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REPORT OF THE DIRECTORS
The duectors present their report and accounts for the year ended 31 December 2012
Results and dividends

The profit for the year after taxation was $355,738.000 which, when added io the retained profit
brought forward at 1 January 2012 of $1.114,420 000, gives a total retamed profit camned forward at
31 December 2012 of $1 470,158,000

The company has not declared any dividends dunng the year (2011 $Nil) The directors do not
propose the payment of a dividend

Principal activity and review of the business

The compauy has had a satisfactory year and the durectors believe that the trend will continue The
company 1s a party to Shah Demz Production Sharing Agieement (the “PSA”™) m the Azeibayan
sector of the Caspian Sea, with a participating mterest of 25 5%

After the sancuion of the Stage 1| development of the Shah Demz Field on 27 February 2003, the
project has progressed sausfactonly through execute phase having reached the first production n
Deceinber 2006 The field has reached 1ts plateau and gas 1s bemng sold under the cwrent gas sales
and purchased agreements to thiee countries Turkey, Azerbayjan and Georgia

Duritg 2012 the company aclueved the pnmary objective of mamntamng and increasing production
poteutial on Shah Demz Stage 1 through operating efficiency, bringing wells on production after
wotik-over jobs and asset wide turn-around activities As a result of these efforts installed production
capacity was increased

Stage 2 development of Shah Demz Field moved into Define stage on 31 March 2012. This enabled
project engimeenng defimion and contracting to progress further Due to conunercial misalignments
that arose with State O1l Company of Azerbayjan Republic (“SOCAR *) 1 the muddle of 2012 the
decision was made to suspend all project activities (with exception of dnlling) until resolution was
concluded At the end of 2012 an agreement was reached with SOCAR on outstanding commercial
nusalignments and as a resulit all project activities were restarted

Throughow the yem mtensive dilhng activines were conducted by the company It conducted well
woirk-over operations reactivating SDAOS5 and recompleting SDAO6 wells as well as commenced
sidetracking of SDAO3 well

As part of Stage 2 pre-dril pogramme ‘Isnglal’ — mobile offshore drilhing umt drilled top hole
sections on the north and west flanks of the field for most of the year and then successfully
completed NF-1 well and performed the flow test towards the end of the year In September 2012
‘Heydar Aliyev' - mobile offshore dniling wut was made available for pre-dnll programine and that
r1g was used to continue drilling operations on WF-1 well
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Principal activity and review of the business (continued)

The primary objective of the company for 2013 1s to mamtain the Shah Demz Stage 1 production
potential through bringing on line SDAO3 well and performing work over on SDAO02 well
Additionally the company 1s planning to execute high flow rate trials across the value chain with an
objective to further increase installed production capacity

The selecticn of the EU pipelines delivering Shah Deniz Stage 2 gas volumes to Europe was
completed on 28th June 2013

The gas sales agreements (GSA) and the gas transit agreements (GTA) are planned to be finalized by
end December 2013

The key financial and other performance 1ndicators during the year were as follows

2012 2011 Variance
$000 $000 %
Turnover 622,306 678,159 (8)
Operating profut 432,881 428,362 1
Profit after taxation 355,738 379,876 (6)
Shareholders’ funds 1,612,839 1,257,101 28
2012 2011 Variance
% %
Quick ratio* 239 114 125

*Quick ratio 1s defined as current assets, excluding stock and debtors receivable after one year, as a
percentage of current habilities

Principal risks and uncertainties

The company aims to deliver sustainable value by identifying and responding successfully to nsks.
Risk management 1s integrated into the process of planning and performance management at a group

level Monitoring and accountability for the management of these risks occur through quarterly
performance reviews at a group level

We urge you to consider carefully the risks described below The potential impact of the occurrence
or reoccurrence of any of the risks described below could have a matenal adverse effect on the
company’s business, financial position, results of operations, competitive position, cash flows,
prospects, liquidity, shareholder returns and/or implementation of its strategic agenda

Company level risks have been categonsed against the following areas strategic and commercial,
comphance and control, safety and operational, and financial risk management In addition, we have
also set out a further category of nisk for your attention — those resulting from the 2010 Guif of
Mexico oil spill (the Incident)
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Principal risks and uncertainties (continued)
Gaulf of Mexico oil spill

The Gulf of Mexico o1l spill has had and could continue to have a material adverse impact on BP as a
group, and consequently may also have an adverse impact on BP Exploration (Azerbayjan) Limted

Whist the BP group recogmised sigmficant charges mn the income statement since the Incident
occurred 1 2010, there 1s significant uncertainty regarding the extent and tuning of the remainmg
costs and liabzlihes relating to the Incident, the potential changes 1n applicable regulations and the
operating environment that may result from the Incident, the 1mpact of the Incident on the reputation
of the group and the resuiting possible impact on the group’s hicence to operate including its ability to
access new opportumiies The amount of claims that become payable by the BP group, the amount of
fines ultimately levied on the BP group (mcluding any potential deternunation of the BP group’s
neghgence or gross neghgence), the outcome of htigation, the terms of any further settlements
mcluding the amount and timing of any payments thereunder, and any costs anising from any longer-
term environmental consequences of the Incident. will also impact upon the ulimate cost for the BP

group

Although the provisions recogmsed represent the current best estimates of expenditures requured to
settle certain present obligations that can be reasonably estimated at the end of the 1eporting period,
there are future expenditures for which 1t 15 not possible to measure the obligations reliably and the
total amounts payable by the BP group m relation to all obhigations relating to the Incident are
subject to significant uncertamnty These uncertamnties are hkely to continue for a sigmficant peniod,
mcrease the nsks to which the group 15 exposed and may cause costs to mcrease Thus, the Incident
has had, and could continue to have, a matenal adverse impact on the group’s bustness, competitive
postnon. financial performance. cash flows, prospects. hiqudity, shareholder returmns and/or
implementation of its strategic agenda, particularly 1 the US The nisks associated with the Incident
could also heighten the umpact of the other risks fo which the group is exposed as firther described
below. Further information on the Incident. 1s mcluded withm the BP group Aunnual Report and Form
20-F for the year ended 31 December 2012

Strategic and commercial risks

Access and renewal

Successful execution of the company’s strategy depends on implementing activities to renew and
reposition 1ts portfolio The challenges to renewal of the company’s upsiream portfolio are growmng
due to mereasing competinon for access fo opportunities globally Lack of matenal positions iz new
markets could impact the company’s future hydrocarbon production

Moreover. the Guilf of Mexico o1l spill has damaged the BP group’s reputation which may have a
long-term 1mpact on the group’s ability to access new opportuminies, both 1n the US and elsewhere
Adverse pubhic, polhitical and industry sentiument towards the BP group, and towards o1l and gas
dnlhng activities generally could damage or impair the company’s exisiing commercial relationships
with counterparties. partners and host governments and could mmpair access to new mvestment
opportunities. exploration properties, operatorships or other essential commercial arrangements with
potential partners and host governments, particularly m the US In addition, respondmg to the
Incident has placed. and will continue to place, a sigmficant burden on cash flow over the next
several years which could also impede the BP group’s ability to mvest m new opportumuties and
deliver long-term growth, which 1n mum may umpact the company More stringent regulation of the
oll and gas mdustry generally, and of the BP group’s acuvities specifically. ansing from the Incident,
could increase this risk
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Principal risks and uncertainties (continued)
Strategic and commet cial risks (continued)

