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Board p
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Item 17 o Item 18 o
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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 former Amoco Corporation and its subsidiaries.

Annulus
The space between two concentric objects, such as between the wellbore and casing of an oil well or between casing
and tubing, where fluid can flow. It allows fluids, such as drilling mud, to circulate in the well.

Atlantic Richfield
Atlantic Richfield Company and its subsidiaries.

Associate
An entity, including an unincorporated entity such as a partnership, over which the group has significant influence and
that is neither a subsidiary nor a joint venture. Significant influence is the power to participate in the financial and

operating policy decisions of an entity but is not control or joint control over those policies.

Barrel
42 US gallons.

b/d
barrels per day.

boe
barrels of oil equivalent.

BP, BP group or the group
BP p.l.c. and its subsidiaries.

Burmah Castrol
Burmah Castrol PLC and its subsidiaries.

Cent or c
One-hundredth of the US dollar.

The company
BPp.l.c.

Dollar or $
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The US dollar.

EU
European Union.

GAAP
Generally accepted accounting practice.

Gas
Natural gas.

GCRO
Gulf Coast Restoration Organization.

Hydrocarbons
Crude oil and natural gas.

IFRS
International Financial Reporting Standards.

Joint control

Joint control is the contractually agreed sharing of control over an economic activity, and exists only when the
strategic financial and operating decisions relating to the activity require the unanimous consent of the parties sharing
control (the venturers).

Joint venture
A contractual arrangement whereby two or more parties undertake an economic activity that is subject to joint control.

Jointly controlled asset

A joint venture where the venturers jointly control, and often have a direct ownership interest in the assets of the
venture. The assets are used to obtain benefits for the venturers. Each venturer may take a share of the output from the
assets and each bears an agreed share of the expenses incurred.

Jointly controlled entity

A joint venture that involves the establishment of a corporation, partnership or other entity in which each venturer has
an interest. A contractual arrangement between the venturers establishes joint control over the economic activity of the
entity.

Liquids
Crude oil, condensate and natural gas liquids.

LNG
Liquefied natural gas.

London Stock Exchange or LSE
London Stock Exchange plc.

LPG
Liquefied petroleum gas.

mb/d
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thousand barrels per day.

mboe/d
thousand barrels of oil equivalent per day.

mmBtu
million British thermal units.

mmboe
million barrels of oil equivalent.

mmcf
million cubic feet.

mmcf/d
million cubic feet per day.

MW
Megawatt.

NGLs
Natural gas liquids.

OPEC
Organization of Petroleum Exporting Countries.

Ordinary shares
Ordinary fully paid shares in BP p.l.c. of 25c each.

Pence or p
One-hundredth of a pound sterling.

Pound, sterling or £
The pound sterling.

Preference shares
Cumulative First Preference Shares and Cumulative Second Preference Shares in BP p.l.c. of £1 each.

PSA

A production-sharing agreement (PSA) is an arrangement through which an oil company bears the risks and costs of
exploration, development and production. In return, if exploration is successful, the oil company receives entitlement
to variable physical volumes of hydrocarbons, representing recovery of the costs incurred and a stipulated share of the
production remaining after such cost recovery.

SEC
The United States Securities and Exchange Commission.

Subsidiary

An entity that is controlled by the BP group. Control is the power to govern the financial and operating policies of an
entity so as to obtain the benefits from its activities.

Table of Contents 11



Edgar Filing: BP PLC - Form 20-F

Tonne
2,204.6 pounds.

Trust
Deepwater Horizon Oil Spill Trust.

UK
United Kingdom of Great Britain and Northern Ireland.

US
United States of America.

BP Annual Report and Form 20-F 2010 3
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Information about this report

This document constitutes the Annual Report and Accounts in accordance with UK requirements and the Annual
Report on Form 20-F in accordance with the US Securities Exchange Act of 1934, for BP p.l.c. for the year ended 31
December 2010. A cross reference to Form 20-F requirements is on page 2.

This document contains the Directors Report, including the Business Review and Management Report, on pages
5-109 and 123-140, 142. The Directors Remuneration Report is on pages 111-121. The consolidated financial
statements of the group are on pages 141-248 and the corresponding reports of the auditor are on pages 143-145.
BP Annual Report and Form 20-F 2010 and BP Summary Review 2010 may be downloaded from
www.bp.com/annualreport. No material on the BP website, other than the items identified as BP Annual Report and
Form 20-F 2010 or BP Summary Review 2010, forms any part of those documents.

BP p.l.c. is 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 subsidiaries.

The term shareholder in this report means, unless the context otherwise requires, investors in the equity capital of BP

p.l.c., both direct and indirect. As BP shares, in the form of ADSs, are listed on the New York Stock Exchange
(NYSE), an Annual Report on Form 20-F is filed with the US Securities and Exchange Commission (SEC).
Cautionary statement

BP Annual Report and Form 20-F 2010 contains certain forward-looking statements within the meaning of the US
Private Securities Litigation Reform Act of 1995 with respect to the financial condition, results of operations and
businesses of BP and certain of the plans and objectives of BP with respect to these items.

In order to utilize the Safe Harbor provisions of the United States Private Securities Litigation Reform Act of 1995,
BP is providing the following cautionary statement. This document contains certain forward-looking statements with
respect to the financial condition, results of operations and businesses of BP and certain of the plans and objectives of
BP with respect to these items. These statements may generally, but not always, be identified by the use of words such
as will , expects , isexpectedto , aims , should , may , objective , islikelyto , intends , believes
expressions. In particular, among other statements, (i) certain statements in the Business review (pages 6-82),
including under the heading Outlook , with regard to strategy, management aims and objectives, future capital
expenditure, the completion of planned and announced divestments and disposals, acquisitions and other transactions,
future hydrocarbon production volume and the group s ability to satisfy its long-term sales commitments from future
supplies available to the group, date(s) or period(s) in which production is scheduled or expected to come onstream or
a project or action is scheduled or expected to begin or be completed, capacity of planned plants or facilities and
impact of health, safety and environmental regulations; (ii) the statements in the Business review (pages 6-63 and
68-81) with regard to anticipated energy demand and consumption, global economic recovery, oil and gas prices,
global reserves, refining capacity, expected future energy mix and the potential for cleaner and more efficient sources
of energy, management aims and objectives, strategy, production, petrochemical and refining margins, anticipated
investment in Alternative Energy, anticipated future project developments, growth of the international businesses,
Refining and Marketing investments, reserves increases through technological developments, with regard to planned
investment or other projects, timing and ability to complete announced transactions and future regulatory actions;

(iii) the statements in the Business review (pages 23-26, 63-67 and 73) with regard to the plans of the group,

the cost of and provision for future remediation programmes and environmental operating and capital expenditures,
taxation, liquidity and costs for providing pension and other post-retirement benefits; and including under Liquidity
and capital resources Trend Information , with regard to global economic recovery, oil and gas prices, petrochemical
and refining margins, production, demand for petrochemicals, production and production growth, depreciation,
underlying average quarterly charge from Other businesses and corporate, costs, foreign exchange and energy costs,
capital expenditure, timing and proceeds of divestments, balance of cash inflows and outflows, dividend and optional
scrip dividend, cash flows, shareholder distributions, gearing, working capital, guarantees, expected payments under
contractual and commercial commitments and purchase obligations; and (iv) certain statements in Chairman s letter
(pages 6-7) and Business review (pages 10-11) in relation to an anticipated increase in the level of the dividend; are all
forward-looking in nature.
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By their nature, forward-looking statements involve risk and uncertainty because they relate to events and depend on
circumstances that will or may occur in the future and are outside the control of BP. Actual results may differ

materially from those expressed in such statements, depending on a variety of factors, including the specific factors
identified in the discussions accompanying such forward-looking statements; the timing of bringing new fields
onstream; future levels of industry product supply, demand and pricing; operational problems; general economic
conditions; political stability and economic growth in relevant areas of the world; changes in laws and governmental
regulations; actions by regulators; exchange rate fluctuations; development and use of new technology; the success or
otherwise of partnering; the actions of competitors; natural disasters and adverse weather conditions; changes in

public expectations and other changes to business conditions; wars and acts of terrorism or sabotage; and other factors
discussed elsewhere in this report including under Risk factors (pages 27-32). In addition to 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 implied by these forward-looking statements.

Statements regarding competitive position

Statements referring to BP s competitive position are based on the company s belief and, in some cases, rely on a range
of sources, including investment analysts reports, independent market studies and BP s internal assessments of market
share based on publicly available information about the financial results and performance of market participants.

Unless otherwise indicated, information in this document reflects 100% of the assets and operations of the company
and its subsidiaries that were consolidated at the date or for the periods indicated, including minority interests The
company was incorporated in 1909 in England and Wales and changed its name to BP p.l.c. in 2001. BP s primary
share listing is the London Stock Exchange. Ordinary shares are also traded on the Frankfurt Stock Exchange in
Germany and, in the US, the company s securities are traded in the form of ADSs. (See page 134 for more details.)
The registered office of BP p.l.c., and our worldwide headquarters, is:

1 St James s Square,

London SW1Y4PD, UK.

Tel +44 (0)20 7496 4000.

Registered in England and Wales No. 102498. Stock exchange symbol BP .

Our agent in the US is BP America Inc.,

501 Westlake Park Boulevard, Houston, Texas 77079.

Tel +1 281 366 2000.

4 BP Annual Report and Form 20-F 2010
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Business review

Chairman s

letter

Dear fellow shareholder

2010 was a profoundly painful and testing year. In April, a tragic accident on the Deepwater Horizon rig claimed the
lives of 11 men and injured others. Above all else, I want to remember those men, and say that our thoughts remain
with their families and friends. BP s priority is to ensure that the people who work for us, and with us, return home
safely. The accident should never have happened. We are shocked and saddened that it did.

The spill that resulted caused widespread

pollution. Our response has been unprecedented

in scale, and we are determined to live up to our

commitments in the Gulf. We will also do

everything necessary to ensure BP is a company

that can be trusted by shareholders and

communities around the world.

In the days after the accident in the Gulf of Mexico the company faced a complex and fast-changing crisis. With oil
escaping into the ocean, uncertainty grew around our ability to seal the well and restore the areas affected. This was an
intense period, with the situation worsening almost daily. Our meeting with President Obama on 16 June 2010
provided reassurance to the US government that BP would do the right thing in the Gulf, and this marked a turning
point. Through diligence and invention, our teams stopped the flow of oil in July and completed relief-well operations
in September.

During these difficult days your board focused on three critical objectives.

First, we ensured the response team had the resources it required to stop the leak, contain and clean up the damage,
and provide financial support to those affected. This was an unprecedented response to an industrial accident, with
some 48,000 people involved at the height of the effort. We have set up a $20-billion fund to show our willingness
and capacity to pay all legitimate claims for compensation. For the long term, we have committed $500 million to a
10-year independent research programme that will examine the environmental impact of the oil spilled and dispersants
used. BP will continue to help restore the environment and economy of the Gulf, however long that takes.

Second, we resolved to understand what happened on and below the Deepwater Horizon, to apply the lessons learned
and to make our findings available publicly. BP s comprehensive internal investigation concluded that a sequence of
failures involving a number of different parties led to the explosion and fire.

We are implementing the report s recommendations. We have established a powerful safety and operational risk
function, and we have enhanced risk management through the restructuring of our upstream business. We are also
conducting a wide-ranging review of when and how we outsource operations.

Third, we moved to secure the long-term future of BP and our capacity to meet our financial responsibilities in the
Gulf of Mexico. Decisive action was required here because events in the US led to a crisis of confidence in BP within
the financial markets. In response, we made the difficult decision to cancel three dividend payments. We do not
underestimate the effect of this on small and large shareholders alike. However, there is no doubt in my mind that this
action steadied and strengthened our position at a critical point.

I am pleased that we have been able to resume dividend payments promptly. The dividend for the fourth quarter of
2010, to be paid in March 2011, is 7 cents per share (US$0.42 per ADS). The scrip dividend programme approved last
year is in operation once again, and this presents an opportunity to take the dividend in shares or ADSs rather than
cash. We intend to raise the level of the dividend as the company s circumstances and performance improve.

6 BP Annual Report and Form 20-F 2010
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During the year we further reinforced our financial position. Having taken a total pre-tax charge of $40.9 billion in
relation to the accident and spill, we announced our intention to sell up to $30 billion of assets. We have already
secured almost $22 billion. We intend to reduce the net debt ratio to within the range of 10-20%, compared with our
previously targeted range of 20-30%.
We have made significant changes to the board and I want to acknowledge Tony Hayward and Andy Inglis, who have
left the company. Tony stood down as group chief executive on 1 October 2010. The board was saddened to lose
someone whose long-term contribution to BP was so widely admired. Andy Inglis stood down on 31 October 2010.
Andy was a strong leader of Exploration and Production and a significant contributor to the board.
BP is fortunate to have an exceptional successor to the role of group chief executive. Bob Dudley has spent his
working life in the oil industry and has proved himself a robust, successful leader in the toughest circumstances. I am
delighted to be working alongside a man of such substance and experience.
Douglas Flint will be standing down at the annual general meeting in April 2011, having taken up a new role as
chairman of HSBC Holdings plc. Douglas has chaired our audit committee for the past year. DeAnne Julius will be
standing down at the same time, having joined the board in 2001. DeAnne has chaired the remuneration committee
since 2005 and is succeeded in that role by Antony Burgmans. Both DeAnne and Douglas have been immensely
valuable board members. We thank them and wish them both well.
Boards must evolve if they are to engage effectively with new issues and opportunities. We have acted to strengthen
the board of BP to ensure we have the right mix of skills, knowledge and experience as we work to achieve
sustainable success in a fast-changing world. In early 2010 we appointed Paul Anderson and lan Davis as
non-executive directors. We have since made three further non-executive appointments. Admiral Frank L Skip
Bowman is former head of the US Nuclear Navy and was a member of the Baker Panel that reviewed safety at BP s
US refineries. We will benefit from his exceptional experience on safety matters and his knowledge of BP. Brendan
Nelson brings vast financial and auditing experience from KPMG, where latterly he was vice chairman. He is
eminently well qualified to take over the chair of the audit committee following the annual general meeting. Phuthuma
Nhleko will bring deep experience of emerging markets, gained while he was group president and chief executive
officer of multinational telephony company MTN Group.
Clearly, after a very troubled and demanding 12 months, BP is a changed company. As a board we have much to do,
and we are working with the executive team to ensure successful implementation of a refocused strategy built on the
pillars of safety, trust and value creation. Foremost is the need to ensure the right checks and balances are in place
across the company. The full board will continue to maintain close oversight of matters related to safety. And we will
have even greater engagement on the strategic implications of risk.
Looking ahead, we believe that a growing population and rising levels of prosperity will create strong demand for
energy. BP s ability to produce oil and gas from harsh environments means we have a vital contribution to make here.
We will also continue to respond to climate change, and to the prospect of fossil fuels becoming a smaller part of the
energy mix. For these reasons, BP must continue to be a leader in high-quality hydrocarbons today, while developing
the intelligent options we will all rely on tomorrow. Lower-carbon resources remain central to this long-term strategy.
BP is able to help meet the world s growing need for energy, but we can only do this if we have the trust of society. To
achieve this, we must ensure that safety and responsibility are at the heart of everything we do. We must show that we
can be trusted to understand and manage our risks. And we must demonstrate that we respect the environment and the
needs of local communities and society as a whole.
The many strengths of BP are united in our remarkable people, who showed in 2010 that they can rise to the sternest
challenge. I thank them for their efforts.
While we face substantial challenges, shareholders must be in no doubt BP has the determination and strength needed
to restore its reputation and deliver long-term shareholder value. Through its refocused strategy, the company is
working to become more agile and more competitive, with strong emphasis on realizing value rather than building
volume and scale. We will not be afraid to develop new and innovative approaches that redefine the model of an
international oil company, as our recently announced partnerships with Rosneft and Reliance demonstrate.
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I want to end by thanking shareholders for their support. You have been steadfast through one of the most testing
periods in BP s long history. We have learned many lessons about ourselves over the past 12 months, and these will
never be forgotten. I believe we will emerge a stronger, wiser company with a very important role to play, for many
years to come.

