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This Annual Report and Accounts for the year ended 31 December 2003 contains the full
Directors’ Report on pages 2-36,102-105 and 116-118, and the Directors’ Remuneration Report
on pages 106-115. The consolidated group accounts are on pages 37-101. The report of the
auditors is on page 39.

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 subsidiary undertakings.

The term ‘shareholders’ in this Report means, unless the context otherwise requires, investors
in the equity capital of BP p.l.c., both direct and/or indirect.

BP Annual Review 2003 and BP Annual Report and Accounts 2003 may be downloaded from
the BP website at www.bp.com/ara2003. No material on the BP website other than the items
identified as BP Annual Report and Accounts 2003 forms any part of BP Annual Report and
Accounts 2003.

As BP shares, in the form of ADSs, are listed on the New York Stock Exchange (NYSE), an
Annual Report on Form 20-F will be filed with the US Securities and Exchange Commission in
accordance with the US Securities Exchange Act of 1934. When filed, copies may be obtained,
free of charge (see page 119). BP intends to disclose on its website at www.bp.com significant
ways (if any) in which its corporate governance practices differ from those mandated for US
companies under NYSE listing standards.

Cautionary statement

BP Annual Report and Accounts 2003 contains forward-looking statements, particularly

those regarding BP's asset portfolio and changes in it, capital expenditure, cash flow, charges
for depreciation, costs, debt to equity ratio, dividends, environmental remediation costs,
earnings, future performance, gearing, growth, industry growth and other trend projections,
investments and divestments, margins, preparation for changes in accounting standards,
production, productivity, reserves, returns and share repurchases. Forward-looking statements
by their nature involve risks and uncertainties because they relate to events and depend on
circumstances that will or may occur in the future. It is believed that the expectations reflected
in these statements are reasonable, but actual results may differ from those expressed in such
statements, depending on a variety of factors, including industry product supply; demand and
pricing; political stability and economic growth in relevant areas of the world; development

and use of new technology; public expectations; successful partnering; the actions of
competitors; natural disasters and other changes in business conditions; wars and acts of
terrorism or sabotage; and other factors discussed elsewhere in this document.

The registered office of BP p.l.c. is: 1 St James's Square, London SW1Y 4PD, UK.
Telephone: +44 (0)20 7496 4000.

Registered in England and Wales No. 102498.

Stock exchange symbol ‘BP".
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The strategy that has sustained BP through years

of transition and growth has now opened a new era
for the group. In the years ahead, our success will
be measured not only by our status or history of
investment. It will also be measured by our ability to
direct our investments and people to where they can
produce superior shareholder returns.

To put it directly, our strategy has brought us here;
our ability to capture its potential will define our future.

Let's begin.
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Performance highlights

These tables and charts show the highlights of BP’s achievements

Key financial measures

in 2003. They reflect more than our financial performance. Our § milion
strong profitability has allowed us to increase the dividend in 2003 2002
dollar terms compared with 2002, and we are continuing to invest ~ Pro forma result adjusted for special items | 12379 || 8715
in the future. Environmental and safety performance remains Replacement cost profit before exceptional items | ! 9543 | . 4,698
a key element. We continue to make significant financial Historical cost profit after exceptional items | 10267 1| . 6,845
commitments in the communities in which we operate. Per ordinary share — cents
Pro forma result adjusted for special items 55.83 38.90
BP presents pro forma results, adjusted for special items, in Replacement cost profit before
addition to its reported results, to enable shareholders better to exceptional items 43.03 20.97
assess our performance against that of our competitors. The pro Historical cost profit after exceptional items 46.30 30.55
forma result is replacement cost profit before exceptional items, Dividends per ordinary share - cents | : 26.00 | 2400
excluding acquisition amortization as defined in footnote @ to the — pence 15.517 15.638
reconciliation table (below). The pro forma result, adjusted for Dividends per ADS — dollars |7 156 || 144
special items, has been derived from our UK GAAP accounting
information but is not in itself a recognized UK or US GAAP
measure. References within BP Annual Report and Accounts
2003 to ‘operating result” and ‘result’ are to pro forma results,
adjusted for special items. References to ‘fixed assets’, ‘capital
employed’, ‘operating capital employed’ and ‘'net debt plus equity’
are to these measures on a pro forma basis that excludes the
fixed asset revaluation adjustment and goodwill consequent upon
the Atlantic Richfield Company (ARCO) and Burmah Castrol
acquisitions in 2000. ‘Return’, ‘return on average capital employed’
and the 'net debt ratio’ (net debt/net debt plus equity) refer to
ratios calculated using these measures.
Reconciliation of reported profit/loss to pro forma result adjusted for special items s mil
mitlion
2003 2002
Pro forma Pro forma
result result
Acquisition adjusted for Acquisition adjusted for
Reported amortization?  Special itemsP  special items Reported amortizationd Special itemsP  special items
Exploration and Production 13,937 1,566 474 15,977 9,206 1,780 1,019 12,005
Gas, Power and Renewables 472 - - 472 354 - 30 384
Refining and Marketing 2,340 826 523 3,689 872 794 415 2,081
Petrochemicals® 568 - 38 606 515 - 250 765
Other businesses and corporate (904) - 64 (840) (701) - 186 (515)
Replacement cost operating profit 16,413 2,392 1,099 19,904 10,246 2,574 1,900 14,720
Interest expense (851) - - (851) (1,279) - 15 (1,264)
Taxation (5,849) - (655) (6,504) (4,217) - (456) (4,673)
Minority shareholders interestMSl) | (7o) .. ol N S I L2} 62 o oS a8 ........ (68)
Replacement cost profit before exceptional items 9,543 2,392 444 12,379 4,698 2,574 1,443 8,715
Exceptional items, net of tax 708 1,043
Replacement cost profit after exceptional items 10,251 5,741
Stock holding gains (losses), net of MSI 16 1,104
Historical cost profit 10,267 6,845

@ Acquisition amortization refers to depreciation relating to the fixed asset revaluation adjustment and amortization of goodwill consequent upon the ARCO and

Burmah Castrol acquisitions.
b The special items refer to non-recurring charges and credits.

®To reflect BP's increased focus on chemicals products derived from oil and gas, the Chemicals segment has been renamed Petrochemicals.
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Dividends per share (cents/pence)

Environmental performance

2003 2002
03 Greenhouse gas emissions
0 (million tonnes)? 83.4° 82.4
To 1
o1 Percentage of major operations
00 with 1SO 14001¢ 99 92
g9 i @BP share of emissions of carbon dioxide and methane, expressed as an equivalent
mass of carbon dioxide.
0 9 18 27 cents b BP share of TNK-BP emissions is not included.
0 6 12 18 pence 1 barrel = 159 litres = 42 US gallons.
22 Cents per share 3% Pence per share d1SO 14001 is an international environmental management standard.
Result per share (cents) Days away from work case frequency?®® (per 200,000 hours)
03
02
01
99
0 15 30 45 60 00
99

Return on average capital employed (%)

Shareholder returns against the market (%)
Over 10 years: 1994-2003

0 0.1 0.2 0.3 0.4

Employees ¢¢ Contractors

@ An injury or reported illness that results in a person being unable to work for a day

(shift) or more.

b 2002 data excludes Castrol and Veba contractors and Veba employees.

Senior management profile by gender and nationality® (%)

20
+¢ Female ¢ Non-UK/US
s BoonMobil @ Senior management includes the top 609 positions in BP
ChevronTexaco
TotalFinaElf
-50 0 50 100
Community investment
Over b5 years: 1999-2003 by region % million
: i BP 2003 2002 2001 2000 1999
: MShs_:‘ UK 127 139] 149 154 104
o enen (including UK charities 28| 32| 47| 41| 53
evronTexaco
: Rest of Europe 8.2 6.2 8.0 5.3 3.5
: forel Finetl USA 315 | 463 | 529| 46.0| 364
0 10 20 30 40 50 . ’ ' ' '
Rest of World 220 | 188 18.9 14.9 17.1
QOver 3 years: 2001-2003 Total 74.4 85.2 94.7 81.6 67.4
by theme $ million
ExxonMobil incl. incl.
UK UK
ChevronTexaco charities charities
: TotalFinaElf 2003 2003 2002 2002 2001 2000 1999
0 10 20 30 40 50 Community
Shareholder returns comprise annual share price movements, with dividends development 22.8 09| 243 0.7 333]| 282| 295
reinvested, for investments held over the period shown. Education 271 04| 242 08| 295| 213| 148
Shareholder returns against the market reflect the returns generated above or Environment
below returns from equivalent investments in the overall market. and health 15.4 1.0| 198 .71 155 8.3 4.7
Arts and culture 5.6 0.1 6.6 0.1 82| 150 11.0
other . 35|.04) 103 05| 82| 88| 74
Total 74.4 28| 852 32| 947 | 816 674




Dear Shareholder BP delivered sustained progress in 2003, with

continued high oil prices leading to a strong year for the company.

This performance has enabled BP to increase its total annual
dividend per share to 26 cents, an increase in dollar terms of
8.3% over 2002. The weakening dollar/sterling exchange rate
means this equates to a decrease in sterling terms of 0.8%.

In stewarding the company for you, its owners, the board
must be responsive to the evolving nature of the group, as well
as its surrounding economic and competitive landscape. In recent
years, BP has grown through significant acquisitions to develop
a strong portfolio of assets and leading market positions. It
has been transformed into a major oil and gas company with
a genuinely global reach. Today, we employ more than 103,000
people around the world. They display tremendous knowledge
and skill and have provided the means for BP's development,
performance and prospects. On behalf of the board, | would like
to pay tribute to their achievements in 2003 and thank them for
the value they have created.

Strategic direction

Building on these foundations, our challenge is to realize the
potential of our portfolio in the coming years and make the most
of the strategic positions we have established by being a first
mover in key markets. We approach the future with confidence,
in the belief that the scale of our operations worldwide and

the progressive introduction of new producing assets will form
the basis for both nearterm performance and the generation of
sustained shareholder value.

While there were signs of renewed global economic strength
throughout 2003, geopolitics and energy markets remained
unsettled. The map of areas in the world with accessible raw
materials for our business has once again been redrawn.

Of particular significance is the TNK-BP joint venture in Russia,
which commenced in August. Working with the TNK-BP board,

we believe we can deliver value to the benefit of our shareholders

and reinforce our position in this vital market.
Innovative transactions in newer markets — and the
development of our existing operations — present significant
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Chairman’s letter

challenges for John Browne and his executive colleagues.
Individually and collectively, they are an excellent team and enjoy
our full confidence and support. BP's growth and transformation
led to a review during 2003 of the ways in which the group is
controlled and how decisions are made. We are confident that
this will see the realization of BP as a truly global group.

Corporate governance

Some years ago, BP adopted an approach to governance based
on fundamental principles that delineate the role, authority and
accountability of the board and the executive management of
the group. We have reported to shareholders annually on this
topic. These governance policies are well embedded into our
culture and ensure compliance with many new regulatory
developments on both sides of the Atlantic. Our approach to
governance and transparency is tailored to the nature of the
group and its businesses. In our report on corporate governance
on pages 102-105 we have set out an explanation of why we
believe our approach is both conceptually sound and right for
BP and its shareholders.

The board, which comprises a majority of independent
non-executive directors, works to ensure that your long-term
interests as owners are both protected and enhanced. Our
work includes assessing the opportunities and risks confronting
the group and monitoring the controls applied to manage and
exploit them. In its oversight of the group, the board recognizes
the need for the executive team to exercise its judgement in
the management of the business, displaying innovation and
entrepreneurship — the qualities that have led BP to its current
position — but without compromising our standards of probity
and transparency.

By its nature, the group’s business brings BP into contact
with many different societies, people and challenges in diverse
parts of the world. Our activities are scrutinized by numerous
regulatory authorities and other organizations that represent the
interests of those who are affected by our operations. As your
representatives, we believe it is essential to be responsive to
those with whom we come into contact; it is equally essential



Sustained progress

to discharge our overall responsibility to you as shareholders,

in order to protect and enhance the long-term value of your
investment. We are mindful of this balance in managing our roles
and activities, such as when making decisions about whether to
pursue opportunities in environmentally sensitive areas. \We only
operate in such areas if we believe we can properly manage the
environmental and social risks according to our own standards,
as well as comply with applicable laws and regulations.

Board changes

Over the year, the board’s focus has included its own succession
and development planning. Our corporate governance report
sets out the board's approach over the coming years to refresh
its membership and ensure it continues to operate effectively
and efficiently. Among the transitions ahead is the departure of
Floris Maljers, who will step down at the 2004 annual general
meeting. During the six years Floris has been on the board he
has contributed greatly to its discussions and we thank him for
his contribution. As we say goodbye to Floris, we are pleased
to welcome Antony Burgmans to the board. He brings with
him great experience of marketing matters and an important
European perspective.

2003 also saw the retirement of Judith Hanratty as company
secretary. Judith has been instrumental in the work of the board
since her appointment in 1994. The rigour of our governance
policies and the infrastructure that supports our work as a
board owe much to her endeavours. We wish her well in
her retirement.