Prices and markets

O1l, gas and product pnces are subject to mternational supply and demand Political developments
and the outcome of meetings of OPEC can particularly affect world supply and o1l prices Previous
o1l price increases have resulted m mncreased fiscal take, cost inflation and more onerous terms for
access 1o resources As a result, increased oil pnices may not mmprove margin performance In
addinon to the adverse effect on revenues, margins and profitability from any fall 1n o1l and naturai
gas prices, a prolonged period of low prices or other indicators would lead to further reviews for
mipaimment of the company’s oil and natural gas properies Such reviews wonld reflect
management’s view of long-termn o1l and natural gas prnices and could result m a charge for
unpairment that could have a sigmficaant effect on the company’s results of operations 1n the period mn
which 1t occirs Rapid matenal or sustamned change i o1l, gas and product prices can unpact the
validity of the assumptions on which strategic decisions are based and, as a result. the ensumg actions
dersved from those decisions may no longer be appropnate

Periods of global recession could unpact the demand for the company’s products. the pnces at which
they can be sold and affect the wiabihity of the markets i which the company operates

Govemnments are facing greater pressure on public finances, which may increase their motivation to

mntervene 1 the fiscal and regulatory frameworks of the oil and gas wdustry ncluding the nsk of
mcreased taxation, nationahsation and expropriation

The global financial and econonuc situation may have a negative unpact on third parties with whom
the company does, or may do, business with In particular. on-going instability in or a collapse of the
Eurozone could trigger a new wave of financial crises and push the world back mto recession,
leading to lower demand and lower o1l and gas prices

Climate change and carbon pricing

Comphiance with changes wn laws, regulations and obligations relating to clumate change could result
mn substannal capital expenditure, taxes, reduced profitability from changes m operaung costs. and
revenue generation and strategic growth opportunities bemng impacted.

Socio-political
The diverse nature of the company’s operations around the world exposes it to a wide range of

political developments and consequent changes to the operating envionment, regulatory
environment and law

The company has operations. m countnies where political. economue and social ransition 1s taking
place Some countries have experienced or may experience 11 the future political instabihity, changes
to the regulatory environment, expropriation or nationalisation of property. civil strife, strikes, acts of
war and mswrections Any of these conditons occurring could disrupt or ternunate the company’s
operations causmg its development activities to be curtailled or termunated m these areas or its
praduction to dechne could Linut the company’s ability to pursue new opportunities. could affect the
recoverability of its assets and could cause 1t to incur additional costs
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Principal risks and vaceirtainties (continued)
Strategic and commercial risks (continued)

Competition
The company’s strategy depends upon continuous mnovation 1n a ighly competitive market

The oil. gas and petrochemucals industrnes are highly competiive There 1s strong competition, both
within the ol and gas industry and with other mdustries, n supplying the fuel needs of commerce,
industry and the home Competition puts pressure on the terms of access to new opportunities,
hcence costs and product prices affects o1l producis marketing and requires continuous management
focus on reducing unit costs and improving efficiency, while ensuning safety and operational nisk 1s
not compromised The mmplementation of the BP group strategy requires continuied technological
advances and mnovation mcluding advances 1 exploration. production, refimng, petrochemicals
manufacturing technology and advances n technology related to energy usage The company’s
performance could be mmpeded if competitors developed or acqured mtellectual property rights to
technology that 1t requured or if 1ts mnovation lagged the mdustry. or by its failure to adequately
protect the company’s brands and trademarks The company’s competiive position could be
adversely affected if 1t fails to control its operating cosfts or manage its margins. or if it fals to
sustain, develop and operate efficiently a high quality portfolio of assets

Joint ventures and other contractual arramngements

Many of the company’s major projects and operations are conducted through jomt ventures or
associates and through contracting and sub-contracting arrangements These arrangements often
mnvolve complex nisk allocation, decision-making process and mdemmfication arrangements In
certam cases. the company may have less control of such activinies than 1t would have if the company
had full operational control

The company’s partners may have economsc or business interests or objectives that are inconsistent
with, or opposed to those of the company’s and may exercise veto nghts to block certain key
decisions or actions that the company believes are 1 1ts or the joint venture’s or associate’s best
merest, or approve such matters without the company’s consent

Addmonally, the company’s jomnt venture partners of associates or contractual counterparties are
prumanly responsible for the adequacy of the human or techmcal competencies and capabilinies
which they bring to bear on the jomnt project, and in the event these are found to be lacking the
company’s jomt venfure partners or assoclates may not be able to meet their financial or other
obligations to their counterpaities or to the relevant project. potentially threatenng the viabihity of
such projects

Furtherinore should accidents or mcidents occur m operations m which the company participates,
whether as operator or otherwise, and where 1t is held that the company’s sub-contractors or joint
venture partners are legaily hable to share any aspects of the cost of responding to such incidents, the
financial capacity of these third parties may prove wmadequate to fully mdemmnify the company against
the costs it incurs on behalf of the jomnt venture or confractual arrangement Should a key sub-
contractor, such as a lessor of dnlling ngs. be no longer able to make these assets available to the
company, this could result m serious disruption to 1ts operations Where the company does not have
operattonal control of a venture, the company may nonetheless still be pursued by regulators or
clammants m the event of an mcident
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Principal risks and uncertainties (continued)
Strategic and commei cial risks (continued)

Investment efficiency

The company’s orgamc growth 1s dependent on creating a portfolio of quality options and invesung
wn the best options Ineffective investment selection and development could lead to loss of value and
hugher capital expenditure

Reserves progression

Successful execution of the BP group strategy depends cnuically on sustanung long-term reserves
replacement. If upstream resources are not progressed mn a timely and efficient manner due to
commercial, technical or regulatory reasons or otherwise the company will be unable to sustain long-
term: replacement of reserves.

Major project delivery

Successful execution of the company’s plan depends cnitically on implementing the activities to
deliver the major projects over the plan period. Poor delivery of any major project that underpins
production or production growth, and/or a major programme designed to enhance shareholder value,
including mamtenance turnaround programmes. could adversely affect the company’s financial
performance Successful project delivery requires, among other things, adequate engineenng and
other capabilities and therefore successful recnutment and development of staff 1s central to the
company’s plans

Digital infrastructure

The reliability and secunity of the company’s digital mfrastructure are cntical to mamtammg the
availabihty of its business applications, mcluding the rehable operation of technology 1n its vanous
business operations and the collecthion and processmg of financial and operational data. as well as the
confidentiahty of certain thnrd-party information A breach of the company’s digital secunty, erther
due to intentional actions or due to neghgence. could cause senous damage to busimness operations
and, m some circumstances, could result in the loss of data or sensitive information, injury to people,
damage to assets, harm to the environment, reputahonal damage. breaches of regulations. htigation,
legal Liabilities and reparation costs

Business continuity and disaster recovery

Contingency plans are required to contmue or recover operations followmg a disruption or incident
Inability to restore or replace cntical capacity to an agreed level within an agreed timeframe would
prolong the impact of any disruption and could severely affect business and operatnons

Crisis management

Cnisis management plans and capability are essenhal to deal with emergencies at every level of the
company’s operations If the company does not respond. or 1s perceived not to respond, 1o an
appropriate manner to either an exiernal or internai cnisis, 1ts business and operations could be
severely disrupted

Compliance and control risks

Regulatory

Due to the Gulf of Mextco o1l spill, 1t 1s likely that there will be more stningent regulation of the BP
group’s o1l and gas activities 1 the US and elsewhere. particularly relating to environmental. health
and safety conirols and overssght of drilling operations, as well as access 1o new drilhing areas
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Principal risks and uncertainties (continued)
Compliance and control risks (continued)

Regulatory (continued)

