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ABSTRACT

The Globalization trend, predominantly perceptible and responsible for the ceaseless  structure alteration within the contemporary business environment, results in highlighting focal points such as: the competitive advantage and the growing interdependence of countries and corporations, which subsequently highpoint the tendency to claim from companies, an efficient and sustainable management of their productive processes, particularly aimed at creating added value for its shareholders and an effective related costs reduction. 

These theoretical models will be particularly highlighted in the creation of this report through the analysis of International Financial Management roles in forecasting successful operational strategies within the British Petroleum Public Limited Company productive processes.  (Banton,2021) (Sterling,2021)

INTRODUCTION

As per the case study, it can be observed that British Petroleum Corporation moved into the North America market in 1969. This was mainly because of the discovery of Prudhoe Bay in the field, located in the North Slope of Alaska.  

This decision of business internationalisation was mainly because of the sake of increasing business profits.  As per the views of EDUARDSEN and MARINOVA (2020), 85% of the global crude oil production was in the United States.

 As a growing company, it was essential for British Petroleum Corporation to have a strong foothold in the region. Crude oil production and refining has taken a major hit in the segment at that time, especially due to the heavy amount of market competition. It was acting as a structural crisis for the British Petroleum Corporation, and they needed to have an effective backup strategy in place. This resulted in the company looking for another effective oil rig.

Getting into the American oil reserves

The previous resource point of the company located in ABAAN was suspended, resulting in gaps between supply and demand. As a result, it was essential for the company to ensure more effective policies towards ensuring overall supply.

 In accordance with most of the other oil-importing countries, the need to secure resources increased significantly. As per the views of Tran (2018), presence of multiple other players in the market also resulted in an increased demand towards the American markets.

However, it was quite difficult for the company to get a strong foothold in the American market. As the company was acting under government control, they were not able to get into a direct merger with the other companies. However, the American market was an exception as they could make use of this market. The company merged its assets with the Standard Oil Company, resulting in acquiring a controlled interest. 

Even though the organisation did not have any substantial opportunities present in the market, the move of internationalisation resulted in a transition of power. A move like this has enabled them to effectively formulate business decisions with the other regional parties. 

Having more than one effective source has resulted in multiple opportunities for the business (BAMBERGER, MORRIS, YEMINI, 2019). The company was able to pursue the international markets freely. As it can be seen from the case study, the company also signed the largest industrial merger at that time. It has ensured a steady flow of supply from different target markets. Along with that, the business connections in the different target markets have helped them to improve overall business quality in an effective manner (MORAIS, FERREIRA, 2020).

Another main goal in this regard can be termed as value proposition. Moving into the American market has enabled the organisation to strengthen their capabilities in an effective manner.  As a result, they were able to diversify in different segments as well. Overall, the move was a major success as it helped the company to gain a massive competitive advantage over the other players present in the market.

Multinational Corporations Source of Finance

Companies in the perpetual exercise or expansion of their management strategies, tend to highlight and require from their International financial managers, the need in planning effective and sustainable financing alternatives, aimed at generating competitive edges, the creation of the added value for its shareholders and the efficient prediction and avoidance of future risks. (Sisk,2018) (Codja,2017) (Kimmons,2017)

The multinational organizations namely, possess wide-ranging opportunities in their financing strategies, such as:  the issuance and distribution of shares on the financial markets to requests for loans or bonds from private or government bodies; these varied financial choices conceivably are summarized in six elements, which are particularly highlighted below:

•
Cash Flow Redistribution: It represents the financial option that tends to highlight the relocation of financial surpluses accumulated by the company in new venture projects, within the short -long period of management. (Kimmons,2017)

•
Equities: Defines the prospect of financing companies, through the discharge and distribution of shares on the stock exchange, whose sale will bring the company and shareholders the crucial resources, to the financing of business activities, also the careful analysis will subsidize to an efficient corporate risk management and an intense visibility on the financial markets.