Carl-Henric Svanberg

Chairman
2 March 2011
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Group chief

executive s letter

Dear fellow shareholder

The tragic events of 2010 will forever be written in the memory of this company and the people who work here. The
explosion and fire on the Deepwater Horizon rig shocked everyone within BP, and we feel great sadness that 11
people died. We are deeply sorry for the grief felt by their families and friends. We know nothing can restore the loss
of those men.

The accident on 20 April 2010 turned into an unprecedented oil spill with deep consequences for jobs, businesses,
communities, the environment and our industry. From this grew a corporate crisis that threatened the very existence of
the company. And it all started in a part of the world that s very close to my heart. I grew up in Mississippi, and spent
summers with my family swimming and fishing in the Gulf. I know those beaches and waters well. When I heard
about the accident I could immediately picture how it might affect the people who live and work along that coast.

Yet, just days before the accident, I had been reflecting on the progress made by BP. The company had put safe and
reliable operations at the centre of everything, and we had turned a corner on financial performance. Then came the
unthinkable. A subsea blowout in deep water was seen as a very, very low-probability event, by BP and the entire
industry  but it happened.

Following the accident, a search-and-rescue operation was carried out by the rig s owner, Transocean, together with
BP and the US Coast Guard. This continued for four days and covered 5,000 square miles. On 22 April 2010 the
Deepwater Horizon sank, and a major oil spill response was activated. At its peak this involved the mobilization of
some 48,000 people, the deployment of around 2,500 miles of boom and the co-ordination of more than 6,500 vessels.
Field operations brought together experts from key agencies, organizations and BP. Thousands of our people flew in
from around the world and stayed and worked for weeks and months. Nearly 500 retirees from BP America called up
to say they wanted to help. This was an extraordinary response.

As the response developed, the problems grew in complexity and scale. Tackling the leak on the seabed demanded
groundbreaking technical advances and dauntless spirit. We also found ourselves in the midst of intense political and
media scrutiny. We received incredible support and faced tremendous criticism, but our priorities remained clear
provide support to the families and friends of those 11 men who died, stop the leak, attack the spill, protect the shore,
support all the people and places affected. We also committed to carry out an immediate and detailed internal
investigation.

As a responsible party, under the Oil Pollution Act, we knew we would face wide-ranging claims and potential fines,
but we resolved to go beyond what the law required of us. We made swift payments to support local economies, and
gave a total of $138 million in direct state grants during 2010, which included behavioural health programmes. We set
up the $20-billion Deepwater Horizon Oil Spill Trust to meet individual, business, government, local and state claims,
and natural resource damages. We provided $500 million for the Gulf of Mexico Research Initiative, which is funding
independent research to investigate impacts on affected ecosystems. And we contributed to a $100-million fund to
support rig workers hit by the drilling moratorium.

To meet our financial commitments, we announced the sale of up to $30 billion in assets and, by the end of 2010, had
agreed to $22 billion of disposals. We have also cut back on discretionary capital spending and secured additional
credit lines. The sound underlying performance across our business continues to give us a solid foundation, and speaks
volumes for the inner strengths of BP and our people.

As part of our response, we took the decision to cancel further dividends in 2010. While we know that many
shareholders rely on their regular payments, we also had to protect the company and secure its long-term future. The
board of BP took this decision with a heavy heart, but I believe it was the right thing to do in truly exceptional
circumstances.

Our investigation report was published on 8 September 2010, and found that no single factor caused the accident. The
report stated that decisions made by multiple companies and work teams contributed to the accident, and these arose
from a complex and interlinked series of mechanical, human judgement, engineering design, operational
implementation and team interface failures.
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We have accepted and are implementing the report s recommendations. We are also sharing what we have learned with
governments and others in our industry, and we are co-operating with a series of other investigations, inquiries and
hearings.

2010 stands as an inflexion point for BP and our industry, and it is right that we should help lead the development of
better ways to operate in deep water. Good risk identification and management is integral to becoming safer, and we

are working with governments, service contractors and industry peers to take risk management and equipment design

to the next level. Within BP, we have introduced more layers of protection and resilience, with our new safety and
operational risk function empowered to intervene in any operation. To enhance our specialist expertise and risk
management, we have re-organized our upstream business into three divisions Exploration, Developments and
Production. To encourage excellence in risk management throughout the organization,

10 BP Annual Report and Form 20-F 2010
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we are reviewing how we incentivize and reward people. And to think hard about what was previously unthinkable,
we are looking further afield for insight and wisdom. I have spent time with experts from the nuclear and chemicals
industries, and I am convinced that we in the energy industry have much to learn from them and others. We must take
what we learn and embed it deep in the fabric of our organization.

Part of BP s task right now is to show we can be trusted to handle the industry s most demanding jobs, including
exploration and production in deep water. Around 7% of the world s oil supplies come from this source, and we expect
this will rise to nearly 10% by 2020. We are one of only a handful of companies with the financial and technological
strengths needed to operate in these geographies. Before April 2010, BP had drilled safely in the deep waters of the
Gulf of Mexico for 20 years. The governments of Egypt, China, Indonesia, Azerbaijan and the UK have shown
confidence in our ability to operate safely at depths, having signed new deepwater drilling agreements with us in the
second half of 2010.

It is important to remember why companies such as BP have to take on the risks they do. Around 40 years ago,
international oil companies had access to the majority of the world s oil reserves. Today these companies can access a
much smaller share. This still provides substantial opportunities for value creation, but reaching many of those
reserves requires us to overcome severe physical, technical, intellectual and geopolitical challenges. Global energy
demand continues to rise, so the world needs BP and others to meet these challenges in an environmentally sustainable
way. In doing this, we can never eliminate every hazard, but we can become an industry leader in understanding and
limiting risk. That s our goal.

Clearly, one of the consequences of the events of 2010 was a substantial loss of value and returns for our shareholders.
I am pleased that we have been able to resume dividend payments, and our intention is to grow the dividend level in
line with the company s improving circumstances. We are now taking action to create and realize greater value. We are
increasing our investment in exploration, which is one of our distinctive strengths.

We are gaining access to a wide range of new upstream resource opportunities, and already have 32 project start-ups
planned between now and 2016. We are taking an even more active approach to buying, developing and selling
upstream assets, with a focus on maximizing returns rather than building volume. And we are divesting roughly half
of our US refining capacity, so we can focus downstream investments on refining positions and marketing businesses
where we have competitive advantage. This builds on the success BP s Refining and Marketing business has achieved
in driving itself back to significantly improved performance and returns over the past few years.

In short, BP is moving swiftly to address its weaknesses and build on its strengths. While doing this we will not
hesitate to go beyond the conventional business model of an international oil company. Since 2003 we have had a
strong alliance onshore in Russia with TNK-BP. In January 2011 we announced our Arctic alliance with Rosneft,
which further shows our strategy in action. Pending completion?, this is expected to be the first major equity-linked
partnership between a national and international oil company, with an agreement with Rosneft to receive 5% of BP s
ordinary voting shares in exchange for approximately 9.5% of Rosneft s shares. Under the agreement, Rosneft and BP
will seek to form a joint venture to explore and, if successful, develop three licence blocks in the South Kara Sea an
area roughly equivalent in size and prospectivity to the UK North Sea. BP and Rosneft have also agreed to establish

an Arctic technology centre in Russia, which will work with research institutes, design bureaus and universities to
develop technologies and engineering practices for the safe extraction of hydrocarbon resources from the Arctic shelf.

2 On 1 February 2011 the English High Court granted an interim injunction restraining BP from taking any further
steps in relation to the Rosneft transactions pending the outcome of arbitration proceedings. See Note 6 Events after
the reporting period.

In February 2011 we announced a second historic agreement. This will, subject to completion, see BP and Reliance

work together across the gas value chain in the fast-growing Indian market. This major strategic alliance will combine

BP s deepwater capabilities with Reliance s project management and operations expertise.

BP is also partnering with another organization, Husky Energy, to develop a further important resource of energy

Canada s oil sands. These represent the second largest reserves in the world after the oilfields of Saudi Arabia. We will

work with this resource in a way that fits with our long-term responsibilities and objectives, using steam assisted
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gravity drainage to extract the oil, and an efficient, integrated system to transport it. Our approach will have a
relatively small footprint and should not be confused with opencast mining we will not engage in mining. On a
well-to-wheel basis, greenhouse gas emissions from Canadian oil produced this way are expected to be slightly higher
than those from conventional crudes imported to North America.

Along with providing the hydrocarbons required over coming years, we are helping to build the sustainable options
needed to meet growing demand for lower-carbon energy. Our natural gas operations will help to provide a
lower-carbon bridge from oil and coal to renewables. We are building a material business to produce biofuels in
Brazil, the US and the UK. We are becoming a leading player in wind energy. We have a long-established solar
business. And we have made substantial investments in carbon-capture-and-storage technology. Lower-carbon
resources are the fastest-growing sector in the energy market, and BP intends to develop its portfolio in step with this
growth.

As to the immediate future, I expect 2011 to be a year of consolidation for BP, as we focus on completing our
previously announced divestment programme, meeting our commitments in the US and bringing renewed rigour to the
way we manage risk. There will also be an increasing emphasis on value over volume, as we sharpen our strategy and
reshape the company for growth.

Looking back over recent days and months, our thoughts return to the men who lost their lives, to those who were
injured and to the communities hit hard by the spill. I have heard people ask Does BP getit? Residents of the Gulf, our
employees and investors, governments, industry partners and people around the world all want to know whether we
understand that a return to business-as-usual is not an option. We may not have communicated it enough at times, but
yes, we get it. Our fundamental purpose is to create value for shareholders, but we also see ourselves as part of
society, not apart from it. Put simply, our role is to find and turn energy resources into financial returns, but by doing
that in the right way we can help create a prosperous and sustainable future for everyone. This is what people
rightfully expect of BP. This is what will inspire and drive us over the next 12 months and far into the future.

Bob Dudley

Group Chief Executive
2 March 2011
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Safety

Personal safety reported recordable injury frequency
Reported recordable injury frequency (RIF) measures the number of reported work-related incidents that result in a
fatality or injury (apart from minor first aid cases) per 200,000 hours worked.

In 2010 our workforce RIF, which includes employees and contractors combined, was 0.61, compared with 0.34 in
2009 and 0.43 in 2008. The nature of the Gulf Coast response effort resulted in personal safety incident rates
significantly higher than in other BP operations.

People

Employee satisfaction (%)
The overall Employee Satisfaction Index comprises 10 key questions that provide insight into levels of employee
satisfaction across a range of topics, such as pay and trust in management. We use a sample-based approach to achieve
a representative view of BP.

Our 2010 employee survey was delayed to allow for organizational changes to be reflected in the survey
construction, with the survey expected to be carried out in summer 2011.

Process safety oil spills
We report all spills of hydrocarbons greater than or equal to one barrel (159 litres, 42 US gallons). We include spills
that were contained, as well as those that reached land or water.

In 2010 there were 261 oil spills of one barrel or more, including the Gulf of Mexico oil spill. We are taking
measures to strengthen mandatory safety-related standards and processes, including operational risk and integrity
management.

Number of employees? (thousands)
Employees include all individuals who have a contract of employment with a BP group entity.

In 2007 we began a process of making BP a simpler, more efficient organization. Since then our total number of
employees has reduced by approximately 18,000, including around 9,200 in our non-retail businesses.

Process safety  loss of primary containment
Loss of primary containment is the number of unplanned or uncontrolled releases of material, excluding
non-hazardous releases, such as water from a tank, vessel, pipe, railcar or other equipment used for containment or
transfer.

BP is progressively moving towards this as one of the key indicators for process safety, as we believe it provides a
more comprehensive and better performance indicator of the safety and integrity of our facilities than oil spills alone.

Environment greenhouse gas emissiorfs
(million tonnes of carbon dioxide equivalent)
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We report greenhouse gas (GHG) emissions on a CO,-equivalent basis, including CO, and methane. This represents
all consolidated entities and BP s share of equity-accounted entities, except TNK-BP. We have not included any
emissions from the Gulf of Mexico oil spill and the response effort due to our reluctance to report data that has such a
high degree of uncertainty.

We aim to manage our GHG emissions through a focus on operational energy efficiency and reductions in flaring
and venting.

