The ESOPs
have waived their nghts to dividends on shares held for future awards
and are funded by the group Pending vesting, the ESOPs have
independent trustees which have the discretion in relstion to the voting
of such shares Until such time as the company s own shares held by the
ESQOP trusts vest uncanditicnally in employees, the amount pad for
those shares 1s deducted In arrving at shareholders equity {See
Financral statements — Note 40 on page 158 } Assets and liabifiies of the
ESOPs are recognized as assets and liabihtes of the group

At 31 December 2007, the ESOPs held 6 448,838 shares (2006
12,795,887 shares and 2005 14 560 003 shares} for potential future
awards, which had a market value of $79 million (2006 $142 million and
2005 $156 millson)

Pursuant to the varnious BP group share option schemes, the following
options for ordinasy shares of the company were outstanding at
19 February 2008

Expwy dates Exercisa price

Qptions outstanding (shares) of optons per share

352,819,401 2008-2016 50967-11 9210

Further detalls on share options appear in Financial statements — Note 41
on page 160

Major shareholders and related party transactions

Register of members holding BP ordinary shares as at
31 December 2007

Number ot

Percentaga of  Percentage of

N ordinary 1otal ardinary 1e1al ordinary

Range of holdings shareholders sharaholders shara caprat
1-200 62,098 1906 002
201-1,000 124 075 3808 o3
1 001-10 000 125886 3863 181
10 001-100 000 11944 366 115
100,001-1,000,000 1,061 033 183
Qver 1,000,000° 779 024 94 88
Totals 325843 100 00 100 00

3ncludes JP Morgan Chase Bank hotding 28 51% of the total ordinary 1ssued share
capital (excluding shares held in treasury) as the approved depositary for ADSs, a
breakdown of which 1s shown in the table below

Register of holders of American depositary shares as at
31 December 2007°

Percentage of

Number of 1otal ADS  Percentage of
Range of hoidings ADS hoiders heldars total ADSs
1-200 36 682 2587 005
201-1,000 34 313 2420 034
1,001-10,000 54,864 3870 357
10 001-100,000 15,359 1083 730
100 00%-1 000 0G0 558 039 182
Over 1,000 000" 12 om 86 92
Totals 141 788 100 00 10C 00

2Qne ADS represents six 25 cent ordinary shares
®One of the holders of ADSs represents some 792 000 underlying shareholders

As at 31 December 2007 there were also 1 597 preference
shareholders Preference shareholders represented 0 44% and ordinary
sharehclders represented 99 56% of the total 1Issued nominal share
capital of the company as at that date

Substantial shareholdings

The disclosure of certain major interests in the share capital of the
company s governed by the Disclosure and Transparency Rules (DTR)
made by the UK Financial Services Authonity Under DTR 5, we have
received notification that Legal and General Group Ple hold 4 60% of the
voting nghts of the 1ssued share caprtal of the company

Related party transactions

Transactions between the group and its significant jointly controlled
entities and associates are summanzed in Financral statements — Note 26
on page 134 and Financial statements — Note 27 on page 135 In the
ordinary course of its business, the group enters into transactions with
vanous organizations with which certain of its directors or executive
officers are associated Except as described In this report the group did
nat have material transactions or transactions of an unusual nature with,
and did not make loans to related parties in the period commencing

1 January 2007 to 19 February 2008

Dividends

BP has pad dividends on its ordinary shares in each year since 1917 In
2000 and thereafter, dvidends were, and are expected to continue 1o be,
paid quarterly in March, June September and December Former Amoco
Corporation and Atlantic Richfield Company shareholders will not be able
1o receve dmdends, or proxy material, uritil shey send in therr Amoco
Corporation or Atlantic Richtield Company common shares for exchange

BP currently announces dividends for ordinary shares in US dollars and
states an equivalent pounds stering dividend Dividends on BP ordinary



shares will be paid in pounds sterhing and on BP ADSs in US dollars The
rate of exchange used to determine the sterling amount equivatent is the
average of the forward exchange rate in London aver the five business
days pnor to the announcement date The directors may choose to
declare dividends in any currency provided that a sterling equivalent 1S
announced, but it 15 not the company’s intention to change its current
policy of announcing dvidends on ordinary shares in US doHars

The following table shows dwidends announced and paid by the
company per ADS for each of the past five years [n the case of

dwidends paid before 1 May 2004, the dvidends shown are before the
deemed credit allowed to shareholders resident in the US under the
former income tax convention between the US and the UK and the
assoctated withhotding tax in respect thereof equal o the amount of
such credit {This deemed credit and assceciated withholding tax do not
apply to dividends paid after 30 April 2004 to shareholders resident in
the US}

March June September Decsmber Total

Cmvdends per Amencan depositary share
2003 UK pence 229 237 242 231 939
US cents 375 375 3990 380 153 0
Canadian cents 574 54 3 54 0 511 2168
2004 UK pence 220 228 232 235 915
US cents 405 405 426 426 166 2
Canadian cents 537 548 567 522 2174
2005 UK pence 271 267 307 304 114 9
US cents 510 510 53 55 5355 2081
‘ Canadian cents 640 632 653 637 2562
2008 UK pence 317 315 319 314 1265
US cents 56 25 56 26 5895 5895 23040
Canadian cents 645 641 67 4 665 2625
2007 UK pence 315 309 317 318 1259
US cents 6195 6195 6495 6495 2538
Canadian cents 733 695 67 80 63 60 2742

A dvidend reinvestment plan 1s in place whereby holders of BP ordinary shares can elect to reinvest the net cash dividend in shares purchased on the
London Stock Exchange This plan 1s not avallable to any person resident in the US or Canada or in any junsdiction ouiside the UK where such an offer
requires compliance by the company with any governmental or regulatory procedures aor any simiar formahtes A dvidend reinvestment plan 1s,

however, avaiiable for holders of ADSs through JPMorgan Chase Bank

Future dvidends will be depandent on future earnings, the financial condition of the group, the Risk factars set out on pages 9-10 and other mattars
that may affect the business of the group set out in Financial and operating pefformance on page 46

Legal proceedings

Save as disclosed in the following paragraphs, no member of the group is
a party to, and no property of a member of the group 1s subject to, any
pending legal proceedings that are significant to the group

0On 28 June 2006, the US Commodity Futures Trading Commission
(CFTC) filed a civil enforcement action i the US District Court for the
Northern District of llinos against BP Products North Amernica Inc (BP
Products), a wholly owned subsidiary of BP alleging that BP Products
mznipulated the pnce of February 2004 TET physical propane The CFTC
also charged BP Products with attempting to manipulate the pnce of
February 2004 and Apnl 2003 TET physical propane On 28 June 2006
the US Department of Justice (DOJ) filed a cnminal charge against a
former BP Products propane trader who entered a guilty plea, and on
8 November 2007, four addimonal former BP Products traders were
ingicted on charges of conspiracy and market corner and commedity
price manpulation Private class action complaints have also been filed
against BP Products that have been consalidated 1n the US District Court
for the Northern Distnet of llincis The complaints contain allegations
similar to those in the CFTC action as well as of violations of federal and
state antitrust and unfair competition laws and state consumer protection
statutes and unjust ennchment The complaints seek actual and punitve
damages and injunctive rehief

On 25 QOctober 2007, BP Amernica Inc {8P Amenca) entered into a
deferred prosecution agreement (DPA} with the DOJ relating 10
allegations that BP Amenca manipulated the price of February 2004 TET
physical propane and attempted to manipulate the price of TET propane
in April 2003 The DPA requires BP America’s and certan of its affiliates
cantinued co-operation with the US government investigations of the
trades In question, as well as other trading matters that may anse
Pursuant to the DPA an independent montor has been appointed to

oversee compliance with the DPA The independent monitor has
authority 1o investigate and report alleged violations of the US
Commodity Exchange Act or CFTC regulations and to recommend
corrective action The DPA has a term of three years and contemplates
disrmissal of all charges at the end of the term following the DOJ's
determination that BP Amenca has complied with the terms of the DPA
BP Amenca understands that its entry into the DPA cancludes the
pending cnminal Investigations of it and its affilates relaung to trading in
vanous commaodities, including propane, unleaded gasoline and crude ol
On 25 October 2007 BP Products also entered a companicn consant
order with the CFTC resolving all civil enforcement matters concerning
BP Products' propane trading The remit of the independent monitor
includes overseeing compliance with the Consent Order BP Products
understands that with its entry into the Consent Crder, the CFTC closed
its investigation of rading in unleaded gasoline without the filing of any
charges against BP Products In connection with the DPA and the
Consent Order, BP America and BP Products agreed 1o pay fines
penalties and restitution totaling just over $303 5 millien inctuding
$53 5 mullion to a wietim restitution fund, a cnrrinal penalty of $100
million, a civil penaity of $125 milion and a $25 milien payment to the
US Postal Inspection Service Consumer Fraud Fund Investigations into
BP s trading actviies continue to be conducted from time to time

On 23 March 2005, an explosion and fire occurred in the 1Isomenzaticn
unit of BP Products Texas City refinery as the unit was coming out of
planned maintenance Fiiteen workers died in the incident and many
others were injured BP Products has reached more than 2,000
settlements in respect of all the fatalities and many of the personal injury
clarms ansing from the incident and has set aside $2,125 million, in
aggregate, for the purpose A number of claims remain to be resolved

The US Occupational Safety and Health Admimistration (QSHA) the US
Chemical Safety and Hazard Investigaticn Board {CSB), the US
Environmental Protection Agency (EPA), the Texas Commission on
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Environmental Quality (TCEQ) and the DOJ, among other agencies, have
conducted or are conducting investigations At the conclusion of ther
investigation OSHA 1ssued citations that BP Products agreed not to
contest BP Products settled that matter with OSHA on 22 September
2005, paying a $21 4 million penalty and undertaking a number of
corrective actrons designed to make the refinery safer

In June 2006, BP Products and the TCEQ entered into an agreed order
resohving a number of alteged violations and, among other things,
authonzing the retinery to construct certain new flares needed to replace
blowdown stacks In addition, BP Products agreed to pay a $336,556 civil
penalty

At the recommendatton of the CSB, BP appointed an independent
safety panel the BP US Refinenes Independent Safety Review Panel,
under the charmanship of former US Secratary of State James A Baker,
Il Sea Repart of the BP US Refingnes Safety Review Panel on page 28
for a discussion of the panel s report, which was published on 16 January
2007

In March 2007 the CSB issued its final repont, which contained
recommendations 1o the Texas City refinery and to the board of the
company In May 2007, BP responded to the CSB s recommendations

BP and the CSB continue to discuss BP's responses wrth the objective
of the CSB agreeing to close-out its recommendations

0On 25 October 2007, the DOJ announced that it had entered into a
cnmunal plea agreement with BP Products related to the March 2005
explosion and fire On 4 February 2008 BP Products pleaded guilty in
federal court, pursuant to the plea agreement, to one felony violation of
the nsk management planning regulations promulgated under the US
federal Clean Air Act At the plea heanng the court advised that it would
take the matter under review and decide whether to accept or reject
the plea If the court accepts the agreement, BP Products will pay a
$50 million criminal fine and serve three years’ probation Comphance
with the 2005 OSHA settlement agreerment and the 2006 TCEQ Agreed
QOrder are conditions of probation

On 2 March 20086, a crude ol leak of approximately 4,800 barrels
occurred on a low-pressure transit ing on the Alaskan North Siope 1n
the Western Qperating Area of the Prudhoe Bay field operated by BP
Exploration {Alaska) Inc (BPXA} The March 2006 leak was determined to
be the result of internal corroston On 8 August 2008, BPXA ordered a
phased shutdown of the Prudhos Bay ail field following the discovery of
unexpectedly severe internal corrosion and a leak of 199 barrels of crude
oll from the a1l transit ine in the Eastern Operating Area of Prudhoe Bay
Shortly after the March 2006 leak, the DOJ imitiated an investigation of
the spill through a federal grand jury in Alaska During the course of the
following 17 months, BPXA co-operated with the US government s
investigation including amang ather things, by producing mitlions of
pages of documents encouraging its employees to co-operate with the
Investigation and provide testimony to the grand jury, and by providing
the government s investigators with samples from and sections of the
segment of the falled transit line

On 25 October 2007, BPXA entered (nto an agreement with the DOJ
in which 1t agreed to plead guilty to one US Federal Water Pollution
Control Act misdemeanour viclatton relating to the March 2006 crude ol
leak The plea agreement resolved all of the federal and State of Alaska
cnminak culpability of BPXA associated with the March and August jeaks
at Prudhoe Bay On 29 November 2007, the US Distnct Court for the
Distnct of Alaska accepted the plea agreement, entered a misdemeanour
guilty ptea against BPXA and sentenced BPXA to pay a combined
$20 milhon in cniminal fings, restitution and community service payments
and serve three years of probation BPXA has the night to petition the
court for terrination of the probation term after one year if 11 meets
certain benchmarks relating to replacement of the wransit ines, upgrades
to 1ts leak detection systern and improvements to its integrty
management pragramme All cnminal fines and other payments required
by the plea agreement and sentence were made by BPXA on the date of
sentencing following entry of the plea

BPXA continues to co-operate with a parallel State of Alaska cwl
investigation into the March and August 2006 spills, including three
separate subpoenas 1ssued to BPXA by the Alaska Department of
Environmental Conservation BPXA s also engaged in discussions with

the DOJ the EPA and the US Department of Transport concerntng civil
regulatory claims relating to the 2006 Prudhoe Bay ol transit ine
incidents

Shareholder dervative lawsuts have been filed in US federal and state
courts against the directors of the company and others, norminally the
cempany and certain US subsidanes following the events relating to,
nter alia, Prudhoe Bay, Texas City and the trading cases, alfeging breach
of hiduciary duty These derivative lawsuits have been setiled, subject to
tourt approval

Approximately 200 lawsuits were filed in state and faederal courts in
Alaska seeking compensatory and puriitive damages ansing out of the
Exxon Valdez ot spill in Pance Willam Sound in March 1889 Most of
those surts named Exxon (now ExxonMobil), Alyeska Pipeline Service
Company [Alyeskal, which operates the ol terminal at Valdez, and the
other oll companies that own Alyeska Alyeska initially responded to the
spill untid the response was taken over by Exxon BP owns a 47%
Interest {reduced during 2001 from 50% by a sate of 3% to Phillips} In
Alyeska through a subsidiary of BP Amenca Inc and brefly indirectly
owned a further 20% interest in Alyeska following BF's cormbination with
Atlantic Richfield Alyeska and its owners have settled all the clams
against them under these lawsuits Exxon has indicated that it may file
a clan for contribution against Alyeska for a portion of the costs and
damages that it has incurred If any claims are asserted by Exxon that
affect Alyeska and its owners, BP will defend the clams vigorously

Since 1987 Atlanuc Richfield a subsidiary of BP, has been named as
a co-detendant in numerous lawsuits brought in the US &lleging injury to
persons and property caused by lead pigment in paint The majority of
the lawsuits have been abandoned ar dismissed against Atlantic
Richfield Atlantic Richfield 1s named in these lawsuits as alleged
successor to International Smelting and Refining which along with a
predecessor company, manufactured lead pigment duning the penod
1920-1946 Plaintffs include indmviduals and governrental entities
Several of the lawsunts purport to be class actions The lawsuits seek
various remedies including compensation to lead-poisoned children, cost
to find and remove lead paint from buildings, medical momitonng and
screening programmes, public waming and educaton of lead hazards,
reimbursement of government healthcare costs and special education for
lead-possoned cmizens and punitive damages No lawsuit against Atlantic
Richfield has been settled nor has Atlantic Richfield been subject to a
final adverse judgment in any proceeding The amounts claimed and If
such suits were successful, the costs of implementing the remedies
sought in the varous cases could be substantial While it 15 not possible
¢ predict the outcome of these legal actions, Atlantic Richfield believes
that it has vahd defences and it intends to defend such actions vigorously
and that the incurrence of iability 1s remote Consequently BP believes
Jhat the impact of these lawsuits on the group s results of operations,
financial position or hiquidity will not be matenal

For certain information regarding environmental proceedings, see
Environmental protection — US regional review on page 43

The cofter and listing

Markets and market prices
The primary market for BP s ordinary shares 1s the London Stock
Exchange {LSE} BP s ordinary shares are a constituent element of the
Financial Times Stock Exchange 100 Index BP s ordinary shares are also
traded on stock exchangas in France Germany, Japan and Switzerland
Trading of BP's shares on the LSE s pnmanly through the use of the
Stock Exchange Electronic Trading Service (SETS} introduced in 1997 jor
the largest companies in terms of market capitalization whose pnimary
histing 1s the LSE Under SETS, buy and sell orders at specific prices may
be sent to the exchange electronically by any firm that 1s a2 member of
the LSE, on behalf of a chient or on behalf of itself acting as a pnncipal
The orders are then anonymously displayed in the order bock When
there 15 a match on a buy and a sell order, the trade 1$ executed and
automatically reported to the LSE Trading 15 continuous from 800 am
to 430 pm UK tume but n the event of a 20% movement In the share
pnce either way the LSE may impose a temporary halt in the trading of




that company s shares In the order book to allow the market to re-
establish equilibniurm Dealings n ordinary shares may also take place
between an investor and a market-maker via a member firm outside the
electronic order book

In the US and Canada, the company s securities are traded in the form
of ADSs, for which JPMorgan Chase Bank (s the depositasy (the
Deposnary} and transfer agent The Depositary's principal office 15 4 New
York Plaza, Floor 13, New York, NY 10004 US Each ADS represents six
ordinary shares ADSs are listed on the New York Stock Exchange and

are also traded on the Chicago and Toronte Stock Exchanges ADSs are
evidenced by Amencan depositary recerpts (ADRs), which may be 1ssued
in either certificated or book entry form

The following table sets forth for the pencds indicated the highest and
jowest middle market quotattons for BP s ordinary shares for the penods
shown These are derived from the Dally Official List of the LSE and the
highest and lowest sales pnces of ADSs as reported on the New York
Stock Exchange (NYSE) composite tape

Pence Dallars
Amencan
depasitary
Ordinary shares shares®
Hgh Low High Low

Year ended 31 December

2003 458 00 348 75 49 59 3467
2004 6561 00 407 75 8210 46 65
2005 686 00 499 Q0 7275 5660
2006 72300 65860 , 7685 6352
2007 640 00 504 50 7977 5862
Year ended 31 December '
20086 First quarter 693 00 623 00 7288 6535
Second quarter 723 00 581 00 7685 6419
Third guarter 853 00 560 00 7328 6381
Fourth quarter 681900 558 50 69 49 6352
2007 First quarter 574 50 50450 | 6727 5862
Second quarter 606 50 542 50 7249 64 42
Third quarter . 817 00 516 00 7525 5110
Fourth quarter 640 00 548 00 7977 67.24
2008 First quarter (1o 19 February) L 648 00 49800 ' 7587 5785
Month of I
September 2007 600 00 548 00 721 6676
Cctober 2007 639 50 548 00 7858 67.24
November 2007 640 00 564 00 7977 6981
December 2007 624 00 585 00 7650 7210
January 2008 648 00 498 00 75 87 57 B5

February 2008 (to 19 February)

576 50 528 50 6750 6238

2 An ADS 1s aguivalent to six 25 cent ordinary shares

Market prices for the ardinary shares on the LSE and in after-hours
trading off the LSE in each case while the NYSE 1s open, and the market
prices for ADSs on the NYSE and other North American stock exchanges
are clossly related due to arbitrage among the vanous markets, although
differences may exist from time to time due to various factors, inctuding
UK stamp duty reserve tax Trading in ADSs began on the LSE on
3 August 1987

On 19 February 2008, 899,270,264 ADSs (equivalent to 5,395,621,685
ordinary shares or some 28 34% of the total) were outstanding and were
held by approximately 140,195 ADR holders Of these, about 138,696

had registered addresses in the US at that date One of the registered
helders of ADSs represents some 800 000 underlying helders

On 19 February 2008, there were approx:mately 328,855 holders of
record of ordinary shares Of these holders, around 1,487 had registered
addresses in the US and held a total of some 4,238 685 ordinary shares

Since certain of the ordinary shares and ADSs were held by brokers
and other norminees, the number of holders of record In the US may not
be representative of the number of beneficial holders or of their country
of residence
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Memorandum and Articles of Association

The following summanzes certain provisions of the company's
Memorandum and Articles of Association and apphcable Enghsh law
This summary 1s qualitied in its entirety by reference to the UK
Companies Act and the company's Memaorandum and Articles of
Association Information on where investors can obtain copies of the
Memorandum and Articles of Association s descnibed under the heading
DBocuments on display on page 90

On 24 April 2003 the shareholders of BP voted at the AGM to adopt
new Articles of Association to consolidate amendments that had been
necessary to implement legislative changes stnce the previous Articles of
Association were adopted in 1983

At the AGM held on 15 Apnl 2004, shareholders approved an
amendment to the Articles of Association such that at each AGM held
after 31 December 2004, all drrectors shall retire from office and may
offer thernselves for re-election There have been no further
ameandments to the Articles of Association

At the upcorrung annual general mesting of the company, 1t will be
proposed that the company adopts new articles of association, largely to
take account of changes in UK company law brought about by the
Companies Act 2006

Objects and purposes

BP 15 incorporated under the name BP p | ¢ and 1s registered in
England and Wales with registered number 102498 Clause 4 of

BP 5 Memorandum of Association provides that its objects include the
acquisition of petreleum-bearnng lands the carrying on of refining and
dealing businesses in the petreleurn manufacturing metallurgical or
chemicals businesses the purchase and operatien of ships and all
other vehicles and other conveyances, and the carrying on of any cther
businesses calculated to benefit BP The memorandum grants BP a
range of corporate capabilsies to effect these objects

Directors

The business and affairs of BP shall be managed by the directors
The Articles of Association place a general prohibriion on a director

vetng in respect of any contract or arrangement in which he has a

matenal interest other than by wintue of his Interest in shares in the

company However, in the absence of some other material interest not

indicated befow, a director 1s entitled to vote and to be counted in a

quorum for the purpose of any vote relating to a resolution concerning

the following matters

— The gving of secunty or iIndemnity wiath respect to any maney lent or
obhgation taken by the director at the request or benefit of the
comparny

- Any proposal in which he 1s interested concerning the underwriting of
company securities or debentures

- Any proposal concerning any other company in which he is interested,
diwectly or indirectly {whether as an officer or shareholder or
otherwise) prowded that he and persons connected wiath him are not
the holder or holders of 1% or more of the voting interest in the
shares of such company

- Proposals concerning the modification of certain retirement henefits
schemes under which he may benefit and that have been approved by
erther the UK Board of Inland Revenue or by the shareholders

= Any proposal concerning the purchase or mantenance of any
insurance policy under which ha may benefit
The UK Compamies Act requires a director of a company who 1s in any

way Interested in a coniract or proposed contract with the company to

declare the nature of his interest at a meeting of the directors of the

company The defimtion of interest’ now includes the interests of

spouses, children, companies and trusts The directors may exercise all

the powers of the company to borrow money, except that the amount

remaining undischarged of all moneys borrowed by the company shall

not, without approval of the shareholders, exceed the amount paid up on

the share capital plus the aggregats of the amount of the caprtal and

revenue reserves of the company Variation of the borrowing power of
the board may only be effected by amending the Articles of Association

Remuneratuon of non-executive directors shal! be determined in the
aggregate by resolution of the shareholders Remuneration of executve
directors 1s determined by the remuneration committee This commities
15 made up of non-executive drectors only Any director attaining the age
of 70 shall retire at the next AGM There 1s no requirement of share
ownership for a director’'s quahfication

Dividend nghts, other rights to share in company profits,
capital calls
If recommended by the directors of BF BP shareholders may, by
resolution, declare dividends but no such dividend may be declared In
excess of the amount recornmended by the directors The directors may
also pay intertm drvidends without obtaining shareholder approval No
dividend may be paid other than out of profits avatlable for distribution, as
deterrmined under IFRS and the UK Companies Act Dvidends on
ordinary shares are payable only after payment of dividends on BP
preference shares Any dvidend unclaimed after a penod of 12 years
from the date of declaration of such dividend shall be forferted and
reverts to BP
The directors have the power to declare and pay dwidends in any
currency prowded that a sterhng equivalent 15 announced 1t1s not the
company s intention to change its current policy of paying dvdends in
US dollars
Apart from shareholders rghts 1o share i BP s profits by dvidend (if
any is declared), the Articles of Association provide that the directors
may set aside
- A specal reserve fund out of the balance of profits each year to make
up any defioit of cumulative dividend on the BP preference shares
- A general reserve out of the balance of profits each year, which shall
be apphcable for any purpose to which the profits of the company
may properly be applied This may include capitalization of such sum,
pursuant to an ordinary sharehelders’ resolution and distribution to
shareholders as 1f it were distnbuted by way of a dividend on the
ordinary shares or in paying up in fult unissued ordimary shares for
allotment and distnbution as bonus shares
Any such sums so deposited may be distributed In accordance with the
manner of distribution ¢f dividends as described abave
Holders ot shares are not subject to calls on capital by the company,
provided that the amounts requtred to be paid on 1ssue have been paid
off All shares are fully pad

Voting rights
The Articles of Association of the company provide that voting on
resoluttons at a shareholders’ meetng will be decided on a poll other
than resolutions of a procedural nature which may be decided on a show
of hands 1f voting 1s an a poll every shareholder who 1s present in
person or by proxy has one vote for every ordinary share held and two
votes for every £5 1n nominal arnount of BP preference shares held If
vohing is on a show of hands, each shareholder who 1s present at the
meseting In person or whose duly appointed proxy Is present In person
will have one vote regardless of the number of shares held unless a poll
1s requestied Shareholders do not have cumulative vating nghts

Holders of record of ordinary shares may appoint a proxy, including a
beneficial owner of those shares, to attend speak and vote con therr
behalf at any shareholders’ meeting

Record holders of BP ADSs are also entitled to attend speak and vote
at any shareholders’ meeting of BP by the appointment by the approved
depositary, JPMargan Chase Bank, of them as proxies in respect of the
ordinary shares represented by their ADSs Each such proxy may also
appoint a proxy ARternatively, holders of BP ADSs are entitled to vote by
supplying thew voting instructions to the depositary, who wall vote the
ordinary shares represented by ther ADSs in accordance wath thew
instructions

Proxies may be delivered electronically

Matters are transacted at shareholders meetings by the proposing
and passing of resolutions of which there are three types ordinary,
special or extraordinary




An ordinary resolution reguires the affirmative vote of a majority of the
votes of those persons voting at a meeting at which there 1s a quorum
Special and extraordinary resolutions reguire the affirmative vote of not
less than three-fourths of the persons voung at a meeting at which there
15 a quorum Any AGM at which 1t 1s proposed to put a special or ordinary
resolution requires 21 days’ notice An extracrdinary rasclution put to the
AGM reguires no notice period Any extraordinary general meeting at
which it 15 propesed to put a special resolution requires 21 days notice,
cotherwise, the notice penod for an extraordinary general meeting I1s
14 days

Liquidation rights, redemption provisions
In the event of a lquidation of BP, after payment of all labilites and
applicable deductions under UK laws and subject to the payment of
secwred creditors, the holders of BP preference shares would be entitled
to the sum of {i} the capital paid up on such shares plus (i} accrued and
unpaid dividends and (u} a prernium equal to the higher of (al 10% of the
capnial pasd up on the BP preference shares and (b} the excess of the
average market pnce over par value of such shares on the LSE dunng the
previous six months The remaining assets (if any) would be dwded pro
rata among the holders of ordinary shares

Without prejudice 10 any special nghts previously conferred an the
holders of any class of shares BP may 1s5ue any share with such
preferred delerred or other special nghts, or subject to such restrictions
as the shareholders by resolution determine (or, 1n the absence of any
such resolrtions, by determination of the directorst, and may issue
shares that are to be or may be redeemed

Vanation of nghts

The nghts attached to any cfass of shares may be varied with the
consent In wniing of hokders of 75% of the shares of that class or on the
adoption of an extracrdinary resolution passed a1 a separate meeting of
the holders of the shares of that class At every such separate mesting,
all of the provisiens of the Articles of Association redating to proceedings
at a general meeting apply, except that the quorum with respect to a
meetng to change ihe nghts attached 1o the preference shares is 10%
or more of the shares of that class, and the quorum to change the nghts
attached to the ordinary shares i1s one third or more of the shares of that
class

Shareholders’ meetings and notices
Shareholders must provide BP with a postal or electronic address it the
UK in order to be entitled to receive notice of sharehelders' meetings In
certain circumstances BP may give notices to shareholders by
adverisement In UK newspapers Holders of BP ADSs are entriled to
recewve notices under the terms of the deposit agreement relating to BP
ADSs The substance and timing of notices ts described above under the
heading Voting Rights

Under the Articles of Association, the AGM of shareholders will be
held within 15 months after the preceding AGM  All other general
meetings of shareholders shall be called extraordinary general meetings
and all general meetings shall be hetd at a ttme and place determined by
the directors wiathin the UK If any shareholders’ meeting 1s adjourned for
lack of quorum, notice of the time and place of the meeting may be
grven in any lawiul manner, including electrorically Powers exst for
action to be taken either before or at the meeting by authonzed oflicers
to ensure 1ts orderly conduct and safety of those attending

Limitations on voting and shareholding

There are no imitations imposed by English law or the company s
Memorandum or Articles of Association on the night of non-residents of
foreign persons 1o hoid or vote the company s ordinary shares or ADSs,
other than hmitations that would generally apply to all of the
shareholders

Disclosure of interests in shares

The UK Comparnies Act permits a public company, on written notice to
require any person whom the company believes to be or at any time
dunng the previous three years pnor to the issue of the notice to have

been interested in 1ts voting shares, 1o disclose certain information with
respect to those interests Fadure to supply the information required may
lead to disenfranchisermnent of the relevant shares and a prohibition on
their transfer and receipt of dividends and other payments in respect of
those shares In this context the term interest’ 1s widely defined and will
generally include an interest of any kind whatsoever 1n voting shares,
including any interest of a holder of BP ADSs

Exchange controls

There are currently no UK foreign exchange controls or restrictions on
remittances of dvidends on the ordinary shares or on the conduct of the
company 5 operations

There are no imitations, erther under the laws of the UK or under the
company's Articles of Association restricting the nght of non-resident or
foreign awners to hold or vete BP ordinary or preference shares in the
company

Taxation

This section describes the rmatenal US federal income tax and UK
taxation consequences of owning ordinary shares or ADSs to a US holder
who holds the ordinary shares or ADSs as capital assets for tax
purposes It does not apply, however, to members of special classes of
holders subject to spectal rules and holders that, directly or indirectly,
hold 10% or more cof the company s voting stock

A US holder 1s any beneficial owner of ordinary shares or ADSs that 1s
for US fedearal income tax purposes (1) a citizen or resident of she US, (i) a
US domestic corporation, (i) an estate whose income 1s subject to US
federal income taxation regardless of its source, or (v} a trust if a US
court can exercise pnmary supenvision over the trust s administration and
onge or more US persons are authorized to control all substantial
decisions of the trust

This section 1s based on the Internal Revenue Code of 1986, as
amended, its legistative history, existing and proposed regulations
thereunder published rufings and court decisions and the taxation laws
of the UK, all as currently in effect, as well as the income tax convention
between the US and the UK that entered into force on 31 March 2003
{the Treaty) These laws are subject to change possibly on a retroactive
basis This section 1s further based n part on the representations of the
Depositary and assumes that each obligation in the Deposit Agreement
and any related agreement will be performed 1n accordance with its
terms

For purposes of the Treaty and the estate and gift tax Convention (the
'Estate Tax Convention’} and for US federal income tax and UK taxatron
purposes, a holder of ADRs evidencing ADSs will be treated as the
owner of the company’s ordinary shares represented by those ADRs
Exchanges of ordinary shares for ADRs and ADRs for ordinary shares
generaily will not be subject to US federal income tax or to UK taxation
other than stamp duty or stamp duty reserve tax as described below

Investors should consult their own tax adviser regarding the US
tederal, state and local, the UK and other tax consequences of owning
and disposing of ordinary shares and ADSs in ther particular
orcumstances, and in particular whether they are eligible for the benefits
of the Treaty

Taxation of dividends

UK taxation

Under current UK taxation law no withholding tax will be deducted from
dimvidends pard by the company, including dvidends paid to US holders A
shareholder that 1s a company resident for tax purposes in the UK
generally will not be taxable on a dwvidend it receves from the company
A shareholder who s an indmdual resident for tax purposes in the UKis
entitled to a tax ¢redit on cash dividends paid on ordinary shares or ADSs
of the company equal to one-ninth of the cash dvidend
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US federal Income 1axation
A US holder 1s subject to US federal income 1axation on the gross
arnount of any dividend paid by the company out of 1ts current or
accumulated earmings and profits {as determined for US tederal income
tax purposest Dividends paid to a non-corporate US holder in 1axable
years beqinning before 1 January 2011 that constitute quahfied dwidend
income will be taxable to the holder at a maximum tax rate of 15%,
provided that the holder has a holding penod in the ordinary shares or
ADSs of more than 60 days during the 121-day period beginning 60 days
befere the ex-dwvidend date and meets other holding period
requirements Dividends paid by the company with respect 1o the shares
or ADSs will generally be qualified dividend income

As noted above in UK taxation, a US holder will not be subject to UK
withholding tax A US holder wall include in gross income for US federal
income tax purposes the amount of the dividend actually recerved from
the company and the receipt of a dvidend wall not entitte the US holder
to a foreign tax credit

For US federal income tax purposes, a dividend must be included in
incorme when the US holder, in the case of ordinary shares, or the
Depositary, in the case of ADSs actually or constructively receves the
dmvidend, and will not be eligible for the dividendsreceved deduction
generally allowed to US corperatiens in respect of dvadends received
from other US corperations  Dividends will be income from sources
outside the US, and generally will be passive categery income’ ar, n the
case of certain US holders, 'general category income,” each of which 1s
treated separately for purposes of computing the allowable foreign tax
credit

The amount of the dividend distnbution on the ordinary shares or
ADSs that 1s paid in pounds sterbng will be the US dollar value of the
pounds sterfing payments made, deterrmined at the spot pounds sterling/
US dotlar rate on the date the dwvidend distnbution 1s includible i incorne,
regardiess of whether the payment s in fact converted into US dollars
Generally any gain or loss resulting from currency exchange fluctuations
dunng the period from the date the pounds sterling dwvidend payment Is
includible in income to the date the payment 1s converted into US dollars
will be treated as ordinary iIncome or loss and will not be ehigible for the
15% tax rate on qualified dividend income The gain or loss generally will
be income or loss from sources within the US for foreign tax credit
lirnitation purposes

Distnbutions in excess of the company s earmings and profits as
determined for US federal iIncome tax purposes, will be treated as a
return of capital to the extent of the US holder’s basis i the ordinary
shares or ADSs and thereafter as capital gain, subject to taxation as
described in Taxation of capnal gains - US federal income taxation

Taxation of capital gains
UK taxation
A US holder may be liabte for both UK and US tax in respect of a gain on
the dispesal of ordinary shares or ADSs if the US holder 15 {1} 2 citrzen of
the US resident or ordinarily resident in the UK, (1} a US domestic
corporation resident in the UK by reason of its business being managed
or controfled in the UK or () a citizen of the US or a corporation that
carnes on a trade or profession or vocation in the UK through a branch or
agency o, in respect of corperations for accounting periods beginning an
or after 1 January 2003, through a permanent establishrment, and that
have used, held or acquired the ordinary shares or ADSs for the
purposes of such trade, profession or vocation of such branch agency or
permanent estabhshment However, such persons may be entitled to a
tax credit aganst their US federal income tax hability for the amount of
UK caprtal gains tax or UK corporation tax on chargeable gains (as the
case may be) that 1s paid in respect of such gain

Under the Treaty capital gains on dispositions of ordinary shares or
ADSs generally will be subject 1o tax only in the junsdiction of residence
of the relevant holder as determined under both the laws of the UK and
the US and as required by the terms ot the Treaty

Under the Treaty individuals who are residents of ether the UK or the
US and who have been residents of the other junsdiction (the US or the
UK as the case may bel at any time during the six years immediatety
preceding the relevant disposal of ordinary shares or ADSs may be

subject to tax with respect to captal gains ansing from a disposition of
ordinary shares or ADSs of the cormpany not only in the junisdiction of
which the holder 1s resident at the time of the dispesition but also in the
other jurisdiction

US federal income taxation
A US holder that sells or otherwase disposes of ordinary shares or ADSs
will recognize a capital gain or loss for US federal income tax purposes
equal to the difference between the US dollar valug of the amount
realized and the holder's tax basis, determuned in US dollars, in the
ordinary shares or ADSs Capital gain of a non-corporate US holder that 1s
recognized in taxable years beginning before 1 January 2011 15 generally
taxed at a maximum rate ¢f 15% f the holder's holding penod for such
ordinary shares or ADSs exceeds one year The gain or loss will generally
be income or loss from sources within the US for foreign tax credit
limitation purposes The deductibility of caprial losses 1s subject to
lirmitations

We do not believe that ordinary shares or ADSs will be treated as
stock of a passive forexgn investment company, or PFIC for US federal
Income tax purposes, but this conclusion 1s a factual determination that 1s
made annually and thus I1s subject to change If we are treated as a PFIC
unless a US holder elects to be taxed annually on a mark-to-mark basis
with respect to ordinary shares or ADSs, gain realized on the sale or
other disposition of ordinary shares or ADSs would in general not be
treated as capital gain Instead a US holder would be treated as if he or
she had realzed such gain and certan excess distrnibution’ ratably over
the holding penod for ordinary shares or ADSs and would be taxed at the
highest tax rate in efiect for each such year 10 which the gain was
allocated, in agddition to which an interest charge in respect of the tax
attributable 1o each such year would apply

Additional tax considerations

UK inhernance tax

The Estate Tax Convention apples to inhentance tax ADSs held by an
indmdual who 1s domiciled for the purposes of the Estate Tax
Convention 1n the US and 1s not for the purposes of the Estate Tax
Convention a national of the UK will not be subject to UK inherrtance tax
on the individual’s death or on transfer dunng the indwidual’s Iifetime
unless, ameng other things, the ADSs are part of the business property
of a permanent establishment situated in the UK used for the
performance of independent personal services In the exceptionat case
where ADSs are subject both to inheritance tax and to US federal gift or
estate tax the Estate Tax Convention generally provides for 1ax payable
in tha US to be credited against tax payable in the UK or for tax paid in
the UK to be credited against tax payable in the US, based on priority
rules set forth in the Estate Tax Convention

UK stamp duty and stamp duty reserve tax
The statements below relate 1o what 1s understood to be the current
practice of the UK Inland Revenue under existing law

Provided that the instrument of transfer 1s not executed in the UK and
remains at all imas outside the UK and the transfér does not retate to
any matter or thing done o to be done in the UK, no UK stamp duty 15
payable on the acquisition or transfer of ADSs Neither will an agreement
to transfer ADSs in the form of ADRs give nse to a hability to stamp duty
reserve 1ax

Purchases of ordinary shares, as opposed to ADSs, through the
CREST system of paperless share transfers will be subject to stamp duty
reserve tax at 0 5% The charge will arise as soon as there s an
agreement for the transfer of the shares (or, in the case of a conditional
agreement, when the condition 1s fulfilled) The stamp duty reserve tax
will apply to agreements 1o transfer ordinary shares evenif the
agreement 1s made outside the UK between two nonresidents
Purchases of ordinary shares outside the CREST system are subject
erther to stamp duty at a rate of 50 pence per £100 (or part), or stamp
duty reserve tax at 0 5% Stamp duty and stamp duty reserve tax are
generally the habulity of the purchaser A subsequent transfer of ordinary
shares to the Deposiary s nominee will give rise to further stamp duty at
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the rate of £1 50 per £100 {or part) or stamp duty reserve tax at the rate
of 1 5% of the value of the ardinary sharas at the tima of the transter

A transfer of the undertying ordinary shares to an ADR holder on
cancellation of the ADSs without transter of beneficial ownership walt
give rise to UK stamp duty at the rate of £5 per transfer

An ADR holder electing te receive ADSs instead of a cash dvidend will
be responsible for the stamp duty reserve tax due on 1ssue of shares to
the Depoesitary’s norminee and calculated at the rate of 1 5% on the 1ssue
pnce of the shares Current UK Inland Revenue practice i1s to calculate
the 1ssue pnce by reference to the total cash receipt 1o which a US
holder would have been entitled had the election {o receive ADSs instead
of a cash dwvidend not been made ADR holders efecting 1o receve ADSs
instead of the cash dvidend authorize the Depositary to sell sufficient
shares to cover this labiity

Documents on display

BP's Annual Report and Accounts 1S also avallable onhine at
wwawv bp com Shareholders may obtain a hard copy of BP s complete
audited financial statements free of charge, by contacting BP
Distrnibution Services at +44 {)870 241 3269 or through an e-mail
request addressed 1o bpdistnbutionservices@bp com, or BP s US
Shareholder Services office In Warrenwille, llinois at +1 800 638 5672 or
through an e-mait request addressed to shareholderus@bp com

The company 1s subject to the information reguiremenits of the US
Securnities Exchange Act of 1934 applicable 1o foreign private issuers In
accordance with these requirements, the company files its Annual
Report on Form 20-F and other related documents with the SEC it s
possible to read and copy documents that have been filad with the SEC
at the SEC's public reference room located at 100 F Street NE
Washington, DC 20549 US You may also call the SEC at
+1 B0O-SEC-0330 or log on to www sec gov In additon BP's SEC filings
are available 1o the public at the SEC s web site at www sec gov BP
discloses on its website at www bp com/NYSEcorporategovernancerules
significant ways {if any) in which its corporate governance practices differ
from those mandated for US companies under NYSE listing standards

Detalls of some of BP s other publications are listed on the inside back
caver
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Purchases of equity secunties by the issuer and affihated purchasers

The foliowing table provides details of ordinary shares repurchased

Total number of sharas

Maximum nurmber of

3 purchased as pant of sharas that may yet
Total number of Average prce pubhbcly announced be puichasad under
shares ° paxd per share programmes the programme®
2007
January 73,361,264 10 80 73,361,264
February 83,747,871 1052 83,747,871
March 80,807,070 1029 80,807,070
Apnl 74,516,902 113 74,516,902
May 52,957,411 1133 52,957,411
June 48,331,426 1150 48,331,426
Juty 50,630,000 1229 50,630,000
August 44,808,000 1108 44,808,000
September 32,815,000 1161 32,815,000
October 43,067,439 12 36 43,067,439
November 46,775,350 1234 46,776,350
December 31,331,795 1244 31,331,795
2008
January 41,187,000 11.26 41,187,000
February (to 19 February) 11,293,523 1077 11,293,523

® Al share purchases were open market transactons
B Al shares were repurchased for cancellation

EAL the AGM an 12 Apnl 2007 authonzation was grven 1o repurchase up to 1 95 billion orcinary shares in the penod to tha next AGM in 2008 or 11 July 2008, the latest date
by which an AGM must be held This authonzation 1s renewad annualy at the AGM

The tollowing table provides detatls of share purchases made by ESOP trusts

5

Totwal number of shares

Maximum number of

purchasad as par of shares that may yet
Total number ot Avarage price publicly announced be purchased under
shares purchased pad per shaie programmes® ha programme®
2007
January 77,553 1115
February 326,535 1075
March 194 1142
April 8,207 1156
May 5,181,599 1160
June 13,140 1137
July 3,507,928 1232
August - -
September - -
October - -
November - -
December 2,000,000 178
2008
January - -
February {to 19 February} 2,943,710 11.25

®No shares were repurchased pursuant to a pubhcly announced plan

of employee share schernes

Transactons represent the purchase of ordinary shares by ESOP trusts to satsfy future requirements



Called up share capital

Adrmumistration

Petails of the allotted, called up and fully paid share caprtal at
31 Decernber 2007 are set out In Financeal statements — Note 39 on
page 157

At the AGM on 12 April 2007, authonzaton was gven 1o the directors
to allot shares up to an aggregate nominal amount equal to $1 626 mallion
Authorrty was also grven to the directors to allot shares for cash and to
dispose of treasury shares, other than by way of nights 1ssue, upto a
maximum of $244 million without having to offer such shares to existing
shargholders These authonties are given for the penod until the next
AGM in 2008 or 11 July 2008, whichever I1s the earlier These authonties
are renewed annually at the AGM

Annuai general meeting

The 2008 AGM will be held on Thursday 17 April 2008at 1130 am at
ExCel London One Western Gateway, Royal Victoria Dock London
E16 1XL A separate notice convereng the meeting 1s distributed to
shareholders, which includes an explanation of the items of business
to be considered at the mesting

All resolutions of which notice has been given will be decided on a
potl

Ernst & Young LLP have expressed therr willingness to continue in
office as auditors and a resolution for therr reappointment 1s included in
Notice of BP Annual General Meeting 2048

By order of the board
Dawvid J Jackson .

