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Abstract

The Oil & Gas market has seen ups and downs over the past years and BP has tried to position
itself to transition from an International Oil Company to an International Energy Company.
This is far from happening soon. In this report, a DCF valuation and Relative valuation are
conducted to fundament the investment recommendation in BP’s shares according to the share
price target and dividend policy forecasted for FY25.
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This report is part of the BP Equity Research report (annexed), developed by Vasco
Gouveia and Tiago Correia and should be read as an integral part of it.
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Introduction

This report is part of an equity research performed on the oil giant BP plc. The
report has as its main objective to fundament an investment recommendation to

investors, based on the performed valuation.

The first part of the equity report is addressed in Tiago Correia’s individual report.
It includes an overview of BP to better understand the full scope of its operating
segments, and how the company has addressed environmental, social, and
governance issues. Next, the different industries the company operates in
(Upstream, Downstream, Renewables) were analyzed to understand the different
macroeconomic factors influencing each one, and how BP is affected by the
existing trends. It takes a closer look at BPs energy transition targets and what that
entails for the company’s future as well as the difficulty of satisfying different types
of investors. To conclude, a Relative Valuation is conducted to understand how
BP’s value compares to its peer group in terms of Reserves, Production, and
EBITDA.

The second part of the equity report is addressed in this report, showing BP’s DCF
Valuation forecast, according to our estimates of production, reserves, revenue
streams, cost structure, capital expenditures, discount rates, terminal growth rates,
and others. This model is the backbone for our final investment recommendation,
and therefore a scenario and sensitivity analysis are conducted to understand the

possible effects of the key variables impacting the model.
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Figure 1: BP hydrocarbon production
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Figure 2: BP total hydrocarbon
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Valuation

To fundament our investment recommendation on BP we valued the company
using a sum of the parts valuation and a comparable companies multiples
valuation. In the first, we valued each segment independently while in the second
we applied our comparable group’s multiples to forecast the Enterprise Value and
Equity Value of BP as a whole. As BP’s segments are complex and the company
does not report all data on each, especially in terms of cost structure and some
balance sheet items, assumptions were taken to enable the sum of the parts
valuation, meaning some segment items may not represent the exact amounts

allocable to the respective segment.
Production and Reserves Outlook

Upstream production is a core component of BP’s operation. We forecasted
production for the G&LCE and OP&O segments separately, considering some of
the company’s strategic objectives and our own opinions. For FY24 we used data
available up to the 3" quarter and assumed that total year production would be
around the average of the past three quarters, which seems likely. For FY25 the
company has shown interest in achieving 2,300 mboe/d of total hydrocarbon
production as it starts to scale down its production in line with its strategic
objectives. It is also set to achieve 2,000 mboe/d of total hydrocarbon production
by FY30, but we forecast them to scale it down only to 2,150 mboe/d as we do not
expect them to transition that fast into lower carbon businesses, and global
demand for hydrocarbons is expected to stay high at 105.4 mmboe/d in FY30
growing from the 103.2 mmboe/d in FY24 according to the IEAL. As part of the
company’s transition, we expect their production mix to shift slightly in favor of
Natural Gas, reaching 42% of total production by FY30 compared with 38% in
FY24. From FY31 to FY34, we set production for both segments to go down by

0.6% y-0-y as we expect Oil and Gas demand to slowly start declining worldwide.

For us one of the biggest concerns about BP is its reserves. The company shows
a low amount of proved reserves relative to its peers with only 8 years in reserves
at current production levels and has dropped reserve-replacement-ratio as a key
metric they monitor. This makes us highly uncertain of how fast the company is
expecting to search for and explore new reserves. The replacement ratio has been
very volatile in the last few years, especially due to sales of mature oil fields, but
we are confident that BP will deploy capital to replace some of its reserves. We
have assumed that BP will maintain a G&LCE replacement ratio of 38.2% meaning

reserves will last until FY31 at the estimated production rate, and a replacement

L1EA (2024), Oil 2024, IEA, Paris https://www.iea.org/reports/oil-2024, Licence: CC BY 4.0
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Figure 3: G&LCE Revenue Forecast ($
million)
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ratio of 26.8% for OP&O meaning reserves will last until FY38 at the estimated
production rate. We expect higher replacement of lower emission hydrocarbons
such as gas since BP is pressured to decarbonize its operations and we believe

regulation will incentivize gas exploration over oil exploration.
Revenue Forecasting

The revenue of the three main operating segments was estimated from FY24 to
FY34 based on relevant value drivers. For the multiple variable regressions, the
models were made on data from Q1 2019 to Q3 2024. From FY31 to FY35 the

FY30 trajectory was assumed to maintain itself.
Gas & Low carbon energy (G&LCE)

This segment includes multiple revenue streams which are hard to separate due
to the lack of data reported by the company on this matter. We have identified three
revenue sources: upstream gas production, gas marketing & trading, and
renewables. For the upstream component, we use a multiple-regression model
using quarterly average Henry Hub Natural Gas Prices? and total hydrocarbon
production from G&LCE as independent variables. The model presented a R-
squared of 0.78 with both variables proving significant at the 95% confidence
interval. The obtained model was the following:

Gas upstream revenue = —6054 + 440.9 * Henry Hub price + 8.28 * Production

For Gas Marketing & Trading, we forecasted that revenue would normalize after
turmoil periods with the COVID-19 Pandemic and the Ukraine War. Therefore, we
based our revenue estimation for FY24 on the average revenue from FY19 and
FY21 as they represent better the normal operating revenue from the company.
We set revenue to increase by 0.6% y-o-y until FY29 and 0.2% y-o-y until FY34,
this is, slightly down from McKinsey estimates for global gas demand growth?,
since it is expected to come especially from Asia, and this growth will more likely
be captured by Chinese oil giants like Sinopec and CNPC while the European
market is set to slow down.

For Renewables, revenue depends on total installed capacity, load factor, and
price. We have not included hydrogen and CCS estimations as these are far from
being operational in the next decade. We expect the total installed capacity for
solar to reach around 10GW by FY30 through the acquisition of BP Lightsource

and its ongoing project deployment. For wind we expect them to achieve 3 GW by

2 International Monetary Fund, Global price of Natural Gas, US Henry Hub Gas [PNGASUSUSDQ)], retrieved from
FRED, Federal Reserve Bank of St. Louis; https:/fred.stlouisfed.org/seriessPNGASUSUSDQ

¥ McKinsey & Company. Global Gas Outlook to 2050. McKinsey & Company, 2021.
https://www.mckinsey.com/~/media/mckinsey/industries/0il%20and%20gas/our%20insights/global%20gas%20outlook
%20t0%202050/global%20gas%200utlook%202050_final.pdf
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Figure 4: OP&O Revenue Forecast
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FY30 through their German offshore concessions and plans on the North Sea.
Currently, almost all renewable capacity is in the US market, but the Lightsource
consolidation will bring renewables from Europe, Brazil, and Australia. Load factors
for solar were assumed to stay constant at around 24.1%, the average of the last
5years in the US, while for wind they were assumed to increase up to 40% in 2030
as BP intends to expand its offshore wind business which has higher load factors
compared with onshore. Finally, BP has some Power Purchase Agreements
(PPAS) but the agreed-upon price is not made public, therefore, we assumed that
they will sell at market prices. Electricity prices are extremely volatile and are very
different from region to region. From FY19 to FY23, BP’s renewable activity was
primarily in the US, therefore we used the average wholesale price of electricity in
the US* to forecast BPs renewable revenue. Electricity prices are highly tied to
Natural Gas since a relevant share of electricity production comes from Natural
Gas, this relationship is expected to fade as renewable generation picks up. For
FY24 the average assumed price was 40 $/MWh since the production is still
majorly US-based, but from FY25 onward an average price of 50$/MWh was used
to account for other geographies such as Europe, which historically has had higher
prices for electricity than the US due to the respective regions Natural Gas prices

(5x higher on average in Europe the last year).
Oil production & Operations (OP&O)

BP’s OP&O revenue is especially dependent on oil prices. It is important to note
that most of the revenue generated from this segment is from sales to other
company segments, especially the C&P segment. Therefore, transfer pricing if

used can distort the reality of the segment.

We performed a multiple linear regression model to estimate BP’s OP&O revenue,
with two independent variables: Average BP Oil Price, which considers a split for
WTI and Brent crude prices based on where it is produced (US or Non-US), and
BP hydrocarbon production attributable to this segment in mb/d. For the first, we
used average quarterly data on Brent® and WTI® prices, while for the second we
used BP’s reported data. We experimented using the Henry Hub gas price, but this
would most likely bring multicollinearity to our model. We tried with Global Oil
Demand data, but the variable showed no statistical significance. The model
presented an R-squared of 0.82, showing that most revenue can be explained by

the used variables, which were significant at the 95% confidence interval. This

4 |EA (2024), Electricity 2024, IEA, Paris https://www.iea.org/reports/electricity-2024, Licence: CC BY 4.0

5 International Monetary Fund, Global price of Brent Crude [POILBREUSDQ], retrieved from FRED, Federal Reserve
Bank of St. Louis; https://fred.stlouisfed.org/series/POILBREUSDQ

& International Monetary Fund, Global price of WTI Crude [POILWTIUSDQ)], retrieved from FRED, Federal Reserve
Bank of St. Louis; https://fred.stlouisfed.org/series/POILWTIUSDQ
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Figure 5: C&P Revenue Forecast ($
million)

200,000
150,000
100,000

50,000

2024 I
2025 I
2026 N
2027 I
2028 I
2029 I
2030 I
2031 I
2032 I
2033 I
2034 I

Source: Own Estimates

Figure 6: G&LCE performance metrics
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resulted in the following model:
OP&O0 quarterly revenue = —6005 + 4.55 * Production + 82.33 * Oil Price

To forecast revenue from Q4 2024 to Q4 2034 we used WTI and Brent crude
futures prices’ settled on December 3" which are in backwardation since supply
is currently low and there are expectations for OPEC countries to boost their supply

in the future.
Customer and Products (C&P)

To estimate BP’'s C&P revenue we used again a linear regression model with
Average BP Oil Price and total sales volume of refined products as the two
independent variables. The first variable is the same used to forecast OP&O
revenue, while the second represents the volume of refined throughputs sold which
is an important value driver in the downstream industry. It mainly includes sales of
retail fuels, aviation fuels, and supply of other refined products. BP retail sites, BP
refining throughputs, and worldwide oil demand were all tested as possible
variables for the model but failed to prove significant. For the 23 data points from
Q1 2019 to Q3 2024, we obtained a R-squared of 0.97, especially since average
oil price explains the majority of the sector’s revenue. The used variables were

significant at the 95% confidence interval leading us to the following model:
C&P quarterly revenue = —9496 + 413.71 * Oil Price + 5.29 = Sales Volume

The data used to forecast revenue from Q4 2024 to Q4 2034 was again the WTI
and Brent crude futures, and the total sales volume of refined products which was

assumed to go down at a constant CAGR of -1.5% as EV adoption keeps rising.
Operating Costs and Margins

Gas & Low Carbon Energy (G&LCE)

Purchases represent most costs of this segment, which includes purchases of
Natural Gas, and LNG for trading & marketing to fulfill their contractual obligations,
and to physically settle derivative contracts. We estimated that BP would maintain
its purchase level at around 72% of its gas revenue, the average from the observed
period except for FY20, when the pandemic disrupted the normal level of
purchases. For production and manufacturing expenses we assumed the
company’s 6 $/boe cost to be hard to maintain in the future, especially with lower
volumes and labor inflation and therefore growing up to 7 $/boe by FY30 and stay
at that level afterwards. Production taxes are expected to stay around 2.9% of gas
production revenue for the forecasted period since we do not believe ad valorem

and severance taxes to be increased for upstream gas as governments will try to

7 Source: Bloomberg
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Figure 7: OP&O performance metrics
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Figure 9: CAPEX Forecast per segment

($ million)
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accelerate the energy transition. We set exploration expenses to be stable, in line
with our reserves’ replacement expectations. We do not expect big changes in
SG&A. The margins for G&LCE are expected to drop quite significantly compared
to FY23 due to prices coming back to normality, and gas marketing & trading being
a low-margin business in stable price environments. However, we expect margin
improvements to be a common theme due to the increase of renewables in the
revenue mix and its high margins due to low operating costs. EBIT margin is
expected to grow from 2.4% in FY24 to 12.2% by FY34.

