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[bookmark: _Toc103023722]Introduction
In this report we are going to critically analyse and evaluate BP plc. One of the seven “supermajors” in the oil and gas sector. They have vertical integration of its supply chain, meaning they operate in all levels of the oil and gas industry from research and exploration to extraction, refining, distribution and marketing, power generation, and trading. Business with such a wide range of activities definitely faces many risks, challenges and opportunities. 
[bookmark: _Toc103023723]Sources of finance – Mariana Zaharia
The company’s balance sheet lists the sources of finance that the company has opted for. The long-term sources are those on which the company pays annual interest and the repayment period for such loans is longer than a year. The total long-term liabilities are 120,891 for 2019, which increased to 122,287 in the year 2020. The table below represents the changes in figures for long-term sources during the year.   

	Long-term debts
	2020
	2019
	Change%

	Lease liabilities
	7,329
	7,655
	-4.26%

	Accruals
	852
	996
	-14.46%

	Derivative financial instruments
	5,404
	5,537
	-2.40%

	Other payables
	12,112
	12,626
	-4.07%

	Finance debt
	63,305
	57,237
	10.60%

	Deferred tax liabilities
	6,831
	9,750
	-29.94%

	Provisions
	17,200
	18,498
	-7.02%


The above table depicts how the company’s long-term sources of funds have changed between 2019 and 2020. The long-term obligations were reduced for the company BP in 2020 in all the sources except the financial debt, which has increased by 10.6%. It can be seen that the financial debt was $75,237 million in 2019, which increased to $63,305 million in the year 2020. The lease liabilities saw a decline in the company as it has declined by 4.26%. The highest reduction has been in the deferred tax liabilities, 29.94%. The accruals were down by 14.5% in 2020 (Annual report 2021, p.158). 
Equity source of financing
In the equity source of financing, the shares are allotted to the investors. Each share represents an amount, and the shares are divided into the total amount that the investor wants to invest (Codjia 2017). The equity value for the business of BP was $100,708 million in the year 2019, which declined to the tune of $85,568 in the year 2020. The equity source of financing in the company can be analyzed using the table below-

	Equity
	2020
	2019
	Changes%

	bp shareholders’ equity
	71,250
	98,412
	-27.60%

	Non-controlling interests
	14,318
	2,296
	523.61%

	Total equity
	85,568
	100,708
	-15.03%


The table shows that the share capital is down by 27%. It means that the company had a buyback during the year, and its strategy is to increase its focus on debt funding so that the profits for the equity shareholders can be maximized. When the unit of shares in circulation is reduced, the profit availability per unit of share or the company’s EPS will increase. The company is thus striving to meet the objective of shareholders’ wealth maximization through this initiative. The NCIS during the period has increased by 524%, which means that the company has purchased some businesses or had some subsidiaries during the period. The balance will increase as the business acquires smaller firms (Codjia 2017). 
Other than that, the current liabilities for the business of BP plc stand at $72,202 million during the year 2019, which has declined to $59750 million in 2020. This means that the current liabilities are decreasing, which will increase the company’s current ratio. BP PLC will have more funds to pay expenses as its current assets are favourable. 
To the company, it is recommended that it keep reducing the business’s long-term liabilities and borrow through equity. Because looking at its state of profits, the profits were $4190 million in 2019, which turned into losses of $20729 million in 2020 (Annual report 2021, p.155). If the funds are still raised through the source of the long-term debt, the interest expenses will keep increasing. However, in the case of equity source of financing, the company is not obliged to pay dividends regularly, and these are to be paid only when profits are made. For more risk projects and to improve the state of financial problems, the equity should be raised by BP PLC.   