•
Bonds: With the sale of bonds, is defined the tendency on representing the sale of debts generated from the business productive processes; the sale follows pre-established government legislation on the solvency capacity and timing and moreover any non-compliance with these regulations would display an atrocious image of the organization within the financial markets with a possible loss of investors. (Codjia,2017)

•
Loans: Highlight the pre-emption in which the financial managers of the company deal with possible lends with external stakeholders such as: credit institutions, hedge funds, insurance companies and venture capitalists, following the careful analysis of financial performance and the genuine compilation of business plans. (Banton, 2021)

•
Government Grants: It characterizes the business capabilities to attract funding or tax reductions from local or national governments, which with the aim of promoting the sustainable development of the local economy, encourage through specific regulations investments of local or foreign companies. (Hill,2022) 

•
Hybrid Methodology: Outline the coupling of diverse financing options for the enterprise, which is displayed efficiently by a mix of shares and convertible bonds, which tend to provide to their specific shareholders with additional benefits to dividend policies.

Critical evaluation of British Petroleum source of finance

Subsequent the prior exhibition of the financing alternatives in companies, this is followed by the detailed investigation of the financial performance of the British Petroleum group, with particular emphasis on the Financial Report of the year 2020, and the evaluation of financial indicators such as liquidity ratio, debt ratio, profitability ratio, cash flow, etc. highlighted and listed in the below: 'Tab.1,2,3,4,5' and aimed at identifying the origin of the company's possessions British Petroleum . (BP, 2022)
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Tab.1 Financial Data (BP,2022)

The careful analysis of the financial indicators in Tab.1, displays the high profitability of the company in the period between 2017 and 2020, with a clear dependence on financial sources external to the company, particularly listed in the item ' Receivables' that bring high solvency capabilities to shareholders and corporate stakeholders.
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Tab.2 Liquidity ratio (BP,2022)
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Tab.3 Activity Ratio (BP,2022)
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Tab.4 Debt Ratio (BP,2022)

Table 2,3,4 express the company's performance in the periods listed, and projects through the indicators of the financial ratios as: activity, liquidity and debt ratio, high capabilities on providing returns on investments to external shareholders and liabilities for stakeholders.

[image: image5.png]Ratio/Year 2020 2019 2018 [M?
Cash Flowto Total Assets | 4.54% 8.73% 8.11% 6.35%
Cash Flow to Sales 6.74% 9.26% 7.66%

l 7.38%





Tab.5 Cash Flow Ratio (BP,2022)

Table 5 with the Cash Flow Ratio, project the overview of business surpluses usage of its profits to finance its activities and repay its debts.

DISCUSSION

Critically analyse on how country risks may affect British Petroleum’s investments opportunities in host countries

Country risk refers to the uncertainty associated with investing in a selected country and, more importantly, to the degree that this uncertainty would cost investors. This uncertainty may be due to a political, financial, currency or technical impact. In short, country risk is the extent to which political and financial turmoil affects the securities of issuers operating in a particular country. (SCOTT, 2020) 

Drawing a picture of globalization, good or bad, is a big job for growing countries. In view of this, country risks remain an important issue when assessing global financing projects. The political danger is one of the risks and refers to the probability that foreign regulatory movements will negatively affect the cash flow of employers in global financing. Financing assessments usually ignore political risks at first and anticipate the company's cash flow without taking political risks, but large traders invest some of their portfolio in other countries. This selection consists of an assessment of the various financing trusts, exchange traded funds (ETFs) or offers of stocks and connections. However, traders often forget about the essential first steps in the global financing process. (PERRY, 2022) Investing abroad normally costs more than the usual value due to the lack of expertise for overseas markets and the uncertainty in the financing environment. Threatening factors of the commercial enterprise are primarily political factors such as expropriation through host government means, remittance management, governmental and cultural practices and regulations, and political instability. (WAFO, 1998)