Oil Production & Operations (OP&O)

Most cost assumptions made for G&LCE also apply to the OP&O. To fulfill its
contract obligations OP&O purchases much lower quantities relative to sales, only
around 15.9%. It is also to note the higher average production tax of 4.4% driven
primarily by operations in Asia. OP&O will maintain its status as the highest margin
business unit, but EBIT margin is expected to decrease from 38.0% in FY24 to
28.8% in FY30 due to reduced economies of scale as production scales down and

lower realizations.
Customer & Products (C&P)

For C&P, the Cost of Goods Sold includes purchases of crude oil for refining
operations, supplies for their convenience stores, and refining costs. We assumed
the segment gross margin to stay at the average for the past five years (15.0%),
assuming stable refining margins. Still, as we know, sudden supply changes by the
OPEC cartel can highly affect market dynamics. The segment is expected to
maintain EBIT margins between 4% and 5%.

CAPEX

BP has a framework for capital expenditures where it expects to spend $14 billion
to $18 billion in all investment activities including inorganic growth, investments in
joint ventures and associates, and investments in subsidiaries PP&E, intangible
assets, and others. We will look closely into the Capital Investments made in PP&E
for our segments which comprise inorganic growth and subsidiaries’ investments.
PP&E for upstream-only companies goes down and up as reserves are exploited
and discovered. This happens because a big portion of PP&E is related to Oil and
Gas Fields, valued at the fair economic value to be exploited. So, PP&E can be
forecasted as a ratio to reserves. The only segment where this can be done is
OP&O, due to the lack of data on the PP&E split for upstream in the G&LCE
segment. The ratio has increased by 16% over the past five years, and we believe
that it represents BP’'s CAPEX investment in new technology to reduce wells’
emissions and improve safety, but also since some PP&E will not evolve directly

with reserves such as equipment machinery. We expect this ratio to increase to
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Figure 10: PP&E split forecasts
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around 15x by 2030 and 20x by 2034, especially with deepwater drilling activities
as it involves complex and expensive equipment and as Oil and Gas fields will
make for a lower percentage of total PP&E for the segment. Using this method,
capital investments for OP&0O will slowly decrease as the company starts

liquidating obsolete material, resulting in negative CAPEX by 2034.

For G&LCE the company has increased capital expenditures directed to low-
carbon energy, specially inorganically with the acquisition of Archaea Energy which
focuses on the production of Renewable Natural Gas (RNG), and the
announcement of the full acquisition of BP Lightsource. We therefore expect this
behavior to be a common theme going forward. The company also has deployed
some capital into the development of Blue and Green Hydrogen production plants,
but these assets will take a long time to deliver returns. Investment in Upstream
Gas, Gas pipelines, and LNG is expected to continue especially in Asia. We project
that BP’s PP&E will decline by approximately 1% annually, driven by the higher
rate of depreciation on gas assets relative to future capital expenditures, which are
expected to range between $3.5 and $4.0 billion per year. It is important to highlight
the shift from traditional Gas assets to Renewable alternatives will in our opinion
result in a declining asset base during the transition period. We expect BP to
expand its C&P PP&E by regularly acquiring existing players, following the move
to buy TravelCenters of America, and investing intensively in their EV charging
network and solutions for Corporations. Therefore, we expect PP&E to grow
around 1% per year and capital expenditure to range between $3.5 and $4.0 billion

yearly.
Corporate Income Taxes

BP, being an International Oil Company, navigates different tax environments in
more than 70 countries. Group subsidiaries are also taxed differently in the same
country due to their operational objective. Upstream activities are known for being
heavily taxed in some countries, such as the Middle East due to high income tax
rates established in Production Sharing Agreements (PSAs). Our approach to
estimating income tax rates started by identifying the underlying operations of BP
in each country. For those with upstream activities, we used applicable PSA rates
as the tax rate, and if not disclosed we used the effective tax rate as a proxy.
Finally, we computed the weighted average tax rate for each segment based on
the profit before taxes for each country in 2023. This resulted in a marginal tax rate
of 25.1% for G&LCE, 53.0% for OP&O, 22.6% for C&P, and 22.3% for OB&C.

Unlevered Free Cash Flow (UFCF)

After following the previous framework and having estimated other income

statement and balance sheet items we will be able to observe in G&LCE a steep

PAGE 11/17



Figure 12: Segmental revenue split BP vs
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Figure 13: BP historical capital structure
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decrease in cash flow in 2024 due to higher capital expenditure and lower
realizations from gas marketing & trading but an increasing cash flow from there
onwards as the company starts capitalizing on some of its renewable investments.

For OP&O cash flows are expected to go down in the short term due to lower EBIT
margins as costs increase and Oil prices decrease but will ramp up again from

2028 onward due to lower capital investments.

C&P cash flows are expected to increase significantly in 2025 due to the NWC
release as opposed to the net working capital investment in 2024. From there on
it will slowly decrease every year due to the increasing capital investments
expected for EV charging infrastructure.

Cost of Capital

Although we valued BP as a sum of parts, we found it appropriate to discount all
segments at the same discount rate. Although this does not allow for a precise
valuation of each segment, it provides a clear picture of the overall company's
value, considering all the inherent systematic risk. This decision was made having
into account the lack of information on capital structures for each segment, and the
fact that most of BP’'s comparables operate in the same segments, with small

differences in the segment mix.
= Capital Structure

BP has made use of debt, equity, and hybrid bonds to finance its operations. The
company’s debt is primarily finance debt from fixed-income markets in the US
(66.1% of issued bonds), being the European market the second market of choice
(27.8% of issued bonds). Debt also includes lease liabilities associated with drilling
rigs, service stations, oil depots, and others. Finance debt is 65% fixed-rate debt
which has definitively helped during high interest-rate environments observed after
the pandemic. For equity, the company has 17.36 billion ordinary shares
outstanding with an additional 390 million possible dilutive effect due to employee
share-based payments as of FY23. Additionally, in FY20 BP issued hybrid bonds
for the first time. The company issued around $13 billion in hybrid perpetual bonds
and intends to maintain them as part of the company’s long-term capital structure.
We will treat this component as an equity instrument to be discounted at the cost
of equity that is not part of the equity value attributable to shareholders. BP’s Net
Debt to Market Value of Equity has been unstable over the past five years being
the highest in FY20 amid the pandemic and the lowest in FY22 after significant
delevering, and operational recovery post-pandemic. We have assumed FY20 to
be an abnormal year, and that the company will target a Net Debt to Market Value
of Equity of 45.2%, the average of the past five years when excluding FY20. This

is equivalent to a Net Debt to Enterprise Value of 31.1%. The interest coverage
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Figure 14: Cost of Debt inputs
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Figure 15: Comparable companies
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ratio (EBIT/ Interest Expense) is also an important metric when it comes to credit

ratings and BP’s has been healthy, always above 3x except for FY20.
= Cost of Debt

We computed the weighted average yield-to-maturity (YTM) of BP’s corporate
bonds with more than five years to maturity, to be able to capture different long-
term yields from the American, European, Japanese, and Australian markets. We
obtained a YTM of 4.43%, with a weighted average maturity of 13 years and 9

months. For the five-year probability of default (PDs,), we computed it based on
the survival function and the default intensity rate (hazard rate, H(t))®
approximation using the five-year market Credit Default Swaps (CDS) of 0.60%
and the Recovery Rate (RR) of 40%, commonly used academically:

CDS
1—RR

H() ~ PDgy =1—e™H®

We then got the annualized probability of default (PD) of 0.20% by applying the
1
formula, PD =1— (1 — PD,)s,t =5.

Finally, to obtain the group’s cost of debt (rD) of 4.35% we used the following

formula:

rD =YTM — PD * RR

= Cost of Equity

BP cost of Equity (rE) was obtained using the Capital Asset Pricing Model (CAPM).
For the risk-free rate (rf), we used the 10-year US treasury yield since most BP
investors have access to the US capital market. For Market Risk Premium (MRP),
we used NYU Stern’s Equity Risk Premium?® estimates for UK Equities which led
us to an MRP of 5.48%.

To arrive at the equity beta (Be) of BP we regressed weekly returns of BP with the
MSCI World Index for a five-year period. With a total of 260 observations, we
arrived at a raw Be of 0.74 with a 95% confidence interval ranging from [0.53, 0.95].
With the presented confidence interval, we are confident about the value of BP’s
Be but to be fully confident we performed the previous regression model to our
comparable group. Upon unlevering all Be with the appropriate tax rate and D/E
we performed a weighted average of the BP’s beta unlevered (Bu) (60%) and

comparables Bu (40%) weighted based on how comparable we believe the

8 Hull, John C. and Predescu, Mirela and White, Alan, Bond Prices, Default Probabilities and Risk Premiums (March 9,
2005). Available at SSRN: https://ssrn.com/abstract=2173148 or http://dx.doi.org/10.2139/ssrn.2173148

°® Damodaran, Aswath. "Country Risk Premiums." Stern School of Business, New York University. Accessed December
15, 2024. https://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctryprem.html.
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Figure 16: Cost of Equity inputs

Cost of Equity

MRP 5.48%
Rf 3.63%
Be 0.784
Re 7.93%

Source: Bloomberg, Own estimates

companies are to BP. Then, we relevered the Bu using our target D/E ratio of
45.2%, arriving at a Be of 0.784 as the coefficient on how BP returns follow the
MSCI World Index, used here as a proxy for the market BP’s investors have
available. Applying the CAPM formula rE = rf + e * MRP we arrive at a rE of
7.93%.

= Weighted Average Cost of Capital (WACC)

To arrive at the final WACC we estimated a fair marginal tax rate for BP of 35.29%,
as the weighted average of the applicable tax rate of the 10 countries with the
highest profit before tax. The applicable tax rate is normally the statutory tax rate
for most countries. However, in cases where higher tax rates arise due to
Production Sharing Agreements (PSAs), we applied the PSA-specific tax rate
when disclosed. If the PSA tax rate was not available, we used the company's

effective tax rate for 2023 as a proxy. Finally, applying the formula:

D
E+D

WACC = % *TE + *rD x (1 —t) we arrived at a WACC of 6.34%.

Terminal Value

We experimented with different methods for terminal value forecasting and chose
the one that seemed more appropriate in the end. The key estimating item for
terminal value is the terminal growth (g) also known as the steady-state or long-
term growth. For stable segments, a good way to forecast its terminal growth is by
assuming the UFCF growth at the last estimated period as the product of Return
on New Invested Capital (RONIC) and the Retention Rate (RR). RONIC represents
how much the new investments in the segment’s IC are returning while the RR
represents how much of the current result is being reinvested into the segment. In
BP’s case, we only found this method to be applicable to the C&P segment due to
its stable reinvestment rate (6%) from FY30 to FY34. For RONIC we expect it to
stabilize around -15.4%, reflecting capital investments in the transition from a
refining-based segment to including EV and biofuels (that are capital intensive),
which are expected to have lower margins and eventually lead to a deteriorating
ROIC. This led us to assume a -1.0% terminal growth for the C&P perpetuity.