Regulatory or legaslative action may umpact the mdusiry as a whole and could be directed specifically
towards the BP gronp New regulations and legislation, the terms of the BP group’s settlements with
US government authorities and future settlements or htigation outcomes related to the Incident,
and/or evolving practices could increase the cost of comphance and may require changes to the
company’s drilhng operations. exploration, development and decomnussiomng plans, and could
impact the company’s ability to capitalise on 1t assets and hmnit its access to new exploration
properties or operatorshups In addition, mcreases m taxes, royalues and other amounts payable to
governments or governmental agencies. or resirictions on availability of tax relief, could also be
umposed as a response to the Incident

In addition, the o1l industry n general is subject to regulation and wntervention by governments
throughout the world m such matters as the award of exploranon and production interests, the
maposition of specific dniling obligations. environmental, health and safety controls, controls over
the development and decomnussioning of a field (including restnictions on pioduction) and, possibly.
nationalisation, expropnation, cancellation or non-renewal of contract nghts

Failure to respond to changes in trading regulations could resuit in regulatory action and damage to
the company’s reputaon The ol industry 1s also subject to the payment of royalties and taxanon,
which tend to be lugh compared with those payable 1n respect of other commercial activities, and
operates m certamn tax junsdictions that have a degree of uncertainty relating to the nterpretation of,
and changes to, tax law As a result of new laws and reguiations or other factors, the company could
be requured to curtall or cease certan operations or could mcur additional costs

Ethical misconduct and non-comphance

The code of conduct, which applies to all employees. defines the company’s commutment to
mtegrity. comphance with all apphcable legal requrements, high etlncal standards and the
behaviours and actions the company expects of 1ts businesses and people wherever 1t operates The
values are mtended to gwde the way the company and its employees behave and do business
Incidents of ethucal nusconduct or non-comphance with applicable laws and regulations. mcluding
non-compliance with anti-bribery, anti-corruption and other applicable laws could be damaging to
the company’s reputation and sharcholder value Multiple events of noncomphance could call mto
question the integnty of the coinpany’s operattons

Liabiltties and provisions

The BP group’s potential hiabihities resulting from pending and future claims. lawswits, settlements
and enforcement actions relatng to the Gulf of Mexico o1l spill, together with the potential cost and
burdens of unplementing remedies sought 1 the vanous proceedings, cannot be fully eshmated at
thus aime but they have had. and are expected to continue to have. a matenal adverse unpact on the
group’s business and consequently may also mmpact the company’s business Further information 1s
mcluded withm the BP gronp Annual Report and Form 20-F for the year ended 31 December 2012

Reporiing

External reporting of financial and non-financial data is rehant on the mtegnity of systems and
people Failure to report data accurately and m compliance with external standards could result 1
regulatory acton. legal liabihty and damage to the company’s reputation.
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Principal risks and uncertainties (cantinued)
Compliance and control risks (continued)

Changes in external factors

The company remams exposed to changes 1n the external environment, such as new laws and
regulations (whether mmposed by mternational treaty or by national or local governments 1n the
junsdictions 1t which the company operates), changes m tax or royalty regunes, price controls,
government actions to cancel or renegotate contracts, market volatility or other factors. Such factors
could reduce the company’s profitability from operations m certair junsdictions, lumt ifs
opportumties for new access, requure 1t to divest or write-down certam assets or affect the adequacy
of 1ts provisions for pensions, tax, environmental and legal habilities Potential changes to pension or
financial market reguiation could also unpact funding requirements of the company

Safety and ope1 ational risks

Process safely, personal safety and environmental risks

The pature of the company’s operations exposes it to a wide range of sigmficant health. safety.
security and environmental nsks The scope of these risks 1s influenced by the geographic range,
operational diversity and techmcal complexity of the company’s activities In addition, 1n many of
the company’s major projects and operations, nisk allocation and management 15 shared with third
parties, such as contractors, sub-contraciors, jownt venfure partners and associates See ‘Joint ventures
and other contractual arrangements’

There are nsks of techmcal mtegnty failure as well as nsk of natural disasters and other adverse
conditions m many of the areas in which the company operates. which could lead to loss of
containment of hydrocarbons and other hazardous matenal, as well as the nisk of fires, explosions or
other mcidents

The company’s operations are often conducted in difficult or environmentally sensitive locations, n
which the consequences of a spill. explosion. fire or other incident could be greater than n other
locations These operations are subject to various environmental and safety laws. regulations and
pernuts and the consequences of failure to comply with these requirements can wnclude remedianon
obligations, penalttes, loss of operating permuis and other sanctions Accordmngly. mherent m the
company’s operations 15 the nsk that 1f it fails to abide by environmental and safety and protection
standards. such faihwe could lead to damage to the environment and could result 10 regulatory action.
legal hability matenal costs and damage to the company’s reputation or licence to operate

BP’s group-wide operating management system (OMS) mtends to address health, safety. securty,
environmental and operations nisks, and to provide a consistent framework within which the group
can analyse the performance of its activities and identify and remediate shortfalls There can be no
assurance that OMS will adequately identify all process safety, personal safety and environmental
nisk or provide the comrect mitrgations, or that all operations will be 1 conformance with OMS at all
times

Security

Secung( threats require continuous oversight and control Acts of terrorism. piracy. sabotage, cyber-
attacks and smmlar activities directed agamst the company’s operations and offices. pipelines,
transportation or computer systems could cause harm to people and could severely disrupt business
and operations The company’s business activiiies could also be severely disrupted by, amongst other
thungs, conflict. ¢iwil strife or political unrest m areas where the company operates.
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Principal risks and uncertainties (continned)
Safety and operational risks {continued)

Product quality

Supplyng customers with on-specification products 1s critical to maintaining the company’s licence
to operate and 1ts reputation in the marketplace Failure to meet product quality standards throughout
the value cham could lead to harm to people and the environment and loss of customers

Drilling and production

Exploration and production require high levels of mvestment and are subject to natural hazards and
other uncertamnes, ncluding those relating to the physical charactenistics of an o1l or natural gas
field The company’'s exploration and production activities are often conducted n extremely
challenging environments, which heighten the nisks of techmcal mtegnty failure and natural disasters
discussed above The cost of dniling, completing or operating wells 1s often uncertain The company
may be required to curtail. delay or cancel dnlling operations because of a vanety of factors,
mcluding unexpected dnlling conditions, pressure or uregulanties mm geological formations,
equipment failures or accidents, adverse weather conditions and compliance with governmental
requirements

In addition, exploratnon expenditure may not yield adequate retwrns, for example in the case of
unproductive wells or discovenies that prove uneconomic to develop The Guif of Mexico mncident
lustrates the nisks the company faces n its drilling and production activities

Transportation

All modes of transportation of hydrocarbons nvolve mherent nsks An explosion or fire or loss of
containment of hydrocarbons or other hazardous matertal could occur during transportation by road.
rail, sea or pipehne Ths 15 a sigmficant nsk due to the potential impact of a release on people and
the environment and given the high volumes 1nvolved

Financial risk management

The mam financial nsks faced by the company through its normal business activities, are market nisk,
commodity price nisk, foreign currency exchange risk. mterest rate nisk. credit nsk. The management
of these financial risks 15 performed at BP group level The company seeks to mamtain a financial
framework to ensure that 1t 1s able to maintain an approprniaie level of hquudity and financial capacity
This framework constramns the level of assessed capital at nsk for the purposes of positions taken 1
financial wistruments Failure to accurately forecast or mamtam sufficient hqudity and credit to meet
these needs could impact the company’s ability to operate and result 1n a financial loss