Diversity and inclusion (%)
Each year we record the percentage of women and individuals from countries other than the UK and US among BP s
top leaders. The number of top leaders in 2010 was 482, compared with 492 in 2009 and 583 in 2008.

BP has maintained the percentage of female leaders in 2010 and remains focused on building a more sustainable
pipeline of diverse talent for the future.

12 BP Annual Report and Form 20-F 2010
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Performance

Production (thousand barrels of oil equivalent per day)
We report crude oil, natural gas liquids (NGLs) and natural gas produced from subsidiaries and equity-accounted
entities. These are converted to barrels of oil equivalent (boe) at 1 barrel of NGL = 1boe and 5,800 standard cubic feet
of natural gas = 1boe.

Reported production in 2010 was 4% lower than in 2009, due to the effect of entitlement changes in our
production-sharing agreements, the effect of acquisitions and disposals, and the impact of events in the Gulf of
Mexico.

Replacement cost profit (loss) per ordinary share (cents)
Replacement cost profit (loss) reflects the replacement cost of supplies. It is arrived at by excluding from profit
inventory holding gains and losses and their associated tax effect. Replacement cost profit for the group is the
profitability measure used by management. It is a non-GAAP measure. See page 23 for the equivalent measure on an
IFRS basis.

In 2010 we recorded a replacement cost loss primarily driven by a $40.9-billion pre-tax charge in relation to the
Gulf of Mexico incident.

Reserves replacement ratio? (%)
Proved reserves replacement ratio (also known as the production replacement ratio) is the extent to which production
is replaced by proved reserves additions. The ratio is expressed in oil equivalent terms and includes changes resulting
from revisions to previous estimates, improved recovery and extensions, and discoveries.

Our reserves replacement ratio in 2010 exceeded 100% once again. We continue to drive renewal through new
access, exploration, targeted acquisitions and a strategic focus on increasing resources from fields we currently
operate.

Dividends paid per ordinary share
This measure shows the total dividend per share paid to ordinary shareholders in the year.

In June 2010 the BP board reviewed its dividend policy in light of the Gulf of Mexico incident, and the agreement
to establish a $20-billion trust fund, and decided to cancel ordinary share dividends in respect of the first three
quarters of 2010.

Refining availability (%)
Refining availability represents Solomon Associates operational availability, which is defined as the percentage of the
year that a unit is available for processing after subtracting the annualized time lost due to turnaround activity and all
planned mechanical, process and regulatory maintenance downtime.

Refining availability continued its increasing trend in 2010, with the biggest contributor being the restoration of
our Texas City refinery.

Operating cash flow ($ billion)

Operating cash flow is net cash flow provided by operating activities, from the group cash flow statement. Operating
activities are the principal revenue-generating activities of the group and other activities that are not investing or
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financing activities.
The reduction in operating cash flow primarily reflected the impacts of the Gulf of Mexico incident.

Total shareholder return (%)
Total shareholder return represents the change in value of a shareholding over a calendar year, assuming that
dividends are re-invested to purchase additional shares at the closing price applicable on the ex-dividend date.

Total shareholder returns in 2010 were significantly impacted by the cancellation of dividend payments and the fall
in share price brought about by the events in the Gulf of Mexico.

BP Annual Report and Form 20-F 2010 13
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Group overview

Our organization

BP is one of the world s leading international oil and gas companie8.We operate or market our products in more than
80 countries, providing our customers with fuel for transportation, energy for heat and light, retail services and
petrochemicals products for everyday items.

As a global group, our interests and activities are held or operated through subsidiaries, jointly controlled entities or
associates established in  and subject to the laws and regulations of many different jurisdictions. These interests and
activities covered two business segments in 2010: Exploration and Production and Refining and Marketing. BP s
activities in low-carbon energy are managed through our Alternative Energy business, which is reported within Other
businesses and corporate.

Exploration and Production s activities include oil and natural gas exploration, field development and production;
midstream transportation, storage and processing; and the marketing and trading of natural gas, including liquefied
natural gas (LNG), together with power and natural gas liquids (NGLs). During the fourth quarter of 2010, as part of
our wider response to the Gulf of Mexico incident, we decided to reorganize our Exploration and Production segment
to create three global functional divisions: Exploration, Developments, and Production, integrated through a Strategy
and Integration organization. This is designed to fundamentally change the way the segment operates, with a
particular

2 On the basis of market capitalization, proved reserves and production.

focus on managing risk, delivering common standards and processes and building personnel and technological
capability for the future. The Exploration division is accountable for renewing our resource base through access,
exploration and appraisal activities. The Developments division is accountable for the safe and compliant execution of
wells (drilling and completions) and major projects. The Production division is accountable for safe and compliant
operations, including upstream production assets, midstream transportation and processing activities, and the
development of our resource base. Divisional activities are integrated on a regional basis by a regional president
reporting to the Production division.

Refining and Marketing s activities include the supply and trading, refining, manufacturing, marketing and
transportation of crude oil, petroleum and petrochemicals products and related services. The segment comprises a
number of strategic performance units (SPUs), which are organized along either geographic or activity-related lines.
Each SPU is of a scale that allows for a close focus on performance delivery, starting with safety, and includes the
appropriate management of operating and financial parameters.

Our group functions and regions support the work of our segments and businesses. The key objectives of the functions
are to establish and monitor fit-for-purpose functional standards across the group; to act as centres of deep functional
expertise; to access significant leverage with third-party suppliers; and to establish and maintain capabilities among
the functional staff employed within our operating businesses. In addition, the head of each region provides the
required cross-segment integration and co-ordination of group activities in a particular geographic area and represents
BP to external parties.

In June 2010, following the Gulf of Mexico incident, we established the Gulf Coast Restoration Organization
(GCRO) and subsequently equipped it with dedicated resources and capabilities to manage all aspects of our response
to the accident. This organization reports directly to the group chief executive and is overseen by a specific new board
committee.

Among the changes we have made following the Gulf of Mexico incident, we have redefined and strengthened the
scope and accountabilities of the group function for safety and operations, creating an enhanced, independent Safety
and Operational Risk (S&OR) function, to oversee and audit the company s operations around the world. The function
has its own expert staff embedded in BP s operating units, including exploration projects
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and refineries, with defined intervention rights with respect to BP s technical and operational activities. The function
reports directly to the group chief executive and aims to provide assurance that BP s operations are carried out to
common standards, and audits conformance to those standards.

The significant subsidiaries of the group at 31 December 2010 and the group percentage of ordinary share capital (to
the nearest whole number) are set out in Financial statements Note 46 on pages 220-221. See Financial statements
Notes 25 and 26 on pages 183 and 184 respectively for information on significant jointly controlled entities and
associates of the group.

On 14 January 2011, BP and Rosneft Oil Company (Rosneft) announced that they had agreed a strategic global
alliance. BP and Rosneft have agreed to seek to form a joint venture to explore and, if successful, develop three
licence blocks on the Russian Arctic continental shelf. BP and Rosneft have entered into a related share swap
agreement whereby, upon completion, BP will receive approximately 9.5% of Rosneft s shares in exchange for BP
issuing new ordinary shares to Rosneft with an aggregate value of approximately $7.8 billion (as at close of trading in
London on 14 January 2011), resulting in Rosneft holding 5% of BP s ordinary voting shares. See Legal proceedings
on page 133 for information on an interim injunction, granted by the English High Court on 1 February 2011
restraining BP from taking any further steps in relation to the Rosneft transactions pending the outcome of arbitration
proceedings.

On 21 February 2011, Reliance Industries Limited and BP announced that they intend to form an upstream joint
venture in which BP will take a 30% stake in 23 oil and gas production-sharing contracts that Reliance operates in
India, including the producing KG D6 block, and form a 50:50 joint venture for the sourcing and marketing of gas in
India. BP will pay Reliance Industries Limited an aggregate consideration of $7.2 billion, and completion adjustments,
for the interests to be acquired in the 23 production-sharing contracts. Future performance payments of up to $1.8
billion could be paid based on exploration success that results in development of commercial discoveries. Reliance
will continue to be the operator under the production-sharing contracts. Completion of the transactions is subject to
Indian regulatory approvals and other customary conditions.

Where we operate

BP s worldwide headquarters is in London. The UK is a centre for trading, legal, finance and other business functions
as well as three of BP s major global research and technology groups.

We have well-established operations in Europe, the US, Canada, Russia, South America, Australasia, Asia and parts
of Africa. Currently, around 68% of the group s fixed assets are invested in Organization for Economic Co-operation
and Development (OECD) countries, with around 42% of our fixed assets located in the US and around 20% in
Europe.

Our Exploration and Production segment included upstream and midstream activities in 29 countries in 2010
including Angola, Azerbaijan, Canada, Egypt, Norway, Russia, Trinidad &Tobago (Trinidad), the UK, the US and
other locations within Asia, Australasia, South America, North Africa and the Middle East. Our Exploration and
Production segment also includes gas marketing and trading activities, primarily in Canada, Europe and the US. In
Russia, we have an important associate through our 50% shareholding in TNK-BP, a major oil company with
exploration assets, refineries and other downstream infrastructure.

In Refining and Marketing, we market our products in more than 70 countries, with a particularly strong presence in
Europe and North America, and also manufacture and market our products across Australasia, in China and other parts
of Asia, Africa and Central and South America. In the US, we own or have a share in five refineries and market fuel
primarily under the ARCO and BP brands. See Refining and Marketing (Our strategy) on page 55 for further
information on forthcoming portfolio changes in the US. In Europe, we own or have a share in seven refineries and we
market extensively across the region, primarily under the Aral and BP fuel brands. Our long-established supply and
trading activity is responsible for delivering value across the crude and oil products supply chain. Our petrochemicals
business maintains a manufacturing position globally, with an emphasis on growth in Asia. Our lubricants business
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blends and markets lubricants globally, primarily under the Castrol brand, and is a growing business through market
growth and the development of new products. We continue to seek opportunities to broaden our activities in growth
markets such as China and India.
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Our market

Energy markets in 2010 continued to recover from the impact of the global economic recession. Looking ahead, the
long-term outlook is one of growing demand for energy?, particularly in Asia, and of challenges for the industry in
meeting this demand. Rising incomes and expanding urban populations are expected to drive demand, while the
evolution towards a lower-carbon economy will require technology, innovation and investment.

World oil consumption rebounded in 2010, with continued robust growth in China and other non-OECD countries and
the first increase among OECD countries since 2005. Average crude oil prices in 2010 were higher than in the
previous year. Average natural gas prices also increased in 2010. Refining margins stabilized as oil product demand
recovered.

Economic context

The world economy continued to recover in 2010. We expect slower global growth in 2011, led by emerging
economies, with developed countries lagging behind because of the need to deal with their internal imbalances.
Energy demand, and in particular oil demand, follows this overall economic pattern, recovering strongly in 2010 but
facing more challenging conditions as we move into 2011, especially in OECD markets.

Concerns about the volatility of commodity and financial markets, combined with renewed focus on climate change
and the early experiences with efforts to reduce CO, emissions in the EU and elsewhere, have led to an increased
focus on the appropriate role for markets, government oversight and other policy measures relating to the supply and
consumption of energy. We expect regulation and taxation of the energy industry and energy users to increase in many
areas over the short to medium term.

Crude oil prices

Dated Brent for the year averaged $79.50 per barrel, about 29% above 2009 s average of $61.67 per barrel. Prices
traded in a relatively narrow band of $70-80 per barrel for most of the year before rising in the fourth quarter. Prices
exceeded $90 per barrel in December, the highest level since October 2008.

Global oil consumption rebounded sharply, reflecting a recovery in the global economy and several one-time factors,
rising by roughly 2.8 million b/d for the year (3.3%)¢, the largest annual increase since 2004. Growth was
broadly-based, with the largest (volumetric) increases seen in China and the US. The relative stability in crude oil
prices for much of the year reflected the stability of OPEC crude oil supply, as OPEC members sustained the
production cuts implemented in late 2008 throughout 2010, with crude production averaging roughly 2 million b/d
below the 2008 level. Commercial oil inventories in the OECD remained high for much of the year before falling as
the global supply-balance began to tighten and prices began to rise later in the year.

The rebound in oil prices in 2010 followed a decline in 2009  the first since 2001. Global oil consumption in 2009
reflected the economic slowdown, falling by roughly 1.2 million b/d for the year (1.7%)9, the largest annual decline
since 1982. The biggest reductions were early in the year, with OECD countries accounting for the entire global
decline. Crude oil prices rose sharply in the second quarter in response to sustained OPEC production cuts and
emerging signs of stabilization in the world economy, despite very high commercial oil inventories in the OECD.
OPEC members cut crude oil production by roughly 2.5 million b/d® in 2009.

We expect oil price movements in 2011 to continue to be driven by the pace of global economic growth and its
resulting implications for oil consumption, and by OPEC production decisions.

2 BP Energy Outlook 2030.

b See footnote e on page 56.

¢ QOil Market Report 10 February 2011 © OECD/IEA 2011, page 4, first paragraph.
d BP Statistical Review of World Energy June 2010.