The G&LCE segment, having a lot of changing dynamics up until FY34, does not
provide a stable RR and RONIC. Therefore, we decided to go for an average of
the expected long-term growth rates for renewable energy and natural gas. For
renewables, we computed the CAGR from 2030 to 2050 for Renewable Capacity
(4.86%) based on data from IEA’s Net Zero by 2050 report'® and adjusted it by -
0.5% since this growth implies that Net Zero will be reached by 2050, something

we do not believe will happen. For Gas, we used McKinsey’s forecast for total

10 |[EA (2021), Net Zero by 2050, IEA, Paris https://www.iea.org/reports/net-zero-by-2050, Licence: CC BY 4.0
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Figure 17: DCF valuation results

For 2025 million $
Enterprise Value 159,126

Net Debt 49,522

Non-controlling interest 15,863

Equity Value to shareholders 93,741

Diluted Shares outstanding 17,750

Share Price ($) $ 5.28

Forward GBP/USD rate 0.7940384
Share Price (£) £ 419

Source: Own estimates

Figure 18: Natural Gas scenario price per
MMBtu range
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Worldwide Gas Demand?!?, arriving at a CAGR from 2030 to 2050 of -0.25%. We
considered an even split throughout and that these CAGRs represent the UFCF
growth from FY34 onward, ending up in a 2.05% terminal growth rate for the

segment to be used in perpetuity.

For OP&O, due to the running down of reserves is expected to end by 2038. Having
this said, the growth rate used to forecast the annuity for the last 4 years is not
material to the valuation. We assumed no growth for this segment’s UFCF as we
believe a big portion of the segment’s assets cannot be liquidated and should not
impact the final UFCFs. At the same time, Cash Flow from Operations is assumed

to stay constant.

OB&C was assumed to maintain its operations and was valued, therefore, in

perpetuity with no terminal growth.
Discounted Cash Flow (DCF)

To arrive at BP’s Enterprise Value (EV) on the 315 of December 2025, we
discounted all four segments’ Cash Flows to December 2025 and added the value
of non-core items from the Balance Sheet. This resulted in us valuing BP’s EV at
$159.1 billion in FY25. To derive the Equity Value attributable to shareholders of
BP we simply deducted Net Debt, which was estimated to be 31.1% of EV, and the
fair value (equal to book value in this case) of non-controlling interest which mainly
represents convertible bonds explained in the capital structure section. We arrived
at an Equity value to shareholders of $93.7 billion. Since BP’s stock trades in the
London Stock Exchange (LSE) and has the US Dollar as its reporting currency, to
derive the share price of BP in FY25, we applied the one-year forward price for the
currency pair GBP/USD of 0.794 US Dollars per British Pound to the Equity value
to shareholders and divided it by the 17.75 billion diluted shares arriving at our
DCF share price of £4.19.

Scenario Analysis

To support our DCF model, we conducted a scenario analysis to see how far BP’s
share price can go in a bullish and bearish scenario. The most important variables

for this analysis are commodity prices for Brent, WTI, and Henry Hub prices since

11 McKinsey & Company. Global Gas Outlook to 2050. McKinsey & Company, 2021.
https://www.mckinsey.com/~/media/mckinsey/industries/0il%20and%20gas/our%20insights/global%20gas%20outlook
%20t0%202050/global%20gas%200utlook%202050_final.pdf
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Figure 19: Crude Oil scenario price per

barrel range
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Figure 20: High Price Scenario DCF

results

For 2025 $ million
Enterprise Value 228,379
Net Debt 71,074
Non-controlling interest 15,863
Equity Value 141,441
Diluted Shares outstanding 17,750
Share Price ($) $ 7.97
Forward GPX/USD rate 0.7940
Share Price (£) £ 6.33

Source: Own estimates

Figure 21: Low Price Scenario DCF

results

For 2025 $ million
Enterprise Value 90,252
Net Debt 28,087
Non-controlling interest 15,863
Equity Value 46,301
Diluted Shares outstanding 17,750
Share Price ($) $ 2.61
Forward GPX/USD rate 0.7940
Share Price (£) £ 2.07

Source: Own estimates

they dictate the profitability of the company. Electricity prices were also analyzed
but they had little impact on the company’s value. One of the main limitations of
our scenario analysis is how gas prices are not directly affecting gas marketing &
trading results, due to a lack of information and an appropriate methodology to do
so. It is also important to note that we are using the same terminal growths and

WACC for both scenarios, and this will be addressed in our sensitivity analysis.
= High Price Environment Scenario

For our best-case scenario, Brent, WTI, and Henry Hub prices were assumed to
be one standard deviation higher than the base-case prices, reflecting the high
demand to supply for these commodities. The standard deviation was based on
the quarterly historical prices of these commodities from FY19 to FY23. For
electricity prices we set a 50% increase, accounting for a geographic mix involving
more European presence than we expect in our base case, but also the impact of
higher gas prices on the final wholesale price of electricity (especially in the US).
The higher demand for gas was also considered to boost gas marketing & trading
activity and has therefore considered a one percentage point boost to its growth.
Some operational improvements were also taken into account making upstream
production costs 10% cheaper and having lower net working capital requirements
(NWCR) due to a 10% lower inventory level, a collection period as the lowest in
the past five years, and a payable period as the highest in the past five years, as
the company improves its contractual terms with suppliers and customers. Under
the proposed conditions and assuming unchanged gearing targets, we valued BP

at £6.33 per share under a long-term high-price environment.
= Low Price Environment Scenario

The same reasoning as in the high-price environment scenario was used in our
worst-case scenario. Brent, WTI, and Henry Hub prices were assumed to be one
standard deviation lower than the base-case prices, reflecting oversupply relative
to demand, similar to what succeeded during the COVID-19 pandemic. Electricity
prices were set to be down 50% on the base case level. With a lower demand for
gas, marketing & trading revenue is expected to slowly decline as we considered
a one percentage point drop to its y-o0-y growth relative to the base case. Upstream
production costs were assumed to be 10% higher as efficiency worsened.
Regarding NWCR inventories were expected to pile up and increase by 10%, while
the payable period would be at the lowest level of the past five years, and the
collection period at the highest. Assuming again the same gearing, in a long-term

low-price environment, we valued BP at £2.07 per share.

Sensitivity Analysis
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Figure 22: Sensitivity on WACC and
terminal growth

Segment terminal growth adjustment

-1.20% -0.60% 0% 0.60% 1.20%

5.37%| £4.40 £465 £498 £542 £6.06
5.85%| £4.09 £429 £455 £4.88 £5.34
6.34%| £3.82 £3.99 £4.19 £445 £4.79
6.66%| £366 £3.81 £3.99 £4.21 £4.50
6.98%| £3.51 £3.64 £3.80 £4.00 £4.24

WACC

Source: Own estimates

Figure 23: Marginal tax rate impact on
WACC and share price

Taxrate WACC Share price

0.00% 6.82% £ 3.89
10.00% 6.68% £ 3.98
20.00% 6.55% £ 4.06
30.00% 6.41% £ 4.15
35.29% 6.34% £ 4.19

Source: Own estimates

Figure 24: Football field chart
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Source: Own estimates, Bloomberg

While using the DCF method, there is uncertainty over the discount rate to be used
and the terminal growth rate of future cash flows. These two elements are crucial
to determining the value of a company and are very sensible to small movements.
For this reason, we conducted a sensitivity analysis to find BP’s price range when

tuning these variables.

For the WACC, we looked at the 95% confidence interval we got from our
regression of the equity beta (fe) [0.526, 0.954] and got the WACCs for these limits
[5.37%, 6.98%]. For terminal growth, since for most segments RONIC and RR
could not be used, we decided simply to test for each terminal growth what would
be the impact of 60 basis points (bps) higher or lower terminal growth for each
step, making up for a range from -120 bps to up 120 bps for each segment’s
terminal growth. For our base case, our sensitivity resulted in a share price range

from £3.51 up to £6.06, which seems reasonable to us.

The same approach was used to test the sensitivity of our high-price and low-price
scenarios. For the high-price, we found the share price to be between £5.33 and
£9.10, while in the low-price scenario, it was between £1.70 and £3.06. This shows
how sensitive our model is to the cost of equity and the terminal growth rate for

each segment.

We are aware that tax shields are not always recoverable if BP has losses in a
subsidiary, and therefore want to evaluate what would be the impact on the WACC
and subsequently the share price if we vary the fair marginal tax rate. Keeping
everything else the same, in the extreme scenario where no tax shield exists the
share price would be £3.89, but in a more reasonable example where the marginal
tax rate for tax shields is 20%, the share price would be £4.06. That is a 3.2%

difference relative to our expected DCF price with a marginal tax rate of 35.29%.
Final Recommendation

Following our DCF valuation, the method we believe to be more accurate, we
expect BP’s share price to be £4.19 as of December 31%t, 2025, appreciating 5.91%
over the current share price of £3.96 on December 13", 2024. On top of this, BP
is well-known for its dividend policy and its average dividend yield for the past five
years was 5.25%. With this, we assume BP will distribute annual dividends
amounting to £0.21 during FY25. Therefore, we issue a BUY recommendation on

BP’s stock with a total expected shareholder return of 11.15%.
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A deep analysis on BP PLC

L] The company finds itself in a transitioning industry, with
the tough task of maintaining their fossil fuels identity while
integrating renewables in their portfolio and keeping their Net-

Zero ambitions.

= BP is falling behind in their replacement of upstream
reserves over the past four years, with a Replacement Ratio of -
28.4% while competitors show far healthier Replacement Ratio
of 65% on average, entailing that BP can enter concerningly low

levels of reserves in the near future following the current trends.

L] Revenue from Renewable Energy is expected to grow at
a remarkable pace, CAGR24-30 of 33.45%, powered by the full
integration of BP Lightsource and plans to expand its offshore
wind portfolio. Nevertheless, it is expected to represent just short

of 1% of total revenues in FY30.

= The price target presented through the DCF valuation
shows that despite deteriorating performance, BP still holds more
intrinsic value to shareholders than priced by the market as of
December 15,

Company description

BP P.L.C is an Oil & Gas giant present in both Upstream,
Midstream and Downstream activities. Recently, it has also
picked up on renewable energy opportunities as it tries to
transition from an OIC to an IEC. The company is present in more
than 70 countries worldwide and had 87,800 employees in FY23.

Recommendation:

Total Shareholder Return

Price Target FY25:

Dividend Yield

Price (as of 15-Dec-24)

Reuters: BP.L, Bloomberg: BP/:LN

52-week range (£)
Market Cap (Em)
Outstanding Shares

(m)

BUY
11.15%
419 £

5.25%

3.96 £

3.65-5.42
62,122
17,360

Source: Reuters, Bloomberg, Own Estimates, Annual reports
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Revenues

EBITDA

Net Profit

EPS

EBITDA Margin
UFCF

ROIC

FY23
238.1
46.3
214
0.85
19.4%
12.9
17.2%

FY24F
2154
32.7
11.6
0.61
15.2%
8.7
9.0%

FY25F
202.3
31.1
10.6
0.55
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12.8
8.4%

Source: Annual Reports & Own Estimates
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Figure 1: BP External Revenues in
billion USD
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Figure 2: BP Pipelines, Refineries and
Extraction Sites
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Source: BP Annual Report 2023

Company Analysis

BP P.L.C. (from here on referred to as BP) is a global player in the oil and gas
sector with the aim of becoming an integrated energy company. Headquartered in
London, it is one of the biggest players in the industry, holding significant influence
over global energy markets, and competing with other giants like Repsol, Shell,
Eni, and TotalEnergies. BP asserts its presence through an extensive, vertically
integrated business model that spans from upstream activities (exploration and
production of oil and gas) to downstream ones (refining, distribution, and retail), as
well as integrating convenience sales and lubricants, and others, amounting to
over 12 million customer touchpoints per day. Covering both upstream and
downstream allows BP to retain full control over the various stages of its supply
chain, being in control of its product from the moment of extraction to the moment
of its final usage, which will be beneficial in terms of cost efficiency, market

exposure, and strategic leverage.