Secretary | e

22 February 2008

If you have any quenes about the administration of shareholdings, such
as change of address, change of ownership dwvidend payments the
dridend reinvestment plan or the ADS direct access plan, or to change
the way you receive your company documents {such as the Anrual
Report and Accounts, Annual Review and Notce of Meeting) please
contact the BP Registrar or ADS Depositary

UK - Registrar’s Office

The BP Registrar, Equintt)

Aspect House, Spencer Road Lancing West Sussex BN9S 6DA
Tel +44 (01121 415 7085 Freephene in UK 0800 701107
Textphone 0871 384 2255 Fax +44 ()87t 384 2100

Please note that any numbers quoted with the prefix 0871 will be
charged at 8p per mnute from a BT landine Other network providers
costs may vary

US - ADS Depositary

JPMorgan Chase Bank

PO Box 358408 Pittsburgh, PA 15252-8408
Tel +1 201 680 6630

Tol-free in US and Canada +1 877 638 5672
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Statement of directors’ responsibilities in respect
of the consolidated financial statements

The directors are responsible for prepanng the Annual Report and the consohidated financial statements in accordance with gpplicable United Kingdom
law and International Financial Reporting Standards {IFRS} as adopted by the European Union

The direciors are required to prepare financial statements for each financial year that present faily the financial position of the group and the
financial performance and cash flows of the group for that perod In prepanng those financial statements, the directors are required to
Select suitable accounting policies and then apply them consistently
Present information, including accounting policies in a manner that provides relevant, reliable comparable and understandable information
Prowde addiional disclosure when comphance with the specific requrermnents of IFRS 1s insufficient to enable users to understand the impact of
particular transactions other events and conditions on the group s financtal position and financial performance
State that the company has complied with IFRS, subject to any matenal departures disclosed and explained in the financial statements
The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the financial position of the
group and enable them to ensure that the financizl statements comply with the Cornpanies Act 1985 and Article 4 of the |1AS Regulstion They are also
responsible for safeguarding the assets of the group and hence for taking reasonable steps for the prevention and detection of fraud and other
irregulariies

The directors confirm that they have complied with these requirements and having a reasonable expectation that the group has adequate resources
to continue in operational existence for the foreseeable future continue to adopt the going concern basis in preparng the financial statements

Having made the requisite enquines, so far as the directors are aware, there is no relevant audit information (as defined by Section 234ZA of the
Companies Act 1985} of which the group s auditors are unaware, and the directors have taken all the steps they ought to have taken to make
themselves aware of any relevant audit information and to establish that the group’s audntors are aware of that information




BP ANNUAL REPORT AND ACCOUNTS 2007 95

Independent auditor’s report to the members of BP pic

We have audrted the consolidated financial statements of BP pl ¢ for the year ended 31 December 2007 which comprnse the group income
statement, the group balance sheet the group cash flow statement, the group statement of recognized income and expense and the related notes 1
to 47 These consolidated financial statements have been prepared under the accounting policies set out therein

We have reported separately on the parent company financial statements of BP pl ¢ for the year ended 31 December 2007 and on the information
in the Directors Remuneration Report that 1s described as having been audned

This report 1s made solely to the company s members, as a body, 1n accerdance with Section 235 of the Companies Act 1985 Our audrt work has
been undertaken so that we might state to the company s members those matters we are required to state 1o them in an auditors’ report and for no
other purpose To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company s members as a body for our audit work for this report, or for the opinians we have formed

Respective responsibilities of directors and auditors

The directors are responsible for preparing the Annual Report and the consalidated financial statements 1n accordance with apphcable United Kingdom
law and International Financial Reporting Standards (IFRS) as adopted by the European Union as set out in the Statement of directors responsibiiities
in respect of the consoldated financial statements

Qur responsibility 15 to audit the consohidated financial statements in accordance with refevant legal and regulatory requirements and International
Standards on Auditing (UK and treland)

We report to you our opinion as 1o whether the consolidated financial statements give a true and fair view and whether the consolidated financiat
statements have been properly prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation We also report to you
whether in our opinion the information given in the directors report, including the business review 1s consistent with the financial statements

In addition we report to you If, In our opnion, we have not received all the iformation and explanations we require for cur audrt, or if information
specified by law regarding directors remuneration and other transactions 1s not disclosed

We review whether the BP board performance report reflects the company’s comphance with the nine provisions of the 2006 Combined Code
Principles of Good Governance and Code of Best Practice specified for our review by the Listing Rules of the Financial Services Authonty, and we
report if it does not We are not required to consider whether the board's statements on internal control cover all nsks and controls, or form an opinion
on the effecttveness of the group s corporate governance procedures or its nsk and control procedures

We read other information contained in the Annual Repart and consider whether 1t 1s consistent with the audited consolidated financial statements
The other information comprises the Addiional information for US reporting, the Supplementary information on oil and natural gas and the BP board
performance report We consider the implications for our report if we become aware of any apparent misstatements or material inconsistencies with
the consolidated financial statements QOur responsibilities do not extend to any other information

Basis of audit opinion
We conducted our audrt In accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board An audnt
includes exarmination, on a test basis of evidence relevant to the amounts and disclosures in the consolidated financial statements It also includes an
assessment of the significant estimates and judgements made by the directors in the preparation of the consolidated financsa! statements, and of
whether the accounting policies are appropnate to the group's circumstances consistently applhed and adequately disclosed

We planned and performed our audit so as 1o obtain all the mformation and explanations which we considered necessary 1n order to provide us with
sufficient evidence to give reasonable assurance that the consolidated financial statements are free from matenal risstatement, whether caused by
fraud or ether irregulanty or error In forming our opinion we also evaluated the overall adequacy of the presentation of information in the consolidated
financial statements

Opmion

In our opirion

- The consoldated financial statements give a true and fair view, in accordance with IFRS as adopted by the European Union, of the state of the
group's affairs as at 31 December 2007 and of its profit for the vear then ended

- The group financial statements have been properly prepared in accordanca with the Companies Act 1985 and Arucls 4 of the IAS Regulation

- The information given In the directors report 1s conssstent with the consolidated financial statements

Separate opinion in relation to IFRS as issued by the International Accounting Standards Board
As explained in Note 1 to the consolidated financial statements, the group, in addition to complying with its legal obligation to comply with IFRS as
adopted by the European Unien, has also complied with IFRS as 1ssued by the International Accounting Standards Board

I our opinion the consclidated financial statements give a true and far view in accordance with IFRS as 1ssued by the International Accounting
Sta s Boa f the 1313749 group’s affairs a}gt 31 Decermnber 2007 and of 1ts profit for the year then ended
Er

O
t & Young LLP
Registered audrtor
Lendon

22 February 2008
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Group iIncome statement

For the year ended 31 December s miion
Note 2007 2006 2005
Sales and other operating revenues 5 284,365 265906 239792
Earnings from jointly controlled entities - after interest and tax 3,135 3,553 3083
Earnings from associates - after interest and tax 697 442 460
Interest and other revenues 6 754 70 613
Total revenues 288,951 270,602 243948
Gans on sale of businesses and fixed assets 7 2,487 3,714 1538
Total revenues and other income 291438 274316 245486
Purchases 200,766 187183 163,026
Production and manufactunng expenses 25915 23793 21,092
Production and simifar taxes 8 4,013 3.621 3moe
Depreciation depletien and amortization 9 10,5679 5128 8N
Impairment and losses on sale of businesses and fixed assets 10 1,679 549 468
Exploration expense 16 756 1,045 664
Distrbution and administration expenses 12 153N 14,447 13 706
Fair value {gain} loss on embedded dervatives 34 7 (608) 2,047
Protit bafore interest and taxattion from continuing cperations 32,352 35,158 32682
Finance costs ' 18 1110 718 616
Oihar finance [income) expensa 19 (369) 202) 145
Profit before taxation from continuing operations 3.6Mm 34,642 31,971
Texdlon oo .. ... _a2 1233 9473
Profit from gontinuing cperations 21,169 22,311 22 448
Profit {loss) from Innovene operations 3 - {29) 184
Profit for the year 21,169 22 286 22632
Attributable to
BP sharehelders 20,845 22,000 22,341
Minonty interest 324 286 291
21,169 22,286 22632
Earnings per share — cents
Profit for the year attnbutable to BP shareholders
Basic 22 108.76 109 84 10574
Diduted 22 107 84 109 00 104 52
Profit from continuing eperaticns attnbutable to BP shareholders
Basic 108.76 100 97 104 87
Diluted 107 84 10912 103 66
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Group balance sheet

At 31 December $ mdlon
Nate 2007 2006
Non-current assets
Property, plant and equipment 23 97,989 S0 999
Goodwill 24 11,006 10780
Iniangible assets 25 6,652 5,246
Investments in jointly controlled entities 26 18,113 15,074
Investments In associates 27 4,579 5975
Qther snvestments 29 1,830 1 697
Fixed assets 140,169 129771
Loans 999 817
Qther recevables 31 968 862
Dervative financial instruments 34 3,741 3025
Prepayments 1,083 1034
Defined benefit pension plan surplus 38 8,914 6753
155,874 142 262
Current assets
Loans 165 14
inventones 20 26,554 18915
Trade and other receivables kil 38,020 38692
Derivative financial iInstruments 34 6321 10373
Prepayments 3.589 3006
Current tax recevable 705 544
Cash and cash equivalents 32 3,562 2 590
78,916 74 261
Assets classified as held for sale 3 1,286 1078
- 80202 75333
Total assets 236076 217601
Current liabilities
Trade and other payables 33 43,152 42 236
Dervative financial instruments 34 6,405 9424
Accruals 6,640 6147
Finance debt 35 15,3%4 12,524
Current 1ax payable 3282 2,835
Provisions 37 2,195 1,932
771,068 75 298
Liabihties directly associated with the assets classified as held for sale 3 163 54
2N 75 352
Non-current habilites
Other payables 33 1251 1430
Derivative financial instruments 34 5,002 4203
Accruals 959 961
Finance debt 35 15,651 11 086
Deterred 1ax labilities 20 19,215 18,116
Provisions 37 12,500 11112
Defined benetnt pension plan and other post-retirement benefit plan deficits 38 9,215 9276
64,193 56 784
Total liabilities 141,424 132,136
Net assets 94,652 B85 465
Equity
Share caprtat 39 5,237 5 385
Reserves 88,453 79 239
BP shareholders equity 40 93,690 84624
Minority interest 40 962 841
Total equity 40 94,652 85,465

P D Sutherland Chairman
Dr A B Hayward Group Chief Executive

=
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Group cash flow statement

For the year ended 31 December

£ million
Mota 2007 2006 2005
Operating activities
Profit before taxation from continuing operations 31,611 34642 31,921
Adjustments to reconcile profit before taxation to net cash providec by operating activities
Exploration expendriure written off 16 347 624 305
Depreciation, depletion and amortization 9 10,679 9128 8771
Impatrment and (gain} loss on sale of businesses and fixed assets 7,10 [808) (3,165) 1,070}
Earnings from jointly controlled entities and associates (3.832) (3 995) 13,543}
Dvdends recerved from jointly controlled entities and associates 2,473 4495 2833
Interest recevable [489) 473) 479)
Interest receved 500 500 401
Finance costs 18 1,110 718 616
Interest pait (1.363) (1242) (1,127
Cther finance income) expense 19 [369) (202) 145
Share-based payments 420 416 278
Net oparatng charge tor pensions and other post-retirement benefits, tess contributions
and benefit payments for unfunded plans [404) (261) (435)
Net charge for provisions, less payments {92} 340 600
(Increase) decrease In nventones [7.255) 995 (6 638}
(Increase) decrease In other current and non-current assets 5210 3,598 (16427
Increase [decrease) In other current and non-current habilities (3.857) az211) 18,628
Income taxes paid L L o __ 80720 (13733)  (9028)
Net cash provided by operating activities of continuing operations 24,709 28172 25751
Net cash provided by operating activities of Innovene operations 3 - - 970
Net cash provided by operating actvities Ll _.aagee 28072 26721
Investing activities
Capital expenditures 112830 (151258 (12281)
Acquisitions, net of cash acquired {1,225) {229) (80)
Investment in jointly controlled entities [428) 37) (186)
lnvestment 1n associates [t87) (570) 819
Proceeds from disposal of fixed assets 4 1.74% 5963 2803
Proceeds from disposal of businesses, net of cash disposed 4 2518 291 8397
Proceeds from loan repayments 192 189 123
Other ... 3 - 93
Net cash used In invesung activiies {14,837) {9,518) 11,729
Financing activities
Net repurchase of shares (7.113) (15151 1315
Praceeds from long-term financing 8,109 3831 2475
Repayments of long-term financing [3,192) {3 655) (4 820)
Net increase {decrease) in short-{erm debt 1,494 3873 (1 457)
Dwidends paid
B8P shareholders 21 (8,106) 7 686) (7 358)
. Mwontywnterest oo e e3 827
Net cash used in financing activiiies [9.035) (19071)  (23,303)
Currency translation differences relating to ¢ash and cash equivalents 135 47 {88}
Increase (decrease) in cash and cash equivalents 872 (370} 1601
Cash and cash equivalents at beginning of year 2,590 2 960 1359
Cash and cash equivalents at end of year 3,562 2,590 2 960
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Group statement of recognized income and expense

For the year ended 31 December s miken
Note 2007 2006 2005
Currency transtation differences 1,887 2025 2 502)
Exchange gain on translation of foreign operations transfered to gan or loss on sale of
businesses and fixed assets {147) - (315}
Actuanal gain relating to pensions and other post-retirement benefits 1,717 2,615 975
Avallable-for-sale investments marked to market 200 561 322
Available-for-sale investments — recycled to the income statement {o1) (695) (60
Cash flow hedges marked to market 155 413 212)
Cash flow hedges - recycled to the income statement {74} (a3} 36
Cash flow hedges - recycled to the balance sheet {40} {6) -
Tax on currency translation differences 139 20M 11
Tax on exchange gain on translation of foreign operations transferred to gamn or loss on sale of
businesses and fixed assets - - 95
Tax on actuanal gain relating t¢ pensions and other post-retirement benefiis (427} (820} {3561
Tax on avallable-for-sale investments {14} 108 172)
Tax on cash flow hedges 26 47 63
Tax on share-based payments 213 26 =
Net income lexpense) recognized directly in equity 3,544 3 886 2 015}
Profit for the year L L 21,169 22 286 22 632
Total recognized income and expense for the year 24,713 26172 20,617
Attributable to
BP sharehciders 24,365 25837 20,326
Minornty interest _ 348 335 291
24,M3 26172 20617
Etfect of change in accounting policy — adoption of |1AS 32 and |AS 39 on 1 January 2005
BP sharehelders 1 - - (243}

Minornty interest

(243
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Notes on financial statements

1 Significant accounting policies

Authorization of financial statements and statement of comphance with International Financial Reporting Standards

The consolidated financial statements of the BP group for the year ended 31 December 2007 were autherized for issue by the board of directors on
22 February 2008 and the balance sheet was signed on the board s behalf by P D Sutherland and Dr A B Hayward BP pl ¢ s a public hmrted
company incorporated and domiciied in England and Wales The company s ordinary shares are traded on the London Stock Exchange The
consohdated financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) as 1ssued by the
International Accounting Standards Board (tASB), IFRS as adopted by the European Union {EU} and in accordance with the prowisions of the
Companies Act 1985 IFRS as adopted by the EU ditfers in certain respects from IFRS as 1ssued by the IASB, however, the differences have no
impact on the group's consolidated financtal statements for the years presented The significant accounting policies of the group are set out below

Basis of preparation
The consolidated financial statements have been prepared in accordance with IFRS and International Financial Reporting Interpretations Commuittee
{IFRIC) interpretations 1ssued and effective for the year ended 31 December 2007, orissued and early adopted

In prepanng the consolidated financial staternents for the current year, the group has adopted the following new IFRS, amendment to IFRS and
JFRIC interpretations
- IFRS 7 Financial Instruments Disclosures’
-~ Amendment to IAS 1 'Presentation of Financial Statements - Capital Disclosures
- IFRIC 10 ‘Intenm Financial Reporting and Impairment
— IFRIC 11 IFRS 2 — Group and Treasury Share Transactions’

Further information regarding the iImpact of adoption s given below

The accounting policies that follow have been consistently applied to all years presented with the exception of those relating to financial instruments
under IAS 32 Financial Instruments Presentation {IAS 32} and 1AS 39 Financial Instruments Recognition and Measurement {IAS 39} which have
been apphied with effect from 1 January 2005 The standards m force at the time of BP s first time adoption of IFRS in 2005 were apphed
retrospectively to 1 January 2003, BP s date of transition to IFRS However, BP elected to take advantage of the exemption allowing comparative
information on financial Instruments te be prepared in accordance with the group s previcus accounting policies under UK generally accepted
accounting practice (UK GAAP) The effect on sharehaolders’ equity of this change on 1 January 2005 1s shown 1n the group statement of recognized
income and expense and related mainly 10 all dervative financial instruments being brought on to the group balance sheet at farr value and avaslable-
for-sale investments being measured at fair value rather than at cost

The consolidated financial statements are presented in US dollars and all values are rounded to the nearest million dollars (§ million) except where
otherwise indicated

For further information regarding the key judgements and estimates made by management in applying the group’s accounting policies refer to
Crucal accounting policies on pages 57 to 58 which farms part of these financial statements

Basis of consolidation

The group financial statements consolidate the financial statements of BP pl ¢ and the entities it controls (its subsidianes) drawn up to 31 December
each year Control comprises the power to govern the financial and operating policies of the investee so as to obtain benefit from its activities and I1s
achieved through direct and indirect ownership of voting rights, currently exercisable or convertible potential voting nghts, or by way of contractual
agreement Subsidianes are consolidated from the date of their acquisition, being the date on which the group obtatns control, and continue to be
consolidated until the date that such control ceases The financial statements of subsidianies are prepared for the same reporung year as the parent
company, using consistent accounting policies Al intercompany balances and transactions including unrealized profits ansing from intragroup
transactions have been elminated in full Unrealized losses are eliminated unless the transaction provides evidence of an impairment of the asset
transferred Minority snterests represent the portion of profit or loss and net assets in subsidiaries that s not held by the group

Interests In joint ventures
A Joint venture 1s a contractual arrangement whereby two or more parties (venturers) undertake an economic activity that 1s subject to joint control
Joint control exists only when the strategic financial and operating dectsions relating to the actmity requere the unamimous consent of the venturers
A jointly controlled entity s a joint venture that mvolves the establshment of a company, partnership or other entity 1o engage 1n economic activity that
the group jointly controls wath its fellow venturers

The results, assets and hiabilities of a jointly controlled entity are incorporated in these financial statements using the equity methed of accouning
Under the equity methed, the investment in a jointly controlled entity 1s carned in the ba'ance sheet at cost, plus post-acquisition changes n the
group's share of net assets of the jointly controlled entity less distributions received and less any impairment 1n value of the investment Loans
advanced to jointly controlled entities are also included in the investment on the group balance sheet The group income statement reftects the
group s share of the results after tax of the jointly controlled entity The group statement of recognized iIncome and expense reflects the group’s share
of any income and expense recognized by the jointly controlled entrty outside profit and loss

Financial statements of jointty controfled entites are prepared for the same reporting year as the group Where necessary, adjustments are made to
those financial statements to bring the accounting policies used into line with thase of the group

Unrealized gains on transactions between the group and its jointly controlled entities are eliminated 1o the extent of the group s interest in the jomntly
controlled entities Unreahzed losses are also eliminated unless the transaction provides evidence of an imparrment of the asset transferred

The group assesses investments in jointly controlled entities for impairment whenever events or changes in crcumstances indicate that the carrying
value may not be recoverable |f any such indication of impairment exists, the carrying amount of the investment 15 compared with 1is recoverable
ameunt, being the higher of 1ts fair value less costs to sell and value in use Where the carrying amount exceeds the recoverable amount, the
investment 1s written down to i1s recoverable amount




BP ANNUAL REPORT AND ACCOUNTS 2007 10

1 Significant accounting policies continued

The group ceases to use the equity method of accounting on the date from which 1t no longer has joint control aver, or significant influence In the
Jaint venture, or when the interest becomes held for sale

Certain of the group’s activities, particularly in the Exploration and Production segment, are conducted through joint ventures where the venturers
have a direct cwnership imterest in and jointly control the assets of the venture The income, expenses, assets and habilities of these jointly controlled
assets are included in the consolidated financial statements in proportion te the group s interest

Interests in associates
An asscoiate 1s an entity over which the group 1s in a posttion to exercise signdicant influence through participation in the financial and operating policy
decisions of the investee but that 1s not a subsidiary or a jaintly controlled entity

The results assets and liabilities of an associate are incorperated in these financial statements using the equity method of aceounting as described
above for jointly controlled entities

Foreign currency translation
Functional currency 1s the currengy of the pnimary ecanomic environment in which an entity operates and 1s normally the currency in which the entity
pnmarily generates and expends cash

in indmidual companies, transactions in foreign currencies are tnitially recorded in the functional currency by applytng the rate of exchange ruling at
the date of the transaction Monetary assets and habilities denominated in foreign currencies are retranslated into the functional currency at the rate of
exchange ruling at the balance sheet date Any resulting exchange differences are included in the income statement Non-monetary assets and
liabilities that are measured at histencal cost and denominated in a foreign curfency are translated into the functional currency using the rates of
exchange as at the dates of the initial transactions Non-monetary assets and habiities measured at fair value in s foreign currency are translated into
the functioral currency using the rate of exchange at the date the farr value was determined

In the conschidated financial staternents, the assets and labilities of non-US dollar functional currency subsidianes, jeintly controlled entiies and
associates including related goodwill, are translated into US dollars at the rate of exchange ruling at the balance sheet date The results and cash
flows of nen-US dollar functional currency subsidiartes, jointly contrelled entities and associates are translated inte US dollars using average rates of
exchange Exchange adjustments ansing when the ocpening net assets and the praofits for the year retained by non-US dollar functional currency
subsidianes jointly controlled entimes and assoctates are translated into US dollars are taken to a separate compenent of equity and reported in the
statement of recognized income and expense Exchange gains and Iesses ansing on long-term intragroup foreign currency borrowings used 1o
finance the group’s non-US dollar investments are also taken to equity On disposal of a non-US dollar functional currency subsidiary jomntly controlled
entity or associate, the deterred cumulative amount recognized in equity relating te that particular non-US dollar operation s recognized in the
income statement

Business combinations and goodwill
Business combinations are accounted for using the purchase method of accounting The cost of an acquisiion 1s measured as the cash paid and the
tair value of other assets given, equity instruments 1ssued and labiliies incurred or assumed at the date of exchange, plus costs directly attnbutable to
the acquisitien The acquired identifiable assets, kabilities and contingent liabilities are measured at their far values at the date of acquisition Any
excess of the cost of acquisition over the net farr value of the identifiable assets labihttes and contingent liabiities acguired 15 recognized as goodwill
Any deficiency of the cost of acquisition below the farr values of the identifiable net assets acgured {1 € discount on acquisition) 15 credited to the
income statement in the penod of acquisiion Where the group does not acquire 100% ownership of the acquired company, the interest of minority
shareholders 1s stated a1 the minority's proportion of the fair values of the assets and lisbiliies recognized Subsequently, any losses applicable to the
minonty shareholders in excess of the minonty interest on the group balance sheet are allocated against the interests of the parent

At the acquisition date, any goodwill acquired 1s allocated to each of the cash-generating units expected to benefit from the combination’s
synergies For this purpose cash-generating units are set at one level below a business segment

Following initial recognihion, goodwill 1s measured at cost less any accumulated impairment losses Goodwill i1s reviewed for impairment annually or
more frequently 1f events or changes in circumstances indicate that the carrying value may be impared

Impairment 1s determuned by assessing the recoverable amount of the cash-generating unit to which the goodwiil relates Vhere the recoverable
amount of the cash-generating unit 1s less than the carrying amount an impairment loss 18 recognized

Goodwill ansing on business combinations prior to 1 January 2003 1s stated at the previous carrying amount under UK generally accepted
accounting practice

Goodwill may also anse upon investments injointly controlled entities and associates, being the surplus of the cost of iInvestment over the group s
share of the net farr value of the identifiable assets Such goodwill 1s recorded wathin investments in jointly controlled entities and associates, and any
impairment of the goodwill 1s included within the earnings from jointly controlled entities and associates

Non-current assets held for sale
Non-current assets and disposal groups classified as held for sale are measured at the lower of carrying amount and fair value less costs 1o sell
Non-current assats and disposal groups are classifiad as held for sale if their carrying amounts will be recoverad through a sale transaction rather
than through continuing use This condition 1s regarded as met only when the sale 1s highly probable and the asset or disposal group 1s available for
immediate sale in i1s present condition Management must be committed to the sale, which should be expected to qualify for recognition as a
completed sale within one year from the date cf classiication
Property, plant and eguipment and intangible assets once classified as held for sale are not depreciated

Intangible assets

Intangible assets are stated at the amount instially recognized less accumutated amortization and accumulated 1mpairment losses Intangible assets

include expenditure on the exploration for and evaluation of ol and natural gas resources, computer software, patents, hcences and trademarks
Intangitle assets acquired separately from a husiness are carried initially at cost The initial cost 1s 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 1s measured at fair value at the date

of acquisiion and 1s recogrized separately from goodwill if the asset 1s separable or anses from cantractual or other legal nghts and ts fair value can

be measured rehably
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1 Significant accounting policies continued

Intangible assets with a finite We are amortized on a straght-line basis over their expected useful ives For patents, licences and trademarks,
expected useful life 1s the shorter of the duration of the legal agreement and economic useful Iife, which can range from three to 15 years Computer
software costs have a useful life of three to five years

The expected useful ives of assets are reviewed on an annual basis and, If necessary changes In useful lives are accounted for prospectively

The carrying value of intangible assets 1s reviewed for impairment whenever events or changes in circumstances indicate the carrying value may
not be recoverable

Ol and natural gas exploration and development expenditure
Chl and natural gas exploration and development expenditure 1s accounted for using the successfut efforts method of accounting

Licence and property acquisition costs

Exploration licence and leasehold property acquisition costs are capitalized within intangible fixed assets and amortized an a straight-ine basis over the
estimated period of exploration Each property 1s reviewed en an annual basis to confirm that dnlling activity 1s plenned and 1t 1s not impaired If no
future activity 15 planned, the remaining balance of the hcence and property acquisition costs i1s written off Upon determination of economically
recoverable reserves [ proved reserves or commercial reserves ), amortization ceases and the remaining costs are aggregated with exploration
expenditure and held on a field-by-field basis as proved properties awarting approval within ather intangible assets When development 1s approved
internally the relevant expenditure 15 transferred to property plant and equipment

Exploration expenditure

Geological and geophysical exploration costs are charged against income as incurred Costs directly associated with an exploration welk are caprtalized
as an intangible asset until the drlling of the well 1s complete and the results have been evaluated These costs include smployee remuneration,
materials and fuel used ng costs delay rentals and payments made 1o contractors If hydrocarbons are not found, the exploration expenditure (S
written off as a dry hole |f hydrocarbons are found and, subject to further appraisal activity, which may include the driling of further wells lexploration
or exploratory-type stratigraphic test wells}, are likely to be capable of commercial development, the costs continue to be carned as an asset All such
carred costs are subject to technical, commercial and management review at least ence a year te confirm the continued intent to develop or
ctherwise extract value from the discovery When this is no longer the case, the costs are wntten off When proved reserves of oll and natural gas are
determined and development ss sanctioned, the relevant expenditure 15 transierred to property plant and equipment

Development expenditure

Expenditure on the construction, installation or completion of infrastructure facimies such as platforms, pipelines and the drilling of development wells
including unsuccessful development or delineation wells, I1s capitalized within property, plant and equipment and 1s depreciated from the
commencement of production as described below in the accounting policy for Property plant and equipment

Property, plant and equipment
Property, plant and equipment 1s stated at cost, less accumulated depreciation and accurnulated impairment losses

The initial cost of an asset comprises its purchase pnce or constructicn cost, any costs directly attrnbutable to bringing the asset into operation, the
inbal estimate of any decommissioning abligation, if any, and, for qualifying assets, borrowing costs The purchase price or construction cost Is the
aggregate amount paid and the fair value of any other consideration given to acgquire the asset The capitalized value of a finance lease 1s also included
within property, plant and equipment

Exchanges of assets are measured at farr value unless the exchange transaction lacks commercial substance or the farr value of nerther the asset
received nor the asset given up is reliably measurable The cost of the acquired asset is measured at the fair vaiue of the asset given up unless the
fair value of the asset received s more clearly evident Where fair value 1s not used, the cost of the acquired asset 1s measured at the carrying amount
of the amount given up The gain or loss on derecognition of the asset given up 1S recognized in profit or loss

Expenditure on majer maintenance refits or repairs compnses the cost of replacement assets or parts of assets, inspection costs and overhaul
costs Whare an asset or part of an asset that was separately depreciated Is replaced and it is probable that future economtc benet:its associated with
the item will flow to the group, the expendrture is capitalized and the carrying amount of the replaced asset 1s derecognized Inspection costs
associated with major mantenance programmes are capitalized and amortized over the penod to the next inspection Overhaul costs for major
maintenance pregrammes are expensed as incurred All other maintenance costs are expensed as incurred

Oil and natural gas properties, including related ppelings are depreciated using a unit-of-production method The cost of producing wells ts
amartized over proved developed reserves Licence acquisition, field development and future decommussioning costs are amortized over total proved
reserves The unit-of-production rate for the amortization of field development costs takes into account expenditures incurred to date, together with
approved future development expenditure required to develop reserves

Other property plant and equipment 1s depreciated on a straight-ine basis over 1ts expected useful life

The useful Ives of the group's other property plant and equipment are as follows

Land improvements 15 to 25 years
Buildings 20 to 50 years
Refinenes 20 to 30 years
Petrochemicals plants 20 to 30 years
Pipelines 10 to 50 years
Service stations 15 years
Office equipment 3107 years

Fixtures and firtings 510 15 years
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1 Significant accounting policies continued

The expected useful lives of property plant and equipment are reviewed on an annual basis and if necessary, changes in useful Iives are accounted
for prospectvely

The carrying value of property, plamt and equipment ts reviewed for impairment whenever events or changes In circumstances indicate the carrying
value may not be recoverable

Anitem of property, plant and equipment 1s derecognized upon disposal or when no future economic benefits are expected to anse from the
continued use of the asset Any gain or loss ansing on derecognrtion of the asset (calculated as the difference between the net disposal proceeds and
the cariytng amount of the tem} s included in the iIncome statement in the penod the item 1s derecognized

Impairment of intangible assets and property, plant and equipment
The group assesses assets or groups of assets for impairment whenever events or changes in circumstances indicate that the carmnng value of an
asset may not be recoverable If any such indication of imparrment exists, the group makes an estimate of its recoverable amount Individual assets
are grouped for impairment assessment purposes at the lowest level at which there are wdentifiable cash flows that are Jargely ndependent of the
cash flows of other groups of assets An asset group s recoverable amount 15 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 1s considered imparired and 1S written down to its recoverable
amount In assessing value in use, the estimated tuture cash flows are adjusted for the nisks specific to the asset group and are discounted to ther
present value using a pre-tax discount rate that reflects cument market assessments of the time value of money

An assessment 15 made at each reporting date as to whether there (s any Indication that previously recogmzed impairment losses may no longer
exist or may have decreased H such indication exists, the recoverable amount 1s estimated A previously recognized impairment loss 1s reversed onty
if there has been a change i the estimates used to determine the asset’s recoverable amount since the last impairment loss was recogrized If that
15 the case, the carrying ameunt of the asset 1s Increased to 1ts recoverable amount That increased amount cannot exceed the carrying amount that
would have been determined net of deprecation, 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 1s adjusted in future perods to allocate the asset's rewised carrying amount, less any
residual value, on a systernatic basis over 1ts remaining useful hife

Financial assets
Financial assets are classified as loans and recervables, available-for-sale financial assets, financial assets at fair value through profit or loss, or as
dernivatives designated as hedging instruments in an effective hedge, as appropriate Financial assets include cash and cash equivalents, trade
recewvables, other receivables loans other investments, and dernvative financial instruments The group determines the classification of its financial
assets at intial recognition Financial assets are recognized inialty at fair value normally being the transacton prce plus, 1t the case of financial assets
not at farr value through profit or loss, directly attnbutable transaction costs .

The subsequent measurement of financial assets depends on therr classification, as follows

Loans and receivables

Loans and recevables are non-dervative financial assets with fixed or determinable payments that are not quoted in an active market Such assets are
carned at amortized cost using the effectve interest methed f the time value of money 1s significant Gains and losses are recognized In income when
the loans and receivables are derecognized or impared, as well as through the amortization process This catagory of financial assets includes trade
and other receivables

Available-for-sale financial assets
Available-for-sale financial assets are those non-dervative financial assets that are not classified as loans and recevables After initial recognitron,
avallable-for-sale financial assets are measured at far valug, with gains or losses recognized as a separate component of equity until the investment 1s
derecognized or untl the investrment 1s determined to be imparred, at which time the cumulative gain or loss previously reporied in equity 15 Included
in the income statement

The far value of quoted invesiments I1s determined by reterence to bid prices at the close of business on the balance sheet date Where there 1s no
active market, fair value 1s determined using valuation techniques Where fair value cannot be reliably estimated, assets are carmned at cost

Financial assets at fair vaiue through profit or loss
Denwatives, other than those designated as eifective hedging instrumenis, are classified as held for trading and are included in this category These
assels are carned on the balance sheet at far value with gains or losses recognized 1n the Income statement

Denvatives designated as hedging instruments in an effective hedge
Such dervatives are carrnied on the balance sheet at farr value, the treatment of gains and losses ansing from revaluation are described below in the
accounting policy for Denvative financial instruments and hedging activities

Impairment of financial assets
The group assesses at each balance sheet date whether a financial asset or group of financial assets 1s impaired

Loans and recavables

If there 15 ohjective ewidence that an impairment loss on loans and recevables carried at amoruzed cost has been incurred, the amount of the loss 1s
measured as the difference between the asset s carying amount and the present value of estimated future cash flows discounted at the financial
asset’s onginal etfective Interest rate The carrying amount of the asset 1s reduced, with the amount of the loss recogmized in profit or loss

Available-for-sale financial assets
If an avaitable-for-sale financial asset 1s impasred, an amount compnsing the difference between its cost (net of any pnncipal payment and amortizaton)
and 1ts far value 1s transferred from equrty to the income statement
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If there 15 objective evidence that an iImparment loss on an unquoted equity Instrument that 1s not carned at fair value because ns farr value cannot
be reliably measured has been incurred the amount of the loss 15 measured as the difference between the asset s carrying amount and the present
value of estimated future cash flows discounted at the current market rate of return for a similar financial asset

Financial assets are derecognized on sale or settlement

Inventories
Inventones, other than inventory hetd for trading purposes, are stated at the lower of cost and net realizable value Costis determined by the firstin
first-out method and comprises direct purchase costs, cost of production transportation and manufactunng expenses

Inventonies held for trading purposes are stated at fair value less costs to sell and any changes In net realizable value are recognized in the income
statement

Supplies are valued at cost to the group mainly using the averags method or net realizable value, whichever 1s the lower

Financial liabilities

Finaneial iabilities are classified as financial llabilmies at fair value through profit or loss, dervatives designated as hedging (nstruments in an eftective
hedge, or as financial llabdiies measured at amortized cost, as appropriate  Financial labilities include trade and other payables, accruals finance debt
and dervative financial instruments The group determines the classification of 118 financial liabilities at initial recognition The measurement of financial
liabilties depends on therr classification as follows

Financial habiiitias at fair value through profit or loss
Derwatives, other than those designated as effective hedging instruments, are classified as held for trading and are included in this category These
liabilities are carned on the balance sheet at fair value with gains or losses recognized in the income statement

Dervatives designated as hedging instruments in an effective hedge
Such denvatives are carred on the balance sheet at fair value, the treatment of gains and losses ansing from revaluation are described below in the
accounting policy for Denvative financial instruments and hedging activities

Financial habrities measured at amortized cost
All other financial labilmies are mitially recognized at fair value For interest-bearning loans and borrowings this 1s the fair value of the proceeds receved
net of 1ssue costs associated with the borrowing

After initial recognition, other financial labilmes are subsequently measured at amortized cost using the effective interest method Amortized cost 1s
calculated by taking into account any 1ssue costs, and any discount or premiurmn on settlement Gains and losses ansing on the repurchase, settlement
or cancellation of labilites are recognized respectively in interest and other revenues and finance costs

This category of financial labiliies includes trade and other payables and finance debt

Leases
Finance leases, which transfer to the group substanually all the nsks and benefits incidental to ownership of the Jeased item, are capitalized at the
commencement of the lease term at the fair value of the leased property or, If lower at the present value of the minmum lease payments Finance
charges are allocated to each penod so as to achieve a constant rate of interest on the remaining balance of the liability and are charged directly
against income

Caprtalized leased assets are depreciated over the shorter of the estimated usetul Iife of the asset or the lease term

Operating lease payments are recognized as an expense In the iIncome statement on a straight-ine basis over the lease term

Derivative financial instruments and hedging activities
The group uses dervative financial Instruments 1o manage certain exposures 10 fluctuasions in foreign cusrency exchange rates Interest rates and
commodity prices as well as for frading purposes Such derivative financial instruments are inmally recognized st far value on the date on which a
denvative contract is entered into and are subsequently remeasured at far value Dervatives are carried as assets when the tair value 1s positive and
as liabilities when the fair value 1s negative
Contracts to buy or sell a non-hinancial item that can be settied net in cash or another financial Instrument, or by exchanging financial instruments,
as if the contracts were financial Instruments, with the exception of contracts that were entered into and continue 10 be held for the purpose of the
receipt or delivery of a non-financial item n accordance with the group's expected purchase, sale or usage requirements, are accounted for as
financial Instruments
Gamns or losses ansing from changes in the far value of dernvatives that are not designated as effective hedging mnstruments are recognized in the
Income statament
For the purpose of hedge accounting, hedges are classified as
- Farr value hedges when hedging the exposure to changes in the farr value of a recognized asset or liability
— Cash flow hedges when hedging exposure to vanability in cash flows that Is esther attributable to a particular risk associated with a recognized
asset or liability or a highly probable forecast transaction
- Hedges of a net nvestment in a foreign operation
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At the inception of a hedge relationship the group formally designates and documents the hedge relationship for which the group wishes to clam
hedge accounting together with the risk management objective and strategy for undertaking the hedge The documentation includes identification of
the hedging instrurnent, the hedged item or transaction, the nature of the nsk being hedged, and how the entity will assess the hedging instrument
effectiveness in offsetting the exposure to changes in the hedged item s fair value or cash flows attnbutable to the hedged item Such hedges are
expected at inception 1o be highly effective in achieving offsetting changes in farr value or ¢ash flows

Hedges meeting the critena for hedge accounting are accounted for as follows

Fair value hedges
The change in fair value of a hedging dersvative 1s recognized in profit or loss The change in the farr value of the hedged item attributable to the nisk
being hedged 1s recorded as part of the carrying value of the hedged item and 15 also recognized in profit or loss

The group apphes far value hedge accounting for hedging fixed interest rate nsk on borrowings The gain or less relating to the effective portion
of the interest rate swap 1s recognized in the income statermnent within finance costs, offsetting the amortization of the interest on the underlying
borrowings

I the critena for hedge accounting are no fonger met, or if the group revokes the designation, the adjustment to the carrying amount of a hedged
item for which the effective interest rate method 1s used 1s amortized to profit or lass over the period to maturity

Cash fiow hedges
For cash flow hedges, the effective portion of the gain or loss on the hedging tnstrument 1s recognized directly in eqlty, while the ineffective portion
1s recognized in profit or loss Amounts taken to equity are transferred to the income statement when the hedged transaction affects profit or loss
The gain or loss relating to the effective portion of interest rate swaps hedging variable rate borrowsngs 1s recognized in the iIncome statement within
finance costs

Where the hedged rtem 15 the cost of a non-financial asset or Lability such as a forecast transaction for the purchase of property, plant and
equipment, the amounts taken 10 equity are transferred to the initizl carrying amount of the non-financial asset or hability

If the hedging tnstrument expires or Is sold, terminated or exercised without replacement or rollover or if its designation as a hedge 15 revoked
amounts previously recognized in equity remain in equity uniu the forecast transaction occurs and are transferred to the income statement or to the
itial carrying amount of a non-financial asset or hiability as above If a forecast transaction ss no longer expected to occur amounts previously
recognized In equity are transferred 1o proft or loss

Hedges of a net investment in a foreign operation

For hedges of a net investrment In a foreign operation, the effective portion of the gain or loss on the hedging instrument 1s recogrized directly in
equity, while the ineffective portion 1s recognized n profit ar loss Amounts taken 10 equity are transferred to the income statement when the foreign
operation 15 sold or parialty disposed

Embedded denvatives

Denvatives embedded in other financial iInstrurnents or other host contracts are treated as separate dervatives when their nsks and charactenstics
are not closely related 1o those of the host contract Contracts are assessed for embedded dervatves when the group becomes a party 1o them,
including at the date of a business combinaticn Embedded denvatives are measured at fair value at each balance sheet date Any gains or losses
ansing from changes in fair value are taken directly to profit or loss

Prowvisions and contingencies
Provisions are recognized when the group has a present cbligation (legal or constructive} as a result of a past event, 1t 1s probable that an outflow of
resources embodying economuc benefits will be required to settle the obligation and a reliable estimate can be made of the amount of the obligation
Where appropriate, the future cash flow estimates are adjusted to reflect nsks specific to the lability Where the group expects some or all of a
prowvision to be reimbursed for example, under an insurance contract, the reimbursement 1s recognized as a separate asset, but only when the
rembursement 1s virtually certain The expense relating to any provision 1s presented in the income statement net of any reimbursement

If the effect of the tme value of meney 1s matenal provisions are determined by discounting the expected future cash flows at a pre-tax rate that
reflects current market assessments of the time value of money Where discounting 1s used the increase in the provision due to the passage of time
15 recognized as other finance expense

A contingent liability 1s disclosed where the existence of an obligation will only be confirmed by future events or where the amount of the obligation
cannot be measured with reasonable reliability Contingent assets are not recegnized, but are disclosed where an inflow of economic benefits I1s
probable

Environmental expenditures and habilities
Environmental expenditures that relate to current or future revenues are expensed or capitalized as appropriate Expenditures that relate to an existing
condition caused by past opesations and do not contribute te current or future earnings are expensed

Liabities for environmental costs are recognized when environmental assessments or clean-ups are probable and the associated costs can be
reliably estimated Generally, the timing of recognition of these provisions concides with the commitment to a formal plan of action or if earlier, en
divestment or on closure of inactive sites

The amount recognized 1s the best estimate of the expenditure required Where the labihty will not be settled tor a number of years, the amount
recognized I1s the present value of the estimated future expenditure

Decommissioning

Liabilities for decommissioning costs are recognized when the group has an obligation to dismantle and remave a facility or an rtem of plant and to
restore the site on which 1t 15 located, and when a reliable estimate of that habiity can be made Where an obligation exists for a new lacilty, such as
ol and natural gas production or transportation faciities this will be on construction or instatlation An obligation for decommissioning may also
crystallize during the period of operation of a facility through a change in legislation or through a decision to terminate operations The amount
recognized 15 the present value of the estimated future expenditure determined in accordance with local condiions and requirements
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A corresponding item of property plant and equipment of an amount equivalent to the provision 15 also created This is subsequently depreciated as
part of the asset

Other than the unwinding discount on the provision, any change 1n the present value of the estimated expenditure 1s reflected as an adjustment to
the provision and the corresponding item of property, plant and equipment

Employee benefits

Wages, salanes, bonuses socal secunty contrbutions paid annual leave and sick leave are acerued in the penod in which the associated serwices are
rendered by employees of the group Deferred bonus arrangements that have a vesting date more than 12 months after the peniod end are valued on
an actuanal basis using the projected unit credit method and amortized on a straight-ine basis over the service period until the award vests The
accounting policy for pensions and other pestretirement benefits 1s described below

Share-based payments
Equity-settled transactions
The cost of equiy-settled transactions with employees 15 measured by reference to the fair value at the date at which equity instruments are granted
and 1s recognized as an expense aver the vesting period, which ends on the date on which the relevant employees become fully enutled to the award
Fair value 15 determined by using an appropniate valuation mode! In valuing equity-settled transactions, no account (s taken of any vesting conditions,
other than conditions hinked to the price of the shares of the company {market conditions)

No expense 1s recognized for awards that do not ultimately vest except for awards where vesting 15 conditional upon a market condstion, which are
treated as vesting trespective of whether or not the market condition i1s satisfied prowided that all other performance conditions are satisfied

At each balance sheet date before vesting the cumulative expense 1s calculated, representing the extent to which the vesting pencd has expired
and management s best estimate of the achievement or otherwise of non-market conditions and the number of equrty instruments that will ultimatety
vest or In the case of an instrument subject to a market condition, be treated as vesting as descnbed above The movement in cumulative expense
since the previous balance sheet date 1s recognized in the income statement, with a corresponding entry in equity

Where the terms of an equity-settled award are modified or a new award 1s designated as replacing a cancelled or settled award, the cost based on
the onginal award terms continues to be recogmized over the onginal vesting penod In addition, an expense 1s recognized over the remainder of the
new vesting pernod for the incremental fair value of any modification, based on the difference between the fair valus of the onginal award and the far
value of the modified award both as measured on the date of the modification No reduction 1s recogruzed if this difference 1s negative

Where an equity-settled award is cancelled 1t1s treated as if it had vested on the date of cancellation and any cost not yet recognized in the income
statement for the award 15 expensed immediately Any compensation paid up 1o the far value of the award at the cancellation or settlement date 1s
deducted from equity, with any excess over fair value being treated as an expense in the income statement

Cash-settled transactions

The cost of cash-settled transactions 1s measured at fair value using an appropriate option valuation model Farr value 1s established imtially at the grant
date and at each balance sheet date thereafter until the awards are settled Dunng the vesting peried, a habiity 1s recognized representing the product
of the fair value of the award and the portion of the vesting period expired as at the balance sheet date From the end of the vesting penod until
settlement, the kability represents the full fair vatue of the award as at the balance sheet date Changes in the carrying amount of the liability are
recognized n profit or lass for the period

Pensions and other post-retrement benefits
The cost of providing benefits under the defined benefit plans 1s determined separately for each plan using the projected unit credit methad, which
attributes entitlement to benetits to the current period (to determine current service ¢ost) and to the current and prios peneds {te determine the
present value of defined benefit obligation) Past service costs are recognized immediately when the company becomes committed to a change in
penston plan design When a settlement {ebminating all obhgations for benefits already accrued) or a curtallment (reducing future obligations as a resuit
of a matenal reduction In the scheme membership or a reduction in future entitlement) occurs the obligation and related plan assets are remeasured
using current actuaral assumptions and the resultant gain or loss IS recognized 1in the income statement dunng the peniod In which the settlement or
curtallment occurs

The interest element of the defined benefit cost represents the change In present value aof scheme obligations resulting frorm the passage of ume,
and 1s deterrmined by applying the discount rate to the opening present value of the benefit obligation, taking into account matenal changes in the
obligation dunng the year The expected return an plan assets 1s based on an assessment made at the beginning of the year of long-term market
returns on scheme assets, adjusted for the effect on the fair value of plan assets of contrbutions received and benefits pard during the year The
difference between the expected return on plan assets and the interest cost 1s recogmuized 1n the income statermnent as other finance income or
expense

Actuarial gains and losses are recogrized 1n full in the group statement of recognized inceme and expense in the peniod In which they oceur

The defined benefit pension asset or hability In the balance sheet comprises the total for each plan of the present value of the defined benefit
obligation {using a discount rate based on high guality corporate bonds), less the farr value of plan assets out of which the oblrgations are to be settled
drectly Fair value is based on market price information and In the case of quoted securities, 1s the published loid pnce

Contributions to defined contrnibution schames are recognized in the income statement n the period in which they become payable

Corporate taxes
Income tax expense represents the sum of the tax currently payable and deferred tax Interest and penalties relating to tax are also included In Income
tax expense

The tax currently payable is based on the taxable protits for the period Taxable profit differs from net profit as reported in the iIncome statement
because 1t excludes items of Income or expense that are taxable or deductible in other periods and 1t further excludes items that are never taxable or
deductible The group s hability for current tax 1s calculated using tax rates that have been enacted or substantively enacted by the balance sheet date
Any liability relating to unrecogmized tax benefits 1s included in current tax payable on the group balance sheet

Deferred tax 1s provided using the llabiity methed, on all temporary differences at the balance sheet date between the tax bases of assets and
liabilitres and therr carrying amounits for financial reporting purposes
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Deferred tax habilities are recognized for all taxable temporary differences
— Except where the deferred tax lability anses on goodwill that 15 not tax deductible or the nrial recogrition of an asset or liabibty 1n a transaction that
15 not a business combination and, at the time of the transaction, affects neither the accounting profit nor taxable profit or loss
~ Inrespect of taxable temporary differences associated with investments in subsidianes, jointly controlled entiies and associates, except where the
group 1s able o control the timing of the reversal of the temporary differences and it I1s probable that the temporary differences wall not reverse In
the foreseeable future
Deferred tax assets are recognized for all deductible temporary ditferences, carry-forward of unused tax assets and unused tax losses, to the extemt
that it 1s probable that taxable profit will be avallable against which the deductible temporary differences and the carry-forward of unused tax assets
and unused tax losses can be etihzed
- Except where the deferred income tax asset relatng to the deductible termporary difference anses from the imital recognition of an asset or lability
In a transaction that 1S not a business combination and, at the time of the transaction, affects neither the accounting profit nor taxable profit or loss
- Inrespect of deductible terporary differences associated with Investments in subsidianes, jointty controlled entities and associates, deferred tax
assets are only recogmzed to the extent that it 1s probable that the temporary differences will reverse in the foreseeable future and taxable proin
will be avallable agamst which the temporary differences can be utized
The carrying amount of deferred income tax assets Is reviewed at each balance sheet date and reduced to the extent that 1t i1s ne longer probable
that sufficient taxable profit will be available 1o allow all or part of the deferred income tax asset to be utilized
Deferred 1ax assets and labilities are measured at the tax rates that are expected to apply to the year when the asset 1s realized or the habihty 13
settled, based on tax rates land tax laws) that have been enacted or substantively enacted at the balance sheet date
Tax relating to items recognized directly in equity 1S recogrized in equity and not in the Income statement

Customs duties and sales taxes
Revenues, expenses and assets are recognized net of the amount of customs duties or sales tax except
- Where the customs duty or sales tax incurred on a purchase of goods and services Is not recoverable from the taxation authonty, in which case the
customns duty or sales 1ax 1s recognized as part of the cost of acquisition of the asset or as part of the expense itern as applicable
- Recevables and payables are stated with the amount of customs duty or sales tax included
The net amount of sales tax recoverable from, or payable 1o, the taxation authority 1s included as part of recevables or payables in the balance
sheet

Own equity instruments

The group s holding In its own equity instruments including ordinary shares held by Employee Share Ownership Plans (ESOPs) are classified as
"treasury shares’, and shown as deductions from shareholders equity at cost Consideration received for the sale of such shares 1s atso recognized in
equity, with any difference between the proceeds from sale and the oniginal cost being taken to the profit and loss account reserve No gain or 10ss 15
recognized In the performance statements on the purchase, sale 1ssue or cancellation of equity shares

Revenue
Revenue ansing from the sale of goods 15 recognized when the significant nsks and rewards of ownership have passed to the buyer and 1§ can be
reliably measured