.

Peter Sutherland
Chairman
9 February 2004

Throughout the year the board regularly monitors the way
the company manages its risks and opportunities. The board
is supported in this process by the work of its committees.
These are described in more detail in the section on the
work of the board in governance on pages 102-105 but brief
details of three committees of particular importance to
shareholders are given below. Each committee comprises
solely independent non-executive directors and plays a key
role in testing the decisions, processes and judgements

of executive management.

The Audit Committee is chaired by Sir lan Prosser.
It is responsible for monitoring all the reporting,
accounting, control and financial aspects of
executive management activities.

The Ethics and Environment Assurance Committee
is chaired by Dr Walter Massey. It is responsible

for monitoring the non-financial aspects of executive
management activities.

The Remuneration Committee is chaired

by Sir Robin Nicholson. It is responsible for
determining the structure of rewards for the
group chief executive and executive directors.



Dear Shareholder \When | wrote to you last time, my team and

| had as many questions as answers about the forthcoming year.
Would our strategy endure a weak global economy, impending
war in lrag, continuing uncertainty over terrorism, increasingly
complex regulation and a groundswell of anti-corporate
sentiment? How would our competitors respond to the
challenging position we had worked so hard to achieve?

| am pleased to say that BP rose convincingly to all
these challenges. The group turned in one of the strongest
performances in its history. We closed the year more secure
in our strategic direction, more steadfast in our beliefs and
more confident in our potential to deliver superior long-run
total shareholder returns.

With the retirement of Rodney Chase, deputy group chief
executive, and John Buchanan, chief financial officer, we moved
new people into leadership positions. Dick Olver, Byron Grote
and David Allen, long-term colleagues, have each in their new
positions added considerable experience and judgement.

Tony Hayward, John Manzoni, Ralph Alexander and lain Conn,
who are now in charge of our four business segments, have
added to the strength of our team.

We recognize that in our people we possess the talent,
creativity and commitment to deliver consistent and competitive
returns and turn our strategy into reality. | offer my sincere thanks
and appreciation to all our staff around the world.

Performance in perspective
In 2003, we were able to report a strong result, and to invest
significantly for the future.

Our result was $12.4 billion, up from $8.7 billion in 2002.

This was achieved against the backdrop of stronger oil and gas
prices, which were higher than most had forecast. During the
year, underlying oil demand increased as the world moved out

of recession and the economic boom in China continued.

OPEC maintained a managed supply throughout the year, despite
well-publicized disruptions in Venezuela and Iraq, and inventories
remained low.

Our improved result was founded on cash from our operations,
which rose 12% to $21.7 billion. This strong cash flow gave us
the flexibility to use $2.5 billion to strengthen our pension funds.

Excluding this pension funding, BP's operating cash flow
rose to a total of 25% above 2002 levels. In addition, we
divested $6.4 billion of assets. We used this cash flow to invest
$14.0 billion in organic capital expenditure, to acquire $2.6 billion
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Group chief executive's review

of new assets, to pay dividends of $5.7 billion and to buy back
$2 billion of our own shares, while maintaining our yearend
level of net debt at the same level as year-end 2002. All these
are clear signals of a strong year and a healthy group.

In addition, pro forma return on average capital employed
improved yearon-year from 13% to 16% through a disciplined
focus on our revenue-generating assets.

The safety of our people remains of prime importance and our
overall safety performance continued to improve. The frequency
of serious injury among employees and contractors, as measured
by days away from work cases, has decreased over a five-year
period, from 0.25 in 1999 to 0.10 in 2003. However, individual
incidents led to a large number of fatalities among employees
and contractors, with 20 people losing their lives, mostly as a
result of transport-related incidents. We deeply regret these
fatalities and, in response, are tightening our standards on
driving safety throughout the group.

Evidence of progress

These annual results must also be viewed in the context of

our long-term strategy. In 2003, we took steps to strengthen

the competitiveness of our portfolio of assets, markets and
businesses. The significant milestones were:

e New exploration and production profit centre progress
Our new liquefied natural gas (LNG) facility in Trinidad started
up earlier than scheduled, our new assets in the deepwater
Gulf of Mexico increased production and new discoveries
were made offshore Angola.

e QOil and gas production volume growth Our production
volume increased by over 2% in 2003 compared with 2002.

e Reserves replacement BP's replacement of reserves
significantly outpaced production for the 11th consecutive
year, a milestone that underscores our distinctive ability
to renew the assets that underpin our future growth.

e First LNG deliveries In the third quarter, the first cargo of
LNG was delivered from Trinidad to the Bilbao electricity
generation plant, in which BP has a 25% interest. This was
followed by the first delivery of LNG, owned by BP to the
reopened Cove Point regasification terminal in the US.

e TNK-BP The agreement between BP and the Alfa Group
and Access-Renova to form TNK-BP was completed in August.
The new operation is proceeding well. BP's $6.8 billion
investment gave us a 50% stake in the third largest oil
producer in one of the world's great hydrocarbon basins.



New possibilities

e Caspian pipeline funding After more than two years of
monitoring and scrutiny of the project’'s environmental and
social impact and an extensive public consultation process,
the European Bank for Reconstruction and Development
approved up to $250 million in loans to the Baku-Thilisi-Ceyhan
(BTC) pipeline, managed by BP. The pipeline is on track for
start-up in the first half of 2005.

e BP Ultimate launch BP launched BP Ultimate in the UK in
October, building on the success of Amoco Ultimate in the
US and other recent European launches. This upgraded diesel
and unleaded fuel delivers greater performance with fewer
emissions than standard fuel grades.

e Customers for oil products We have redirected our branded
products to appeal to more customers and promote our brand
values. We have also extended our brand footprint with the
rollout of the new BP Connect offer, the reimaging of many
sites in the US and Germany, and the expansion of our
presence in new markets such as China.

e SECCO One of Asia’s largest petrochemicals complexes, located
in Shanghai and 50%-owned by BR was half-way to completion
by the end of 2003, on track for production in 2005.

e Divestments More than $6 billion in proceeds from divestments
resulted from our programme of high-grading our portfolio.

Strategy in context
Ten or so years ago, it might have been easy for BP to accept
the status quo, to hold on to our heritage, accepting our position
among middle-tier oil companies and offering shareholder returns
with average prospects for long-term growth. Fortunately, BP is
not a company whose character and aspirations allow it to accept
the status quo.

Indeed, recent history points to many examples where BP
has acted as ‘first mover’ to create distinctive asset and market
positions. We saw greater opportunity for sustained growth
in shareholder value by attaining global scale, with all the
opportunities and efficiencies that such a position brings.

Over the last few years, we have continued to transform
our exploration and production segment in the drive for secure
and competitive returns. While continuing to seek maximum
productivity from our existing base of oil and gas fields, we
have also created a balanced portfolio of six new material profit
centres: the deepwater Gulf of Mexico, Trinidad, Azerbaijan,
Angola, gas in Asia Pacific and, most recently, Russia. At the
same time, we have reinvested significant cash into our customer
facing businesses to build a strong second leg for the group.

The future

In the process of becoming a major oil and gas company through
mergers and acquisitions, we have established common values
and processes throughout the group so that we can act with
greater alignment. This allows us to harness the restless energy
and imagination of our people within a management framework
that has clarity of central strategic purpose and unified control.

| believe this framework will drive operational excellence and
competitive shareholder returns over time.

As we realize the possibilities before us, we also recognize
the challenges they bring. Good performance year by year is not
enough. We have to demonstrate that we can be a sustainably
successful company in the long term, making a meaningful
contribution to a sustainable world. \We are continuing to
develop practical responses to the critical issue of climate change.
We are working to develop cleaner, more efficient fuels for our
customers. We continue to strive to ensure that our activities
not only benefit our shareholders but create mutual advantage
for our customers, suppliers, partners and communities wherever
we operate.

To do that, we must be guided by our values, being inclusive
and meritocratic, having high ethical standards, striving for
transparency and recognizing our impact on society. Most
importantly, we must continue to renew our human capabilities
by attracting, retaining and developing some of the world’s
best people.

We have come a long way, but there is much more to do.

We are guided by a clear strategy, with a talented and committed
workforce. The future is full of excitement and the future, as
always, has just begun.

T
S

The Lord Browne of Madingley
Group Chief Executive
9 February 2004



As a supplier of energy, our job is to

fuel the world’s
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pOssInIlities

How should we begin?

With a report about drilling for oil? Refining it?
Marketing products? Old story.

The fact is, neither this company, nor this
industry will ever be successful if they
focus only on history.

Because things are changing.

BP as we know it today began to take
shape just five short years ago. In that
time, we have brought together new
assets, people, technology, values and
knowledge to form a group that now fully
competes as one of the leaders in the oll
and gas industry. Our new era requires
new answers from us, coupled with new
definitions of performance.

It starts here.
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What defines BP? In industrial terms, we are classified as an
oil, gas and petrochemicals company. Competitively, we are
one of the leaders in the marketplaces where we do business.
Economically, we participate in the global marketplace for an
indispensable commodity — energy — in a sector defined by
long-term business cycles.

But what BP is capable of as a company has been redefined
in the past five years — and will be redefined again in another
five, as we approach our centennial year in 2008. \Why?
Because the characteristics of our industry have changed.
\We contributed to that change. And we are determined

to continue to drive further change for the benefit of

our stakeholders.

In recent years, BP has grown significantly. VWe have instituted
a disciplined financial framework that has provided stability and
a platform for growth in a volatile global environment. We have

Be more tomorrow
than we are today

applied a coherent business strategy. And, from several heritage
companies, we have become one, with our assets and market
positions now assembled within a cohesive group, performing
as one of the leaders in our industry.

If scale alone created a great company, we might be satisfied
with where we stand today. But we are not — not yet. The current
competitive landscape requires us to think and perform with

a longer view, and to execute at an unprecedented level. Through
our focus and new resources, we intend to offer investors

the performance — the continuous improvement in productivity,
the quality and consistency of our shareholder returns and positive
relationships with society — necessary to produce superior
long-term value. This is how we see true leadership measured
today, and how we believe the world’s great companies will

be regarded in the future.

We intend to be one of them.



Operate with diligence and determination

BP is preparing for an era of greater innovation and new
productivity. We believe we have the assets, the market positions
and the people. But we need to retain and expand the valuation
investors place on us as an industry leader. This means we must
operate these resources with discipline, using our strategic insights
and rigorous performance culture to evaluate the opportunities
before us and derive maximum value from each of them.

Financial discipline comes first. Our financial framework is the
mechanism by which we seek to ensure prudent management
of capital expenditure, divestments, debt, costs and competitive
returns to shareholders as we continue to invest for the long-
term future of BP. This discipline enables us to provide returns
to our investors, building on a sustained track record of
dividend growth.

Operationally, we believe that BP now has a leading portfolio of
assets and market positions in its sector. The composition of this
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$101 billion in

investments
from

2000 to 2003

$27 billion in
portfolio
divestments

from
2000 to 2003

portfolio is designed to provide a buffer against a trading
environment in which prices are determined by market forces
outside our control. While collectively strong, these assets and
market positions are a constant work in progress, with each
project or business different or complex in its own way.

Managing a portfolio of this sophistication and geographic diversity
requires a degree of corporate ‘multi-tasking’ that few players

can pull off. However, as the conventional pattern of access and
exploration changes in the next decade, we believe that building
external relationships will become just as significant an activity as
applying technology. These relationships will be essential throughout
our businesses, from upstream development opportunities to
access to new downstream markets.

We expect BP's diversity of global experience, sensitivity to local
needs and delivery of mutual advantage to serve us well in this
operating environment.
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Delivering diversification:
distribution of BP’s production

s North America
st North Sea

South America, Middle East,
Africa (excluding Angola)

st Gulf of Mexico deepwater
st Azerbaijan
ss  Asia Pacific
¢t Trinidad
Russia
Angola

*BP projection 2003.

71998 data from BP Financial and
Operating Information 1998-2002.
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Manage risk
through

constant renewal

In the equation for delivering long-term shareholder value in the

oil, gas and petrochemicals industry, there is one constant: the
need to manage risk. Few industries face the operating challenges
that BP and its competitors experience on a daily basis: geographic,
economic, technical or any combination of these.

For BP. maximizing value while managing risk is both a discipline
and an opportunity. It is a discipline that enables us to make the
right choices as consistently as possible. In recent years, we

have spoken of BP's strategy as focused on a ‘distinctive set

of opportunities’. More explicitly, these opportunities are a series
of large investments that allow us to direct our people, assets and
market positions in a balanced way. This portfolio of investments
helps insulate us against volatility in differing economic conditions,
broadens our competitive horizons and supports consistent returns
to shareholders.

This balance in choice continues to be a hallmark of our strategy.

The stakes, however, are being raised. The opportunities that remain
in our world are growing in their demands and complexity. Even

the most attractive projects require a demonstration of staying
power and a scale of financial, human and physical resources to
answer industry challenges. How do we win in this environment?