Founded in 1909, BP has developed a strong market presence in markets across
the world, greatly through its branding, which is significantly supported by having
built a global network of retail and fuel stations, as well as important connections
and acquisitions throughout global markets, with particular emphasis in Europe
and the USA.

To segment its business, BP organizes itself in 4 main segments, with each playing
a critical role in the company’s success, these are: Oil Production & Operations,

Gas & Low Carbon, Customer & Products and Other Businesses & Corporate.

Oil Production & Operations (OP&O) still acts as the backbone of the company,
encompassing essential activities across the company’s core business, including
activities like exploration and discovery of new oil fields and actual hydrocarbon
extraction through oil wells. In such a competitive industry it is also crucial for BP
to employ advanced technologies and innovative methods to maximise resource
recovery and minimize emissions, while ensuring efficiency maximisation as well

as safety for their employees.

The Gas & Low Carbon Energy (G&LCE) segment integrates BP's natural gas
capabilities with its growing portfolio of low-carbon energy solutions. Natural Gas
plays a vital role in BP's strategy, as a cleaner-burning fuel that can help reduce
the carbon footprint when compared to coal or oil. Maximizing this opportunity, BP
produces and markets Natural Gas and Liquefied Natural Gas (LNG), delivering it

to domestic and global markets.
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i . BP is also investing heavily in renewable energy sources such as wind and solar.
Figure 3: BP Installed Capacity and

Renewables Pipeline Evolution The company has a significant pipeline of offshore wind projects and operates
3.00 70.00 several onshore wind farms, with a total pipeline of 58.3 GW. These renewable

60.00 energy projects are essential for reducing reliance on fossil fuels and supporting
50.00

2.50

2.00 the transition to a Low Carbon Energy system. Not only this, but BP is developing

' 40.00
1.50 l l | | 20.00 hydrogen production and carbon capture and storage (CCS) projects. Hydrogen is

1.00 20.00 seen as a key component of the future energy mix, particularly for hard-to-

050 10.00 decarbonize sectors, while CCS technology is crucial for capturing and storing

2019 2020 2021 2022 2023 carbon emissions from industrial processes.

Source: BP Annual Reports . . ) . . o
Power trading is another important aspect of this segment, allowing BP to optimize

its energy portfolio and support the integration of renewable energy into the grid.
Consisting of an array of derivative instruments whether purely financial or with
physical exchange, BP can balance supply and demand, as well as ensure a
hedging position to minimize the risk associated with the company’s portfolio,

which consists of a lot of assets volatile to market prices.

Customer & Products (C&P) stands as the most expressive sales-wise with more
than 159 billion in FY23 and representing almost 80% of the company’s revenue
in the past 5 years. Dedicated to delivering energy products and services to
millions of customers around the globe, this segment includes BP's extensive retail
network, which comprises over 21,100 branded retail sites worldwide. Most of
these sites offer fuel, lubricants, and convenience products, catering to the diverse
needs of consumers. BP is also expanding its electric vehicle (EV) charging
network through BP Pulse, reflecting the company's commitment to supporting the
transition to cleaner transportation options, and has announced a partnership with
Iberdrola in the efforts to acquire a very strong position in the Iberian market by

adding up to 11,000 charging points across the peninsula.

In the aviation sector, Air BP supplies aviation fuel and services and has also
started to integrate a sustainable strategy in the aviation market, with their first sale
of Sustainable Aviation Fuel (SAF in November of 2023).

Furthermore, BP's Castrol brand, known for its high-performance lubricants,
serves the automotive, marine, industrial, and energy sectors. Castrol's innovative
products are designed to enhance performance and efficiency, meeting the

demands of modern machinery and vehicles.

In addition to these activities, BP also operates a wide array of transporting
vessels, terminals and pipelines, allowing for a constant supply of resources to
reach critical markets for the company, maintaining the flow of energy that powers

economies and dalily life.
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Finally, within Other Businesses and Corporate (OB&C) are comprised all
activities that don’t fall into any of the previous categories, but are still very relevant
to the normal course of business in BP, like administrative expenses, some parts

of research and development, activities related to joint ventures, etc.

Environment, Social and Governance are 3 pillars of BPs identity, giving a lot of
importance to these factors. Environmentally, BP has committed to achieve carbon
neutrality by 2050, a very drastic promise for a company relying very heavily on
fossil fuels. Nevertheless, this claim does not hold value unless it is followed
through, and with BP standing as the 6% company with the most carbon emissions

since 1965%, which may leave investors skeptical.
Figure 4: BP Investment in Transition

Energy, in billion USD Regarding Corporate Social Responsibility, the company holds several initiatives,
2015 I 0.6 like the high investment in renewable energy as a way to transition their energy
2020 [ 1 portfolio, and collaboration with entities to preserve biodiversity in the regions in

2021

B - which they operate, especially in a business that can hold an elevated risk on

2022 [ 4.0 endangering nature. BP also has projects to develop local communities, like
2020 [ s improving infrastructure and safety around the fishing industry in Ndiago,
2024 7

o g Mauritania, by building infrastructures to increase working conditions or the Sweet

N Gold project in Azerbaijan to help honey-producing families to be able to compete
Source: BP Sustainability Reports

in a competitive honey market.

Eigufte 5: BP Yearly Process Safety Furthermore, BP’s 87,800 employees are the essence of BP and actions have
vents

100 been put in place to increase safety measures that have made an impact in

50 decreasing process safety events (PSEs), with nineteen employees and

. contractors having died worldwide in the past 10 years, compared with 128 deaths

. between 2002 and 20122. Shell, for example, has experienced 22 deaths in only
A

the last 5 years despite only having 17,9% of extra workforce.
20

0 I I I I [ | Governance-wise, BP has a split ownership structure, with more than 20%

20192020 2021 2022 2023 belonging to several institutional investors, the biggest one being BlackRock, and

mTier 1 Tier 2

N the remaining all being spread out across the general public. In terms of leadership,
Source: BP Sustainability Reports

the current CEO is Murray Auchincloss was appointed after significant uncertainty
regarding the leadership of the company, with the former Chief Executive Officer
quitting after only 4 months on the job. Auchincloss came in as an internal hire,
being promoted from CFO, and with the promise of maintaining the strategic goals

of his predecessor.

! Taylor, M., & Watts, J. (2021, August 25). Revealed: the 20 firms behind a third of all carbon emissions. The
Guardian. https://www.theguardian.com/environment/2019/oct/09/revealed-20-firms-third-carbon-emissions

2 Jacobs, J., & Wilson, T. (2022, September 29). BP faces growing scrutiny over latest fatal accident in US. Financial
Times. https://www.ft.com/content/a64c0568-a76d-47b5-9d49-7dc2780d5adc
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Industry Analysis

Global preferences are changing, causing global demand for low-carbon energy to
be significantly on the rise as well as casting a shadow on high-carbon emitting
companies. In the context of the Oil and Gas company markets, the pressure to
change is unprecedented, and with the finite nature of global oil reserves, BP and

its competitors know that change is becoming a necessity instead of an option.

Market Analysis

Figure 6: World Oil Production Level n Upstream
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Oil Market

The upstream segment of the oil business, which consists of the exploration,

extraction and production of oil}, has shown remarkable resilience despite

resistance from geopolitical shifts, the pressure for countries and companies to
A

become more clean energy dependent, like the Paris Agreement, and also when

considering technology improvements, which continuously increase the alternative

>
N4

2 N
NSV
N oS

S S S energy methods to oil, like the rise in biofuels, or hydrogen energy.

Source: Statista Regarding the overall market production trends, these are intrinsically related to

the geopolitical aspects of the oil market, with global dynamics being heavily
impacted by country relations and strategic political moves, making it essential to

Figure 7: Share of World Crude Oll discuss OPEC dynamics.

Reserves
Global economies were shaken by the steep rise in oil prices in the 1970s. The

members of the Organization of the Petroleum Exporting Countries (OPEC),
formed in 1960, together controlled a high proportion of global oil resources. They
began to work together as a cartel, restricting access to Middle East oil and hence
raising prices*. With OPEC being still in action today, now woth more member
countries, and currently controls roughly 40% of the world's oil demand and more
OPEC = Non-OPEC than 80% of proven oil reserves®, it becomes therefore fundamental to analyze

Source: OPEC Annual Statistical OPEC predictions to see the market as a whole.
Bulletin 2024

3 Energy Institute. (June 20, 2024). Oil production worldwide from 1998 to 2023 (in 1,000 barrels per day) [Graph].
In Statista. Retrieved December 15, 2024, from https://www.statista.com/statistics/265203/global -oil-production-in-
barrels-per-day/

4 The Economy 2.0 - 8.8 Application: Market dynamics in the oil market. (n.d.). https://www.core-econ.org/the-
economy/microeconomics/08-supply-demand-08-market-dynamics.html

5> World Economic Forum. Explainer: What is OPEC? (2024, September 10).
https://www.weforum.org/stories/2022/11/oil-opec-energy-price/

PAGE 6/35



BPPLC COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Figure 8: Onshore/Offshore Oil

production split (%) OPEC has been postponing their announced output hike repeatedly, with the latest

news announcing that it will occur in April 2025. However, with world oil demand
100

80 31 EE30 SN increasing and world oil production forecasted to rise slowly, and only mainly in the
60 Asian-Pacific region, it cannot be taken for granted that this will indeed occur, since
4 gl 69 701 71| 72 7
20 it implies a decrease in world prices.
0
F O N e g S Exploration-wise, a slow trend can be inferred in that offshore production is
I . P N

becoming increasingly scarce, indicating that onshore producers may be

Onehore mofshore increasing their market share, perhaps due to the lower operating costs that come

Source: Statista with that type of operation. Nevertheless, offshore production is crucial to meet
market demand. In this context, BP inserts itself mostly in offshore market

production, with oil rigs spread out across the globe. It takes advantage of its very

efficient supply chain to transport value and achieve advantages that less

globalized companies cannot, like a closer distance from production to the sale

Figure 9: Replacement Ratio of point.
Reserves
200% Furthermore, the limited quantity of known fossil fuel reserves indicates that further
150% investments must be carried out to find new wells and increase production streams,
100% with countries like Guyana and Namibia being instrumental in increasing known
50% reserves. Despite BP being heavily invested in both of these exploration markets,
0% a concerning sign that arises is their replacement rate of reserves, which is very
50% “ VA low, even negative in some years (which implies the sale of oil fields). This may be
100% interpreted as a transitioning company, but it can also be seen as one losing a
o grasp of where its core strengths lie. To add on to the second argument, we can

ENiSpA e Repsol SA

see how BP compares to its comparable companies and how different its
Source: Annual Company Reports behaviour is, whereas other companies mostly suffered in 2020, to replace their
reserves, for the most part, they kept consistently high ratios in recent years, and

in BPs case they seem to be falling short.
Figure 10: Inland demand of natural

gas, EU (terajoules) Gas Market

18000000 The global Natural Gas market is navigating a complex landscape with several
16000000

14000000 /M trends and dynamics shaping its current state.