Revenue 1s measured at the fair value of the censideration receved or receivable and represents amounts receivable for goods provided in the
normal course of business net of discounts, customns duties and sales taxes

Revenues associated with the sale of o1, natural gas, natural gas hquids, hquetied natural gas petroleumn and chemicals products and all other items
are recognized when the title passes to the customer Physical exchanges are reported net, as are sales and purchases made with a common
counterparty, as part of an arrangement similar to a physical exchange Similarly, where the group acts as agent on behalf of a third party to procure or
market energy commodities, any associated fee income 1s recognized but no purchase or sale 1s recorded Addrionally, where forward sale and
purchase contracts for of, natural gas or power have been determined to be for trading purposes, the associated sales and purchases are reported net
within sales and other operating revenues whether or not physical delivery has occurred

Generally, revenues from the production of ol and natural gas properties in which the group has an interest with joint venture partners are
recogmized on the basis of the group s working interest in those properties (the entitlement methed} Diiferences between the production sold and the
group’s share of production are not significant

Interest income 15 recognized as the interest accrues {using the effective interest rate that is the rate that exactly discounts estimated future cash
receipts through the expected Iife of the financial instrument) to the net carrying amount of the financial asset

Dwvidend incorme from investments 1s recognized when the shareholders’ nght to receve the payment s established

Research
Research costs are expensed as incurred

Finance costs .
Finance costs directly attnbutable 1o the acquisiion, construction or production of qualifying assets, which are assets that necessanly take a
substantial penod of time to get ready for their intended use, are added 1o 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 income statement in the penod in which they are mcurred

Use of estimates

The preparation of financial statements requires management to make estimates and assumptians that affect the reported amounts of assets and
liabilities as well as the disclosure of contingent assets and liabilities at the balance sheet date and the reported amounts of revenues and expenses
duning the reporting period Actual outcomes could differ from those estimates
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Impact of new International Financial Reporting Standards
Adopted for 2007
The following new IFRS, amendment to IFRS and IFRIC interpretations have been adopted by the group with effect from 1 January 2007

IFRS 7 ‘Financial instruments Disclosures’ was 1ssued in August 2005 and replaced the disclosure requirements previously contained in 1AS 32
Financial Instruments Presentation and Disclosure  The group has disclosed in 1is annual report additional Infermation about its financial instruments
therr sigriicance and the nature and extent of nisks to which they give nse More specifically, the group has also made spectfied disclosures about
market nsk, credit nsk and hguidity nsk There was no effect on the group s reported income or net assets as a result of adoption of this new
standard

Also in August 2005, the 1ASB 1ssued Amendment to IAS 1 Presentation of Financial Statements’ — Capial Disclosures which requires disclosures
of an entity s objectives, policies and processes for managing capital, quantiiative data about what the entity regards as capital, whether the entity has
complied with any capstal requirements and the conseguences of any non-complance The group has included the required dssclosures in its annual
report There was no effect on the group's reported income or net assets as a result of adoption of this amendment

in addition, in 2007 BP has adopted IFRIC 10 Intenm Financial Reporting and Impairment and early adopted IFRIC i1 'IFRS 2 — Group and Treasury
Share Transactions” There were no changes 1n the group's accounting policies and no restatement of financial Information consequent upen adoption
of these interpretations

Naot yet adopted
The following pronouncements from the J1ASB will become effective for future financial reporting penods and have not yet been adopted by the group

IFRS 8 ‘Operating Segments’ was 1ssued in October 2006 and defines operating segments as components of an entity about which separate
financial iInformation 15 avatlable and 1s evaluated regularly by the chief operaiing decision maker in deciding howy to allocate resources and In assessing
performance The new standard sets out the required disclosures for operating segments and is effective for annual pereds beginning on or after
1 January 2008 BP has not yet completed its evaluation of the impact on its disclosures of adopting IFRS 8 There will be no effect on the group s
reported income or net assets IFRS 8 has been adopted by the EU

In September 2007, the IASB 1ssued Amendments to IAS 1 ‘Presentation of Financial Statements -~ A Revised Presentation, which reguires
separate presentation of owner and non-owner changes in equity by introducing the statement of comprehensive income The statement of
recogmzed income and expense will no longer be presented VWhenever there 1s a restaterent or reclasstfication, an additienal balance sheet, as at
the beginning of the earkest period presented will be required to be published The revised standard 1s effective for annual periods beginning on or
after 1 January 2009 There will be no effect on the group’s reported income or net assets IAS 1 revised has not yet been adopted by the EU

An amendment to 1AS 23 Borrowing Costs was 1ssued by the 1ASB in March 2007 and eliminates the option of recegmzing borrowing costs
immediately as an expense If they are directly attnbutable to the acguisiion construction or production of a qualfying asset The amended standard I1s
effective for annual penods beginning on or after 1 January 2009 There will be no effect on the group’s reported income or net assets This
amendment has not yet been adopted by the EU

In January 2008, the |ASB issued a revised version of [FRS 3 Business Combinations’ The revised standard still requires the purchase method of
accounting to be applied to business combinations but will introduce some changes to existing accounting treatment For example, contingent
consideration should be measured at farr value at the date of acquisition and subsequently remeasured to farr value with changes recogrized in profit
or loss Goodwll may be calculated based on the parent s share of net assets or it may include goodwill related to the minonty interest All transaction
costs will be expensed The standard 1s applicable to business cembinations oceurning In accounting perods beginning on or after 1 July 2009 Assets
and labilities ansing from business combinatians accurning before the date of adoption by the group will not be restated and thus there wall be no
effect on the group's reperted income or net assets on adoption The revised standard has not yet been adopted by the EU

Also in January 2008 the IASB 1ssued an amended version of [AS 27 ‘Consohdated and Separate Financial Statements  This requires the effects of
all transactions with non-controlling interests 1o be recorded in equity If there 1s no change In control Such transactions will no longer result In goodwll
or gains or losses When control is lost, any remaining imterest in the entity 1s remeasured to fair vatue and a gain or loss recognized in profit or loss
The amendments are effective for annual penods beginning on or after 1 July 2009 and are to be applied retrospectively, with certain exceptions BP
has not yet completed s evaluation of the effect of adopting this amendment The revised standard has not yet been adopted by the EU

An amendment to IFRS 2 Share-based Payment was issued :n January 2008, clarifying that oﬁly service conditions and performance conditions are
vesting conditions, and other features of a share-based payment are not vesting conditions In addition, 1t specifies that all cancellations, whether by
the entity or by other parties, should receive the same accounting treatment The amendment 1s effective for annual penods beginning on aor after
1 January 2009 and has not yet been adopted by the EU BP has not yet completed its evaluation of the effect of adepting this amendment

tn February 2008, the 1ASB 1ssued Amendments to IAS 32 *Financial Instruments Presentation and JAS 1 Presentation of Financial Statements’ —
Puttable Financial Instruments and Obligations Anising on Liquidation The amended standards require entities to classify as equity certain financial
instruments provided certain criteria are met  The instruments to be classified as equity are puttable financial instruments and those instruments that
Impose an obligation on the entity to deliver to another party a pro rata share of the net assets of the entity only on liquidation The amendments are
effective for annual penods beginning on or after 1 January 2009 and have not yet been adopted by the EU BP has not yet completed its evaluation of
the effect of adepting these amendments

Three IFRIC interpretations have been 1ssued but are not yet effective and have not yet been adopted by the EU

IFRIC 12 Service Concession Arrangements gives guidance on the accounting by operators for pubbic-to-private service concession arrangements
The directors do not anticipate that the adoption of thss interpratation will have a matenial effect on the reported income or net assets of the group We
plan to adopt this interpretation with effect from 1 January 2008

IFRIC 13 'Customer Loyalty Programmes addresses the accounting by entities that grant lovalty award credits (e g ‘ponts or travel miles) 1o
customers who buy other goods or services The directors do not anticipate that the adoption of this interpretation wall have a material effect on the
reported income or net assets of the group We plan to adopt 1his interpretation with effect from 1 January 2009

IFRIC 14 'IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements, and ther Interaction prowdes clanfication regarding how
to determing whether a surplus may be recognized on the balance sheet in relation to a retrement benefit plan The directors do not anticipate that
the adoption of this interpretation will have a matenal effect on the reported income or net assets of the group We pian to adopt this interpretation
with effect from 1 January 2008




BP ANNUAL REPORT AND ACCOUNTS 2007 109

2 Acquisitions

Acquisitions in 2007

BP made a number of acquisitions in 2007 for a total consideration of $1,200 mitlon These business combinations were predominantly in the Refining
and Marketing segment, the most significant of which was the acquisition of Chevron's Netherlands manufactuning company, Texace Raffinden)
Pernis BV The acquisition included Chevron s 31% minorty shareholding in Nerefeo, 1ts 31% shareholding in the 22 5 megawatt wind farm co-
located at the refinery as well as a 22 8% shareholding in the TEAM joint venture terminal and shareholdings in two local pipelines hinking the TEAM
terminal to the refinery Far value adjustments were made to the acguired assets and labilites Goodwill of $270 million arose on these acquisitions

Acquisitions in 2006
BP made a number of acquisitiens in 2006 for a total consideration of $256 milhon All these business combinations were in the Gas, Power and
Renewables segment Far value adjustments were made 1o the acquired assets and lisbilities and goodwill of $64 million arose on these acquisitions

Acquisitions 1n 2005

BP made a number of acquisitions in 2005 for a total consideration of $84 million No significant fair value adjustments were made to the acquired
assets and liabilities Goodwill of $27 mullion arose on these acquisiions Also in 2005, additional goodwilt of $59 million was recognized relating to the
2004 acquisiion fram Solvay of the remaining interests in two equity-accounted entities  This goodwill arose due to final closing adjustments and
selling costs and was wnitten off
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3 Non-current assets held for sale and discontinued operations

Non-current assets held for sale
On 5 December 2007, BP announced 1t had signed a memorandum of understanding with Husky Energy Inc to form an integrated North Amencan oil
sands business BF will contribute its Toledo refinery to a US jont venture in return for Husky contributing its Sunnise field to a Canadian jont venture
The transaction 1s expected to be completed by the end of March 2008 At 31 December 2007 cenan Toledo refinery assets and associated habilities
warg classified as a disposal group held for sale No impairment loss has been recognized in retation 1o this disposal group

On 27 June 2006 BP announced its mtention to sell the Coryton refinery in the UK, following a review of its European refinery portfolio, that
concluded that the group would optmize its value by focusing on a smaller, but more advantaged, refining portfolio in Europe In addition, given the
integrated nature of the operations, the brtumen business in the UK was also included wath the divestment, along with the Coryton bulk terminal
{together the Coryton disposal group')

At 31 December 2006 negotiations for the sale were in progress and the assets and associated habilties were classified as a disposal group held
for sale Noimpairment loss was recognized at the ime of reclassiication of the Coryton dispasal group as held for sale nor at 31 December 2006

The major classes of assets and lisbilities of the Toledo and Coryton disposal groups bath reported wathin the Refining and Marketing segment
classified as held for sale at 31 December 2007 and 2006 respectively are set out below

$ mibon
2007 2006
Assets

Property plant and equipment 635 564
Goodwill 80 60
Inventones 561 454
Assets classified as held for sale _ 1,286 1078

Liabdites
Current habtities 163 54
Liabiities directly associated with assets classified as held for sale 163 54

In addition accumudated foreign exchange gains recognized directly in equity relating to the Coryton disposal graup amounted to $122 milhion at
31 December 2006 On disposa! such foreign exchange ditferences were recycled to the income statement The disposal of the Coryton dispasal
group was completed in May 2007 For further information see Note 4

Discontinued operations
The sale of Innovene, BP s olefins derwvatives and refining group to INEOS was completed on 16 December 2005

The Innovene operations represented a separate major line of business for BP As a result of the sale, these operations were treated as
disconunued operations for the year ended 31 December 2005 A single amount was shown on the face of the income statement comprnsing the
post-tax result of discontinued operations and the post-tax loss recognized on the remeasurement to farr value less costs to sell and on disposal of the
discontinued operation That 1s the income and expenses of Innovene are reperted separately from the continuing operations of the BP group The
table below provides further detail of the amount shown in the income statement

In the cash flow staterment, the cash provided by the operating activities of Innovene was separated from that of the rest of the group and reported
as a single ne item

Gross proceeds received amounted to $8 477 million [n 2005, there were selling costs of $120 milkon and initial closing adjustments of $43 million
In 20086, there was a final closing adjustment of $34 millon The remeasurement to fair value less costs to sell resulted In a loss of $775 million before
tax {$184 mithon recogrized in 2006 and $591 milkon in 2005}

Financiat information for the Innovene operations after group ekminations 1s presented below

3 mihon
2007 2006 2005

Total revenues and ather Income - - 12441
Expenses - - 11,709
Profit (loss) befors interest and taxation - - 732
Other finance income {expense) - - 3
Profit (loss) before taxation and loss recognized on remeasuremant o farr value less costs to selt and on disposal - - 735
Loss recognized on the remeasurement to fair value less costs to sell and on disposal - (184} (591)
Profit lloss) before taxation from Innovene operations - (184} 144
Tax (charge) credit

on profit {loss} betore 10ss recognized on remeasurement 1o fair vatue less costs 10 sell and on disposal - 166 (306)

on loss recognized on the remeasurement to fair value less costs to sell and on disposal - {7} 346
Profit {loss) from Innovene operations - (25} 184
Earnings {loss) per share from Innovene operations — cents

Basic - {013} 087

Diluted - {012} 086
The cash flows of innovene operations are presented below

Net cash provided by operating actmties - - 970

Net cash used in investing actvities - - (524}

Net cash used in financing actrvities - - (446}

Further information 1s contained tn Note 4
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4 Disposals

$ milon

2007 2006 2005

Proceeds from the sale of tnnovene operations - (34) 8304

Proceeds from the sale of other businesses 2518 325 93

Proceeds from the sale of businesses 2518 23 8397

Proceeds from dispesat of fixed assets 1,749 5963 2 803

4,267 6254 11,200

By business

Exploration and Production 1,276 4 005 1,416

Refining and Marketing 2,953 1789 888

Gas, Pewer and Renewables 31 297 540
_Other businesses and corporate o o i T 183  B35G _

As part of the sirategy to upgrade the quality of 1ts asset portfolio, the group has an active programme to dispose of non-strategic assets In the
narmat course of business in any particular year, the group may sell interests in exploration and production properties service stations and pipeline
ierests as well as non-core businesses The group may alse dispose of other assets, such as refinenes, when this meets strategic objectives

Cash recerved duning the year from disposals amounted to $4 3 bilion (2006 $6 3 bilion and 2005 $11 2 billor) The major transactiens in 2007
were the disposals of our Coryton refinery, our exploration and production and gas infrastructure business in the Netherlands our interest in non-core
Permian assets in the US and our interest i the Entrada field in the Gulf of Mexico

The major transactions in 2008 were the disposals of our interests in the Gulif of Mexico Shelf and our interest in the Shenz) discovery in the Gulf of
Mexico The divestment of Innovene contnbuted $8 3 billion to the total In 2005 The pnncipal transactions generating the proceeds for each business
segment are described below

Exploration and Production
The group divested interests in a number of oil and natural gas properties in all three years Duning 2007 the major transactions were the disposal of
an exploration and production and gas infrastructure business in the Netherlands and the dvestments of our interests in non-core Permian assets in
the US and n the Entrada field in the Gulf of Mexico We also sold our interests 1n a number of fields in Egypt, Canada and the US

During 2006 the major transactions were disposals of our interests in the Guif of Mexico Shelf, in the Shenai discavery in the Gulf of Mexico in the
Statfiord ol and gas field and in the Luva gas field in the North Sea We also divested our interests in a number of onshore fields in South Louisiana
interests in fields in the North Sea, the Gult of Suez and Venezuela, and part of an interest in Colombia

During 2005 the migjor transaction was the sale of the group’s interest in the Ormen Lange field in Norway In addition, the group sold interests in
oll and natural gas properties in Venezuela, Canada and the Gulf of Mexico

Refining and Marketing
The churmn of retall assets represents a significant element of the total in all three years In addition, in 2007, we disposed of the Coryton refinery in the
UK, our interest in the West Texas Pipeling in the US, our interest n the Samsung Petrochemical Company in South Korea and other interests in
France Brazl and Africa

During 2006, we disposed of our interests in Zhenhar Refining and Chemicals Company in China and in Erffage, the French-based construction
company We also exited the retail market in the Czech Republic and disposed of our interests in a number of pipelines

During 2005, the group secld a number of regional retaill networks in the US and in addition 11s retail network in Malaysia
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4 Disposals contnued

Gas, Power and Renewables

There were no significant disposals in 2007 Dunng 2006 we drsposed of our shareholding in Enagas, the Spanish gas transport gnd operator In 2005,

the group sold its interest in the Interconnector pipeline and a power plant at Great Yarmouth in the UK

Other businesses and corporate

There were no significant disposals in 2007 During 2008, the group disposed of miscellanecus ner-core businesses and assets 2005 includes the

proceeds from the sale of Innovene

Summarized financial information for the sale of businesses 15 shown below

$ milon
2007 2006 2005
The disposals compnse the following

Non-current assets 753 143 6,452
Other current assets 587 169 4779
Non-current liabiities {64) {10} {364)
Current liabilizies {27) {70} (2 488}
Total carrying amount of net assets disposed 1,249 232 8379
Recycling of foreign exchange on disposal (147) - -
Costs on disposal 22 - -
1,124 232 8379

Profit {loss) on sale of businesses 1,384 167 18
Total consideration 2508 399 8,397
Consideration recerved {recevable)® 10 {74) -
Closing adjustments associated with the sale of Innovene - {34) -
Proceeds from the sale of businesses® 2,518 291 8397

2 Cansideration recerved from pror year disposals or not yet receved from current year disposals
Net of cash and cash equivalents disposed of $115 mullion {2006 $2 millien and 2005 $15 millont
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5 Segmental analysis

The group s primary tormat for segment reporting is business segments and the secondary format is geographical segments The nisks and returns of
the group s operations are pnmarnily determined by the nature of the different activities that the group engages In, rather than the geographical lecation
of these operations This 15 reflacted by the group’s organizational structure and internal financkal reporting systems

In 2007, BP had three reportable operating segments Exploration and Production Refining and Marketing, and Gas Power and Renewables
Exploration and Production's actvities include ol and natural gas exploration, development and production, together with related pipetine,
transpornation and processing activiies The actvities of Refining and Marketing include the supply and trading, refining, manutactunng, marketing and
transportation of crude oll, petroleum and chernicals products Gas, Power and Renewables actvities included marketing and trading of gas and
power, marketing of hquefied natural gas (LNG}, natural gas lquids (NGLs) and low-carban power generation through our Alternative Energy business
The group is managed on an integrated basis

Other businesses and corporate compnses Treasury {which in the segmental analysis includes all of the group’s cash, cash equivalents and
assoctated interest income}, the group's alumirium asset and corporate actvilies warldwide

The accounting policies of the operating segments are the same as the group s accounting policies described in Note 1

Sales between segments are made at pnces that approximate market prices, taking into account the volumes involved Segment revenues and
segment results include transactions between business segments These transactions and any unreahzed profits and losses are elminated on
consobidation unless unrealized losses provide evidence of an iImpairment of the asset transferred

The group s geographical segments are based on the location of the group s assets The UK and the US are significant countnes of activity for the
group, the other geographical segments are groupings of countnes determined by geographical location

Sales to external customers are based on the location of the seller, which in most circumstances 1s not matenally different from the location of the
customer Crude ol and LNG are commedities for which there 1s an international market and buyers and sellers can be widely separated
geegraphecally The UK segment includes the UK-based international actvities of Refining and Marketing

$ miton
2007
Gas Other Consofidation
Exploration Refining Powser  businessess  adjustment
and and and and and Totsl
BV busness Production Moarketing Reneowables corporate  siiminations group
Sales and other operating revenues
Segment sales and other operating revenues 64 550 250,866 21,369 843 [43.263) 284,365
Less sales between businesses {38,803) {2,024) (2,438) - 43,263 -
Third party sales 15,747 248,842 18,933 843 - 284,365
Equity-accounted earnings 3,061 538 233 - - 3,832
Interest and other revenues 330 134 123 167 - 754
Total revenues 19,138 249,514 19,289 1.010 - 288,951
Segment results
Profit {loss) before interest and tax 26,938 6,072 674 [1,128) (204) 322352
Finance costs and other finance income/expense - - - - (741} [741)
Profit {loss) before taxation 26,938 6,072 674 (1,128} [945) 31,611
TFaxation - - - - (10,442) (10,442}
Profit (loss) for the year 26,938 6,072 674 [1,128) (11,387) 21,169
Assets and habilities
Segment assets 108,874 95,691 19,889 17,188 16,271) 235371
Current tax receivable - - - - 705 705
Total assets 108,874 95,691 19,889 17,188 |5,566) 236,076
Includes
Equrty-accounted investments 16,388 5,268 1.007 29 - 22692
Segment habihites (23.792) (41.053) [13,439) {14,940) 5342 (87,882}
Current tax payable - - - - {3.282) {3.282)

Finance debt - - - {31,045) {31,045}
Deferred tax habilities - - - {19.215) {19.215)
Total liabtities (23,792} (41,053) {13,439) {14,940) (48.200) (141,424}
Other segment information

Capital expenditure and acquisitions

1

Goodwill and other intangible assets 2,153 581 98 21 - 2,853
Property, plant and equiprnent 11,360 4,565 746 216 - 16,887
Other 393 440 30 38 - 901
Total 13,906 5586 874 275 - 20,641
Depreciation, depletion and amortization 1.720 2,430 25 214 - 10,579
Impairment losses 292 1,186 40 43 - 1561
Impairment reversals 237 - - - - 237
Losses on sale of businesses and fixed assets a2 313 - - - 355

Gans on sale of businesses and fixed assets 949 1,464 12 62 - 2,487
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5 Segmental analysis contnued

$ mihon
2006
Gas Cther  Consohdaton Consolidatian
Exploration Refining Power  busingsses adjustment adjustmant Total
and and and and and Total Inncvene and COntMINg
By business Production Marketing  Renswabias corporate aliminations group operations  elminations® operatons
Sales and other operating revenues
Segment sales and other operating revenues 52,600 232855 23708 1 009 (44 266) 265 906 - - 265,906
Less sales between businesses (36 171} (4,076} {4018} - 44 266 - - - —
Third party sales 16,429 228,779 19 689 1009 - 265,906 - - 265906
Equity-accounted earnings 3517 341 138 {n - 3995 - - 3,995
Interest and other revenues 283 106 77 235 - 701 - - 701
Total revenues 20,229 229 226 19 904 1243 ~ 270 802 - - 270602
Segment results
Profit {loss} before interest and tax 29629 5041 1,321 {1 .069) 52 34,974 184 - 35,168
Finance costs and other finance incomea/expense - - - - (516) {516} - - 1516)
Profit {loss} before taxation 20629 5041 1,321 (1,069 (484) 34,488 184 - 34,642
Taxation - - - - (12172) (12172} {159) - (12,331)
Profit {loss} for the year 29620 5041 1,321 {1,069) (12,636) 22,286 25 - 22,311
Assets and habihties
Segment assets 99310 80,964 27,398 14,184 4 799) 217 057
Current tax receivable - - - - 544 544
Total assets 99 310 80,964 27,398 14,184 (4 2565) 217,601
Includes
Equity-accounted investments 15,510 4 675 853 " - 21,049
Segment habilities 121,787} (33399) {21 708) {14 555) 4074 (87,375}
Current tax payable - - - - {2635) (2635
Finance debt - - - - 24,0100 (24,010)
Deferred tax labiliies - - - - 8118 018,118)
Total labilities 121,787) (33399} {21 708) (14 555) {40 687) (132,136}
Other segment information
Capital expenditure and acquisitions
Goodwill and other intangible assets 1,614 253 256 43 - 2 166
Property plant and equpment 10,227 2733 337 232 - 13528
Other 1277 158 95 8 -~ 1538 -
I_Otal 13118 3,144 688 281 - 17 231
Depreciation, depletion and amortization 65633 2244 192 159 - 9128 - - 9,128
Impairment losses 137 155 100 69 - 481 - - 461
Impairment reversals 340 - - - - 340 - - 340
Loss on remeasurement to far value less
costs to sell and on disposal of Innovene
operations - - - 184 - 184 (184} - -
Losses on sale of businesses and fixed
assels 195 228 - 5 - 428 - - 428
Gains on sale of businesses and fixed assets 2308 1112 193 100 - 3,714 - - 3,714
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5 Segmental analysis continved
5 milion
2005
Gas Other Consohdation LConsclidatien
Exploraton Retining Power  busiesses  adjustmant adusiment Totwal
and and and anag and Total innoveneg and conhinuing
By business Production  Marketing  Renewablas corporate  eliminanons gioup  operazons  elimmatons®  operations
Sales and other operating revenues
Segment sales and other operating revenuas 47,210 213326 25 696 21,295 (55,369) 252,168 {20627 8251 238,792
Less sales between busingsses (32,608)  {11,407) {3 095) (8,251) 55,359 - 8281 (8,251) -
Third party sales 14604 201919 22 601 13,044 - 252,168 {12 376) - 239,792
Equity-accounted earnings 3232 249 B2 {14} - 3,829 14 - 3,543
Interest and other revenues 290 151 15 233 - 689 (76) - 613
Total revenues 18126 202,319 22678 13,263 - 256,386 {(12,438) - 243948
Segment results
Profit {loss} before interest and tax 25,502 6,926 1,372 (569} 208) 32823 (668) 527 32 682
Finange costs and other finance income/expense - - - - (758) (758) 13} - (761}
Protit {loss) before taxation 25502 6,926 1172 (569} 1966) 32065 {671} 527 31921
Taxaton - - - - 9 433) (9433 133 {173} 9473
Profit {loss) for the year 25502 6 926 1172 (669} (10399 22832 (538) 354 22,448
Other segment information
Depreciation, depletion and amortization 6033 2,382 235 533 - 9183 412) - 8,771
Impairment losses 266 93 - 59 - 418 {59) - 359
Loss on remeasurement to fair value less
costs to sell and on disposal of Innovene
operations - - - 591 - s3] (591} - -
Losses on sale of businesses and fixed
assets 39 i - 6 - 108 - - 109
Gatns on sale of businesses and fixed assets 1,198 211 55 47 - 1841 (3} - 1,638

?1n the circumstances of discontinued operations |FRS requires that the prohits earned by the discontinued aperations n this case the Innavene operations on sales to the
continuing operations be ekminated on consohdation from the discontinuec operations and attnbuted to the continuing operations and vice versa This adjustment has two
offsetting elements the net margin an crude refined by Innovene as substantially all crude for its refineries was supphed by BP and most of the refined products
manufaciured were taken by BP, and the margin on sales of feedstock from BP's US refirenes to Innovene s manufactunng plants The prefits attnbutable to indradual
segments are not affected by this adjustment This representation does not indicate the profits earned by continuing or Innovene operations as If they were standalong

entities for past penods or tkely 1o be earned in future penods
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5 Segmental analysis continued

$ milbor
2007
Consohdation
Rest of Rest of adjustment and
By geographical area ux Europe us World  elimnations Total
Sales and other operating revenues
Segment sales and other operating revenues 109,800 78,366 105,120 74,462 - 367,748
Less sales between areas (48,651) {12,024} (2.801) {19.907) - (83,383)
Third party sales 61,149 66,342 102,319 54,555 - 284,365
Equity-accounted earnings 1 55 144 35632 - 3,832
Interest and other revenues 222 78 142 312 - 754
Total revenues 61,372 66,475 102,605 58,499 - 288,951
Segment results
Profit {loss) before interest and tax 4,613 4,164 7.439 16,136 - 32352
Finance costs and other finance income/expense {17) (287) {524) 87 - (741}
Profit before taxation 4,596 3,877 6,915 16,223 - 3611
Taxation 12,027 [949]) [2,593) {4,873) - (10,442)
Profit for the year 2,569 2,928 4,322 11,350 - 21,169
Assets and habilities
Segment assets 53,065 34,658 81,91 76,504 {10,767) 235371
Current tax receivable 3 27 468 207 - 705
Total assets 53,068 34,685 82,379 76,711 {10,767) 236,076
Includes
Equity-accounted investments 142 1,970 1,659 18,921 - 22,692
Segment labilities (30,043} (18,985) {31.314) {18.307) 10,767 (87,882}
Current tax payable [963) [658) {104) 1,557) - {3,282}
Finance debt {20,085} (200} (8,238) (2522) - {31,045)
Defarred tax labilities 13.397) (1.124) 110,656) 14,038) - {19.215}
Total labilities {54,488) (20.967) (50,312} (26.424) 10,767 141,424}
Other segment information
Capital expenditure and acquisions
Goodwill and ather intangible assets 453 298 817 1,285 - 2,853
Property plant and equipment 1,141 2,483 6,516 6,741 - 16,887
QOther 78 253 154 416 - 901
Totel ez 3040 7487 0 842 - 2084
Depreciation, depletion and amortizatien 2133 959 3,558 3.929 - 10579
Exploration expense 46 - 252 458 - 756
Impaiment losses 315 136 723 387 - 1561
Impairment reversals - 237 - - 237
Losses on sale of businesses and fixed assets 2 77 233 43 - 355
Gains on sale of businesses and fixed assets 893 655 770 169 - 2,487
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5 Segmental analysis continued

$ mikon
2006
Consolidation
Rest of Rest of adustment and
By geographical area UK Ewope us Word  elminatons Total
Sales and other operating revenues
Segment sales and other operating revenues 105,518 76,768 99,935 71,547 - 383 768
Less sales between areas (50 842) (14,821) 5 032) (17 067) - (87,862)
Third party sales 54 576 61947 94 903 54,480 - 265 906
Equity-accounted earnings 5 13 127 3,850 - 3,995
Interest and other revenues 258 7 107 329 - 701
Total revenues 54 839 61967 95137 58,659 - 270,602
Segment results
Profit loss) before interest and tax from continuing operatons 5,897 3,282 11164 14,815 - 35158
Finance costs and other finance income/expense 43 (262) (331) 34 - (516)
Profit before taxation from continuing operations 5,940 3,020 10833 14,849 - 34 642
Taxation {3,158} 1,176} (3 553} (4,444} - (12 331)
Profit for the year from consinuing operations 2,782 1,844 7,280 10,405 - 223N
Profit {loss) from Innovene gperations R 31 {76) 2) 22 - {28)
Profrt for the year 2813 1768 7278 10 427 - 22,286
Assets and habilities
Segment assets 49,018 28 058 78 586 69,479 (8,085} 217 057
Current tax recewvable 13 65 450 16 - 544
Total assets 49,031 28124 79,036 59,495 (8 085} 217 601
Includes
Equity-accounted investments 78 1,538 1,529 17 904 - 21,049
Segment habilities (26,048} (18,484) (32 979} (17,949) 8085 (87 375)
Current tax payable 767} (570 11 {1,319) - (2 635)
Finance dei (12,666} (3281 (7,201} {3,815} - (24 010)
Deferred tax labilties _ {3,335} {938) 19 946) 389 - (18 116)
Total habilies 42 806} {20 320} (50 115} {26 980) B GBS {132,136)
Other segment information
Capital expendrture and acquisitions
Goodwill and other intangible assets 421 53 969 723 - 2,166
Property, plant and eguipment 1120 916 5531 5962 - 13529
Other 46 22 92 1,376 - 1536
Tetal . .. ... .15 991 6592 8061 - 72
Depreciation depletion and amortization 2139 840 3,459 2,690 - 9,128
Exploration expense 20 - 633 392 - 1045
Imparrment losses - 17 114 176 - 461
impairment reversals 176 - 90 74 - 340
Loss on remeasurement to farr value less costs to sell and on
disposal of Innovene operations 185 36 {16) {21} - 184
Losses on sale of businesses and fixed assets 12 26 217 103 - 428
Gains on sale of businesses and fixed assets 337 577 2 530 270 - 3,714
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5 Segmental analysis continued

§ mehon
2005
Consehdaton
Rest ot Restof adustiment and
By geographtcal area UK Europe us World eliminations Total
Sales and other operating revenues
Segment sales and other operating revenues 85,375 72 972 101,180 50,314 - 329,851
Less sales attrbutable to Innovene operations (2,610} (8,667) (4 309) (686} - (18 272)
Segment revenues from continuing operations 92,765 64,305 96,881 59,628 - 313,579
Less sales between areas 138,081 (5,013 (2362} [16 541} - (61,897)
Less sales by continuing operations to Innovene {5 599] {4,640) 1 508) {43} - (11 790
Third party sates of continuing operations 49,085 54 652 930N 43044 - 239,792
Equity-accounted earnings [1:]] 18 86 3447 - 3543
interest and other revenues 1533) 152 695 209 - 613
Total revenues 48,544 54 822 93792 46,750 - 243,848
Segment results
Profit before interest and tax fram continuing operations 1167 5 206 13139 13170 - 32682
Finance costs and other finance expense (80) (268) (366) a7 - {761}
Profit before taxation from continuing cperations 1087 4938 12773 13,123 - 31,921
Taxation 1283) (1 646) (3,983} (3 555} - (9473}
Profit for the year from continuing operations 798 31292 8,790 9,568 - 22448
Profit (loss) from Innovene operations 234 109 (165) 6 - 184
Protit for the year 1,032 3401 B,625 9,674 - 22 632
Other segment information
Depreciation depletion and amortization 2 080 932 3,685 2,074 - 877N
Exploration expense 32 2 425 225 - 684
Impairment losses 53 7 238 61 - 359
Loss on remeasurement to fair value less costs to sell and on
disposal of Innovene operations 24 273 262 32 - 591
Losses an sale of businesses and fixed assets - 37 8 64 - 109
Gams on sale of businesses and fixed assets 107 1,017 282 132 - 1,538
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6 Interest and other revenues

£ mition
2007 2006 2005
Related to hinancial instruments
Interest income frorn avadable-for-sale financeal assets 5 13 14
Dwvidend income from available-for-sale financial assets 29 32 25
Interest income from loans and recevables 175 186 101
209 231 140
Not related to financial Instruments
Interest from equity-accounted investments 172 176 4
Other interest 97 62 116
Other income 276 232 292
— - e e — 545 470 549
754 701 689
fnoveneoperatons o = T )
Continuing aperations T T 754 701 813
7 Gains on sale of businesses and fixed assets
il e OOV ...
2007 2006 2005
Gains on sale of busingsses
Exploration and Producticn 534 - -
Retirung and Marketing 850 104 18
__Other businesses and corporate - 63 -
1,384 167 18
Gains on sale of fixed asseis
Exploration and Production 415 2,309 1198
Refiring and Marketing 614 1,008 223
Gas, Power and Renewables 12 193 55
Qther businesses and corporate 62 37 47
1,103 3547 1523
2,487 3714 1,541
lnnovengoperations . __ __ _ - __.__ e B
Continuing operations 2,487 3,714 1538

The pancipal transactions giving rise 10 these gains for each business segment are described below

Exploration and Production
The group divested interests in a number of ol and natural gas properties in all three years The major divestrnents during 2007 that resulted in gains
were the disposal of an exploration and production and gas infrastructure business in the Netherlands and the divestments of our interests n non-core
Permian assets in the US and in the Entrada field in the Gulf of Mexico

The major divestments during 2006 that resulted :n gains were the sales of our interest in the Shenzi discovery in the Gulf of Mexico in the US and
interasts in the North Sea In 2005 the major divestrment was the sale of the group’s interest in the Ormen Lange field in Norway BP also sold various
oil and gas properties in Trinidad & Tobago, Canada and the Gulf of Mexico

Retining and Marketing
Durning 2007, the group divested the Coryton refinery in the UK 1ts interest in the West Texas Pipeline in the US and its interest in the Samsung
Petrochemical Company in South Korea

During 2008, the group dvested its retaill business in the Czech Republic and fixed assets including its shareholding in Zhenhai Refining and
Chemicals Company 1n Chena, its shareholding in Effage, the French-based construction company, and pipeline assets in 2005 the group divested a
number of regional retall networks in the US

Gas, Power and Renewables
There were no significant disposals in 2007

In 2006, the group divested its shareholding in Enagas In 2005 transactions included the disposal of the group s interest in the Interconnector
pipeline and power plant at Great Yarmouth in the UK

Other businesses and corporate
There were no significant disposals in 2007
During 2006 the group disposed of its ethylene oxide business

Additional information on the sale of businesses and fixed assets 15 given 1n Note 4
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8 Production and similar taxes

$ milhior

2007 2006 2005

UK 197 260 495
Overseas 3,816 3361 2515

4,013 3621 3,010

9 Depreciation, depletion and amortization

§ mihon

By business 2007 2006 2005
Exploration and Production®

UK 1,683 1720 1663

Rest of Eurcpe 211 223 228

us 2273 2,236 2428

Rest of World 3,553 2,354 1716

7,720 6,533 6033

Retining and Marketing

UK® 286 303 316
Rest of Eurcpe 729 603 687
Us 1,077 1048 1,082
Rest of World 338 280 297

2,430 2244 2,382

Gas Power and Renewables

UK 15 18 47
Rest of Europe 17 13 20
us 148 117 109
Rest of World 35 44 59
e R i - _2s 192 235
Other businesses and comorate
UK 149 98 203
Rest of Europe 2 1 130
us 60 58 187
_Restof World_ . .3 2 13
214 159 533

By geographicat area

UK? 2133 2139 2,229
Rest of Europe 959 840 1065
Us 3,558 3459 3804
Rest of World o 3,929 2 690 2 085
10579 9128 9183

Innovene operations - - 412)
Continuing operations 10579 9,128 8771

® At the end of 2006 BP adopted the US Securities and Exchange Commission (SEC) rules for essimating ol and natural gas reserves instead of the UK accountng rules

contained In the Staternent of Recommended Practice ‘Accounting for Oll and Gas Exploration Development Production and Decommussioning Actmties {UK SORP}

This change i accounting estimate had a direct impact on the amount of depreciauon depleton and amoruzation (DD&A} charged in the Income statement in respect of
oil and natural gas properties which are depreciated on a unit-ofproduction bas:s as described in Note 1 The change in estmate was applied prospectively with no
restatement of pnor penods’ results  The group's actual DD&A charge for 2006 was $9 128 millon whereas the charge based on UK SORP reserves would have besn
$9 057 million, 1@ an ingrease of $71 million due to the change in reserves esttmates that was used to calculate DD&A for the last three months of 2006 For 2007, 1t was
estimated that the DD&A charge would increase by approximatety $400 millien to $500 million as a result of the change Cver the ife of a field this change would have no
overall effect on DD&A

The main diferences between the UK SORP and SEC rules relate to the SEC requirement 10 use year-end prices the application of SEC interpretations of SEC
regulations relaung to the use of technology (manly sesmic) to estimate reserves in the reservoir away from wellbores and the reporting of fuel gas (1 e gas used for fuel
In operatiors) within proved reserves Consequently reserves quantties under SEC sules differ from those that would be reported under application of the UK SORP

The change to SEC seserves in 2006 represented a simplfication of the group’s reserves reporting as only one set of reserves estimates 1s disclosed In additon the
use of SEC resenves for accounting purposes makas our results more comparable with those of our major competnors
UK area includes the UK based international actvities of Refimng and Marketing
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10 Impairment and losses on sale of businesses and fixed assets

$ mihon
2007 2006 2005
Impairment losses
Exploration and Production 292 137 266
Refining and Marketing 1,188 155 93
Gas Power and Renewables 40 100 -
Other businesses and corporate 43 69 59
1,561 461 418
Impairment reversals
Exploration and Production (237} {340) =
1237] (3400 -
Loss on sale of fixed assets
Exploraton and Production 42 195 3%
Refining 2nd Marketing 313 228 64
Other businesses and corporate - 5 6
355 AZB 109
Loss on remeasurement to farr value less costs 1o sell and on disposal of Innovene operations - 184 5%
1,679 733 1118
Innovene operations - {184) (650}
Continuing operations 1,679 549 468

Impairment

In assessing whether a wnte-down 1s required i the carrying value of a potentially impaired asset its carrying value 1s compared with its recoverable
amount The recoverable amount 15 the higher of the asset s farr value less costs to sell and value in use Given the nature of the group's activites
information on the fair value of an asset 1s usually difficult to obiain unless negotiations with potential purchasers are taking place Consequently,
unless indicated otherwise, the recoverable amount used in assessing the imparmens charges descnbed below 1s value in use The group generally
estmates value in use using a discounted cash flow mede! The future cash flows are usually adjusted for risks specific to the asset and discounted
using a pre-tax discount rate of 11% (2006 10% and 2005 10%) This discount rate 1s derived from the group s posi-tax weighted average cost of
capital In some cases the group s pre-tax discount rate may be adjusted to account for political nsk in the country where the asset 1s located

Exploration and Production
Durning 2007 the Exploration and Production segment recognized impairment losses of $292 mdlion The main elements were a charge of $112 million
relating to the cancellation of the DF1 project in Scotland, a $102 million partner loan write-off as a result of unsuccessful dnlling in the West Shrmidt
licence block in Sakhalin and a $52 million wnite-off of the Whitney Canyon gas plant 1n US Lower 48 dnven by management's decision to abandon this
facity In addtion there were several indmdually insignificant imparment charges tniggered by downward reserves revisions, amaunting 10
$25 milion in total

These charges were largely offset by reversals of previously recognized impairment charges amounting 10 $237 mulhon Of this total $208 mullion
resulted from a reassessment of the decommissioning liability tor damaged platforms in the Gulf of Mexico Shelf The remaiming $29 milhon related to
other indvidually insignificant iImpairment reversals resulting from favourable revisions to the estimates used in determining the assets' recoverable
ameounts

During 2008, Exploration and Production recognized a net gain on impairment The main element was a $340 million credit {or reversals of
previously booked vmpairments refating to the UK North Sea US Lower 48 and China These reversals resulted from a positive change in the
estimates used to determine the assets' recoverable amount since the impairment losses were recognized This was parually offset by impairment
losses totaling $137 million The major element was a charge of $109 millon against intangible assets relating to properties in Alaska The tngger for
the impasrment test was the decision of the Alaska Department of Natural Resources to terminate the Point Thompson Unit Agreement VWe are
defending our night through the appeal process The remaning $28 millon relates 10 other individually insegnificant impairmenis, the impairment tests
tor which were tnggered by downward reserves revisions and increased tax burden

During 2005 Exploration and Production recognized total charges of $266 million for impairment in respect of producing oil and gas properties The
major element of this was a charge of $226 million relating to fields in the Shelf and Coastal areas of the Gulf of Mexico The tnggers for the
impairment tests were pnmanly the effect of Hurricane Rita, which extensively damaged certain offshore and onshore production facilties, leading to
repalr costs and higher estimates of the eventual cost of decommissioning the production faciliies and, in addition reduced estimates of the
guantriies of hydrocarbons recoverable from some of these fields The recoverable amount was based on management's estimate of farr value less
costs to sell consistent with recent transactions in the area The remainder refated to fields in the UK North Sea, which were tested for impairment
follewang a review of the economic performance of these assets

Refining and Marketing
The main component of the 2007 impairment charge arose because of a decision 10 sell our company-owned and company-operated sites in the US
resulting in a $610 million write-down of the carrying amount of the sites to fair value less costs to sell Following a decision to sell certain assets at
our Agetyls plant in Hull, UK, we wrote down the carrying amount of these assets to fair value less costs to sell leading to an impairment charge of
$186 milion Changing marketing conditions led to impairments in Samsung Petrochemical Cormpany, to fair value less costs 1o sell, and in China
Amerncan Petrochemical Company amounting in total to $165 million The balance relates principally to the whnite-downs of assets elsewhere in the
segment portfolio

Dunng 2006, certain assets in our Retall and Aromatics & Acetyls businesses were wnitten down to far value less costs 1o sell Duning 2005, certain
retail assets were written down to far value less costs to sell
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10 Impairment and losses on sale of businesses and fixed assets continved !