It begins upstream, through renewal. BP maintains a portfolio of
investments that offers diversified sources of growth and the ability
to replace production while minimizing the effect on profitability.
Diversity in investment choice also extends downstream to our
customerfacing businesses. For BR maximizing value is a function
of making the best investment choices in the most promising places
at the most advantageous moment.

We believe that this difference in portfolio quality provides BP with
advantages in exploration and production efficiency and the potential
both for margin improvement in all our businesses and for stronger
cash flow.



Finish first by moving first BP’s position as an industry leader is due in no small part to

our actions as a ‘first mover’ — first to opportunity, first to market or first to deliver value.

We have sought to act first whenever advantageous. By leveraging our strategic insight
®m and rapid commercial execution, we have adapted quickly and have been in the forefront

of necessary change.

1997

Investing in Russia

Eight years after BP first sent teams to
Russia to examine exploration prospects,
we begin investment by acquiring a 10%
stake in Sidanco. This underscores our belief
in the potential of Russia, previously seen
as unreachable for political reasons.

Taking a stand on climate change

In response to mounting evidence and
concern about greenhouse gas emissions and
the earth's rising temperature, BP becomes
the first in our industry to state publicly

the need for precautionary action. We take
steps on environmental standards, including
controlling our own emissions, supporting
existing and new scientific work and
developing emissions trading mechanisms
in-house and with external bodies.
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1998

Engaging in large-scale mergers

Through our merger with Amoco, we take

a major step to becoming a leader in the oil
and gas industry. This action is the first in a
series of major corporate deals in the sector
that will continue for more than two years.
The merger gives the combined companies
the opportunity to compete with a distinctive
set of people, assets and market positions.
BP gains Amoco's strength in oil and gas
production in North America, and its
interests in Egypt, Trinidad, West Africa,
Argentina and Azerbaijan. In refining and
marketing, Amoco contributes its significant
strength in the US to BP's existing positions
in Europe, the US and Australia, and in
emerging markets.

1999

Anticipating growth in demand for gas
BP establishes a gas and power business
segment, designed to focus and expand
our capability to meet an increasing world
demand for natural gas. To help build

our position as a leading provider of
natural gas for US consumers, to address
that country’s growing demand and to
diversify its sources of supply, BP delivers
the industry’s first cargo of liquefied
natural gas to east coast customers.




Some cases in point We were at the
forefront of the process of restructuring

in the oil and gas industry. This enabled

us to align our scale and reach with the
developing global pattern of energy supply
and demand.

Our combinations with Amoco and ARCO
moved us to become one of the top three
in terms of performance, assets and

returns to shareholders. We were the first

Adding scale through acquisitions

ARCO joins the BP group to create coast-
to-coast coverage of the US fuels market.
Strategically, the ARCO deal also represents
an opportunity to grow our natural gas
business, particularly in the Far East.
Together with BP’s own production, the
Amoco and ARCO transactions create an
eight-fold increase in BP's gas production
over 10 years. Our acquisition of Burmah
Castrol strengthens BP’'s customerfacing
businesses with a world-recognized
premium lubricants brand.

among our peers to respond publicly to
the risks of global climate change. And
we responded to political developments
with investments in China and Russia,
areas previously considered inaccessible
to our industry.

These and other ‘first mover’ initiatives
have enabled BP to capture added value
and to develop distinctive positions and
reputation. We are determined to maintain

2000

2001

Positioning in Germany

As part of our strategy to build a strong
second leg for the group, BP acquires
Veba's retail and refining assets in Germany
and central Europe. This makes BP the
market leader in Germany and Austria

and substantially strengthens our position
in Poland and in several other central
European countries. BP markets under

the well regarded Aral brand in Germany.

the position and momentum we have
gained in recent years. Our willingness
to think ahead of the curve and beyond
the traditional boundaries of our
businesses remains as strong as ever.

Performing as a ‘first mover’ is as much
a cultural attribute as a conscious choice.
We believe it will be instrumental in the
next phase of BP’s — and our industry’s —
development.

2003

Building advantage in Russia

BP acquires a 50% stake in TNK-BP creating
a sixth new upstream profit centre. TNK-BP
is the third largest integrated oil company
operating in Russia. It encompasses the
full spectrum of vertical integration, from
wellhead to leading positions in the
marketing of petroleum products. TNK-BP is
comparable in production size to the former
Amoco before our merger, and has proved
reserves of 3.6 billion barrels, of which

2.8 billion barrels are developed. TNK-BP's
portfolio contains eight fields of greater
than 250 million barrels, including Samotlor,
the third largest oil field ever discovered.
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FOCUS On
the markets
that matter

In the drive for sustainable advantage in our industry, raising

the bar on the same objectives year after year can be a formula
with limited potential. Instead, BP uses its restlessness for new
opportunities to pursue the highest-quality targets, so catalysing
the group to deliver its full potential. Doing this helps put us in
the right markets, with the right products and brands, at the right
time, for the right reasons.

Taken as a whole, the global energy market is an increasingly dynamic
place. Patterns of supply and demand are shifting with changes in
population, living standards, advances in technology and political
change. BP must be equally responsive, investing where supply and
demand are moving, not just where they are today.

Geographically, we are consciously managing a shift from our
emphasis on established profit centres and markets to developing

markets, balancing risk and complexity against quality of

return on capital and potential cash flow growth. The result is

a significant presence in natural gas, the world's fastest-growing
major fuel, which now contributes nearly half our daily production
and booked reserves.

In our customerfacing businesses, our focus has taken us

to leadership positions in petroleum product markets, with fuel
volumes increasing more than 40% since 1998. Our investment
in our retail businesses is primarily directed at markets in which
our share and efficiency are strong relative to competitors. \We
focus on core petrochemicals products with strong market share
and technological advantage. And we have a sizeable share in the
world market for solar power, a stake that prepares us to innovate
and to produce value from future technologies and energy
sources over the long term.



The nature of our business requires us to participate actively in

a global marketplace serving around 13 million customers, each
with their own constantly changing needs, desires and dreams.
Such as mobility. Industry. Prosperity. Opportunity. Sustainability.
These diverse and evolving demands create a constant tension
between what we as a society can live with and what we cannot
live without. And they have led us at BP to think beyond the
expected to the ways in which we can most responsibly support
human needs and fuel the world’s progress.

Our publicly stated aspiration is to be numbered among the world's
great companies. The idea — actually, the ideal — of economic,

social and environmental sustainability has for years influenced
corporate-level policies. At BP it permeates the group, from the
quality of corporate governance and the transparency of our
reporting down to such project-level decisions as our partnership
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Provide the greatest benefit
to the broadest constituency

choices, low-impact drilling and the launch of new, cleaner fuels
in advance of regulatory requirements.

But why should an oil and gas company be a force for human
progress? What is the business case for social responsibility
and environmental sensitivity? The first answer is that, for any
company with the scale and reach of BRF responsible conduct
is a requirement. At BR we make this requirement a business
practice as well as a corporate principle. Secondly, we expect
our conduct to be measured by responsible standards.
Already, we see that living up to high standards for behaviour,
environmental policies and human rights opens doors to new
relationships and resources. It sparks innovation and permits
investment. And it fosters constructive debate and co-operation
rather than confrontation. For BP that is the way we want to
conduct our business.
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Engage thousands; act as one

In our industry, the evidence is that value can be created

from scale. Larger assets and markets generate better returns.
Controlling multiple assets saves money. Owning a diverse

set of assets spreads risk. But scale is only a means to an end.
Winners in this industry need integrated know-how and a
‘one-company’ mindset to overcome the challenges of complexity
and distance that come from scale and reach.

Today, the BP group has more than 103,000 people working in
over 100 countries within four main business segments. Yet we
are all guided by one strategy. By encouraging our people to think
and perform as ‘one company’ rather than as a collection of
heritage companies, BP is aligning internal understanding of the
brand and unlocking the group’s vast human potential as a
competitive advantage.

When we approach the BP group’s operations in a more unified
manner, value is added through the sharing of knowledge, services
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and relationships, and a consistently expressed brand. Specifically,
integration permits us to develop cross-segment knowledge,
leverage our trading strength, combine technical, commercial

and marketing capabilities and, ultimately, make value-maximizing
business decisions. This mindset is critical to achieving success

in big projects and managing their inherent risk.

We are operating the group’s businesses in an increasingly
coherent and optimized manner. At the same time, we are
embedding within BP a new management framework that
codifies the way in which we operate and defines authorities
and accountabilities for all managers and their teams. It brings
together the best of our business segment, regional and functional
leadership in a way that focuses on highervalue activities and
provides mechanisms for centralized and integrated activities.
Guided by one strategy, performing and acting as ‘one company’,
we intend our management culture to be a distinctive and
sustainable resource.
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Financial and business operating review

Financial performance

Business environment Results

Trading conditions in 2003 were affected by tight supplies in oil BP's result for the year was $12,379 million, compared with
and gas markets and by a world economic recovery, following two $8,715 million in 2002. The result per share was 55.83 cents,
years of below-trend growth. The global economy is expected to an increase of 44%. The replacement cost operating result was
strengthen further in 2004. $19,904 million (2002 $14,720 million). Replacement cost profit

Average crude oil prices in 2003 were the highest for 20 years, before exceptional items was $9,543 million (2002 $4,698 million).
driven by supply disruptions in Venezuela, Nigeria and Irag, OPEC The special items in 2003 and 2002 are shown in the table on
market management and a recovery in oil demand growth following  page 25.
three exceptionally weak years. The Brent price averaged $28.83 The return on average capital employed was 16%, compared
per barrel, an increase of almost $4 per barrel over the $25.03 with 13% in 2002. On a replacement cost before exceptional
per barrel average seen in 2002, and moved in a range between items basis, the 2003 return was 11% (2002 6%), and 11%
$22.88 and $34.73 per barrel. (2002 8%) on a historical cost basis.

Natural gas prices in the US were also exceptionally strong Net exceptional gains of $708 million before tax include gains
during 2003. The Henry Hub First of the Month Index averaged on the divestment of a further 20% interest in BP Trinidad and
$5.37 per million British thermal units (mmBtu), up by more than Tobago LLC and the sale of the group’s interest in the Forties oil
$2 per mmBtu compared with the 2002 average of $3.22 per field in the UK North Sea, partly offset by net losses on a number
mmBtu. A combination of cold first-quarter weather and weak of smaller transactions.
domestic production kept working gas inventories relatively low Interest expense was $851 million, compared with $1,264 million
for much of the year. UK gas prices were also up strongly in 2003, in 2002. The 2002 figure has been adjusted for special charges of
averaging 20.28 pence per therm at the National Balancing Point $15 million arising from the early redemption of bonds. The decrease
compared with a 2002 average of 15.78 pence per therm. mainly reflects lower average interest rates and lower average debt.

Refining margins weakened somewhat towards the end of the Corporate tax expense was $6,504 million (2002 $4,673 million),
year but were above historical average levels for 2003 as a whole, representing an effective tax rate of 34% on the pro forma result,
reflecting low commercial product inventories in key US and adjusted for special items. The effective tax rate on replacement
European markets. Retail margins for the year were relatively cost profit before exceptional items was 38%, compared with
strong, especially in the US and Europe. Petrochemicals margins 47% in 2002.
remained depressed in 2003, coming under pressure from high Historical cost profit was $10,267 million, including exceptional
feedstock prices. net gains after tax of $708 million and stock holding gains of

Reconciliation of reported profit/loss to pro forma result adjusted for special items

$ million

2003 2002

Pro forma Pro forma

result result

Acquisition adjusted for Acquisition adjusted for

Reported amortization® Special items®  special items Reported amortization® Special items®  special items

Exploration and Production 13,937 1,666 474 15,977 9,206 1,780 1,019 12,005

Gas, Power and Renewables 472 - - 472 354 - 30 384

Refining and Marketing 2,340 826 523 3,689 872 794 415 2,081

Petrochemicals® 568 - 38 606 515 - 250 765

Other businesses and corporate | .. (904) | ... DO UOOPOPRRRROON 530 SO .2 SOOI VA0 T 186 B18)

Replacement cost operating profit 16,413 2,392 1,099 19,904 10,246 2,574 1,900 14,720

Interest expense (851) - - (851) (1,279) - 15 (1,264)

Taxation (5,849) - (655) (6,504) (4,217) - (456) (4,673)

Minority shareholders’ interest (MSI) (170) - - (170) (52) - (16) (68)

Replacement cost profit before exceptional items 9,543 2,392 444 12,379 4,698 2,574 1,443 8,715
Exceptional items, net of tax 708 1,043
Replacement cost profit after exceptional items 10,251 5,741

Stock holding gains (losses), netof MSI | 6 | AL PO RN I
Historical cost profit 10,267 6,845

@ Acquisition amortization refers to depreciation relating to the fixed asset revaluation adjustment and amortization of goodwill consequent upon the ARCO and
Burmah Castrol acquisitions.

b o . .
The special items refer to non-recurring charges and credits.

®To reflect BP's increased focus on chemicals products derived from oil and gas, the Chemicals segment has been renamed Petrochemicals.
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$16 million. The corresponding figures for 2002 were $6,845 million

profit, $1,043 million net gains and $1,104 million gains respectively.