12000000

10000000 Global Natural Gas demand has been shifting quite significantly, with Europe's
8000000

6000000 demand decreasing from 2022 levels, as the drastic measures of leaving Russian

4000000

2000000 energy dependency cool down, and showing no signs of recovery. Asia-Pacific on

0 : . - . .
D 0o Do <o o the other hand is a driver for growth in this sector with growing demand trends.
333388855588

The gas market is becoming instrumental in the transition to decarbonization,

e Monthly cumulated data
sl data making its potential for growth very interesting. However, it has still fallen victim to
Source: Eurostat a very sharp increase in prices in 2022-23 as a result of the Russia-Ukraine

conflict. This trend has been compensated for in 2024, which has led to a quite
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Figure 11: Monthly natural gas price

index worldwide drastic fall in quarterly revenues for the year for companies like BP, with high
600 likelihood of maintaining this lower price trend to 2025. As a transitioning energy
500 company, Gas takes a big part in BPs efforts to achieve carbon neutrality, and this

400 has meant a big blow to a very important and value-driving sector.
300

200 Despite stabilizing somewhat from the shocks of 2022, the market remains

100 vulnerable to policy changes and the geopolitical tensions mentioned in the Oil

N O MO MO MmO "0 I - 5 <
IR IR SR SR SIS BN AR IS RSN sector.
S = >—= a > c = >= a >
O s 8 3 008 T3 o O
z -z = wZz-=sz » zZ

Sustained investment in infrastructure, coupled with strategies for demand
Source: Statista management and diversification, will be key to addressing the evolving challenges
in the global gas sector. However, in this segment, BP illustrates a similar trend to
the Oil one, where the replacement rate is concerningly volatile, fundamenting our
scepticism that reserves will keep ideal production levels and will instead steadily

_ , decrease.
Figure 12: Production Cost ($/boe)

10 In general, BP’s upstream production, despite showing signs of efficiency, as one
can see based on its cost $/boe, is struggling to keep up with the rest of the market
when it comes to ensuring the future of its reserves. In an industry that suffers so
much from the scarcity of resources, it will be integral for BP to attack this front in
order to keep being competitive going forward. Also, controlling volatility exposure
in its portfolio can be crucial to ensure revenue streams in a generally volatile

BP  Shell Total  Eni environment

Source: Company Annual Reports . Downstream

Customer and Products

Figure 13: Worldwide retail sites The downstream segment consists of a plethora of offerings that range from the

refining and selling of fuels to distinct markets, like aviation fuel and gas stations
50000

45000 for example, to the sales in convenience stores, EV charging stations and
40000 lubricants.

35000

30000 The Retail Fuels market is intuitively one of reduced elasticity, with these types of

25000 fuels being essential for in general mobility, with uncertainty being associated

20000

15000 mainly with the replacement potential of EV mobility (which will be discussed

10000 ahead). On the supply side, retail and convenience-associated businesses have
5000 been becoming more attractive, with the acquisition multiple for convenience
0 . o . e

BP Shell Total Eni Repsol businesses nearly doubling in recent years® as companies seek to capitalize on

Source: Company Annual Reports

® Fuel retail in the age of new mobility. (2021, April 1). McKinsey & Company.
https://www.mckinsey.com/industries/oil-and-gas/our-insights/fuel-retail-in-the-age-of-new-mobility
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the potential for alternative offerings as well as the constant returns that come with

an inelastic demand.

Important market dynamics involve governments’ behaviour towards these types

Figure 14: Gas station ownership in the of goods, which has been one of increasing taxation in order for alternatives to

UK become competitors in the mobility market.

This sector is one of the main value drivers in BP’'s downstream segments, which
takes advantage of the network of selling points available, the additional revenue
that arises from complementary sales in the Convenience business, and the
synergies with their EV charging business, which is also present in petrol stations.
As we can see, in the UK, BP holds a very significant portion of the gas station
market share with main rivals in this market Esso and Shell. World wide Shell is

significantly ahead in BPs competitor group with BP still having very significant

= Esso = Shell
- BP Texaco presence, with their 21,100 worlds wide retail stores.

Certas Energy = Tesco

Others

_ Convenience sales act as a way for BP to increase margins in this segment, as
Source: Statista

the competitive nature of retail fuels shrinks margins. EV charing, on the other
hand, acts more as a competitive advantage, not only by increasing the number of

offerings in a single location, but by investing in BP Pulse, BP is investing in the
Figure 15: Plug in EV sales in

thousands future of mobility, and having the necessary infrastructure in place will be crucial
16000 as EV keeps penetrating the mobility market. Already operating over 35,000 EV
14000 Charging stations, and planning to expand significantly. Even when adding the
:izzz 11,000 charging points that will arise from the partnership with Iberdrola, BP still
8000 operates less charging points than both Total and Shell (both having more than
6000 60,000), which is to be expected as these are considerably bigger companies.
4000
2000 l I I Furthermore, incorporating these offerings into one buying experience has allowed
0 \: ; : ::\% & © D P for increased revenue per customer visit and an overall better customer
Sofcjé: PR PSS experience. Not only this, but taking advantage of a rather inelastic demand results

in a consistent stream of income for BP, crucial in a business that is, for the most
part, plagued by market volatility. Nevertheless, fierce competition, small margins
and significant volatility in fuel prices are still major factors when weighing pros and

cons of retail fuel and associated streams.

Lubricants are inscribed in a market that has achieved significant maturity, with a
forecasted CAGR of 2.3% expected for FY19 to FY327, making it low-growth but
of significant value. With this growth mostly forecasted to be provenient from China

and the Asia-Pacific region, to support their rapidly industrialising economy.

" Lubricants market size, industry share, growth rate, 2032. (n.d.). https://www.fortunebusinessinsights.com/industry-
reports/lubricants-market-101771
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Despite being a less representative revenue stream for BP, with the main vehicle
for these types of revenue being Castrol, one the businesses responsible for the
sale of high-performing lubricants, which has significant influence in important
markets like India, where they have achieved 38,7% of market share in the

automotive sector, as well a significant leadership in indias overall market8.

Despite the small proportion in BPs overall business, Castrol still shows strong
returns, with an EBIT of 730 million USD. Unfortunately, there are no reported
results for the sales associated with Castrol’'s worldwide operations, but by the
nature of the business, which typically has higher margins due to sales directly to
consumers and less competitive market dynamics, one can deduct that this

segment creates significant value for the company.

Through its aviation division Air bp, is also a player in the global aviation fuel

Figure 16: Global renewable energy market. It supplies both conventional jet fuel, which represents the vast majority of

consumption, in exajules the portfolio, as well as sustainable aviation fuel (SAF). SAF is designed to provide
100 up to an 80% reduction in the lifecycle carbon emissions when compared to
90

80 traditional jet fuel and is produced using sustainable. However, SAF has only

70 debuted in 2021, and the first transatlantic journey made solely using SAF was in
60 November 2023. It is therefore an extremely recent product that is still yet to make
50

20 a significant dent in the aviation fuelling market.

30

” = Renewables

10 . . . .
. The renewable energy market is currently experiencing strong growth, driven by

8558828y technological innovation, policy support, and increasing global demand for
AN AN NN AN &N AN AN AN AN AN NN

Source: Statista sustainable energy solutions. Solar and wind are the primary sources of renewable

energy, with solar energy leading global expansion.

Figure 17: Renewable power capacity
targeted globally 2030, by region (GW) Key factors driving growth include the rising need for cleaner energy sources to

combat climate change, the falling costs of renewable technologies, and the

Sub-Saharan Africa I

expansion of policies like tax incentives and government grants. This has made

Middle East and North I
Africa

renewable energy more competitive with traditional energy sources. Countries

ratnamerca. [l such as India, the U.S., and those in the EU are seeing substantial investments in
NorthAmerica renewable infrastructure

coore [ Additionally, the global push towards renewables has attracted significant

asia | investments, with major players in the market—like Siemens Gamesa and General

0 1,000 2,000 3,000 Electric—focusing on advancing renewable energy technologies. The sector’'s

Source: Statista

8 Moneycontrol. (August 24, 2023). Leading lubricant companies in India as of August 2023, by market capitalization
(in billion Indian rupees) [Graph]. In Statista. Retrieved December 16, 2024, from
https://www.statista.com/statistics/1322699/india-leading-lubricant-companies-by-market-capitalization/
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ability to attract competition is essential to its cost-effectiveness but does imply

lower returns for companies entering the space.

BP’s position in the market is not one of competitive advantage, as it is still falling
behind some of its main competitors, having only 2,7 GW of installed capacity
compared to TotalEnergies’ 13 GW or Shell's 3,2 GW. Seeing a company who
publicly claims to be heavily committed to increasing their renewable output one
could say that the installed capacity is underwhelming. On a positive note, they do
have over 6 GW that have been given a Final Investment Decision (FID) and BP
has agreed with Lightsource (a BP renewables joint venture), the acquisition of the
remaining 50% of the company, which holds 2,18 GW of installed capacity, and

deep know how of the industry.
Main Market Risks

BP faces several key market risks that could influence its financial and operational
stability:

Figure 18: WTI and Brent Refining BP is subject to high variations refining margins due to stronger or weaker olil

Margins $/bbl and gas prices, as has happened in 2024. Coupled with volatility and uncertainty

0 related to global demand, these trends can lead to substantial financial setbacks.
25 Refining adjustments, such as scaling back operations are very costly in such a
20 machinery-heavy business, making adapting to changing trends a big challenge
for companies, as was very noticeable during the pandemic, with oil price crashing

and companies enduring heavy losses

BP has modified its energy transition strategy under CEO Murray Auchincloss and

his predecessor , investing in some renewable initiatives while divesting from some

'
- o - N w B a o ~N © O

oil related activities, like the sale of part the gelsenkirchen plant to INEOS.

Brent WTI Nevertheless, BPs main business has always been fossil fuel related and in

Source: IEA Monthly Oil Market Reports ~~ making commitments like becoming net-zero implies that the company mus

and OPEC MOMR i )
fundamentally change, leaving a lot of room for uncertainty.

Oil prices are currently impacted by factors such as uneven global demand
recovery, geopolitical tensions, and OPEC production cuts countered by increased
supply from other countries. These dynamics create price volatility that can affect

BP’s revenue streams

Global conflicts, regulatory changes, and potential disruptions in key regions like
the Middle East or Europe pose risks to supply chains and operations.
Environmental scrutiny could also increase compliance costs and operational

restrictions

Energy transition
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Figure 19: Current path of carbon As highlighted in the analysis, the energy transition remains a central and pivotal
emissions in the o industry factor for BP and the broader industry, serving as a critical consideration when

45 evaluating this sector.

35 BP's energy transition strategy, centered on its commitment to achieving net zero

emissions by 2050, plays a defining role in its corporate identity and is an

20 unavoidable consideration in this analysis. Despite aligning with global efforts to
s combat climate change, this highly ambitious goal poses significant challenges in
10
s terms of its execution. According to the International Energy Agency, Oil and Gas
0 companies have only invested around 2.5% of their capital spending in clean
ST SIS LS
FPPIPIP PP PSS energy?®, with BP being at the forefront with a 7.7% investment. Nevertheless, at
Historical New Momentum the pace at which the market is transitioning toward low-carbon energy solutions,

Accelerated Net Zero

it seems too optimistic to believe BP’s claim.
Source: BP Energy Outlook 2023

While there is growing momentum in renewable energy development and

Figure 20: BP hydrocarbon Reserves, decarbonization initiatives, the market's overall speed remains far below

in mmboe expectations, and with significant variations across regions. This uneven progress
9000 3500 will add to the complexity of meeting its targets within the proposed timeframe.
8000 3000 . . . s . . . . .