Gas, Power and Renewables
There were ng significant impairments in 2007

The impairment charge for 2006 relates to certain North Amencan pipetine assets The trigger for impairment testing was the reduction i future
pipeline tanff revenues and increased ongoing operational costs

Other businesses and corporate
There were no significant iImpairments in 2007

The wnpairment charge for 2006 relates to remaming chemical assets after the sale of Innovene The impairment charge for 2005 relates to the
write-off of additional goodwill on the Solvay transactions

Loss on sale of fixed assets
The pnncipal transactions that give nse to the losses for each business segment are described below

Exploration and Production
The group divested interests in a number of ol and natural gas properties in all three years

For 2008, the largest component of the 1oss 15 attnbuted to the sale of properties in the Guif of Mexico Shelf, which included increases In |
decommissioning hability estimates associated with the hurncane-damaged fields that were divested dunng the year

Refining and Marketing
For 2007 the principal transactions contributing to the loss were related to the decision to withdraw from the company-owned and company-operated
channel of trade tn the US and retall churn Retail churn 1s the overall process of acquinng and disposing of retail sites by which the group aims 1o
improve the quality and mix of its portfolio of service stations

For 2006, the pnncipal transactions contnbuting to the loss were retail churn

11 Impairment of goodwill ;

S millien
Goodwill at 31 December L _ L L _ 2007 2006
Expioration and Production T 4,247 4,282
Refining and Marketing 6,626 6380
Gas, Power and Benewables 133 108

11,006 10780

Geodwill acquired through business combinations has been allocated first to business segments and then down 1o the next level of cash-generating
unit that 15 expected to benefit from the synergies of the acquisttion Far Exploration and Production, goodwill has been allocated to each geographic
region, that 1s UK Rest of Europe, US and Rest of World, and for Refining and Marketing, goodwill has been allocated to the following cash-generating
units, namely Refining, Retall Lubncants and Other

In assessing whether goodwill has been impaired, the carrying amount of the cash-generating unit (including goodwill) is compared with the
recoverable amount of the cash-generating unit The recoverable ameount 1s the higher of fair value less costs to sell and value in use In the absence
of any information about the fair value of a cash-generating unit the recoverable amount 1s deemed to be the value in use

The group generally estimates value in use using a discounted cash flow mode! The future cash flows are usually adusted for fisks specific to the
asset and discounted using a pre-tax discount rate of 11% (2006 10%) This discount rate 1s denved from the group s post-tax weighted average cost
of caprtal In some cases the group s pre-iax discount rate may be adjusted to account for poltical nsk in the country where the asset 1s located

The five year business segment plans, which are approved on an annual basis by senior management are the source of informauon for the
determination of the vanous vatues in use They contain imphicit forecasts for il and natural gas production, refinery throughputs, sales volumes for
various types of refined products {e g gasoline and lubnicants), revenues, costs and capital expenditure As annitial step in the preparation of these
plans, vanous environmental assumptions, such as ol prices, natural gas prices, refining margins, refined product margins and cost inflation rates, are
set by sentor management These environmental assurnptions take account of existing prices, global supply-demand equilibrium for ol and natural gas,
ather macroeconomic factors and histoncat trends and variabiity

For the purposes of imparment testing the group s Brent oll pnce assumption is an average $90 per barrel in 2008, 388 per barrel in 2009, $84 per
barrel In 2010 $84 per barrel in 2011, $84 per barrel in 2012 and $60 per barrel n 2013 and beyond (2006 average $65 per barrel in 2007, $68 per
barrel In 2008 $67 per barrel in 2009, $66 per barrel in 2010, $64 per barrel In 2011 and $40 per barre! m 2012 and beyond) Similarly the group s
assumption for Henry Hub natural gas prices I1s an average of $7 87 per mmBtu in 2008, $8 33 per mmBtu in 2009 $8 26 per mmBtu in 2010, $8 12
per mmBtu in 2011, $8 00 per mmBtu (n 2012 and $7 50 per mmBtu in 2013 and beyond (2006 average of $8 10 per mmBtu in 2007, $8 31 per
mmBiu in 2008, $7 88 per mmBtu in 2009, $8 21 per mmBiu in 2010, $7 50 per mmBtu in 2011 and $5 50 per mmBiun 2012 and beyond) These
pnces are adjusted 1o arrive at appropriate consistent price assumptions for different gualties of ol and gas
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11 Impairment of goodwill conunued

Exploration and Production
The value in use 1s based on the cash flows expected to be generated by the projacted o or natural gas production profiles up to the expected dates
of cessation of production of each producing field The date of cessation of production depends on the interaction of a number of vanables such as
the recoverable quantities of hydrocarbons, the production profile of the hydrocarbons, the cost of the development of the infrastructure necessary to
recover the hydrocarbons, the production costs, the contractual duration of the production concession and the selling price of the hydrocarbons
produced As each producing field has specific reservoir charactensiics and economic circumstances, the cash flows of the fields are computed using
appropriate indrvidual econarnic models and key assumptions agreed by BP s management {or the purpose Cash outflows and hydrocarbon
production quantities for the first five years are agreed as part of the annual planning process Thereafter, estimated production quantrties and cash
outtlows up 10 the date of cessation of production are developed to be consistent with this

Consistent with prior years, the review for impairment was carned out during the fourth quarter ot 2007 using data that was appropnate at that
time As perritted by IAS 36, the detalled calculations made in 2005 and 2006 were used for the 2007 impairment test on the gooawill in each
geographical segment as the cntenia of IAS 36 were considered to be satisfied the excess of the recoverable amount over the carrying amount was
substantial for Rest of World in 2005 and the UK and the US n 2006, there had been no significant change in the assets and habilities, and the
Iikelihcod that the recoverable amount would be less than the carrying amount at the time of the test was remote

The following table shows the carrying value of the goodwill allocated to each of the regions of the Exploration and Production segment and where
required the amount by which the recaverable amount {value in use) exceeds the ¢arrying amount of the goodwill and other non-current assets in the
cash-generating units to which the goodwill has been allocated No impairment charge 1s required Vs

The key assumptions required for the value-n-use estimation are the ol and natural gas pnces, production volumes and the discount rate To test
the sensitivity of the excess of the recoverable amount over the carrying amount of goodwill and other non-current assets (the headroom} to changes
in production volumes and oll and natural gas pnces, management has developed ‘rules of thumb’ for key assumptions Applying these gives an
indication of tha impact on the headroom of possible changes in the key assumptions

In the prior year, it was estmated that the long-term price of Brent that would cause the total recoverable amount to be equal to the total carrying
amount of goodwill and related non-current assets for individual cash-generating urits would be of the order of $31 per barrel for the UK and $28 per
barrel for the US, and that no reascnably possible change in il and gas prices would cause the headroom in Rest of World to be reduced 1o zero
Since that ime, ol pneces have continued to nse and the group has increased its price assumptions as disclosed above Management now believes
that no reascnably possible change In ol and gas prices would cause the headroom in any of the geographical segmenis to be reduced to zero

Estimated production volurmes are based on detailed data for the fields and take inio account development plans for the fields agreed by
management as part of the long-terrn planning process 1t 1s estimated that i all cur production were to be reduced by 10% for the whole of the next
15 years this would not be sufficient to reduce the excess of recoverable amount over the carrying amounts of the indmiduat cash-generating urits 1o
zero Consequently, managernent beligves no reasenably possible change in the praduction assumpiton would cause the carrying amount of goodwill
and other non-current assets 10 exceed their recoverable amount

Management also believes that currently there 1S no reasaonably possible change in discount rate that would reduce the group s headroom 1o zero

5 midlion
2007
Rest of
VK us World Total
Goodwill 341 3,39 515 4,247
$ milon
2006
Rest ot
UK us Workd Towt
Goodwill 341 3426 515 4 282
Excess of recoverable amount over carrying amount 7,886 28,856 na n/a

Refining and Marketing

For all cash-generating units, the cash flows lor tha next five years are derved from the five-year business segment plan The costinflation rate 15
assumed 1o be 2 5% (2006 2 5%} throughout the period In determaning the value in use for each of the cash-generating units, cash flows for a perod
of 10 years have been discounted and aggregated with 1ts terminal value

Refiring
Cash tlows beyond the five-year penod are extrapolated using a 2% growth rate (2006 2%)

The key assumptions to which the calculation of value in use for the Refining unit 1s most sensitive are gross margins, production volumes and the
terrminal value The average value assigned to the gross margin during the plan period 1s based on a $7 90 per barrel global indicater margin (GIM),
which 1s then adjusted for specific retinery configurations (2006 $7 25 per barrel) The average value assigned 1o the production volume 1s BS50mmbbl a
year {2006 850mmbbl) over the plan penod The value assigned to the terminal value assumption I1s 6 tmes earnings (2006 6 tmes}, which s
indicative of similar assets in the current market These key assumptions reflect past experience and are consistent with external sources

The Refining unit s recoverable amount exceeds its carrying amount by $11 4 billon Based on sensitvity analysis, it 1s estimated that f the GIM
changes by $1 per barrel, the Refining unit 5 value in use changes by $7 6 bilkon and, if there was an adverse change in the GIM of $1 50 per barrel,
the recoverable amount of the Refining unit would equal its carrying amount If the volume assumption changes by 5% the Refining urut's value in
use changes by $5 1 tilion and 1f there was an adverse change in Refining volumes of 95mmbbl a year the recoverable amount of the Refiming unit
would equal its carrying amount If the muttiple of earmings used In the termina! value changes by 1 then the Refining unit’s value in use changes by
$1 7 bilhon Management believes no reasonably possible change in the multiple of earnings used in the terminal value would lead to the Refiming
unit’s value In use being equal to 1ts carrying amount
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11 Impairment of goodwill contnued

Retarl
Cash flows beyond the five-year penod are extrapolated using a 0 9% growth rate (2006 assumption was 1 3%]) reflecting a competitive marketplace
within a growing global economy

The key assumptions to which the calculation of value in use for the Retall unit 1s most sensitive are unit gross margins, marketing volumes, the
terminal value and discount rate The weighted average Retail fuel margin used in the plan was 3 1 cents per Irtre {2006 2 6 cents per litre} The value
assigned to the unit gross margin vanes between markets For the purpose of planning, each market develops a gross margin based upon the
different income streams within the market and cther market-specific factors In 2007, all markets were provided with the same reference price,
which was then adjusted for specrhc market facters and income streams 1n each operating umit The gross margin assumption guoted this year 1s the
weighted average of the margins used by each operating unit The comparative has been prepared on the same basis In the prior year each operating
unit was provided with a market-specific reference price as a starting point The weighted average of these assumptions was disclosed as the gross
margin assumption In the prior year The average value assigned to the marketing volume assumption 1s 125 brthion litres a year (2006 134 bilhon lires
ayear) The unit gross margin assumptions INcrease on average by 1% a year over the plan period and marketing volume assumptions grow by an
average of 1% a year over the plan penod The value assigned to the terminal value assumption 1s 6 5 imes earnings {2006 6 5 tmes), which is
indicative of similar assets in the current market These key assumptions reflect past expenence and are consistent with external sources

The Reta:l unit s recoverable amount exceeds s carrying amount by $4 1 bilion Based on sensitvity analysis, it 1s estimated that if there 1s an
adverse change in the weighted average fuel margin of 11 %, the recoverable amount of the Retall unit would equal its carrying amount 1t 1s estimated
that, if the volume assumption changes by 5% the Retall unit s value in use changes by $1 8 billion and, if there 15 an adverse change in marketing
volumes of 14 billion litres a year the recoverable amount of the Retail unit would equal its carrying ameunt if the multiple of earnings used in the
terrminal value changes by 1 then the Retail unit's value in use changes by $0 8 billion and, if the multple of earnings falls to 1 then the Retal value in
use would equal its carrying amount A change of 1% n the discount rate would change the Retall value in use by $0 9 bilion and, if the discount rate
ncreases to 17%, the value In use of the Retail urit would equal its carrying amount

Lubricants
Cash flows beyond the five-year penod are extrapolated using a 3% margin growth rate (2006 3%, which 1s lower than the long-term average growth
rate for the first five years The terminal value for the Lubricants unit represents cash flows discounted to perpeturty

For the Lubnicants urit, the key assurnptions to which the catculation of value in use 15 most sensitive are operating margin sales volumes and the
discount rate The average velues assigned to the operating margin and sales volumes over the plan period are 65 cents per litre (2006 53 cents per
Iitre} and 3 3 biliion litres a year {2006 3 5 billion htres) respectively These key assumptions reflect past expenence

The Lubncants urut's recoverable amount exceeds its carrying amount by $5 0 bithon Based on sensitivity analysis it1s estimated that if there is an
adverse change in the operating margin of 14 cents per litre, the recoverable ameunt of the Lubncants umit would equal its carrying amount If the
sales volume assurmption changes by 5%, the Lubricants unit s value in use changes by $1 2 billion and, i there 1s an adverse change in Lubncants
sales volumes of 700 million Inres a year, the recoverable amount of the Lubncants unit would equal 1ts carrying amount A change of 1% in the
discount rate would change the Lubncants unit's value in use by $3 2 bithon and, if the discount rate increases te 19% the value in use of the
Lubncants unit woutd equal 1ts carrying amount

$ mihon
2007 |
Refining Retail _Lubricants _ Other Total i
Goodwill 15156 827 4175 109 6,626
Excess of recoverable amount over carrying amount 11,443 4,062 5,028 n/a n/a :
$ millon
2006
Refining Retail Lubricants Qther Total
Goadwill 1328 841 4,098 123 6 390

Excess of recoverable amount over ¢arrying amount nfa 2 100 2,012 nfa nfa
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12 Distribution and administration expenses

$ m#ton

2007 2006 2005

Distribution 14,028 13174 13,187

Admimstration 1343 1,273 1,325

15,371 14,447 14,512

Innovene operations - - {806}

Continuing operations 15,371 14 447 13,708
13 Currency exchange gains and losses

$ million

o L L 2007 2006 2005

Currency exchange (gans} fosses (credned) charged to income {189) 222 94

innovene operations - - 180)

Continuing operations {189) 222 14

14 Research and development

$ milhon

2007 2006 2005

Expenditure on research and development 566 395 502

Innovene operations - - (128)

Continuing operations 566 395 374
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15 Operating leases

.

The table below shows the expense for the year in respect of operating leases Where an operating lease i1s entered into solely by the group as the
operator of a jointly controlled asset, the total cest is included in this analysis, irrespective of any amounts that have been or will be reimbursed by jont
venture partners Where BP 1s not the operator of a jointly controlled asset, operating lease cosis and future mimmum lease paymenis are excluded
from the information given below

$ mdhon

2007 2006 2005

Minimum lease payments 4,152 3647 2,743
Contingent rentals 105 13 6)
SubHease renials {191} {131) {114)
4,066 3529 2,623

Innovene operations - - {49}
Continuing aperations 4,066 3,529 2,574

In addition 10 the above where operating lease costs are incurred in relation to the hire of equipment used in connection with a caprtal project, some
or afl of the cost may be capitalized as part of the capital cost of the project For 2007, $1,300 million {2006 $895 million) of the cost for the year has
been capitalized

The tuture minimum lease payments at 31 December before deducung related rental income from operating sut-leases of $618 mullion (2006 $626
milion and 2005 $718 milllen) are shown In 1he table below This does not include future contingent rentals Where the lease rentals are dependent
on a vanable factor the future minimurm lease payments are based on the factor as at inception of the lease

-_ [ 5 milon

Future minimurn lease payments 2007 2006
Payable within

1 year 3,780 3428

2to5vyears 7.660 B 440

Thereafter 5,498 5684

16,938 17 552

The followsing additional disclosures represent the net operating lease expense and net future minimum lease payments, after deducting amounts
reimbursed, or to be reimbursed by Joint venture partners

Where BP 1s not the operator of a jointly controlled asset operating lease costs and future minimum lease payments are excluded from the
informatian given below

5 mdbon

2007 2006 2005

Minimum [ease payments 3,100 2924 1.847

Contingent rentals 80 13 6)

Sub-lease rentals {183} {131} {110)
2997 2806 1731

Innovene operations - - 49)
Continuing gperations 2,997 2 806 1682
$ milban

Future minimum lease payments 2007 2006

Payable within

1 year 2,826 2,732
2105 years 6519 7,290
Thereafter 5.050 5221

14,395 15,243

The group enters into operating leases of ships plant and machinery commercial vehicles and land and buddings  Typical durations of the leases are
as follows

Years
Ships up to 20
Plant and machinery up to 10
Commercial vehicles B upto 15

Land and buldings up to 40
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The group has entered into a number of structured operating leases for ships and in most cases the lease rental payments vary with market interest
rates The varnable pertion of the lease payments above or below the amount based on the market interest rate prevalling at inception of the lease 1s
treated as contingent rental expense, but the amounts of such contingent rentals are not significant for the years presented The group alsc routinely
enters into bareboat charters tme-charters and spot-charters for ships on standard industry terms

The most significant items of plant and machinery hired under aperating leases are drilling ngs used in the Exploration and Production segment n
some cases dnling nig lease rental rates are adjusted penodically to market rates that are influenced by oil prices and may be significantly different
from the rates at the inception of the lease Differences between the rate paid and rate at inception of the lease are treated as contingent rental
expense

Commercial vehicles hired under operating leases are pnmarily ralcars Retail service station sites and office accommodation are the main items in
the land and bulldings category

The terms and conditions of these operating leases do not impose any significant financial restrictions on the group Some of the leases of ships
and bulldings attow for renewals at BP's option

16 Exploration for and evaluation of oil and natural gas resources

The following financial information represents the amounts included within the group totals relating 1o activity associated wrth the exploration for and
evaluation of o and natural gas resources All such activity 1s recorded within the Expleration and Production segment

$ mihon
2007 2006 2006
Exploration and evaluation costs
Exploration expenditure written off 347 624 305
_Otherexplorationcosts W9 41 379
Exploration expense for the year 756 1,045 B4
Intangble assets — exploraton expendiiwree . 5282 __ 4110 4008
Net assets 5252 4110 4,008
Capital expenditure 2,000 1,637 950
Net cash used in operating actvities 409 421 379
Net cash used in investing activities 2,000 1,498 950
17 Auditors’ remuneration
% millon
Fees — Ernst & Young 2007 2006 2005
Fees payable to the company’s auditors for the audit of the company s accounts® 18 15 19
Fees payable to the company’s auditors and its associates for other services
Audrt of the company's subsidiaries pursuant to legislation N 3 34
Other services pursuant to legislation e 14 15 6
63 61 59
Tax services 2 1 10
Services refating to corporate finance transactions 1 2 3
All other services B 9 23
Audit fees in respect of the BP pension plans 1 - 1
75 73 g6
Innovene operations - - (9)
Continuing operations 75 73 87

? Fees In respect of the audit of the accounts of BP p I ¢ including the group’s consolidated financral statements

Total fees for 2007 include $7 million of additonal fees for 2006 (2006 includes $5 million of additional fees for 2005 and 2005 includes $4 million of
additional fees for 2004) Auditors’ remuneration 15 included in the ncome statement within distribution and administration expenses

The tax services relate to ingome tax and indirect tax comphance, employee tax services and tax advisory semvices

The audit committee has established pre-spproval policies and procedures for the engagement of Emst & Young to render audrt and certain
assurance and tax services The audit fees payable to Ernst & Young are reviewed by the audit committee in the context of other global companies for
cost-effectiveness Emst & Young performed further assurance and tax services that were not prohibited by regulatory or other professional
requirements and were pre-approved by the commitiee Ernst & Youngis engaged for these services when s expertise and expenence of BP are
important Most of this work 1s of an audit nature Tax senvices were awarded erther through a full competitive tender process or following an
assessment of the expertise of Emst & Young compared with that of other potential service providers These services are for a fixed term
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18 Finance costs

$ mdlon
2007 2006 2005
Bank loans and overdrafts 89 130 44
Other toans 1302 1020 828
Finance leases 42 46 38
Interest payable 1,433 1,196 910
Capitalized at 5 70% (2006 5 25% and 2005 4 25%)° (323) {478} (351)
Early redemption of borrowings and finance leases - - 57
1,110 718 616
2 Tax rehef on capralized interest 15 $81 million (2006 $182 milion and 2005 $123 milhon)
19 Other finance income and expense
$ millicn
2007 2008 2005
Interest on pension and other post-retirement benefit plan liabilities 2,203 1,840 2,022
Expected return on penston and other postretirement benefit plan assets {2,855) {2,410) (2,138}
Interest net of expected return on plan assets |652) (470 {116}
Unwinding of discount on provisions 283 245 2n
Unwanding of discount on deferred consideration for acquisition of investment in TNK-BP - 23 57
|369) {202 142
Innovene operations - - 3
Continuing operations 1369) (202) 145
20 Taxation
& millon
Tax on profit 2007 2006 2005
Current tax
Charge for the year 10,006 11199 10511
Adjustment in respect of prior years (171) 442 977)
9,835 11 641 9534
Innovene operations - 159 [910)
Continuing operations 9,835 11,800 B 624
Deferred tax
Ongination and reversal of temporary differences in the current year 61 1771 349
Adjustment in respect of prior years (64 (1,240 (4500
TrTtrcYfcrtkctrtr——— 7 7 - - - - - - /s e 607 531 {101}
Innovene operaticns - - 950
Continuing operations 807 531 849
Tax on profit from continuing operations 10,442 12,331 9473
Tax on profit from continuing operations may be analysed as follows
Current tax charge
UK 2,067 2 657 880
Qverseas 7,768 9143 7,744
e e e e e e ... 9835 TYBOD 8624
Deferred tax charge
UK 216 500 (489)
QOverseas 391 31 1,338
607 531 849
Total
UK 2,283 3,157 3N
Overseas 8,159 9,174 9082
10,442 12,331 9473
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20 Taxation continued

$ mudbon
Tax included 1n the statement of recogmized income and expense 2007 2006 2005
Current tax (178} 51} 45
Deterred tax 241 985 214
63 934 259

This compnises
Currency translation differences {139) 2 {11}
Exchange gain on translation of foreign operations transferred 1o loss on sale of businesses - - 195}
Actuarial ga:n relating to pensions and other postretirement benefits 427 820 356
Share-based payments 213 26} -
Cash flow hedges (26) 47 (B3}
Available-for-sale investments 14 {108} 72
63 934 259

Reconcihation of the effective tax rate
The following table provides a reconcifiation of the UK statutory corporation tax rate to the effectve tax rate of the group on profit before taxation from
continuing operattons

£ milbon
2007 2006 2005
Profit before taxation from continuing operations 31,611 34,642 319N
Tax on profit from continuing operations 10,442 12331 9473
Effective tax rate 33% 36% 30%
% of proin before taxavon from continuing ope@tions
UK statutory corporation tax rate 30 30 30
Increase {decreasst resutting from
UK supplementary and overseas taxes at higher rates 7 11 9
Tax reported in equity-accounted entittes (2} (3} {3)
Adjustments in respect of prior years (a]] 2) 3
Restructunng benetits - - m
Current year losses unreheved (pnor year losses utilized) 1] (3] 3
Other - 1 1
Effective tax rate 33 36 30
Deferred tax $ millon
income statament Batance sheet
2007 2006 2005 2007 2006
Deferred tax liability
Deprecation 54) 1484 (778) 21,757 21 463
Pension plan surplus 127 173 170 2,136 1,733
__Other taxable terporary drfferences ~ L 13N 417 887 5938 4,895
1,444 2,074 279 29,891 280
Deferred tax asset
Petroleum revenue tax 139 4 121 (325) {457}
Pension plan and other post-retirement benefit plan deficiis 72 71 220 (1,545) {1824
Decommissioning, environmental and other provisions (759) (800} (144) (3,746} (2 960)
Derwative financial instruments 450 {115) (629) (541} {974}
Tax credit and loss carry forward [466) 220 (245} {1,822) (1118
QOther deductible temporary differences {129) 923} 297 (2.697) 2,642)
U ... | JR A - 1380) (10,676} {9,975)
Net deferred tax lability 607 531 {101) 19,215 18116
% m#lon
Analysis of movements during the year 2007 2006
At 1 January 18,116 16,443
Exchange adjustments 42 175
Charge for the year on ardinary actvities 607 531
Charge for the year i the statement of recognized income and expense 241 985
Acquisitions 199 -
Other movements 10 (18)

At 31 December 19,215 18,116
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20 Taxation continued

Factors that may affect future tax charges
The group earns income in many different countries and on average, pays taxes at rates higher than tha rate of UK corporation 1ax The overalt impact
of these higher taxes, which include the supplementary charge on UK North Sea profits, 1s subject to changes in enacted tax rates and the country mix
of the group’s Income

The 2007 effective tax rate for the group reflects the impact of the use of capital and other lusses in the UK and maintand Europe and audnt closure
of a variety of worldwide 1ssues The enactment of a 2% reduction in the rate of UK corporation tax on profits ansing from activities outside the
North Sea reduced the tax charge by $183 mihon

Under IFRS tha results of equity-accounted entities are reported within the group s profit before taxation on a post-tax basis The impact of this
treatment i 2007 has been 1o reduce the reporied effective tax rate by around 2% This etfect 1s expected 1o continue for the foreseeable future
assuming similar income levels from the entities

At 31 December 2007, deferred tax liabilities were recognized for all taxable temporary differences
- Except where the deferred tax liability anses on goodwill that 1s not tax deductible or the iritial recognizion of an asset or liability 1n a transaction that
15 not a business combination and, at the tme of the transaction, affects nerther the accounting profit nor taxable profit or loss
- Inrespect of taxable temporary differences associated with investments in subsidiaries, jointly controlled entities and assoctates except where the
tuming of the reversal of the temporary differences can be controlled by the group and 1t 1s probable that the temporary differences will not reverse
in the foreseeable future
At 31 Decemnber 2007 deferred tax assets were recogmzed for all deductible temporary differences, carry forward of unused tax assets and unused
tax losses to the extent that it 15 probable that taxable profit will be available against which the deductible temporary differences and the carry forward
of unused tax assels and unused tax losses can be utihzed
- Except where the deferred income tax asset relating to the deductible temporary difference anses from the initial recognition of an asset or hability
In a transaction that is not a business cormbination and, at the tme of the transaction, affects neither the accounting protit nor taxable profit or loss
~ Inrespect of deductible termporary differences associated with investments in subsidianes, jointly controlled entities and associates deferred tax
assets are only recognized to the extent that it 1s probable that the temporary differences will reverse in the foreseeable future and taxable profit
will be available against which the temporary differences can be utlized
The group has around 35 0 billion (2006 $4 9 bilhon) of carry-forward tex losses, predominantly in Eurcpe which would be available to offset against
future taxable iIncome These tax losses do not have a fixed expiry date At the end of 2007, a net deferred tax asset of $286 millon was recognized
on these losses (2006 $216 mullion) The gross deferred tax asset recognized for tha losses was $972 million (2006 $680 milbon} of which $686
million {2006 $458 million) was offse1 by deferred tax labiities Deferred 1ax assets are recogrized only to the extent that 1t 1s considerad more Iikely
than not that suitable 1axable income will anse
At the end of 2007 the group had around $4 1 bilhon {2006 $2 © billion) of unused tax credits in the UK and US, i respect of which no net deferred
1ax assets have been recognized A gross deferred tax asset of $820 million has been recognized in 2007 for these credits (2006 $459 mifon), which
15 offset by a gross deferred tax hiability associated wath unrermitted profits from overseas entities in jurisdictions with a lower 1ax rate than the UK The
UK tax credits do not have a fixed expiry date The US 1ax credits expire ten years after generation In 2007, $411 million of tax credits were utiized
{2006 $828 millon and 2005 $774 milion)
The major components of temporary differences at the end of the current year are tax depreciatron US inventory holding gains (classified under
other taxable ternporary differences) and provisions

21 Dividends

panca per share cents per share 3 mihon
2007 2008 2005 2007 2006 2005 2007 2006 2005
Dwvidends announced and patd

Preference shares 2 2 2

Ordinary shares
March 5258 5288 4522 10 325 9376 8500 2,000 1,922 1,823
June 5151 5251 4450 10325 9378 8 500 1,983 1,893 1,808
September 5278 5324 5119 10 825 9 825 8 925 2,065 1,943 1871
December 5308 5241 5 061 10825 9 825 8925 2,056 1,926 1855

20 995 21104 19152 42 300 38 400 34 850 8,106 7,686 7,359

Dmidend announced per ordinary shara,
payable in March 2008 6813 - - 13 526 - - 2,554 - -

The group does not account for dvidends until thay are pad The accounts for the year ended 31 December 2007 do not reflect the dvidend
announced on 5 February 2008 and payable (in March 2008 this will be treated as an appropriation of profit in the year ended 31 December 2008
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22 Earmings per ordinary share

cens per share

2007 2006 2005
Basic earnings per share 108.76 109 84 10574
Diluted earnings per share 10784 109 00 104 52

Basic earnings per ordinary share amounts are calculated by dviding the profit for the year atinbutable to ordinary shareholders by the weighted
average number of ordinary shares outstanding duning the year The average number of shares outstanding excludes treasury shares and the shares
held by the Employee Share Ownership Plans

For the chluted earnings per share calculation, the weighted average number of shares outstanding duning the year is adjusted for the number of
shares that would be 1ssued in connection with employee share-based payment plans using the treasury stock method In addition, for 2006 and 2005,
the profit attnbutable to ordinary shareholders has been adjusted for the unwinding of the discount on the deferred consideration for the acquisition of
our interest in TNK-BP and the weighted average number of shares outstanding duning the year has been adjusted for the number of shares to be
1ssued for the deferred consideration for the acquisition of our interest in TNK-BP

$ millon

2007 2006 2005

Profit from continuing operations attnbutable to BP shareholders 20,845 22025 22157

Less dividend requirements on preference shares 2 2 2

Prafit from continuing operations attnbutable to BP ordinary shareholders 20,843 22,023 22,155
Profit {loss) from discontinued operations - -

- /e o mzﬁo,;dsﬁ 21998 22,339

Unwinding of discount on deferred consideration for acquisition of investment in TNK-BP (net of tax) - 16 40

Diluted profit for the year attributable to BP ordinary shareholders 20,843 22014 22,379

shares thousand

2007 2006 2005

Basic weighted average number of ordinary shares 19,163,389 20,027 527 21 125 902

Potential dilutive effect of ordinary shares i1ssuable under empleyee share schemes 163,486 109813 87 743

Potential dilutive effect of ordinary shares tssuable as consideration far BP s interest in the
_ TNK-BP joint venture = 56118 197 802

19,326,876 20 195 458 21,411 447

The number of ordinary shares outstanding at 31 December 2007, excluding treasury shares, was 18,922 785 598 Between 31 December 2007 and
19 February 2008, the latest practicable date before the completion of these financial statements, there has been a net decrease of 44,539,157 in the
number of ordinary shares outstanding as a result of share buybacks net of share tssues The number of potential crdinary shares issuable through the
exercise of employee share schemes was 164 039 764 at 31 December 2007 There has been a decrease of 10,797,601 in the number of potential
ordinary shares between 31 December 2007 and 19 February 2008

Earnings (loss} per share for the discontinued operations is derved from the net profit {loss} attributable to ordinary shareholders from discontinued
operations of $rut {2006 $25 million loss and 2005 $184 mithon profit}, divided by the weighted average number ot ordinary shares for both basic and
diluted amounts as shown above
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23 Property, plant and equipment

$ mihon
Land and Plant, Fxtures hungs i depats
land Ol and gas machinery and otfice s10/aga 1anks and
mprovements Buidings properbes  and squpment squpment  Transportaton  senace stabions Total
Cost
At 1 January 2007 4,442 3,129 123,493 32,203 3,006 11930 11,076 189279
Exchange adjustments 2N 148 22 1.182 73 32 733 2,481
Acquisitions - - - 910 - - - 910
Addrions 78 17 12,107 3,662 466 13 643 17308
Transters - - 422 - - - - 422
Reclassified as assets held for sale (16} - - (1.114) - - - (1.130)
Deletions {259) [298) {1,429} (478) (376} {277] (1,042) (4,159}
At 31 December 2007 4516 3,150 134,615 36,365 3,169 11,866 11410 20509
Depreciation
At 1 January 2007 675 1,470 66,189 16,189 1,762 6,876 5119 98,280
Exchange adjustments 25 89 19 556 45 16 299 1,049
Charge for the year 52 98 7,370 1,266 3 373 741 10,241
Impairment losses ] 62 189 236 -] 4 643 1,239
Impainment reversals - - {237) - - - - (237}
Reclassified as assets held for sale (9) - - {486) - - - (495
Delations {111} (186) [1,044) [344) (337} [153) (800} {2,975)
At 31 December 2007 bat:] 1,533 72486 17,417 1,820 7126 5,002 107,102
Net book amouni at 31 December
2007 3,798 1,617 62,129 18,948 1,349 4,740 5,408 97,989
Cost
At 1 January 2006 4,578 2,835 114 413 3034 2247 13196 11100 178,708
Exchange adjustments 255 239 72 1028 138 27 517 2276
Acquisitions - - - 16 - - - 16
Additions a1 3 11264 2148 a1 22 M8 15653
Transters® - - 628} - m - - (629)
Reclassified as assets held for sale {15) ) - {842) - M (47) 906)
Deletions (4585) (325) {1 628) {486) {219 (1 314) (1412} {5 839)
A1 31 December 2006 4 442 3129 123 493 32203 3008 11 930 11 076 189279
Depreciation
At 1 January 2006 7c9 1,437 52192 14,978 1,450 7.034 4,961 92,761
Exchange adjustments 15 147 54 562 107 12 154 1041
Charge for the year 52 149 6,214 1,059 418 kis)} 718 8911
Impairment losses 87 5 4 98 - 1 g 204
Impairment reversals - - {340} - - - - 340
Transfers® - - {887} - {1} - - (888)
Reclassified as assets held for sale - {1) - {325} - m (15) (342)
Deletions {188) (267) 11,048} {173} {212} {471) (708) (3 067)
At 31 December 2006 675 1470 66 189 16 189 1,762 6 876 5,119 S8 280
Net book amount at 31 December
2006 3767 1659 57 304 16,014 1244 5054 5,857 90,999
Assets held under finance leases at
net book amoeunt included above
At 31 December 2007 - 17 155 185 - 1" 24 392
At 31 December 2006 5 18 42 n 1 9 29 445
Decommussioning asset at net book amount included above
Cost Depceciation Net
At 31 December 2007 7,851 3328 4523
At 31 December 2006 6,331 2 558 3833
Assets under construction inciuded above
At 31 December 2007 18,658
At 31 December 2006 17 800

%Includes $1 087 million transferred to equity-accountad Invastments
B Includes $890 million transtemed to equity-accounted investments
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24 Goodwill
$ milon
2007 2006
Cost and net book amount
At 1 January 10,780 10371
Exchange adjustiments 126 524
Acquisitions 270 64
Reclassified as assets held for sale (90} {60}
Deletions [B0) {119}
At 31 December 11,006 10 780
25 Intangible assets
$ melgn
2007 2006
Exploration Other Exploration Other
expenditure intangibles Total axpenditure intangbles Total
Cost
At 1 January 4,580 2,128 6,718 a 661 1,740 6401
Exchange adjustments 3 49 52 2 50 52
Acquisitions - 35 35 - 187 187
Additions 2,000 548 2548 15837 378 1.915
Transfers® {506} - {508) {698) - {698}
Deletions (450} {130} |1580) {312) (227} (1 139)
At 31 December 5,637 2.630 8,267 4,590 2128 6718
Armortization
At 1 January 480 992 1,472 653 976 18629
Exchange adjustments - 25 25 - 20 20
Charge for the year 347 338 685 624 217 841
Transfers - - - (2) - 2}
Impairment losses - - - 108 - 109
Deletions (442) {125} {567) {904) (221) {1,125}
At 31 December 385 1,230 1,615 480 5992 1472
Net book amount at 31 December 5252 1,400 6,652 4,110 1136 5 248

Bncluded In transfers of exploration expenditure I1s $84 million {2006 $240 million) transferred to equity-accounted investments
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26 Investments in jointly controlled entities

The sigrificant jointly controlled entities of the BP group at 31 December 2007 are shown in Note 46 The pnncipal joint venture 15 the TNK-BP joint
venture Summarnzed fnancial information for the group s share of jointly controlled entities 1s shown below

§ mibon
2007 2006 2005
TNK-BP Othar Total TNK BP Other Total TNK BP Other Total
Sales and other operating revenues 19,463 7.245 26,708 17 863 6119 23,982 15,122 4,265 19377
Profit before interest and taxation 3743 1,298 5,042 4,616 1,218 5834 3y 779 4 596
Finance costs and other finance expense 264 176 440 192 169 361 128 104 232
Profit before taxation 3,479 1123 4,602 4,424 1,049 5473 3,689 675 4364
Taxation 993 259 1,252 1,467 260 1727 a76 220 1,196
Minonty interest 28 - 215 103 - 193 - L
Profit for the year® 221 864 3135 2,764 789 3553 2,609 455 3064
Innovene vperations - - - - - - - 19 19
Continuing operations 22N 864 3135 2764 789 3.553 2,609 474 3083
Non-<current assets 12,433 9,841 22274 11243 7612 18 855
Current assets 6,073 2,642 8,715 5403 2184 7 587
Total assets 18,506 12,483 30,989 16 646 9736 26 442
Current habilities 3.547 1552 5,099 3,594 1,272 4,866
Non-current habilities 5,562 3,620 9,182 4,226 3,370 7.596
Total habilities 9,109 5,172 14,281 7820 4,642 12,462
Minorty interest 580 - 580 473 - 473
8,817 731 16,128 8353 5,154 13,607
Group investment in jointly controlled
entities
Group share of net assets {as above) 8,817 7311 16,128 8353 5,154 13,507
Loans made by group companes 1o jontly
controlled entities - 1,985 1,985 - 1,567 1,567
8,817 9,296 18,113 8353 6721 15 074

®BP s share of the profit of TNK-BP in 2006 ncludes a net gain of $892 miliion (2005 $270 mullion) on the disposal of ceran assats

Transactions between the significant jointty controlled entities and the group are summanzed below In additon to the amount recewable at
31 December 2005 shown below, a further $771 mulion was recevable from TNK-BP in respect of dwvidends there was no dividend recervable at

31 December 2007 or at 31 December 2006

Sales 10 jointly controllad entities $ mdlion
2007 2006 2005
Amount Amount Amount
recelvable at recevable at recenvable at
Product Sales 31 December Sales 31 December Sales 31 December
Atlantic 4 Holdings LNG 583 142 227 35 - -
Atlantic LNG 2/3 Company of Tnrudad and Tobagoe LNG 989 137 1123 99 1157 -
Pan Amencan Energy Crude ol 240 1 389 - 75 2
Ruhr Oel Employee sarvices 374 539 330 597 169 527
TNK-BP Employee services 150 69 189 99 125 14
Purchases from jointly controlled entities $ mion
2007 2006 2005
Amount Amount Amount
payzble st payable at payable at
Product Purchases 31 Decernber Purchases 31 December  Purchases 31 December

Atlantic |LNG 2/3 Company of Tnnidad and Tobago  Plant processing
fee/natural gas 241 - 284 - 190 -
Pan American Energy Crude oll 6 2 4 2 661 81

Ruhr Qel Refinery operating

costs 902 18 758 32 384 134

TNK-BP Crude oll and oll
products 218 46 2,662 85 908 17

The terms of the outstanding balances recervable from jointly controlled entities are typically 30 10 45 days, except for the recevable from Ruhr Oel
which will be paid over several years as it relates partly 10 pension payments The balances are unsecured and will be settled in cash There are no
significant provisions for doubtful debts relating to these balances and no significant expense recognized in the Income statement 1n respect of bad or

doubtful debts
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27 Investments in associates

The significant associates of the group are shown in Note 46 Summanzed financial information for the group’s share of associates 1s set out below

5 mdhon
2007 2006 2005
Sales and other operating revenues 9,855 8,792 6 879
Profit before interest and taxation 947 669 865
Finance costs and other finance expense 57 63 57
Profit before taxation 890 606 608
Taxation 193 164 143
Profit for the year 697 442 465
Innovene operations - - 15}
Contnuing operations 697 442 460
Non-current assets 5012 6573
Current assets 2308 2294
Total assets 7320 8,867
Current habiliies 1,801 2,028
Non-current liabibires 2423 2 600
Total hiabilities 4,224 4629
Net assets 3,096 4238
Group nvestment In assoctates
Group share of net assets (as above) 3.096 4,238
Loans made by group companies 10 associates 1483 1,737
4579 5,975
Transactions between the signiicant associates and the group are summarnzed below
Sales to associates § milon
2007 2006 2005
Amount Amount Amount
receivable at recavable at recenvable at
Product Sales 31 December Salas 31 December Sales N Da_gsrnber
Atlantic LNG Company of Tnnidad and Tobago  LNG 611 58 635 62 579 -
The Baku-Thilis-Ceyhan Pipeline Co Crude ol
employee services 86 2 112 a4 99 3
Purchases from associates $ mihon
2007 2006 2005
Amount Amount Amount
payabls st payable al payable at
Product Purch 31D by Purch: 31 December  Purchases 31 Dacember
Abu Dhabt Marine Areas Crude ol 547 303 866 91 1 355 164
Abu Dhabi Petroleun Co Crude of 1,964 229 1,547 145 2 260 214
The Baku-Thilis-Ceyhan Pipeline Co Transportation
tan#t 394 42 155 - - -

The terms of the outstanding balances recevable from associates are typically 30 to 45 days The balances are unsecured and will be settled in cash
There are no significant prowisions for doubtfu! debts relating to these balances and no significant expense recognized In the income statement in

respect of bad or doubtful debis
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28 Financial instruments and financial risk factors

The accounting classification of each category of financial iInstruments, and their carrying amounts, are set out below

S milon
2007
Financial
Avalable-for At tair valus Dertvative labilities
Leoans and sale financial through profit hadging moasured at Total carrying
Note receivebles assats and loas i amortized cost amount
Financial assets
QOther investments - listed 29 - 1,697 - - - 1,617
Qther investments - unlisted 29 - 213 - - - 213
Loans 1,164 - - - - 1,164
Trade and other recervables 31 38,710 - - - - 38,710
Derivative financial instruments 34 - - 9,155 907 - 10,062
Cash at bark and in hand 32 2,996 - - - - 2,996
Cash equivatents - listed 32 - 3 - - - 3
Cash equivalents — unlisted 32 - 563 - - - 563
Financial liatlties
Trade and other payables 33 - - - - (40,062) (40,062)
Dervatve financial instruments 34 - - {11,284) {123) - (11,407
Accruals - - - - (7.599) (7,599)
Finance debt 35 - - - - (31,045} {31,045)
42,870 2,396 {2,129) 784 (78,706} (34,785)
$ mullion
2006
Financial
Available-tor- Al far value Datvave habxlites.
Loans and sale financial thwough protit hedging mgasurad at Total carrying
Note recevables assets and loss INstruments amoneed cost amount
Financial assets
Other investments - listed 29 - 1516 - - - 1516
Other investments — unlisted 29 - 181 - - - 181
Loans 958 - - - - 958
Trade and other receivables 31 38,474 - - - - 38,474
Dernvative financial instruments 34 - - 1281 587 - 13398
Cash at bank and in hand 32 2,052 - - - - 2,052
Cash equivalents — listed 32 - 29 - - - 29
Cash equivalents - unlisted 32 - 509 - - - 509
Financial liabilities
Trade and other payables 33 - - - - 38 227} (38 227)
Dervative financial Instruments 34 - - {13,420} {137) - 113,627)
Accruals - - - - {7,108} (7,108}
Finance debt 35 - - - - {24 010} {24,010}
41,484 2,235 (679) 450 (69 345) {25,855}

The farr value of finance debt s shown in Note 35 For all other financial instruments, the carrying amount s erther the far valug or approxirates the
farr value

Financial risk factors
The group 1s exposed to a number of differant financial nsks ansing from natural business exposures as well as its use of financial Instruments
nctuding market nsks relating to commeodity prices, foraign currency exchange rates, interest rates and equity prices credrit nsk and iquidity nisk

The group financial nsk committee (GFRC) advises the group chief financial officer {CFQ) who oversees the management of these risks The GFRC
15 chawed by the CFQ and consists of a group of senior managers including the group treasurer and the heads of the finance and the integrated supply
and trading functtions The purpose of the committee 1s to advise on financial risks and the approprate financial nsk governance framework for the
group The committee provides assurance to the CFQ and the group chief executive (GCE), and wia the GCE to the beard, that tha group s financial
nsk-takng activity 1s governed by appropriate policies and procedures and that financial nsks are identifted, measured and managed in accordance with
group policies and group risk appetite

The group s trading actwities i the off, natural gas and power markets are managed within the ntegrated supply and trading function, whiie
activities 1n the financial markets are managed by the treasury function All dervative activity, whether for nsk management or entrepreneurial
purposes Is carned out by specialist teams that have the appropriate skills expernence and supervision These teams are subject to close financial and
management control, meeting generally accepted industry practice and reflecting the pnneiples of the Group of Thirty Global Denvatives Study
recommendations

The integrated supply and trading function matntains formal governance processes that provide oversight of market nsk A policy and nsk
committes moniters and validates limits and nsk exposures, reviews incidents and validates nisk-relatad policies, methedologies and procedures A
commitments committee approves value-at-nsk delegatons, the trading of new products instruments and strateges and materizl commiiments
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28 Financial instruments and financial risk factors continued

{a} Market nisk

Market risk 1s the nisk or uncertanty arnsing from possible market price movements and their impact on the future performance of a business The
market pnce movements that the group 1s exposed to include oil, natural gas and power pnices (commodity price nsk) foreign currency exchange
rates, interest rates equrty prices and other indices that could adversely affect the value of the group's financial assets, habilities or expected future
cash flows The group has devetoped policies amed at managing the volaility inherent in certain of its natural business exposures and in accordance
with these policies the group enters mnto various transactions using dervative financial and cormmodity instruments (denvatives) Derwatives are
contracts whose value 1s derrved from one or more underlying financial or commedity instruments indices or pnces that are defined in the contract

The group also trades dervatives in conjunction with its nsk management activities

The group mainly measures its market risk exposure using value-at-nsk techniques Fhese techniques are based on a vanance/covanance rmodef or
a Monte Carlo simulation and make a statistical assessment of the market nsk ansing from possible future changes in market prices over a 24-hour
penod The calcutanon of the range of potential changes in farr value takes into account a snapshot of the endwi-day exposures and the history of one-
day price movements, together with the correlation of these pnce movements

The trading value-at-nsk model takes account ¢f dervative financial instrument types such as interest rate forward and futures contracts, swap
agreements options and swaptions, foreign exchange forward and futures contracts, swap agreements and options, and o, natura) gas and power
price forwards, futures swap agreements and options  Additionally, where physical commedities or non-derivative forward contracts are held as part
of a trading position they are also included in these calculations For options, a inear approximation 1s included in the value-at-nisk models when full
revaluation 15 not possible Markst risk exposure in respect of embedded dervativas 1s not included in the value-at-nisk table A separata sensitivity

analysis 1s disclosed below

Valug-at-nsk imits are 1n place for each trading actmvity and for the group s trading activity in total The board has delegated a imit of $100 milhon
value at nisk in support of this trading actvity The high and low values at nsk indicated in the table below for each type of activity are independent of
each other Through the portfolio effect the high value at risk for the group as a whole 15 lower than the sum of the highs for the constituent parts
The potentiat movement in far values Is expressed to a 95% confidence interval This means that, in statistical terms, one would expect to see an
increase or a decrease in far values greater than the trading value at sk on one occasion per month if the portfolio were left unchanged

Value at risk for 1 day at 5% confidence interval $ melion
_ 2007 2006

High Low Average Yeoar end Hgh Low Average Year and
Group trading 50 24 35 38 57 22 34 30
Od pnce trading 46 16 26 34 56 16 29 22
Natural gas price trading 32 9 16 15 28 10 19 15
Power price trading 6 1 3 5 1 2 6 3
Currency trading 1 3 2 - 2 -
Interest rate trading 1 - 5 2 1 - 1 -
Other trading - 2 1 - - — -

it Commodity price risk

The group’s nsk management policy requires the management of only certain short-term exposures in respect of 1ts equity share of ol and natural gas
production and certain of its refinery and marketing activities The group’s integrated supply and trading function uses conventional financal and
commodity instruments and physical cargoes available in the related commaodity markets Natural gas swaps, options and futures are used to migate
pnce nsk Power trading 1s undertaken using a combination of over-the-counter forward contracts and other derwvative contracts, including options and
futures This activity 1s on both a standalone basis and in conjunction with gas dervatives (n refation 1o gas-generated power margin In addition, NGLs
are traded around certain US inventory locations using over-the-counter forward contracts in conjunction with over-the-counter swaps options and
physical nventones Trading value-at-nsk information in relation to these activilies 1s shown in the table above

In addition, the group has embedded derivatives relating to certain natural gas and LNG contracts Key information ¢n these contracts 1s grven

hetow

At 31 Decernber 2007 At 31 December 2006

Remaining contract terms
Contractual/notional amount

210 12 years
4 968 mifhon therms

9 months to 11 years
3,889 million tharms

Discount rate = nominal risk free 45% 45%
Net far value habihty $2,085 million $2 064 rmilion
For these dervatives the sensitivity of the fair value 1o an immediate 10% favourable or adverse change in the key assumptions 1s as follows

$ millon

2007 2006

Gas ol and Discount Gas o and

Gns prica  tusl gil pricé  Power price rate Ges price fuel od price Powerpnce  Discount rate

Favourable 10% change 317 72 31 332 7 45 AN
Unfavourable 10% change (368} [84) (32) (341} 7 (41} {32}
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28 Financia! instruments and financial nisk factors continued

These sensitivties are hypothetical and should not be considered to be predictive of future performance Changes in farr value generally cannot be
extrapolated because the relationship of change in assumption to change in farr value may not be hnear In addition, for the purposes of this analysis,
in this 1able, the effect of a variation In a particular assumption on the fair value of the embedded dervatives 15 calculated independently of any change
in ancther assumption In reality, changes in one factor may contribute to changes i another, which may magrufy or counteract the sensitvities
Furthermore, the esiimated fair values as disclosed should not be considered indicative of future earnings on these contracts

i} Foreign currency exchange nsk
Where the group enters into foreign currency exchange contracts for entrepreneunal trading purposes the activity Is controlled using trading value-at-
risk techniques as explained above This activity 1s descnbed as currency trading in the value at nsk table above

Stnce BP has global operations fluctuations in foreign currency exchange rates can have significant effects on the group's reported results The
effects of most exchange rate fluctuations are absorbed in business operating results through changing cost competitivenass lags in market
adjustment to movemenits In rates and conversion differences accounted for on specific transactions For this reason the total effect of exchange rate
fluctuations 1s not identifiable separataly Iin the group s reported results The main undertying economig currency of the group's cash flows 15 the US
dollar This 1s because BP's major product, oil, 1s priced internationally in US dollars BP s foreign currency exchange management policy 15 to minimize
economic and matenal transactonal exposures ansing from currency movements against the US dollar The group co-ordinates the handling of foreign
currency exchange nsks centrafly, by netting off naturally-occurnng opposite exposures wherever possible, and then dealing with any material residual
toregn currency exchange nsks

The group manages these exposures by constantly reviewing the foreign currency econormic valug at nsk and managing such rnisk 1o keep the 12-
month foreign currency value at nisk below $200 miflion At 31 December 2007, the foraign currency value at risk was $60 million (2006 $107 mithon)
At no point over the past two years did the vatue at nisk exceed the maximum nsk hmit The most significant exposures relate to capital expenditure
commuirnents and other UK and European operational requirements, for which a hedging programme 1s in place and hedge accounting 1s clamed as
outined in Note 34

For highly probable forecast capital expenditures the group locks in the US-dollar cost of non-US dollar supphies by using currency futures The main
exposures are sterling and euro, and at 31 December 2007 open contracts were in place for $732 mulhon stering and $931 million euro capital
expenditures, with over 80% of the deals matunng within two years (2006 $630 million sterling and $957 millon euro capital expenditures with over
95% of the deals maturing within two years)

For other UK and European operational requirements the group predorminantly uses cylinders to hedge the estimated exposures on a 12-menth
roling basis at minimal cost At 31 December 2007 the main open positions consisted of receve sterling, pay US dollar purchased call and sold put
options for $2 800 millien and receive euro, pay US dollar cylinders for $1,400 million