Capital expenditure and acquisitions amounted to
$20,075 million, including $5,794 million for the acquisition of
our interest in TNK-BP Excluding acquisitions, capital expenditure
was $14,049 million, compared with $13,321 million in 2002.

Net cash inflow for the year was $1,342 million, compared
with an outflow of $344 million in 2002; higher operating cash
flow and lower acquisition spending were partly offset by higher
tax payments. Net cash outflow for capital expenditure and
acquisitions, net of disposals, was $9,735 million (2002
$10,983 million). During 2003, we made incremental payments
of $2,533 million into a number of the group’s pension funds.

The group’s net debt, that is debt less cash and liquid
resources, was $20,193 million at the end of 2003, compared
with $20,273 million at the end of the previous year. The ratio of
net debt to net debt plus equity was 24%, compared with 28%
a year ago. We expect to keep this ratio in the range of 25-35%.
On a reported basis, the percentage was 21% (2002 22%).

In addition to reported debt, BP uses conventional off balance
sheet sources of finance such as operating leases and borrowings

in joint ventures and associates. The group has access to significant

sources of liquidity in the form of committed facilities and other
arrangements.

Dividends and share repurchases

The total dividends announced for 2003 were $5,753 million,
against $5,375 million in 2002. Dividends per share for 2003 were
26 cents, an increase of 8.3% compared with 2002. In sterling
terms, the dividend was 0.8% lower as a result of the weakening
dollar/sterling exchange rate. The board sets the dividend based on
a balance of factors. It considers present earnings, together with
long-term growth prospects and cash flow. It also considers the
group’s competitive position. The steady increases in the dollar
dividend in recent years reflect the board's assessment of the
group’s capacity for a sustained dividend over the longer term.

BP intends to continue the operation of the Dividend
Reinvestment Plan (DRIP) for shareholders who wish to
receive their dividend in the form of shares rather than cash.

The BP Direct Access Plan for US and Canadian investors also
includes a dividend reinvestment feature.

The group aims to demonstrate financial discipline by balancing
cash in and cash out over time. When trading conditions are
favourable, cash flow may be in excess of what is needed for
operational requirements, including funding the capital programme
and dividend payments. As part of giving a return to shareholders,
one of the steps we take from time to time is to repurchase
our own shares. During 2003, a total of 299 million shares
were repurchased and cancelled at a cost of $1,999 million.

The repurchased shares had a nominal value of $74 million and
represented 1.3% of ordinary shares in issue at the end of 2002.
Since the inception of the share repurchase programme in 2000,
775 million shares have been repurchased and cancelled at a cost
of $6 billion. BP intends to continue making share repurchases,
subject to market conditions and continuing authority at the April
2004 annual general meeting.

External environment

2003 2002
BP average liquids realizations ($/barrel) 27.25 22.69
Brent oil price ($/barrel) 28.83 25.03
BP average natural gas realizations
($/thousand cubic feet) 3.39 2.46
Henry Hub gas price ($/mmBtu) 5.37 3.22
Global indicator refining margin ($/barrel) 3.88 2.1
Chemicals indicator margin ($/tonne) 1132 104
@ Provisional.
Operating statistics
2003 2002
Liquids production (thousand b/d) 2,121 2,018
Gas production (million cf/d) 8,613 8,707
Total production (thousand boe/d) 3,606 3,619
Gas sales (million cf/d) 26,269 21,621
Refinery throughputs (thousand b/d) 3,097 3,103
Marketing sales (thousand b/d) 4,032 4,180
Petrochemicals production (thousand tonnes) 27,943 26,988
Special items
$ million
2003 2002
Restructuring, integration and rationalization costs 389 774
Impairment charges and asset write-downs 357 985
Environmental charges 236 46
Insurance claim - (184)
Pipeline incident - 62
Litigation - 55
Other, including vacant space provisions 117 162
1,099 1,900
Interest — bond redemption charges - 15
Total special items before tax 1,099 1,915
Taxation?® (655) (456)
Minority shareholders interest | = (16)
Total special items after tax 444 1,443

82002 includes an adjustment to the North Sea deferred tax liability for the

supplementary UK corporation tax as well as tax relief expected on impairments
and related restructuring. 2003 includes tax restructuring benefits.

Capital investment

$ million

2003 2002

Exploration and Production 9,658 9,266
Gas, Power and Renewables 359 335
Refining and Marketing 3,006 2,682
Petrochemicals 775 810
Other businesses and corporate | 281 ) 228
Capital expenditure 14,049 13,321
Acquisitions 6,026 5,790
..................................................................................... 5 0075 191”
Disposals (6,432) (6,782)
e B 13 a1 12329
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Financial and business operating review

Business performance

Exploration and Production

Strategy

e Create new profit centres by accessing areas with the potential for large oil and natural
gas fields; exploring successfully and pursuing only the best projects for development.

* Manage the performance of producing assets by investing only in the best available
opportunities and optimizing operating efficiency.

* Sell assets that are no longer strategic to us and have greater value to others.

Focus

BP invests in a portfolio of large, lowercost oil and natural gas fields chosen for their
potentially strong return on capital employed, and seeks to manage those assets safely
with maximum capital and operating efficiency. We are currently developing six new
profit centres in which we have a distinctive position: Trinidad, Angola, Azerbaijan, Gulf

of Mexico, Asia Pacific gas and Russia. These new profit centres augment the production
assets in our existing profit centres, providing greater reach, investment choice and

opportunity for growth.

Segment operating result ($ million)

15,977

12,0056

2003 2002

Exploration and Production

The result for the year of $15,977 million
was an improvement of 33% over 2002,
reflecting increased production, higher
oil and gas prices and a reduction

in exploration expense, partly offset by
increases in our depreciation charge.

Our volume performance was made
possible principally by incremental
contributions from our TNK-BP joint venture
in Russia and growth in the Gulf of Mexico
and in our gas business in Trinidad. These
production gains were partly offset by
decline in our existing profit centres and
divestments from our portfolio.

Across our portfolio, we advanced
several projects from the build stage to
the production phase. We also made
significant progress on a number of other
projects. Capital spending was down
slightly compared with 2002 as we
continued to exercise capital discipline
across our portfolio. In 2003, the operating
efficiency of our assets (actual production
as a percentage of production capacity)
improved to 88% from 87% in 2002.

We continued to make progress in our
existing profit centres. We increased
production in Alaska from a combination
of improved drilling and operational
efficiency, and in Norway we started
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production from the Valhall South

platform. We replaced reserves in our
North American gas business, approved
the developments of the Rhum field in the
North Sea and North West Temsah in the
Nile Delta, and discovered the Saqgqgara field
in the Gulf of Suez.

Each of our six new profit centres met
or exceeded expectations for performance
in 2003.

InTrinidad, from where BP has prime
access to US and European liquefied
natural gas (LNG) markets, we continued
to build on our integrated position in 2003.
Train 3 started production in April, two
months ahead of schedule, and we
received government approval for the
construction of Train 4, which is now under
way. In July, the Kapok field in Trinidad
began production, supplying gas to Train 3,
and we sanctioned the Cannonball gas
development.

In Azerbaijan, construction is now
well advanced on the development of
the Azeri field, and construction of the
1,760-kilometre Baku-Thilisi-Ceyhan (BTC)
pipeline began in May. When complete,
which we expect to be in the first half of
2005, the BTC pipeline will export crude
oil from the Caspian to world markets,
avoiding the creation of additional maritime

shipping via the Bosporus Straits. Also in
2003, construction began on the platform
to develop the Shah Deniz field, which is
expected to produce its first gas in 2006.

In the Gulf of Mexico, the Na Kika field
started production and the Mardi Gras
transportation system commenced
operation. At the Holstein field, where
oil production is expected to begin in late
2004, the spar is now on the Gulf Coast for
the final stage of construction. Other Gulf
of Mexico fields — Mad Dog, Thunder Horse
and Atlantis — are on track to follow Holstein
into production over the next few years.

In Angola, a number of other new fields
began producing and we progressed
several significant projects. The Jasmim
and Xikomba fields began producing, the
Kizomba A tension leg platform arrived
on site and the Dalia and Greater Plutonio
projects were sanctioned.

During the year, we completed a
programme of asset disposals that
improved our return on capital employed.
The programme generated total proceeds
exceeding $4.9 billion and included assets
in the US, North Sea, Norway, Malaysia,
China and Algeria.

New oil and gas discoveries announced
in 2003 included finds in Angola, the Gulf
of Suez and the deepwater Gulf of Mexico.



Gas, Power and Renewables

Strategy

e Capture distinctive world-scale market positions ahead of supply.
e Expand gross margin by providing distinctive products at lowest cost of goods sold to

selected customer segments.

* Build a sustainable solar business and continue to assess the application of renewable

and alternative energy sources.

Focus

In line with changing demand patterns for cleaner fuels, BP seeks to participate at scale
in the fast-growing markets for natural gas, gas liquids and solar energy. We currently
hold market leadership positions in North American gas and natural gas liquids (NGLs)
and significant strength in both the liquefied natural gas (LNG) and solar markets.

We are expanding our LNG business by accessing import terminals in China, North

America and Europe.

Segment operating result ($ million)

472

384

2003 2002

Recoverable oil and gas from these finds
is expected to be around one billion barrels
of oil equivalent. BP continued to lead its
major competitors in giant field discoveries
and reserves replacement ratio. The
reserves replacement ratio for the year
was 122%, with 1,321 billion barrels of
oil equivalent booked through discoveries,
extensions, revisions and improved
recovery. Reserve replacement exceeded
production for the 11th consecutive year.
Including equity-accounted entities and
the effect of acquisitions and disposals,
additions to the yearend reserves were
158% of 2003 production.

In August, BP and the Alfa Group and
Access-Renova completed the creation
of the TNK-BP venture, establishing our
newest profit centre and the third largest
integrated oil company operating in Russia,
in which BP owns a 50% interest. In
terms of its scale, TNK-BP is comparable
in production size to the former Amoco
at the time of our merger. Oil production
from TNK-BP grew by about 14% in 2003,
contributing in excess of 650,000 barrels
of oil a day in the fourth quarter of 2003,
and holds the possibility of further strong
growth. We expect TNK-BP to offer finding
and development costs about half of BP’s
three-year average, with lifting and non-

cash costs that compare favourably with
the average of our portfolio.

Gas, Power and Renewables

Our result was $472 million, an increase
of 23% over 2002 (73% when adjusted
for the Ruhrgas divestment in 2002). The
improved performance was underpinned by
gross margin growth in our gas marketing
businesses, including LNG. Facing the
poorest trading environment in recent
history, the NGLs business was able
partially to mitigate the effect of reduced
volumes and margins through a continued
focus on cost, 98.8% availability of our
plants, up from 98.5% in 2002, and the
implementation of our new marketing
programme. We also repositioned our
solar business to be able to improve
performance, which resulted in a
restructuring charge of $45 million.

Overall gas sales volumes rose 22%,
with unit gas marketing margins stronger
than we experienced in 2002. Contributing
to this result were higher gas sales
volumes in North America and an
increase in LNG marketed directly by BR

In North America, we are the number
one wholesale gas marketer on the
continent with average sales of 20.6 billion
cubic feet per day. The combination of

a customerfocused approach and a
favourable trading environment in 2003
saw gross margins improve. As we grow
our business, we continue to access a
wide portfolio of infrastructure across
North America. Optimization of this
portfolio benefits our group production
and results in a lower cost of goods sold.

To support our LNG presence in the US,
we applied for regulatory permits to build
and operate an LNG terminal in New
Jersey. Completion of the facility is
targeted for 2008. In addition, we and our
partners have signed an initial agreement
with Sempra LNG Corp. for a 20-year
supply of LNG from Indonesia to markets
in the US and Mexico. We also delivered
to the US both the first cargo from the
newly commissioned Train 3 of the Atlantic
LNG facility in Trinidad and Tobago and
the first cargo delivered to the Cove
Point regasification terminal, which
was recommissioned after 23 years.

In Europe, LNG marketing activities
are primarily focused on Spain and the
UK. In Spain, we made the first delivery
of LNG to the recently completed import
and regasification facility in Bilbao,
Europe's first integrated regasification
and power project. To further underpin
BP’s market position in Spain, we signed
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Refining and Marketing

Strategy

e Focus on refining locations where scale, integration and operational excellence earn

distinctive returns.

* Focus on retail fuel and convenience markets where supply advantage and distinctive

offer can capture market share.

* Leverage our brand and technology to grow in automotive-related lubricants markets.
* Build strong strategic relationships in our business-to-business sector.
e Build on our existing strength in selected emerging markets, particularly China.

Focus

Our marketing businesses, underpinned by world-class manufacturing, create customer
value for BR Our retail, lubricants and business-to-business sectors reach 13 million
customers a day. Our retail strategy provides differentiated fuel and convenience offers
to some of the most attractive global markets. Our lubricants brands, BP and Castrol,
offer customers benefits through technology and relationships. We seek deep business-
to-business customer relationships that can evolve into strategic partnerships.