2000 A critical factor influencing BP's transition is the rapid depletion of its traditional
6000 2999 hydrocarbon reserves. As the company moves away from fossil fuels to align with
5000 2000 its Net-Zero objectives, its capacity to generate revenue from these assets
4000 1500 diminishes significantly as scale decreases. The difference in the declining rate of
zzzz 1000 reserves to its peers is critical because it implies a much different approach in the
1000 500 quest of becoming an integrated energy company. On one side, it may pressure

- - BP to accelerate investments in renewable energy and other low-carbon
2019 2020 2021 2022 2023 . . . . .
technologies to replace the revenue streams, but this shift might be too drastic as

OP&O G&LCE

the development of the renewable sector will be effectively funded by the success
Source: BP Annual Reports
of the Oil and Gas ones, not to mention the operational, financial, and market risks,

particularly in ensuring that new ventures yield comparable returns.

In parallel, BP has faced accusations of greenwashing, a challenge that many
companies in the energy sector encounter as try to navigate the transition towards
clean energy. Critics argue that regardless of BP’s efforts to publicly claim
sustainability and decarbonization, its continued investments in fossil fuels and the
scale of its green initiatives do not fully align with its stated goals. This scrutiny
underscores the importance of transparency and results in shaking stakeholder

trust and leads to struggles in maintaining credibility in the market.

® Executive summary — The QOil and Gas Industry in Net Zero Transitions — Analysis - IEA. (n.d.). IEA.
https://www.iea.org/reports/the-oil-and-gas-industry-in-net-zero-transitions/executive-summary
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Moreover, BP’s investor profile is evolving as a direct consequence of its energy
transition strategy. Traditional investors focused on consistent returns from
hydrocarbons are becoming increasingly wary of changes in the nature of Oil and
Gas companies as these pivot towards sustainable energy streams, while a new
wave of environmentally conscious investors and institutions, prioritizing ESG
(Environmental, Social, and Governance) metrics, is gaining prominence. This shift
is bound to influence BP's strategic priorities, as their current investor profile is
heavily influenced by the previous strategy of the company, where investment
yielded predictable returns, whereas new-wave investors may find the company’s
portfolio shy of what they pertain from their investment strategy. Finding the
balance within the company’s portfolio will be crucial to attract more types of

investors.

In conclusion, BP’s energy transition reflects a complex interplay of ambitious
targets, market dynamics, operational challenges, and shifting stakeholder
expectations. Successfully navigating these factors will determine the company’s
ability to establish itself as a leader in the low-carbon energy landscape while

maintaining financial resilience.
Valuation

To fundament our investment recommendation on BP we valued the company
using a sum of the parts valuation and a comparable companies multiples

Figure 21: BP hydrocarbon production valuation. In the first, we valued each segment independently while in the second

forecast (mboe/d) we applied our comparable group’s multiples to forecast the Enterprise Value and
1,000 Equity Value of BP as a whole. As BP’s segments are complex and the company
750 does not report all data on each, especially in terms of cost structure and some
500 | I I I balance sheet items, assumptions were taken to enable the sum of the parts

250 valuation, meaning some segment items may not represent the exact amounts

allocable to the respective segment.

2032 I
2033 I
2034 I

S 8RS &ER Production and Reserves Outlook
G&LCE mOP&O
Source: Own Estimates Upstream production is a core component of BP’s operation. We forecasted

production for the G&LCE and OP&O segments separately, considering some of
the company’s strategic objectives and our own opinions. For FY24 we used data
available up to the 3 quarter and assumed that total year production would be
around the average of the past three quarters, which seems likely. For FY25 the
company has shown interest in achieving 2,300 mboe/d of total hydrocarbon
production as it starts to scale down its production in line with its strategic

objectives. It is also set to achieve 2,000 mboe/d of total hydrocarbon production
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by FY30, but we forecast them to scale it down only to 2,150 mboe/d as we do not
expect them to transition that fast into lower carbon businesses, and global
demand for hydrocarbons is expected to stay high at 105.4 mmboe/d in FY30

growing from the 103.2 mmboe/d in FY24 according to the IEAY. As part of the

company’s transition, we expect their production mix to shift slightly in favor of
Natural Gas, reaching 42% of total production by FY30 compared with 38% in
FY24. From FY31 to FY34, we set production for both segments to go down by

0.6% y-0-y as we expect Oil and Gas demand to slowly start declining worldwide.

For us one of the biggest concerns about BP is its reserves. The company shows

Figure 22: BP total hydrocarbon . . . .
reserves forecast (mmboe) a low amount of proved reserves relative to its peers with only 8 years in reserves

6000 at current production levels and has dropped reserve-replacement-ratio as a key

6,000 I metric they monitor. This makes us highly uncertain of how fast the company is

4,000 expecting to search for and explore new reserves. The replacement ratio has been

|
]
L
2028 N
2029 N
2030 .
2031 .
2032

2033 .
2034 W

2,000 . . . R
very volatile in the last few years, especially due to sales of mature oil fields, but

2024
2025
2026
2027

we are confident that BP will deploy capital to replace some of its reserves. We
GalcE mOPaO have assumed that BP will maintain a G&LCE replacement ratio of 38.2% meaning
reserves will last until FY31 at the estimated production rate, and a replacement

Source: Own Estimates . . . . .
ratio of 26.8% for OP&O meaning reserves will last until FY38 at the estimated
production rate. We expect higher replacement of lower emission hydrocarbons
such as gas since BP is pressured to decarbonize its operations and we believe

regulation will incentivize gas exploration over oil exploration.
Revenue Forecasting

The revenue of the three main operating segments was estimated from FY24 to
FY34 based on relevant value drivers. For the multiple variable regressions, the
models were made on data from Q1 2019 to Q3 2024. From FY31 to FY35 the

FY30 trajectory was assumed to maintain itself.
Gas & Low carbon energy (G&LCE)

This segment includes multiple revenue streams which are hard to separate due
to the lack of data reported by the company on this matter. We have identified three
revenue sources: upstream gas production, gas marketing & trading, and
renewables. For the upstream component, we use a multiple-regression model
using quarterly average Henry Hub Natural Gas Prices!! and total hydrocarbon

production from G&LCE as independent variables. The model presented a R-

101EA (2024), Qil 2024, IEA, Paris https://www.iea.org/reports/oil-2024, Licence: CC BY 4.0
11 International Monetary Fund, Global price of Natural Gas, US Henry Hub Gas [PNGASUSUSDQ], retrieved from
FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/seriessPNGASUSUSDQ
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squared of 0.78 with both variables proving significant at the 95% confidence

interval. The obtained model was the following:

Gas upstream revenue = —6054 + 440.9 * Henry Hub price + 8.28 * Production

Figure 23: G&LCE Revenue Forecast For Gas Marketing & Trading, we forecasted that revenue would normalize after
(3 million) turmoil periods with the COVID-19 Pandemic and the Ukraine War. Therefore, we
23383 e e e m mEmm based our revenue estimation for FY24 on the average revenue from FY19 and
22882 - mm FY21 as they represent better the normal operating revenue from the company.
12882 We set revenue to increase by 0.6% y-o-y until FY29 and 0.2% y-o-y until FY34,

5,000

this is, slightly down from McKinsey estimates for global gas demand growth?,

2024
2025
2026
2027
2028
2029
2030
2032
2033
2034

2031

since it is expected to come especially from Asia, and this growth will more likely
Upstream gas Marketing & Trading be captured by Chinese oil giants like Sinopec and CNPC while the European

W Renewables market is set to slow down.

Source: Own Estimates For Renewables, revenue depends on total installed capacity, load factor, and

price. We have not included hydrogen and CCS estimations as these are far from
being operational in the next decade. We expect the total installed capacity for
solar to reach around 10GW by FY30 through the acquisition of BP Lightsource
and its ongoing project deployment. For wind we expect them to achieve 3 GW by
FY30 through their German offshore concessions and plans on the North Sea.
Currently, almost all renewable capacity is in the US market, but the Lightsource
consolidation will bring renewables from Europe, Brazil, and Australia. Load factors
for solar were assumed to stay constant at around 24.1%, the average of the last
5 years in the US, while for wind they were assumed to increase up to 40% in 2030
as BP intends to expand its offshore wind business which has higher load factors
compared with onshore. Finally, BP has some Power Purchase Agreements
(PPASs) but the agreed-upon price is not made public, therefore, we assumed that
they will sell at market prices. Electricity prices are extremely volatile and are very
different from region to region. From FY19 to FY23, BP’s renewable activity was
primarily in the US, therefore we used the average wholesale price of electricity in
the US?3 to forecast BPs renewable revenue. Electricity prices are highly tied to
Natural Gas since a relevant share of electricity production comes from Natural
Gas, this relationship is expected to fade as renewable generation picks up. For
FY24 the average assumed price was 40 $/MWh since the production is still
majorly US-based, but from FY25 onward an average price of 50$/MWh was used

to account for other geographies such as Europe, which historically has had higher

12 McKinsey & Company. Global Gas Outlook to 2050. McKinsey & Company, 2021.
https://www.mckinsey.com/~/media/mckinsey/industries/0il%20and%?20gas/our%20insights/global%20gas%20outlook
%20t0%202050/global%20gas%200utlook%202050_final.pdf

13 1EA (2024), Electricity 2024, IEA, Paris https://www.iea.org/reports/electricity-2024, Licence: CC BY 4.0
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prices for electricity than the US due to the respective regions Natural Gas prices

(5x higher on average in Europe the last year).
Oil production & Operations (OP&O)

BP’s OP&O revenue is especially dependent on oil prices. It is important to note
that most of the revenue generated from this segment is from sales to other
company segments, especially the C&P segment. Therefore, transfer pricing if

used can distort the reality of the segment.

We performed a multiple linear regression model to estimate BP’s OP&O revenue,

with two independent variables: Average BP Oil Price, which considers a split for
Figure 24: OP&O Revenue Forecast . L
($ million) WTI and Brent crude prices based on where it is produced (US or Non-US), and

30,000 BP hydrocarbon production attributable to this segment in mb/d. For the first, we

25,000

20,000 used average quarterly data on Brent'* and WTI'® prices, while for the second we
15,000
10,000
5,000
n O
Source: Own Estimates

used BP’s reported data. We experimented using the Henry Hub gas price, but this
would most likely bring multicollinearity to our model. We tried with Global Oil

Demand data, but the variable showed no statistical significance. The model

2028 I
2029 N
2030 GG
2031 N
2032 I
2033 N
2034 I

2024

202
202
2027

presented an R-squared of 0.82, showing that most revenue can be explained by
the used variables, which were significant at the 95% confidence interval. This

resulted in the following model:
OP&O quarterly revenue = —6005 + 4.55 * Production + 82.33 * Oil Price

To forecast revenue from Q4 2024 to Q4 2034 we used WTI and Brent crude
futures prices?® settled on December 3 which are in backwardation since supply
is currently low and there are expectations for OPEC countries to boost their supply

in the future.