In additrion, most of the group s berrowings are in US dollars or are hedged with respect to the US dollar At 31 December 2007 the total of toreign
currency borrowings not swapped into US dollars amounted to $1 045 milion {2006 $357 milhon) Of this total, $268 mulon {2006 $300 mullion) of
these borrowings were denominated in currancies other than the functional currency of the indmdual operating unnt, $191 milhion in Canadsan dollars
and $77 milion in Tninidad & Tobago dollars (2006 $224 mullion in Canadian dollars and $76 million in Tnnidad & Tobage dollars) 1t 1s estmated that @
10% change n the corresponding exchange rates would result in an exchange gan of loss in the iIncome statement of $27 milhon {2006 $30 muillion)

{m} Interest rate nsk
Where the group enters into money market contracts for entrepreneunal rading purposes the activity 1s controlled using valug-at-risk technigues as
described above This activity 1s described as interest rate trading in the value at nsk table above

BP 15 also exposed to interest rate risk frorm the possibility that changes in interest rates will atfect future cash flows or the farr values of its financial
instrumants, principally finance debt While the group 1ssuss debt in a varety of currencies based on market opportunities, it uses dervatives to swap
the debt to a US doltar exposure with an overall profile of one-third fixed rate to two-thirds floating rate  The proportion of floating rate debt net of
terest rate swaps at 31 December 2007 was 68% of total finance debt outstanding (2006 73%} The wexghted average interest rate on finance debt
15 5% (2006 5%)

The group’s earnings are sensitive to changes in Interest rates on the floating rate element of the group s finance debt if the interest rates
applcable to floatng rate instruments were to have incieased by 1% on 1 January 2008, 1t 1s estmated that the group s profit before taxation for
2008 would decrease by approximately $168 million (2006 $180 milhon} This assumes that the amount and mix of fixed and floating rate debt,
including finance leases, rematns unchanged from that in place at 31 December 2007 and that the change in interest rates 1s effective from the
beginning of the year Where the interest rate applicable to an instrument Is reset dunng a quarer 115 assumed that this occurs at the beginning of
the quarter and remains unchanged for the rest of the year In reality. the fixedffloating rate mx wall fluctuate over the year and interest rates will
change continually Furthermore, the effect on earmnings shown by this analysis does not consider the effect of an overall reduction In econemic activity
that could accompany such an increase in interest rates

v} Equity price nisk
The group holds equity investments that are classified as non-current avadable-for-sale financial assets and are measured mitially at farr vatue with
changes in fair value recogized directly in equity On disposal accumulated fair value changes are recycled to the mcome statement Such
investments are typcally made for strategic purposes At 31 December 2007, it 1s estimated that a change of 10% n equity prices would result in an
immediate charge ar credit to equity of $162 milhon (2006 $152 rmillion)

A1 31 December 2007 70% of the carnying amount of non-current available-for-sale financial assets represented one equity investment, thus the
group 5 exposure 1s concentrated on changes in the share pnces of this equity in particular For further information see Note 29

{b) Credit nsk

Credit nsk 1s the risk that a customer or counterparty to a financial instrument will fait to perform or fail to pay amounts due causing financial loss to
the group and arises from cash and cash eguivalents, denivative financial instruments and deposits with financial institutions and principally from credit
exposuras to customers relating to outstanding receivables
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28 Financial instruments and financial risk factors continved

The group has a credit policy, approved by the CFO, that1s designed to ensure that consistent processes are in place throughout the group to
measure and control credit nsk Credi nisk 15 considered as part of the nsk-reward balance of doing business On entenng into any business contract
the extent to which the arrangement exposes the group to credit nsk 15 considered Key requiremnents of the policy are formal delegated authonties to
the sales and marketing teams to incur credit nsk and to a specialized credit function 1o set counterparty mits, the estabhshment of credit systems
and processes to ensure that counterparties are rated and imits set, and systems to monrior exposure against limits and report regularly on those
exposures and immediately on any excesses, and 10 track and report credi losses The treasury function provides a similar credit nisk management
activity with respect to group-wide exposures to banks and other financial institutions

Before trading with 2 new counterparty can star, its creditworihiness 1s assessed and a credit rating 1s allocated that indicates the probability of
default, along with a credit exposure it The assessment process takes inta account all available qualitative and quantitative information about the
counterparty and the group, if any, 10 which the counterparty belongs The counterparty’s business actiities, financial resources and business nisk
management processes are taken Into account in the assessment, to the extent that this information 1s publicly available or otherwise disclosed to the
group by the counterparty together with external credit ratings, If any, including ratings prepared by Moody s Investor Senace and Standard & Poor s
Creditworthiness continues to be evaluated after transactions have been initated and a watchlist of higher-nisk counterparties 1s mamntained Once
assigned a credit rating, each counterparty 1s allocated a maximum exposure limrt

The group does not aim to remove credit nsk but expects 1o expenience a certain level of credit losses The group attempts to mitigate credit nsk by
entenng into contracts that permit netting and allow for termination of the contract on the occurrence of certain events of default Depending on the
creditworthiness of the counterparty the group may require collateral or other credit enhancements such as cash deposits or letters of credit and
parent company guarantees Trade and other dervative assets and habilities are presented on a net basis where unconditional netting arrangements
are in place with counterparties and where there 1s an intent 1o settle amounts due on a net basis The maximum credit exposure associated with
financial assets 15 equal to the carrying amount At 31 December 2007, the maximum credit exposura was $53,498 mihon (2006 $55,420 milhon) This
does not take into account collateral held of $474 milhon (2006 $689 mulkon) In addion credit exposure exists In relation to guarantees 1ssued by
group companies under which amounts outstanding at 31 Decemnber 2007 were $443 milbon (2006 $1,123 mitkon} in respect ¢f labilines of jontly
controlled entities and associates and $601 mithon (2006 $789 milion) in respect of habilities of other third parties

Notwithstanding the processes described above, significant unexpected credit losses can occasionally occur Exposure to unexpected losses
increases with concentrations of credit nsk that exist when a number of counterparties are involved in similar activities or operate in the same industry
sector or geographical area, which may result in thew abiity to meet contractual obligations being mpacted by changes in economic, political or other
condiwons The group's principal customers suppliers and finaneial instrtutions with which it conducts business are located throughout the world In
addition, these risks are managed by maintaining a group watchlist and aggregating multi-segment exposures to ensure that a matenal credit nsk 1s
not missed

Reports are regularly prepared and presented to the GFRC that cover the group s overall credit exposure and expected loss trends, exposure by
segment, and overall quality of the portfolio The reports also melude detaits of the largest counterparties by exposure level and expected loss and
detalls of counterparties on the group watchlist

It 15 estimated that over 8B0% of the counterparties to the contracts compnsing the derivative financial instruments in an asset position are of
mvestment grade credit quality

Trade and other receivables of the group are analysed in the 1able below By comparning the BP credit ratings to the equivalent external credit
ratings, 1t 1s estimated that approximately §6-70% of the trade receivables portiolic exposure are of investment grade quality With respect to the
trade and other receivables that are neither impaired nor past due, there are no indications as of the reporting date that the debtors will not meet therr
payment obligations

The group does not typically renegotiate the terms of trade recervables, however 1f a renegotiation does take place the outstanding balance Is
included tn the analysis based on the ongnal payment terms There were no significant renegotiated balances outstanding at 31 December 2007 or
31 December 2006

$ midion
Trade and other receivables at 31 December 2007 2006
Nerther impatred nor past due 35,167 34737
Impaired [net of valuation allowance) 145 101
Not impaired and past due n the following periods
within 30 days 2,350 2404
311060 days 273 475
6110 90 days 311 2563
over 90 days 454 504

38,710 38,474

The movement in the valuation aliowance for trade recevables ts set out below

5 milhon

2007 2006

At 1 January 421 374
Exchange adjustments 34 32
Charge for the year 175 158
Utiization {224) {143

At 31 December 406 421
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28 Financial instruments and financial risk factors continued

[©) Liqudity nsk
Ligudity nsk 1s the nsk that suitable sources of funding for the group s business activities may not be avallable The group s hquidity 1s managed
centrally with aperating units forecastng thewr cash and currency requirements io the central treasury function Unless restricted by local regulattons
subsidiaries pool their cash surpluses to treasury which will then arrange to tund cther subsidianies requirements or invest any net surplus in the
market or arrange for necessary external borrowings, while managing the group s overall net currency positions

In managing its hquidity risk, the group has access to 2 wide range of funding at compettive rates through capital markets and banks The group’s
treasury function centrally co-ordinates relationships with banks, borrowing requirements, foreign exchange requirements and cash management The
group believes it has access to sufficient funding through the commercial paper markets and by using undrawn committed borrowing faciliies to meet
foreseeable borrowing requirements At, 31 Decermnber 2007 the group had substantial amounts of undrawn borrowing faciliies available, including
committed faciities of $4,950 million, of which $4 550 mullion are in place for at least four years (2006 $4,700 mdhon of which $4,300 million are in
place for at least five years} These facilities are with a number of international banks and berrewings under them would be at pre-agreed rates

The group has In place a European Debt |ssuance Programme {DIP} under which the group may raise $15 bilhon of debt for maturities of one month
or longer At 31 December 2007 the amount drawn down aganst the DIP was $10,438 million {2006 $7,893 mulion} In addition, the group has in
place a US Shelt Registration under which 1t may raise $10 bilhon of debt with maturities of one month er longer At 31 December 2007, the amount
drawn down under the US Shelf was $2,500 million {2006 nil}

The group has long-term debt ratings of Aal (stable outlook) and AA+ {negative outlock) assigned respectively by Moody's and Standard and
Poor's

The amounts shown for finance debi in the table below include expected interest payments on borrowings and the future minimum lease payments
with respect to finance leases

There are amounts included within finance debt that we show in the table below as due within one year to reflect the earliest contractual
repayment dates but that are expected 1o be repaid over the maxrmum fong-term maturity profiles of the contracts as described in Note 35 US
Industnal Revenus/Municipal Bonds of $2,880 million (2006 $2,744 milion) with earliest contractual repayment dates within one year have expected
repayment dates ranging from 1 to 35 years (2006 1 to 34 years} The bondholders typically have the option 1o tender these bonds for repayment an
interest reset dates, however, any bonds that are tendered are usually remarketed and BP has not expenenced any significant repurchases BP
considers these bonds to represent long-term funding when interally assessing the maturity profile of nts finance dabt Similar treatment 1s applied for
loans associated with long-term gas supply contracts totaling $1 899 milion {2006 $1 976 million} that mature over 10 years

The table also shows the tirming of cash outflows relating to trade and other payables and accruals

3 mihon
2007 2006

Trace and Trade and
other Finance other Finance
payables Atcruals dabt paysbles Accruats debt
Within one year 39,576 6,640 16,561 37 696 6147 13864
1102 years 147 351 8,011 100 349 4146
2103 years 62 245 3,515 80 227 4354
3104 years 26 78 1,447 57 81 723
4105 years 30 49 2,352 68 61 176
510 10 years 197 200 1,100 226 240 1778
Qver 10 years 24 36 1,447 - 3 1,650

40,062 7,599 34,433 38227 7108 27 29

The group manages hiquidity nsk associated with derivative contracts on a portfolio basis considering both physical commodity sale and purchase
contracts together with financizlly-settled denvative assets and liabiities

The held-for-trading denvatives amounts 1n the table befow represent the total contractual cash outflows by period for the purchases of physical
commodities under derwative contracts and the estimated cash outflows of financially-settled derivative liabilities The group also holds dervative
contracts for the sale of physical commodities and financially-settled dervative assets thai are expected (o generate cash inflows that will be available
to the group to meet cash outflows on purchases and labilites These contracts are excluded from the table below The amounts disciosed for
embedded dervatives represent the contractual cash outflows of purchase contracts The embedded dernvatives associated with these contracts are
all financial assets There are no cash outflows associated with embedded dervatives that are financial kabrlites because these are all related to sales
contracts

$ milhon

2007 2006

Held-tor- Hekh-for

Embedded trading Embedded trading

dorlvatives derrvatives dervatves darpvatves

Within one year 699 82,465 707 68 369
110 2 years 659 8,541 602 8535
2 to 3 years 841 2,906 472 2852
3 to 4 years 627 707 483 913
4 10 5 years 624 338 430 413
5 to 10 vyears 2,342 592 2335 1,626
Over 10 years - 447 - 280

5592 95,996 5089 82 988
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28 Financial instruments and financial risk factors continved

The table below shows cash outflows for denvative hedging instruments based upon contractual payment dates The ameunts reflect the matunty
profile of the fair value hablity where the instruments will be settled net, and the gross settliement amount where the pay leg of a dervative wall be
settled separately to the receve leg, as in the case of cross-currency interest rate swaps hedging non-US doilar finance debt The swaps are with high
nvestment-grade counterparties and therefore the settlement day nsk exposure 15 considered to be negligible

$ mdlion
——— e e 20T 2006
Within one year 1,708 1228
110 2 years 1.220 1,711
2 to 3 years 3,759 2,772
3to 4 years 365 117
4 to 5 years 1,650 -
510 10 years 105 220
Over 10 years - -
8,807 6,048
29 Other investments
% muthon
2007 2006
Listed 1617 1516
Unhsted _ 213 a8
1,830 1897

(Other investments comprise eguity investments that have no fixed maturity date or coupon rate These investments are classified as avalable-for-sale
financial assets and as such are recorded at fair value with the gain or loss ansing as a result of changes in farr value recorded directly in equity
The farr value of hsted investments has been determined by reference to quoted market bid prices Unlisted investments are stated at cost less

accumulated iImpairment losses

The most significant Investment 1s the group s stake in Rosneft which had a fair value of $1 285 million at 31 December 2007

30 Inventories

% million ~
L 2007 2006
Crude ol 8,157 5357
Natural gas 160 127
Refined petroleum and petrochemical products 14,723 10817
23,040 16 301
Supplies e _ 1817 1722
S 24557 17523
Trading inventores o e 1,997 1382
26,554 18 915
Cost of inventones expensed in the income statement 200,766 187 183
31 Trade and other receivables
£ milion
B 2007 2006
Current Non-current Current  Non-gurrent
Financial assets
Trade receivables 33,012 - 32 460 -
Arnounts receivable from (cintly controlled entities 888 - B30 -
Amounts recesvable from associates 380 - 268 -
QOther recevables 3,462 968 4,054 862
— __ S - 782 968 37612 862
Non-financial assets
Other recevables 278 - 1080 -
38,020 963 38,652 862

Trade and other recervables are predominantly non-interest beanng
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32 Cash and cash equivalents

% mulbon

2007 2006

Cash at bank and 1n hand 2,996 2052
Cash equivalents

Listed 3 29

Unlisted 563 509

3,562 2,590

Cash and cash equivalents compnse cash in hand current balances with banks and simiar institutions  and shori-term highly iquid investments that
are readily converiible to known amounts of cash, are subject to insignificant nsk of changes in value and have a maturity of three months or less from

the date of acquisition

Cash and cash equivalents at 31 Decermnber 2007 includes $1,294 milhon (2006 $773 million} that 1s restricted This relates principally to amounts on

depostt to cover inihal margins on trading exchanges

33 Trade and cther payables

$ milen
. 2007 2008
Current Non-current Current  Non-current
Financial fiabilities
Trade payables 30,735 - 28,319 -
Amaounts payable to jointly contralled entrities 66 - 119 -
Amounts payable to associates 650 - 273 -
Other payables . 8,125 486 8 985 531
39,576 486 37.656 531
Nen-financial liabilities
Production and similar taxes 803 765 852 899
Otherpsyables 2773 - 3688 _T_
3,576 765 4 540 899
43,152 1,251 42 236 1430

Trade and other payables are predominantly interest free
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34 Derivative financial instruments

An outline of the group s financial nsks and the objectives and policies pursued in relation to those risks 1s set out in Note 28

IAS 39 prescribes strict critena for hedge accounting, whether as a cash flow or farr value hedge or a hedge of a net investment in a foreign
operation, and requires that any denvative that does not meet these cntena shou!d be classified as held for trading and farr valued, with gains and
losses recognized in profit or loss

In the normal course of business the group enters into dervative financial Instruments {denvativest 1o manage 1is normak business exposures in
relation to commadity pnces, foreign currency exchange rates and interest rates, including management of the balance between tloatng rate and fixed
rate debt, consistent with risk management policies and objectives Addtionally the group has a well-established entrepreneunal trading operation that
15 undertaken in conjunction with these activities using a similar range of contracts

The farr values of dervative financial instruments at 31 December are set out below

e e e e Smitlon

2007 2006

Fair Fair Far Fair

value value valua valus

o _ e wet babilty asset | labity
Denvatives held for trading

Currency dervatives 147 {317) 137 (32
Ol pnce derivatives 3214 {3.432) 2 664 {2,368}
Natural gas price dervatives 4,388 {4.022) 6 558 {5,703}
Power prnice denvatives 1121 {1,140) 3232 (3,190}

Other derivatives 30 - 113 -
8900 (891 12704 (11,293)

Embedded denvatives

Natural gas and LNG contracts 25 (2340) 107 12971 :
Interest rate contracts o e - 133} - (26}
. o 255 {2,373} 107 2 197)
Cash flow hedges _ 348 (97} 219 (33)

Fair value hedges

Currency forwards, futures and swaps 430 19) 228 {13)
_Interest rate swaps _ [17) _ 33 {91)
o 519 {26) 261 (104)
Hedges of net investments in foreign operations _ 40 - 107 -
10,062 {11,407) 13398 {13,627)

Of which ~ current 6,321 [6,405) 10,373 9 424) }

~ non-current 3,741 (5,002} 3,025 4 203)
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34 Derivative financial instruments contmnued

Derrvatives held for trading

The group maintaing active trading positions In a varety of denvatives The contracts may be entered into for nsk management purpases to satisfy
supply requirements or for entrepreneunal trading Certain contracts are classified as held for trading, regardless of ther onginal business objective,
and are recogrized at farr value with changes in farr value recognized in the income statement Trading activities are undertaken by using a range of

contract types in combination to create incremental gans by arbitraging prices between markets, locations and tme penods The net of these

exposures Is monitered using market value-at-nisk techniques as described in Note 28

The tollowing tables show further information on the fair vatue of dernvatives and other financial instruments held for trading purposes The fair

values at the year end are not materallty unrepresentative of the posmion throughout the year
Changes dunng the year in the net farr value of denvatves held for trading purposes were as follows

o e Smnlllor_\__
- OR  Natural gas Power

Currency pncs prica price Other
Fair value of contracts at 1 January 2007 105 296 855 42 113
Contracts realized or settled In the year 1109) {289} 602) (68) (83}
Farr value of options at inception - 28 168 36 -
Fair value of other new contracts entered into dunng the year - - 1 - -
Changes n fair values relating to price (167) {253) 58] (20) -
Exchange adjustments 1 - 2 {9) -
Fair value of contracts at 31 December 2007 (170) {218} 366 (19} 30

£ million
Ol Nawral gas Power

Currency prce pncea pnece Other
Fair value of contracts at 1 January 2006 23 61) 529 183 -
Contracts realized or setiled in the year (16) 85 (3279 (37) {1086}
Fair value of options at snception - 36 247 (70 45
Fair value of other new contracts entered into dunng the year - - 2 1 -
Change in farr value due to changes in valuation technigues or key assumptions - 1 - - -
Changes n fair values relating to price 98 231 421 22) 174
Exchange adjustments L - 4 17) (13) -
Farr value of contracts at 31 December 2006 105 296 855 42 113

If at inception of a contract the valuation cannot be supported by observable market data, any gain determined by the valuation methodology 15 not
recognized in the income statement but 1s deferred on the balance sheet and 1s commonly known as ‘day-cne profit  This deferred gawn 1s recognized
in the income statement over the life of the contract until substantially all of the remaining contract term can be valued using observable market data

at which point any remaining deferred gain 1s recognized in income Changes in valuation from this initial valuation are recognized immediately through

INCOIMme
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34 Derivative financial instruments contnued
The following table shaws the changes in the day-one profits deferred on the balance sheet
$ millan
2007 2006
Natural Natural
gas pnce  Power price gas pree  Power price
Farr vatue of contracts not recognized through the income statement at 1 January 36 - 32 10
Fair value of new contracts at inception not recognized In the income statement 1 - 2 1
Fair value recognized in the income statement (1) - (5} (1)
Fair value of contracts not recognized through profit at 31 December 36 - 36 -
Cervative assets held for trading have the following fair values and maturities
$ million
e 2007
T T T T T T T T T T T T Maasthan T T T T T Over o
1 year 12 ysars 2 3 years 34 years 45 years 5 yoars Total
Currency dervatives 123 10 6 5 1 2 147
Qi pnce dervatives 2,545 47 113 39 26 20 3214
Natural gas pnice derivatives 2170 677 333 283 216 709 4,388
Power price dervatives 819 250 52 - - - 1121
Otherdervatwes . v w®_ = - - = ..
5,569 1426 504 327 243 731 8,900
$ milkon
2006
Less than Over
1 year 1 2 years 2-3 years 34 years 4-5 yaars 5 years Tatal
Currency dervatives 17 - 12 3 2 3 137
Ol pnce denvatives 2520 118 20 7 1 - 2664
Natural gas price dervatives 4532 919 374 166 114 453 6 658
Powver price dervatives 2845 274 86 27 - - 3,232
Other dervatives 64 26 23 - - - 113
10078 1335 B15 203 117 458 12 704
Cervative liabiities held for trading have the following fair values and matunties
$ milbon
. 2007
Less than Over
—_ e Vyear  12ycarm 23yoavs  3dyears  4Syears  Syears  Toml
Currency dervatives {145} {99} [32) {16) [15) {10} [317)
Qil pnce denvatives (2,735) {512) (135) {25) [22) (3 (3,432)
Natural gas price dervatives (2,089) 1527) (293} {219) [185) (704} {4,022)
Powaer price dervatives (832) {246) 61} (4] - - (1,140)
{5.80%) (1384) 1526} i261) 222} 77N 18.311)
$ mihon
2008
Less than Over
1 yoar 1 7 years 2 3ysars 3-4 years 4 b years S years Total
Currency dernvatives 8 7 12 2 (2} {n 32)
Qil pnce denvatives (2 230) (89 29 119 m - (2 368)
Natural gas price derivatives (3931} (875) (273} (109} (86) (429) {5 703)
Power price denvatives o (2777 (289) {98) 26 - - {3190) _
18 946) 11 260} 412} {156} (89) 4300 111,293
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34 Derivative financial instruments continued

The following tables show the net far value of dervatives held for trading at 31 December analysed by matunty period and by methodology of farr
value estimation

% million
2007
Less than Over
1 yoar 1 2 yoars 2 3years 34 years 45 yoars 5 years Total
Prices actvely quoted 119 3 49 2 9) 1 165
Prices sourced from observable data or market corraboration {212) 58 (57) 82 37 - {92}
Prices based on models and other valuation methods {39) {19} {14} {18) (7} 13 (84}
(132} 42 (22} 66 21 14 {11}
£ milhon
2006
Lass than Over
1 yoar 12 yoars 2 Ayears 34 years 4 5 years 5 years Total
Prices actively quoted 191 62 80 33 - 2 348
Prices sourced from observable data or market corroboration 911 29 54 k] 36 4 1083
Pnices based on rmodels and other valuaton methods 30 (14 12) e @8 20 10
T 1132~ 77 102 48 28 26 1411

Pnices actively quoted refers to the fair valua of contracts valued solely using quoted prices In an active market Prices sourced from cbservable data
or market corroboration refers to the farr value of contracts valued in part using active quotes and In part using observable, market-corroborated data,
for example, swaps and physical forward contracts Prices based on models and other valuation methods refers to the fair value of a contract valued In
part using internal models due to the absence of quoted prices, including over-thecounter options The net change in fair value of contracts based on
models and other valuation methods dunng the year was a loss of $94 million {2006 $117 milhon loss and 2005 $130 milhlon gan)

Gains and losses relating to denvative contracis are included erther within sales and other operating revenues or within purchases in the income
statement depending upon the nature of the activity and type of contract involved The contract types treated in this way in¢lude futures options
swaps and certan forward sales and forward purchases contracts Gains or losses anse on contracts entered into for nsk management purposes,
opumization actmvity and entrepreneunal trading They also anse on certain contracts that are for normal procurement or sales activity for the group but
that are required to be fair valued under accounting standards Also included wathin sales and other operating revenues are gains and losses on
inventory held for trading purposes The total amount relating to all of these 1tems was a gamn of $376 milion (2006 $2 842 million gain and 2005
$338 milion gain}

Embedded derivatives
Prior 1o the development of an active gas trading market, UK gas contracts were priced using a basket of available pnee indices primarily relating to ol
products After the development of an active UK gas market, certain contracts were entered into or renegotiated using pricing formulae not directly
related to gas prices, for example, all product and power prices In these circumstances, pncing formulae have been determined to be dervatrves
embedded within the overall contractual arrangements that are not clearty and closely related to the underlying commodity The resulting fair value
relating to these contracts is recognized on the balance sheet with gains or losses recognized in the income statement

These contracts are valued using models with inputs that include price curves for each of the different products that are built up from active market
pricing data and extrapolated to the expiry of the contracts in 2018 using the maximum available external pneing mformation Additionally, where
limited data exists for certain products, prices are interpolated using histonc and fong-term pneing relationships  Price volatility data ts atso an nput for
the models
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34 Derivative financial instruments continued

The followang table shows the changes durning the year in the net far value of embedded denvatives

£ milion
2007 2008
Natural gay Natwral gas
and LNG Interest and LNG Interest
price rate prce rae
Fair value of contracts at 1 January {2,064) {26) 2,511 30
Contracts realized or settled in the year 449 - 762 -
Changes in valuation 1echniques or key assumptions 130 - - -
Changes in farr values relating to prce {567) {7 21 4
Exchange adjustments 133) - (336} -
Fair value of contracts at 31 December {2.085) (33) {2,064) {26)
Embedded dernvative assets have the following farr values and maturities
L 3mikon__
Tttt T T onmn o mm e m m e e e 2007
Less than DOver
1 year 1-2 years 2 3 years 34 yeans 4-5 yesrs 5 yoars Total
Natural gas and 1.NG embedded denvatives 193 18 15 7 10 12 255
£ millen
2008
Less than Over
1 yaar 12 ysars 2-3 ysars 34 yaars 45 yaars 5 years Total
Natural gas and LNG embedded denvatives 43 58 - - - - 107
Embedded derivative liabitities have the following fair values and maturities
£ milon
2007
Less than Cver
1 year 1 2 yours 2 3 years 34 years 45 years 5 yoars Total
Natural gas and LNG embedded denvatives {564) {437) {299) {244} {219) {587) {2,340)
Interest rate embedded dernvatives (33) - - - - - {33]
(587} (437) {299} {244} {219) {587) (2,373)
£ million _
2006
{ess than Over
1 year 12 years 2-3 years 3-4 years 4-5 years 5 yoars Totat
Natural gas and LNG ernbedded dernvatives {a44) {433} (320} (218) (186} {570) 2171)
Interest rate embedded dervatives - (26) - - - - (26)
{444) {459 (320) {218) (186) (570} {2 197)

The following tables show the net farr value of embedded denvatives at 31 December analysed by matunty penod and by methodology of far value
estimation

- ¥ mullion

“i, L L 2007
7T T tessthes T T T o

1 yoar 12 ysars 2-3 years 34 years 4-5 yoars 5 yoars Total

Pricas actively quoted - - - - - - -
Pnces sourced from observable data or market corroboration 61 - - - - - 61
Prices based on models and other valuation methods {4585} {419) |284) [237) (209} (575} {2,179)
(394} {419} 284) (237) (209} (575} {2,118)
e e e e e Soilbon

T T o 2006

Less than Cver

1 yoar i 2 years 2 A years 34 years 4-5 years 5 yaars Total

Prices actively quoted - - - - - - -
Prices sourced from observable data or market corroboraticn 49 58 - - - - 107
Prnces based on models and other valuation methods (444} (469) (320 {218) {186) {570) {2 197}
(395} {401) (320} {218) {186) {570) (2 090)

The net change in fair value of contracts based on models and other valuation metheds during the year (s a gain of $18 million (2006 gain of
$423 milhon and 2005 loss of $1,773 million)
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34 Derivative financial instruments continued

The farr value gan (loss} on embedded dervatives 1s shown below

$ milion

2007 2006 2005

Natural gas and LNG embedded dervatives - 604 {2,034}
Interest rate embedded denvatives (7) 4 (13}
Fair value gain (foss) 7) 608 (2,047)

The tarr value gain {loss} in the above table includes $12 million of exchange losses (2006 $179 milkon of exchanga losses and 2005 $115 million of
exchange gains} ansing on contracts that are denominated in a currency other than the functional currency of the indnidual operating unit

Cash flow hedges
At 31 December 2007, the group held futuras currency contracts and cyhnders that were baing used to hedge the foreign currency nisk of highty
probable forecast transactions, as well as cross-currency Interest rate swaps to fix the US dollar interest rate and US dollar redemption value, with
matching critical terms an the currency leg of the swap with the underlying non-US dollar debt issuance Note 28 outlines the management of risk
aspects for currency and interast rate nsk For cash flow hedges the group only clairns fer the intnnsic value on the currency wath any farr value
attrbutable to trme value taken immediately to profit or loss There were no highly probable transactions for which hedge accounting has been claimed
that have not occurred and no significant elernent of hedge ineffectiveness requinng recognition in the income statement For cash flow hedges the
pre-tax amount removed from equity duning the penod and included in the income statement 1s a3 gain of $74 million {2006 $83 million and 2005 $36
melion tosst Of this a gain of $143 milhon 1s included in production and manufactuning expenses (2006 $162 million gan and 2005 $33 million gain)
and a loss of $69 mullion 15 included in finance costs {2006 $69 million loss and 2005 $69 milkon loss) The amount removed from equity dunng the
pened and included in the carrying amount of non-ftnancial assets was a gain of $40 milkon {2006 $6 milion gam and nil for 2005}

The amounts retained 1n equity at 31 December 2007 are expected to mature and atfact the income statement by a $48 million gain in 2008, a loss
of $10 million in 2009 and a gain of $28 milion 1n 2010 and beyond

Fair value hedges
At 31 December 2007, the group held interest rate and currency swap contracts as far value hedges of the interest rate nisk on fixed rate debt
1ssued by the group The receive leg of the swap contracts 1s largely identical for all critical aspects 1o the terms of the underlying debt and thus
the hedging 1s highly effective The gain on the hedging derivative instruments taken to the income staterment in 2007 was $334 million (2006
$257 rillion) offset by a loss on the fair value of the finance debt of $327 million {2006 $257 mdlion loss)
The interest rate and currency swaps have an average maturity of one 1o two years, (2006 two to three years) and are used to convert sterling,
euro Swiss franc and Australian dollar denominated borrowings into US doltar floating rate debt Note 28 outlnes the group's approach 1o interest rate
nsk management

Hedges of net investments in foreign operations

The group holds currency swap contracts as a hedage of a long-term investment in a UK subsidiary expinng i 2009 At 31 December 2007, the hedge
had a far value of $40 rmillion (2006 $107 million) and the loss on the hedge recogmized In aquity in 2007 was $67 million (2006 $105 mulion gain, 2005
$58 mulhon gain) US dollars have been sold forward for sterling purchased and match the undertying liability with no sigaificant ineffectiveness
reflected in the iIncome statement

35 Finance debt
5 miélon
2007 2008
Within After wrhin After
1 mr' 1 year Total 1 yaara 1 yoar Total
Bank foans 542 978 1.520 543 806 1349
Cther loans 14,607 14,026 28,633 12 321 9525 21846
Total borrowings 15,149 15,004 30,153 12,864 10,331 23,195
Net oblgations under finance leases 245 647 892 60 755 815

15,394 15,651 31,045 12 924 11086 24 MO

2 Amounts due within one year include current matuntes of long tern debt and borrowings that are expected to be repaid later than the earliest contractual repayment dates
of within one year US Indusinal Reverwe/Muricipal Bonds of $2 880 mullion (2006 $2 744 million) with earhest contractual repaymeant dates within one year have expectad
repayment dates ranging from 1 1o 35 years (2006 1 to 34 years) The bondholders typically have the oplion to tender these bonds for repayment on interest reset dates
howevar any bonds that are tendered are usually remarketed and BP has not experienced any signdicant repurchases BP consders these bonds to represent long-term
funding when internally assessing the matunty profde of rts iinance debt Simlar treatment 1s apphed for loans assoctated with long-term gas supply contracts totaling
$1 899 rmillion (2006 $1 976 mullion) that mature over 10 years
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35 Finance debt continued

The following table shows by major currency, the group's finance debt at 31 December 2007 and 2006 and the weighted average inierest rates
achieved at those dates through a combination of borrowings and dervative financial instruments entered into to manage interest rate and currency

exposures
Fixed rate debst Floating rate debt
Wanghted

Walghted avarsge Weighted

average tirme tor average

interest  which rate intarest
rate is fixed Amount rate Amaunt Tota
k] Years § million % $ million $ million
2007
US dotlar 5 2 9,541 1 20460 30,001
Sterling - - - 6 35 35
Euro 4 4 81 5 107 188
Qther currencies 7 13 268 7 553 821
9,890 21,155 31,045
206
US dollar 5 3 5898 B 17 055 23083
Sterling - - - 5 35 35
Euro 3 2] 61 4 134 195
Other currencies 7 8 299 8 428 727
6 358 17,652 24,010

Finance leases

The group uses finance leases to acguire propeny, plant and equipment These leases have terms of renewal but no purchase optiens and escalation
clauses Rengwals are at the option of the lessee Future muinimum lease payments under iinance leases are set out below

$ milon
_ N 2007 2006

Future minimurn lease payments payable within
1 year 268 82
2 10 5 years 393 376
Thereafter 630 873
1,291 1301
Less finance charges 399 516
Net obligations 892 815
Of which - payable within 1 year 245 60
— payable within 2 to 5 years 217 184
- payable thereafter 430 591
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35 Finance debt continued

Fair values
The estmated farr value of finance debt 1s shown in the table betow together with the carrying amount as reflected in the balance sheet

Long-term borrowings 1n the table below include the portion of debt that matures in the year from 31 December 2007, whereas in the balance

sheet the amount would be reported as current liabilities

The carrying amount of the group's short-term borrowings, compnsing manly commercial paper, bank loans overdrafts and US Industnal Revenue/
Mumicipal Bonds, approximates ther fair value The fair value of the group s long-term borrowings and finance lease obligations 1s estimated using
quoted pnces or where these are not avallable, discounted cash flow analyses based on the group's current incremental borrowing rates for similar

types and maturmies of borrowing

$ rmudhon

2007 2008

Carrying Carming

Fair value amount Far value amount

Short-term barrowings 11212 1212 9 661 9 661
Long-term borrowings 19.094 18,941 13,580 13534
Net obligations under finance leases 908 892 B32 815
Total finance debt 31214 31,045 24 073 24 010

36 Capital disclosures and analysis of changes in net debt

The group defines capital as the total equity of the group The group’s olyective for managing capital 1s to deliver competrtive, secure and sustainable

returns to maximize long-term sharehelder value BP 1s not subject to any externally-mposed capnal requirements

The group s approach to managmg capital 1s set out inats financial framework The group aims to maintain capital discipline in relation to nvesting
activities while progressively growing the dwvidend per share A managed share buyback programme 15 used 1o return to shareholders all sustainable
free cash flow n excess of the group s investment and dividend needs From 2008, the group intends 10 rebalance returns to sharehciders by
increasing the dividend compoenent As a result, the level of free cash flow allocated to share buybacks I1s likely to be lower, howeaver, we will continue

to use share buybacks as a mechanism to return excess cash to shareholders when appropriate

The group morutors capital on the basis of the net debt ratio, that 1 the ratio of net debt to net debt plus equity Net debt is calculated as gross
finance debt as shown in the balance sheet, less cash and cash equivalents All components of equity are included in the denominator of the
caleulation We beliove that a net debt ratio 1n the range 20-30% prowides an efficient capital structure and an appropriate levet of financial flexibity

At 31 December 2007 the net debt ratio was 23% (2006 20%)

$ milhon

2007 2006

Gross debt 31,045 24,010

Cash and cash equivalents 3,562 2,580

Net debt 27,483 21420

Equity 94,652 85,465
Net debt ratio 23% 20%

An analysis of changes in net debt 1s provided below
$ millon
2007 2006
Cash and €ash and

Finarnce cash Net Finarce cash Net

Movement in net debit dabt  equivalents debt debt  equivalents debt

At 1 January [24,010) 2590  (21,420) (15,162} 2,960  (16,202)

Exchange adjustments (122} 135 13 {172} a7 [125)

Debt acquired - - - 113 - (3)

Net ¢cash flow (6.411) 837 (5,574} 14 049} 417 4 466}

Fair value hedge adjustment (368) - (368} (581} - {581}

Other movements (134} - {134} (33} - {33)

At 31 December [31,045) 3,662 (27,483} (24 010} 2,590 [21 4200

Equity 94,652 85,465
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37 Provisions
$ million
Litigation
Dy joning i ta) and other Totd
At 1 January 2007 8,365 2,127 3,152 13,644
Exchange adjustments 168 19 13 198
New or increased provisions 1,163 373 1,376 2912
Write-back of unused prowisions - {151) {196} (347
Unwanding of discount 195 44 44 283
Uthzation (297) (305) (899} (1.501)
Detetions {93} - [4}] (94)
A1 31 December 2007 3501 2,107 3,487 15,095
Of which - expected to be incurred within ¥ year 447 431 1317 2,195
- expected to be incurred In more than 1 year 9,054 1.676 2,170 12,900
$ millon
Lrngation
Decommissoning Emaronrmaental and other Total
At 1 January 2006 6,450 2,31 2,295 11,056
Exchange adusiments 13 31 a4 B8
New or increased prowisions 2142 423 2,11 4,876
Wnite-back of unused provisions - {355) 1270} {825}
Unwinding of discount 153 a5 a7 245
Unlization {179) {324) {1 068} (1 571)
Deletions 214) {4) (7} (225)
At 31 December 2006 8365 2127 3152 13 644
Of which ~ expected to be incurred within 1 year 324 444 1,164 1932
— expected to be incurred in more than 1 year B 041 1683 1988 11,712

The group makes full prowvision for the future cost of decommussioning o1l and natural gas production facilities and related pipelines on a discounted
basis on the installation of those facilities The proviston for the costs of decommissioning these production facilities and pipelines at the end of ther
economic Iives has been estimated using existing technology, at current prices and discounted using a real discount rate of 2 0% (2006 2 0%) These

costs are generally expected to be incurred over the next 30 years While the prowision 15 based on the best estirnate of future costs and the
economic Iives of the facilities and pipelines, there 1s uncertainty regarding both the amount and timing of incurnng these costs

Provisions for environmental remediation are made when a clean-up 1s probable and the amount 1s relably determinable Generally, this coincides
with commitment to a formal plan of action or, If earlier, on divestment or closure of inactive sites The provision for environmental liabilities has been
estimated using existing technology, at current pnces and discounted using a real discount rate of 2 0% ({2006 2 0%) The majority of these costs are
oxpectad 1o be incurred over the next 10 years The extent and cost of future remediation programmes are inherentty difficult to estimate They
depend on the scale of any possible contamination the Uming and extent of corrective actions and also the group's share of the liability

Included within the itigation and other category at 31 December 2007 are provisions for iigation of $1,737 mithon (2006 $1,474 milon) for deferred
employee compensation of $761 millon (2006 $760 million) and provisions for expected rental shortfalls on surplus propertses of $320 milion {2006
$320 milion} New or increased prowvisions made for 2007 included an amount of $500 milion (2006 $925 milion) in respect of the Texas City incident,
of which disbursements to clamants in 2007 were $314 million (2006 $863 million) and the provision at 31 December 2007 was $456 nullion (2006

$270 rmullion}

To the extent that these habthties are not expected 1o be settled wathin the next three vears, the provisions are discounted using erther a nomunal
discount rate of 4 5% (2006 4 5%) or a real discount rate of 2 0% (2006 2 0%, as appropriate
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38 Pensions and other post-retirement benefits

Most group companies have pension plans, the forms and benefits of which vary with conditions and practices i the countries concerned Penston
benefits may be prowided through defined contribution plans (money purchase schemes) or defined benefit plans {final salary and other types of
schemes with committed pension payments} For defined contribution plans, retirement benefits are determined by the vatue of funds ansing from
coninbutions paid in respect of each employee For defined benefit plans, retrement benefits are based on such factors as the employees
pensionable salary and length of service Defined beneht plans may be externally funded or unfunded The assets of funded plans are generally held in
separately adrinistered trusts

In particular, the primary pension arrangement in the UK is a funded final salary pension plan that remains open tc new employees Retired
employees draw the majority of therr benefit as an annuity

In the US a range of retwernent arrangements are provided These include a funded {inal salary pension plan for certain heritage employees and a
cash balance arrangement for new hires Retred US employees typically take therr pension benefit in the form of a lump sum payment US
employees are also eligible to participate in a defined contnbution (401k) plan in which employee contributions are matched with company
contributions

The level of contnbutions to funded defined benefit plans 1s the amount needed to provide adequate funds to meet pension obligatons as they fall
due During 2007, contributions of $524 milion (2006 $438 million and 2005 $340 milkon) and $97 milion {2006 $181 million and 2005 $279 million)
were made to the UK plans and US plans respectively In addition, contributions of $127 million (2006 $136 mitllon and 2005 $140 milion} were made
to other funded dafined benefit plans The aggregate level of contributions in 2008 1s expected to be approximately $500 mitlion

Certain group companies, principally in the US provide post-retirernent healthcare and life insurance benelits to ther retired employees and
dependants The entitlement to these benefits 1s usually based on the employes remaining in service until retirement age and completion of a
minimum period of service The plans are funded to a mited extent

The obligation and ¢ost of providing pensions and other post-retrement benefits 1s assessed annually using the projected umit credit method The
date of the most recent actuanal review was 31 December 2007

The matenal financial assumptions used ior estimating the benefit obligations of the vanous plans are set out below The assumptions used to
evaluate accrued pension and other post-retirement benefits at 31 Decernber in any year are used to dstermine pension and other post-retirement
expense for the following year thatis the assumptions at 31 December 2007 ars used to determine the pension liabilities at that date and the
pension cost for 2008

%

Financial assumptions UK us Other

2007 2006 2005 2007 2006 2005 2007 2006 2005

Discount rate for pension plan habilities 57 51 475 61 57 550 56 48 400
Discount rate for post-retirement benefit

plans nfa nfa nfa 84 £9 550 nia nfa n/a

Rate of increase in salanes® 51 47 425 42 42 4725 37 36 325

Rate of increase for pensions in payment 32 28 250 - - - 18 18 175

Rate of increase in deferred pensions 3z 28 25) - - - 12 11 100

Inflation 32 28 250 24 24 250 22 22 200

®This assumplion ingluges an allowance for promoton-related salary growth of between 0 3% and 0 4% depending en country

In addition to the financial assumptions, we regularly review the demographic and mortality assumptions Mortality assumptions reflect bess practice
In the countries In which we provide pensions, and have been chosen with regard 10 the latest available published 1ables adjusted where appropriate
to reflect the expenence of the group and an extrapolation of past longewity iImprovements into the future BP s most substantial pension liatilmes are
n the UK, the US and Germany where our assumptions are as follows

Yaars

Mortality assumptions UK us Germany

2007 2008 2005 2007 2006 2005 2007 2008 2005

Life expectancy at age 60 for a male currently aged 60 240 239 230 243 242 219 224 222 221

Life expectancy at age 60 for a fernale currently aged 60 289 268 260 26.1 260 256 270 269 267

Life expectancy at age 60 for a male currently aged 40 251 250 239 %8 258 219 253 252 250

Lrfe expectancy at age 60 for a female currently aged 40 279 278 269 270 269 256 297 296 294
The assumed future US healthcare cost trend rate 1s as follows

%

2007 2006 2005

Inittal US healthcare cost trend rate 990 93 103

Utimate US healthcare cost trend rate 50 50 50

Year in which ultimate trend rate 1s reached 2013 2013 2013

Pension plan assets are generally held in tusts The pnmary objective of the trusts 1s to accumulate pools of assets sufficient 1o meet the obligation of
the vanous plans The assets of the trusts are invested In a manner consistent with fiduciary obligations and principles that reflect current practices in
portfolto management
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38 Pensions and other post-retirement benefits contnued

A significant proportion of the assets are held in equities, owing to a higher expected level of return over the long term with an acceptable level of nsk
In order to provide reasonable assurance that no single secunity or type of secunty has an unwarranted impact on the total portiolig, the investment
portiolos are highly diversified The long-term asset allocation policy for the major plans ts as follows

Poley range
Assel category %
Total equity 5585
Fixed incomefcash 15-35
Property/real estate 0-10

Sorne of the group s pension funds use dervatives as part of their asset mix and to manage the level of nsk The group’s matn pension funds do not
directly invest in either secunties or properny/real estate of the ¢company or of any subsidiary

Return on asset assumptions reflect the group s expectations bult up by asset class and by plan The group’s expectation 1s derived from a
combination of historical returns over the long term and the forecasts of market professionals

The expected long-term rates of return and market values of the various categones of asset held by the defined benefit plans at 31 December are
set out below The market values shown include the effects of dervative financial instruments

2007 2006 2005
Expocted Expected Expected
long-tsrm Market long-term Market long-term Market
rate of return value rate of rewmn value rata of rglum valug
% $ million % $ miion % £ rmulbon
UK pension plans
Equrhies 80 24,106 75 23 631 750 18 465
Bonds 44 5279 a7 3881 425 2718
Property 65 1,259 B85 1370 650 1097
Lash e .. ..B8 _ 97 38 _ 3719 __ 350 _ 100
73 31,621 70 29 261 700 23282
US pension plans
Equrties 85 6,610 B5 6,528 850 5961
Bonds 50 1347 50 1371 475 1079
Property 80 16 80 15 800 21
Cash ) 36 72 32 41 300 256
80 8,045 80 7,955 800 71.317
US other past-retirement benefit plans
Equrties 85 17 85 19 850 20
Bonds 50 6 50 7 475 8
76 23 75 26 725 28
Other plans
Equrties 81 1,260 76 1158 750 991
Bonds 50 1491 46 11489 400 943
Property 57 145 47 120 575 130
JCash e ... A2 24 30 191 150 216
64 3,110 58 2 668 550 2 280

The assumed rate of investment return and discount rate have a significant effect on the amounts reported A one-percentage paint change in these
assumptions for the group's plans would have had the following effects

% mithon

QOne-percentage point

Increase Decrease

Investment return

Effect on penston and other post-retirement benefit expense i 2008 419 415
Discount rate

Effect on pension and other post-retiremeant benefit expense in 2008 84} 114

Effect on pension and other post-retirement benefit obligation at 31 December 2007 {5,039 6 459

The assumed US healthcare cost trend rate has a significant effect on the amounts reporied A one-percentage point change in the assumed US
healthcare cost trend rate would have had the following effects

3 millon

One-percenage pont

Inciease Decrease

Effect on US other post-retirement benefit expense in 2008 32 (26}

Effect on US other post-retirement obligation at 31 December 2007 358 1295}
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38 Pensions and other post-retirement benefits continued