Muarkel risk

Market nsk 1s the nsk or uncertainty ansing from possible market price movements and their impact
on the future performance of a busmess Tlus nciudes the possibihity that changes in foreign currency
exchange rates, mterest rates or oil. natural gas and power prices will adversely affect the value of the
company’s financial assets, liabilities or expected future cash flows. The management of such nsks 1s
performed at BP group level The group has developed a control framework aimed at managing the
volatlity inherent in certam of its natural busmess exposures In accordance with this control
framework the group enters mto various transactions using denvatives for nsk management

purposes
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Principal risks and uncertainties {continued)
Financial risk management (continued)

Commodity price risk

The group’s mntegrated supply and trading function uses conventional financial and commodity
mstruments and physical cargoes available 1n the related commodity markets Oil and natural gas
swaps. options and futures are used to mngate price sk Power trading 15 undertaken using a
combination of over-thecounter forward contracts and other derrvative contracts, including options
and futures This activity 1s on both a standalone basis and 1n conjunction with gas derivanves 1n
relation to gas-generated power margin

Foreign currency exchange risk

Fluctuations i foreign exchange rates can have sigmficant effects on the company’s reported results.
The company’s financial assets and habiliies give nise to transactional currency exposures Such
exposures anse from transactions in a currency other than the company’s fuactional currency The
management of such nsks 1s performed at BP group level The mam underlying econonuc currency
of the BP group’s cash flows 1s the US dollar This 1s because the BP group’s major product, oil, 15
priced mternattonally m US dollars The BP group’s foreign exchange management policy 1s fo
nunimuise economuc and significant transactional exposures ansmg from currency movements agamst
the US dollar The group co-ordinates the handhing of foreign exchange nisks centrally. by netting off
naturally occurming opposite exposures wherever possible and then dealing with any material residuat
foreign exchange nsks For lighly probable forecast capital expenditures the group locks n the US
dollar cost of non US dollar supplies by using currency forwards and furres

Crude o1l prices are generally set in US dollars. while sales of refined products may be 1n a vanety of
currencies Fluctuations m exchange rates can therefore give nise to foreign exchange exposures, with
a consequent ympact on undeilying costs and revenues

Interest rate risk
The company 1s exposed to miterest rate 115k from the possibility that changes n mnterest rates will
affect future cash flows or the farr values of 1ts financial mstruments, principally finance debt

Where the company enters into money market contracts for entrepreneunal rading purposes, the
activity 1s controlied at BP group level using value-at-nisk techmques.

Credit risk

Credit nsk 1s the risk that a customer or counterparty to a financial instrument will fail to perform or
fail 1o pay amounts due causing financial loss to the company. It anses from cash and cash
equuvalents. denvative financial mstruments and deposits wath financial wstitutions and pnncipally
from credit exposures to customers relanng to outstanding receivables The management of such
nsks 15 performed at BP group level. The group has a credat policy, approved by the CFO. which is
designed to ensure that consistent processes are in place throughout the group to measure and control
credit risk. Credit risk 1s considered as pan of the nsk-reward balance of doing business On entenng
mto any business contract the extent to which the arrangement exposes the group to credit nsk 1s
considered Before trading with a new counterparty can start, 1ts creditworthiness 15 assessed and a
credit rating allocated that indicates the probability of default, along with a credit exposure hmmt

Creditworthiness contimues to be evaluated after transactions have been imtiated and a watch hst of
higher-nisk counterparties 15 mamntaimned

10
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Principal risks and uncertainties (continued)
Financial risk management (continued)
Credit risk {contmniued)
Commercial credit nsk i1s measured and controlled to determme the company’s total credit sk
Inability to determune adequately the company’s credit exposure could lead to financial loss A credt
cnisis affecting banks and other sectors of the economy could impact the ability of counterparties to
nieet their financial obhigations to the company It could also affect the company’s ability to raise
capital to fund growth and 1o meet 1ts obliganons

Research and development

The company imncurs research and development expenditure in the ordinary course of business as it
looks to wmprove its fiture performance.

Futare developments
The directors aim to mamtam the management policies which have resulted m the company’s
stability in recent years They believe that the company is 1n a good position to take advantage of any

opportuiuties which may anse in the future

It 1s the mtention of the directors that the business of the company will continue for the foreseeable
future

Directors
The present directors are listed on page 1

Changes since 1 January 2012 are as follows

Appounted Restgned
J H Bartlett . - 27 February 2012
S I MacRae 27 February 2012 -
R J O Javanshir - 15 November 2012
G Y Burrell 15 November 2012 -

Directors’ indemnity

The company mdemnifies the directors m 1ts Articles of Association to the extent allowed under
section 232 of the Companes Act 2006

Policy and practice on payment of creditors

It 15 the company’s policy to follow the CBI's prompt payment code of practice for all suppliers to the
company with payments made in accordance with the relevant contractual payment terms A copy of
the code of practice may be obtawned from the CBI

The number of days' purchases represented by trade creditors at the year-end was 75.

Aunditm

In the absence of a nofice proposing that the appomtment be termmated, Emst & Young LLP will be
deemed to be re-appointed as the company’s auditor for the next year
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BP EXPLORATION (AZERBAIJAN) LIMITED
REPORT OF THE DIRECTORS

Directors’ statement as to the disclosure of information to the auditor

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

¢ To the best of each director's knowledge and belief, there 1s no information relevant to the
preparation of their report of which the company’s anditor 1s unaware, and

» Each director has taken all the steps a director might reasonably be expected to have taken to be
aware of relevant audit mformation and to establish that the company’s auditor 15 aware of that
mformation

By Order of the Board

For and on behalf of
Sunbury Secretanes Linuted
Company Secretary

]7 agaﬁné/ 2013

Remstered Office

Chertsey Road
Sunbury on Thames
Middlesex

TW16 7BP

United Kingdom




BP EXPLORATION (AZFRBAIJAN) LIMITED

REPORT OF THE DIRECTORS

The directors are responsible for prepanng the Directors’ Report and the financial statements m
accordance with applicable law and regulanons

Company law requres the directors to prepare financial statements for each financial year Under that
law the directors have elected to prepare the financial statements 1n accordance with Umted Kingdom
Generally Accepted Accounting Practice (United Kingdom accounting standards and applicable law)
Under company law the directors must not approve the financial statements unless they are sausfied
that they give a true and fair view of the state of affaurs of the company and the profit or loss for that
pertod In prepaning these accounts, the directors are required to

+ select suitable accountng policies and then apply them consistently;
s make judgements and estimates that are reasonable and prudent.

s state whether applicable Umted Kingdom accounting standards have been followed, subject to
any materal departures disclosed and explained  the financial statements. and

s prepaie the financial statements on the gomng concern basis unless it 15 mappropnate to
presume that the company will continue 1n business

The directors are responsible for keeping adequate accounting recoids that are sufficient to show and
explain the company’s transactions and disclose with reasonable accuracy at any tume the financial
posion of the company and enable them to ensure that the financial statements comply with the
Compames Act 2006 They are also responsible for safeguarding the assets of the company and hence
for taking reasonable steps for the prevention and detection of frand and other imegularitics

The directors confimm that they have complied with these requrements and, having a reasonable

expectatzon that the company has adequate resources to contimue m operational exastence for the
foreseeable future, continue to adopt the gomng concern basis i prepanng the accounts.
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BP EXPLORATION (AZERBAIJAN) LINITED

INDEPENBENT AUDITOR’S REPORT TO THE MEMBERS OF
BP EXPLORATION (AZERBAIJAN) LIMITED

We have audited the financial statements of BP Exploration {Azerbaijan) Limuted for the year ended 31 December
2012 which compnse the Profit and Loss Account. the Statement of Total Recogmised Gams and Losses, the Balance
Sheet, the accountmg pohicies and the related notes 1 to 24 The financial reporting framework that has been applied m
thesr preparatton 1s apphicable law and Umited Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice)