Customer and Products (C&P)

Figure 25: C&P Revenue Forecast

(& million) To estimate BP’s C&P revenue we used again a linear regression model with

200,000 Average BP Oil Price and total sales volume of refined products as the two

150,000 independent variables. The first variable is the same used to forecast OP&O

100,000 revenue, while the second represents the volume of refined throughputs sold which

50,000 is an important value driver in the downstream industry. It mainly includes sales of

retail fuels, aviation fuels, and supply of other refined products. BP retail sites, BP

2024 I
2025 I
2026 I
2027 I
2028 I
2029 IS
2030 I
2031 I
2032 I
2033 I
2034 I

refining throughputs, and worldwide oil demand were all tested as possible

Source: Own Estimates variables for the model but failed to prove significant. For the 23 data points from

14 International Monetary Fund, Global price of Brent Crude [POILBREUSDQ], retrieved from FRED, Federal Reserve
Bank of St. Louis; https://fred.stlouisfed.org/series/POILBREUSDQ

15 International Monetary Fund, Global price of WTI Crude [POILWTIUSDQ], retrieved from FRED, Federal Reserve
Bank of St. Louis; https://fred.stlouisfed.org/series/POILWTIUSDQ

16 Source: Bloomberg
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Q1 2019 to Q3 2024, we obtained a R-squared of 0.97, especially since average
oil price explains the majority of the sector’s revenue. The used variables were
significant at the 95% confidence interval leading us to the following model:

C&P quarterly revenue = —9496 + 413.71 * Oil Price + 5.29 * Sales Volume

The data used to forecast revenue from Q4 2024 to Q4 2034 was again the WTI
and Brent crude futures, and the total sales volume of refined products which was
assumed to go down at a constant CAGR of -1.5% as EV adoption keeps rising.

Operating Costs and Margins

Figure 26: G&LCE performance metrics

Gas & Low Carbon Energy (G&LCE)

Purchases represent most costs of this segment, which includes purchases of

g

'S

3
o
©
£S

Natural Gas, and LNG for trading & marketing to fulfill their contractual obligations,

o 5.7%
200 6% 5:./“ (ol o B ) ) ) . . .
245 29% 1 o N B B EH i B andtophysically settle derivative contracts. We estimated that BP would maintain
— NBAEHEENEEDBS . .
H ﬁ - its purchase level at around 72% of its gas revenue, the average from the observed
S 8 & % % 2 8 3 ¢ 8 & period except for FY20, when the pandemic disrupted the normal level of
S &8 8 &8 8 8 F [ 8 8 % _ _
u . ucti ufacturi X w u
rchases. For production and manufacturing expenses we assumed the
mmmm Net Profit (m$) EBIT Margin %

company’s 6 $/boe cost to be hard to maintain in the future, especially with lower
Source: Own Estimates volumes and labor inflation and therefore growing up to 7 $/boe by FY30 and stay
at that level afterwards. Production taxes are expected to stay around 2.9% of gas
production revenue for the forecasted period since we do not believe ad valorem
and severance taxes to be increased for upstream gas as governments will try to
accelerate the energy transition. We set exploration expenses to be stable, in line
with our reserves’ replacement expectations. We do not expect big changes in
SG&A. The margins for G&LCE are expected to drop quite significantly compared
to FY23 due to prices coming back to normality, and gas marketing & trading being
a low-margin business in stable price environments. However, we expect margin

Figure 27: OP&O performance metrics . . .
g P improvements to be a common theme due to the increase of renewables in the

38.0% . . . . . . .
. 36.3% revenue mix and its high margins due to low operating costs. EBIT margin is

N 225% expected to grow from 2.4% in FY24 to 12.2% by FY34.

30.6% 30.9%

288% Oil Production & Operations (OP&O)

4,694

Most cost assumptions made for G&LCE also apply to the OP&O. To fulfill its

4,274

% 8 4 E 8 % § contract obligations OP&O purchases much lower quantities relative to sales, only
‘BRR around 15.9%. It is also to note the higher average production tax of 4.4% driven

primarily by operations in Asia. OP&O will maintain its status as the highest margin

S 8 € 8 8 8 8 8 8 8 3 business unit, but EBIT margin is expected to decrease from 38.0% in FY24 to
) :Net:mﬁ:mwm ) ZBlT:arg;% ) 28.8% in FY30 due to reduced economies of scale as production scales down and

Source: Own Estimates lower realizations.
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Customer & Products (C&P)

Figure 28: C&P performance metrics For C&P, the Cost of Goods Sold includes purchases of crude oil for refining
operations, supplies for their convenience stores, and refining costs. We assumed
49% 27% 4.6% 450

Haad asn Az a3n a2maz%  the segment gross margin to stay at the average for the past five years (15.0%),

assuming stable refining margins. Still, as we know, sudden supply changes by

o] . . .
B HENEHEEBENE the OPEC cartel can highly affect market dynamics. The segment is expected to
0 D K B OBl B Bl B BN

[Te) < 4 . . .

M M M M M M M M maintain EBIT margins between 4% and 5%.
< n © ~ oo} (o] o i o (9] <
N N N N N N (5] [se} [se} 50 [s2]
g 8888 gggsg g s CAPEX
mmmm Net Profit (m$) EBIT Margin %

) BP has a framework for capital expenditures where it expects to spend $14 billion
Source: Own Estimates

to $18 billion in all investment activities including inorganic growth, investments in
joint ventures and associates, and investments in subsidiaries PP&E, intangible

Figure 29: CAPEX Forecast per segment assets, and others. We will look closely into the Capital Investments made in PP&E

($ million) for our segments which comprise inorganic growth and subsidiaries’ investments.
16,000

14,000
12,000 and discovered. This happens because a big portion of PP&E is related to Oil and

PP&E for upstream-only companies goes down and up as reserves are exploited

10,000 Gas Fields, valued at the fair economic value to be exploited. So, PP&E can be
8,000

6.000 forecasted as a ratio to reserves. The only segment where this can be done is

4,000 I I OP&O, due to the lack of data on the PP&E split for upstream in the G&LCE
2’00? I I I I I I [ | segment. The ratio has increased by 16% over the past five years, and we believe
(2,000) % § § § § % § g % § % that it represents BP’s CAPEX investment in new technology to reduce wells’
BOPRO mGRLCE ~ C&P = OB&C emissions and improve safety, but also since some PP&E will not evolve directly
Source: Own Estimates with reserves such as equipment machinery. We expect this ratio to increase to
around 15x by 2030 and 20x by 2034, especially with deepwater drilling activities
as it involves complex and expensive equipment and as Oil and Gas fields will
make for a lower percentage of total PP&E for the segment. Using this method,
capital investments for OP&O will slowly decrease as the company starts
liquidating obsolete material, resulting in negative CAPEX by 2034.
Figure 30: PP&E split forecasts
For G&LCE the company has increased capital expenditures directed to low-
(PTG @I T e } ) . ) .
£ 5 2 2 £ 3 £ o2 e o o carbon energy, specially inorganically with the acquisition of Archaea Energy
S 8 8 8 3 8 ?, § 2 g g\’ which focuses on the production of Renewable Natural Gas (RNG), and the
§ —§_§ _§.—§“§‘"§"§ B e e announcement of the full acquisition of BP Lightsource. We therefore expect this
E I N R R \E \g E behavior to be a common theme going forward. The company also has deployed
§ g g g % E % some capital into the development of Blue and Green Hydrogen production plants,
i : ) g but these assets will take a long time to deliver returns. Investment in Upstream
% § § § § § % % % % % Gas, Gas pipelines, and LNG is expected to continue especially in Asia. We project

mOP&0 G&LCE = C&P 0B&C

that BP’'s PP&E will decline by approximately 1% annually, driven by the higher

Source: Own Estimates - . . . .
rate of depreciation on gas assets relative to future capital expenditures, which are
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expected to range between $3.5 and $4.0 billion per year. It is important to highlight
the shift from traditional Gas assets to Renewable alternatives will in our opinion
result in a declining asset base during the transition period. We expect BP to
expand its C&P PP&E by regularly acquiring existing players, following the move
to buy TravelCenters of America, and investing intensively in their EV charging
network and solutions for Corporations. Therefore, we expect PP&E to grow

around 1% per year and capital expenditure to range between $3.5 and $4.0 billion
yearly.

Corporate Income Taxes

BP, being an International Oil Company, navigates different tax environments in
more than 70 countries. Group subsidiaries are also taxed differently in the same
country due to their operational objective. Upstream activities are known for being
heavily taxed in some countries, such as the Middle East due to high income tax
rates established in Production Sharing Agreements (PSAs). Our approach to
estimating income tax rates started by identifying the underlying operations of BP
Figure 31: UFCF forecast per segment in each country. For those with upstream activities, we used applicable PSA rates

($ million) as the tax rate, and if not disclosed we used the effective tax rate as a proxy.
8,000 Finally, we computed the weighted average tax rate for each segment based on
7,000

the profit before taxes for each country in 2023. This resulted in a marginal tax rate
of 25.1% for G&LCE, 53.0% for OP&O, 22.6% for C&P, and 22.3% for OB&C.

6,000

5,000

4,000

2000 Unlevered Free Cash Flow (UFCF)

2,000

1,000 After following the previous framework and having estimated other income
o m ® o 6w w w o statementand balance sheetitems we will be able to observe in G&LCE a steep

decrease in cash flow in 2024 due to higher capital expenditure and lower

MOP&O MOALCE - C&p ©OBAC realizations from gas marketing & trading but an increasing cash flow from there

Source: Own Estimates onwards as the company starts capitalizing on some of its renewable investments.

For OP&O cash flows are expected to go down in the short term due to lower EBIT
margins as costs increase and Oil prices decrease but will ramp up again from

2028 onward due to lower capital investments.

C&P cash flows are expected to increase significantly in 2025 due to the NWC
release as opposed to the net working capital investment in 2024. From there on
it will slowly decrease every year due to the increasing capital investments

expected for EV charging infrastructure.
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Cost of Capital

Figure 32: Segmental revenue split BP vs Although we valued BP as a sum of parts, we found it appropriate to discount all

Source: Own Estimates, annual reports segments at the same discount rate. Although this does not allow for a precise
valuation of each segment, it provides a clear picture of the overall company's
value, considering all the inherent systematic risk. This decision was made having
into account the lack of information on capital structures for each segment, and the
o fact that most of BP’s comparables operate in the same segments, with small

o o
o [aa]

Shell
Shell
Shell

o019 | 2020 | 2001 | 2022 | 2023 differences in the segment mix.

OCG&LCE mOP&O OC&P OOB&C .
= Capital Structure

BP has made use of debt, equity, and hybrid bonds to finance its operations. The

Figure 33: BP historical capital structure company’s debt is primarily finance debt from fixed-income markets in the US

( million) (66.1% of issued bonds), being the European market the second market of choice
250,000

200,000
150,000 rigs, service stations, oil depots, and others. Finance debt is 65% fixed-rate debt

(27.8% of issued bonds). Debt also includes lease liabilities associated with drilling
122222 I I I I which has definitively helped during high interest-rate environments observed after

l the pandemic. For equity, the company has 17.36 billion ordinary shares
2019 2020 2021 2022 2023

outstanding with an additional 390 million possible dilutive effect due to employee
W MV of Equity Net Debt Hybrid Bonds

Source: Own Estimates, annual reports share-based payments as of FY23. Additionally, in FY20 BP issued hybrid bonds
for the first time. The company issued around $13 billion in hybrid perpetual bonds
and intends to maintain them as part of the company’s long-term capital structure.
We will treat this component as an equity instrument to be discounted at the cost
of equity that is not part of the equity value attributable to shareholders. BP’s Net
Debt to Market Value of Equity has been unstable over the past five years being
the highest in FY20 amid the pandemic and the lowest in FY22 after significant
delevering, and operational recovery post-pandemic. We have assumed FY20 to
be an abnormal year, and that the company will target a Net Debt to Market Value
of Equity of 45.2%, the average of the past five years when excluding FY20. This
is equivalent to a Net Debt to Enterprise Value of 31.1%. The interest coverage
ratio (EBIT/ Interest Expense) is also an important metric when it comes to credit

ratings and BP’s has been healthy, always above 3x except for FY20.
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Figure 34: Cost of Debt inputs

Cost of Debt

= Cost of Debt

We computed the weighted average yield-to-maturity (YTM) of BP’s corporate
bonds with more than five years to maturity, to be able to capture different long-

term yields from the American, European, Japanese, and Australian markets. We

Weighted avg. YTM 4.43% obtained a YTM of 4.43%, with a weighted average maturity of 13 years and 9
5yr Market CDS 0.60% . . .
5§ PD 0 990/: months. For the five-year probability of default (PDs,), we computed it based on
Annualized PD 0.20% the survival function and the default intensity rate (hazard rate, H(t))Y
Recovery rate 40% approximation using the five-year market Credit Default Swaps (CDS) of 0.60%
Tax Rate 35.29% .
Rd 4.35% and the Recovery Rate (RR) of 40%, commonly used academically:

Source: Bloomberg, Own estimates H() ~ 1C_D;R PDs, =1 - o—H(®)

Figure 35: Comparable companies

adjustment to BP’s Be

We then got the annualized probability of default (PD) of 0.20% by applying the
formula, PD =1-(1 — PDt)%,t = 5.