¢ Qil Market Report 10 February 2011 © OECD/IEA 2011, Table 1, page 59.
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Natural gas prices
Natural gas prices strengthened in 2010, but were volatile. The average US Henry Hub First of Month Index rose to
$4.39/mmBtu, a 10% increase on the depressed prices in 20009.
Gas consumption recovered across the world along with the economy. In the US, a cold start in 2010, followed by a
hot summer and low temperatures towards the end of the year also contributed to demand strength. Yet domestic
production growth of shale gas in particular continued apace and limited price rises. Henry Hub gas prices stayed
below coal parity in US power generation from the summer, leading to the displacement of coal by gas. The
differentials of production area prices to Henry Hub prices continued to narrow as pipeline bottlenecks were reduced.
In Europe, spot gas prices at the UK National Balancing Point increased by 38% to an average of 42.45 pence per
therm for 2010. Yet plentiful global LNG supply kept spot gas prices below oil-indexed contract levels for most of the
year, causing competition with contract pipeline supplies and marginal European gas production. UK spot gas prices
only attained contract price levels in December as cold weather caused rapid inventory draw-downs.
The rise in prices followed sharp declines in 2009. The recession and strong production had caused the average Henry
Hub First of Month Index to fall in 2009 by 56% to $3.99/mmBtu  the lowest level since 2002. In the UK, National
Balancing Point prices averaged 30.85 pence per therm 47% below the record prices of 58.12 pence per therm in
2008.
In 2011, we expect gas markets to continue to be driven by the economy, weather, domestic production trends and
significant growth of global LNG supply.
Refining margins
Refining margins were slightly higher in 2010 as demand for oil products recovered strongly in line with the
economic bounce-back from recession. Globally, oil demand grew at the fastest rate since 2004. New refining
capacity continued to commission, but the strong demand recovery meant that unused refining capacity fell for the
first time since 2005. The BP global indicator refining margin (GIM)?2 averaged $4.44 per barrel, up 44 cents per
barrel compared with 2009.
Margins in the Far East improved the most but continued to struggle averaging $1.63 per barrel in Singapore as new
refining capacity continued to be added in the region. Margins also rose in both the North West Europe and the
Mediterranean but European margins overall remained well below 2008 levels. Margins in the US were relatively
unchanged, up slightly on the West and Gulf coasts but down in the Midwest.
Refining margins fell sharply in 2009 as demand for oil products collapsed in the wake of the global economic
recession and as new refining capacity came onstream. The premium for light products above fuel oils reduced as
demand for transport fuels fell along with the reduction in economic activity, compressing margins even for fully
upgraded refineries.
Looking ahead, refiners are likely to continue to operate with excess capacity globally, although near-term
supply-demand fundamentals appear broadly in balance. From 2011, we will be reporting a new refining indicator
margin, replacing the GIM, which we call the refining marker margin (RMM). This adopts a basis that we believe is
more closely related to the approach used by many of our competitors. (See Refining and Marketing on page 55 for
further information on RMM.)

2 See footnote e on page 56.
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Long-term outlook

Over the long term, global demand for primary energy is expected to continue to grow, but less rapidly than the global
economy. Growing energy demand is underpinned by continuing population growth and by generally rising living
standards in the developing world, including the expansion of urban populations. These drivers of energy demand
growth are to some extent offset by efforts to improve efficiency in both the conversion and use of energy.

Global energy demand is projected to increase by around 40% between 2010 and 20302. Fossil fuels are expected still
to be satisfying as much as 80% of the world s energy needs in 2030. At current rates of consumption, the world has
enough proved reserves of fossil fuels to meet these requirements® if investment is permitted to turn those reserves
into production capacity. For example, in oil alone, there are reserves in place to satisfy approximately 45 years
demand at current rates of consumption®. However, to meet the potential growth in demand, continued investment in
new technology will be required to boost recovery from declining fields and commercialize currently inaccessible
resources. To play their part in achieving this, energy companies such as BP will need secure and reliable access to
as-yet undeveloped resources. It is estimated that more than 80% of the world s oil reserves are held by Russia, Mexico
and members of OPECP  areas where international oil companies are frequently limited or prohibited from applying
their technology and expertise to produce additional supply. New partnerships will be required to transform potential
resources into proved reserves and eventually into production.

A more diverse mix of energy will also be required to meet this increased demand. Such a mix is likely to include both
unconventional fossil fuel resources such as oil sands, coalbed methane and natural gas produced from shale
formations and renewable energy sources such as biofuels, wind and solar power. Beyond simply meeting growth in
overall demand, a diverse mix would also help to provide enhanced national and global energy security while
supporting the transition to a lower-carbon economy. Improving the efficiency of energy use will also play a key role
in maintaining energy market balance in the future.

Along with increasing supply, we believe the energy industry will be required to make hydrocarbons cleaner and more
efficient to use  particularly in the critical area of power generation, for which the key hydrocarbons are currently coal
and gas. The world has reserves of coal for around 120 years at current consumption rates®, but coal produces more
carbon than any other fossil fuel. Carbon capture and storage (CCS) may help to provide a path to cleaner coal, and
BP is investing in this area, but CCS technologies still face significant technical and economic issues and are unlikely
to be in operation at scale for at least a decade.

In contrast, we believe that in many countries natural gas has the potential to provide the most significant reductions
in carbon emissions from power generation in the shortest time and at the lowest cost. These reductions can be
achieved using technology available today. Combined-cycle turbines, fuelled by natural gas, produce around half the
CO, emissions of coal-fired power, and are cheaper and quicker to build. It is estimated that there are reserves of
natural gas in place equivalent to 63 years consumption at current ratésand they are rising as new skills and
technology unlock new unconventional gas resources. For these reasons, gas is looking to be an increasingly attractive
resource in meeting the growing demand for energy, playing a greater role as a key part of the energy future.

At the same time, alternative energies also have the potential to make a substantial contribution to the transition to a
lower-carbon economy, but this will require investment, innovation and time. Currently, biofuels, wind, solar, and
other modern forms of renewable energy account for less than 2% of total global consumption?. Assuming continuing
policy support and favourable technology trends, these forms of energy are likely to meet around 6% of total energy
demand in 2030%.

If industry and the market are to meet the world s growing demand for energy in a sustainable way, governments will
be required to set a stable and enduring framework. As part of this, governments will need to provide secure access for
exploration and development of fossil fuel resources, define mutual benefits for resource owners and development
partners, and establish and maintain an appropriate legal and regulatory environment, including a mechanism for
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recognizing the cost of carbon.
2 BP Energy Outlook 2030.

b BP Statistical Review of World Energy June 2010. These reserve estimates are compiled from official sources and
other third-party data, which may not be based on proved reserves as defined by SEC rules.
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Our strategy
Delivering stability, restoring trust and value.
2010 has been a very challenging year for BP and there remains much to be done to address the repercussions of the
tragic Gulf of Mexico oil spill. BP is committed to the restoration of the Gulf of Mexico coastline and its
communities. BP will manage its liabilities arising from this deeply regretted accident and is committed to learn and
share the lessons from the incident. Above all, we will work with regulators and industry globally to reduce the risk of
this happening again.
BP s immediate priority beyond the Gulf is to regain the trust of our stakeholders by demonstrating that we understand
and can manage the inherent risks across our whole portfolio. From there, we seek to rebuild value for our
shareholders by re-establishing our competitive position within the sector.
BP believes that we can emerge from the shadow of the Gulf of Mexico incident a safer, more risk-aware business.
Our strategy, which will continue to evolve over 2011, will remain focused on creating value for shareholders through
safe, responsible exploration, development and production of fossil fuel resources because the world needs them; the
manufacture, processing and delivery of better and more advanced products; and participation in the transition to a
lower carbon future.
Our intention is to re-establish all necessary permissions to operate in the deepwater Gulf of Mexico and sustain
business momentum outside of the Gulf; to restore value and growth through a rigorous focus on our portfolio of
high-quality assets; to develop our people to ensure we have the right competencies and behaviours where they are
needed; to learn and implement the lessons from the Gulf of Mexico and rigorously focus on the processes that will
deliver safe and reliable operations and continuous improvement; and do so within a clear, conservative financial
framework.
A safer, more risk-aware business
Our employees, investors, regulators and government partners expect us to put safety and operational integrity above
all other concerns. We intend to build on our existing strengths to systematically manage operating risk by improving
our understanding of risk exposure and taking the appropriate action to mitigate risk. Wherever we operate, we must
embed the disciplined application of standards within BP s operating management system (OMS), as a single
framework for all BP operations. (See Safety on page 68 for further information on our OMS.) We will demand
independent checks and balances at multiple levels to provide better decision making and transparent governance of
standards, capability, compliance and risk management. To effect this we have created a more powerful safety and
operational risk function, independent of the business line and deployed into each operating entity across the BP
portfolio. For further information on our safety priorities and performance, see Corporate responsibility ~ Safety on
pages 68-71.
Fulfilling our commitments and earning back trust following the Gulf of Mexico incident
BP has committed to pay all legitimate claims by individuals, businesses and governments and has established a
$20-billion trust fund, following consultation with the US government, to provide funds for that purpose. In addition,
BP is working with federal and state agencies to assess the nature and extent of the impact on natural resources
resulting from the Gulf of Mexico incident. Based on the assessment, federal and state trustees will prepare plans to
restore, rehabilitate, replace or acquire the equivalent of injured resources under their trusteeship. The Oil Pollution
Act 1990 (OPA 90) provides for restoration to a baseline condition, which is the condition the resources would have
been in if the incident had not occurred. The assessment will also be used to identify any compensation that may be
required for the loss of the resources, prior to restoration.
Reinstating a dividend in line with the circumstances of the company, as part of a conservative financial
framework
BP will continue to invest with the aim of growing the company and shareholder value, sustainably and through the
business cycle. We intend to underpin this with a conservative capital structure, which allows the flexibility to execute
strategy while remaining resilient to the inherent volatility of the business. We will endeavour to actively manage
day-to-day liquidity in order to meet the cash needs of the business, while maintaining the net debt ratio within a
lower range of 10% to 20%. On 1 February 2011, we announced that quarterly dividend payments would resume. The
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quarterly dividend to be paid in March 2011 is 7 cents per share. The board believes this is an affordable and
sustainable level which will allow the company to meet its commitments while continuing to invest in the business for
growth and value.

Delivering the right high-quality portfolio

As part of the response to the Gulf of Mexico incident, we announced and are progressing disposals that are expected
to deliver around $30 billion in proceeds over 2010 and 2011. During 2010, BP has successfully realized premium
values for upstream and downstream assets as part of the programme. See Acquisitions and disposals on page 24. The
disposal programme has been an opportunity to further upgrade and focus our portfolio and we intend to retain a
capacity to reinvest, to acquire assets that enhance strategy and our portfolio on both a planned and an opportunistic
basis through 2011.

BP Annual Report and Form 20-F 2010 19
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The right people, skills, capability and incentivization

It is vital that we develop and deploy people with the skills, capability and determination required to meet our
objectives. There remains, in our industry, a continuing shortage of professionals such as petroleum engineers and
scientists, driven by changing demographics. Nonetheless, we have thus far been successful in building this capacity
and we are committed to building and deploying capability with a strong safety and risk management culture,
including revised reward mechanisms to foster professional pride in engineering, health, safety, security, the
environment and operations.

The creation of a more powerful S&OR function represents a significant change that will strengthen our processes and
capabilities in safety and risk management. In Exploration and Production, we have reorganized the segment into
three functional divisions Exploration, Developments and Production each of which reports directly to the group
chief executive. The intent is clear, to focus expertise and capability on a more concentrated asset base to reduce
operational risk and deliver long-run sustainable improvement. In each division and across the rest of the group we
will continue to develop group leadership and senior management teams, and focus recruitment on individuals with
strong operational and technical expertise.

Focus on exploration and high-quality earnings

Through our strategy we aim to deliver value growth for shareholders by investing in our Exploration and Production
business and safer operations everywhere, while at the same time enhancing efficiency and growing high-quality
earnings and returns throughout all our operations.

In Exploration and Production, our priority is to ensure safe, reliable and compliant operations worldwide. Our
strategy is to invest to grow long-term value by continuing to build a portfolio of enduring positions in the world s key
hydrocarbon basins with a focus on deepwater, gas (including unconventional gas) and giant fields. Our strategy is
enabled by continuously reducing operating risk, strong relationships built on mutual advantage, deep knowledge of
the basins in which we operate, and technology, together with building capability along the value chain in
Exploration, Developments and Production.

We are increasing investment in Exploration, a key source of value creation at the front end of the value chain, and we
are evolving the nature of our relationships, particularly with national oil companies. We will also continue to actively
manage our portfolio, with a focus on value growth.

In Refining and Marketing, our strategy is to hold a portfolio of quality, efficient and integrated manufacturing and
marketing positions underpinned by safe operations, leading technologies and strong brands. We will continue to
access market growth opportunities in the emerging markets and intend to grow our international businesses. Over
time we expect to shift capital employed from mature to high-growth regions.

In Alternative Energy, our strategy is to build material low-carbon energy businesses that are aligned with BP s core
capabilities. In biofuels we are building advantaged positions in low-cost sustainable feedstocks such as Brazilian
sugar cane, the lignocellulosic conversion of energy grasses in the US and the development of advantaged fuel
molecules such as biobutanol. In the low-carbon power business we are building out our US wind portfolio and
continue to grow our solar business. We continue to develop our capability in carbon capture and storage.

Leveraging technology as we look further ahead

As discussed under Our market on pages 16-18 of this report, we expect that the world will require a more diverse
energy mix as the basis for a secure supply of energy over time. We intend to play a central role in meeting the world s
continued need for hydrocarbons, with our Exploration and Production and Refining and Marketing activities
remaining at the core of our strategy. We are also creating long-term options for the future in new energy technology
and low-carbon energy businesses. We believe that this focused portfolio has the potential to be a material source of
value creation for BP (see pages 61-62). We are also enhancing our capabilities in natural gas, which may prove to be
a vital source of relatively clean energy during the transition to a lower-carbon economy and beyond. We intend to
lead, support and shape this transition while working to achieve sector-leading levels of return for shareholders.
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Our performance
Performance in 2010 was overshadowed by the well blowout and subsequent oil spill in the Gulf of Mexico. Beyond
this tragic event, the ongoing underlying performance of the group was strong.
Safety
In April 2010, following a well blowout in the Gulf of Mexico, an explosion and fire occurred on the
semi-submersible rig Deepwater Horizon, resulting in the tragic loss of 11 lives and a major oil spill. There were three
other contractor fatalities during 2010. We deeply regret the loss of these lives and the impact from the oil spill. (See
Gulf of Mexico oil spill on page 34 for more information on the Deepwater Horizon accident.)
Our priority remains to have safe, reliable and compliant operations worldwide. We have set up a more powerful
safety and operational risk function. As an immediate step, we have reinforced the link between safety performance
and reward in the fourth quarter of 2010. Other programmes are now under way, including a review of contractor
management and a fresh look at how we manage risk systematically across BP.
We also continued to embed our OMS within the group, with all of our operating sites transitioning to the system by
the end of February 2011.
Recordable injury frequency (RIF, a measure of the number of reported injuries per 200,000 hours worked) was 0.61
in 2010, compared with 0.34 in 2009 and 0.43 in 2008. The increase in 2010 was significantly impacted by the
number of incidents arising in the response effort for the Gulf of Mexico oil spill, which resulted in significantly
higher personal safety incident rates than for other BP operations.
The number of oil spills greater than one barrel was 261 in 2010 compared with 234 in 2009 and 335 in 2008. The
volume spilled was dominated by the Gulf of Mexico incident. See Oil spill and loss of containment in Safety on page
68.
Our greenhouse gas (GHG) emissions? were 64.9Mte in 2010, compared with 65.0Mte in 2009. We have not included
any emissions from the Gulf of Mexico incident and the response effort due to our reluctance to report data that has
such a high degree of uncertainty.
People
During 2010, we continued to focus on increasing the level of specialist skills and expertise across the workforce. The
exceptional response to the oil spill was a reassuring example of the capabilities and commitment of our staff.
The total number of non-retail staff was broadly stable in 2010, adjusting for staff reductions associated with asset
disposals. Total non-retail recruitment was around 8,000. This was offset by around 7,700 staff leaving the company
plus a further 2,300 staff leaving associated with asset disposals. The total number of employees (including retail
staff) was 79,700 at the end of 2010.