 BP has started six major projects. (Azerbaijan, Australia, Egypt, Great Britain, Russia, Gulf of Mexico, USA) For example, British Petroleum has increased its Greenfield and Mergers and Acquisitions investments in Egypt in recent years, increasing its portfolio to over $ 30 billion. (UNCTAD, 2019) Following the equal strategy, BP will expand its community into new markets, expand to approximately 440 BP-branded retail stores in Mexico, open its first place in Indonesia and aim to grow in China in the future. Africa and North America are key areas for BP's oil production, but another market BP has invested in is Russia. Rosneft is the largest oil company in Russia and the largest indexed oil company in the sector (listed on the MICEX trade in Moscow), based mainly on hydrocarbon production and has properties in all predominant areas of hydrocarbons in Russia. BP's Rosneft (ROS) segment with a 19.75% stake generated 1% of YE's revenue in 2018, $ 2,316 million. ROS acts as an aid base for hydrocarbons on land and at sea. (MARQUES, 2019) However, one of the major risks when investing in a country is the uncertainty of the political factor. Therefore, in February 2022, BP announced its withdrawal from Rosneft due to the political climate that had become unfriendly due to the civil war between Russia and Ukraine. Of course, BP will have to comply with all applicable global regulations and sanctions in Russia. Another factor that applies in this case is the severe economic uncertainty. Such an event, such as a civil war, usually has serious economic consequences (BP, 2022) and due to this BP will face some substantial losses. Thus far, worldwide the use of electric motors is a whole new trend, and by 2040, about 350 million electric motors could be spread out global. BP has more than 6,500 charging points across the UK, with the acquisition of the UK's largest charging point (2018) Network and form BP Chargemaster (MARQUES, 2019) The business enterprise started diversifying its commercial enterprise via way of means of growing capital funding in low-carbon electricity tasks consisting of offshore wind and lowering its big carbon dioxide emissions. (Sönnichsen, 2021)

So most likely the right direction to invest is this one because, some capital budgeting tasks include real options, in which they will create additional business opportunities. Since these possibilities can generate cash flows, they are able to increase the value of a project. (Madura & Fox, 2011)

Capital Structure

In the Capital Structure, the net income approach is the most important factor, where the single components are provided within the formula in the following section. 

Value of the firm= market value of the debt and equity shares

WACC= EBIT/value of the firm

In this method it is considered that the cost of debt is lower compared to the cost of equity, because of one simple reason and that is the tax deductibility of debt amount (GRAHAM, LEARY, RODERS 2015). Therefore, it is advice that the debt proportion of the capital structure should aim to have lower total cost of capital delivery as that would be important for the higher firm value delivery. The total cost of capital is calculated through the through the weighted average cost of capital (WACC) calculations and the formula for that has been shown in the above section. One of the important approaches of low WACC development would be having higher proportion of debt in the capital structure (ZEITUN, Tian, 2014).

However, the greater proportion of debt also needs to be monitored as high leverage position could lead to insolvency situation of the business. 

Particularities
                                                           $ million 

Short-Term Debt & Capital Lease Obligation
7304

Long-Term Debt & Capital Lease Obligation 
62,483

Debt
                                                                        69,787

Equity 
                                                                        75,463

Market value
                                                          1,45,250

EBIT
                                                                         75,463

WACC
                                                              51.95%

The above calculation of BP shows that the business has WACC more than 50% and that is quite high for a business. It shows that the proportion of equity in the capital structure is higher and that means that the firm’s value is low.

 Higher debt position would have increased the firm’s value and that would have satisfied the investors of the business (GRAHAM, LEARY, ROBERTS 2015). Therefore, the capital structure followed by BP is not appropriate as it has not been able to minimise the overall cost of capital.

How BP corporations manages and control their working capital

Working capital represents the available cash to cover day-to-day expenses, such as pay checks to employees and suppliers. Net working capital is a financial ratio that represents the operating liquidity available to a company. (FINBOX, 2022) 

Current BP Plc Working Capital is 15.4 B. Working capital of BP PLC is an indicator of business efficiency and operational liquidity. Working capital is usually calculated by subtracting current liabilities from current assets. This is an important indicator of a company's ability to continue its normal operations without incurring additional debt. Most of the basic indicators of BP Plc are stocks such as working capital are part of a valuation analysis module that helps investors find stocks that are currently traded at a price higher or lower than the actual price. (MACROAXIS, 2022) 

 BP uses various arrangements to manage working capital. Includes discounts on accounts receivable and supply and trading business, supplier payment terms, inventory, and active management of collateral. (BP, 2021)