[bookmark: _Toc103023724]Capital Structure – Tzvetan Petrov
BP Plc is an oil and gas company that operates on a fully integrated basis. The company's operations are divided into three categories: upstream, downstream, and Rosneft. Within the Upstream division are all elements of oil and gas exploration and production (including field development and production), as well as midstream transportation, storage, and processing (including refining). In the downstream phase of the supply chain, customers include wholesalers and retailers as well as the government (Nguyen et al., 2021). The Downstream section is responsible for the production and marketing of crude oil, as well as the provision of petrochemical products and services. The company's Rosneft division is in charge of making investments.
BP possesses cumulative preference shares worth £1 each and 9 percent cumulative preference shares worth £1 each, which combined amount for 8 percent of the company's entire share capital, with the exception of its common shares, which are worth US$0.25 per share. When it comes to core economic currencies, the US dollar is by far the most important, as shown by the cash flow of the BP group in the cash flow (Chen and Zhang, 2021). It is stated in US dollars that BP's cash flow is generated. BP's core commodity, oil, is valued on US dollars on a global scale, which explains why the company is in this position. In the case of BP, oil is the most significant commodity.
As a result, they are required to compile their financial statements in United States dollars, as BP's functional currency is the US dollar, and as ordinary shares are priced in US dollars, as a result of the above. The potential for businesses to give a more accurate picture of their firm will assist investors in judging the profitability of their enterprise. The company's stock is listed on the London Shares Exchange, which is the world's biggest trading arena for publicly traded firms and where a significant amount of its stock is traded (Nguyen et al., 2021). General public investors, as well as institutional investors, may acquire and sell ordinary shares of BP on the Frankfurt Stock Exchange, which is situated in Germany and is accessible to both individuals and institutions.
Because BP's cash inflows and outflows are outpacing one another, the firm has been forced to take on more debt in order to stay up with the speed of its operations, which has increased its debt burden (Chen and Zhang, 2021). To put it another way, according to the company's financial documents, the company's long-term debts were $51.7 billion at the conclusion of the fiscal year under consideration. Accordingly, despite the fact that the company's net income has been decreasing consistently since 2014, the value of the company's shareholders' equity has been eroding at an alarming pace over the same time. As a consequence, the company's debt-to-capital ratio climbed from 29.9 percent in 2014 to 35 percent last year, representing an increase of more than 20 percentage points over the previous three years in debt-to-capital proportion.
Profitability at BP has declined significantly in recent years, according to the corporation, when compared to prior year's figures. Thus, the debt-to-EBITDA ratio of the firm jumped from 1.36 percent in 2014 to 3.66 percent in 2016, despite the fact that long-term debt increased by just a little amount during the same time period. Since that time, the company has seen an increase in market capitalization, going from approximately $1.1 billion to more than $1.7 billion in the same period (Nguyen et al., 2021). When the interest coverage ratio is less than one, it indicates that the firm will almost certainly be unable to repay its interest payments from operating income, placing the company's debt holders at danger if commodity prices do not rebound quickly following a slump.