$ miflon
2007
us
UK US  otherpost
pension pension retirement
Analysts of the amount charged to profit before interast and taxation plans plans benefit plans  Qther plans Total
Current service cost? 492 227 43 132 894
Past service cost 5 10 - - 15
Settlement, curtallment and special termination benefits 36 - - 2 38
Payments 1o defined contribution plans - 184 - 25 209
Total operating charge® 533 421 43 158 1,156
Analysis of the amount credited {charged) to other finance expense
Expected return on plan assets 2075 613 2 165 2,855
Interest on plan habilties {1.198) (425) {180) {380} (2.203)
Other finance income {expense) 877 189 {188) (225} 652
Analysis of the amount recogmized in the statement of recogmzed
income and expense
Actual return less expected return on pension plan assets 406 {28} - {76) 302
Change in assumptions underlying the present value of the plan liabilities 513 358 137 607 1,615
Expenence gains and losses ansing on the plan habilites 1162) {27) 29 |40) {200}
Actuanial gain recognized in statarment of recognized income and expense 757 303 166 491 1,717
Movements in benefit obhgation dunng theyear e
Benefit obliigation at 1 January 23,289 7,695 3,300 8,149 42,433
Exchange adjustments 394 - - 917 1,311
Current service cost® 492 227 43 132 894
Past service cost 5 10 - - 15
Interest cost 1,188 425 190 390 2,203
Curtailment 7 - - -~ N
Settlernent (3 - - - (3)
Special termination benefits® 48 - - 2 48
Contributions by plan participants 43 - - 12 55
Benafit payments {funded plans)® {1,085) (580) (5} (182} {1.852)
Benefit payments {unfunded plans)? (3} (37} {184} (379) [603)
Acquisinons - - - kLY kL)
Disposals {91) - - (29) (120)
Actuanal gain on obligation (351) {331} (166} |567) {1,415)
Benefit obligation at 31 December® 23,927 7409 3,178 8,586 43,100
Movements in fair value of plan assets during the year
Fair vatue of plan assets at 1 January 29,261 7.955 26 2,668 39,910
Exchange adjustments 488 - - 316 804
Expected return on plan assets® 2,075 613 2 165 2,855
Contributions by plan participants 43 - - 12 55
Contributions by employers (funded plans) 524 97 - 127 748
Benefit payments {funded plans) {1,085} {580) 5} (182) (1.852)
Acquisitions - - - 101 101
Disposals , (91} {12} - {21} (124}
Actuanal gan on plan assets® 406 (28) - {76) 302
Fair vatue of plan assets at 31 December 31,821 8,045 23 3,110 42,799
Surplus {deficit) at 31 December 7,694 636 (3,155} {5476) {301)
Represented by
Asset recognized 7.818 989 - 107 8914
Liability recogmized {124} (353) (3,155} [5.583) 19,215)
7,694 836 (3,155]) 15,476) [301)
The surplus {deficit] may be analysed between funded and unfunded plans as follows
Funded 7.818 978 (29) {263) 8,504
Unfunded 1124) (342} (3.126) 15213) (8.805)
7,694 836 (3,155]) {5476} 301)
The defined benetit obligation may be analysed between funded and unfunded plans
as follows
Funded (23,803} [7.067) (52) (3373)  (34,295)
Unfunded [124) (342) {3.126) (5.213) (8,805)
23,927} (7,409) (3,178} {8,586) [43,100]

BThe costs of managing the fund’s Investments are treated as being part of the investment return the costs of administening our pensions fund benefits are generally
included in ¢urrant senace cost and the costs of administenng our other postretirernent benefits are included In the benefit cbligation

®Included within production and manufacturing expenses and distribution and administration expenses

“The chargs for special termination benefits represents the increased liability ansing as a result of earty retiraments occurnng as part of a restructuring programme in the UK
9The benefit payments amount shown above compnses $2 398 million benefits plus $57 mithon of fund expenses incurred n the adrenistration of the benefit
®The actual return on plan assets 1s made up of the sum of the expected return on plan assets and the actuanal gain on plan assets as disclosed above

At 31 December 2007 reimbursement batances due from or to other companies in respect of pensions amounted to $496 milkon reimbursement
assets (2006 $479 million} and $72 milhon reimbursement hiabilites (2006 $71 million) These balances are not included as part of the pension hability

but are reflected elsewhere in the group balance sheet
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38 Pensions and other post-retirement benefits continued
$ mullion
2006
us
UK us other post
penson ponson retremant
Analysts of the amount charged to profit before interest and taxation plans plans  benafiphrs  Other plang Total
Current service cost® 432 216 42 139 829
Past senvice cost (74 38 - 39 3
Settlement, curtaifment and special termination benefits 4 - - 227 2
Paymenis to defined contribution plans - 161 - 16 177
Total operaung charge® 362 415 42 421 1240
Analysis of the amount credited [charged) to other finance expense
Expected return on plan assets 1m 564 2 133 2410
Interest on plan habibties {1 006} {423) (186) (325) {1 940}
Other finance income {expense) 705 14 (184) 1192 470
Analysis of the amount recognized In the statement of recognized incoma
and expense
Actual return less expected return on pension plan assets 1,305 521 - 141 1,967
Change in assumptions underlying the present value of the plan haktlities 114 195 11 352 772
Experience gains and losses ansing on the plan habiles (24) 17 80 (197) (124}
Actuanal gain recognized in statement of recognized income and expense 1,385 733 191 296 2615
Movements in benefit obligation during the year
Benefit obligaton at 1 January 20,063 7 900 3,478 7414 38,855
Exchange adjustments 2748 - - 632 3,380
Current semvice cost 432 218 42 139 829
Past service cost (74) 38 - 39 3
Interest cost 1,006 423 186 325 1940
Curtailment {20) - - - {20
Settlement {22) - - - {22
Special termination benefits® 46 - - 227 273
Contributions by plan participants 38 - - 5 a3
Benefit payments (funded plans)® (981) 615) (4} {149} {1,749)
Benefit payments {unfunded plans)¥ - (37} {211) (321) (569)
Acquisitions - - - - -
Disposals 143 {18} - 71 118
Actuarial gain on obligation (90) (212} {191} (185) {648)
Benefit obhigation at 31 December 23289 7 635 3300 8,148 42433
Movements in fair value of plan assets during the year
Fatr value of plan assets at 1 January 23,282 7.7 28 2280 32 907
Exchange adjustments 3325 - - 122 3447
Expected return on plantassets® ® 1,711 564 2 133 2410
Contributicns by plan participants 38 - - 5 43
Contributions by employers {funded plans} 438 181 - 136 755
Benefit payments {funded plans)® {881) {615 G} 1149} 11 748)
Acquisitions - - ~ - -
Disposals 143 Ak - - 130
Actuartal gain on plan assets® 1,305 521 - 141 t 967
Farr value of plan assets at 31 December 29,261 7,955 26 2 668 39910
Surplus (deficit} at 31 December 5972 260 3,274 {5,481) (2,523)
Represented by
Asset recognized 6,089 617 - 47 6753
Liability recognized 117} (357) 13274) {5 528} {9 276)
5972 260 13,274 15 481) {2 523)
The surplus (deficit} may be analysed between funded and unfunded plans as follows
Funded 6,089 51 (30} (379 6,281
Unfunded (17} (3an (3,244) (5,102} (8 B04)
5,872 260 13,274) 15,481) {2 523)
The defined benefit obligation may be analysed bstween funded and unfunded plans
as follows
Funded {23172 (7,354} (56) (3,047}  (33629)
Unfunded 7 {341) 13 244) 15,102} {8,804}
(23,289 |7 695} 13,300 18 149} 142 433)

"The costs of managing the fund s Investments are reated as being part of the investment return the costs of administering our pensions fund benefits are generalty
inchuded In curient service cOs1 and he cosis of admimsienng our other posteurernent benefis are ntuded n the benein obigation

PIncluded within production and manufactunng expenses and drstnbubon and administration expenses

The charge for special termunation benefits represents the increased labikity ansing as a result of early retrements occurnng as part of a restructunng programme in tha UK

and Europe

9Tha benaf payments amount shown above comprises $2 266 midlion benefits plus $52 millien of fund expenses ingurred in the adrministraton of the benefit

®The actual return on plan assets ts mada up of the sum of the expecied return on plan assets and the actuanal gan on plan assets as disclosed above
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38 Pensions and other post-retirement benefits contnued

% mdlen
2005
us
UK us other post-
pension pensicn ratrement
Analysis of the amount charged to profit before interest and taxation plans plans  benefit plans  Other plans Tatal
Current service cost® 379 218 50 140 785
Past service cost 5 {10 {5} 51 a1
Settlement, curtalment and special termination benefits 37 - - 10 47
Payments to defined contnbution plans - 158 - 14 172
Total operating charge 421 364 45 215 1045
Innovene operaticns {38) {24) 3) {21) (86}
Continuing operations® 383 340 42 194 959
Analysis of the amount credited (charged) to other finance expense
Expected return on plan assets 1,456 557 2 123 2,138
Interest on plan labilities (1 .003) 444) {207} (368} (2 022)
Other finance iIncome (expense) 453 113 {205) {245) 16
Innovene operations {10} (5) 2 10 (3}
Continuing operations 443 108 {203) [235) 13
Analysis of the amount recogmized in the statement of recognized income
__Bndexpense JE O
Actual return less expected return on pension plan assets 3111 96 - 157 3 364
Change in assumptions underlying the present vatue of the plan labiites (1884) (59) 236 470} 2177
Expenence gains and losses ansing on the plan habiities {14) (197) 17} 16 (212)
Actuarial gain {loss) recogruzed in statement of recognized income and expense 1213 {160) 219 (297) 975

#The costs of managing the fund’s Investments are treated as being part of the Investment return the costs of administening our pensions fund benefits are generally
included in current service cost and the costs of administening our other postsetirement benefits are included in the benefit cbligation

b

Included within production and manufactunng expenses and distnbution and administration expenses

$ milion
History of surplus {deficit) and of experience gains and losses 2007 2006 2005 2004 2003
Benefit abligation at 31 December 43,100 42,433 38 855 39 945 35,995
Fair value of plan assets at 31 December o 42,799 39,910 32907 3172 27 853
Surplus (deficit) {301) (2 523) (5,848 {8 233) 8 142)
Experence gains and lesses on plan habilities 200} (124) 1212) (468) 873
Actuat return less expected return on pension plan assets 302 1967 3364 1,349 2,392
Actuat return on plan assets 3,157 4,377 5,502 3332 3,892
Actuanal gain recognized In statement of recognized income and expense 1717 2615 975 107 76
Cumulative amount recognized in statement of recognized income and expense 5490 3773 1,158 183 76

Estimated future benefit payments

The expected benefit payments, which reftect expected future service, as appropriate but exclude fund expenses, up until 2017 are as follows

e e e B R [ ___S; milicn
us
UK US  other post
pension ponsion rgtirgment
plans plans benefit plans Other plans Total
2008 1.112 629 224 534 2499
2009 1,183 656 227 633 2,599
2010 1,252 670 235 529 2,686
201 1,334 631 240 51 2,776
2012 1378 716 242 516 2,852
2013-2017 7.650 3,301 1.243 2551 14,745
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39 Called up share capital

The allotted, called up and fully paid share capital at 31 December was as {ollows

2007 2006 2005
Issued Shares (thousend}  $ milion _ Shares {thousand} S miion  Shares (thousandt § miton
8% cumulative first preference shares of £1 each 7,233 12 7,233 12 7,233 12
9% cumulative second preference shares of £1 each 5473 9 5,473 9 5 473 9
21 21 21

Ordinary shares of 25 cents each
At 1 January 21,457,301 5364 20 657 D45 5164 21 525 978 5382
Issue of new shares for employee share schemes 69,273 18 64,854 16 B2 144 20
Issue of ordinary share caprtal for TNK-BP - - 111,151 28 108 629 27
Repurchase of ordinary share capnial {663,150} (166) {358,374) (90 (1 059,706) (265)
Other? - - 982 625 248 - -
At 31 December 20,863 424 5216 21,457,301 5 364 20,657,045 5 164
5237 5385 5185

Authorized

8% cumulative first preference shares of £1 each 7.250 12 7,250 12 7 250 12
9% cumulative second preference shares of £1 each 5,500 9 5,500 g 5,500 9
Ordinary shares of 25 cents each 36,000.000 9,000 36,000,000 9 000 36 000,000 9000

®Reclassification 1n respect of share repurchases n 2005

Votng on substaniive resolutions tabled at a general meeting 1s on a poll Cn a pofl, shareholders present in person or by proxy have two votes for
avery £5 1n nominal amount of the first and second preference shares held and one vote for avery ordinary share held On a show-of-hands vote on

other resolutions (procedural matiers) at a general meeting, shareholders present in person or by proxy have one vote each

In the event of the winding up of the company preference shareholders would be entitled to a sum equal to the caprital paid up on the preference

shares, plus an amount in respect of accrued and unpaid drvdends and a prermium equa! to the higher of (i} 10% of the capital paid up on the

preference shares and (i) the excess of the average market pnce of such shares on the London Stock Exchange during the previous six months aver

par value

Repurchase of ordinary share capital

The company purchased 663,148,528 ordinary shares {2006 1,334,362,750 and 2005 1,069,706,481 ordinary shares) for a 1otal consideration of

$7 497 rmilhion (2006 $15,481 million and 2005 $11,597 million), of which alt were for cancellation At 31 December 2007 150,966 096 {2006

98,045 000 and 2005 nil) ordinary shares bought back were awarting cancellation These shares have been exctuded from ordinary shares in 1ssue
shown above At 31 December 2007 1 940,638,808 shares of nominal value $485 milion were held in treasury (2006 1 946,804 533 shares of
norminal value $487 mullion} The maximum number of shares held in treasury duning the year was 1,948,804,533 shares of nominal value $487 rmilion
representing 9 1% of the called up ordinary share capital of the company Duning 2007, 1,700,000 treasury shares were gifted to the ESOP trust and
4 485 725 treasury shares were re-issued 1n relation te employee share schemes, In total representing less than @ 1% of the ordinary share capital of

the company The nominal value of these shares was $2 milhon and the total proceeds received were $35 nillion

Transaction costs of share repurchases amounted to $40 million {2006 $83 milion and 2005 $63 mullion)
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40 Capital and reserves

Share Capital
Share premsum  redemption Merger
capital aeount reserve rasarve
At 1 January 2007 5385 9,074 839 27201
Currency translation differences {net of tax) - - - -
Exchange gain on translation of foreign operations transfarred to (profit) or loss on sale {net of tax) - - - -
Actuanal gain relating to pension and other post-retirement benefits (net of tax) - - - -
Avallable-for-sale nvestments marked to market (net of tax) - - - -
Avaltable-for-sale investments recycling (net of tax) - - - -
Repurchase of ordinary share capital {166) - 166 -
Share-based paymenis (net of tax) 18 507 - 5
Cash flow hedges marked to market (net of tax} - - - -
Cash flow hedges recycling [net of tax) - - - -
Profit for the year - - - -
bwdends - - - -
At 31 December 2007 5237 9,581 1,005 27,206

Share

Share premum  redemption Metger
capital acoount rasenve raserve
At 1 January 2006 5,185 7,31 749 27190
Currency translation differences {net of tax) - - - -
Actuanal gain relating to pension and other post-retirement benefits (net of tax) - - - -
Issua of ordinary share capital for TNK-BP 28 1222 - -
Avallable-for-sale investments marked to market (net of tax) - - - -
Avallable-for-sale investments recycling (net of tax) - - - -
Repurchase of ordinary share capital 180 - 90 -
Share-based payments {net of tax) 16 481 - 1
Cash flow hedges marked to market (net of tax) - - - -
Cash flow hedges recycling (net of tax} - - - -
Proht for the year - - - -
Dividends - - - -
Other® 246 - - -
At 31 December 2006 5 385 9074 839 27,201

Shate Caprtal
Share premwum  redsmption Mergar
caprtal account esenve reserva
A1 31 December 2004 £,403 5,636 730 27162
Adoption of 1AS 39 - — — -
At 1 January 2005 5,403 5 636 730 27162
Currency translation differences (net of tax) - - - -
Exchange gain on translation of foreign operations transferred to {profit) or loss on sale (net of tax} - - - -
Actuanal gain relating to pension and other past retrement benetits {net of tax) - - - -
Issue of ordinary share capital for TNK-BP 27 1223 - -
Avarlable-for-sale iInvestments marked to market {net of tax} - - - -
Avatlable-for-sale investments recycling (net of tax} - - - -
Repurchase of ordinary share caprial 265} - 19 -
Share-based payments {net of tax} 20 512 - 28
Cash flow hedges marked to market (net of tax} - - - -
Cash flow hedges recycling (net of tax} - - - -
Profit for the year - - - -
Dvidends - - - -
At 31 December 2005 5185 73N 749 27190

8 At 31 December 2006 the foreign currency translaticn resarve included $122 million relatng to non-current assets held for sale Dunng 2007 this was includad in the

$147 midhon recyded to the income statement relatng 10 disposals in 2007 For further deiails see Note 4
Redassificaton in respect of share repurchases in 2005
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$ milhon
Foreign Share-
cumency Avaitable- based Profit BP
Other Own Treasury transiation for-sale Cashflow  paymant snd loss shareholders’ Minortry Total
reserve shares shares reserve W hedg roseTve account aquity Interest aquity
5 (154)  (22,182) 4,685 386 39 859 58,487 84,624 841 85465
- - 2.002 - - - - 2,002 24 2,026
- - - (147} - - - - (147) - [147)
- - - - - - - 1,290 1,290 - 1.290
- - - - 152 - - - 152 - 152
- - - 57 . -~ - - {87) - (57)
- - - - - - - (7,997) (7.997) - (7,997}
5} 94 70 - - - 337 9 1,017 - 1,017
- - - - - 138 - - 138 - 138
- - - - (vall - - {71} - 1)
- - - - - - - 20,845 20,845 324 21,169
- - - - - - - 18,1086) (8.106) [227) (8333)
- {60} (22,112} 6,540 481 106 1,188 64,510 93,690 962 94,652
$ milion
Foreign Share-
cunency Avakable- based Profit BP
Crther Own Treasury translation tor sale Cash flow payment and koss sharebolders Minority Total
reserve shares shares reserve’  investments hadges Teserve account HquUty ntarest aguity
16 140} (10,598} 2943 385 {234) 643 46,466 79,976 789 80 785
- {19} - 1,742 27 6 - - 1756 49 1,805
- - - - - - - 1,795 1795 - 1795
- - - - - - - - 1250 - 1250
- - - - 478 - - - 478 - 478
- - - - (504} - - - {504} - {504)
- (11.472) - - - - (4,009) {15,481) - (15 481)
1 5 134 - - - 218 (79) 773 - 773
- - - - 313 - - 313 - 313
- - - - - (46) - - (48} - {46)
- - - - - - - 22 000 22,000 286 22 286
- - - - - - - {7 6BG} [7 686) 1283) {7 569
- 246) - - - - - - - -
5 (154) {22 182) 4,685 386 39 B59 58 487 84,624 841 85 465
$ mélon
Foreign Sharg-
currancy Avalable- based Profit BF
Other Own Tieasury translation tou sale Cash tlow payment and loss shareholders Minority Total
resenve shares sharas 1gserve mvestments hedges resarva account equity interest aquity
44 182} - 5616 - - 443 31940 76 892 1343 78235
- - - - 230 (118) = (355} (243) - (243}
44 (82) - 5616 230 {118} 443 31,685 76,649 1343 77 592
- 12 - (2 453) {35} {3) - - 2479) {18} {2 497)
- - - (220) - - - - (220 - (220
- - - - - - - 619 618 - 619
- - - - - - - - 1250 - 1 250
- - - - 232 - - - 232 - 232
- - - - (42} - - - (42) - (42)
- - 110,601) - - - - {750} {11,597) - {11 597)
(28} [70) 3 - - - 200 30 695 - 635
- - - - - {149) - - (149) - (149}
- - - - - 36 - - 36 - 36
- - - - - - - 22 341 22 341 29 22,632
- = - - = - - {7 359) {7,355} 1827) {B8,186)
16 (140) {10,598) 2,943 385 1234) 643 465 466 79976 789 80 765
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40 Capital and reserves continued

Share capital
The balance on the share capital account represents the aggregate nominal value of all ordinary and preference shares ini1ssue, including treasury
shares

Share premium account
The balance on the share premium account represents the amounts received in excess of the nominal value of the ordinary and preference shares

Capital redemption reserve
The balance on the capital redemption reserve represents the aggregate nominal value of all the ordinary shares repurchased and cancelled

Merger reserve
The balance on the merger reserve represents the fair value of the consideration given in excess of the norminal value of the ordinary shares 1ssued In
an acquisition made by the 1ssue of shares

Other reserve
The balance on the other reserve represents the farr value of the consideration given in excess of the nominal value of the ordinary shares 10 be 1ssued
tn the ARCO acgquisition on the exercise of ARCO share options

Own shares
Own shares represent BP shares held in Employee Share Ownership Plans {ESOPs) to meet the future requirements of the employee share-based
payment arrangements

Treasury shares
Treasury shares represent BP shares repurchased and avaitable for re-issue

Foreign currency translation reserve

The foreign currency translation reserve is used to record exchange differences ansing from the translations of 1he financial statements of foreign
operations Upon disposal of toreign operations the related accumulated exchange differences are recycled to the income statement This reserve 15
also used to record the effect of hedging net investments in foreign operations

Available-for-sale investments
This reserve records the changes in farr value on available-for-sale investments On disposal the cumulative changes in fair value are recycled to the
Income statement

Cash flow hedges

This reserve records the porion of the gamn or less on a hedging instrument in a cash flow hedge that 1s deterrmined fo be an effective hedge When
the hedged transaction occurs, the gain or loss on the hedging instrument is transferred out of equity to either profit or loss or the carrying value of
assets, as appropnate If the forecast transaction 1s no longer expected to occur the gain or loss recognized in equity 1s transferred to profit or loss

Share-based payment reserve
This reserve represents cumulative amounts charged 1o profit in respect of employee share-based payment arrangements where the scheme has not
yet been settled by means of an award of shares to an individual

Profit and loss account
The balance held on this reserve Is the accumulated retained profits of the group

41 Share-based payments

% milon
Effect of share-based payment transactions on the group’s result and financial position 2007 2006 2005
Total expense recognized for equity-settled share-based payment transactions 12 405 348
Total expense recognized for cash-settled share-based payment transactions 18 14 20
Total expense recognized for share-based payment transactions 428 419 368
Closing balance of hiabiity for cash-settled share-based payment transactions 40 38 48
Total intnnsic value for vested cash-settled share-based payments 22 23 41

For ease of presentation, option and share holdings detated in the tables within this note are stated as UK ordinary share equivalents in US dollars US
employees are granted Amencan depositary shares {ADSs} or options over the company’s ADSs (one ADS 15 equivalent to six ordinary shares} The
share-based payment plans that existed durning the year are detalled below Adl plans are ongoing unless otherwise stated

Plans for executive directors

Executive Directors’ Incentive Plan {EDIP) - share element {2005 onwards)

An equity-settied incentive share plan for executive directors dnven by one performance measure over a three-year performance penod The award of
shares is determined by companng BP s total shareholder return {TSR) against the other ol majors In addition, for the group chigf executive, 27% of

the grant i1s based on long-term leadership ILTL) measures After the performance penod, the shares that vest (net of tax} are then subject to a three-
year retention penod The director s remuneration report on pages 63-73 includes fuli detaits of this plan
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41 Share-based payments continued

Executive Drectors incentive Plan {EDIP} - share element (pre-2006)

An equity-settled incentive share plan for executive directors dnven by three performance measures over a three-year performance period The
pnmary measure 1s BP's shareholder return against the market (SHRAM} versus that of the companies within the FTSE All World Ol & Gas Index This
accounts for nearly two-thirds of the potential total award with the remainder being assessed on BP's relative return on average caprial employed
{ROACE) and earnings per share {EPS) growth compared wiih the other oll majors After the performance penod the shares that vest (net of tax) are
then subject to a three-year retention penod The director s remuneration report on pages 83-73 includes full detals of this plan For 2005 and
subsequent years, the share element of EDIP was amended as described above

Executive Directors’ Incentive Plan (EDIP) — share option element (pre-2005)

An equrty-settled share option plan for executive directors that permits options to be granted at an exercise pnce no lower than the market pnce of a
share on the date that the option 1s granted Options vest over three years (one-third each after one, two and three years respectively} and must be
axerased within seven years of the date of grant Last grants were made 1n 2004 From 2005 onwards the remuneration committee s policy 1S not to
make further grants of share options to executive direciors

Plans for senior employees

Medium Term Performance Plan {(MTPP} {2005 onwards)

An equny-settled incentive share plan for senior employees dnven by two performance measures over a three-year performance penod The award of
shares Is determined by companng BP's TSR against the other ol majors and, additionally by companng free cash flow (FCF) agatnst a threshold
estabhished tor the pened For a small group of particularly senior employees only the TSR measure 1s applicable in determining the award The
number of shares awarded 15 in¢reased 10 take account of the net dividends that would have been received dunng the performance penod assuming
that such dividends had been reinvested With regard to leaver provistons, the general rule 1s that leaving employment during the perfermance period
will preclude an award of shares However specsl arrangements apply where the participant leaves for a qualifying reason and employment ceases
after completion of the first year of the parformance penod The current policy of the company which 1s reflected in the terms of the MTPP, is that
senior employees subject to the plan should meet a mintmum shareholding requirement

Lang Term Performance Plan (LTPP) {pre-2005}

An equity-settled incentive share plan for serar employees driven by three performance measures over a three-year periormance period The primary
measure 15 BP s SHRAM versus that of the companies within the FTSE All World Oil & Gas [ndex This accounts for nearly two-thirds of the potential
total award, with the remainder being assessed on BP s refative ROACE and EPS growth compared with the other ol majors Shares are awarded at
the end of the performance penod and are then subject to a three-year retention period With regard to leaver prowisions, the general rule 1s that
leaving during the performance period will preclude an award of shares However special arrangaments apply where the partictpant leaves for a
qualifying reason and ermployment ceases after completion of the first year of the performance penod This plan was replaced by the MTPP for

2005 onwards

Deferred Annual Bonus Plan (DAB)

An equrty-settled restrcted share plan for semor employees The award value 1s equal to 50% of the annual cash bonus awarded for the preceding
performance year (the "performance penod’) The shares are restricied for & penod of three years (the restnction penod) Shares accrue dividends
duning the restnction peried and these are reinvested With regard te leaver provisions, if a participant ceases to be employed by BP prior to the end of
the pertormance perod, the general rule is that this will preclude an award of shares However specal arrangements apply where the participant
leaves for a qualifying reason Simutarly 1f a participant ceases te be employed by BP prior to the end of the resinction penod, the general rule 1s that
the restricted shares will be forferted Special arrangements apply where the participant leaves tor a qualifying reason

Perfarmance Share Plan (PSP} .

An equrty-settled restricted share plan for senior professionals and team leaders The award takes intc account the recipient s performance in the prior
calendar year (the ‘performance penod) Shares, provided initially as share units are restricled for a penod of three years (tha 'restnction period )
Share units accrue notional dvidends during the restnction pencd and these are reinvested At the end of the restriction pertod addiional units may be
awarded based on BP's TSR performance against the other oil majors At award, share units are converted into shares With regard 1o leaver
provisiens the general rule 1s that teaving duning the performance period will preclude an award of share units If a participant ceases to be employed
by BP prior to the end of the restriction period the general rule 1s that share units will lapse Special amangements apply where the paricipant leaves
for a quabfying reason

Restricted Share Plan (RSP)

An equity-settled restricted share plan used predominantly for senior employeas in special circumstances (such as recrutment and retention} There
are no performance conditions but the shares are subject 1o a three-year restriction period Dunng the restnction penod shares accrue dvidends,
which are reinvested With regard to leaver provisions, the general rule 1s that ceasing employment dunng the restriction penod wll result in the forfert
of shares However, special arrangements apply where the participant leaves for a qualifying reason

BP Share Option Plan (BPSOP}

An equity-settled share option plan that applies 10 certain categories of employees Participants are granted share options with an exercisa prce no
lower than the market pnce of a share immedately preceding the date of grant There are no performance condimons and the options are exercisable
between the third and 10th anniversanes of the grant date The general rule Is that the options will lapse if the participant leaves employment before
the end of the third calendar year from the date of grant (and that vested options are exercisable within 3% years from the date of leaving) However
special arrangements apply where the paricipant leaves for a quabfying reason and employment ceases after the end of the calendar year of the date
of grant From 2007, share options no longer form a regular element of our incentive plans
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41 Share-based payments continued

Savings and matching plans

BP ShareSave Plan

This 15 a savings-related share option plan, under which employees save on a monthly basis over a three- or five-year penod, towards the purchase of
shares at a fixed price determined when the option 1s granted This price 1s usually set at a 20% discount to the market price at the time of grant The
option must be exerased within six months of maturity of the savings contract, otherwise it lapses The plan)s run in the UK and options are granted
annually usually in June Parttcipants leaving for a qualifying reason will have six months in which to use ther savings to exercise their options on a
pro-fated basis

BP ShareMatch Plans

These are matching share plans, under which BP matches employees own contnbutions of shares up 1o 2 predetermined imit The plans are run in
the UK and in more than 70 other countries The UK plan 1s run cn a monthly basis with shares being held in trust for five years before they can be
released free of any tncome tax and naticnal Insurance hability in other countnes the plan 1s run on an annual basis with shares being held in trust for
three years The plan is operated on a cash basis in those ¢ountries where there are regulatory restrictions preventing the holding of BP shares When
the employes leaves BP, all shares must be removed from trust and units under the plan operated on a cash basis must be encashed

Local plans
In some countnes, BP provides local scheme benefits, the rules and qualifications for which vary according to local circumstances

The above share plans are indicated as being equity-settled In certain countnes, however, 11 1S not possible to award shares to employees owing to
local legislation In these instances the award will be settled in cash, calculated as the cash equivalent of the value to the employee of an equity-
settted plan

Cash plans

Cash-settled share-based payments / Stock Appreciation Rights (SARs)

These are cash-settled share-based payments availlable to certain employees that reguire the group 1o pay the intnnsic value of the cash option/SAR/
restricted shares 1o the employee at the date of exercise or on maturity The cash options/SARs have the same rules as the BPSOP plan and the cash
restricted share plans (MTPP, DAB, PSP, RSP) have the same rules as ther equity-setiled counterpans

Employee Share Ownership Plans (ESOPs)
ESQOPs have been established to acquire BP shares to satisfy any awards made to participants under EDIP, MTPP, LTPP DAB and the BP
ShareMatch Plans The ESQPs have waived thewr nights to dvidends on shares held for future awards and are funded by the group Until such time as
the company’s own shares held by the ESOP trusts vest unconditionally to employees, the amount paid for those shares 1s deducied in arnving at
shareholders' equity See Note 40 Assets and labiities of the ESOPs are recognized as assets and liabilities of the group

At 31 December 2007, the ESOPs held 6 448 838 shares (2006 12,795,887 shares and 2005 14,560,003 shares) for potential future awards, which
had a market value of $79 million (2006 $142 mullion and 2005 $156 million)

Share option transactions 2007 2006 2005
Weighted Wanghtsd Weighted
Number average Number average Number avarage
of axercise price of axercise prca of BXBICIS® prce

options 5 optons 3 ophons
QOutstanding at beginning of the year 426,471,462 825 450453502 764 470263 808 716
Granted dunng the year 6,004,025 911 53,977,639 1118 54482053 1024
Farfeited during the year (3,924,714) 910 (7,168,710} 8 (4 844 827) 830
Exercised during the vear (69,715,558) 694 (70658,480) 652 (68 687,976) 640
Expired during the year 740,872) 868 (131 489) 799 {759 556) 675
Qutstanding at the end of the year 358,094,243 B51 426471,462 825 450,453 502 764
Exercisable at the end of the year 238,707,055 770 236726 966 741 222729398 754

As share options are exercised continuously throughout the vear, the weighted average share pnce dunng the year of $11 72 {2006 $11 85 and 2005
$10 77} 1s representative of the weighted average share price at the date of exercise For the options outstanding at 31 December 2007, the exercise
pnece ranges and weighted average remaining contractual ives are shown below

Options outstanding Cptions exercisable
Woeighted Weighted Waeighted

Number asverage average Numb 9
of remasining (ife exercise price of axercise price
Range of exercise prices shares Years $ shares $
$510-%679 66,360,194 3se 615 55,509,664 623
$6 80 - $8 50 162,364,928 400 802 156,236,204 804
$881-3102 55,021,656 489 928 26,961,187 878
$1022-%1192 74,347,465 780 1113 - -

358,094,243 490 851 238,707,055 770
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41 Share-based payments continued

Farr values and associated detals for options and shares granted

Options granted in 2007 ShareSave 3 year SharaSava 5 yesr
Option pricing model used Bmomial Binormal
Weighted average farr value $357 $379
Weighted average share pace $12.10 $12.10
Weighted average exercise price $913 $313
Expected volatility 2% 21%
Option Iife 35 years 55 years
Expected dvidends 348% 348%
Risk free interest rate 575% 575%
Expected exercise behaviour 100% year 4 100% year 6
Options granted in 2008 BPSOP _ ShareSave Jysar _ SharaSave 5 year
Option pricing model used Binomaal Binormial Binomial
Weighted average fair value $248 $288 $308
Weighted average share price $1107 $1108 31108
Weighted average exercise price $1117 $910 $910
Expected volatiity 22% 24% 24%
Option Iife 10 years 3 6 years 5 Gyears
Expected dmdends 3283% 340% 3 40%
Risk free interest rate 4 50% 500% 4 75%
Expected exercise behaviour 5% years 4-9 100% year 4 100% year 6
70% vyear 10
Options granted in 2005 BPSOP  ShareSave Jyear  SharoSave 5yea
Option pricing model used Binomial Bnomial Binomal
Waighted average far valug $234 $276 $294
Weighted average share price $1085 $1049 $1049
Weighted average exercise price $1063 $796 $7 96
Expected volatiity 18% 18% 18%
Option life 10 years 3 5 years 5 B years
Expected drvidends 272% 300% 300%
Risk free interest rate 4 25% 4 00% 4 75%
Expected exercise behaviour 5% years 4-0 100% year 4 100% vyear 6

70% year 10

The group uses an appropriate valuation model of expected volatifity of US ADSs for the quarter within which the grant date of the relevant plan falls
Management is responsible for all inputs and assumptions in relation to that model, including the determination of expected volatihty

MTPP. MITPP- EDIP EDIP

Shares granted in 2007 TSR FCF TSR LTL RSP DAB PSP
Number of equity instruments

granted (mulkion) 94 85 45 05 17 44 148
Waighted average far value $473 $1002 $281 $992 $11923 $1002 $1237
Fair value measurement basis Monte Carlo  Market value Monte Carlo  Market value  Market value  Market value Monte Carlo

MTPP MTPP- EDIP EDIP
Shares granted in 2006 TSR FCF TSR LTL RSP DAB
Number of equity instruments granted {(million) 87 78 33 05 05 35
Weighted average fair value $728 1123 $4 87 $1123 $1107 $1106
Farr value measurement basis Monte Carlo  Market value Monte Care Market value  Market value  Market value
MTPP- MTPP- EDIP EDIP

Shares granted in 2005 TSR FCF ISR L7 RSP
Number of equity mstruments granted {(milion) 93 84 37 05 03
Weighted average fair value $5 72 $1104 $387 $1013 $1104
Farr value measurement basis Monte Carlo Market value Monte Carlo Market value Market value

The group used a Monte Carlo simulatian to fair value the TSR element of the 2007 2006 and 2005 PSP, MTPP and EDIP plans In accordance with
the rules of the plans the model simulates BP s TSR and compares it agamnst our principal strategic competitors over the three-year penod of the
plans The model takes into account the histonc dvidends, share price volatiities and covanances of BP and each comparator company to produce a
predicted distnbution of relative share performance This 1s apphed to the reward critena to give an expected value of the TSR element

Accounting expense does not necessanly represent the actual value of share-based payments made to recipients, which are determined by the
remuneration committee according to estabhished cnitena
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42 Employee costs and numbers

$ mdhon

Employee costs 2007 2006 2005
Woages and salanes? 9,560 B411 B 695
Social secunity costs 7 751 754
Share-based payments 428 418 368
Pension and other postretirement benefit costs 504 770 928
11,263 10 351 10746

Innovens operations - - (892)
Continuing operations 11,263 10 351 9,854
Number of employees at 31 December 2007 2006 2005
Explaration and Production 19,800 19,000 17 000
Refining and Marketing® 69,000 69 500 70800
Gas Power and Renewables 4,500 4 500 4100
Other businesses and corporate 4,300 4,000 4300

97,600 97 000 96 200

By geographical area

UK 17,000 16,500 16,500
Rest of Europe 19,900 20200 21 300
us 33,000 33700 34 400
Rest of World 27,700 26 200 24 000

97,600 $7,000 96,200

L 2007 2006

Rest of Rest of Rest of Rest of
Average number of employees UK Europe us World Totad UK Europe us World Total
Explaration and Production 3,700 700 6,600 8,700 19,700 3,300 700 6,100 B 100 18,200
Retining and Marketing 10,600 18,600 23,500 16,300 69,000 11,300 18 300 24 900 15000 70 800
Gas, Power and Renewables 300 700 1,800 1,500 4,300 300 700 1 600 1700 4 300
Other businesses and corporate 2,100 200 1,700 200 4,200 1 800 200 1 900 100 4100

16,700 20,200 33,600 26,700 97,200 16 80O 20,900 34,500 24,900 97,100

2005

Restof Rest of
Average number of employees B UK Euope _ s Word Total
Exploration and Production 300 600 5 300 7,300 16 200
Refining and Marketing 11100 19 700 26,200 14,000 71,000
(as, Power and Renewables 200 800 1,500 1,400 3900
Other businesses and corporate . 3800 3900 3,600 300 11,600

18100 25 000 36 600 23000 102700

?Includes termination payments of $422 million (2006 $257 rrullion and 2005 $348 million} A restructuning was announced in October 2007 the implementation of which 1s
expected to continue through 2008 and into 2009 Additional restructuring charges o the iIncome staternent of around $1 billion are expected in 2008
P)ncludes 25 900 (2006 26 100 and 2005 27,800} service station staff

43 Remuneration of directors and senior management

Remuneration of directors 3 milhon
. 2007 2006 2005
Total for all directors
Emoluments 26 14 18
Gains made on the exercise of share options 2 12 -
Amounts awarded under incentive schemes 10 14 8
Emolurments

These amounts compnse fees paid to the non-executive chairman and the non-exgcutive directors and, for executive directors salary and benefits
earned dunng the relevant financial year, plus bonuses awarded for the year This includes an ex gratia superannuation payment of $3 million {2006
and 2005 nill and compensation for loss of office of $1 million (2006 and 2005 nil}

Pensron contributions

Six executive directers participated 1n @ non-contributory pension scheme established for UK employees by a separate trust fund to which
contributions are made by BP based on actuanal advice One US executive director participated in the US BP Retirement Accumulation Plan
dunng 2007
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43 Remuneration of directors and senior management continued

Office facilities for former chairmen and deputy charmen
It 1s customary for the company to make available to former charmen and deputy chairmen, who were previously employed executives, the use of
office and basic secretanal faciities following therr retirernent The cost involved in doing so 1s not significant

Further mformation
Full detalls of indmdual directors remuneration are given In the directors remuneration report on pages 63-73

Remuneration of senior management § mdlion
2007 2006 2005

Total for all semor management
Short-term employee benefits 37 30 25
Postretirement benefits ? 4 4
Share-based payments 22 26 27

Senor management, in addition to executive and non-executive directors includes other senior managers who are members of the executive
management team

Short-term employee benefits

In addrion to fees paid to the nonexecutive chairman and non-executive directars, these amounts compnse, for executive directors and senior
managers, salary and benefils earned during the year plus bonuses awarded for the year This includes an ex gratia superannuation payment of
$3 mullion (2006 and 2005 nil) and compensation for loss of office of $1 rullon (2006 $5 million, 2005 nil)

Post-retirement benefits
The amounts represent the estimated cost to the group of providing detined benefit pensions and other post-retirement benefits to senior
management In respect of the current year of service measured in accordance with [AS 19 'Employee Benefits

Share-based payments

This 1$ the cost 1o the group of senior management s participation in share-based payment plans as measured by the farr value of options and shares
granted accounted for in accordance with IFRS 2 'Share-based Payments The main plans in which senior management have participated are the
EDIP, MTPP and LTPP For detalls of these plans refer to Note 41

44 Contingent liabilities

There were contingent abilites at 31 December 2007 in respect of guarantees and indernnities entered into as part of the ordinary course of the
group s business No material losses are likely 1o anse from such contingent liabiities Further information is included in Note 28

Approximately 200 lawsuits were filed in State and Federal Courts 1n Alaska seeking compensatory and punitive damages ansing out of the Exxon
Valdez ol spill in Prince Willlam Sound 1in March 1989 Most of those suts named Exxon {now ExxonMobil) Alyeska Pipeline Service Company
{Alyeska), which operates the ol terminal at Valdez, and the other ol cornpames that own Alyeska Alyeska initiglly responded to the spill until the
response was taken over by Exxon BP owns a 47% interest {reduced dunng 2001 from 50% by a sale of 3% to Phillips} in Alveska through a
subsidiary of BP Amenca Inc and bnefly indirectly owned a further 20% interest in Alyeska following BP s combination with Atlantic Richfield
Company {Atlantic Richfield) Alyeska and s owners have settled all the clams against them under these lawsuns Exxon has indicated that it may file
a claim for contribution against Alyeska for a portton of the costs and damages which it has incurred If any claims are asseried by Exxon that affect
Alveska and its owners BP will defend the claims vigorously It 1s not possible to estimate any financial effect

Since 1987 Atlantic Richfield, a cusrent subsidiary of BP, has been named as a co-defendant in numerous lawsuts brought in the US alleging injury
to persons and property caused by lead pigment in paint The majonity of the lawsuits have been abandoned or dismissed as against Atantic Richfield
Atlantic Richfield 1s named in these lawsuits as alleged successor to International Smeiting & Refining which, along with a predecessor company,
manufactured lead pigment dunng the period 18201846 Plainuffs include indniduals and governmental entities Several of the lawsuits purporn to be
class actions The lawsuits {depending on planuff) seek vanous remedies, including compensation 1o lead-poisoned children, cost to find and remove
lead paint from bulldings, medical monitonng and screening programmes, pubhc warning and education on lead hazards, reimbursement of
government healthcare costs and special education for leadpoisoned citizens, and punitive damages No lawsurt against Atlantic Richfield has been
setiled nor has Atlantic Richfield been subject to a final adverse judgment in any proceeding The amounts claimed and, if such sutts were successful,
the costs of implementing the remedies sought in the vanous cases could be substantial While 1t1s not pessible to predict the outcome of these legal
actions, Atlantic Richfield believes that it has valid defences and 1t ntends 1o defend such actions wigorously and thus the incurrence of a hability by
Atlantic Richfield 1s remote Consequently BP believes that the impact of these lawsuits on the group’s results of operations financial position or
hquidity walt not be material

In additron, various group companies are parties to legal actions and ¢laims that anse in the ordinary course of the group s business While the
outcorne of such legal proceedings cannot be readily foreseen, BP believes that they will be resolved without matenal effect on the group s results of
operations, financial postion or iquidity The group files mcome tax returns in many junisdictions throughout the world Varous tax authonties are
currently examining the group’s income tax returns Tax returns contain matters that could be subject to diffenng interpretauons of applicable tax laws
and regulations and the resolution of tax positions through negotiations with relevant tax authonties or through Iitigation, can take several years to
complete While it 1s difficult to predict the ultimate outcome in some cases, the group does not anticipate that there will be any matenal impact on
the group's results of operations, financial position or iquidity
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44 Contingent liabilities continued

The group IS subject to numerous national and local environmental laws and regulations concermning 1ts products, operations and other activiies
These laws and regulations may reguire the group to take future action to remediate the effects on the environment of prior disposal or release of
chemicals or petroleurn substances by the group or other parties Such contingencies may exst for vanous sites including refinenes, chemical plants,
of fields, service stations, terminals and waste disposal sites In addition, the group may have cbligations relating to pnor asset sales or closed
faciiies The ultmate requirement for remediation and 11s cost are inherently difficult to estimate However the estimated cost of known
environmental obligations has been provided in these accounts in accordance with the group's accounting policies While the amounts of future costs
could be significant and could be material to the group’s results of operations in the period in which they are recognized, 1t 1s not practical to esumate
the arounts invoived BP does not expect these costs 1o have a matenal effect on the group s financial postion or hiquidity

The group generally restricts 1ts purchase of insurance to situations where this 1s required for legal or contractual reasons This is because exiernal
insurance Is not considered an economuc means of finanging losses for the group Losses will therefore be borne as they anse rather than being
spread over tme through insurance premiums with attendant transaction costs The position 1$ reviewed penodically

45 Capital commitments

Authonzed future capital expenditure for property, plant and equipment by group companies for which contracts had been placed at 31 December
2007 amounted to $8,263 million {2006 $9 773 mullion) In addition at 31 December 2007, the group had contracts in place for future capital
expenditure relating to investments in jointly contrelled entities of $1,039 million {2006 $32 million} and iInvestments in associates of $74 milkon
(2006 $36 milhon)

Capital commitments of jointly controlled entites amounted to $2,273 mill:on {2006 $1,217 mullion}
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46 Subsidianes, jointly controlled entities and associates

The more important subsidianies jointly controlled entities and associates of the group at 31 December 2007 and the group percentage of ordinary
share capral or joint venture interest {to nearest whole number} are set out below The princtpal country of operation is generally indicated by the
company s country of incorporation or by its name Those held directly by the parent company are marked wrth an astensk (*) the percentage owned
being that of the group unless otherwise indicated A complete list of investments in subsidiaries, jointly controlled entities and associates will be
attached to the parent company s annuaf return made to the Registrar of Companies

County of Country of
Subsdznes % incorporaton Pancypal actmties Subsdmnes % mcorporation Prncpd actvites
International Netherlands
BP Chemnicals Investments 100 England Petrochernicals BP Caputal 100 Netherlands  Finance
*BP Cormporate Holdings 100 England Investment holding BP Nederland 100 Netherlands  Refimng and marketing
BP Exploraticn Op Co 100 England Exploration and production
*BP Globa! Invesiments 100 England Investment halding New Zealand
*BP internationat 100 England Integrated ol operations BP Qi New Zealand 100 New Zealand Marketing
BP Q1 International 100 England Integrated oil operations
*BP Shipping 100 England Shipping Norway
*Burmah Castro! 100 Scotland Lubrcants BP Norge 100 Norway Exploration and production
Algena Spamn
BP Amoco Exploration BP Espana 100 Spain Refining and marketing
{In Amenas) 100 Scotland Exploration and production
B8P Explaration (El South Atrica
Djazai} 100 Bahamas Exploration and production  *BP Southern Africa 75 South Afnca  Refining and marketing
Angola Trinidad & Tobago
BP Exploration (Angola} 100 England Exploration and production BP Trimidad (LNG) 100 Nethertands  Exploration and production
BP Tnnidad and Tobago 70 US Exploration and production
Australia
BP Oil Australia 100 Austrahia Integrated ol operations UK
BP Australia Capitel BP Capital Markets 100 England Finance
Markets 100 Australia Finance BP Chemicals 100 England Petrochericals
BP Developments BP Cil UK 100 England Refining and marketing
Austraha 100 Australia Exploration and production Britoil 100 Scotland Exploration and production
BP Finance Australia 100 Australia Finance Jupiter Insurance 100 Guemnsey Insurance
Azerbayan us
Amocco Caspian Sea Brtish Virgin - Explorat:on and production  *BP Holdings North
Petroleum 100 islands Amernica 100 England Investment holdng
BP Exploration Atlantic Richfield Co ]
(Caspian Sea) 100 England Exploration and production BP Amernca
BP America
Canada Producton Company
BP Canada Energy 100 Canada Exploration and production BP Amoco Chemucal
BP Canada Finance 100 Canada Finance Company
. BP Comipany Exploration and production,
Egypt North Amernca gas power and renewables,
BP Egypi Co 100 US Exploration and production BP Corporation - 100 US I~ refining and markeung,
BP Egypt Gas Co 100 US Exploration and production North America ptpelines and
BP Exploraton (Alaska) peirocherncals
Germany Inc
Dautsche BP 100 Germany Refining and marketing BP Products
and petrochemicals North America
BP West Coast
Indonesia Products
BP Berau 100 US Exploration and production Standard Ol Co
BP West Java 100 Us Exploratron and production BP Capital Markets -

Amenca —

Finance
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46 Subsidiaries, jointly controlled entities and associates continued

Country of incorporation

Jaintly controlled entities % of registration Pnncipal actvities

Atlantic 4 Holdings 38 us LNG manufacture

Atlantic LNG 2/3 Company of Tnnidad and Tobago A3 Trinidad & Tobago LNG manufacture

Elvary Neftegaz Holdings BV 49 Netherlands Exploration and appraisal

LukAco 46 Netheriands Exploration and production, pipelines

Pan Amencan Energy® 60 us Exploration and production

Ruhr Cel 50 Germany Refining and marketing and petrochemicals
Shanghar SECCO Petrochemical Co 50 China Petrochemicals