Since BP Plc's main accounts are linked and interdependent in financial reports, it is important to analyse possible correlations between linked accounts. Investors can look at identified drivers to determine their overall health, rather than reviewing all of BP Plc's precise financial reports. This can be done effectively using the traditional correlation matrix of BP Plc.’s linked accounts and pointers. (MACROAXIS, 2022) Liquidity management is an important part of working capital for an accompaniment. As a rule, escorts have access to several lines of credit and overdrafts in a variety of currencies. Therefore, sufficient liquidity can be maintained without the need for a large cash balance. (Madura & Fox, 2011) Nowadays, paramount investors in BP Plc stock are looking for implicit investment chances by assaying multihued growth rates of BP Plc as well as standing pointers. A coherent increase or drop in fundamentals commonly indicates a pattern that can be successfully converted into profit. Nonetheless, when comparing two companies, knowing the growth rate of each company's working capital may not be enough to determine which company is the better investment. For this reason, investors constantly use a static breakdown of BP Plc's working capital as a starting point for their analysis. (MACROAXIS, 2022) 

British Petroleum PLC 2021 performance

The replacement cost of earnings before interest and taxes for the fourth quarter and full year was $3.212 million and $10,501 million, respectively, compared with earnings of $66 million and a loss of $14 billion and $583 million for the same period. period 2020. Q4 and full year include the unfavourable impact of net adjusted items* of $812 million and the favourable impact of net adjusted items of $209 million, respectively, compared with the Adverse effects of net adjusted items were $497 million and $8,695 million for the same period in 2020. 

 • After excluding adjustments, basic replacement cost income before interest and taxes for the fourth quarter and full year was $4,024 million and $10,292 million, respectively, versus a profit of $563 million and a loss of $5,888. million USD in the same period of 2020. (BP, 2021) According to Statista, as of April 2021, BP was the world's seventh largest oil and gas company by market capitalization. In 2020, the coronavirus pandemic drastically reduced oil demand, reducing BP's revenue to approximately $ 180.4 billion. (Sönnichsen, 2021) 

Revenues from exchange costs before deducting interest and taxes for the fourth quarter and the full year were $ 1,911 million and $ 21, respectively, compared to losses of $ 638 million and $ 7068 million in the same period in 2020. It was $ 133 million. The impact of the net adjustments was $ 300 million and $ 5395 million, respectively, and the negative impact of the same period in 2020 was $ 792 million and $ 7,757 million. 

• Fourth-quarter underlying exchange cost gains offset increased realization, production, gas marketing and transaction revenues, offset by increased depreciation and amortization costs compared to the same period in 2020. For the full year compared to the same period in 2020, the underlying replacement cost benefits were largely offset by depreciation, and increased decline, resulting in higher realization rates and higher production volumes, and reflects excellent gas marketing and transaction performance. (BP, 2021)

Recommendations

British Petroleum as highlighted in this report, had an extremely efficient management strategies settled and forecasted from its international financial managers, which  through the attentive investigation of corporation performances, allowed the firm to develop successfully its operations in foreign markets, with the achievement of positive financial results for their shareholders, a strong confidential brand image on financial markets, which strongly advice and attract new shareholders and stakeholders investment;  despite what stated, by projecting the trend of sustainability, is possible to highlight glitches as: scarce and obsolete business production levels and consequently an exponential growth in prices; which can be dissolved within the long term management and redistribution of resources by favouring the conceivable modernization of the individual elements of the specific company productive processes, instead of capital acquisition. 

 However, the leverage position suggests maintaining 20-30% WACC for efficient levels of funding. (CHATZIANTONIOOU, FILIPPIS, FILIS, GABAUER,2021) (ZEITUN, TIAN,2014) (FOSBERG,2012) (BP,2022)

CONCLUSION

In conclusion, through the vigilant investigation of company performances, it can be defined that the British Petroleum company practices a hybrid approach in its financing management strategies, the corporation is heavily dependent on external resources, such as Loans, Bonds and Government Funds, to which it distinguishes a high solvency capacity and creation of liquidity often carried out by cash flow redistribution, or purchase and sale of equities, which feasibly may be interjected through major sustainability and risk avoidance effort.  (Hill,2022)
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