[bookmark: _Toc103023725]Managing business environmental financial risk – Daniel Mihai
As stated by Fedoryshyna and Todosiychuk (2019), financial risk is the type of uncertainty that arises due to the financial environment of the business organisation. This risk arises due to the instability of losses in the financial market that will impact the profitability of the business organisation. BP plc is one of the biggest oil and gas companies that is operating across the globe. Thus international operation presents the company with many financial risks that vary as per the degree of threats from different markets. Understanding the technique that can be used in mitigating the financial risk increases the approach of the company in making better business operations by using the financial information over the past operational years (van der Graaf, 2018). Therefore the strategies that are adopted by BP Plc in managing its financial risk are: 
Maintaining emergency funds: making adequate emergency funds helps in mitigating the financial risks that may arise out of uncertainty. Thus BP makes sufficient emergency or contingency funds to properly operate in difficult times. One example of this can be understood as the contribution that has been laid down by the BP Foundation during the pandemic of around USD 2 million through its extra funds to increase the CSR response (van Der Graaf, 2018; BP PLC, 2020). 
Risk identification and internal communication: to control any risk it is very important to correctly identify the intensity of risk and how it could impact the operations of the organisation. The research and development department help in providing market knowledge and statistics that can be used in enhancing the value of risk management decision of the organisation. Thus BP Plc uses various risk models to make sure that effective analysis of the environmental situation can be done. One of the most frequently used models is the financial risk model which explains the potentiality of risk in investments and business opportunities (Colas et al., 2019). 
Effective working capital management: to manage the liquidity risk it is important for the organisation to manage working capital effectively by making sure that the business has enough
current assets so that current liabilities can be completely paid off. The management of credibility is important as at the time of financial risk, this can be used in paying for the operational expenses of the company. Therefore this will result in effective management of liquidity in the company (Colas et al., 2019). 
Ensuring business operations: insurance is one of the major risk management tools that help in mitigating risk so that the organisation can be operated effectively, at the time of financial risk insurance can be used to make payments for the losses other uncertainties so that actual loss to the company can be minimised. BP has been actively involved in taking insurance for its people and process to make sure that financial risk diverted from these areas can be managed effectively without impacting the operations of the company majorly. Protecting workers and processes from the risk is helping BP in saving the cost that will be needed to re-route the operations (van Der Graaf, 2018). 
Calculating risk and reward ratio: by making use of key performance indicators, BP mitigates the financial risk as the ratios help in making an effective calculation about the financial position of the company and how much cash resources are available to the company better financial decisions can be taken. one of the important ratios here is to calculate the return on assets to know the effectiveness of using the asset to generate returns Fedoryshyna and Todosiychuk, 2019).
[bookmark: _Toc103023726]Managing foreign exchange risk – Georgi Dimitrov
Any MNC, like BP is exposed to foreign exchange risk. The more transactions involving buying and/or selling currencies, the higher the risk. Any changes in foreign exchange rates can undermine profitability and lead to losses. The effects related to the forex rate changes would include a change in the income from subsidiaries, the cost of materials when importing from abroad, and the value of foreign assets and liabilities. It would also affect the financial viability of any foreign operations and the appraisal and acceptability of possible investment projects as the future currency changes might have a great impact on the Net Present Value. 
Due to the nature of BP’s business – the energy sector, the risk for the company is enormous, as is the volatility of the stock market. More precisely Oil and Gas as financial instruments are very volatile and the price movements in a given unit of time could be much higher than the movement of any currency pair. This hides even greater risks for multi-subsidiary MNC like BP. We can classify them in three major groups:
1. Transaction risk – this risk focuses more on the future transactions that will occur within the next reporting period. (Levich, 1998) This is the risk that a company takes when entering in a transaction requiring dealing with foreign currency, as the value in the home currency will vary due to the price movements.
2. Translation risk – this is the risk associated with translating the historical financial information from one currency to another in the company’s book. There are two elements of this risk – The balance sheet effect and The profit and loss account effect. Both effects show that even though a profit is achieved when translated it might reveal a loss, states Arnold in Corporate Financial Management. 
3. Economic risk – it can be direct and indirect and it represents probably the most impactful exposure of the three. It can affect the discounted cash flows and the value of the company may decline. It can be a risk from the government policies, intervention, or other factor.
One can say that these risks are normal and are part of how the exchange rates are determined with two main theories – the interest rate parity(IRP) and the purchasing power parity(PPP). As Arnold(2013) says that the IRP theory is true when the difference between forward and spot exchange rates are equal to the differential between interest rates available in two currencies.
The following techniques would help BP’s financial managers to minimise, mitigate and/or avoid any forex risks associated with the company’s activities:
1. Invoice in the home currency – easiest, but might not be suitable, as the risk is just passed to the customer, 
2. Leading and lagging – paying earlier or deliberately delaying a payment after due date
3. Netting – very useful and the multilateral netting, I would say, is a MUST in for a company from the scale of BP with a central treasury, for transparency and ease of control. The company settles intra-organisational currency debts for the net amount owed rather than the gross amount. 
4. Matching – similar to netting, but can be used for intra-group transactions and those involving external third parties.
5. Forward market hedge – widely used technique 
6. Money market hedge 
7. Futures hedge
8. Currency options hedge
Some of the abovementioned techniques require more knowledge to be successfully used. However they can be incredibly useful in managing the foreign exchange risks. Determining the forex rates is very important and combining the risk managing techniques with a technical and/or fundamental analysis can help minimising the risk. There is one more channel of exposure to risk according to Levich(1998) and this is the time dimension. For example, debt holders may prefer hedging, while equity holders – not. Timing is crucial in managing foreign exchange risk, as prices change constantly. Every random walk or every tick of a price movement can lead to a profit or a loss for BP PLC. The energy market, which is so much dependent on the geopolitical situation, is a very dynamic and volatile place, where risk is great and requires a lot of attention to detail. Therefore a diversified portfolio and implementation of different methods of reducing or removing the risk should be devised. Prioritising accordingly to the shareholder’s risk sensitivity, considering the capital structure and all the other risks that we have mentioned earlier. 