This report 15 made solely to the company’s members, as a body, 1 accordance wath Chapter 3 of Part 16 of the
Companies Act 2006 Our andit work has been undertaken so that we mught state to the company’s members those
matters we are requured to state to them 1n an auditor's report and for no other purpose To the fullest extent permatted
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 thus repost, or for the opimions we have formed

Respective responsibilities of directors and auditor

As explained more fully 1n the Statement of Directors’ Responsibilities set out on page 13. the directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and far view Our
responstbility 1s to audit and express an opiion on the financial statements mn accordance with appiicable law and
Interpational Standards on Auditing (UK and Ireland) These standards require us to comply with the Auditing
Practices Board’s Ethical Standards for Auditors

Scope of the aud:t of the financial statements

An audit mnvolves obtamming evidence about the amounts and disclosures 1n the financial statements sufficient to gave
reasonable assurance that the financial statements are free from matenal msstatement, whether caused by fraud or
error This includes an assessment of whether the accounting policies are approprate to the company's circumstances
and have been consistently applied and adequately disclosed. the reasonableness of sigmficant accounting estimates
made by the directors, and the overall presentation of the financial statements In addition, we read all the financial and
non-financial information m the Annual Report and Accounts to identify matenal mconsistencies with the audited
financial statements If we become aware of any apparent material misstatements or inconsistencies we consider the
mnplicahions for cur report

Opinion on financial statements
In owr opunron the financial statements
" give a true and fair view of the state of the company’s affairs as at 31 December 2012 and of its profit for the
year then ended,
=  have been properly prepared i accordance with Umited Kingdom Generally Accepted Accomnting Practice,
and
= have been prepared n accordance with the requurements of the Compames Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opimon the information given in the Directors” Report for the financial year for which the financial statements
are prepared 1s consistent with the financial statements

Matters on which we are required to report by excepfion
We have nothung {o report 1n respect of the following matters where the Companies Act 2006 requtres us to report o
you if. 1n our opuon

* adequate accounting records have not been Kept, or retuns adequate for our audit have not been recened
frem branches not visited by us, or

s the financial statements are not 1 agreement with the accounting records and retums or

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

*  we have not recerved all the information and explanations we require for our audit

{(1\?{' + \{w\j LL—iD

Paul Walick (Semior Statutory Auditor)
for and on behaif of Ernst & Young LLP, Statutory Auditor

London
i q/q 2013
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BP EXPLORATION (AZFRBAIJAN) LMITED

ACCOUNTING POLICIES

Accounting standards

The financial statements of BP Exploration (Azerbarjan)} Lumted were approved for 1ssue by the Board
of Directorson /' J Splamber 2013

These accounts are prepared on a going concern basis and n accordance with the Companses Act 2006
and applicable UK accounting standards

In addition to the requirements of accountmg standards, the accounting for exploration and production
activities 1s governed by the Statement of Recommended Practice (*SORP’) ‘Accounting for Onl and
Gas Exploration, Development. Production and Decommissioning Activities’ issued by the UK Oil
Industry Accounting Commuttee on 7 June 2001

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

(i) The SORP recommends that ol and gas reserve quantiies be disclosed. The company 15 a
wholly owned subsidiary of BP plc¢ and, as such, the o1 and gas reserve quantities of the
company are included in the consolidated o1l and gas reserve quantifies disclosed 1n the Annual
Report and Accounts of BP plc Consequently the directors have elected not to publish this
information for the company;

(1} The SORP contains rules around the estunation of future o1l and gas reserves The company, as
part of the BP group. estimates and calculates 1ts reserves i accordance with the US Secunties
and Exchange Commusston (SEC) rules The man differences relate to the SEC requrement to
use a twelve-month average price to assess fufure reserves, bemg the unweighted average of the
price on the first day of the month for the past twelve months This 1s the basis applied m the BP
group reporting and 1s comparable with other o1l majors It 15 not possible for the company to
quantify the mmpact of this departure as SORP estunates of reserves are no longer mamtamed

Accounting convention

The accounts are prepared under the historical cost convention

Statement of cash flows

The group accounts of the ulimate parent undertaking contain a consolidated cash flow statement The
company has taken advantage of the exemption granted by the Financial Reporting Standard No |
(Revised). whereby 1t 1s not requured to publish 1ts own cash flow statement

Gloup acconnis

Group accounts are not submutted as the company 1s exempt from the obligation to prepare group
accounts under Section 400 (1) of the Companies Act 2006 The results of subsidiary and associated
undertakings are dealt with in the consolidated accounts of the ultimate parent undertaking, BPplc.a

company 1egistered i England and Wales These accounts present mnformafion about the company as
an mdrvidual underiaking and not about the group
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BP EXPLORATION (AZERBAIJAN) LINITED
ACCOUNTING POLICIES

Revenue recognition

Revenues associated with the sale of o1l, natural gas hquds. liquefied natural gas, petroleum and
chemucal products and all other items are recognised when title passes to the customer Generally,
revenues from the production of patural gas and o1l properties 1n which the company has an interest
with other producers are recogmsed on the basis of the company’s working interests i those
properties (the entitlement method). Dafferences between the production sold and the company’s share
of production (under / over lifts) are included as an adjustment to cost of sales

Foreign currency transactions

Foreign currency transactions are mtially recorded in dollars by applymng the exchange rate mhing on
the date of transaction. Foreagn currency monetary assets and Liabilities are translated into dollars at
the rate of exchange ruling at the balance sheet date Exchange differences are included s the profit
and loss account

Research

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

Capitalisation of finance costs and inferest

Interest 15 caputalised gross of related tax relief during the period of construction where it relates either
to the financing of major projects with long periods of development or to dedicated financing of other
projects All other interest 1s charged against income 1n the year 1 which 1t 1s mcurred

Inter est income

Interest mcome 15 recognised on an accruals basis

Intangible assets

Intangible assets mclude expenditure on the exploration for and evaluation of o1l and natural gas
resources. computer software patents, hcences, trademarks and product development costs Product
development costs are capitalised as mtangible assets when a project has obtamed sanction and the
future recoverability of such costs can reasonably be regarded as assured

Intangible assets are stated at cost, less accumulated depreciatton and accunulated impairment losses
Intangible assets with a finite life are depreciated on a straight-line basis over their expected useful
lives The expected useful lives of the assets are reviewed on an annual basis and. if necessary,
changes n useful hives are accounted for prospecuvely

Oil and natural gas exploration and development expenditute

O1l and natural gas exploration and development expenditure 15 accounted for using the successful
efforts method of accounning
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BP EXPLORATION (AZERBAIJAN) LIMITED
ACCOUNTING POLICIES '

Exploration expenditure

Geological and geophysical exploration costs are charged agamst income as mcurred. Costs directly
associated with an exploration well are capitalised as an intangible asset until the dnlling of the well 15
complete and the results have been evaluated These costs mclude employee remuneration. materials
and fuel used. ng costs and payments made to contractors If hydrocarbons are not found. the
exploration expenditure 1s written off as a dry hole If hydrocarbons are found and. subject to fiuther
appraisal activity, which may include the dniling of further wells, are hkely to be capable of
commercial development the costs continue to be carned as an asset All such camed costs are subject
to regular techmcal, commercial and management review to confirm the continned intent to develop or
otherwise extract value from the discovery When this 15 no longer the case, the costs are wntten off
When proved reserves of o1l and natural gas are determmned and development 1s sanctioned, the
relevant expenditure s transferred to tangible production assets