Segment operating result ($ million)

3,689

2,081

2003 2002

a memorandum of understanding with
Oman LNG for the supply of up to four
million tonnes of LNG over a six-year period.
We also announced a joint venture with
Sonatrach that has secured long-term
capacity rights to the UK Isle of Grain
import regasification terminal. This venture
is expected to allow the two companies to
source and then supply LNG into the UK
market, beginning in 2005.

In Asia, the BP-operated Tangguh
project has agreements in various stages
of completion covering over seven million
tonnes a year of sales at plateau. BP
acquired a 35% interest in SK Power
(previously a subsidiary of SK Corporation
of South Korea), which has begun
construction of a power station in
Gwangyang, South Korea. The power
station will be a customer for the gas from
our new Indonesian profit centre. We also
took delivery of the final two LNG ships
commissioned from Samsung, the British
Innovator and the British Merchant.

Solar demand growth slowed slightly
in 2003, compounding price and margin
pressure created by production over
capacity in the industry. Our solar
production capacity and revenues
both grew. New technology production
lines came on stream in India, the US,
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Australia and Spain, allowing us to

cease production of non-competitive
technologies. As a result of this
consolidation, BP took a restructuring
charge of $45 million in the third quarter,
resulting in lower ongoing production costs
and a more competitive product slate.

Refining and Marketing

Growth in margins, combined with
improved operating performance, led to
a result of $3,689 million in 2003, a 77%
improvement following a difficult 2002.

BP achieved substantial gains in
productivity throughout the segment.

We continued our focus on cost efficiency.
Gains were made possible principally
through initiatives in procurement,
information technology practices,
commercial optimization contributions

and the benefits of integrating the

Veba business.

Our performance in refining was
underpinned by consistency in availability.
This has collectively averaged 95.5% at
our facilities in 2003, including record
availability in the second quarter, compared
with 96.1% for the whole of 2002. Refining
throughputs were comparable with 2002,
despite mandated divestments. We
concentrated on optimizing our assets,

capturing margin and leveraging our
global scale and presence.

Our customerfacing businesses —
retailing, lubricants and business-to-
business marketing — delivered higher
profitability from a lower volume base
as a result of our portfolio high-grading
programme. BP's retail location sales
continue to outpace the industry rate,
despite slower growth in the US and
German markets. As US and European
economies recover, we expect to maintain
and then grow our strong position through
close management of our site operating
models and differentiation in our
customer offer.

A clear example of this differentiation is
the launch of our BP Ultimate gasoline and
diesel fuel in the UK, Spain and Greece in
2003. These upgraded products deliver
greater performance with fewer emissions
than standard fuel grades, and have
produced very positive early results with
customers. The reimaging of retail locations,
including the full conversion of all BP
service stations in Germany to Aral,
continued in 2003. A total of 6,326 sites
were reimaged with the BP helios, bringing
the total number of sites with the helios to
some 16,745 worldwide.

In our lubricants business, our Castrol



Petrochemicals

Strategy
* Focus portfolio on seven core products.

* Compete through technical superiority, operational excellence, deep customer
relationships and accessing advantaged investment opportunities.

» Build organizational capability to increase margin capture and continue to drive cost
efficiencies and improve returns throughout the business cycle.

Focus

BP focuses on seven core products — purified terephthalic acid (PTA), paraxylene, acetic
acid, acrylonitrile, ethylene, high-density polyethylene (HDPE) and polypropylene (PP) —
that enhance the everyday lives of consumers. Part of BP’s customerfacing activity,
these core products are eventually used in the manufacture of a wide variety of
consumer goods, including plastic drinks bottles, computer housings, adhesives, inks,
rigid packaging, pipes, food packaging and automobile components, as well as textiles
for clothes and carpets. Our core products have been selected on the basis of growth
characteristics, proprietary technology, leadership positions and group integration value.

Segment operating result ($ million)
765
2008 2002

and BP brands are recognized around the
world. In 2003, we maintained, and in
many cases grew, market share. We are
now focused on pursuing key customer
segments and markets in the lubricants
sector — in which we believe that brand
presence and customer relationships
give us a premium position.
Business-to-business activity
strengthened in 2003, with a recovery
in aviation fuels and the development
of new partnerships and strategic
relationships. These selected co-operations
include joint technical developments,
cross-marketing of products and services
and the pursuit of common ground on
environmental issues.

Petrochemicals

Petrochemicals delivered a result of

$606 million in 2003, a decrease of 21%
from 2002. Our production for the year was
a record 27,943 thousand tonnes, compared
with 26,988 thousand tonnes in 2002. This
reflected our capacity additions and lower

turnaround activity. Faced with the most
challenging business environment in recent
years, we delivered a stable operational
performance, with returns steady.

Overall, chemicals indicator margins
were similar to 2002, but fluctuated
throughout the year. This performance
reflects high and volatile feedstock costs,
particularly in Europe, and slow growth in
demand. The segment’s result was further
reduced by several non-routine items,
continuing portfolio reductions and lower
income from SARS-affected businesses
in Asia.

Throughout the year, we continued to
focus on our core products. Our operational
priorities were safety, margin capture and
driving cost efficiency in a difficult business
environment. Overall, 2003 cash fixed
costs were reduced compared with 2002,
while the business grew. The operations
at our sites continued to be good as
utilization improved.

As a result of growth and portfolio
management, our seven core products

now account for 70% of our capital
employed in this segment.

Our production capacity increase in
2003 reflected our Asian PTA additions,
the Veba acquisition, a world-scale HDPE
plant in Cedar Bayou, Texas, and growth,
albeit slow, in market demand. Projects
under development in 2003 included the
final commissioning of the BP Zhuhai
Chemical Company in Guangdong province
(our first PTA venture in China), the start-up
of the CAPCO PTA plant in Taiwan,
progress on our SECCO ethylene cracker
joint venture near Shanghai and expansion
of the Chocolate Bayou olefins facility on
the US Gulf Coast.

Importantly, 2003 also brought a
realignment of the petrochemicals
organization. The segment is now
structured around its core-product strategy,
while retaining its executive leadership in
key regions of the world. This more natural
alignment of businesses with strategy is
intended to provide greater organizational
focus and operating performance.
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Environmental and social performance

Our fundamental purpose, as defined by BP’'s board, is to
maximize long-term shareholder value. This demands not only
that we seek to maximize value through operational and financial
performance year by year but also to act to ensure the long-term
sustainability of the company.

Our strategy aims to deliver gains in business performance every
year. But to maximize long-term shareholder value we must also
act in ways that aim to benefit our people, the environment and
society. This short report summarizes our performance. A more
detailed account is published in BP Sustainability Report 2003.

BP: our business

The way we work is guided by values — integrity, honest dealing,
treating everyone with respect and dignity, striving for mutual
advantage and contributing to human progress. These values are
developed into policies that govern areas including health, safety,
security, environment, ethical conduct and business relationships.

We use a system of risk management to assess the impact of
activities on the environment, local economies and communities.
Where appropriate, accountability for managing environmental
and social impact is part of managers’ performance contracts,
with specific objectives and milestones.

People’s safety is of the highest priority. Managers are
accountable for ensuring that safety risks are properly addressed,
staff are fully trained and facilities are well maintained. We closely
monitor our safety performance. The number of serious injury
cases (resulting in our employees or contractors being away from
work for a day or more) has dropped from almost 38 per month in
1999 to 21 per month in 2003. In 2003, we achieved the target of
maintaining our 2002 performance while introducing many new
workforce members through our acquisition of Veba, whose injury
rate was historically higher than that of BP.

Despite meeting this important target and reducing overall
injury rates, we deeply regret to report 20 fatalities among our
employees and contractors in 2003, compared with 13 in 2002 and
16 in 2001. The increased number is a serious cause for concern.
Most involved transport-related incidents. We are therefore
introducing a much tougher group-wide standard on driving safety,
which we shall also recommend to our contractors.

As a global organization, we believe our workforce, leadership
and recruitment should reflect the communities and diversity
within which we operate. We are continuing to focus on employing
and developing local staff and leaders in our operations worldwide.

Long-term improvement in safety
performance (DAFWCF)? 1988-2003

1988 1993 1998 2003

@Days away from work case frequency (DAFWCF) is the annual frequency (per 200,000
hours) of injuries or reported illnesses that result in a person (employee or contractor)
being unable to work for a day (shift) or more. Data before 1992 excludes contractors.

30 BP Annual Report and Accounts 2003

Various programmes developed and successfully implemented in
countries such as China, Angola and Azerbaijan have ensured that
we continue to build the number of locally based employees.

Our policy is to ensure equal opportunity in recruitment, career
development, promotion, training and reward for all employees,
including those with disabilities. All applicants and employees are
assessed against clear criteria related to job requirements. Where
existing employees become disabled, our policy is to provide
continuing employment and training wherever practicable.

BP's leadership is becoming more diverse. Now 15% of this
group are female and 18% are of nationalities other than the
UK or US (see chart). We strive to build an environment in which
everyone can feel part of a meritocratic organization. In our most
recent survey of employee satisfaction, six in 10 employees
considered BP a place where people accepted a variety of ideas,
perspectives and working styles. Seven out of 10 felt BP protected
against discrimination and harassment and encouraged people
with diverse backgrounds to succeed. We have a solid base to
build on, but much remains to be done.

During 2003, we made further progress in learning and
development opportunities for employees. We continued to
develop our internal leaders with the ongoing First Level Leaders
programme, while piloting a Senior Level Leaders programme.
We also created specialist academies to focus on two important
sets of skills — project management, and sales and marketing.

We continue to support employee share ownership with share
plans in almost 80 countries. Our award-winning ShareMatch plan,
in which we match BP shares purchased by employees, is running
in over 70 countries.

Communications with employees cover site events and
group-produced media. These include global and local magazines,
intranet sites, targeted e-mails and, most important, face-to-face
communication. Team meetings are the core of our employee
consultation, complemented by formal processes through works
councils in parts of Europe. This communication, along with
training programmes, enhances awareness of the financial and
economic factors affecting BP’s performance and contributes to
employee development and motivation.

We continue to emphasize the importance of doing business
with high standards of ethical conduct. To enhance our focus
on compliance with laws, regulations and internal policies and
standards, we appointed a seniorlevel group compliance and
ethics officer to establish a new centralized compliance and
ethics function.

In April 2003, we introduced a global employee concerns
programme — OpenTalk — to give everyone in BP the opportunity
to report possible breaches of company policy without fear
of retaliation. Employees can raise issues, confidentially and
anonymously, through an independent multilingual call centre,
available 24 hours a day and by e-mail. During 2003, 258 reports
were received and, where appropriate, action was taken.

Staff in positions of responsibility annually review ethical
issues arising during the year with their teams. They certify to
their manager that their personal actions and those of their teams
have complied with policy, and disclose any areas of possible
non-compliance. On completion of the process, the group chief
executive prepares his personal certificate on behalf of the
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company. We encourage open discussion, reporting and sharing of
ethical issues. More than 500 ethics workshops were conducted
worldwide during 2003 to provide awareness and training.

We continue to apply our strong anti-corruption policy, including
prohibiting facilitation payments and identifying and correcting any
areas of non-compliance. We take disciplinary measures where
appropriate. In 2003, this included the dismissal of 165 people
for unethical behaviour, including fraud, theft and dishonesty.

BP does not make corporate political contributions anywhere
in the world and specifically made no donations to UK or other
EU political parties or organizations in 2003.

Promoting health awareness among our employees, contractors
and local communities provides long-term benefits to our people
and our business. During 2003, in many locations we increased our
capability to assess health risks and implemented local initiatives. We
responded immediately to the SARS crisis, providing health support
and minimizing travel risks. No BP employees contracted the illness.

BP and the environment

BP was the first major oil company to state publicly that the risks
of climate change were serious and that precautionary action was
justified. While uncertainties remain, we believe business planning
and long-term strategy should be based on the need to stabilize
atmospheric concentrations of greenhouse gases (GHGs).

In 2001, BP achieved its first GHG target — to lower operational
emissions by 10% from 1990 levels. We then set a new target
for 2012 - to maintain net emissions at 2001 levels through more
efficient operations and cleaner products offering improved fuel
efficiency. In 2003, operational emissions of 83.4 million tonnes
(Mte) were TMte higher than 2002. Since 2001, operational
efficiencies have already achieved 3.3Mte of sustainable reductions.
Given that the scale of customer emissions from use of BP's
products is much greater than our operational emissions, we
now intend to demonstrate how cleaner products are reducing
emissions. Overall, we remain confident that we are on track to
meet our new target.

BP recognizes the need to protect and conserve sensitive areas
that house the rich biodiversity of our planet. We will only work
within or close to sensitive areas if we believe we can properly
manage any risks to the environment. During 2003, after
consultation and publication of an Environmental and Social Impact
Assessment (ESIA), an access road and exploration well site were
constructed within a national park in Bolivia, which has been
designated as a World Conservation Union (IUCN) category | area.
In 2002, after extensive consultation, an ESIA was also published

for the Baku-Thilisi-Ceyhan (BTC) pipeline. The pipeline has been
routed through a managed reserve in Georgia, which was listed for
IUCN category IV designation during 2003. Our website details all
known IUCN category | to VI areas where we have facilities.