2 See footnote a in Environment on page 72.

b See Exploration and Production  proved reserves replacement on page 42 for more detailed information on reserves
replacement for subsidiaries and equity-accounted entities.

¢ Refining availability represents Solomon Associates operational availability, which is defined as the percentage of
the year that a unit is available for processing after subtracting the annualized time lost due to turnaround activity
and all planned mechanical, process and regulatory maintenance downtime.
Operating and financial performance
Our results in 2010 were greatly impacted by the charge recorded for the Gulf of Mexico oil spill incident. Steps were
taken to strengthen the balance sheet, including a programme of asset disposals, with very good progress made. Cash
and cash equivalents at the end of 2010 was $18.6 billion and the net debt ratio was 21%.
Notable achievements in 2010 include:
Exploration and Production
Replacing more than 100% of our proved reserves, excluding acquisitions and disposals, on a combined basis of
subsidiaries and equity-accounted entities®.
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Taking final investment decisions on 15 projects, with an expected total BP net capital investment of $20 billion.
Increasing production for the Rumaila field in Southern Iraq by more than 10% above the rate initially agreed
between the Rumaila Operating Organization partners and the Iraqi Ministry of Oil in December 2009. This

significant milestone means that BP and its partners became eligible for service fees from the first quarter of 2011.

Accessing new resources across the globe in Azerbaijan, China, the Gulf of Mexico, Indonesia, onshore North
America and the UK.

Making the Hodoa discovery in Egypt, the first Oligocene deepwater discovery in the West Nile Delta.
TNK-BP increasing its production by 2.5% in 2010 compared with 2009.
Securing agreements to dispose of almost $22 billion of non-core assets in line with our plans following the Gulf
of Mexico oil spill.

Refining and Marketing
Improving overall financial performance delivery, primarily driven by strong operational performance across all of
our businesses, the continuation of our programme to deliver further efficiencies and a more favourable refining

environment.

Achieving a Solomon refining availability® of 95.0%, which is an increase of 1.4 percentage points compared with
2009.

Achieving record volumes in petrochemicals and strong lubricants performance.
Making significant progress in the Whiting refinery modernization project.

Starting commercial production at our new joint venture acetyls plant in Nanjing, China.
Castrol s sponsorship of the 2010 FIFA World Cup in South Africa.

Successfully exiting from our convenience retail business in France.

Completing the divestment of several packages of non-strategic terminals and pipelines in the US East of Rockies
and West Coast.

Selling our 15% interest in Ethylene Malaysia Sdn Bhd (EMSB) and 60% interest in Polyethylene Malaysia Sdn
Bhd (PEMSB) to Petronas.
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Oil and natural gas production and net proved reserves?

Crude oil production for subsidiaries (thousand barrels per day)

Crude oil production for equity-accounted entities (thousand barrels per day)
Natural gas production for subsidiaries (million cubic feet per day)

Natural gas production for equity-accounted entities (million cubic feet per day)
Estimated net proved crude oil reserves for subsidiaries (million barrels)P
Estimated net proved crude oil reserves for equity-accounted entities

(million barrels)©

Estimated net proved bitumen reserves for equity-accounted entities

(million barrels)

Estimated net proved natural gas reserves for subsidiaries (billion cubic feet)d
Estimated net proved natural gas reserves for equity-accounted entities
(billion cubic feet)e

2010

1,229
1,145
7,332
1,069
5,559

4,971

179
37,809

4,891

2009
1,400
1,135
7,450
1,035
5,658

4,853

40,388

4,742

2008
1,263
1,138
7,277
1,057
5,665

4,688

40,005

5,203

2007
1,304
1,110
7,222

921
5,492

4,581

41,130

3,770

2006
1,351
1,124
7,412
1,005
5,893

3,888

42,168

3,763

2 Crude oil includes natural gas liquids (NGLs) and condensate. Production and proved reserves exclude 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 option and ability to make lifting and sales arrangements independently, and include minority

interests in consolidated operations.

b Includes 22 million barrels (23 million barrels at 31 December 2009 and 21 million barrels at 31 December 2008) in

respect of the 30% minority interest in BP Trinidad and Tobago LLC.

¢ Includes 254 million barrels (243 million barrels at 31 December 2009 and 216 million barrels at 31
December 2008) in respect of the 7.03% minority interest in TNK-BP (6.86% at 31 December 2009 and 6.80% at 31

December 2008).

d Includes 2,921 billion cubic feet of natural gas (3,068 billion cubic feet at 31 December 2009 and 3,108 billion
cubic feet at 31 December 2008) in respect of the 30% minority interest in BP Trinidad and Tobago LLC.

¢ Includes 137 billion cubic feet (131 billion cubic feet at 31 December 2009 and 2008) in respect of the 5.89%

minority interest in TNK-BP (5.79% at 31 December 2009 and 5.92% at 31 December 2008).

During 2010, 1,503 million barrels of oil and natural gas, on an oil equivalent?® basis (mmboe), were added, excluding
purchases and sales, to BP s proved reserves (686mmboe for subsidiaries and 818mmboe for equity-accounted
entities). At 31 December 2010, BP s proved reserves were 18,071 mmboe (12,077mmboe for subsidiaries and
5,994mmboe for equity-accounted entities). Our proved reserves in subsidiaries are located primarily in the US (44%),

South America (15%), the UK (10%), Australasia (9%) and Africa (11%). Our proved reserves in equity-accounted

entities are located primarily in Russia (69%), South America (20%), and Rest of Asia (7%).

For a discussion of production, see Exploration and Production on page 43.
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2 Natural gas is converted to oil equivalent at 5.8 billion cubic feet (bcf) = 1 million barrels.
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$ million except per share amount

2009

2008

297,107 239,272 361,143

30,886
5,555

(1,516)

(40,858)
447

(5,486)
1,784
(3,702)
(1,123)
1,501
(3,324)
(3,324)
(3,719)
(19.81)
(19.81)
(19.81)
(19.81)
(4,519)
(4,914)
(26.17)
14.00

8.679
23,016

24,800 38,308
743 4,176
(2,322)  (1,223)
(717) 466
22,504 41,727
3,922 (6,488)
26,426 35,239
(1,302) (956)
(8,365) (12,617)
16,759 21,666
16,759 21,666
16,578 21,157
88.49  112.59
87.54  111.56
88.49  112.59
87.54  111.56
14,136 26,102
13,955 25,593
7449  136.20
56.00 55.05
36.417  29.387
20,309 30,700

2007

2006

284,365 265,90

27,602
2,621
(1,209)

(220)

28,794
3,558
32,352
(741)
(10,442)
21,169
21,169
20,845
108.76
107.84
108.76
107.84
18,694
18,370
95.85
42.30

20.995
20,641

46

31,02
5,66
(84

6

35,91
(25

35,65

(51
(12,511

22,62

22,60
22,31

111.4
110.5¢

111.5
110.6
22,82
22,53

112.5

38.4
21.10:
17,23
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erage number outstanding of 25 cent ordinary shares (shares million undiluted) 18,786 18,732 18,790 19,163 20,02
erage number outstanding of 25 cent ordinary shares (shares million diluted) 18,998 18,936 18,963 19,327 20,19

lance sheet data

tal assets 272,262 235,968 228,238 236,076 217,60
t assets 95,891 102,113 92,109 94,652 85,46
are capital 5,183 5,179 5,176 5,237 5,38
'shareholders equity 94,987 101,613 91,303 93,690 84,62
:ance debt due after more than one year 30,710 25,518 17,464 15,651 11,08
t debt to net debt plus equity2 21 % 20 % 21 % 22 % 209

a This information, insofar as it relates to 2010, has been extracted or derived from the audited consolidated financial
statements of the BP group presented on pages 141-227. Note 1 to the financial statements includes details on the
basis of preparation of these financial statements. The selected information should be read in conjunction with the
audited financial statements and related notes elsewhere herein.

b Excludes Innovene, which was treated as a discontinued operation in accordance with IFRS 5 Non-current Assets
Held for Sale and Discontinued Operations in 2006.

¢ Replacement cost profit or loss reflects the replacement cost of supplies. The replacement cost profit or loss for the
year is arrived at by excluding from profit inventory holding gains and losses and their associated tax effect.
Replacement cost profit or loss for the group is not a recognized GAAP measure. The equivalent measure on an
IFRS basis is  Profit (loss) for the year attributable to BP shareholders . Further information on inventory holding
gains and losses is provided on page 81.

d Under IFRS these costs are presented as a reconciling item between the sum of the results of the reportable segments
and the group results.

¢ Excluding acquisitions and asset exchanges, capital expenditure for 2010 was $19,610 million (2009
$20,001 million, 2008 $28,186 million, 2007 $19,194 million and 2006 $16,910 million). All capital expenditure
and acquisitions during the past five years have been financed from cash flow from operations, disposal proceeds
and external financing. 2008 included capital expenditure of $2,822 million and an asset exchange of
$1,909 million, both in respect of our transaction with Husky Energy Inc., as well as capital expenditure of $3,667
million in respect of our purchase of all of Chesapeake Energy Corporation s interest in the Arkoma Basin Woodford
Shale assets and the purchase of a 25% interest in Chesapeake s Fayetteville Shale assets. 2007 included
$1,132 million for the acquisition of Chevron s Netherlands manufacturing company. Capital expenditure in 2006
included $1 billion in respect of our investment in Rosneft.

f The number of ordinary shares shown has been used to calculate per share amounts.

g Net debt and the ratio of net debt to net debt plus equity are non-GAAP measures. We believe that these measures
provide useful information to investors. Further information on net debt is given in Financial statements Note 36 on
page 198.

* As reported in Annual Report on Form 20-F. There was a $500 million ($315 million post tax) timing difference

between the profit reported under IFRS in the Annual Report and Accounts and the profit reported under IFRS in BP
Annual Report on Form 20-F 2006. For further information see BP Annual Report and Accounts 2006.
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Profit or loss for the year

Loss attributable to BP shareholders for the year ended 31 December 2010 was $3,719 million and included inventory
holding gains?, net of tax, of $1,195 million and a net charge for non-operating items, after tax, of $25,449 million. In
addition, fair value accounting effects had a favourable impact, net of tax, of $13 million relative to management s
measure of performance. Non-operating items in 2010 included a $40.9 billion pre-tax charge relating to the Gulf of
Mexico oil spill. More information on non-operating items and fair value accounting effects can be found on pages
25-26. See Gulf of Mexico oil spill on page 34 and in Financial statements Note 2 on page 158 for further information
on the impact of the Gulf of Mexico oil spill on BP s financial results. See Exploration and Production on page 40,
Refining and Marketing on page 55 and Other businesses and corporate on page 61 for further information on segment
results.

Profit attributable to BP shareholders for the year ended 31 December 2009 included inventory holding gains, net of
tax, of $2,623 million and a net charge for non-operating items, after tax, of $1,067 million. In addition, fair value
accounting effects had a favourable impact, net of tax, of $445 million relative to management s measure of
performance.

Profit attributable to BP shareholders for the year ended 31 December 2008 included inventory holding losses, net of
tax, of $4,436 million and a net charge for non-operating items, after tax, of $796 million. In addition, fair value
accounting effects had a favourable impact, net of tax, of $146 million relative to management s measure of
performance.

The primary additional factors affecting the financial results for 2010, compared with 2009, were higher realizations,
lower depreciation, higher earnings from equity-accounted entities, improved operational performance, further cost
efficiencies and a more favourable refining environment in Refining and Marketing, partly offset by lower production,
a significantly lower contribution from supply and trading (including gas marketing) and higher production taxes.

The primary additional factors reflected in profit for 2009, compared with 2008, were lower realizations and refining
margins and higher depreciation, partly offset by higher production, stronger operational performance and lower costs.
Finance costs and net finance expense relating to pensions and other post-retirement benefits

Finance costs comprise interest payable less amounts capitalized, and interest accretion on provisions and long-term
other payables. Finance costs in 2010 were $1,170 million compared with $1,110 million in 2009 and $1,547 million
in 2008. The decrease in 2009, when compared with 2008, is largely attributable to the reduction in interest rates.

Net finance income relating to pensions and other post-retirement benefits in 2010 was $47 million compared with net
finance expense of $192 million in 2009 and net finance income of $591 million in 2008. In 2010, compared with
2009, the improvement reflected the additional expected returns on assets following the increases in the pension asset
base at the end of 2009 compared with the end of 2008. In 2009, the expected return on assets decreased significantly
as the pension asset base reduced, consistent with falls in equity markets during 2008.

2 Inventory holding gains and losses represent the difference between the cost of sales calculated using the average
cost to BP of supplies acquired during the year and the cost of sales calculated on the first-in first-out
(FIFO) method, after adjusting for any changes in provisions where the net realizable value of the inventory is lower
than its cost.
BP s management believes it is helpful to disclose this information An analysis of inventory holding gains and losses
by business is shown in Financial statements Note 7 on page 167 and further information on inventory holding
gains and losses is provided on page 81.
Taxation
The credit for corporate taxes in 2010 was $1,501 million, compared with a charge of $8,365 million in 2009 and a
charge of $12,617 million in 2008. The effective tax rate was 31% in 2010, 33% in 2009 and 37% in 2008. The group
earns income in many countries and, on average, pays taxes at rates higher than the UK statutory rate of 28%. The
decrease in the effective tax rate in 2010 compared with 2009 primarily reflects the absence of a one-off disbenefit
that featured in 2009 in respect of goodwill impairment, and other factors. The decrease in the effective tax rate in
2009 compared with 2008 primarily reflects a higher proportion of income from associates and jointly controlled
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entities where tax is included in the pre-tax operating result, foreign exchange effects and changes to the geographical
mix of the group s income.