Development expenditure

Expenditure on the construction, mstallatton or completron of wmfrastructure facihities such as
platforms. pipelines and the dnlling of development wells. mcluding unsuccessful development or
delmeation wells, 15 capitalised withun tangible production assets

Tangible fixed assets

Tangible fixed assets are stated at cost, less accumulated depreciation and accumulated impairment
losses

The mtial cost of an asset compnses its purchase price or construction cost, any costs directly
atmbutable to bringing the asset 1ato operaton, the mmtial estumiate of any decommissioning
obligation, if any, and. for quahifying assets. borrowing costs. The purchase pnice or construction cost
is the aggregate amount paid and the fair value of any other consideration given to acquire the asset
The capitahised value of a finance lease 1s also 1ncluded within tangible fixed assets

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

Other tangible assets, with the exception of frechold land and assets under construction. are
depreciated on the straight hne method over their estimated useful hives

Maintenance expendituie

Expenditure on major mamienance refits or repairs compnses the cost of replacement assets or parts of
assets, inspection costs and overhaul costs Where an asset or part of an asset that was separately
depreciated and 1s now written off 15 replaced and it 15 probable that future economuc benefits
associated with the ttem will flow to the company, the expenditure 1s capuialised All other
mamtenance costs are expensed as incurred
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BP EXPLORATION (AZFRBAIJAN) LIMITED
ACCOUNTING POLICIES

Impairment of intangible and tangible fixed assets

The company assesses assets or groups of assets for impairment whenever events or changes n
circumstances indicate that the carrying value of an asset may not be recoverable Individual assets are
grouped for impawrment assessment purposes at the lowest level at which there are 1dennfiable cash
flows that are largely independent of the cash flows of other groups of assets If any such mdication of
mpatrment exists or when annual impairment testing for an asset group 1s required. the company
makes an estimate of 1ts recoverable amount An asset group’s recoverable amount 1s the higher of its
net realisable value and 1ts value in use Where the carmying amount of an asset group exceeds its
recoverable amount, the asset group 1s considered mmpaired and i1s wntten down 1o 1ts recoverable
amount In assessing value 1n use, the estimated future cash flows are adjusted for the nsks specific to
the asset group and are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the tume value of money

An assessment 1s made at each reportmg date as to whether there 15 any mndication that previously
recoguused unpairment losses may no longer exist of may have decreased If such indication exists, the
recoverable amount 1s estimated A previously recogmsed impairment loss 1s reversed only if there has
been a change in the estimates used to determine the asset’s recoverable amount since the last
mpairment loss was recogmsed If that 1s the case, the carrying amount of the asset 1s increased to uts
recoverable amount That increased amount cannot exceed the carrying ammount that would have been
deternuned. net of depreciation, had no unpairment loss been recogmsed for the asset in prior years
Such reversal is recogmised in profit or loss After such a reversal, the depreciation charge 1s adjusted
mn future years to allocate the asset’s revised carrymg amount, less any residual value. on a systematic
basis over 1ts remainng useful hfe

Proportional consolidation

The company holds an interest in a jomt agreement that is not an entity (‘JANE’) As a result, ut
accounts for 1ts proportionate share of the cosis, revenues, assets and ltabilittes m the JANE

Stock valuation

Stocks are valued at cost to the company, using the first-in first-out method or net reahisable value.
whachever 1s the lower Stores are valued at cost 1o the company mamly usimg the average method or
net realisable value, whichever 1s the lower

Trade and other debtors

Trade and other debtors are camed at the onginal mvoice amount, less aifowances made for doubtful
receivables Provision 1s made when there 15 objective evidence that the company will be unable to
recover balances n full. Balances are written off when the probabihity of recovery 15 assessed as being
remote

Tiade and othex c1editors

Trade and other creditors are carried at payment or settlement amounts If the effect of the nme value
of money 1s matenal, trade and other creditors are determuned by discounting the expected future cash
flows at a pre-tax rate
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BP EXPLORATION (AZERBAIJAN) LINITED
ACCOUNTING POLICIES

Provisions

Prowvisions are recognised when the company has a present obligation (legal or constructive) as a result
of a past event, and 1t 1s probable that an outflow of resources embodying economic benefits will be
requured to settle the obhigation and a reliable estimate can be made of the amount of the obligation
Where the company expects some or all of a provision to be remmbursed. the reimbursement is
recogiused as a separate asset, but only when the remmbursement 1s virtually certain The expense
relating to any provision is presented in the profit and loss account net of any reimbursement If the
effect of the tume value of money 1s matenal, provisions are deternuned by discounting the expected
future cash flows at a pre-tax rate

A contingent lLiability 1s disclosed where the existence of an obligation will only be confirmmed by
future events or where the amount of the obhgation cannot be measured with reasonable reliability
Contingent assets are not recogmsed, but are disclosed where an inflow of economic benefits 1s
probable

Decommissioning

Provision for decomnussioning costs is recogmsed when the comipany has an obhigation to dismantle
and remove a facility or an item of plant and to restore the site on which 1t 15 located, and when a
reasonable estimate of that provision can be made Where an obhigation exists for a new facihity, such
as o1l and natural gas production or transportation facihines, thas wall be on construction or installation.
An obligation for decomnussioning may also crystallise during the period of operation of a facility
through a change 1n legislation or through a dectsion to termunate operations The amount recognised
15 the present value of the estimated future expenditure determined 1 accordance with the local
conditons and requurements A corresponding tangble fixed asset of an amount equivalent to the
provision 1s alse recogmised This is subsequently depreciated as part of the capial costs of the
pioduction and transportation facilies

Any change i the present value of the estumated expenditure 15 reflected as an adjustment to the
provision and the fixed asset

Environmental liabilities

Environmental expenditures that relate to current or future revenues are expensed or capitalised as
appropnate Expenditures that relate to an existing condition caused by past operations and that do not
contribute to current or future earnings are expensed

Liabilities for environmental costs are recogmsed when environnental assessments or clean-ups are
probable and the associated costs can be reasonably estumated Generally the timung of these
provisions comcides with the commutment to a formal plan of action o1. if earlier, on divestment or on
closure of wnactive sites The amount recogmised 1s the best estumate of the expenditure required
Where the tume value of money 1s matenal. the amount recogmsed 1s the present value of the estimated
future expendinire

Discounting
The unwimnding of the discount on provisions 1s mcluded within interest expense Any change m the
amount recognsed for environmental and other provisions arssing through changes 1 discount tates is

mcluded within mterest expense, apart from decommissiomng provisions where the change 15 adjusted
aganst the decommissioning asset
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BP EXPLORATION (AZERBAIJAN) LIMITED
ACCOUNTING POLICIES

Leases

Assets held under leases which transfer to the company subsiantially all risks and rewards incidental to
ownership of the leased sem are classified as finance leases, and are caputalised at mception of the
lease at the fair value of the leased property or. if sigmificantly lower, at the estimated present value of
the mininmun lease payments Lease payments are apportioned between the finance charges and the
reduction of the Iease hability The total finance charge 1s charged over the lease term so as to achieve
a constant rate of interest on the remaming balance of the hability

Capualised leased assets are depreciated over the shorter of the estimated useful hife of the asset or the
lease term

All other lease amrangements are classified as operating leases Operating lease payments are
recognised as an expense 1n the profit and loss account on a straight-line basis over the lease term

Use of estimates

The preparation of accounts mn conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of asseis and
habuitres at the date of the accounts and the reported amounts of revenues and expenses dunng the
reporing period Actual outcomes could differ from those estimates
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BP EXPLORATION (AZERBAIJAN) ILINITED