[bookmark: _Toc103023727]Working Capital – Mihaela Musat
The concept of working capital in the theoretical sense mainly represents the differentiation approach between current assets and current liabilities that is initiated for considering the accounting growth initiatives of business in a supportive and developing manner. 
Working capital= Current assets - Current Liabilities 
Working capital policies are policies that cover the level of investment in working capital and its components and financing of working capital. They should take into account of the nature of business, credit policy, seasonal factors, and manufacturing period.
For individual businesses the presence of working capital is initiated for considering a proper amount of financial feasibility support with the initiative of which a proper formulated growth including optimised processing can also be managed as well (Azmi et al., 2019). It also allows the management to initiate basic operating compatibility support also with the initiative of which the probable business opportunity including some of the basic operating optimised growth can also be formulated in an effective basis. According to the present operating approach, in the business BP the presence of working capital is supportively noticed which indicates the financial growth including operating optimised formulation in an efficient and sustainable basis.
In accordance with the present computed approach, a significant volume of working capital changes are generally noticed since the period of 2019 mainly indicates the positive changes of the business current assets structure mainly. However, it can also be considered that in the present accounting period instead of positive profit a significant amount of reduction is generally noticed, indicating the differentiation approach of [(12662 - 13229)/ 13229] = (-4)% in the present accounting period mainly. Though it is indicating a non-supportive approach, however, since earlier periods stability and supportive compatibility regarding the working capital approach is noticed that provide operating stability including compatibility formulation approach on an efficient basis (BP plc. Com, 2022).  
With recognising the present situation it can also be considered that the management also needs to provide focus on the credit-control policy so that the operating optimise growth and otherwise stated formulated approach related to business liquidity process is supportively developed in the future. 
In the present accounting period, the management of Shell and BP initiate the basic decarbonisation approach mainly that can be initiated for managing the financial feasibility approach including performance initiative growth on an effective basis. It also allows the formulated growth regarding accounting structural processing in a supportive order also with the maintenance of which the basic accountability including optimised growth can also be formulated in an effective basis. Applied this formulated approach also provides a proper amount of operating development as well as a liquidity formulated approach that initiates primary formulation support on an effective basis (Proactiveinvestors UK, 2022).
 Associated with the present response the management of BP needs to provide importance to the credit-control policy as well as the formulated development related to business current asset increasing support basically show that proper volume of working capital structure can be secured in a more developing order compared to the present situation.  

[bookmark: _Toc103023728]Conclusion
We have established that a MNC like BP, can experience many challenges. However through careful and constant observation of the international financial environment and the aspects and trends concerning BP, effective and sustainable policies can and should be adopted. The ongoing conflict between Ukraine and Russia, affected the international markets and BP as a major player was also affected, reporting almost double profits for the same period. We can only hope that they will be used in the best interest of all stakeholders for one greener future.
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Equity funding BP PLC

bp shareholders’ equity	2020	2019	71250	98412	Non-controlling interests	2020	2019	14318	2296	



Long term debts of BP PLC (2020)


Lease liabilities	Accruals	Derivative financial instruments	Other payables	Finance debt	Deferred tax liabilities	Provisions	7329	852	5404	12112	63305	6831	17200	
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