Acquisitions and disposals

In 2010, BP acquired a major portfolio of deepwater exploration acreage and prospects in the US Gulf of Mexico and
an additional interest in the BP-operated Azeri-Chirag-Gunashli (ACG) developments in the Caspian Sea, Azerbaijan
for $2.9 billion, as part of a $7-billion transaction with Devon Energy. For further information on this transaction,
including required government approvals, see Exploration and Production on page 43. As part of the response to the
Gulf of Mexico oil spill, the group plans to deliver up to $30 billion of disposal proceeds by the end of 2011. Total
disposal proceeds during 2010 were $17 billion, which included $7 billion from the sale of US Permian Basin,
Western Canadian gas assets, and Western Desert exploration concessions in Egypt to Apache Corporation (and an
existing partner that exercised pre-emption rights), and $6.2 billion of deposits received in advance of disposal
transactions expected to complete in 2011. Of these deposits received, $3.5 billion is for the sale of our interest in Pan
American Energy to Bridas Corporation, $1 billion for the sale of our upstream interests in Venezuela and Vietnam to
TNK-BP, and $1.3 billion for the sale of our oil and gas exploration, production and transportation business in
Colombia to a consortium of Ecopetrol and Talisman, the latter completing in January 2011. See Financial statements
Note 4 on page 163.

In Refining and Marketing we made disposals totalling $1.8 billion, which included our French retail fuels and
convenience business to Delek Europe, the fuels marketing business in Botswana to Puma Energy, certain
non-strategic pipelines and terminals in the US, our interests in ethylene and polyethylene production in Malaysia to
Petronas and our interest in a futures exchange.

There were no significant acquisitions in 2009. Disposal proceeds in 2009 were $2.7 billion, principally from the sale
of our interests in BP West Java Limited, Kazakhstan Pipeline Ventures LLC and LukArco, and the sale of our ground
fuels marketing business in Greece and retail churn in the US, Europe and Australasia. Further proceeds from the sale
of LukArco are receivable in 2011. See Financial statements Note 5 on page 164.

In 2008, we completed an asset exchange with Husky Energy Inc., and asset purchases from Chesapeake Energy
Corporation as described on page 23.
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Non-operating items
Non-operating items are charges and credits arising in consolidated entities that BP discloses separately because it
considers such disclosures to be meaningful and relevant to investors. They are provided in order to enable investors
to better understand and evaluate the group s financial performance. An analysis of non-operating items is shown in
the table below.

$ million
2010 2009 2008

Exploration and Production

Impairment and gain (loss) on sale of businesses and fixed assets 3,812 1,574 (1,015)
Environmental and other provisions (54) 3 (12)
Restructuring, integration and rationalization costs 137) (10) 57
Fair value gain (loss) on embedded derivatives (309) 664 (163)
Other 113) 34 257

3,199 2,265 (990)
Refining and Marketing
Impairment and gain (loss) on sale of businesses and fixed assets? 877 (1,604) 801
Environmental and other provisions 98) (219) (64)
Restructuring, integration and rationalization costs 97) (907) 447)
Fair value gain (loss) on embedded derivatives 57) 57
Other (52) 184

630 (2,603) 347

Other businesses and corporate

Impairment and gain (loss) on sale of businesses and fixed assets 5 (130) (166)
Environmental and other provisions (103) (75) (117)
Restructuring, integration and rationalization costs (81) (183) (254)
Fair value gain (loss) on embedded derivatives 5
Other 21) (101) (C2))

(200) (489) (633)

Gulf of Mexico oil spill response (40,858)

Total before interest and taxation (37,229) (827) (1,276)
Finance costsP a7

Total before taxation (37,3006) (827) (1,276)
Taxation credit (charge)© 11,857 (240) 480
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2 2009 includes $1,579 million in relation to the impairment of goodwill allocated to the US West Coast fuels value
chain.

b Finance costs relate to the Gulf of Mexico oil spill. See Financial statements Note 2 on page 158 for further details.

¢ Tax is calculated by applying discrete quarterly effective tax rates (excluding the impact of the Gulf of Mexico oil
spill) on group profit or loss, to the non-operating items as they arise each quarter. However, the US statutory tax
rate has been used for expenditures relating to the Gulf of Mexico oil spill that qualify for tax relief. In 2009, no tax
credit was calculated on the goodwill impairment in Refining and Marketing because the charge is not tax
deductible.
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Non-GAAP information on fair value accounting effects

The impacts of fair value accounting effects, relative to management s internal measure of performance, and a
reconciliation to GAAP information is also set out below. Further information on fair value accounting effects is
provided on page 82.

$ million
2010 2009 2008

Exploration and Production

Unrecognized gains (losses) brought forward from previous period (530) 389 107
Unrecognized (gains) losses carried forward 527 530 (389)
Favourable (unfavourable) impact relative to management s measure of performance 3) 919 (282)
Refining and Marketing
Unrecognized gains (losses) brought forward from previous period 179 (82) 429
Unrecognized (gains) losses carried forward 137) (179) 82
Favourable (unfavourable) impact relative to management s measure of performance 42 (261) 511
39 658 229
Taxation credit (charge)? (26) (213) (83)
13 445 146
By region

Exploration and Production

UsS 141 687 (231)
Non-US (144) 232 S

A3 919 (282)

Refining and Marketing
[N 19 16 231
Non-US 23 (277) 280

42 (261) 511

2 Tax is calculated by applying discrete quarterly effective tax rates (excluding the impact of the Gulf of Mexico oil
spill) on group profit or loss, to the fair value accounting effects as they arise each quarter.
Reconciliation of non-GAAP information
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$ million

2010 2009 2008
Exploration and Production
Replacement cost profit before interest and tax adjusted for fair value accounting
effects 30,889 23,881 38,590
Impact of fair value accounting effects 3 919 (282)
Replacement cost profit before interest and tax 30,886 24,800 38,308
Refining and Marketing
Replacement cost profit before interest and tax adjusted for fair value accounting
effects 5,513 1,004 3,665
Impact of fair value accounting effects 42 (261) 511
Replacement cost profit before interest and tax 5,555 743 4,176
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Risk factors
We urge you to consider carefully the risks described below. The potential impact of their occurrence could be for our
business, financial condition and results of operations to suffer and the trading price and liquidity of our securities to
decline.
Our system of risk management identifies and provides the response to risks of group significance through the
establishment of standards and other controls. Any failure of this system could lead to the occurrence, or
re-occurrence, of any of the risks described below and a consequent material adverse effect on BP s business, financial
position, results of operations, competitive position, cash flows, prospects, liquidity, shareholder returns and/or
implementation of its strategic agenda.
The risks are categorized against the following areas: strategic; compliance and control; and safety and operational. In
addition, we have also set out two further risks for your attention those resulting from the Gulf of Mexico oil spill (the
Incident) and those related to the general macroeconomic outlook.
The Gulf of Mexico oil spill has had and could continue to have a material adverse impact on BP.
There is significant uncertainty in the extent and timing of costs and liabilities relating to the Incident, the impact of
the Incident on our reputation and the resulting possible impact on our ability to access new opportunities. There is
also significant uncertainty regarding potential changes in applicable regulations and the operating environment that
may result from the Incident. These increase the risks to which the group is exposed and may cause our costs to
increase. These uncertainties are likely to continue for a significant period. Thus, the Incident has had, and could
continue to have, a material adverse impact on the group s business, competitive position, financial performance, cash
flows, prospects, liquidity, shareholder returns and/or implementation of its strategic agenda, particularly in the US.
We recognized charges totalling $40.9 billion in 2010 as a result of the Incident. The total amounts that will ultimately
be paid by BP in relation to all obligations relating to the Incident are subject to significant uncertainty and the
ultimate exposure and cost to BP will be dependent on many factors. Furthermore, the amount of claims that become
payable by BP, the amount of fines ultimately levied on BP (including any determination of BP s negligence), the
outcome of litigation, and any costs arising from any longer-term environmental consequences of the oil spill, will
also impact upon the ultimate cost for BP. Although the provision recognized is the current best estimate of
expenditures required to settle certain present obligations at the end of the reporting period, there are future
expenditures for which it is not possible to measure the obligation reliably. The risks associated with the Incident
could also heighten the impact of the other risks to which the group is exposed as further described below.
The general macroeconomic outlook can affect BP s results given the nature of our business.
In the continuing uncertain financial and economic environment, certain risks may gain more prominence either
individually or when taken together. Oil and gas prices can be very volatile, with average prices and margins
influenced by changes in supply and demand. This is likely to exacerbate competition in all businesses, which may
impact costs and margins. At the same time, governments are facing greater pressure on public finances, which may
increase their motivation to intervene in the fiscal and regulatory frameworks of the oil and gas industry, including the
risk of increased taxation, nationalization and expropriation. The global financial and economic situation may have a
negative impact on third parties with whom we do, or may do, business. Any of these factors may affect our results of
operations, financial condition, business prospects and liquidity and may result in a decline in the trading price and
liquidity of our securities.
Capital markets have regained some confidence after the banking crisis of 2008 but are still subject to volatility and if
there are extended periods of constraints in these markets, or if we are unable to access the markets, including due to
our financial position or market sentiment as to our prospects, at a time when cash flows from our business operations
may be under pressure, our ability to maintain our long-term investment programme may be impacted with a
consequent effect on our growth rate, and may impact shareholder returns, including dividends and share buybacks, or
share price. Decreases in the funded levels of our pension plans may also increase our pension funding requirements.
Strategic risks
Access and renewal BP s future hydrocarbon production depends on our ability to renew and reposition our
portfolio. Increasing competition for access to investment opportunities, the effects of the Gulf of Mexico oil
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spill on our reputation and cash flows, and more stringent regulation could result in decreased access to
opportunities globally.

Successful execution of our group strategy depends on implementing activities to renew and reposition our portfolio.
The challenges to renewal of our upstream portfolio are growing due to increasing competition for access to
opportunities globally and heightened political and economic risks in certain countries where significant hydrocarbon
basins are located. Lack of material positions in new markets could impact our future hydrocarbon production.
Moreover, the Gulf of Mexico oil spill has damaged BP s reputation, which may have a long-term impact on the
group s ability to access new opportunities, both in the US and elsewhere. Adverse public, political and industry
sentiment towards BP, and towards oil and gas drilling activities generally, could damage or impair our existing
commercial relationships with counterparties, partners and host governments and could impair our access to new
investment opportunities, exploration properties, operatorships or other essential commercial arrangements with
potential partners and host governments, particularly in the US. In addition, responding to the Incident has placed, and
will continue to place, a significant burden on our cash flow over the next several years, which could also impede our
ability to invest in new opportunities and deliver long-term growth.

More stringent regulation of the oil and gas industry generally, and of BP s activities specifically, arising from the
Incident, could increase this risk.

Prices and markets BP s financial performance is subject to the fluctuating prices of crude oil and gas as well
as the volatile prices of refined products and the profitability of our refining and petrochemicals operations.
Oil, gas and product prices are subject to international supply and demand. Political developments and the outcome of
meetings of OPEC can particularly affect world supply and oil prices. Previous oil price increases have resulted in
increased fiscal take, cost inflation and more onerous terms for access to resources. As a result, increased oil prices
may not improve margin performance. In addition to the adverse effect on revenues, margins and profitability from
any fall in oil and natural gas prices, a prolonged period of low prices or other indicators would lead to further reviews
for impairment of the group s oil and natural gas properties. Such reviews would reflect management s view of
long-term oil and natural gas prices and could result in a charge for impairment that could have a significant effect on
the group s results of operations in the period in which it occurs. Rapid material or sustained change in oil, gas and
product prices can impact the validity of the assumptions on which strategic decisions are based and, as a result, the
ensuing actions derived from those decisions may no longer be appropriate. A prolonged period of low oil prices may
impact our ability to maintain our long-term investment programme with a consequent effect on our growth rate and
may impact shareholder returns, including dividends and share buybacks, or share price. Periods of global recession
could impact the demand for our products, the prices at which they can be sold and affect the viability of the markets
in which we operate.

Refining profitability can be volatile, with both periodic over-supply and supply tightness in various regional markets,
coupled with fluctuations in demand. Sectors of the petrochemicals industry are also subject to fluctuations in supply
and demand, with a consequent effect on prices and profitability.
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Climate change and carbon pricing climate change and carbon pricing policies could result in higher costs and
reduction in future revenue and strategic growth opportunities.

Compliance with changes in laws, regulations and obligations relating to climate change could result in substantial
capital expenditure, taxes, reduced profitability from changes in operating costs, and revenue generation and strategic
growth opportunities being impacted. Our commitment to the transition to a lower-carbon economy may create
expectations for our activities, and the level of participation in alternative energies carries reputational, economic and
technology risks.

Socio-political the diverse nature of our operations around the world exposes us to a wide range of political
developments and consequent changes to the operating environment, regulatory environment and law.

We have operations in countries where political, economic and social transition is taking place. Some countries have
experienced, or may experience in the future, political instability, changes to the regulatory environment, changes in
taxation, expropriation or nationalization of property, civil strife, strikes, acts of war and insurrections. Any of these
conditions occurring could disrupt or terminate our operations, causing our development activities to be curtailed or
terminated in these areas, or our production to decline, and could cause us to incur additional costs. In particular, our
investments in the US, Russia, Iraq, Egypt, Libya and other countries could be adversely affected by heightened
political and economic environment risks. See pages 14-15 for information on the locations of our major assets and
activities.

We set ourselves high standards of corporate citizenship and aspire to contribute to a better quality of life through the
products and services we provide. If it is perceived that we are not respecting or advancing the economic and social
progress of the communities in which we operate, our reputation and shareholder value could be damaged.
Competition BP s group strategy depends upon continuous innovation in a highly competitive market.