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2012

2012 2011
Note $000 fo00
Turnover 1 622306 678,159
Cost of sales {192.496) {251.389)
Guoss profit 429810 426,770
Exploration expenses {450) (243)
Admimstration expenses 3.521 1836
Operating profit 2 432,881 428,362
Loss on disposal of operations 4 - (127)
Profit on ordinary activities before 432,881 428235
interest and taxation
Interest payable and simlar chatges 5 (4,398) {6,178)
Interest recervable and sinular income 6 327 1,397
Profit before taxation 428,810 423,454
Taxation 7 (73,072) (43,578)
Profit for the year 355.738 379,876

The profit of $355.738,000 for the year ended 31 December 2012 was dertved i its entrety from
continung operations

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
FOR THE YEAR ENDED 31 DECEMBER 2012

There are no recognised gains or losses attributable to the shareholders of the company other than the
profit of $355.738,000 for the year
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BP EXPLORATION (AZERBAIJAN) LIMITED
{Regmstered No 02160234)

BALANCE SHEET AT 31 DECEMBER 2012

2012 2011
Note $000 $000
Fixed assefs
Intangible assets 9 627,205 378,035
Tangible assets 10 892,546 977.455
Ivestments 11 41 41
1.519.792 1,355,531
Current assets
Stocks 12 49,075 50,719
Debtors 13 471.038 233,666
520,113 284385
Creditors: amounts falling due within one year 14 {196,768) (204.016)
Net current assets 323,345 80.369
TOTAL ASSETS LESS CURRENT LIABILITIES 1,843,137 1,435,900
Cieditors: amounts falling due after more than one vear i4 (74.644) {46 463)
Provisions for liabilities and charges
OGther provistons . 16 {155,654) (132,336)
NET ASSETS 1,612.839 1.257.101
Repiesented by
Capital and reserves
Called up share capital 17 142.681 142,681
Profit and loss account 18 1.470.158 1,114,420
SHAREHOLDERS?’ FUNDS — 1,612.839 1.257,101
EQUITY INTERESTS
On behalf of the Board
= NP
B M Puffer
Director

/7 ﬁ/’%fé’ 2013




BP EXPLORATION {AZERBAIJAN) LIMITED
NOTES TO THE ACCOUNTS

Tuinover

Turnover, which 1s stated net of value added tax, customs dufies and sales taxes represents amounts
mvoiced to therd parties

The country of ongin and destination is substantially the Rest of World geographic area
Tumover 15 attnbutable to one contmung activity. the production and selling of petroleum products

2012 turnover mcludes $73,072.000 of tax barrels revenue (2011 $43,578,000) Tax barrels revenue
15 additional revenue recognized by BP dniven by the terms of the PSA The PSA sets out pay-on-
behalf tax regume, where SOCAR pays mcome tax on behalf of Contractor Parties i heu of
entitlement to production. Income tax expense was recogmized and a corresponding increase in
revenue was reported m BP Exploranon (Azerbayan) Limifed’s books.

Operating profit
Thus 15 stated after charging
2012 2011
3000 $000
Expenditure on research 5,190 2,615
Depreciation of owned fixed assets 119,773 89,549
Depreciation of assets keld under finance leases 827 827

Adimnistranive expense i1s a net effect of allowable recovery from PSAs 1n respect of admunistrative
overhead receivable from the partners to those PSAs In 2012 and 2011 amounts received and
receivable were higher than actual admmmistrative expenses

Anunditor’s remuneration

2012 2011
$000 $000
Fees for the audit of the company 52 50

Fees paid to the company’s audator. Emst & Young LLP, and s associates for services other than the
statutory audit of the company are not disclosed in these accounts since the consclidated accounts of

BP Exploration (Azerbayjan) Limited's ultimate parent, BP p I ¢, are requured to disclose non-audit
fees on a consolidated basis

Exceptional items

Exceptional items compmnse the loss on disposal of operations as follows

2012 2011
$000 $000
Loss on disposal of operations - 127

The loss on disposal of operations of $127.000 tn 2011 arose due to the company’s decision to exat
from the Hyde field operations

There 1s no tax effect on this disposal of operations
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BP EXPLORATION (AZFRBAIJAN) LIMITED
NOTES TO THE ACCOUNTS

Interest payable and simila)r charges

2012 2011
3000 $000
Interest expense on

Overdraft from group undertakangs 521 1823
Finance leases 323 356
Unwindmg of discount on provistons — See note 16 3,554 3,999
4,398 6,178

Interest 1 eceivable and sumiar income
2012 2011
3000 $000
Interest income from parent and subsidiary undertakings 266 18
Interest mcome (2011 AGSC BOTAS price adjustment) 61 1,379
327 1.397

Taxation

The Company 15 a member of a proup for the purposes of relief wathun Part 5, Corporation Tax Act
2010 No UK corporation tax has been provided because another group company, BP International
Limuted, has undertaken to procure the claim or surrender of group rehef to the extent it 1s required

and to provide for any current or deferred UK tax that anises without charge.

The tax charge 1s made up as follows

2012 2011
Current tax $000 3000
Overseas tax on mcome for the year — see note 1 73.072 43.578
Total current tax charged 73,072 43,578
Tax charged on profit on ordinary acivities 73,072 43.578

{a) Factors affecting the current tax charge

The 1ax assessed on the profit on ordinary acuvities for the year 15 lower than the standard rate of
corporation tax m the UK of 24% for the year ended 31 December 2012 (2011 — 26%) The

differences are reconciled below

2012 2011

UK UK
$000 $000
Profit on ordmary activities before tax 4283810 423,454
Current taxation 73.072 43578
Effective current tax rate 17% 10%




BP EXPLORATION (AZFRBAIJAN) LIMITED
NOTES TO THE ACCOUNTS

Taxation (continued)

(a) Factors affecting the current {ax chai ge (continued)

2012 2011

UK UK

% %

UK corporatton tax rate 24 26

Qverseas corporauon {ax rate 17 10
Decrease resulting from

Fixed asset tunung differences 2 (8)

Non deductible expenditure / non taxable mcome (22) -

Double tax relief - (10)

Current overseas tax 17 i0

Group rehef - (8)

Effective current tax rate 17 10

The permanent and nmeng difference shown 1n the current tax rate reconciliation above are those that

anse for UK corporation tax purposes. rather than overseas 1ax purposes
Directors and employees

(a) Remuneration of directors

None of the directors received any fees or remuneration for services as a director of the company

durmg the financial year (2011 $ Nil)
(b) Employee costs

The company had no employees dunng the year (2011 Nil)

Intangible assets

Cost

At I January 2012
Additions

Transfers

At 31 December 2012

Amortisation
At 1 January 2012 and
31 December 2012

Net book valne
At 31 December 2012

At 31 December 2011

Total

3000

378.035
221.640
27.530

627 205

627,205

378.035
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Tangible assets

Cost

At 1 January 2012
Additions

Transfers

At 31 December 2012

Depreciation and
impalrment

At 1 January 2012
Charge for the year
At 31 December 2012

Net book value
At 31 December 2012

At 31 December 2011

Principal rates of
depreciation

BP EXPLORATION (AZERBAIJAN) LIMITED
NOTES TO THE ACCOUNTS

*AUC = assets under construchon Assets under construction are not depreciated

Assets held under finance leases and capitalised interest included above, are

Leased assets — Vessels
At 31 December 2012
At 31 December 201 1
Capitalised interest

At 31 December 2012
At 3} December 2011

of
Fixtures Ol & gas Which
& fitings propertics Total AUC*
£000 3000 3000 $000
623 1,316,623 1,317,246 623
4,204 59,018 63.222 4204
- (27.530) (27,530) -
4.827 1,348,111 1 352,938 4.827
- 339,792 339,792 -
- 120,600 120.600 -
- 460 392 460,392 -
4.827 887.719 892 546 4,827
623 976.832 977455 623
Umt of
production

Net book

Cost Depreciation value

3000 $000 $000

8273 (2,362) 5911

8273 (1.535) 6738

69.198 (16,370) 52,828

69.198 (12,009) 57,189
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BP EXPLORATION (AZERBAIJAN) LIMITED
NOTES TO THE ACCOUNTS

Investments

shares

Cast
At | January 2012 and 31 December 2012

Impairment losses
At 1 January 2012 and 31 December 2012

Net book amount
At 31 December 2012

At 31 December 2011

The nvestinents 1 the joint venture shares 1s unlisted.