By the end of 2003, 99% of our major operations had been
independently assessed for certification to the ISO 14001
international standard on environmental management. This system
drives continuous performance improvement at our sites to reduce
air emissions, water discharges and accidental releases, including
oil spills to sea or land.

Our own shipping fleet transports significant volumes of oil,
gas and chemicals around the world. To mitigate the risks of major
spills, we are undertaking a fleet renewal programme. At the end
of 2003, our fleet numbered 28 oil tankers, with an average age of
three years (25 are double-hulled; three are double-sided), and eight
gas ships, with an average age of six years. Where we charter
additional vessels, they are rigorously examined prior to use.

BP in society

Our operations bring us into contact with some of the most
challenging issues facing society today. To address them, we
seek to engage constructively with those who help build BP's
success. We strive to ensure that our relationships with investors,
non-governmental organizations (NGOs), customers, suppliers,
communities and governments are founded on the basis of
mutual advantage. Our relationships are forged over many years,
developed by understanding the needs and aspirations of all
those with whom we do business.

During 2003, we made progress on issues related to the
construction of the BTC pipeline, a project that has attracted
some NGO opposition, particularly over human rights issues. The
pipeline will transport oil from the Caspian to the Mediterranean,
so avoiding shipping through the Bosporus. BP facilitated the
signing of a joint statement by the three host governments
committing them to internationally recognized human rights,
labour rights and environmental standards, including a commitment
to the Voluntary Principles on Security and Human Rights. While
there is much work to be done to ensure that these standards are
respected throughout the lifetime of the project, we believe we
have created a strong foundation on which to build.

Our business activities affect and benefit people across the
globe. We seek to extend these benefits as broadly as possible;
for example, by creating economic opportunity for local people
in the supply of goods and services to our operations worldwide.
Education and training are key to unlocking this potential and
remain a prime focus of our social investment. We continue to
support many initiatives in the communities in which we operate,
ranging from the UK Schools Link programme to the Enterprise
Centre in Azerbaijan.

We believe that open and thriving societies create the best
environment for business. During 2003, we contributed to
international discussions concerning the issue of transparency,
including the Extractive Industries Transparency Initiative.

We hold transparency and accountability as core values in the
conduct of our business. \We have taken steps to encourage
greater transparency in the operations of host country
governments, for example, in Angola and Azerbaijan.
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Other financial issues

Critical accounting policies

BP prepares its financial statements in accordance with UK
generally accepted accounting practice (UK GAAP). The group’s
more significant accounting policies are summarized on

pages 40-43. There have been no changes in accounting policy
during 2003.

Inherent in the application of many of these accounting policies
in the preparation of financial statements is the need for BP
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of the
accounts and the reported amounts of revenues and expenses
during the reporting period. Actual outcomes could differ from
the estimates and assumptions used.

The following summary provides further information about the
critical accounting policies that could have a significant impact on
the results of the group and should be read in conjunction with
the Notes on Accounts.

The areas that require the most significant judgements and
estimates are in relation to oil and natural gas accounting, including
the estimation of reserves; impairment; and provisions for deferred
taxation, decommissioning, environmental liabilities, pensions and
other post-retirement benefits.

Oil and natural gas accounting

Accounting for oil and gas exploration activity is subject to special
accounting rules that are unique to the oil and gas industry. In
the UK these are contained in the Statement of Recommended
Practice (SORP) ‘Accounting for Oil and Gas Exploration,
Development, Production and Decommissioning Activities'.

The group follows the successful efforts method of accounting
for its oil and natural gas exploration and production activities.

The acquisition of geological and geophysical seismic information,
prior to the discovery of proved reserves, is expensed as incurred,
similar to accounting for research and development costs.

Licence and property acquisition costs are initially capitalized
as unproved properties within intangible assets. These costs
are amortized on a straight-line basis until such time as either
exploration drilling is determined to be successful, at which point
the costs are transferred to proved properties not yet sanctioned
within intangible assets, or it is unsuccessful and all costs are
written off. Licence and property acquisition costs are not subject
to periodic assessments for impairment.

For exploration wells, drilling costs are temporarily capitalized
within intangible fixed assets, pending determination of whether
potentially economic oil and gas reserves have been discovered
by the drilling effort. This is usually made within one year after
well completion, but can take longer, depending on the complexity
of the geologic structure. If the well did not encounter potentially
economic oil and gas quantities, the well costs are expensed as a
dry hole and are reported in exploration expense. Exploration wells
that discover potentially economic quantities of oil and gas and
are in areas where major capital expenditure (e.g. offshore platform
or a pipeline) would be required before production could begin,
and where the economic viability of that major capital expenditure
depends upon the successful completion of further exploration
work in the area, remain capitalized on the balance sheet as long as
additional exploration appraisal work is under way or firmly planned.
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For complicated offshore exploration discoveries, it is not unusual
to have exploration wells remain suspended on the balance sheet
for several years while the company performs additional appraisal
drilling and seismic work on the potential oil and gas field. As

with licence and property acquisition costs, there is no periodic
impairment assessment of suspended exploration well costs. All
such carried costs are subject to regular technical, commercial and
management review to confirm the continued intent to develop, or
otherwise extract value from, the discovery. If this is no longer the
case, the costs are immediately expensed.

Once a project is sanctioned for development, the carrying values
of licence and property acquisition costs and exploration and appraisal
costs are transferred to production assets within tangible assets.

The capitalized exploration and development costs for proved
oil and gas properties (which include the costs of drilling
unsuccessful wells) are amortized on the basis of oil-equivalent
barrels that are produced in a period as a percentage of the
estimated proved reserves. The estimated proved reserves used
in these unit-of-production calculations vary with the nature of
the capitalized expenditure. The reserves used in the calculation
of the unit-of-production amortization are as follows:

(a) proved developed reserves for producing wells

(b) total proved reserves for development costs

(c) total proved reserves for licence and property acquisition costs

(d) total proved reserves for future decommissioning costs.

The impact of changes in estimated proved reserves is dealt
with prospectively by amortizing the remaining book value of
the asset over the expected future production. If proved reserve
estimates are revised downwards, earnings could be affected by
higher depreciation expense or an immediate write-down of the
property’s book value (see discussion of impairment of fixed
assets and goodwill below).

Given the large number of producing fields in the group’s
portfolio, it is unlikely that any changes in reserve estimates,
year on year, will have a significant effect on prospective charges
for depreciation.

Oil and natural gas reserves
BP’s oil and natural gas reserves are estimated by the group's
petroleum engineers. These reserves are reassessed on an annual
basis. Proved oil and gas reserves are the estimated quantities
of crude oil, natural gas liquids and natural gas that geological
and engineering data demonstrate with reasonable certainty
to be recoverable in future years from known reservoirs under
existing economic and operating conditions and using planning
assumptions. Accordingly, these estimates do not include probable
or possible reserves. Estimated oil and gas reserves are based on
available reservoir data and are subject to future revision. Significant
amounts of the group’s undeveloped reserves, principally in
offshore areas, require the installation or completion of related
infrastructure facilities such as platforms, pipelines and the drilling
of development wells.

Proved reserves do not include reserves that are dependent
on the renewal of exploration and production licences unless there
is strong evidence to support the assumption of such renewal.

As discussed below, oil and natural gas reserves have a direct
impact on certain amounts reported in the Accounts.



Impairment of fixed assets and goodwvill

BP assesses its fixed assets, including goodwill, for possible
impairment if there are events or changes in circumstances that
indicate that carrying values of the assets may not be recoverable.
Such indicators include changes in the group’s business plans,
changes in commodity prices leading to unprofitable performance
and, for oil and gas properties, significant downward revisions

of estimated proved reserve quantities. The assessment for
impairment entails comparing the carrying value of the income-
generating unit and associated goodwill with the recoverable
amount of the asset, that is, the higher of net realizable value
and value in use. Value in use is usually determined on the basis
of discounted estimated future net cash flows.

Determination as to whether and how much an asset is impaired
involves management estimates on highly uncertain matters such
as future commodity prices, the effects of inflation and technology
improvements on operating expenses, production profiles and
the outlook for global or regional market supply-and-demand
conditions for crude oil, natural gas, commodity chemicals and
refined products.

For oil and natural gas properties, the expected future cash flows
are estimated based on the group’s plans to continue to produce
and develop proved and associated risk-adjusted probable and
possible reserves. Expected future cash flows from the sale or
production of reserves are calculated based on a Brent oil price
of $20 per barrel and a Henry Hub gas price of $3.50 per mmBtu.
These represent 10-year historic average prices. The net present
values of cash flows are determined using a discount rate of 9%,
which represents BP’s pre-tax weighted average cost of capital. The
estimated future level of production is based on assumptions about
future commodity prices, lifting and development costs, field decline
rates, market demand and supply, economic regulatory climates and
other factors.

Charges for impairment are recognized in the group’s results
from time to time as a result of, among other factors, adverse
changes in the recoverable reserves from oil and natural gas fields,
low plant utilization or reduced profitability. If there are low oil
prices or natural gas prices or refining margins or chemicals
margins over an extended period, the group may need to recognize
significant impairment charges.

Deferred taxation
The group has approximately $4,500 million of carry-forward tax
losses in the UK, which are available to offset against future taxable
income. To date, tax assets have been recognized on $285 million
of those losses (i.e. to the extent that it is regarded as more likely
than not that suitable taxable income will arise). It is unlikely that
the group’s effective tax rate will be significantly affected in the
near term by utilization of losses not previously recognized as
deferred tax assets. Carry-forward tax losses in other taxing
jurisdictions have not been recognized as deferred tax assets,
and are unlikely to have a significant effect on the group’s tax
rate in the near term.

Deferred taxation is not generally provided in respect of liabilities
that may arise on the distribution of accumulated reserves of
overseas subsidiaries, joint ventures and associated undertakings.

Decommissioning costs

The group holds provisions for the future decommissioning of

oil and natural gas production facilities and pipelines at the end
of their economic lives. The largest asset removal obligations
facing BP relate to the removal and disposal of oil and natural
gas platforms and pipelines around the world. The estimated
discounted costs of dismantling and removing these facilities are
accrued on the installation of those facilities, reflecting our legal
obligations at that time. Most of these removal events are many
years in the future and the precise requirements that will have to
be met when the removal event actually occurs are uncertain.
Asset removal technologies and costs are constantly changing,
as well as political, environmental, safety and public expectations.
Consequently, the timing and amounts of future cash flows are
subject to significant uncertainty.

The timing and amount of future expenditures are reviewed
annually together with the interest rate to be used in discounting
the cash flows. The interest rate used to determine the balance
sheet obligation at year end 2003 was 2.5%, the same as at the
end of 2002. The interest rate represents the real rate (i.e. adjusted
for inflation) on long-dated government bonds.

Environmental costs

BP also makes judgements and estimates in recording costs and
establishing provisions for environmental clean-up and remediation
costs, which are based on current information on costs and
expected plans for remediation. For environmental provisions,
actual costs can differ from estimates because of changes in

laws and regulations, public expectations, discovery and analysis
of site conditions and changes in clean-up technology.

The provision for environmental liabilities is reviewed at least
annually. The interest rate used to determine the balance sheet
obligation at 31 December 2003 was 2.5%, the same as at the
previous balance sheet date.

Pensions and other post-retirement benefits

Accounting for pensions and other post-retirement benefits involves
judgement about uncertain events, including estimated retirement
dates, salary levels at retirement, mortality rates, rates of return

on plan assets, determination of discount rates for measuring plan
obligations, healthcare cost-trend rates and rates of utilization of
healthcare services by retirees. These assumptions are based on
the environment in each country. Determination of the projected
benefit obligations for the group’s defined benefit pension and
post-retirement plans is important to the recorded amounts for
such obligations on the balance sheet and to the amount of benefit
expense in the income statement. The assumptions used may

vary from year to year, which will affect future results of operations.
Any differences between these assumptions and the actual
outcome also affect future results of operations.

Pension and other post-retirement benefit assumptions are
discussed and agreed with the independent actuaries in December
each year. These assumptions are used to determine the projected
benefit obligation at the year end and hence the liability or asset
recorded on the group’s balance sheet, and pension expense for
the following year.
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The pension and post-retirement costs charged or credited
to income for the year ended 31 December 2003 and the
prepayments and provisions for unfunded pension and post-
retirement schemes at 31 December 2003 have been determined
on the basis of Statement of Standard Accounting Practice
No. 24 Accounting for Pension Costs’ (SSAP 24). With effect from
1 January 2004 BP has adopted a new UK accounting standard,

Financial Reporting Standard No. 17 ‘Retirement Benefits' (FRS 17).