TNK-BP 50 British Virgin Islands Integrated ol operations

2 Pan Amencan Energy 15 not controlled by BP as certain key business decisions require joint approval of both BP and the munonty partner !11s therefore classified as a jointly

controlled entity rather than a subsidiary

Associates % Country of incorporation Prncipal actnites
Abu Dhabn
Abu Dhaby Manne Areas 37 England Crude o/ production
Abu Dhabi Petroleumn Co 24 England Crude oil production
Azerbayan
The Baku-Tbiis-Ceyhan Pipeline Co 30 Cayman Islands Pipelines
South Caucasus Pipeline Co 26 Cayman Islands Pipelines
Trinidad & Tobago
Atlantic LNG Company of Tnnidad and Tebago 34 Trimdad & Tobago LNG manufacture
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47 Ol and naturzal gas exploration and production activities’

$ millon
2007
Rest of Rest of Asia
UK Europe us Amencas Pacific Africa Russia Cther Total
Caprtalized costs at 31 December
Gross caprtalized costs
Proved properties 34,774 4,925 53.079 10,627 3,528 18,333 - 7.596 132,862
Unproved properties 606 - 1,660 297 1,188 1,533 4 349 5,637
35,380 4,925 54,739 10,924 4,716 19.866 4 7.945 138,499
Accumulated depreciation 25515 2,925 25500 5,528 1,508 8,315 - 2,553 71,844
Net capitalized costs 9,865 2,000 29,239 5,396 3,208 11,551 4 5392 66,655
The group’s share of jointly controlled entities’ and associates’ net capitatized costs at 31 December 2007 was $11,787 million
Costs incurred for the year ended 31 December
Acgquisition of properties
Proved - - 245 - - - - 232 477
Unproved - - 54 16 - 321 - 126 517
- - 299 1% - 321 - 358 994
Exploration and appraisal costs? 209 16 646 72 51 677 119 102 1,892
Development costs 804 443 3,861 1,057 333 2,634 - 1021 10,153
Total costs 1,013 459 4,806 1,145 384 3.632 119 1,481 13,039

The group's share of jointly controlled entities and associates costs incurred in 2007 was $2,552 millicn in Russia $1,787 million, Rest of Americas

$569 mullion, Asiz Pacific $17 million and other $178 million

Results of t;be;r—atl_c_ms—f_o?;l;a— v—e_a_r ended 31 December
Sales and other operating revenues

Third parties 4503 434 1,436 2,142 1,148 2219 - 921 12,803
_ Sales between businesses 2,260 902 14,353 3,142 970 3z23 - 8,983 34,833
o 6,763 1,336 15,788 5,284 2,118 5,442 - 10,904 47,636
Exploration expenditure 46 - 252 134 n 183 116 14 756
Preduction costs 1,658 147 2,782 770 190 637 2 344 6,530
Production taxes 227 3 1,260 273 56 - - 2,224 4,043
Other costs {income} [419) 123 2,505 395 378 200 169 3,018 6,369
Depreciation, depletion and amortization 1,569 207 2,118 822 205 1372 - 995 7,288
Impairments and (gains) lesses on sale of
_busmessesandfxedassets M2 (s34)  #13) e} - 08 - - {4

3,193 (54} 8,504 2351 840 2316 287 6595 24032
Profit befeore taxation®d 3570 1,390 7.285 2,933 1,278 3,126 1287) 4,309 23604
Allocable taxes 1.664 611 2,560 1202 3 1,462 3 1,079 8902
Results of operations 1,906 779 4,725 1,731 957 1,664 (280) 3230 14,702

The group s share of jointly controlled entities’ and assocates’ results of operations (including the group’s share of total TNK-BP results) in 2007 was a
profit of $2,704 milkon after deducting interest of $401 mullion, taxation of $1,355 millon and minority interest of $215 mullion

2This note contains information relating to oll and natural gas exploration and production actrvities Midstream actities relating to the management and ownership of crude
cil and natural gas pipelines processing and expart terminals and LNG processing facilities and transpontation are excluded The most significant midstream pipelhne
interests include the Trans-Alaska Pipeline System the Forties Pipaline System the Cenrtral Area Transmission Systermn pspeline and the Baku-Thilis-Ceyhan prpeline Major
LNG activines are located in Tnnidad indonesia and Australia The group s share of jontly controlled entiies’ and associates’ aciivies are excluded from the tables and
included in the footnotes with the exception of the Abu Dhabi operations which are included 1n the resuits of operations above
Includes exploration and appratsal dnlling expenditures which are capitaized within intangible fixed assets and geological and geophysical exploration casts which are

charged t¢ Income as incurred

“Includes property taxes other government take and the farr velue gain on embedded denvatives of $47 millon The UK Region incdludes & $409 million gain otfset by
corresponding charges prumanly in the US, selaung to the group self4nsurance programme
The £xploration and Production profit before interest and 1ax i1s set out below

$ million
2007

Exploration and production actiities
Group {as above) 3570 1,290 7.285 2,933 1,278 3,126 1287} 4309 23,604
Jontly controlled entities and associates - - 1 k) 21 - 2,292 k] 2,704
Migstream activities 123 (7) 472 42 [ 110} 112} 116 630
Total profit before interest and tax 3,693 1,383 7,758 3,356 1305 3.116 1,893 4,434 26,938
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47 Ol and natural gas exploration and producticn activities’ contrued

$ mihon
2006
Rast of Rast of Asia
UK Europe us Amencas Pacific Afnca Russia Qther Total
Capitahzed costs at 31 December
Gross caprtalized costs
Proved properties 32,528 4,951 44 856 9,404 3669 15516 - 6,278 117,102
Unproved properties 423 116 1443 379 1155 936 1 137 4,590
32 95) 5067 46 299 9,783 4,724 16 452 1 6415 121 692
Accumulated depreciation 22908 3175 19724 4,618 1 709 6 044 - 1,708 60 786
Net capitalized costs 10 043 1,892 26 575 5,165 3,015 9,508 1 4707 60 906
The group s share of jointly controlled entities” and associates net capitalized costs at 31 Decembar 2006 was $10,870 millon
Costs incurred for the year ended 31 December
Acquisition of properties
Proved - - - - - - - - -
Unproved - - 74 8 2 70 - - 154
- - 74 8 2 70 - - 154
Exploration and appraisal costs® 132 26 838 135 45 434 73 82 1765
Development costs 794 214 3,579 820 238 2 356 - 1,108 9109
Total costs 926 240 4,491 963 285 2 B8O 73 1180 11028

The group’s share of jointly controlled entities and associates’ costs incurred in 2006 was $1,688 million in Russia $1,109 millton, Rest of Amencas

$424 rillion, Asia Pacific $16 milion and other $138 million

Results oﬁperatnons for trTeTear ended 31 December

Sales and other operating revenues

Third parties 5,378 628 1381 2196 1158 1,647 - 768 13,157
Sales between businesses 2,329 1024 i4 572 3229 807 2876 - 7 840 32476
7707 1652 15,953 5,425 1 966 q 522 - 8 408 45 633
Exploration expenditure 20 (1} 634 132 1 132 17 100 1,045
Production costs 1312 145 231 638 155 509 - 238 5,308
Production taxes 492 38 887 295 63 - - 2,079 3,854
Other costs {income)* (867} 80 2,561 478 184 104 32 31 5673
Depreciation, depletion and amartization 1612 213 2,083 685 175 865 - 510 6,143
Impairments and (gains) losses on sale of
_businesses and fixed assets ___la50) 57) (1,880} 42 {99} (31) = - (2 475}
o 2119 428 6596 2270 459 1,579 49 6,048 19548
Profit betore taxationd ® 5,688 1,224 9357 3155 1807 2943 (49) 2360 26 0BS
Allocable 1axes 2 567 793 3136 1443 472 1328 3 737 10479
Results of operations 3021 431 8,221 1712 1035 18615 (52) 1623 15,606

The group's share of jontty controlled entiies and associates results of operations {(iIncluding the group’s share of total TNK-BP results) in 2006 was a
profit of $3 302 million after deducting snterest of $324 milhon, taxation of $1 804 million and mincnty mterest of $193 mithion

#This note contans information relating to oil and natural gas exploration and production actvities Mrdstream activities of natural gas gathering and distnibution and the
operabion of the main pipelines and tankers are excluded The main midstream actvities are the Alaskan wansportation facilities, the Forties Pipeline system and the Central

Area Transmission System The group’s share of jointly controlled entities and associates actvities 15 excluded from the tables and included in the footnotes

with the exception of the Abu Dhabi operations which are included in the iIncome and expendiiure items above
Includes explorauion and appraisal dnling expendiures which are capitaized within intangible fixed assets and geological and geophysical exploration costs which are

charged 10 income as incurred

FIncludes the value of royalty oil sold on behalf of athers where royalty 1s payable in cash property taxes other government take and the fair value gan on embedded

denvatves $515 milion

?Excludes accretion expense atinbutable 1o exploration and producton actvities amounting to $153 million Under IFRS accretion expense 15 included in other finance

expense wn the group Income staterment

#The Exploration and Production profit before interest and tax 1s set out below

$ mibon
2006

Exploration and production activities
Group (as above) 5 588 1224 9357 3155 1507 2,843 {49) 2 360 26,085
Jointly controlled entrties and associates - - 1 535 33 1 2,730 2 3302
Mid-stream activities 250 (14} {31) 85 (31) n [24) 18 242
Tetal profit before interest and tax 5838 1210 9,327 3775 1509 2,933 2 667 2 380 29,629
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47 01l and natural gas exploration and production activities’ contnued

$ milon
2005
Resi1of Rest of Asa
uK Ewrope us Amencas Pacilic Afnca Russe Qther Total
Capitalized costs at 31 December
Gross capitalized costs
Proved properties 31,662 4 608 46,288 9,685 2922 12183 - 5184 112,322
Unproved properties 276 135 1547 583 1124 656 185 155 4,661
31828 4,743 47 835 10,168 4046 12 B39 185 5339 116,983
Accumulated depreciation 22,302 2,949 22 018 4919 1508 6112 - 1,200 61,006
Net capalized costs 9,526 1,794 25819 5,249 2538 6727 185 4,139 55,977
The group’s share of jointly controlled entities’ and associates’ net capiialized costs at 31 December 2005 was $10,670 million
Costs incurred for the year ended 31 December
Acquisition of properties
Proved - - - - - - - - -
Unproved - - 29 34 - - - - 63
- - 29 34 - - - - 63
Exploration and appraisal costs® 51 7 606 133 n 264 126 68 1,266
Development costs 790 188 2 955 681 186 1691 - 1,177 7,678
Towal costs 841 195 3,600 848 197 1 955 128 1245 90a7
The group s share of jointly controlled entities and associates costs incurred in 2005 was $1,205 million in Russia $845 milhion and Rest of
Americas $360 million
Results of operations for the year ended 31 December
Sales and other operating revenues
Third parties 4 667 635 2048 2 260 1,045 1 350 - 690 12 695
Sales between businesses 2 458 976 14 842 2 863 782 2 402 - 4 796 29119
7125 1,611 16 890 5123 1827 3752 - 5,486 41,814
Exploration expenditure 32 1 426 84 6 81 37 17 684
Production costs 1082 118 1814 578 159 460 - 180 439
Production taxes 485 33 610 281 54 - - 1536 2999
Other costs (ncome)* 1 857 {55} 2,200 537 170 98 8 2042 6,857
Depreciation, depletion and amortization 1,548 220 2,288 675 162 542 - 193 5628
Impairments and {gains) losses on sale of
businesses and fixed assets 44 11 038) 232 (133} - - 2 - (893}
5 D48 [721) 7,670 2,022 551 1181 47 3 968 19 666
Profit before taxation®® 2077 2332 9,320 3,101 1276 2,871 {47} 1518 22148
Allocable taxes 405 880 3377 1,390 447 1043 {1} 409 7 950
Results of operations 1672 1452 5943 171 829 1,528 {46} 1,109 14,198

The group's share of jointly controlled entities and associates’ resuits of operations {including the group s share of total TNK-BP results) in 2005 was a
profit of $3 029 mikan after deducting interest of $226 miion taxation of $1 2560 millon and mimonty interest of $104 midiion

®This note contains information relating to oil and natural gas exploration end production actvities Midstream actvities of natural gas gathering and distnbution and the
operation of the main prpelines and tankers are excluded Tha main midsream actmues are the Alaskan transportation faciities the Forues Pipebne system and the Central
Area Transmission System The group s shate of jointly contralled entties' and associates actvitias 1s excluded from the tables and mcluded in the footnotes
with the exception of the Abu Dhaby operations which are included in the income and expenditure items above

BIncludes exploration and apprarsal drilling expenditures, which are capitalized wittun intangible fixed assets and geological and geophysical exploration costs which are
charged 10 income as incurred

CIncludes the value of royalty cil sold on behalf of others where rovalty 1s payable 1n cash property taxes other government taka the fair value loss on ermbedded
denvatives $1 688 millon and a $265 million charge incurred on the cancellation of an mitragroup gas supply contract The UK region includes a $530 million charge offset by
corresponding gains primanly in the US, relating to tha group s self4nsurance programme

9Excludes aceretion expense attnbutable to exploration and produciion activities amounting 1o $122 mulion Under IFRS accretion expense 1s included in other finance
expensa in the group Income statement

®The Exploration and Production profit bafore interast and tax 1s set out below

$ milon
2005

Exploration and production actwvities
Group {as above) 2077 2332 9 320 310 1,276 25N 47} 1518 22148
Jointly controlled entities and assocrates - - - 309 35 - 2,685 - 3029
Mid-stream actmities 52 (11) 172 148 {20} {39) (1} 24 325

Total profit before interest and tax 2,129 2,3 9,492 3,558 129 2,532 2637 1542 25 502
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Additional information for US reporting

BP has taken advantage of the SEC ruling of 15 November 2007 that eliminated the requirement 1o provide a reconciliation from IFRS to US GAAP

The notes below are wcluded to meet ongoing US reporting obligations

48 Suspended exploration well costs

Included within the total exploration expenditure of $5,252 million {2006 $4,110 million and 2006 $4,008 milion) shown as part of intangible assets
{see Note 25) 1s an amount of $2,342 millon {2006 $1,863 milhon and 2005 $1,931 mithon} representing costs directly associated with exploration

wells

The carmed costs of exploration wells are subject 10 technical, commeraial and management review at least once per year to confirm the continued

intent to develop or atherwise extract value from the discovery [n evaluating whether costs incurred meet the critena for initial and continued

capitalization, management uses two main critena {1} that exploration dnlling 1s still under way or firmly planned, or (1) that it has been determined, or
work 1s under way to determine, that the discovery 1s economically viable based on a range of technical and commercial considerations and sufficient

progress 1s being made on establishing development plans and timing

The following table prowvides the yearend balances and movements for suspended expleration well costs

£ milbon
e 2007 2006 2005
Capitalized exploration well costs
At 1 January 1,863 1931 1680
Additions pending determination of proved reserves 773 590 565
Exploration well costs writen off in the year (s4) (168} (81}
Costs of exploration wells divested in the year {27) {36) (72}
Reclassified to tangible assets following determination of proved reserves [173) {251} {161)
Reclassified to investment in jointly controlled entity - (203} -
At 31 December 2,342 1863 1831
The following table provides an ageing profile of suspended exploratien wells
At 31 December 2007 2006 2005
Cost Wells Cost Walls Caost Wells
$ million gross £ rmillon @ross $ milion gross
Age
Less than 1 year 761 35 611 45 593 46
1105 years 1,081 73 736 B4 823 69
6 to 10 years 224 30 267 37 309 42
More than 10 years 276 35 249 26 206 20
Total 2342 172 1863 172 1931 177
The {ollowing table provides an analysis of the amount of dnlling costs directly associated with exploration wells
2007 2006 2005
Cost Wells Cost Welis LTost Wells
$ million gross Projects 3 millan gross Projects & millicn gross Projects
Exploration well costs
Projects with first capitalized explaration well
dnlled in the 12 months ending
31 December 168 1n 7 188 17 12 451 kil 14
Other projects with recent or planned drlling
activity 1,502 92 24 B94 86 21 718 65 20
Projects with completed exploration activity 672 70 27 781 69 27 762 81 28
At 31 Decemnber 2,342 173 58 1,863 172 60 19831 177 B2

Exploration projects frequently invelve the driling of multiple wells over a number of years and several discovenas may be grouped into a single
development project The table above shows a total of 51 projects that have exploration we!l costs that have been caprtalized for more than twelve
months as at 31 December 2007 Of these, there are 24 projects where exploratory wells have been drilled in the preceding 12 months or further
exploratory dnliing 1s planned in the next year Projects with completed exploration actity comprise a total of 27 projects, whose costs totalled
$672 millkon at 31 Dacember 2007 Details of the actvities being undertaken 1o progress these projects towards development are shown below
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48 Suspended exploration well costs contnued

2007
Cost wells
Country Proyect $ millon Gross

Years
walls
dnilad

Anticpated
year of
development

project sanction

Comment

Angola Chumbo 26 2

PlutaofSaturno/MartefvVenus 51 5]

Cravo/LinofOrquidea/Mioleta 32 7

2003-2005

2002-2005

1998-2008

2011-2014

2008

2009

Assessment of hydrocarbon quantites as potentiaily
commercial completed development option identified and
under evaluation development plan for FPSO submitted
Assegsment of hydrocarbon quantites as potentialty
commercial completed, development optich using FPSC
identified and under evaluation

Assessment of hydrocarbon quantites as potentially
commercial completed development option using FPSC
identified and under evaluation

Egypt Ras El Bar Seth 3 1

Western Mediteraneaan 13 3
Block B

East Delta Deep Marine " 2

1995

2002-2004

2002-2006

2008

2008-2010

20m

Assessment of hydracarbon quantities as potentially
commercial completed, development options idertified
and under evaluation, development planned through
tie-back to existing infrastructure gas sale agreement in
place

Assessment of hydrocarbon quantines as potentially
commercial completed development options identified
and under gveluation seismic survey completed and under
review, CONCEssion agreement amendment negotiations
under way

Assessment of hydrocarbon quantities as potentially
commercial completed, development options identified
and under evaluaticn involving tie-back to existing
infrastructure

27 6

Indoness Tangguh Phase Il 51 9

1984-1997

2008-2011

Assessment of hydrocarbon quantites as potentially

commercal completed, assessment of economic aspects

of project in progress onshore and offshore development

options wdentified and under evaluation This i1s the second

phase of the LNG project that 1s currently under
_development

51 9

Trimidad Coconut 47 1

Corallita/Lantana 24 2

Manakin 22 1

2005

1996

2000

2014

2008

201

Assessment of hydrocarbon quantities as potentially
commercial completed assessment of economic aspects
of project in pregress development options identified and
under evaluation, planned subsea tie-back to existing
infrastructure

Assessment of hydrocarbon quantites as potentially
coemmercia’ completed, development options idertified
and under evaluation planned subsea tie-back to existing
infrastructure fields dedicated to LNG gas contract
delvery dependent upon capacity In existng
infrastructure

Assessment of hydrocarbon quantities as potentially
commercial completed assessment of economic aspects
of project in progress, development options identified and
under evaluation planned subsea tie-back to existing
production facilities and LING train, inter-governmental
discussions on unitization continue

93 4
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48 Suspended exploration well costs contnued

Antcipated
2007 Years yaar of
Cost wells  wells development
Country Project $ milon gross  dnlled project sancten  Comment
UK Andrew 14 T 1998 2008 Assessment of hydrocarbon quantities as potentially

commercial completed development options identified
and under evaluation development awarting capacity in
existing infrastructure, negotiations under way for gas
sales contract

Devenick a0 3 1983-2001 20082009  Assessment of hydrocarbon quantities as potentially
commergial gompleted assessment of econormic aspects
of project In progress, development options identified and
under evaluation, development may be 1n conjunction with
Harding Gas project nearby

Puffin 29 9 1982-1991 2009-2010  Assessment of hydrocarbon quantities as potentially
commercial completed further assessment of economic
and developmental aspects of project 10 be undertaken,
sub-surface and feasibility review under way development
awalting capacity in existing infrastructure

Kessog 35 4 1986-1987 2010 Assessment of hydrocarbon quantities as potentially
commercial completed, further assessment of economic
and developmental aspects of project in progress

Suilven 20 3 19951998 2010-2011 Assessment of hydrocarbon quantines as potentially
commercial completed assessment of economic and
developmental aspects of preject in pregress,
development anticipated to be by ue-back to existing
production vessel awaning capacity in existing
infrastructure

188 20
us Liberty 20 1 1997 2008 Assessment of hydrocarbon quantities as potentially
commercial completed development options identified
and under evaluation planned tie-back via extended reach
driling from existing infrastructure memcranda of
understanding with two key permitting agencies have
been secured
Mad Dog Desp 48 1 2005 20082011 Assessment of hydrocarbon quantiies as potentially
coemmercial completed, assessment of economic and
developmental aspects of project under way
Mad Dog Southwest Ridge 34 3 2006 2010 Assessment of hydrocarbon quantites as potentially
commercial completed assessment of economic aspects
of project under way development options identified and
under evaluation, development expected to be by subsea
veback

Vietnam Hai Thach 65 3 1985-2002 2009 Assessment of hydrocarbon quantities as potentially
commercial completed, assessment of economic aspects
of project In place, development options identified and
under evaluation, licence extensicn secured

Kim Cuong Tay 13 1 1995 2010-2012 Inttial assessment of hydrocarbon quantities as potentially
commercial completed further assessment of
developmental aspects of project to be undertaken further

sersmic study planned for 2008

78 4
Miscellaneous smaller projects 24 8 o e
672 70

Certain projects that were classified as projects with completed exploration dniting activity at 31 December 2006 are not classified as such at
31 December 2007

— The following projects were sanctioned for development in 2007 Skarv In Norway and Chachalaca in Tnnidad & Tobago

~ InColombia $43 million relating to the Volcanera project was wriiten off

- In the US, the Entrada field was disposed of
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43 Auditors’ remuneration for US reporting

$ mdlon
2007 2006 2005
Audit fees — Ernst & Young
Group audrt 3 36 kil
Auditrelated regulatory reporting 7 9 B
Statutory audn of subsidianes 19 19 23
64 60
Innovene operations - - 18}

Continuing operations 63 64 52
Fees for other services - Ernst & Young
Further assurance services

Acquisition and disposal due diligence 1 3 2
Pension plan audits 1 - 1
Cther further assurance services 8 5 23
Tax services
Compliance services - 1 10
Advisory senices 2 - -
12 9 36
Innovene operations - - 1)
Continuing operations 12 9 35

Audit fees tor 2007 include $7 milion of additional fees for 2006 (2006 $5 mullion of additional fees for 2005 and 2005 $4 millon of additionat fees for
2004} Audit fees are included in the income staterment within distnbution and administration expenses

Other further assurance services include $1 milhon (2006 Sl and 2005 $4 million) 1n respect of advice on accounting auditing and financial
reporting matters, $rul (2006 $ril and 2005 $16 million) In respect of internal accounting and nisk management control reviews, $5 million (2006
$5 mutlion and 2005 $3 million) in respect of non-statutory audits and $2 mullicn {2006 $nil and 2005 $nl) in respect of project assurance and adwvice an
business and accounting process Improvernent

The tax services relate 10 income tax and indirect tax complance employee tax services and tax advisory services

The audit commuttee has established pre-approval policies and procedures for the engagement of Emst & Young to render audit and certain
assurance and tax services The audit fees payable to Ermnst & Young are reviewed by the audit commitiee in the context of other globa! companies for
cost-effectiveness Ernst & Young performed further assurance and tax services that were not prohibited by regulatory or other professional
requirements and were pre-approved by the committee Ernst & Young 1s engaged for these services when 1ts expertise and experienca of BP are
important Most of this work 15 of an audit nature Tax services were awarded either through a full competitive tender process or following an
assessment of the expertise of Emst & Young compared with that of other potental service providers These services are for a fixed term

50 Valuation and qualifying accounts

$ mdlor
e e e e e e e et e o o e = o e . - e e o Aoditons L
Chargedto  Charged to
Balance at oosts ard other Balance at
1 January axpenses accounts®  Deductions 31 Decembear
2007
Frxed assets - Investments® 151 158 2 {165} 146
Doubtful dets® 41 175 34 {z24) 406
2006
Fixed assets - Investmenis® 172 26 (3 (44) 151
Doubtiul debts® 374 158 32 (143) a2
2005
Fixed assets - Investments® 168 18 13 n 172
Doubtful debts® 526 67 {30) (189) 374

?Principally currency transactions
bDeducted in the balance sheet from the assets to which they apply
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51 Computation of ratio of earmings to fixed charges

$ miion except ratos

For the year ended 31 December 2007 2006 2005
Profit befare taxation 31.611 34,642 3191
Group s share of Income in excess of dmvidends from equity-accounted entities {1,358} - 710}
Caprtalized interest net of amortization (183) {341) 1183}
30,069 3430 31,018
Fixed charges
Interest expense 1,110 718 559
Rental expense representative of interest 1.033 946 605
Capitahized interast 323 478 351
2,466 2,142 1515
Total adjusted earnings available for payment of fixed charges 32,535 36 443 32,533
Ratio of earnings to fixed charges 132 170 215
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Supplementary information on o1l and natural gas

Movements in estimated net proved reserves

For details of BP's governance process for the booking of oil and natural gas reserves, see page 15

2007
Crude ail® million harrols
Rest of Rest of Asia
UK Europe us Amencas Pacific Aftica Russia Other Total
Subsidianes
At 1 January 2007
Developed 458 189 1,916 130 67 193 - &8 3,041
Mndeveloped V8 87 22 237 L $12 o4 2882
604 286 3,208 367 153 705 - 570 5,893
Changes attnibutable to
Rewvistons of previous estimates (1 {25) 18 {29) {7 {133) - (27} (204]
Purchases of reserves-inplace - - 25 - - - - 8 33
Discoveries and extensions - N 60 1 2 93 - - 187
Improved recovery 7 1 99 6 5 12 - 1 131
Production® (73) (19 (1689) (27 {15) (71) - (80} {454)
Sales of reserves-inplace - - {94) - - - — - 94)
[67) [12) {61) {49} (15) [99) - a8} {401)
At 31 December 2007°
Developed 414 105 1,882 115 61 256 - 104 2,937
Undeveloped 123 169 1,265 203 77 350 - 368 2,555
537 274 3,147 318 138 606 - 472 5,492
Equity-accounted entities [BP share)?
At 1 January 2007
Developed - - - 221 1 - 2,200 520 2,942
Undeveloped - - - 139 - - 644 163 946
- - - 360 1 - 2,844 683 3,888
Changes attnbutable 1o
Rewvisions of previous estimates - - - 178 - - 413 167 758
Purchases of reserves-inplace - - - - - - 16 - 16
Discovenes and extensions - - - 2 - - 283 - 285
Improved recovery - - - 59 - - - 1 60
Production - - - (28) - - {304) {73) (405])
Sales of reserves-inplace = e - - . 1 | R e -1 | I
- - - 211 - - 387 95 693
At 31 December 2007°
Developed - - - 328 1 - 2,094 573 2,996
Undeveloped - - - 243 - - 1,137 205 1,585
- - - 571 1 - 32 778 4,581

®Crude ol includes NGLs and condansate Proved reserves exclude royalties due 1o others, whether payable in cash or in kind where the rovalty owner has a direct interest

in tha undeshying production and the optien and ability to make Witing and sales arrangaments independently
Excludes NGLs from processing plants in which an interest is held of 54 thousand barrels a day
‘inctudes 739 millien barrels of NGLs Atso includes 20 millon barrels of crude o in respect of the 30% minonty interest in BP Tnnidad and Tobago LLC

9The BP group holds interests, through essociates in onshore and offshore concessions in Abu Dhabr expinng w1 2014 and 2018 respectively Duning the second quarter of
2007 we updated our reporung pelicy in Abu Dhabi to be consistent with general industry practice and as a result have staried reporting preduction and reserves there

gross of production taxes This change resulted in an increase in our reserves of 183 millien barrels and in our production of 33mb/d
®Includes 26 million barrels of NGLs Also includes 210 million barrels of crude ol in respect of the 6 51% minonty interest n TNK-BP

Proved reserves In the Prudhoe Bay field in Alaska include an estimated 98 million barrels upon which a net profits royalty will be payable over the life of the field under the

terms of the BP Prudhoe Bay Royalty Trust
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Supplementary information on oil and natural gas contnued

Movements in estimated net proved reserves o . 2007
Natural gas® billian cubic fost
Rest of Rest of Ama
UK Europe us Americas Pacric Afnca Russta Other Totak
Subsidiaries
At 1 January 2007
Developed 1,968 242 10,438 3,932 1.359 1,032 - a3 19,302
Undeveloped 825 56 4,660 9,194 5,202 1,675 - 1254 22,866
2,793 298 15,098 13,126 6,561 2,707 - 1,585 42,168
Changes attnbutable to
Revisions of previous estimates a3 3N 744 [276) 140 [146) - (21) 497
Purchases of reserves-nplace - - 23 - - - - 109 132
Discovenes and extensions - 293 95 249 88 17 - - 742
Improved recovery 15 1 326 32 11t 9 - 5 499
Production® {299) (1) {879) {1,047} (261) (187} - (114} (2,801)
Sales of reserves-in-place - 68) (32) (7) - - - - {107}
{181) 175 277 (1,0498) 78 307} - (21) {1,038}
At 31 December 2007°
Developed . 2,049 63 10,670 3,683 1,822 990 - 583 19,860
Undeveloped 553 410 4,705 8,394 4,817 1410 - 981 21270
2,602 473 15375 12,077 6,639 2,400 - 1,564 41,130
Equity-accounted entities {BP share)
At 1 January 2007
Developed - - - 1,460 52 - 1,087 170 2,769
Undeveloped - - - 735 23 - 184 52 994
- - - 2,195 15 - 1,271 222 3,763
Changes attnbutable 10
Revisions of previous estimates - - - 73 2} - 61 1 143
Purchases of reserves-in-place - - - - - - 8 - 8
Discovenes and extensions - - - 22 - - - - 22
Improved recovery - - - 195 16 - - - n
Preduction® - - - (176} {13) - (179) 19} (377
Satesofreservesnplace - - = = = T T~ .7
- - - 114 1 - (110) 2 7
At 31 December 2007°
Developed - - - 1,478 39 - 808 148 2,473
Undeveloped - - - 831 37 - 353 76 1,297
- - - 2,309 76 - 1,161 224 3,770

9 Proved reserves exclude rovatties due to others whether payable in cash or in kind where the royally owner has a direct interest in the underlying production and the option

and ability to make lifting and sales arrangements independently

Bncludes 202 billion cubic feet of natural gas consumed n operations 167 billion cubic feet In subsicianes, 41 billion cubic feet 0 equity-accounted entites and excludes

109 hilkon cubic feet of produced non-hydrocarbon compenents which meet regulatory requirements for sales
€Includes 3 211 billion cubic feet of natura! gas In respect of the 30% minonty inerest 1n BP Tninidad and Tobago LLC
9Includes 68 bilion cubic feet of natural gas in respect of the 5 88% minonty interest in TNK-BP
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Supplementary information on o1l and natural gas conunued
Movements in estimated net proved reserves . _ 2006
Crude oil® milbon barrals
Rest of Rest ot Asia
UK Eurcpe us Americas Paciic Afnca Russia Other Total
Subsidiaries
At 1 January 2006
Developed 496 225 1984 215 70 142 - 69 3.201
Undeveloped 184 86 1429 286 05 536 - 543 3159
680 31 3413 501 165 678 - 612 6,360
Changes attnbutable to
Revisions of previous estimates 3) {11) {108 (9 - 2 - 16 (113)
Purchases of reserves-inplace - - - - - - - - -
Discovenes and extensions 3 - 48 - 1 67 - - 118
Improved recovery 26 2] 95 13 4 22 - - 168
Proguction® {92) (23) {178) (39 17 (64} - (58) 471)
Sales of reserves-n-place {10) - {62} {99) - - - - (171)
{76) [25) (205} (134) 12} 27 - {a2) (467)
At 31 December 2006°
Developed 458 189 1916 130 67 193 - 88 3,041
Undeveloped 146 97 1,292 237 86 512 - 482 2852
604 286 3208° 367 153 705 - 570 5,893
Equity-accounted entities (BP share}
At 1 January 2006
Developed - - - 207 1 - 1688 520 2,486
Undeveloped - - - 14 - - 431 164 719
- - - 331 1 - 2,119 754 3205
Changes attnbutable to
Rewvisions of previous estimates - - - 2) - - 1215 8} 1,208
Purchases of reserves-inplace - - - 28 - - - - 28
Discoveries and extensions - - - 1 - - - - 1
Improved recovery - - - 34 - - - - 34
Froduction - - - {28) - - (320) (B3} 411}
_ Sales of reserves-in-place et e = e . S (L . R L
- - - 29 - - 725 (71} 683
At 31 December 20067
Developed - - - 221 1 - 2,200 520 2342
Undeveloped - - - 139 - - 644 183 946
= - - 360 1 - 2,844 683 3 888

3Crude ol includes natural gas hquids {NGLs) and condensate Proved reserves exclude rovalties due 1o others whether payable in cash or in kind where the royalty owner
has a direct interest in the underhyng praduction and the option 1o make Ifting and sales arrangements independently
Excludes NGLs from processing plants sn which an interest 1s held of 55 thousand barrels a day
SIncludes 779 million barrels of NGLs Also includes 23 million barrels of crude oil in respect of the 30% munonty interest in BP Trindad and Tobago LLC

!

ncludes 28 million barrels of NGLs Also includes 179 million barrels of crude ol in respect of the 6 29% minonty interest in TNK-BP

?Proved reserves in the Prudnoe Bay field in Alaska mclude an estimated 81 eriflion barrels upon which a net profits royalty will be payable over the life of the field under the

terms cf the BP Prudhoe Bay Royalty Trust
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Supplementary information on ¢il and natural gas continued

Movements in estimated net proved reserves e _— 2006
Natural gas® bdbon cubsc 1ee:
Rest of Rest of Asia
UK Evrops us Amencas Pacre Alnca Russa Other Total
Subsidianes
At 1 January 2006
Developed 2382 245 11184 3,560 1,458 934 - 281 20045
Undeveloped 904 B0 4198 10,504 5375 2 000 - 1,342 24,403
3,286 325 15 382 14 064 6834 2,934 - 1623 44,448
Changes attnbutable to
Revisions of previous estimates 343) 1 922) 291) 92) (69) - 33 (1,673}
Purchases of reserves-in-place - - - - - - - - -
Discovenes and extensions 101 - 116 - 21 5 - 2 245
Improved recovery 144 - 1755 344 Fa| 6 - 9 2329
Production® (370} (38} {941} {982) 273) {169) - (82 {2,855)
Sales of reserves-in-place {25) - 292) {9) - ~ - - {326)
(493) (27} 1284) {938) (273) (227) - {38) {2 280)
At 371 December 2006°
Developed 1968 242 10,438 3,932 1359 1032 - N 19302
Undeveloped 825 56 4,660 9,194 5 202 1676 - 1254 22 866
2793 298 15,098 13,126 6 561 2707 - 1585 42168
Equity-accounted entities {BP share)
At 1 January 2006
Developed - - - 1492 50 - 1089 130 2761
Undeveloped - - - 848 26 - 169 52 1085
- - - 2 340 78 - 1,258 182 3,856
Changes attributable to
Rewisions of previous estimates - - - 7 13 - 217 47 284
Purchases of reserves-nplace - - - - - - - - -
Dhscovenes and extensions - - - 23 - - - - 23
Improved recovery - - - 73 1 - - - 74
Proguction® - - - (17t (15} - (204) 7 (397)
Sales of reserves-in-place - - - 77 - - - - (77}
- - - {145} 1) - 13 40 {93)
At 31 December 2006°
Developed - - - 1,460 52 - 1,087 170 2,769
Undeveloped - - - 735 23 - 184 52 994
- - - 2,195 75 - 1,271 222 3,763

® Proved reserves exclude royalties due o others whether payable in cash of in kind where the royalty owner has a direct interest in the underhying production and the
oplion to make Ifung and sales arrangements independently
% Includes 178 bilion cutne fest of natural gas consumed in operations 147 bilhon cubic feet in subsikanes, 31 billion cubic feet equity-accounted entiies and excludes

8 2 bilon cubic feet of produced non-hydrocarbon cornponents which meet regulatory requirements for sales

€ Includes 3 537 bilhon cubic feet of natural gas in respect of the 30% minonty intarest in BP Tninidad and Tobago LLC

Includes 99 billion cubic feet of natural gas i respect of the 7 77% mnonty intarest in TNK-BP
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Movement in estimated net proved reserves 2005
Cruda ol® million barrels
Rest of Rest of Asa
UK Europe us Amencas Pactic Afnca Russa Other Total
Subsidianies
At 1 January 2005
Developed 559 23 2,041 an 65 204 - 62 3473
Undeveloped 210 100 1,211 299 B85 643 - 725 3,282
769 340 3,252 610 150 847 - 787 6,755
Changes attnbutable to
Revisions of previous estimates 131} i2] 103 (21} 21 (190) - {148) {274}
Purchases of reserves-inplace - - 2 - - - - - 2
Discoveries and extensions 11 - 40 3 1 83 - - 148
Improved recovery 32 21 217 1 - 2 - 7 280
Production® (101} {27} [200) (83} (17 (84) - 134) 1496)
Sales of reserves-nplace - (15} (1 (39) - - - - (55)
{89} {29} 161 {109) i5 {169) - {175) (395}
At 31 December 2005°
Developed 496 225 1,984 215 70 142 - 69 3 20%
Undeveloped 184 86 1429 286 95 536 - 543 3159
680 311 3413° 501 165 678 - 612 6 360
Equity-accounted entities (BP share}
At 1 January 2005
Developed - - - 204 1 - 1863 592 2 660
__Undeveloped - - - 125 - - 284 100 519
- - - 329 1 - 2157 692 3179
Changes attnbutable to
Revisions of previous estimates - - - 1 - - 318 19 439
Purchases of reserves-inplace - - - - - - - - -
Discoveries and extensions - - - 2 - - - - 2
Improved recovery - - - 25 - - - - 25
Production - - - {26} - - 1333} (57) {416}
_Salesof reserves-n-place R . S il B U L
_ - - - - (38) 62 26
At 31 December 2005°
Developed - - - 207 1 - 1,688 530 2 486
_Undeveloped - - - - - 431 164 719
- - - X)) 1 - 2119 754 3,205

2Crude oll includes natural gas quids {NGLs} and condensate Proved reservas exclude royalties due to others whether payable in cash or in kind where the royalty owner
has a direct interest in the underhying production and the option to make Iifting and sales arrangements independenthy

b Excludes NGLs from processing plants in which an interest 1s held of 58 thousand barrels a day
¢ Includes 818 million barrels of NGLs Also includes 29 million barrels of crude ol in respect of the 30% minonty interest in BP Tnnidad and Tobago LLC
YIncludes 33 millon barrels of NGLs Also includes 95 million barrels of crude ol in respect of the 4 47% munonty interest in TNK-BP

®Proved reserves in the Prudhoe Bay field in Alaska snclude an estimated 85 million barrels upon which a net profis royalty wall be payable over the Ife of the field under the

terms cf the BP Prudhoe Bay Royalty Trust
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Supplementary information on oil and natural gas contnved

Movement in estimated net proved reserves | . _ 2005 _
Natural gas® bidbon cubx feet
Rest of Rast ot Asia
UK Eurcpe us Americas Pacstic Atnca Aussa Other Total
Subsidiaries
At 1 January 2006
Developed 2,498 248 10,811 4101 1.624 1015 - 282 20579
Undeveloped 1,183 1,254 3270 10,663 5,419 1886 - 1396 25071
3681 1,502 14 081 14,764 7,043 2901 - 1678 45 650
Changes attributable to
Revisions of previous estimates {102) " 447 104 (133) 152 - 15 494
Purchases of reserves-in-place - - 66 2 - - - - 68
Discovenes and extensions 21 19 47 225 204 44 - - 560
Improved recovery m 19 1,773 87 - - - 10 2,000
Production? {425) (44) {1,018 (888) (280} (163} - 180} {2 898}
Sales of reserves-inplace - (1182) {14} (230) - - - - {1426)
{3985} {1177 1,301 {700} (209 33 - (65} {1,202}
At 31 December 2005°
Developed 2382 245 11,184 3560 1,469 934 - 281 20045
Undeveloped S04 80 4198 10 504 5,376 2 000 - 1,342 24 403
3286 325 15382 14 064 6,834 2,934 - 1,623 44 448
Equity-accounted entrties (BP share}
At 1 January 2005
Developed - - - 1397 107 - 214 60 1778
Undeveloped - - - 977 69 - 10 23 1079
- - - 2,374 176 - 224 83 2,857
Changes attributable to
Revisions of previcus estimates - - - 26 81) - 1337 102 1,384
Purchases of reserves-in-place - - - - - - - - -
Discovenes and extensions - - - 28 - - - - 28
Improved recovery - - - 66 - - - - 66
Production® - - - {154) (19} - {184) {3) (360)
Salesof reserves-nplace S T e DU S L RS R L1 B
- - - 34 {100} - 1,034 99 999
At 31 December 2005°
Developed - - - 1,492 50 - 1,089 130 2,761
Undeveloped - - - 848 26 - 169 52 1,095
- - - 2,340 76 - 1,258 182 3,856

2 Proved reserves exclude royalties due to others, whether payable in cash or in kind where the royalty owner has a direct interest tn the undertying production and the
option 1o make Iiftng and sales arrangements independently

bincludes 174 billon cubic feet of natural gas consumed in operations 147 billion cubic fest in subsichanes and 27 bilkon cubic feet In equity-accounted entities

¢ Includes 3 812 billion cubic feet of natural gas in respect of the 30% minonty interest in BP Trnidad and Tobago LLE

dincludes 57 billon cubic feet of natural gas in respect of the 4 47% minonty inierest in TNK-BP
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Supplementary information on oil and natural gas continusd

Standardrzed measure of discounted future net cash flows and changes therein relating to proved oil and gas reserves
The followang tables set out the standardized measures of discounted future net cash flows, and changes therein, relating to crude oif and natural gas
production from the group s estimated proved reserves This information 1s prepared in comphance with the requirements of FASE Statement of
Financial Accounting Standards No 69 ~ Disclosures about Oil and Gas Producing Acivities

Future net cash flows have been prepared on the basis of certain assumptions which may or may not be reahzed These include the trming of future
production, the estmation of crude olf and natura! gas reserves and the application of ygar-end crude ol and natural gas pnces and exchange rates
Furthermore, both reserves estimates and production forecasts are subject to revision as further technical information becomes available and
economic conditions change BP cauvtons against relyang on the information presented because of the highly arbitrary nature of assumptions on which
1t 1s based and 1ts lack of comparability with the historica!l cost information presented in the financial statements

$ mibon
Rest of Rest of Asia
UK Euwopa Us Amencas Pacfic Aftnca Other Total
At 31 December 2007
Future cash inflows? 72,100 29500 350,100 67,700 47,600 63,300 43,400 679,700
Future production cost? 27,500 7.500 109,800 17,900 12,800 9,900 8,500 193,900
Future development cost® 4,000 3,300 21,500 6,500 4,100 8300 3500 51,600
Future taxation® 20200 13,000 71,600 21,700 9,700 17,100 8,700 162,000
Future net cash flows 20,400 5,700 146,800 21,600 21,000 28,000 28,700 272,200
10% annua! discount® 6,500 2,800 76,000 9,500 10300 9,400 11,500 126,000
Standardized measure of discounted future net cash
flows® 13,900 2,900 70200 12,100 10,700 18,600 17200 146,200
At 31 December 2006
Future cash inflows® 45 300 18,200 218,900 46 8OO 36 800 47 700 36200 449900
Future production cost? 20,700 4,700 71,300 14 900 9400 8700 7 200 136 900
Future development cost? 3,300 1 500 18,600 4,900 3800 6 600 3900 42 600
Future taxation® 10,300 9,400 43,100 12,900 7000 10,600 5 BOO 99 100
Future net cash flows 11 000 2600 85 900 14 100 16 600 21800 19300 171,300
10% annual discount® 3,200 1000 45 600 6,200 9000 B8 400 7 300 80 700
Standardized measure of discounted future net cash
flows® 7 80O 1600 40 300 7,900 7 600 13400 12 000 90,600
At 31 December 2005
Future cash inflows? 68 200 18600 261,800 75 GO0 34 600 46,300 38,200 543,300
Future production cost? 21 700 3,900 55 BOO 15 200 6900 7.800 7400 118,700
Future development cost? 2200 1000 16 300 4 300 3500 6,100 4,600 38,000
Future taxation® 17 800 10,200 65 300 28 BOO 7300 10,600 6,000 145800
Future net cash flows 26,700 3,500 124,400 27,300 16,800 21,800 20,200 240 800
10% annual discount® 8,500 1,400 63,700 12,600 9 600 8 700 B,100 112 600
Standardized measure of discounted future net cash
flows® 18 200 2,100 60,700 14,700 7 300 13100 12100 128 200
The following are the principal sources of change in the standardized measure of discounted future net cash flows
% milen
2007 2008 2005
Sales and transfers of ol and gas produced net of production costs (28300) (35800} (24,300}
Davelopment costs incurred dunng the year 9,400 8,200 7,100
Extensions, discoveries and improved recovery, less related costs 12300 7,900 10 100
Net changes In pnices and production cost 102,100 {43 900} B84 200
Rewvisions of previous reserves estimates (12,200) 9500y {17,400}
Nat change In taxation {28,300) 32200 (20,5000
Future development costs (7.800) (7 000} {5,800}
Net change in purchase and sales of reserves-inplace {700) (2,500} {2 500)
Addition of 10% annual discount 9,100 12 BOO 8 800
Total change 1n the standardized measure during the year' 55,600 (37,600} 39700

3The year-end marker prices used were Brent $96 02/bbl Henry Hub $7 10/mmBtu {2006 Bren: $58 93/bbl Henry Hub $5 52/mmBw 2005 Brent $58 21/bbl Henry Hub
$9 52/mmBtu)
Production costs which include production taxes and development costs relating to future production of proved reserves are based on year-and cost levels and assume
contnuation of existing econamic condiions Future decommissioning costs are included
S Taxation 1s compuled using appropnate year-end statutory corporate INCOMe 1ax raies
9dFuture net cash flows from oil and natura! gas production are discounted at 10% regardiess of the group assessment of the nsk assocated with 115 producing actnies
#Minorty interest in BP Tnnidad and Tobago LLC amounted to $2 300 milien at 31 Decemnber 2007 ($1 300 mihon at 31 December 2006 and $2,700 milhon at
31 December 2005}
Total change in the standardized measure dunng the year mcludes the effect of exchange rata movements
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Supplementary information on oil and natural gas continued

Equity-accounted entities

In addition at 31 Decernber 2007 the group's share of the standardized measure of discounted future net cash flows of equity-accounted entities
amounted to $28,300 millkon ($14,700 million at 31 December 2006 and $19,300 milion at 31 December 2005}

Operational and statistical information

The following tables present operational and statistical information related to production, drifling, productive wells and acreage

Crude oll and natural gas production

The following table shows crude ol and natural gas production for the years ended 31 December 2007, 2006 and 2005

Production for the year’

Rest of Rest of Asia

UK Europa us Amencas Paciic Alrica Russia Other Total
Subsdares i il e ek ek
Crude oll? thousand barrals per day
2007 201 51 813 82 M 195 - 221 1304
2006 253 81 547 108 a4 177 - 161 1351
2005 277 75 612 144 47 175 - 93 1,423
Ngtur_al ga_s° _ o L million cubic fest per day
2007 768 28 2174 2798 es9 468 - 286 7222
2006 936 31 2,376 2 B45 727 430 - 207 7412
2005 1090 108 2,546 2384 751 422 - 211 7512
Equity-accounted entities (BP share) L .
Crude anl® _ thousand barrals per day
2007 - - - 77 1 - 832 200 1,110
2006 - - - 7 1 - 876 170 1,124
2005 - - - 71 - - 9an 157 1,132
Natural gas® . milien cubic feet per day
2007 - - - 429 33 - 451 8 821
2006 - - 416 37 - 544 B 1008
2005 - - - 375 47 - 482 8 912

2 Production excludes royalies due to others whather payable in cash or in kind where the rovalty owner has a direct interest in the underlying production and the option and

babslltv to make lifting and sales arrangements independently
Crude ol includes natural gas hquids and condensate
®Natwral gas production excludes gas cansumed In operations