The oil, gas and petrochemicals industries are highly competitive. There is strong competition, both within the oil and
gas industry and with other industries, in supplying the fuel needs of commerce, industry and the home. Competition
puts pressure on product prices, affects oil products marketing and requires continuous management focus on reducing
unit costs and improving efficiency, while ensuring safety and operational risk is not compromised. The
implementation of group strategy requires continued technological advances and innovation including advances in
exploration, production, refining, petrochemicals manufacturing technology and advances in technology related to
energy usage. Our performance could be impeded if competitors developed or acquired intellectual property rights to
technology that we required or if our innovation lagged the industry.

Investment efficiency poor investment decisions could negatively impact our business.

Our organic growth is dependent on creating a portfolio of quality options and investing in the best options.
Ineffective investment selection and development could lead to loss of value and higher capital expenditure.
Reserves replacement inability to progress upstream resources in a timely manner could adversely affect our
long-term replacement of reserves and negatively impact our business.

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

Liquidity, financial capacity and financial exposure failure to operate within our financial framework could
impact our ability to operate and result in financial loss. Exchange rate fluctuations can impact our underlying
costs and revenues.

The group seeks to maintain a financial framework to ensure that it is able to maintain an appropriate level of liquidity
and financial capacity. This framework constrains the level of assessed capital at risk for the purposes of positions
taken in financial instruments. Failure to accurately forecast or maintain sufficient liquidity and credit to meet these
needs could impact our ability to operate and result in a financial loss. Commercial credit risk is measured and
controlled to determine the group s total credit risk. Inability to determine adequately our credit exposure could lead to
financial loss. A credit crisis affecting banks and other sectors of the economy could impact the ability of
counterparties to meet their financial obligations to the group. It could also affect our ability to raise capital to fund
growth and to meet our obligations. The change in the group s financial framework to make it more prudent may not
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be sufficient to avoid a substantial and unexpected cash call.

BP s clean-up costs and potential liabilities resulting from pending and future claims, lawsuits and enforcement actions
relating to the Gulf of Mexico oil spill, together with the potential cost of implementing remedies sought in the
various proceedings, cannot be fully estimated at this time but they have had, and could continue to have, a material
adverse impact on the group s business, competitive position, financial performance, cash flows, prospects, liquidity,
shareholder returns and/or implementation of its strategic agenda, particularly in the US. Furthermore, we have
recognized a total charge of $40.9 billion during 2010 and further potential liabilities may continue to have a material
adverse effect on the group s results of operations and financial condition. See Financial statements Note 2 on page
158 and Legal proceedings on pages 130-131. More stringent regulation of the oil and gas industry arising from the
Incident, and of BP s activities specifically, could increase this risk.

Crude oil prices are generally set in US dollars, while sales of refined products may be in a variety of currencies.
Fluctuations in exchange rates can therefore give rise to foreign exchange exposures, with a consequent impact on
underlying costs and revenues.

For more information on financial instruments and financial risk factors see Financial statements Note 27 on page
185.

Insurance BP s insurance strategy means that the group could, from time to time, be exposed to material
uninsured losses which could have a material adverse effect on BP s financial condition and results of
operations.

The group generally restricts its purchase of insurance to situations where this is required for legal or contractual
reasons. This means that the group could be exposed to material uninsured losses, which could have a material
adverse effect on its financial condition and results of operations. In particular, these uninsured costs could arise at a
time when BP is facing material costs arising out of some other event which could put pressure on BP s liquidity and
cash flows. For example, BP has borne and will continue to bear the entire burden of its share of any property damage,
well control, pollution clean-up and third-party liability expenses arising out of the Gulf of Mexico oil spill incident.
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Compliance and control risks
Regulatory the oil industry in general, and in particular the US industry following the Gulf of Mexico oil spill,
may face increased regulation that could increase the cost of regulatory compliance and limit our access to new
exploration properties.
The Gulf of Mexico oil spill is likely to result in more stringent regulation of oil and gas activities in the US and
elsewhere, particularly relating to environmental, health and safety controls and oversight of drilling operations, as
well as access to new drilling areas. Regulatory or legislative action may impact the industry as a whole and could be
directed specifically towards BP. For example, in the US, legislation is currently being considered that may impact
BP s existing contracts with the US Government or limit its ability to enter into new contracts with the US
Government. The US Government imposed a moratorium on certain offshore drilling activities, which was
subsequently lifted in October 2010; however, the implications of the moratorium for how quickly the industry will
return to drilling remains uncertain. Similar actions may be taken by governments elsewhere in the world. New
regulations and legislation, as well as evolving practices, could increase the cost of compliance and may require
changes to our drilling operations, exploration, development and decommissioning plans, and could impact our ability
to capitalize on our assets and limit our access to new exploration properties or operatorships, particularly in the
deepwater Gulf of Mexico. In addition, increases in taxes, royalties and other amounts payable to governments or
governmental agencies, or restrictions on availability of tax relief, could also be imposed as a response to the Incident.
In addition, the oil industry is subject to regulation and intervention by governments throughout the world in such
matters as the award of exploration and production interests, the imposition of specific drilling obligations,
environmental, health and safety controls, controls over the development and decommissioning of a field (including
restrictions on production) and, possibly, nationalization, expropriation, cancellation or non-renewal of contract rights.
We buy, sell and trade oil and gas products in certain regulated commodity markets. Failure to respond to changes in
trading regulations could result in regulatory action and damage to our reputation. The oil industry is 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 jurisdictions that have a degree of uncertainty relating to the
interpretation of, and changes to, tax law. As a result of new laws and regulations or other factors, we could be
required to curtail or cease certain operations, or we could incur additional costs.
For more information on environmental regulation, see pages 78-81.
Ethical misconduct and non-compliance ethical misconduct or breaches of applicable laws by our employees
could be damaging to our reputation and shareholder value.
Our code of conduct, which applies to all employees, defines our commitment to integrity, compliance 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 ethical misconduct or non-compliance with applicable laws and regulations,
including non-compliance with anti-bribery, anti-corruption and other applicable laws could be damaging to our
reputation and shareholder value. Multiple events of non-compliance could call into question the integrity of our
operations. For example, in our trading businesses, there is the risk that a determined individual could operate as a

rogue trader , acting outside BP s delegations, controls or code of conduct in pursuit of personal objectives that could

be to the detriment of BP and its shareholders.
For certain legal proceedings involving the group, see Legal proceedings on pages 130-133. For further information
on the risks involved in BP s trading activities, see Operational risks Treasury and trading activities on page 31.
Liabilities and provisions BP s potential liabilities resulting from pending and future claims, lawsuits and
enforcement actions relating to the Gulf of Mexico oil spill, together with the potential cost and burdens of
implementing remedies sought in the various proceedings, cannot be fully estimated at this time but they have
had, and are expected to continue to have, a material adverse impact on the group s business.
Under the OPA 90 BP Exploration & Production Inc. is one of the parties financially responsible for the clean-up of
the Gulf of Mexico oil spill and for certain economic damages as provided for in OPA 90, as well as any natural
resource damages associated with the spill and certain costs incurred by federal and state trustees engaged in a joint
assessment of such natural resource damages.
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BP and certain of its subsidiaries have also been named as defendants in numerous lawsuits in the US arising out of
the Incident, including actions for personal injury and wrongful death, purported class actions for commercial or
economic injury, actions for breach of contract, violations of statutes, property and other environmental damage,
securities law claims and various other claims. See Legal proceedings on page 130.

BP is subject to a number of investigations related to the Incident by numerous federal and State agencies. See Legal
proceedings on page 130. The types of enforcement action pursued and the nature of the remedies sought will depend
on the discretion of the prosecutors and regulatory authorities and their assessment of BP s culpability following their
investigations. Such enforcement actions could include criminal proceedings against BP and/or employees of the
group. In addition to fines and penalties, such enforcement actions could result in the suspension of operating licences
and debarment from government contracts. Debarment of BP Exploration & Production Inc. would prevent it from
bidding on or entering into new federal contracts or other federal transactions, and from obtaining new orders or
extensions to existing federal contracts, including federal procurement contracts or leases. Dependent on the
circumstances, debarment or suspension may also be sought against affiliated entities of BP Exploration & Production
Inc.

Although BP believes that costs arising out of the spill are recoverable from its partners and other parties responsible
under OPA 90, such recovery is not certain and BP has recognized all of the costs incurred in its financial statements
(see Financial statements Note 2 on page 158, Note 37 on page 199 and Note 44 on page 218, under Contingent
assets relating to the Gulf of Mexico oil spill ).

Any finding of gross negligence for purposes of penalties sought against the group under the Clean Water Act would
also have a material adverse impact on the group s reputation, would affect our ability to recover costs relating to the
Incident from our partners and other parties responsible under OPA 90 and could affect the fines and penalties payable
by the group with respect to the Incident under enforcement actions outside the Clean Water Act context.

The Gulf of Mexico oil spill has damaged BP s reputation. This, combined with other recent events in the US
(including the 2005 explosion at the Texas City refinery and the 2006 pipeline leaks in Alaska), may lead to an
increase in the number of citations and/or the level of fines imposed in relation to the Gulf of Mexico oil spill and any
future alleged breaches of safety or environmental regulations.

Claims by individuals and businesses under OPA 90 are adjudicated by the Gulf Coast Claims Facility (GCCF)
headed by Kenneth Feinberg, who was jointly appointed by BP and the US Administration. On 18 February 2011, the
GCCF announced its final rules governing payment options, eligibility and substantiation criteria, and final payment
methodology. The impact of these rules, or other events related to the adjudication of claims, on future payments by
the GCCF is uncertain. Payments could ultimately be significantly higher or lower than the amount we have estimated
for individual and business claims under OPA 90 included in the provision BP recognized for litigation and claims.
(See Financial statements Note 37 on page 199 under Litigation and claims.)
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Changes in external factors could affect our results of operations and the adequacy of our provisions.

We remain exposed to changes in the external environment, such as new laws and regulations (whether imposed by
international treaty or by national or local governments in the jurisdictions in which we operate), changes in tax or
royalty regimes, price controls, government actions to cancel or renegotiate contracts, market volatility or other
factors. Such factors could reduce our profitability from operations in certain jurisdictions, limit our opportunities for
new access, require us to divest or write-down certain assets or affect the adequacy of our provisions for pensions, tax,
environmental and legal liabilities. Potential changes to pension or financial market regulation could also impact
funding requirements of the group.

Reporting failure to accurately report our data could lead to regulatory action, legal liability and reputational
damage.

External reporting of financial and non-financial data is reliant on the integrity of systems and people. Failure to report
data accurately and in compliance with external standards could result in regulatory action, legal liability and damage
to our reputation.

Safety and operational risks

The risks inherent in our operations include a number of hazards that, although many may have a low probability of
occurrence, can have extremely serious consequences if they do occur, such as the Gulf of Mexico incident. The
occurrence of any such risks could have a consequent material adverse impact on the group s business, competitive
position, cash flows, results of operations, financial position, prospects, liquidity, shareholder returns and/or
implementation of the group s strategic goals.

Process safety, personal safety and environmental risks the nature of our operations exposes us to a wide range
of significant health, safety, security and environmental risks, the occurrence of which could result in
regulatory action, legal liability and increased costs and damage to our reputation.

The nature of the group s operations exposes us to a wide range of significant health, safety, security and
environmental risks. The scope of these risks is influenced by the geographic range, operational diversity and
technical complexity of our activities. In addition, in many of our major projects and operations, risk allocation and
management is shared with third parties, such as contractors, sub-contractors, joint venture partners and associates.
See Joint ventures and other contractual arrangements BP may not have full operational control and may have
exposure to counterparty credit risk and disruptions to our operations due to the nature of some of its business
relationships on page 32.

There are risks of technical integrity failure as well as risk of natural disasters and other adverse conditions in many of
the areas in which we operate, which could lead to loss of containment of hydrocarbons and other hazardous material,
as well as the risk of fires, explosions or other incidents.

In addition, inability to provide safe environments for our workforce and the public could lead to injuries or loss of
life and could result in regulatory action, legal liability and damage to our reputation.

Our operations are often conducted in difficult or environmentally sensitive locations, in which the consequences of a
spill, explosion, fire or other incident could be greater than in other locations. These operations are subject to various
environmental laws, regulations and permits and the consequences of failure to comply with these requirements can
include remediation obligations, penalties, loss of operating permits and other sanctions. Accordingly, inherent in our
operations is the risk that if we fail to abide by environmental and safety and protection standards, such failure could
lead to damage to the environment and could result in regulatory action, legal liability, material costs and damage to
our reputation or licence to operate.

To help address health, safety, security, environmental and operations risks, and to provide a consistent framework
within which the group can analyze the performance of its activities and identify and remediate shortfalls, BP
implemented a group-wide operating management system (OMS). The embedding of OMS continues and following
the Gulf of Mexico oil spill an enhanced S&OR function is being established, reporting directly to the group chief
executive. There can be no assurance that OMS will adequately identify all process safety, personal safety and
environmental risk or provide the correct mitigations, or that all operations will be in compliance with OMS at all
times.
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Security hostile activities against our staff and activities could cause harm to people and disrupt our
operations.

Security threats require continuous oversight and control. Acts of terrorism, piracy, sabotage and similar activities
directed against our operations and offices, pipelines, transportation or computer systems could cause harm to people
and could severely disrupt business and operations. Our business activities could also be severely disrupted by civil
strife and political unrest in areas where we operate.

Product quality failure to meet product quality standards could lead to harm to people and the environment
and loss of customers.

Supplying customers with on-specification products is critical to maintaining our licence to operate and our reputation
in the marketplace. Failure to meet product quality standards throughout the value chain could lead to harm to people
and the environment and loss of customers.

Drilling and production these activities require high levels of investment and are subject to natural hazards
and other uncertainties. Activities in challenging environments heighten many of the drilling and production
risks including those of integrity failures, which could lead to curtailment, delay or cancellation of drilling
operations, or inadequate returns from exploration expenditure.

Exploration and production require high levels of investment and are subject to natural hazards and other
uncertainties, including those relating to the physical characteristics of an oil or natural gas field. Our exploration and
production activities are often conducted in extremely challenging environments, which heighten the risks of technical
integrity failure and natural disasters discussed above. The cost of drilling, completing or operating wells is often
uncertain. We may be required to curtail, delay or cancel drilling operations because of a variety of factors, including
unexpected drilling conditions, pressure or irregularities in geological formations, equipment failures or accidents,
adverse weather conditions and compliance with governmental requirements. In addition, exploration expenditure
may not yield adequate returns, for example in the case of unproductive wells or discoveries that prove uneconomic to
develop. The Gulf of Mexico incident illustrates the risks we face in our drilling and production activities.
Transportation all modes of transportation of hydrocarbons involve inherent and significant risks.