FRS 17 requires that the assets and liabilities arising from an
employer’s retirement benefit obligations and any related funding
should be included in the financial statements at fair value and that
the operating costs of providing retirement benefits to employees
should be recognized in the income statement in the periods in
which the benefits are earned by employees. This contrasts with
SSAP 24, which requires the cost of providing pensions to be
recognized on a systematic and rational basis over the period
during which the employer benefits from the employee’s services.
The difference between the amount charged in the income
statement and the amount paid as contributions into the

pension fund is shown as a prepayment or provision on the
balance sheet.

Accounting policy changes in 2004

BP has changed its accounting policies for pensions and other
post-retirement benefits and for shares held in employee share
ownership plans for the benefit of employee share schemes.

The effect of adopting FRS 17 is to increase profit before taxation

for 2003 by $354 million and to reduce BP shareholders’ interest
at 31 December 2003 by $5,523 million. Cost recognized for
providing pension and other post-retirement benefits on a

FRS 17 basis in 2003 is $582 million; in 2004 it is expected to
be $1,009 million.

Urgent Issues Task Force Abstract 38 Accounting for Employee
Share Ownership Plan (ESOP) Trusts’ (Abstract 38) changes the
presentation of an entity’'s own shares held in an ESOP trust from
requiring them to be recognized as assets to requiring them to
be deducted in arriving at shareholders’ funds. Transactions in
an entity's own shares by an ESOP trust are similarly recorded
as changes in shareholders’ funds and do not give rise to gains or
losses. This treatment is in line with the accounting for purchases
and sales of own shares set out in Urgent Issues Task Force
Abstract 37 ‘Purchases and Sales of Own Shares’ (Abstract 37).

Abstract 37 requires a holding of an entity’s own shares to be
accounted for as a deduction in arriving at shareholders’ funds,
rather than being recorded as assets. Transactions in an entity’s
own shares are similarly recorded as changes in shareholders’
funds and do not give rise to gains or losses. Abstract 37 applies
where a company purchases treasury shares under new legislation
that came into effect in December 2003.

Urgent Issues Task Force Abstract 17 ‘Employee Share
Schemes' (Abstract 17) was amended by Abstract 38 to reflect
the consequences for the profit and loss account of the changes
in the presentation of an entity’s own shares held by an ESOP
trust. Amended Abstract 17 requires that the minimum expense
should be the difference between the fair value of the shares
at the date of award and the amount that an employee may be

required to pay for the shares (i.e. the ‘intrinsic value’ of the award).
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The expense was previously determined either as the intrinsic
value or, where purchases of shares had been made by an ESOP
trust at fair value, by reference to the cost or book value of shares
that were available for the award. The effect of adopting Abstract
17 is to reduce BP shareholders’ interest at 31 December 2003
by $96 million; the impact on profit before taxation for 2003

is negligible.

Adoption of International Financial Reporting Standards

An ‘International Accounting Standards Regulation” was
adopted by the Council of the European Union (EU) in June 2002.
This regulation requires all EU companies listed on an EU stock
exchange to use ‘endorsed’ International Financial Reporting
Standards (IFRS), published by the International Accounting
Standards Board (IASB), to report their consolidated results
with effect from 1 January 2005. The |IASB published 15 revised
standards in December 2003 and intends to complete its
development of IFRSs to be adopted in 2005 by 31 March 2004.
A process of endorsement of IFRSs has been established by
the EU for completion in sufficient time to allow adoption

by companies in 2005.

BP has established a project team involving representatives
of businesses and functions to plan for and achieve a smooth
transition to IFRS. The project team is looking at all implementation
aspects, including changes to accounting policies, systems impacts
and the wider business issues that may arise from such a
fundamental change. We expect that the group will be fully
prepared for the transition in 2005. However, the implementation
plan is dependent upon the completion of the standard-setting
process by the IASB and the endorsement of such standards
by the EU.

The group has not yet determined the full effects of adopting
IFRS. Our preliminary view is that the major differences between
our current accounting practice and IFRS will be in respect
of hedge accounting, accounting for embedded derivatives and
other items falling within the scope of the financial instruments
standards, accounting for business combinations, deferred tax
and share-based payments.

Financial risk management

The group co-ordinates certain key activities on a global basis in
order to optimize its financial position and performance. These
include the management of the currency, maturity and interest
rate profile of finance debt, cash, other significant financial risks
and relationships with banks and other financial institutions.
International oil, natural gas and power trading and risk
management relating to business operations are carried out by
the group’s oil, natural gas and power trading units.

The main financial risks faced by the group through its normal
business activities are market risk, credit risk and liquidity risk.
These risks and the group'’s approach to dealing with them are
discussed below.

Market risk

Market risk is the possibility that changes in currency exchange
rates, interest rates or oil, natural gas and power prices will
adversely affect the value of the group’s financial assets, liabilities



or expected future cash flows. Market risks are managed using
a range of derivatives. The group also trades derivatives in
conjunction with these risk management activities.

All derivative activity, whether for risk management or trading,
is carried out by specialist teams who have the appropriate skills,
experience and supervision. These teams are subject to close
financial and management control, meeting generally accepted
industry practice and reflecting the principles of the Group of
Thirty Global Derivatives Study recommendations. A trading risk
management committee has oversight of the quality of internal
control in the group’s trading function. Independent control
functions monitor compliance with BP's policies. The control
framework includes prescribed trading limits that are reviewed
regularly by senior management, daily monitoring of risk exposure
using value-at-risk principles, marking trading exposures to market
and stress testing to assess the exposure to potentially extreme
market situations.

For market risk management and trading, conventional
exchange-traded derivative instruments such as futures and
options are used, as well as non-exchange-traded instruments
such as swaps, ‘overthe-counter’ options and forward contracts.

Where derivatives constitute a hedge, the group’s exposure
to market risk created by the derivative is offset by the
opposite exposure arising from the asset, liability, cash flow
or transaction being hedged. By contrast, where derivatives
are held for trading purposes, changes in market risk factors
give rise to gains and losses, which are recognized in earnings
in the current period.

Currency exchange rates

Fluctuations in exchange rates can have significant effects on
the group’s reported profit. The effects of most exchange rate
fluctuations are absorbed in business operating results through
changing cost-competitiveness, lags in market adjustment to
movements in rates, and conversion differences accounted for
on specific transactions. For this reason the total effect of
exchange rate fluctuations is not identifiable separately in the
group'’s reported profit.

The main underlying economic currency of the group'’s cash
flows is the US dollar. This is because BP’s major products are
priced internationally in US dollars. BP's foreign exchange
management policy is to minimize economic and significant
transactional exposures arising from currency movements against
the US dollar. The group co-ordinates the handling of foreign
exchange risks centrally, by netting off naturally occurring opposite
exposures wherever possible, to reduce the risks, and then dealing
with any material residual foreign exchange risks. Significant residual
non-dollar exposures are managed using a range of derivatives.

In addition, most group borrowings are in US dollars or are
hedged with respect to the US dollar.

Interest rates

The group is exposed to interest rate risk on short- and long-term
floating rate instruments and as a result of the refinancing of fixed
rate finance debt. The group is exposed predominantly to US dollar
LIBOR (London InterBank Offer Rate) interest rates as borrowings
are mainly denominated in, or are swapped into, US dollars.

The group uses derivatives to manage the balance between
fixed and floating rate debt.

Oil, natural gas and power prices

BP’s trading function uses financial and commodity derivatives

as part of the overall optimization of the value of the group’s equity
oil production and as part of the associated trading of crude oil,
products and related instruments. They also use financial and
commodity derivatives to manage certain of the group’s exposures
to price fluctuations on natural gas and power transactions.

Credit risk

Credit risk is the potential exposure of the group to loss in the
event of non-performance by a counterparty. The credit risk arising
from the group’s normal commercial operations is controlled by
individual operating units within guidelines. In addition, as a result
of its use of derivatives, to manage market risk, the group has
credit exposures through its dealings in the financial and specialized
oil, natural gas and power markets. The group controls the related
credit risk through credit approvals, limits, use of netting
arrangements and monitoring procedures. Counterparty credit
validation, independent of the dealers, is undertaken before
contractual commitment.

Concentrations of credit risk

The primary activities of the group are oil and natural gas
exploration and production, gas and power marketing and trading,
oil refining and marketing and the manufacture and marketing of
petrochemicals. The group’s principal customers, suppliers and
financial institutions with which it conducts business are located
throughout the world. The credit ratings of interest rate and
currency swap counterparties are all of at least investment grade.
The credit quality is actively managed over the life of the swap.

Liquidity risk
Liquidity risk is the risk that suitable sources of funding for the
group’s business activities may not be available. The group has
long-term debt ratings of Aal and AA+ assigned respectively
by Moody's and Standard and Poor’s. The group has access to
a wide range of funding at competitive rates through the capital
markets and banks. It co-ordinates relationships with banks,
borrowing requirements, foreign exchange requirements and
cash management centrally. The group believes it has access to
sufficient funding and also has undrawn committed borrowing
facilities to meet currently foreseeable borrowing requirements.
At 31 December 2003, the group had substantial amounts of
undrawn borrowing facilities available, including committed
facilities of $3,700 million expiring in 2004 ($3,600 million
expiring in 2003). These facilities are with a number of international
banks and borrowings under them would be at pre-agreed rates.
The group expects to renew these facilities on an annual basis.
Certain of these facilities support the group’s commercial
paper programme.

Insurance

The group generally restricts its purchase of insurance to situations
where this is required for legal or contractual reasons. This is
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because external insurance is not considered an economic means
of financing losses for the group. Losses will therefore be borne
as they arise rather than being spread over time through insurance
premia with attendant transaction costs. The position will be
reviewed periodically.

Environmental expenditure

Operating and capital expenditure on the prevention, control,
abatement or elimination of air, water and solid waste pollution is
often not incurred as a separately identifiable transaction. Instead,
it forms part of a larger transaction that includes, for example,
normal maintenance expenditure. The figures for environmental
operating and capital expenditure in the table below are therefore
estimates, based on the definitions and guidelines of the
American Petroleum Institute.

$ million

2003 2002

Operating expenditure 498 485
G eanups ........................................................................... e R o
Capltalexpendlture T R o
Newprowsmnsfor ....................................................................................
..environmental remediation 1818 1 312
New provisions for decommissioning 1,159 308

Environmental operating and capital expenditures for 2003 were
broadly in line with 2002. Similar levels of operating and capital
expenditures are expected in the foreseeable future. In addition to
operating and capital expenditures, we also create provisions for
future environmental remediation. Expenditure against such
provisions is normally in subsequent periods and is not included
in environmental operating expenditure reported for such periods.
The charge for new provisions in 2003 includes $236 million
resulting from a reassessment of environmental remediation
provisions and $255 million in respect of new environmental
remediation provisions.

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

The extent and cost of future remediation programmes are
inherently difficult to estimate. They depend on the scale of any
possible contamination, the timing and extent of corrective actions
and also the group'’s share of the liability. Although the cost of any
future remediation could be significant and may be material to the
result of operations in the period in which it is recognized, we do
not expect that such costs will have a material effect on the group’s
financial position or liquidity. WWe believe our provisions are sufficient
for known requirements; and we do not believe that our costs
will differ significantly from those of other companies engaged in
similar industries, or that our competitive position will be adversely
affected as a result.

In addition, we make provisions over the useful lives of our
oil- and gas-producing assets and related pipelines to meet the
cost of eventual decommissioning. Provisions for environmental
remediation and decommissioning are usually set up on a
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discounted basis, as required by Financial Reporting Standard

No. 12, "Provisions, Contingent Liabilities and Contingent Assets'.
Further details of our environmental and decommissioning
provisions appear in Note 29 on Accounts on page 66. New
provisions for decommissioning in 2003 include increases in
respect of reassessment of existing provisions and new provisions
for certain fields on installation of facilities.

Creditor payment policy and practice

Statutory regulations issued under the UK Companies Act 1985
require companies to make a statement of their policy and practice
in respect of the payment of trade creditors.

In view of the international nature of the group’s operations
there is no specific group-wide policy in respect of payments to
suppliers. Relationships with suppliers are, however, governed by
the group'’s policy commitment to long-term relationships founded
on trust and mutual advantage. Within this overall policy, individual
operating companies are responsible for agreeing terms and
conditions for their business transactions and ensuring that
suppliers are aware of the terms of payment. These terms are
adhered to when payments are made, subject to terms and
conditions being met by the supplier.

BP p.l.c. is a holding company with no business activity other
than the holding of investments in the group and therefore had
no trade creditors at 31 December 2003.
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Statement of directors’ responsibilities in respect of the accounts

Company law requires the directors to prepare accounts for each financial year that give a true and fair view of the state of affairs

of the company and the group and of the profit or loss of the group for that period. In preparing those accounts, the directors

are required:

« To select suitable accounting policies and then apply them consistently.

« To make judgements and estimates that are reasonable and prudent.

» To state whether applicable accounting standards have been followed, subject to any material departures disclosed and explained
in the accounts.

- To prepare the accounts on the going concern basis unless it is inappropriate to presume that the group will continue in business.

The directors are also responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the
financial position of the group and enable them to ensure that the accounts comply with the Companies Act 1985. They are also
responsible for taking reasonable steps to safeguard the assets of the group and to prevent and detect fraud and other irregularities.