Productive oll and gas wells and acreage

The following tables show the number of gross and net productive oif and natural gas wells and total gross and net developed and undeveloped od and
natural gas acreage in which the group and its equity-accounted entities had interests as of 31 December 2007 A gross well or acre 1s one In which a
whole or fractional working interest s owned while the number of ‘'net wells or acres 1s the sum of the whole or fractional warking interests in gross
wells or acres Productive wells are producing wells and wells capable of production Developed acreage 1s the acreage within the boundary of a field
on which development wells have been drilled which could produce the reserves, while undeveloped acres are those on which wells have not been
drilled or completed to a pont that would permnt the production of commercial quantities, whether or not such acres contamn proved reserves

Rest of Rest of Asa
L Europa us Amerncas Pacrfic Afnca Aussia Other Total
Number of productive wells at 31 December 2007
Qil welis? - gross 274 81 5885 3,524 352 646 19,393 1,536 31,691
~ net 147 26 2,093 1,925 152 538 8,252 255 13,388
Gas wells® - gross 303 - 18173 2274 681 90 47 131 21,699
- net 140 - 11,462 1,383 249 42 23 88 13,387

®includes approximately 1 016 gross (289 net} multiple completon wells (mare than one formation producing into the same well bore)
Includes approximately 2,488 gross {1 591 net) multiple completion wells If one of the multiple completions in a well 1s an ol completion, the well 1s classified as an

ol well

Rest of Rest ot Asi
UK Eurcpe us Amencas Paciic Atnca Russia Qther Total
(1l and natural gas acreage at 31 December 2007 Thousands of acres
Developed  —gross 428 143 TA14 2,793 1,235 541 4,071 1,870 18,495
- net 201 34 4,742 1310 319 225 1,768 690 9,289
Undeveloped® — gross 1,696 505 6.451 11,529 7,450 15,759 13,821 14,412 71,623
- net 967 227 4574 5912 2,782 9,755 5,777 5,969 35,963

? Undeveloped acreage includes leases and concessions
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Supplementary information on oil and natural gas contiued

Net oif and gas wells completed or abandoned

The followang table shows the number of net productive and dry exploratory and development ol and natural gas wells completed or abandoned in the
years indicated by the group and its equity-accounted entiies Praductive wells include wells in which hydrocarbons were encountered and the dnlling
or completion of which i the case of exploratory wells, has been suspended pending further drlling or evaluation A dry well 1s one found 1o be
incapable of producing hydrocarbons in sufficient quantities to justfy completion

Rest of Rest of Asig
UK Euwrope us Amercas Pacific Atrca Aussa OCther Total

2007
Exploratory

Productive 16 - 41 05 11 61 160 17 an

Dry - - 07 05 04 16 90 10 132
Development

Productive 04 08 4012 460 138 153 2460 158 7393

Dry 06 - a2 B8 - - 95 - 231
2006
Exploratory

Productive 01 01 29 05 10 32 156 14 248

Dry - - 74 10 15 05 57 03 164
Development

Productive 49 16 4188 154 0 124 238 2272 145 857 2

Dry - - 45 50 02 - 208 10 35
2005
Exploratory

Produciiva 05 o8 107 20 03 20 145 - 308

Dry 03 - 64 10 03 13 52 - 145
Development

Productive 106 35 4739 1517 227 179 2128 121 905 2

Dry - 03 50 33 04 10 177 03 280

Dnlling and production acuvities In progress

The following table shows the number of exptoratory and development oll and natura! gas wells in the process of being drilled by the group and 1ts
equity-accounted entities as of 31 December 2007 Suspended development walls and longterm suspended exploratory wells are also included in
the table

Rast of Rest of Asa
UK Ewrope Us Amencas Pacilic Afnca Russe Qther Total

At 31 Decernber 2007
Exploratory

Gross - 1 26 5 1 3 28 2 66

Net - 05 121 19 02 13 135 05 300
Developmens

Gross ] 2 258 39 12 25 30 a9 381

Net 25 05 1305 231 50 B9 125 27 1857
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Parent company financial statements of BP pl ¢

Statement of directors’ responsibilities in respect of the parent company financial statements

The directors are responsible for prepanng the financial statermenits in accordance with appheable United Kingdom law and United Kingdom generally
accepted accounting practice

Company law requires the directors to prepare financial statements for each financial year that give a true and fair view of the state of affarrs of the
cormpany In prepanng these financial statements, the directors are required

- To select sunable accounting policies and then apply thern consistently

To make judgernents and estimates that are reasonable and prudent

To state whether applicable accounting standards have been followed, subject to any matenal deparntures disclosed and explained 1n the financial
statements

To prepare the financial statements on the going concern basis unless 1t 13 Inappropriate 1o presurne that the group will continue In business

t

The drrectors are also responsible for keeping proper accounting records that disclose with reasonable accuracy at any tme the financal poswtion of
the company and enable them to ensure that the financial statements comply with the Compames Act 1985 They are also responsible for
safeguarding the assets of the company and hence for taking reasonable steps far the prevention and detection of fraud and other iregularties

Having made the requisite enquines, so far as the directors are aware, there 1s no relevant audit information (as defined by Secton 2347A of the
Companies Act 1985) of which the company s auditors are unaware and the directors have taken all the steps they ought to have taken to make
themselves aware of any relevant audit information and to estabhish that the company s auditors are aware of that information
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Independent auditor’s report to the memhersof BPplc

We have audited the parent company financial statements of BP pic for the year ended 31 Decernber 2007 which compnse the company balance
sheet, the company cash flow statement, the company statermeant of 1oial recognized gains and losses and the refated notes 110 13 These parent
company financial statements have been prepared under the accounting policies set out therein We have also audited the information in the
Directors’ Remuneration Report that 1s descnbed as having been audited

We have reported separately on the consolidaied financial statements of BP pl ¢ for the year ended 31 December 2007

This report 1s made solely to the company’s members as a body n accordance with Section 235 of the Companies Act 1985 Our audnt work has
been undertaken so that we might state to the company s members those matters we are required 1o state 1o them in an audrors’ report and for no
other purpose To the fullast extent permitted by law, we do not accept or assume responsibility to anyone cther than the company and the
company s members as a body, for our audit work for this report, or for the opinigns we have formed

Respective responsibilities of directors and auditors

The directors responsibilities for prepanng the Annuat Report, the Directors” Remuneration Report and the parent company financial statements in
accordance with apphicable United Kingdom law and accounting standards (United Kingdom generally accepted accounting practice) are set out in the
Statement of Directors Responsibiities

Qur responsibility 1s to audit the parent company financial statements and the part of the Directors’ Remuneration Report to be audted in
accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK and Ireland}

We report to you our opinion as to whether the parent company financial statements give a trug and farr view and whether the parent company
financiat statements and the part of the Directors Remuneration Report to be audited have been properly prepared in accordance with the Companies
Act 1985 We also report to you whether in our opirion the information given in the directors report 15 consistent with the financial statements

In addition we report to you if in our opinion the company has not kept proper accounting records, i we have not received all the information and
explanations we require for our audrt, or If information specified by law regarding directors remuneration and other transactions 1S not disclosed

We read other information contained in the Annual Report and consider whether i1t 15 consistent with the audited parent company financial
statements The other information comprises the Directors report and the unaudited part of the Directors Remuneratien Report We consider the
implications for our report If we become aware of any apparent rmisstatements or material inconsistencies with the parent company financial
statements Qur responsibilities do not extend to any other information

Basis of audrt opimon
We conducted our audit in accoerdance with Internationat Standards on Auditing (UK and Ireland) 1ssued by the Auditing Practices Board An audnt
includes examination, on a test basis of evidence relevant to the amounts and disclosures in the parent company financial statements and the part of
the Directors Remuneration Report to be audited It also includes an assessment of the significant estimates and judgements made by the dvectors
in the preparation of the parent company financial statements, and of whether the accounting policies are appropnate 10 the company’s
circumsiances, consistently applied and adequately disclosed

We planned and performed our audit $0 as 1o obtain all the informaton and explanations which we considered necessary in order to provide us with
sufficient evidence to give reasonable assurance that the parent company financial statements and the part of the Directors Remuneration Report to
be audited are free from matenal misstatement, whether caused by fraud or other irregularity or error In forrming our opirion we also evaluated the
overall adequacy of the presentation of information in the parent company financial staterments and the part of the Directors Remuneration Report to
be audited

Opmnion

In our opinion

— The parent company financial statements give a true and farr view, 1n accordance with United Kingdorn generally accepted accounting practice, of
the state of the company s affarrs as at 31 December 2007

- The parent company financial statements and the part of the Directors’ Remuneration Report to be audited have been properly prepared in
accordance with the Comgarues Act 1985

-~ HEmnfor n giveniyn fhe directors’ report is consistent with the parent company financial statements
<

Ernst & Young LLP ¢ /j

Registered auditor

London

22 February 2008
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Company balance sheet

At 31 December $ millon
o e e Nota 2007 2008
Fixed assets
Investments
Subsidiary undertakings 3 88,962 88,963
Asscciated undertakings 3 2 2
Total fixed assets 88,964 88 965
Current assets
Debtors — amounts falling due
Within one year 4 840 3074
After more than one year 4 1,192 1196
Deferred taxation 2 123 165
_Cash at bank and in hand e . 244 -
2,399 4435
Credntors — amounts falling due within one year 5 3,125 5218
Netcurentliabiiies . | ol e (78m)
Total assets less current habilities 88,238 88184
Credrtors - amounts falling due after more thenoneyear 5 . 7N____5_
Net assets excluding pension plan surplus 88,167 88127
Defined benefit pension plan surplus 6 5338 4087
Defined benefit pension plan deficit 6 {81) (76)
Net assets 93,424 92,118
Represented by
Caprtal and reserves
Called up share ¢apital 7 5,237 5,385
Share premium account B 9,581 9,074
Caprtal redemption reserve 8 1,005 839
Merger reserve ] 26,509 26,504
Other reserve 8 - 5
Own shares 8 (60) 154)
Treasury shares 8 (22112} {22182)
Share-based payment reserve 8 982 789
Profit and loss account 8 72,282 71,858
93,424 92118

The financial statements on pages 188-201 were approved by a duly appointed and authonzed comm:ttee of the board of directors on 22 February

2008 and were signed on 1ts behalf by

P D Sutherland Charman
Dr A B Hayward Group Chief Executive

/(a@ﬂz)ﬁ 4
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Company cash flow statement

For the year ended 31 December S million
L Note 2007 2006 2005

Net cash {outflow} inflow from operating actvities ] (833) (3,703) {1 108)
Servicing of finance and returns on investments

Interest received 202 177 110

fnterest paid (381) {702} (249)

Dividends recewved 16,416 24 859 21,087
Net cash inflow from semicing of finance and returns on invesiments 16,237 24,334 20948
Yaxpad = _ L L o i 3 8
Caprtal expenditure and financial investment

Payments for fixed asseis — investments (7} (1397 {2,929)

Proceeds from sale of fixed assets — Investments 8 2 240 519
Net cash inflow {outflow} for capral expenditure and financial iInvestment 1 B43 {2,410
Equity dividends paid 18,106} (7,686} {7 359}
Net cash inflow betfore financing 7,298 13 785 10,063
Financing

I1ssue of ordinary share ¢capital for TNK-BP - 1250 1,250

Other share-based payment movements 464 422 283

Repurchase of ordinary share capital {7.497) (15481} {11597)
Net cash outflow from financing {7.033)  (13809) {10064}
Increase (decrease) in cash 9 265 (24} 1)
Company statement of total recognized gains and losses
For the year ended 31 December S miion

2007 2006 2005

Profit for the year 16,013 23628 21 144
Currency translation differences 89 558 (283)
Actuanal gain relating to pensions 6 698 1120 1159
Tax an actuanal gain relating to pensions 2 (195) 1336) (348)
Total recognized gains and losses relating 1o the year 16,605 24 970 21669
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Notes on financial statements

1 Accounting policies

Accounting standards
These accounts are prepared in accordance wath applicable UK accounting standards

Accounting convention
The accounts are prepared under the hustoncal cost convention

Foreign currency transactions

The functional currency 1s the currency of the primary economic environment in which an entity operates and 1s normally the currency in which the
entity generates cash Foreign currency transactions are booked in the functional currency at the exchange rate rubing on the date of transaction
Forexgn currency monetary assets and labilities are translated into the functional currency at rates of exchange ruling at the balance sheet date
Exchange differences are inchuded in profit for the year Exchange adjustments ansing when the opening net assets and the profits for the year
retained by non-US dollar functional currency branches are translated into US dollars are taken to a separate component of equity and reported in the
statement of total recogmzed gains and iosses

Investments

Investrments in subsidianes and assocated undertakings are held at cost The company assesses invesiments {or impairment whenever events or
changes in circumstances indicate that the carrying value of an investment may not be recoverable If any such indication of impairment exists, the
company makes an estimate of its recoverable amount Where the carnang amount of an investment exceeds its recoverable amount the investment
15 considered impaired and 1s written down to its recoverable amount

Share-based payments
Equity-settled transactions
The cost of equity-settled transactions with employees 15 measured by reference to the farr value at the date at which they are granied and is
recogruzed as an expense over the vesting penod, which ends on the date on which the relevant employees become fully entstled to the award Far
value 15 determined by using an appropriate valuation model kn valuing equity-settled transactions, no account is taken of any vesting condrions, other
than conditions linked to the price of the shares of the company {market conditions)

No expense 15 recognized for awards that do not ultimately vest, except for awards whare vesting 1$ condiional upon a rmarket condition, which are
treated as vesting trespective of whether or not the market condition 1s satistied, provided that all other performance conditions are satsfied

At each balance sheet date betfore vesting the cumulative expense 1s calculated, reprasenting the extent to which the vesting period has expired
and management s best estimate of the achievement or otherwise of non-market conditions and number of equity instruments that will ultimately
vest or, In the case of an instrument subject to a market condition be treated as vesting as described above The movernent in cumulative expense
since the previous balance sheet date 1s recognized in the income statement, with a corresponding entry in equity

Where the terms of an equity-settled award are modified or a new award 1s designated as replacing a cancelled or settled award, the cost based on
the ongnal award terms continues 10 be recognized gver the onginal vesting penod In addition, an expense 1s recognized over the remander of the
new vestng penad for the incremental fair value of any modification, based con the difference between the fair value of the onginal award and the fair
value of the modified award, both as measured on the date of the modification No reduction is recognized if this difference is negative

Where an equity-settled award 15 cancelled, 1t 1s treated as if it had vested on the date of cancellation, and any cost not yet recognized in the income
statement for the award 15 expensed immediately Any compensation paid up to the farr value of the award at the cancelfation or settlement date 1s
deducted from equity, with any excess over fair value being treated as an expense in the Income statement

Cash-settled transactions
The cost of cash-settled transactions 1s measured at far value using an appropriate opticn valuation mode!

Farr value 15 established initially at the grant date and at each balance sheet date thereafter until the awards arg settled During the vesting penod a
liability is recognized representing the product of the fair value of the award and the portion of the vesting penod expired as at the balance sheet date
From the end of the vesting period until setiement, the liability represents the full farr value of the award as at the balance sheet date Changes in the
carrying amount for the hability are recogrized in profit or lass for the penod

Pensions and other post-retirement benefits
For defined benefit pension and other postretirement benefit plans, plan assets are measured at far value and plan labilities are measured on an
actuanal basis using the projected unit credit method and discounted at an interesi rate equivalent 1o the current rate of return on a high-quality
corporate bond of equvalent currency and term 10 the plan hiabilities Full actuarat valuations are oblained at least every three years and are updated at
each balance sheet daje The resuliing surplus or deficit, net of taxation thereon, 1s presented separately above the total for net assets on the face of
the balance sheet

The senace cost of prowding pension and other post-retirement benefits to employees for the year 1s charged to the Income statement

The cost of making improvements to pension and other post-retrerment benefits is recognized in the income statement iImmediately when the
company becomes committed to the change

When a settlement (eliminating all obligations for benefits already accrued) or a curtallment {reducing future obligations as a result of a matenal
reduction in the scheme membership or a reduction (n future entiilement) occurs, the obligation and related plan assets are remeasured using current
actuanal assumptions and the resultant gatn or loss recognized in the income statement during the period in which the settlernent or curtaliment
occurs

A charge representing ithe unwinding of the discount on the plan liabifities during the year 1s included wathin other finance income
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1 Accounting policies continued

A credit representing the expected return on the plan assets durning the year is included withtn other finance income This credit 1s based on an
assessment made at the beginning of the year of long-term market returns on plan assets, adjusted for the effect an the fair vatue of plan assets of
contributions recewved and benefits paid during the year

Actuanal gains and losses may result from differences between the expected return and the actual return on plan assets, differences between the
actuanal assumptions undertying the plan habilities and actuat expenence dunng the year, or changes In the actuanal assumptions used m the valuation
of the plan liabiities  Actuarial gains and losses, and taxation thereon, are recognized In the statement of total recognized gains and losses

Deferred taxation
Deferred tax ts recogrized in respect of all tming differences that have onginated but not reversed at the balance sheet date where transactions or
events have occurred at that date that wall result in an obligation to pay more, or a night to pay less, tax in the future

Deterred tax assets are recognized only to the extent that it 15 considered more likely than not that there will be suitable taxable profits from which
the underlying timing differences can be deducted

Deterred tax 1s measured on an undiscounted basis at the iax rates that are expected to apply in the peneds in which timing differences reverse,
based on tax rates and laws enacted or substantively enacted at the balance sheet date

Use of estimates

The preparation of accounits in conformity with generally accepted accounting practice requires management 10 make estimates and assumptions that
affect the reported amounts of assets and liabiities at the date of the accounis and the reported amounts of revenues and expenses during the
reporting pericd Actual outcames could differ from these esumates

2 Taxation
$ miton
Tax included wn the statement of total recognized gains and losses 2007 2006 2005
Deferred 1ax
Ongination and reversal of tming differences in the current year 185 336 348
This comprises
Actuanal gain relating to pensions and other post-retirement benefits 185 336 348
Deferred tax
Balance sheet
Deferred tax lability
Pensions 2,008 1,671 968
Deferred tax asset
Other taxable timing differences 123 165 436
Net deferred tax lability 1,885 1,508 632
Analysis of movermnents during the ysar
At 1 January 1,506 532 265
Exchange adjustments 1 {18} (87
Charge for the year on ordinary actmties 183 666 B
Charge for the year in the staterment of total recognized gains and losses 195 336 348

A1 31 December 1,885 1,506 532
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3 Fixed assets — investments

$ rmdhon
Subs«dary Assocrated
_undenakmgs undertakings
Shares Shares Loans Total
Cost
At 1 January 2007 89,037 2 2 89,041
Additions 7 - - 7
Deletions (8) - - (8}
At 31 December 2007 89,036 2 2 89,040
Amounts provided
At 1 January 2007 74 - 2 76
At 31 December 2007 74 - 2 76
Cost
At 1 January 2006 89 775 2 2 89 779
Additions 1397 - - 1397
Detetions (2,135) - - (2,135)
At 31 December 2006 89 037 2 2 89 041
Amounts provided
At 1 January 2006 17 - 2 19
Prowvided in year 57 - - 57
At 31 December 2006 74 - 2 76
Net book amount
At 31 December 2007 88,962 2 - 88,964
At 31 December 2006 B8 983 2 - 88,965

The more important subsidary undertakings of the company at 31 December 2007 and the percentage holding of ordinary share captal {to the nearest
whole number) are set out below The principal country of operation 1 generally indicated by the company’s country of incorporation or by (1s name A
complete list of investments in subsidiary undertakings, joint ventures and associated undertakings wili be attached to the company's annual refurn
made 10 the Registrar of Companies

Country ot
Subsidiary undertakings % ncorporation Prncipal actvites
International
BP Globa! Investments 100 England Investment holding
BP International 100 England Integrated oil operations
BP Holdings North Amenca® 100 England Investment holding
BP Shupping 100 England Shipping
BP Corporate Holdings 100 England Investment holkding
Burmah Castrol 100 Scotland Lubricants

The carrying value of BP International Lid i the accounts of the company at 31 December 2007 was $30 25 bilhion {2006 $30 25 bithon)

2 Duning the year the company disposed of 1ts holding 1n BP America Inc to BP Holdings North America Ltd receming shares in BP Holdings North Arnierica Ltd in retum This
was accounted for as a share-for-share exchange and has not affected overall cost of invesiments

4 Debtors
$ millon
2007 2008
' Within After Withan Atter
1 yoar 1 year 1yeax 1year
Group undertakings 835 1,153 2890 1157
Other 5 39 184 39

840 1,192 3074 1196

The carrying amounts of debtors approximate ther far value
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5 Creditors

$ mian

2007 2006

Within After Within Aftar

1 yoar 1 ysar 1 year 1 yoar

Overdraft - - 21 -
Group undertakings 257 5025 -
Social security - - 5 -
Accruals and deferred iIncome 10 44 10 30
Dmidends 1 - 1 -
Other 543 27 154 27
3,125 kil 5,216 57

The carnang amounts of creditars approximate ther fair value

The grofile ot the matunty of tha financial habiliies included i the balance sheet at 31 Decernber 1s shown in the table below These amounis are
included within Credrtors — amounts falling due after more than one year, and are denominated in US dollars

£ milion
2007 2006

Due within
1to 2 years 15 7
2 to Hyears 28 a5
More than & years 28 15
ril 57

6 Pensions

The material {inancial assumptions used for estimating the benefit obligations of the plans are set out below The assumptions used 1o evaluate
accrued pension at 31 December 1n any year are used 1o determine pension expense for the following year that s the assumptions at 31 December

2007 are used to determine the pension habilmes at that date and the pension cost tor 2008

Financial assumptions %
2007 2006 2005
Expected long-term rate of return 74 70 700
Discount rate for plan habilities 57 51 475
Rate of increase in salaries 51 47 425
Rate of increase for pensions in payment 32 28 250
Rate of increase in deferred pensions 32 28 250
Inflation 32 28 250
In additien to the financial assumptians, we regularly review the demographic and mortality assumptions The mortality assumption reflects best
practice in the UK and has been chosen with regard to the latest available published tables adjusted to reflect the expernence of the group and an
extrapotation of past longewity iImprovements into the future
Monrtality assumptions e Years
2007 2006 2005
Life expéctancy at age 60 for a male currently aged 60 240 239 230
Life expectancy at age 60 for a female currently aged 60 %9 268 260
Life expectancy at age 60 for a male currently aged 40 251 250 239
Lrfe expectancy at age 60 for a female currently aged 40 279 278 269
The market values of the vanious categones of asset held by the pension plan at 31 December are set out below
$ mulbon
2007 2006 2005
Expocted Expected Expected
fong term longtarm long-8m
rate of Markat rate of Market rate of Market
retum value retum value retumn valug
% $ miltion % 5 milhon $ milhan
UK plans
Equrties 80 22,869 75 22 256 750 17 330
Bonds 44 4,456 47 3308 425 223
Property 65 1,173 B5 1274 650 1,085
Cash 56 913 38 33 350 89
74 29,411 70 27169 700 21,542
Present value of plan liabilities 22,146 21 507 18,316
Surplus in the plan 7.265 5,862 3226
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6 Pensions contnued

$ milon
2007 2006 2005
Analysis of the amount charged to operating profit
Current service cost 473 411 360
Past service cost 5 {74} 4
Setilement curtalment and special terminatton benefits 35 - 36
Total operating charge 513 337 400
Analysts of the amount credited (charged) to other finance income
Expected return on pension plan assets 1927 1,593 1357
Interest on pension plan labilites 11,108) 1918} (914
Other finance income 819 675 443
Analysis of the amount recognized in the statement of total recognized gains and losses
Actual return less expected return on pension plan assets 404 1,252 2,846
Change n assumptions underlying the present value of the plan labilities 751 79 {1721)
Experience gains and lesses ansing on the plan labilities (457) 211 (66}
Actuanal gain (loss) recognized in statement of total recognized gains and losses 698 1,120 1159
Movements in benefit obligation during the year 2007 2006
Benefit obligation at 1 January 21,507 18,316
Exchange adjustment 363 2524
Current service cost 473 an
Past service cost § (74
Interest cost 1,108 918
Curtaitment 7} 120}
Settlement (3} (22}
Special termination benefits 45 42
Contributions by plan paricipants 4 37
Benefit payments (funded plans} {998) (900}
Benefit payments {unfunded plans) (3} -
Disposals (91) 143
Actuanal {gamn} loss on obligation {294} 132
Benefit obligation at 31 December 22,146 21507
Movements in fair value of plan assets during the year
Fair value of plan assets at 1 January 21,165 21,542
Exchange adjustment 452 3,082
Expected return on plan assets 1,927 1,593
Contributtons by plan participants 41 37
Contnbutions by employers (funded plans) 507 420
Benefit payments (funded plans) (998} (900)
Disposals (91} 143
Actuanal gan {loss) on plan assets 404 1252
Far value of plan assets at 31 December® 2941 27169
Surplus {deficrt) at 31 Decermber 7.265 5 662
Represenied by
Asset recognized 7381 5771
Liability recognized [116) {109)
7265 5,662
The surplus {deficit) may be analysed between funded and unfunded plans as follows
Funded 733 5771
Unfunded (116} {109)
7,265 5662
The defined benefit obligation may be analysed between funded and unfunded plans as follows
Funded® (22,030} (21,398
Unfunded (116} [109)
(22,146) {21507
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6 Pensions continued

Reconciliation of plan surplus to balance sheet 2007 2006
Surplus (deficit) at 31 December 7.265 5662
Deferred tax . {2,008) (1,671)
5257 3 991

Represented by
Asset recognized on balance sheet 5338 4,067
Liability recognized on balance sheet {81) {76}
5257 3,991

® Reflects $29 372 million of assets held n the BP Pension Fund (2006 $27 147 million) and $39 million held in the BP Global Pension Trust (2006 $22 million}
YReflects $21 892 millicn of habilities of the BP Pension Fund {2006 $21,377 mullion) and $38 milion of liabiities of the BP Global Pension Trust (2006 $21 muflion)

The aggregate level of employer contributions into the BP Pension Fund in 2008 15 expected to be nil

S millon
History of surplus [deficit) and of experience gains and losses 2007 2006 2005 2004 2003
Benefit abligation at 31 December 22,145 21507 18316 18613 16,288
Fair value of plan assets at 31 December 2941 27,169 21,542 20,708 17 850
Sumplus (deficn) 7,265 5 662 3226 2093 1 562
Expenence gains and losses on plan habilities
Amount {$ milion) [155) 211 (86} 157 621
Percentage of benefit cbiigation (1)% 1% 0% 1% 4%
Actuat return less expected return on pension plan assets
Amount ($ mition} 404 1252 2 946 750 1,526
Percentage of plan assets 1% 5% 14% 4% 9%
Actuariai gain (loss) recognized in statement of total recognized gains and losses
Amount {$ millon) 698 1120 1159 197 841
Percentage of benefit obligation 3% 6% 6% 1% 5%
Cumulative amount recognized in statement of 1otal recognized gains and losses 4,015 ixng 2187 1038 841
7 Called up share capital
The aflotted called up and fully paid share capital at 31 December was as follows
2007 2006
Shares Shares
Issued {theusand) $ million (E_hnusand} $ mibon
8% cumulative first preference shares of £1 each 7,233 12 7,233 12
9% cumulative second preference shares of £1 each 5,473 ] 5,473 9
21 21
Ordinary shares of 25 cents each
1 January 21,457,301 5364 20 657,045 5164
Issue of new shares for employee share schemes 69213 18 64 854 16
Issue of ordinary share caprtal for TNK-BP - - 111,181 28
Repurchase of ordinary share capital (663,150} {166} {358 374) {90}
QOther® - - 982,625 246
31 December _ 20,863,424 5216 21 487 301 5 364
5,237 5385
Authorzed
8% cumulative first preference shares of £1 each 7250 12 7,250 12
9% cumulative second preference shares of £1 each 5500 g 5,500 9
Ordinary shares of 25 cents each 36,000,000 9,000 36 000,000 4,000

® Reclassification in respect of share repurchases in 2005

Voting on substantive resclutions tabled at a general meeting 1s on a poll On a poll, shareholders present in person or by proxy have two votes for
every £5 in nomtal amount of the first and second preference shares held and one vote for every ordinary share held On a show-of-hands vote on
other resolutions {procedural matters) at a general meeting, shareholders present in person or by proxy have one vote each

in the event of the winding up of the company, preference shareholders would be entitled to a sum equal 10 the capital paid up on the preference
shares plus an amount In respect of accrued and unpaid dividends and a prernium equal to the tegher of (i) 10% of the capital paid up on the
preference shares and (i} the excess of the average market price of such shares on the Londen Stock Exchange duning the previous six months over
par value
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7 Called up share capital continued

Repurchase of ordinary share caprtal

The company purchased 663,148,528 ordinary shares {2006 1 334,362 750 and 2005 1,059 706,481 ordinary shares) for a total consideration of $7,497

millon {2006 $15,481 million and 2005 $11 597 milion) of which all were for cancellation At 31 December 2007, 1,940,638,808 shares of nomunal
value $485 million were held in treasury {2006 1 946 804 533 shares of nomunal value of $487 million} Transaction costs of share repurchases

amounted to $40 mithon {2006 $83 million and 2005 $63 mihon)

8 Capital and reserves

3 mibon

Share Capltal Share-based Profit

Share pramium  redemption Maorger Other Own Treasury payment and foss
capital stcount [l ] reserve rezerves  shares shares resarve account Total
At 1 January 2007 5385 9,074 839 26,504 5 (154) {22,182) 789 71,858 92,118
Currency translation differences - - - - - - - - 89 89
Actuanal gain on pensions {net of tax} - - - - - - - - 503 503
Repurchase of ordinary share capial (166) - 166 - - - - - (7997}  {7997)
Share-based payments 18 507 - 5 (5} 94 70 193 {78} 804
Profit for the year - - - - - - - - 16,013 16,013
Dwidends - - - - - - - - (8,106} (8,106)
At 31 December 2007 5237 9,581 1005 26,509 - 60) {22,112) 982 72282 93,424
$ millen

Share Capnal Share-based Profit

Share premium 1edempuon Morgar Other Own Treasury payment and loss
capral account rasenve rasorve  reserves shares shares resenve account Jotal
At 1 January 2006 5185 7371 748 26493 6 {140} {10 598) 599 58 661 88 336
Currency translation differences - - - - - {19} - - 558 539
Actuarial gain on penstons (net of tax) - - - - - - - - 785 785
Issue of ordinary share capital for TNK-BP 28 1,222 - - - - - - - 1,250
Repurchase of ordinary share caprtal (90} - 90 - - - (11 472) - (4,009} (15481
Share-tased payments 16 481 - 11 (1) 5 134 190 79} 747
Profit for the year - - - - - - - - 23,628 23,628
Dnvidends - - - - - - - - {7.686) (7 686)
Qther 246 - - - - - (246} - - =
At 31 December 2006 5 385 9074 839 26504 5 {154) 122 182) 789 71858 92118

® Radlassification In respect of share repurchases in 2005

As a consolidated Income statement 1s presented for the group, a separate Income staterment for the parent company Is not required to be published
The prolit and loss account reserve ncludes $27,428 mithon {2006 $26,668 midlion and 2005 $27,391 million}, the distnbution of which 1s hmited by

statutory or other restrictions

The company does not acceunt for dividends until they have been paid The accounts for the year ended 31 December 2007 do not reflect

the dividend announced on 5 February 2008 and payable in March 2008, this will be treated as an appropriation of profitin the year ended

31 December 2008
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9 Cash flow
Reconciliation of net cash flow to movement in net debt § million
2007 2006 2005
Increase {decrease) 1n cash 265 {24) [1}]
Movement In net debt 265 (24) m
Net debt at 1 January {21) 3 4
Net debt at 31 December 244 {21} 3
Notes on cash flow statement $ midlion
{8} Reconcihation of operating profii to net cash [outflow) inflow from operating actvities 2007 2006 2005
Operating profit 15,699 24768 20,674
Net operating charge for penstons and other postvetrement benefits, less contributions 7 (83) 186
Dnadends, interest and other ncome (16.624) 125,036} (21197}
Share-based payments 338 325 278
(Increase} decrease in debtors 2238 (2,140} 1368}
Increase (decrease} in creditors 2.491) {1637} 681}
Net cash outflow from operating actvitias |833) (3,703} {1108}
{b} Analysis of movements in net cash (debt) $ millan
At At
1 January Cash 31 December
2007 flow 2007
Cash at bank - 244 244
Bank overdrafts (21} 21 -
(21} 265 244

10 Contingent habilities
The parent company has I1ssued guarantees under which amounts outstanding at 31 Decermber 2007 were $27,665 mulion {2006 $20,458 million and

2005 $16,878 million} including $27,610 million (2006 $20,402 milion and 2005 $16 822 million} in respect of borrowangs by its subsidiary
undertakings and $65 million (2006 $56 million and 2005 $56 million) in respect of habilkitres of other third parties

11 Share-based payments

$ millon
Effect of share-based payment transactions on the company’s result and financial position 2007 2006 2005
Total expense recognized for equity-settled share-based payment transactions 412 405 348
Total expense recognized for cash-settled share-based payment transactions 16 14 20
Total expense recognized for share-based payment transactions 428 419 368
Closing balance of hiability for cash-settled share-based payment transactions 40 38 48
Total Intnnsic vatue for vested cash-settled share-based payments 22 23 a1

For ease of presentation option and share holdings detailed In the tables within this note are stated as UK ordinary share equivalents in US dollars US
employees are granted Amencan depositary shares {ADSs} or options over the company's ADSs (one ADS 1s equivalent 10 six ordinary shares) The
share-based payment plans that existed during the year are detalled betow All plans are ongoing unless otherwise stated

Plans for executive directors

Executive Drectors Incentve Plan (EDIP) — share element {2006 onwards}

An equity-settled incentive share plan for executive directors dnven by one performance measure over a three-year performance period The award of
shares 1s determined by comparning BP's total sharegholder return (TSR} against the other ol majers In addition for the group chief executive, 27% of

the grant 1s based on long-term leadership (LTL) measures After the performance pericd, the shares that vest (net of tax} are then subject to a three-
year retention period The directors remuneration report on pages 63-73 includes full details of this plan

Executive Directors’ Incentive Plan (EDIP) - share element (pre-2005)

An equity-settled incentive share plan for executive directors driven by three performance measures over a three-year performance pencd The
pnmary measure 15 BP s shareholder return against the market (SHRAM) versus that of the companies within the FTSE All World (il & Gas Index This
accounts for nearly two-thirds of the potential total award, with the remainder being assessed on BP's relative return on average capital employed
(ROACE) and earnings per share (EPS) growth compared with the other ol majors After the performance penied, the shares that vest (net of tax) are
then subject to a three-year retention pentod The directors remuneration report on pages 63-73 includes 1ull detalls of this plan For 2005 and
subsequent years, the share element of EDIP was amended as descrbed above

Executive Directors Incentive Plan (EDIP} — share option element {pre-2005)

An equnty-settled share option plan for executive directors that permits options 1o be granted at an exercise pnce no lower than the market price of a
share on the date that the option is granted Options vest over three years {one-thrrd each atter one two and three years respectively) and must be
exercised wathuin seven years of the date of grant Last grants were made in 2004 From 2005 onwards the remuneration commitiee s policy is not to
make further grants of share aptions to executive directors
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11 Share-based payments contnued

Plans for senior employees

Medum Term Performance Plan (MTPP) (2005 onwards)

An equity-settled incentive share plan for senior employees dnven by two performance measures over a three-year performance penod The award of
shares 1s determined by companng BP's TSR against the other il majors and, additionally, by comparing free cash flow (FCF) against a threshold
estabhished for the pened For a small group of particularly senior employees, only the TSR measure 1s applicable in deterrmining the award The
number of shares awarded Is Increased to take account of the net dvidends that would have been received dunng the performance period, assuming
that such dvidends had been reinvested With regard to leaver provisions, the general rule Is that leaving employment duning the performance pernod
will preclude an award of shares However, special arrangements apply where the paricipant leaves for a qualifying reason and employment ceases
after completion of the first year of the performance peried The current policy of the company, which 1s reflected in the terms of the MTPP, 1s that
senior employees subject to the plan should meet a minimum shareholding requirement

Long Term Performance Plan {LTPP) {pre-2005)

An equty-settled incentve share plan for senior employees dnven by three performance measures over a three-year performance period The primary
measure 15 BP s SHRAM versus that of the companies within the FTSE All World Oil & Gas Index This accounts for nearly two-thirds of the potential
total award, with the remainder being assessed on BP's relative ROACE and EPS growth compared with the other ol majors Shares are awarded at
the end of the performance penod and are then subject to a three-year retention pencd With regard to leaver prowisions, the general rule 1s that
leaving durnng the performance period will preclude an award of shares However, special arrangements apply where the participant leaves for a
quahfying reason and employment ceases after completion of the first year of the performance peniod This plan was replaced by the MTPP for

2005 onwards

Deferred Annual Bonus Plan (DAB)

An equity-settled restricted share plan for senior employees The award valug 1 equal to 50% of the annual cash bonus awarded for the preceding
performance year (the performance period} The shares are resincted for a penod of three years (the restnction period’) Shares accrue dvdends
dunng the resinction penod and these are reinvested With regard 10 leaver prowisions, if a participant ceases to be employed by BP prior to the end of
the performance period, the general rule 1S that this will preclude an award of shares However, special arrangements apply where the participant
leaves for a qualifying reason Simiarly, ff a participant ceases to be employed by BP prior to the end of the restriction penod, the general rule 1s that
the restncted shares will be forfeited Special arrangements apply where the partticipant leaves for a qualifying reason

Pertormance Share Plan (PSP)

An equity-settled restricted share plan for senigr professienals and team leaders The award takes into account the recipient’s performance in the prior
calendar year {the performance penod} Shares, provided initially as share units, are restricted for a penod of three years {the restnetion penod’)
Share units accrue notional dvidends during the restniction penod and these are reinvested At the end of the restnction period additional unuts may be
awarded based on BP s TSR performance against the other o majors At award, share units are converted into shares With regard to leaver
provisions, the general rule 1s that leaving during the performance penod will preclude an award of share units 1f a participant ceases to be employed
by BP prior to the end of the restriction period the general rule 15 that share units will lapse Special arrangements apply where the participant leaves
for a qualifying reason

Restncted Share Plan (RSP}

An equrty-settled restricted share plan used predominantly for senior employees in specal circumstances (such as recruitrment and retention) There
are no performance conditions but the shares are subject to a three-year restriction period During the restriction pened, shares accrue dividends,
which are reinvested With regard to leaver provisions, the general rule 1s that ceasing employment duning the restriction period will result in the forfert
of shares However, special arrangements apply where the participant leaves for a qualifying reason

BP Share Option Plan (BPSOP)

An equrty-settled share option plan that applies to certain categories of employees Participants are granted share options with an exercise pnce no
lower than market price of a share immediately preceding the date of grant There are no performance conditions and the options are exercisable
between the third and 10th annversarnes of the grant date The general rule 1s that the options will lapse if the participant leaves employment before
the end of the third calendar year from the date of grant {and that vested options are exercisable within 3% years from the date of leavingl However,
special arrangements apply where the participant leaves for a qualifying reasen and employment ceases after the end of tha calendar year of the date
of grant From 2007, share options no longer farm a regular element of our iIncentive plans

Savings and matching plans

BP ShareSave Plan

A savings-relaled share option plan under which employees save on a monthly basts, over a three- or five-year period, towards the purchase of shares
at a fixed pnce determined when the optien is granted This price 1s usually set at a 20% discount to the market price at the tme of grant The option
must be exercised within six months of matunty of the savings contract otherwise 1t lapses The plan 1s run in the UK and options are granted
annually, usually in June Participants leaving for a qualifying reason will have six months in which to use therr savings to exercise ther options on a
pro-fated basis

BP ShareMatch Plans

Matching share plans under which BP matches employees’ own contributions of shares up 10 2 predetermined Iimit The plans are run in the UK and
in over 70 other countnies The UK plan 1s run on a monthly basis with shares being held in trust for frve years before they can be released free of any
income tax and national insurance hability In other countnes the plan 1s run on an annual basis with shares being held in trust for three years The plan
1s operated on a cash basis In those countnes where there are regulatory restrictions preventing the holding of BP shares When the employee leaves
BP, all shares must be removed from trust and units under the plan operated on a cash basis must be encashed
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11 Share-based payments continued

Local Plans
In some countries, BP prowdes local scheme benefits, the rules and qualifications tor which vary according to local ercumstances

The above share plans are indicated as being equity-settled However in certain countries 1t 1s not possible to award shares to employees owing to
local legistation In these instances the award will be settted in cash, calculated as the cash equvalent of the value to the employee of an
equity-settled plan

Cash plans

Cash settled share-based payments/Stock Appreciation Rights {SARs)

These are cash-settled share-based payments available to certain employees that require the group to pay the intnnsic value of the cash
option/SAR/Testricted shares to the employee at the date of exercise/maturity The cash options/SARs have the same rules as the BPSOP plan and
the cash restricted share plans {(MTPP, DAB, PSP, RSP) have the same rules as ther equity-settled counterpars

Employee Share Ownership Plans (ESOPs)
ESOPs have been established to acquire BP shares to satisfy any awards made to paruicipants under EDIP MTPP, LTPP, DAB and the BP

ShareMatch Plans The ESOPs have waived their nghts to dvidends on shares held for future awards and are funded by the group Unitl such time as

the company 5 own shares held by the ESOP trusts vest unconditionally in employees the amount paid for those shares 1s deducted in armving at
shareholders equity See Note 8 Capital and reserves Assets and liabilities of the ESOPs are recognized as assets and habilities of the group

At 31 December 2007, the ESOPs held 6 448 838 shares {2006 12,795,887 shares and 2005 14,560,003 shares) for potential future awards which
had a market value of $79 million (2006 $142 millien and 2005 $156 mullon)

Share option transactions 2007 2006 2005
Weighted Weighted Weightad

Number average Nurmber average Number Fverags

of exercise price of EXBICISe pNca of exarcise pnce

options s options L 1 options $

Qutstanding at beginning of the year 426,471,462 825 450453 502 764 470,263 808 7186
Granted dunng the year 6,004,025 an 53 977 629 1118 54482053 1024
Forterted durning the year (3,924,714) 910 (7 169 710} 869 {4,844 827) 8130
Exercised duning the year 169,715,558) 694 (70658 480} 652 (68687 976) 640
Expired during the year {740.972) B 68 (131,489) 799 (769,556} 675
Qutstanding at end of the year 358,094,243 851 426471462 825 450453 502 764
Exercisable at the end of the year 238,707,055 770 236 726,966 741 222,729,398 754

As share options are exercised continuously throughous the year, the weighied average share pnce duning the year of $11 72 (2006 $11 85 and 2005
$10 77} 1s representative of the weighted average share price at the date of exercise For the options outstanding at 31 December 2007, the exercise
prica ranges and wetghted average remaining contractual ives are shown below

Optlons outstanding Opticns exercisable

Weighted Weighted Wesghted

Numbaer warsge avarage Number aversge

of ramaining Lite exercise price ot oxercise pnee

F(ange of exercise prices shares yoars $ shares $
$510-3679 66,360,194 388 815 55,509,664 §23
$6 80 - %8 50 162,364,928 400 802 156236204 804
$851-%1021 55,021,656 489 928 26,961,187 878
$1022-%$1192 74,347,465 7 80 1113 - -

358,094,243 490 851 238,707,055 770
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11 Share-based payments continued

Fair values and associated details for options and shares granted

ShareSave

ShareSave
Options granted 1n 2007 3 year 5 year
Option pricing model used Bimomual Binomial
Weighted average fair value §357 $379
Weighted average share price $12.10 $1210
Weighted average exercise price $913 $913
Expected volatility 21% 21%
Opticn life 35 years 565 years
Expected dvidends 348% 348%
Risk free interest rate 575% 575%
Expected exercise behaviour 100% year 4 100% year 6
ShareSave ShareSave
Opticns granted In 2006 BPSCP Jyear 5 year
Option pricing model used Binomial Bingrmual B:normial
Weighted average fair value $246 $2 88 35308
Weighted average share price 31107 $11 08 $11 08
Weighted average exercise price $1117 $9 10 $910
Expected volatility 22% 24% 24%
Optien hife 10 years 3 5 years 5 5 years
Expected dividends 323% 340% 340%
Risk free interest rate 4 80% 500% 4 75%
Expected exercise behaviour 5% years 4-9 100% vyear 4 100% year 6
70% year 10

ShareSave SharaSave

Options granted in 2005 BPSCP 3year _ Svear
Optien pricing model used Binomial Binormal Binormal
Weighted average fair value $234 %276 $294
Woeighted average share price $1085 $1049 $10 49
Weighted average exercise price 51063 $7 96 $796
Expected volatility 18% 18% 18%
Option Iife 10 yoars 3 5years 5 § years
Expected dividends 272% 300% 300%
Risk free interest rate 425% 4 00% 4 25%
Expected exercise behaviour 5% vears 4-9 100% year 4 100% year 6

70% year 10

The group uses an appropriate valuation model of expected volatiity of US ADSs for the quarter within which the grant date of the relevant plan falls

Management is responsible for all inputs and assurnptions in relation to that model, including the determination of expected volatility

MTPP MTPP EDIP- EDIP
Shares granted in 2007 TSR FCF TSR LTL RSP DAB PSP
Number of equity Instruments

granted {million) 94 85 45 0s 77 44 148
Weighted average fair value $473 $10 02 $281 $992 $1183 $1002 $1237
Fair value measurement basis Monte Carlo  Market valua Monte Carlo  Market value  Markst value  Market valus Monte Carlo

MTPP MTPP EDIP EDIP
Shares granted 1n 2006 TSR FCF TSR LTL RSP DAB
Nurnber of equity instruments granted (mullion) 87 78 33 05 a5 35
Weighted average fair value $7 28 $1123 $4 87 $1123 $1107 $11 06
Fair value measurement basis Monte Carlo Market value Monte Carlo Market value  Market value Market value
MTPR- MTPP EDIP EDIP

Shares granted in 2005 TSR FCF TSA LTL ASP
Number of equity instruments granted (million} 93 84 37 05 03
Weighted average fair value $5 72 $1104 $387 $1013 $1104
Fair value measurement basis Monte Carlo~ Market value Monte Carlo  Marketvalue  Market value

The group used 2 Monte Carlo simulation 10 farr value the TSR elerment of the 2007 2006 and 2005 PSP, MTPP and EDIP plans |n accordance with
the rules of the plans the model simulates BP & TSR and compares it against our pancipal strategic competitors over the three-year penod of the
plans The model takes into account the histonc dvidends, share price volatilities and covanances of BP and each comparator company to produce a

predicted distiibution of relative share performance This 1s apphied to the reward critena to give an expected value of the TSR element
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11 Share-based payments continued

Accounting expense does not necessarily represent the actual value of share-based payments made to recipients, which are determined by the
remuneration committee according to established criteria

12 Auditors’ remuneration
Fees payable to the company's auditors for the audn of the company’s accounts were $18 million {2006 $15 million and 2005 $19 million}

Remuneration recevable by the company’s auditors for the supply of other semaces to the company 1s not presented in the parent company
accounts as this information 1s provided 1n the group accounts

13 Directors’ remuneration

Remuneration of directors o o $ miikon
2007 2006 2005
Total for all drectors
Emolurnents 26 14 18
Gains made on the exercise of share options 2 12 -
Amounts awarded under Incentive schemes 10 14 8
Emoluments

These amounts comprise fees paid to the non-executive chairman and the non-executive directors and, for executive directors salary and benefits
earned dunng the relevant financial year, plus bonuses awarded for the year This includes an ex gratia superannuation payment of $3 milkion
{2006 and 2005 ni) and compensation for loss of office of $1 mallien {2006 and 200% nil}

Pension contributions
Six executive directors participated (n a non-contributory pension scheme established for UK staff by a separate trust fund to which contributions are
made by BP based on actuanal advice One US executive director participated in the US BP Retirement Accumulation Plan durning 2007

Office faciittes for former charmen and deputy chairmen
tt 15 customary for the company to make avatlable to former charmen and deputy chairmen who were previously employed executives, the use of
office and basic secretanal faclities following therr retirement The cost involved in doing s0 15 nat significant

Further information
Full details of indvidual directers remuneration are given In the directors’ remuneration report on pages 63-73
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