The joint ventures mn whuch the company participates at 31 December 2012 and the percentage of
equity capital held are set out below The principal country of operanion 1s generally indicated by the

company's country of incorporation or by 1ts name.

Joint
venture

$000

41
41

41

41

Joint ventures Class of % Principal place of business Principal activity
shaie held
Azerbayan Gas Ordinary 204 Azerbatjan Natural Gas Supply
Supply Company
Stocks
2012 2011
3000 3000
Petroleum 1811 1,876
Stores 47 264 48.843
49.075 50,719

The difference between the carrymng value of stocks and their replacement cost 1s not matenal
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BP EXPLORATION (AZERBAIJAN) LIMITED
NOTES TO THE ACCOUNTS

Debtors

Trade debtors

Amounts owed by group undertakings
Other debtors

Prepayments and accrued mcome
VAT recoverable

Creditors

Trade creditors

Amounts owed to group undertaking
Amounts owed to associales

Other creditors

Accruals and deferred income
Obhgations under leases (see note 15)
Tax credutors

Obligations under leases

Amouats due under finance leases are as follows

Amounts payabie
Whutlun | year
Between 2 to 5 years
Thereafter

Less finance charges
Net obligations

Other p1ovisions

At | January 2012

New or increased provisions
Unwinding of discount

At 31 December 2012

2012 2011

Within Within

1 year 1 year

5000 $000

119.186 85.490

307.771 122 441

38,401 22,239

5.520 3,254

160 242

471 038 233.666
2012 2012 2011 2011
Within After Within After
1 year 1 year I year 1 year
5000 $000 $000 3000
82,556 - 120.638 -
9,093 - 5.487 -
1.841 - 1.864 -
28.837 - 18.192 -
46,271 69 093 35340 40,154
758 5,551 725 6,309
27412 - 21.770 -
196,768 74,644 204,016 46.463
2012 2011
$000 3000
1045 1.048
4183 4.183
2259 3304
7,487 8.535
{1.178) (1.501)
6 309 7034
Decom-
1HSS100INgE
$000
132336
19,764
3.554
155.654




16.

17.

18.

19.

BP EXPLORATION (AZERBAIJAN} LIMITED
NOTES TO THE ACCOUNTS

Other provisions (continued)

The company makes full provision for the future cost of decommussioning o:l and nawral gas
production facihties and related pipelines on a discounted basis on the wstallation of those facilittes
At 31 December 2012. the provision for the costs of decommussioning these production factlities and
pipelines at the end of their economuc lives was $155,654,000 (2011 $132,336 000) The provision
has been estimated using existing technology, at current prices and discounted using a real discount
rate of 2 5% (2011 2 5%) These costs are expected to be incurred over the next 11 to 18 years While
the provision s based on the best estunate of future costs and the economuc lives of the facilities and
pipelines, there 15 uncertamnty regarding both the amount and tinung of icurring these costs

Called up share capital
2012 2011
$000 $000
Allotied, called up and fully pad
2 Ordinary shares of £1 cach for a total noininal value of £2 - -
39,444 444 ordwnary shares of £1 each for a total nomunal value of
£39.444 444 71,181 71,181
29.487,546 ordmary shares of £1 each for a total nommal value of
£29.487,546 51,500 51,500
10,137,361 ordinary shares of £1 each for a total nomnal value of
£10,137.361 20 000 20.000
142,681 142,681
Capital and reserves
Called up Profitand
share loss
capital account Total
3000 3000 $000
At 1 January 2012 142,681 1.114,420 1,257,101
Profit for the year - 355,738 355.738
At 31 December 2012 142,681 1,470,158 1,612,839
Reconciliation of movements in shaieholders’ funds
2012 2011
$000 $000
Profit for the year 355.738 379.876
Net increase m shareholders” funds 355738 379.876
Shareholders’ funds at 1 January 1.257 101 877,225
Shareholders’ funds at 31 December 1.612.835 1.257.101
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BP EXPLORATION (AZERBAIJAN) LIMITED

NOTES TO THE ACCOUNTS

Guarantees and other financial commitments

Pursuant to agreements govermng the sales and purchase of natural gas and its transportation, the
company has undertaken the following commmtments as a direct party to gas sales and transportation
contracts or as a guaranteemg and wndemnifying party thereto

In accordance with the Upstream Sales and Purchase Agreement, the Company agreed to sell the
entire Stage 1 gas to Azerbanjan Gas Supply Company (“AGSC”) AGSC then ships the gas to
redelivery points on the Georglan-Turkish border via the South Caucasus Pipehine (“SCP™) system

AGSC has a Mimmum Menthly Payment (“MMP”) obhgation to the SCP Company for the
transportation capacity reserved by the latter for AGSC’ s needs under the Annual Reserves Capacity
Deed The Company with the participants under the Shah Demz PSA guaranteed to indemnify AGSC
for the MMP payable to SCP Company The guarantee to AGSC 1s a cross guarantee 1n the event a
participant defaults

The company’s share of the commutment as at 31 December 2012 15 $148.000,000 (2011
$171.000,000)

Related party transactions

The company has taken advantage of the exemption contamned within Financial Reporting Standard
No 8 “Related Party Disclosures”, and has not disclosed transactions entered into with group
companies

Dunng the year the company entered 1ato transactions i the ordinary course of business., with other
related parties Transactions entered into, and trading balances outstanding at 31 December, a1e as
follows

Related Relatonship  Descniption Purchases Amouts
party from owed to
related  related party
party
$000 $000
BTC Group Transportation
Company Associaie Services
2012 18.364 1.841
2011 17,515 1,864

Dunng the year the company entered mnto transactions with South Caucasus Pipeline Company (“SCP
Co”) that has a jomnt arrangement with BP Pipelines (SCP) Ltd, wholly BP group owned company.
These transactions included funding of SCP Expansion Project ownership of which was transferred to
SCP Con 2013

30
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BP EXPLORATION (AZERBAIJAN) LIMITED
NOTES TO THE ACCOUNTS

Related party transactions (continued)

Related party Relanonstup  Descniption Amounts Amounts
owed from owed to
related party  related party
$ b3
South Caucasus  Jomt Funding of
Pipeline arrangement  SCP
Company Expansion
Project
2012 9,624 -
2011 - 4,094
Pensions

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

Comparative figures

Certan prior year figures have been reclassified to conform to the 2012 presentation This had no
mmpact on the profit and loss for the year or net assets

Immediate and ultimate controlling parent undertaking

The mmmediate parent undertaking is BP Exploration Operating Company Limited. a company
registered 1n England and Wales The ultimate controlling parent undertaking 15s BP p 1 ¢, a company
registered 1n England and Wales, which 1s the parent undertaking of the smallest and largest group to
consolidate these financial statements Copies of the consohdated financial statements of BP plc can
be obtained from 1 St James’s Square, London, SW1Y 4PD
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