The directors confirm that they have complied with these requirements, and having a reasonable expectation that the company
has adequate resources to continue in operational existence for the foreseeable future, continue to adopt the going concern basis in
preparing the accounts.
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Independent auditors’ report

To the Members of BP p.l.c.

We have audited the group’s accounts for the year ended 31 December 2003 which comprise the group income statement, balance

sheets, group cash flow statement, statement of total recognized gains and losses, accounting policies and related notes 1 to 45.

These accounts have been prepared on the basis of the accounting policies set out therein. We have also audited the information in the

Directors’ Remuneration Report contained in BP Annual Report and Accounts 2003 that is described as having been subject to audit.
This report is made solely to the company’s members, as a body, in accordance with Section 235 of the Companies Act 1985.

Our audit work has been undertaken so that we might state to the company’s members those matters we are required to state to

them in an auditors’ report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility

to anyone other than the company and the company’s members as a body, for our audit work, for this report or for the opinions we

have formed.

Respective responsibilities of directors and auditors
The directors are responsible for preparing the Annual Report and Accounts, including the accounts in accordance with applicable
United Kingdom law and accounting standards as set out in the statement of directors’ responsibilities in respect of the accounts.

Our responsibility is to audit the accounts and the part of the Directors’ Remuneration Report that is subject to audit in accordance
with relevant legal and regulatory requirements, United Kingdom Auditing Standards and the Listing Rules of the Financial
Services Authority.

We report to you our opinion as to whether the accounts give a true and fair view and whether the accounts and the parts of the
Directors’ Remuneration Report that are subject to audit have been properly prepared in accordance with the Companies Act 1985.
We also report to you if, in our opinion, the Directors’ Report, contained in BP Annual Report and Accounts 2003, is not consistent with
the accounts, if the company has not kept proper accounting records, if we have not received all the information and explanations we
require for our audit, or if the information specified by law or the Listing Rules regarding directors’ remuneration and transactions with
the group is not disclosed.

We review whether the corporate governance statement contained in BP Annual Report and Accounts 2003 reflects the company'’s
compliance with the seven provisions of the Combined Code specified for our review by the Listing Rules, and we report if it does not.
We are not required to consider whether the board’s statements on internal control cover all risks and controls, or form an opinion on
the effectiveness of the group’s corporate governance procedures or its risk and control procedures.

We read other information contained in BP Annual Report and Accounts 2003 and consider whether it is consistent with the
audited accounts. This other information comprises the United States Accounting Principles, the supplementary information on oil
and natural gas quantities, the five-year summaries, the Directors’ Report and the unaudited part of the Directors’ Remuneration
Report. We consider the implications for our report if we become aware of any misstatements or material inconsistencies with the
accounts. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with United Kingdom Auditing Standards issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the accounts and the parts of the
Directors’ Remuneration Report that are subject to audit. It also includes an assessment of the significant estimates and judgements
made by the directors in the preparation of the accounts, and of whether the accounting policies are appropriate to the group'’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurance that the accounts and the parts of the Directors’ Remuneration Report
that are subject to audit are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our
opinion we also evaluated the overall adequacy of the presentation of information in the accounts and the part of the Directors’
Remuneration Report that is subject to audit.

Opinion

In our opinion:

» the accounts give a true and fair view of the state of affairs of the company and of the group as at 31 December 2003 and of the
profit of the group for the year then ended; and

« the accounts and the part of the Directors’ Remuneration Report that is subject to audit have been properly prepared in accordance
with the Companies Act 1985.

Ernst & Young LLP
Registered Auditor
London

9 February 2004
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Accounting policies

Accounting standards
These accounts are prepared in accordance with applicable UK
accounting standards.

In addition to the requirements of accounting standards, the
accounting for exploration and production activities is governed
by the Statement of Recommended Practice ('SORP’) ‘Accounting
for Qil and Gas Exploration, Development, Production and
Decommissioning Activities' issued by the UK Qil Industry
Accounting Committee on 7 June 2001. These accounts have
been prepared in accordance with the provisions of the SORP

Group consolidation

The group financial statements comprise a consolidation of the
accounts of the parent company and its subsidiary undertakings
(subsidiaries). The results of subsidiaries acquired or sold are
consolidated for the periods from or to the date on which
control passes.

An associated undertaking (associate) is an entity in which the
group has a long-term equity interest and over which it exercises
significant influence. The consolidated financial statements
include the group proportion of the operating profit or loss,
exceptional items, stock holding gains or losses, interest expense,
taxation and net assets of associates (the equity method).

A joint venture is an entity in which the group has a long-term
interest and shares control with one or more co-venturers. The
consolidated financial statements include the group proportion of
turnover, operating profit or loss, exceptional items, stock holding
gains or losses, interest expense, taxation, gross assets, gross
liabilities and minority shareholders’ interest of the joint venture
(the gross equity method).

Certain of the group’s activities are conducted through joint
arrangements and are included in the consolidated financial
statements in proportion to the group's interest in the income,
expenses, assets and liabilities of these joint arrangements.

On the acquisition of a subsidiary, or of an interest in a joint
venture or associate, fair values reflecting conditions at the date
of acquisition are attributed to the identifiable net assets acquired.
When the cost of acquisition exceeds the fair values attributable
to the group'’s share of such net assets the difference is treated
as purchased goodwill. This is capitalized and amortized on a
straight-line basis over its estimated useful economic life, which
is usually 10 years.

Where an interest in a separate business of an acquired entity
is held temporarily pending disposal, it is carried on the balance
sheet at its estimated net proceeds of sale.

Accounting convention

The accounts are prepared under the historical cost convention,
except as explained under stock valuation. Accounts prepared
on this basis show the profits available to shareholders and are
the most appropriate basis for presentation of the group’s
balance sheet. Profit or loss determined under the historical
cost convention includes stock holding gains or losses and,

as a consequence, does not necessarily reflect underlying
trading results.
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Replacement cost

The results of individual businesses and geographical areas are
presented on a replacement cost basis. Replacement cost
operating results exclude stock holding gains or losses and reflect
the average cost of supplies incurred during the year, and thus
provide insight into underlying trading results. Stock holding gains
or losses represent the difference between the replacement cost
of sales and the historical cost of sales calculated using the
first-in first-out method.

Stock valuation

Stocks, other than stock held for trading purposes, are valued at
cost to the group using the first-in first-out method or at net
realizable value, whichever is the lower. Stores are valued at cost
to the group mainly using the average method or net realizable
value, whichever is the lower.

Stock held for trading purposes is marked-to-market and any
gains or losses are recognized in the income statement rather
than the statement of total recognized gains and losses. The
directors consider that the nature of the group’s trading activity is
such that, in order for the accounts to show a true and fair view
of the state of affairs of the group and the results for the year, it
is necessary to depart from the requirements of Schedule 4 to
the Companies Act 1985. Had the treatment in Schedule 4 been
followed, the profit and loss account reserve would have been
reduced by $150 million ($209 million) and a revaluation reserve
established and increased accordingly.

Revenue recognition

Revenues associated with the sale of oil, natural gas liquids,
liquefied natural gas, petroleum and chemical products and all
other items are recognized when the title passes to the customer.
Generally, revenues from the production of natural gas and

oil properties in which the group has an interest with other
producers are recognized on the basis of the group’s working
interest in those properties (the entitlement method). Differences
between the production sold and the group'’s share of production
are not significant.

Foreign currency transactions

Foreign currency transactions by group companies are booked in
the functional currency at the exchange rate ruling on the date
of transaction, or at the forward rate if hedged by a forward
exchange contract. Foreign currency assets and liabilities are
translated into the functional currency at rates of exchange ruling
at the balance sheet date, or at the forward rate. Exchange
differences are included in operating profit.

Assets and liabilities of overseas subsidiary and associated
undertakings and joint ventures, including related goodwill, are
translated into US dollars at rates of exchange ruling at the
balance sheet date. The results and cash flows of overseas
subsidiary and associated undertakings and joint ventures are
translated into US dollars using average rates of exchange.
Exchange adjustments arising when the opening net assets
and the profits for the year retained by overseas subsidiary and
associated undertakings and joint ventures are translated into
US dollars are taken directly to reserves and reported in the



statement of total recognized gains and losses. Exchange gains
and losses arising on long-term foreign currency borrowings used
to finance the group'’s foreign currency investments are also dealt
with in reserves.

Derivative financial instruments

The group uses derivative financial instruments (derivatives) to
manage certain exposures to fluctuations in foreign currency
exchange rates and interest rates, and to manage some of its
margin exposure from changes in oil, natural gas and power
prices. Derivatives are also traded in conjunction with these risk
management activities.

The purpose for which a derivative contract is used is identified
at inception. To qualify as a derivative for risk management, the
contract must be in accordance with established guidelines
which ensure that it is effective in achieving its objective. All
contracts not identified at inception as being for the purpose
of risk management are designated as being held for trading
purposes and accounted for using the fair value method, as are
all oil price derivatives.

The group accounts for derivatives using the following methods:

Fair value method Derivatives are carried on the balance sheet

at fair value (‘marked-to-market’) with changes in that value
recognized in earnings of the period. This method is used for all
derivatives which are held for trading purposes. Interest rate
contracts traded by the group include futures, swaps, options and
swaptions. Foreign exchange contracts traded include forwards
and options. QOil, natural gas and power price contracts traded
include swaps, options and futures.

Accrual method Amounts payable or receivable in respect of
derivatives are recognized ratably in earnings over the period of
the contracts. This method is used for derivatives held to manage
interest rate risk. These are principally swap agreements used to
manage the balance between fixed and floating interest rates on
long-term finance debt. Other derivatives held for this purpose
may include swaptions and futures contracts. Amounts payable or
receivable in respect of these derivatives are recognized as
adjustments to interest expense over the period of the contracts.
Changes in the derivative's fair value are not recognized.

Deferral method Gains and losses from derivatives are deferred
and recognized in earnings or as adjustments to carrying
amounts, as appropriate, when the underlying debt matures or
the hedged transaction occurs. This method is used for
derivatives used to convert non-US dollar borrowings into US
dollars, to hedge significant non-US dollar firm commitments or
anticipated transactions, and to manage some of the group’s
exposure to natural gas and power price fluctuations. Derivatives
used to convert non-US dollar borrowings into US dollars include
foreign currency swap agreements and forward contracts. Gains
and losses on these derivatives are deferred and recognized on
maturity of the underlying debt, together with the matching loss
or gain on the debt. Derivatives used to hedge significant non-US
dollar transactions include foreign currency forward contracts and
options and to hedge natural gas and power price exposures

include swaps, futures and options. Gains and losses on these
contracts and option premia paid are also deferred and recognized
in the income statement or as adjustments to carrying amounts,
as appropriate, when the hedged transaction occurs.

Where derivatives used to manage interest rate risk or to
convert non-US dollar debt or to hedge other anticipated cash
flows are terminated before the underlying debt matures or the
hedged transaction occurs, the resulting gain or loss is recognized
on a basis that matches the timing and accounting treatment of
the underlying debt or hedged transaction. WWhen an anticipated
transaction is no longer likely to occur or finance debt is
terminated before maturity, any deferred gain or loss that has
arisen on the related derivative is recognized in the income
statement, together with any gain or loss on the terminated item.

The effect of these policies on the accounts is described as
follows:

Reporting in the income statement Gains and losses on oil price
contracts held for trading and for risk management purposes and
natural gas and power price contracts held for trading purposes
are reported in cost of sales in the income statement in the
period in which the change in value occurs. Gains and losses on
interest rate or foreign currency derivatives used for trading are
reported in other income and cost of sales, respectively. Gains
and losses in respect of derivatives used to manage interest rate
exposures are recognized as adjustments to interest expense.

Where derivatives are used to convert non-US dollar borrowings
into US dollars, the gains and losses are deferred and recognized
on maturity of the underlying debt, together with the matching
loss or gain on the debt. The two amounts offset each other in
the income statement.

Gains and losses on derivatives identified as hedges of
significant non-US dollar firm commitments or anticipated
transactions are not recognized until the hedged transaction
occurs. The treatment of the gain or loss arising on the
designated derivative reflects the nature and accounting
treatment of the hedged item. The gain or loss is recorded in cost
of sales in the income statement or as an adjustment to carrying
values in the balance sheet, as appropriate.

Gains and losses arising from natural gas and power price
derivatives are recognized in earnings when the hedged
transaction occurs. The gains or losses are reported as
components of the related transactions.

Reporting in the balance sheet The carrying amounts of foreign
exchange contracts that hedge finance debt are included within
finance debt in the balance sheet. The carrying amounts of other
derivatives, including option premia paid or received, are included
in the balance sheet under debtors or creditors within current
assets and current liabilities respectively, as appropriate.

Cash flow effects Interest rate swaps give rise, at specified
intervals, to cash settlement of interest differentials. Under
currency swaps the counterparties initially exchange a principal
amount in two currencies, agreeing to re-exchange the currencies
at a future date at the same exchange rate. The group’s currency
swaps have terms of up to six years.
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Interest rate futures require an initial margin payment and daily
s