All modes of transportation of hydrocarbons involve inherent risks. An explosion or fire or loss of containment of
hydrocarbons or other hazardous material could occur during transportation by road, rail, sea or pipeline. This is a
significant risk due to the potential impact of a release on the environment and people and given the high volumes
involved.

Major project delivery our group plan depends upon successful delivery of major projects, and failure to
deliver major projects successfully could adversely affect our financial performance.

Successful execution of our group plan depends critically 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, including
maintenance turnaround programmes, and/or a major programme designed to enhance shareholder value could
adversely affect our financial performance. Successful project delivery requires, among other things, adequate
engineering and other capabilities and therefore successful recruitment and development of staff is central to our
plans. See People and capability successful recruitment and development of staff is central to our plans on page 31.
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Digital infrastructure is an important part of maintaining our operations, and a breach of our digital security
could result in serious damage to business operations, personal injury, damage to assets, harm to the
environment and breaches of regulations.
The reliability and security of our digital infrastructure are critical to maintaining the availability of our business
applications. A breach of our digital security could cause serious damage to business operations and, in some
circumstances, could result in injury to people, damage to assets, harm to the environment and breaches of regulations.
Business continuity and disaster recovery the group must be able to recover quickly and effectively from any
disruption or incident, as failure to do so could adversely affect our business and operations.
Contingency plans are required to continue or recover operations following a disruption or incident. Inability to
restore or replace critical capacity to an agreed level within an agreed timeframe would prolong the impact of any
disruption and could severely affect business and operations.
Crisis management crisis management plans are essential to respond effectively to emergencies and to avoid a
potentially severe disruption in our business and operations.
Crisis management plans and capability are essential to deal with emergencies at every level of our operations. If we
do not respond, or are perceived not to respond, in an appropriate manner to either an external or internal crisis, our
business and operations could be severely disrupted.
People and capability successful recruitment and development of staff is central to our plans.
Successful recruitment of new staff, employee training, development and long-term renewal of skills, in particular
technical capabilities such as petroleum engineers and scientists, are key to implementing our plans. Inability to
develop human capacity and capability, both across the organization and in specific operating locations, could
jeopardize performance delivery.
In addition, significant management focus is required in responding to the Gulf of Mexico oil spill Incident. Although
BP set up the Gulf Coast Restoration Organization to manage the group s long-term response, key management and
operating personnel will need to continue to devote substantial attention to responding to the Incident and to address
the associated consequences for the group. The group relies on recruiting and retaining high-quality employees to
execute its strategic plans and to operate its business. The Incident response has placed significant demands on our
employees, and the reputational damage suffered by the group as a result of the Incident and any consequent adverse
impact on our performance could affect employee recruitment and retention.
Treasury and trading activities control of these activities depends on our ability to process, manage and
monitor a large number of transactions. Failure to do this effectively could lead to business disruption,
financial loss, regulatory intervention or damage to our reputation.
In the normal course of business, we are subject to operational risk around our treasury and trading activities. Control
of these activities is highly dependent on our ability to process, manage and monitor a large number of complex
transactions across many markets and currencies. Shortcomings or failures in our systems, risk management
methodology, internal control processes or people could lead to disruption of our business, financial loss, regulatory
intervention or damage to our reputation.
Following the Gulf of Mexico oil spill, Moody s Investors Service, Standard and Poor s and Fitch Ratings downgraded
the group s long-term credit ratings. Since that time, the group s credit ratings have improved somewhat but are still
lower than they were immediately before the Gulf of Mexico oil spill. The impact that a significant operational
incident can have on the group s credit ratings, taken together with the reputational consequences of any such incident,
the ratings and assessments published by analysts and investors concerns about the group s costs arising from any such
incident, ongoing contingencies, liquidity, financial performance and volatile credit spreads, could increase the group s
financing costs and limit the group s access to financing. The group s ability to engage in its trading activities could
also be impacted due to counterparty concerns about the group s financial and business risk profile in such
circumstances. Such counterparties could require that the group provide collateral or other forms of financial security
for its obligations, particularly if the group s credit ratings are downgraded. Certain counterparties for the group s
non-trading businesses could also require that the group provide collateral for certain of its contractual obligations,
particularly if the group s credit ratings were downgraded below investment grade or where a counterparty had
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concerns about the group s financial and business risk profile following a significant operational incident. In addition,
BP may be unable to make a drawdown under certain of its committed borrowing facilities in the event we are aware
that there are pending or threatened legal, arbitration or administrative proceedings which, if determined adversely,
might reasonably be expected to have a material adverse effect on our ability to meet the payment obligations under
any of these facilities. Credit rating downgrades could trigger a requirement for the company to review its funding
arrangements with the BP pension trustees. Extended constraints on the group s ability to obtain financing and to
engage in its trading activities on acceptable terms (or at all) would put pressure on the group s liquidity. In addition,
this could occur at a time when cash flows from our business operations would be constrained following a significant
operational incident, and the group could be required to reduce planned capital expenditures and/or increase asset
disposals in order to provide additional liquidity, as the group did following the Gulf of Mexico oil spill.
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Joint ventures and other contractual arrangements BP may not have full operational control and may have
exposure to counterparty credit risk and disruptions to our operations and strategic objectives due to the
nature of some of its business relationships.

Many of our major projects and operations are conducted through joint ventures or associates and through contracting
and sub-contracting arrangements. These arrangements often involve complex risk allocation, decision-making
processes and indemnification arrangements. In certain cases, we may have less control of such activities than we
would have if BP had full operational control. Our partners may have economic or business interests or objectives that
are inconsistent with or opposed to, those of BP, and may exercise veto rights to block certain key decisions or actions
that BP believes are in its or the joint venture s or associate s best interests, or approve such matters without our
consent. Additionally, our joint venture partners or associates or contractual counterparties are primarily responsible
for the adequacy of the human or technical competencies and capabilities which they bring to bear on the joint project,
and in the event these are found to be lacking, our joint venture partners or associates may not be able to meet their
financial or other obligations to their counterparties or to the relevant project, potentially threatening the viability of
such projects. Furthermore, should accidents or incidents occur in operations in which BP participates, whether as
operator or otherwise, and where it is held that our sub-contractors or joint-venture partners are legally liable to share
any aspects of the cost of responding to such incidents, the financial capacity of these third parties may prove
inadequate to fully indemnify BP against the costs we incur on behalf of the joint venture or contractual arrangement.
Should a key sub-contractor, such as a lessor of drilling rigs, be no longer able to make these assets available to BP,
this could result in serious disruption to our operations. Where BP does not have operational control of a venture, BP
may nonetheless still be pursued by regulators or claimants in the event of an incident.

Our systems of control

The board is responsible for the direction and oversight of BP. The board has set an overall goal for BP, which is to
maximize long-term shareholder value through the allocation of its resources to activities in the oil, natural gas,
petrochemicals and energy businesses. The board delegates authority for achieving this goal to the group chief
executive (GCE).

The board maintains five permanent committees that are composed entirely of non-executives. The board and its
committees monitor, among other things, the identification and management of the group srisks both financial and
non-financial. During the year, the board s committees engage with executive management, the general auditor and
other monitoring and assurance providers (such as the group head of safety and operational risks, the group
compliance and ethics officer and the external auditor) on a regular basis as part of their oversight of the group s risks.
Significant incidents that occur and management s response to them are considered by the appropriate committee and
reported to the board. In July the board established a new committee of non-executives, the Gulf of Mexico
committee, to monitor the response of the company to the Gulf of Mexico incident through oversight of the new
GCRO. The committee engages with GCRO management on a regular basis to monitor the response to the incident
and management of the risks arising. (See Board performance report on pages 90-105.)

The company maintains a comprehensive system of internal control. This comprises the holistic set of management
systems, organizational structures, processes, standards and behaviours that are employed to conduct our business and
deliver returns for shareholders. The system is designed to meet the expectations of internal control of the Corporate
Governance Code in the UK and of COSO (Committee of Sponsoring Organizations of the Treadway Commission) in
the US. It addresses risks and how we should respond to them as well as the overall control environment. Each
component of the system has been designed to respond to a particular type or collection of risks. Material risks are
described in the Risk factors section (see pages 27-32).

Key elements of our system of internal control are: the control environment; the management of risk and operational
performance (including in relation to financial reporting); and the management of people and individual performance.
Controls include the BP code of conduct, our operating management system (OMS), our leadership framework and
our principles for delegation of authority, which are designed to make sure employees understand what is expected of
them.
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As part of the control system, the GCE s senior team known as the executive team is supported by sub-committees
that are responsible for and monitor specific group risks. These include the group operations risk committee (GORC),
the group financial risk committee (GFRC), the resource commitments meeting (RCM), the group people committee
(GPC), and the group s disclosure committee (GDC), which reviews the disclosure controls and procedures over
reporting.

Operations and investments are conducted and reported in accordance with, and associated risks are thereby managed
through, relevant standards and processes. These range from OMS which is the structured set of processes designed to
deliver safe, responsible and reliable operating activity, to group standards, which set out processes for major areas
such as fraud and misconduct reporting, through to detailed administrative instructions. The GCE conducts regular
performance reviews with the segments and key functions to monitor performance and the management of risk and to
intervene if necessary. People management is based on performance objectives, through which individuals are
accountable for specific activities within agreed boundaries.

Following the Gulf of Mexico oil spill, the company established the GCRO in June to manage the company s response
activities, including managing clean-up and restoration costs, claims management and litigation. Lessons learned from
the incident and the recommendations of BP s internal investigation are being embedded into all areas of the system of
internal control and in particular in OMS.
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Further note on certain activities
During the period covered by this report, non-US subsidiaries or other non-US entities of BP conducted limited
activities in, or with persons from, certain countries identified by the US Department of State as State Sponsors of
Terrorism or otherwise subject to US sanctions ( Sanctioned Countries ). These activities continue to be insignificant to
the group s financial condition and results of operations. In the first half of 2010, new sanctions against Iran and
against companies that make investments that enhance Iran s ability to develop petroleum resources or provide or
facilitate the production or import of refined petroleum products into Iran were adopted in the US under the
Comprehensive Iran Sanctions Accountability and Divestment Act of 2010. The European Union and the UN also
adopted new restrictive measures. The EU sanctions restrict the provision of certain technologies to Iranian entities
and also prohibit providing assistance to help develop certain exploration and production, refining, and LNG facilities
or operations in Iran.
BP has interests in, and is the operator of, two fields and a pipeline located outside Iran in which Naftiran Intertrade
Co. Ltd, NICO SPV Limited (NICO) and Iranian Oil Company (UK) Limited have interests. One of these fields, the
North Sea Rhum field, has suspended production pending clarification of the impact of the EU restrictive measures.
The Shah Deniz field continues in operation under the EU measures. BP has purchased or shipped quantities of crude
oil, refinery and petrochemicals feedstocks, blending components and LPG of Iranian origin or from Iranian
counterparties primarily for sale to third parties in Europe and a small portion is used by BP in its own facilities in
South Africa and Europe. BP incurs some port costs for cargos loaded in Iran and sometimes charters Iranian-owned
vessels outside of Iran. Small quantities of lubricants are sold to non-Iranian third parties for use in Iran. Until recently
BP held an equity interest in an Iranian joint venture that has a blending facility and markets lubricants for sale to
domestic consumers. In January 2010, BP restructured its interest in the joint venture and currently maintains its
involvement through certain contractual arrangements. BP does not seek to obtain from the government of Iran
licences or agreements for oil and gas projects in Iran, is not conducting any technical studies in Iran, and does not
own or operate any refineries or petrochemicals plants in Iran.
BP sells lubricants in Cuba through a 50:50 joint venture and trades in small quantities of lubricants. In Syria, BP sells
lubricants through a distributor and BP obtains crude oil and refinery feedstocks for sale to third parties in Europe and
for use in certain of its non-US refineries. In addition, BP sells crude oil and refined products into and from Syria and
incurs port costs for vessels utilizing Syrian ports. BP sold small quantities of LPG to an agent on behalf of a
Sudanese party for making aerosols in Sudan, but no longer makes such sales. A non-BP operated Malaysian joint
venture has sold small quantities of petrochemicals into Burma; these sales have now terminated. A non-controlled
and non-operated Brazilian biofuels joint venture in which BP has an interest sold a cargo of sugar cane by-products
to Iran and to Syria.
BP supplies to airlines and shipping companies from Sanctioned Countries fuels and lubricants at airports and ports
located outside these countries. BP sells to third parties who may re-sell to entities from Sanctioned Countries. A
non-controlled, non-operated joint venture in Hamburg, Germany provided fuel delivery services (but did not sell
fuel) to Iranian airlines. BP terminated all fuel sales to Iranian airlines as of July 2010 and to Sudanese airlines in
December 2010. Sales to Iranian shipping companies have also been terminated. BP has registered, and paid required
fees for, patents and trademarks in Sanctioned Countries.
BP monitors its activities with Sanctioned Countries and keeps them under review to ensure compliance with
applicable laws and regulations of the US, the EU and other countries where BP operates.

BP Annual Report and Form 20-F 2010 33

Table of Contents 67



Edgar Filing: BP PLC - Form 20-F

Table of Contents

Business review

Gulf of Mexico oil spill

Incident summary

On 20 April 2010, following a well blowout in the Gulf of Mexico, an explosion and fire occurred on the
semi-submersible rig Deepwater Horizon and on 22 April the vessel sank. Tragically, 11 people lost their lives and 17
others were injured. Hydrocarbons continued to flow from the reservoir and up through the casing and the blowout
preventer (BOP) for 87 days, causing a very significant oil spill.

The Deepwater Horizon rig was operated by Transocean Holdings LLC and was drilling the Macondo exploration
well. The well forms part of the Mississippi Canyon Block 252 (MC252) lease, in respect of which BP Exploration &
Production Inc. was the named party and operator with a 65% working interest. The well was in a water depth of
5,000 feet and 43 nautical miles fr