Finally, to obtain the group’s cost of debt (rD) of 4.35% we used the following

formula:

rD =YTM — PD = RR

Raw = Cost of Equity

raw Unl.
Company B B Weights . ) . . ..

BP cost of Equity (rE) was obtained using the Capital Asset Pricing Model (CAPM).

BP 0.740 0.582 60%
Shell 0732 0630  15% For the risk-free rate (rf), we used the 10-year US treasury yield since most BP
TotalEnergies 0.821 0739  10% investors have access to the US capital market. For Market Risk Premium (MRP),
Eni 0719 0547  10% we used NYU Stern’s Equity Risk Premium?8 estimates for UK Equities which led
Repsal 0871 0682 5% us to an MRP of 5.48%.

Final Equity Beta

Bu 0.607

Be 0.784

Source: Bloomberg, Own estimates

To arrive at the equity beta (Be) of BP we regressed weekly returns of BP with the
MSCI World Index for a five-year period. With a total of 260 observations, we
arrived at a raw e of 0.74 with a 95% confidence interval ranging from [0.53, 0.95].
With the presented confidence interval, we are confident about the value of BP’s
Be but to be fully confident we performed the previous regression model to our
comparable group. Upon unlevering all Be with the appropriate tax rate and D/E
we performed a weighted average of the BP’s beta unlevered (Bu) (60%) and
comparables Bu (40%) weighted based on how comparable we believe the

companies are to BP. Then, we relevered the Bu using our target D/E ratio of

17 Hull, John C. and Predescu, Mirela and White, Alan, Bond Prices, Default Probabilities and Risk Premiums (March 9,

2005). Available at SSRN: https://ssrn.com/abstract=2173148 or http://dx.doi.org/10.2139/ssrn.2173148

18 Damodaran, Aswath. "Country Risk Premiums." Stern School of Business, New York University. Accessed December

15, 2024. https://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctryprem.html.
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45.2%, arriving at a pe of 0.784 as the coefficient on how BP returns follow the

MSCI World Index, used here as a proxy for the market BP’s investors have

Figure 36: Cost of Equity inputs available. Applying the CAPM formula rE = rf + Be * MRP we arrive at a rE of

Cost of Equity 7.93%.

:fRP iéiﬂfj = Weighted Average Cost of Capital (WACC)

Be 0.784 To arrive at the final WACC we estimated a fair marginal tax rate for BP of 35.29%,
- 7:9%% as the weighted average of the applicable tax rate of the 10 countries with the
Source: Bloomberg, Own estimates highest profit before tax. The applicable tax rate is normally the statutory tax rate

for most countries. However, in cases where higher tax rates arise due to
Production Sharing Agreements (PSAs), we applied the PSA-specific tax rate
when disclosed. If the PSA tax rate was not available, we used the company's

effective tax rate for 2023 as a proxy. Finally, applying the formula:

WACC = ——x1E + —xrD * (1 — t) we arrived at a WACC of 6.34%.
E+D E+D

Terminal Value

We experimented with different methods for terminal value forecasting and chose
the one that seemed more appropriate in the end. The key estimating item for
terminal value is the terminal growth (g) also known as the steady-state or long-
term growth. For stable segments, a good way to forecast its terminal growth is by
assuming the UFCF growth at the last estimated period as the product of Return
on New Invested Capital (RONIC) and the Retention Rate (RR). RONIC represents
how much the new investments in the segment’s IC are returning while the RR
represents how much of the current result is being reinvested into the segment. In
BP’s case, we only found this method to be applicable to the C&P segment due to
its stable reinvestment rate (6%) from FY30 to FY34. For RONIC we expect it to
stabilize around -15.4%, reflecting capital investments in the transition from a
refining-based segment to including EV and biofuels (that are capital intensive),
which are expected to have lower margins and eventually lead to a deteriorating
ROIC. This led us to assume a -1.0% terminal growth for the C&P perpetuity.

The G&LCE segment, having a lot of changing dynamics up until FY34, does not
provide a stable RR and RONIC. Therefore, we decided to go for an average of
the expected long-term growth rates for renewable energy and natural gas. For
renewables, we computed the CAGR from 2030 to 2050 for Renewable Capacity
(4.86%) based on data from IEA’s Net Zero by 2050 report'® and adjusted it by -
0.5% since this growth implies that Net Zero will be reached by 2050, something

B 1EA (2021), Net Zero by 2050, IEA, Paris https://www.iea.org/reports/net-zero-by-2050, Licence: CC BY 4.0
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we do not believe will happen. For Gas, we used McKinsey’s forecast for total
Worldwide Gas Demand?°, arriving at a CAGR from 2030 to 2050 of -0.25%. We
considered an even split throughout and that these CAGRs represent the UFCF
growth from FY34 onward, ending up in a 2.05% terminal growth rate for the

segment to be used in perpetuity.

For OP&O, due to the running down of reserves is expected to end by 2038.
Having this said, the growth rate used to forecast the annuity for the last 4 years is
not material to the valuation. We assumed no growth for this segment’s UFCF as
we believe a big portion of the segment’s assets cannot be liquidated and should
not impact the final UFCFs. At the same time, Cash Flow from Operations is

assumed to stay constant.

OB&C was assumed to maintain its operations and was valued, therefore, in

Figure 37: DCF valuation results perpetuity with no terminal growth.

For 2025 million $ .

Enterprise Value 159,126 DlSCOUﬂted CaSh FIOW (DCF)

Net Debt 49,522

Non-controlling interest 15883 To arrive at BP’s Enterprise Value (EV) on the 31st of December 2025, we
Equity Value to shareholders 93,741 . ,

Diluted Shares outstanding 17.750 discounted all four segments’ Cash Flows to December 2025 and added the value
Share Price ($) $ 528 of non-core items from the Balance Sheet. This resulted in us valuing BP’s EV at
Forward GBP/USD rate 0.7940384 - . . . .

Share Price (£) s 419 $159.1 billion in FY25. To derive the Equity Value attributable to shareholders of

. BP we simply deducted Net Debt, which was estimated to be 31.1% of EV, and
Source: Own estimates

the fair value (equal to book value in this case) of non-controlling interest which

’l\:/:'g/l lIJBrte 38: Natural Gas scenario price per  mainly represents convertible bonds explained in the capital structure section. We
u range

arrived at an Equity value to shareholders of $93.7 billion. Since BP’s stock trades

$6.00
$5.00 in the London Stock Exchange (LSE) and has the US Dollar as its reporting
$4.00 P IOEe currency, to derive the share price of BP in FY25, we applied the one-year forward
zzzz / price for the currency pair GBP/USD of 0.794 US Dollars per British Pound to the
$1.00 Equity value to shareholders and divided it by the 17.75 billion diluted shares
s “ b © ~ © o o o arriving at our DCF share price of £4.19.

S 8 8 8 8 g 8 8

N N N N N N N N . )
Source: Own estimates Scenario AnaIySIS

To support our DCF model, we conducted a scenario analysis to see how far BP’s
share price can go in a bullish and bearish scenario. The most important variables

for this analysis are commaodity prices for Brent, WTI, and Henry Hub prices since

20 McKinsey & Company. Global Gas Outlook to 2050. McKinsey & Company, 2021.
https://www.mckinsey.com/~/media/mckinsey/industries/0il%20and%?20gas/our%20insights/global%20gas%20outlook
%20t0%202050/global %20gas%200utlook%202050_final.pdf
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Figure 39: Crude Oil scenario price per

barrel range

they dictate the profitability of the company. Electricity prices were also analyzed

but they had little impact on the company’s value. One of the main limitations of

$100.00 our scenario analysis is how gas prices are not directly affecting gas marketing &

$80.00 trading results, due to a lack of information and an appropriate methodology to do
o — . . . .

$60.00 WiTPrice so. It is also important to note that we are using the same terminal growths and

$40.00 WACC for both scenarios, and this will be addressed in our sensitivity analysis.

$20.00

$-
<
N
o
N

2025

2026
2027
2028

Source: Own estimates

2029
2030
2031

2032
2033
2034

Figure 40: High Price Scenario DCF

= High Price Environment Scenario

For our best-case scenario, Brent, WTI, and Henry Hub prices were assumed to
be one standard deviation higher than the base-case prices, reflecting the high
demand to supply for these commodities. The standard deviation was based on

the quarterly historical prices of these commodities from FY19 to FY23. For

results electricity prices we set a 50% increase, accounting for a geographic mix involving
For 2025 $milion  more European presence than we expect in our base case, but also the impact of
Enterprise Value 228,379

higher gas prices on the final wholesale price of electricity (especially in the US).

Net Debt 71,074
Non-controlling interest 15,863  The higher demand for gas was also considered to boost gas marketing & trading
Equity Value WL ctivity and has theref idered t int boost to it th
Diluted Shares outstanding 17750 activity and has therefore considered a one percentage point boost to its growth.
Share Price ($) $ 7.97  Some operational improvements were also taken into account making upstream
Forward GPX/USD rate 0.7940  hroduction costs 10% cheaper and having lower net working capital requirements
Share Price (£) £ 6.33
(NWCR) due to a 10% lower inventory level, a collection period as the lowest in
Source: Own estimates . . . . .
the past five years, and a payable period as the highest in the past five years, as
the company improves its contractual terms with suppliers and customers. Under
the proposed conditions and assuming unchanged gearing targets, we valued BP
at £6.33 per share under a long-term high-price environment.
Figure 41: Low Price Scenario DCF = Low Price Environment Scenario
results
For 205 S milion The same reasoning as in the high-price environment scenario was used in our
Enterprise Value 90,252 worst-case scenario. Brent, WTI, and Henry Hub prices were assumed to be one
Net Debt I 28,087 standard deviation lower than the base-case prices, reflecting oversupply relative
Non-controlling interest 15,863
Equity Value 46,301 to demand, similar to what succeeded during the COVID-19 pandemic. Electricity
Diluted Shares outstanding 17.750  hrices were set to be down 50% on the base case level. With a lower demand for
Share Price ($) $ 2.61
Forward GPX/USD rate 0.7940 0as, marketing & trading revenue is expected to slowly decline as we considered
Share Price (£) £ 2.07

Source: Own estimates

a one percentage point drop to its y-o0-y growth relative to the base case. Upstream
production costs were assumed to be 10% higher as efficiency worsened.
Regarding NWCR inventories were expected to pile up and increase by 10%, while
the payable period would be at the lowest level of the past five years, and the
collection period at the highest. Assuming again the same gearing, in a long-term

low-price environment, we valued BP at £2.07 per share.
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Sensitivity Analysis

While using the DCF method, there is uncertainty over the discount rate to be used
and the terminal growth rate of future cash flows. These two elements are crucial

to determining the value of a company and are very sensible to small movements.
Figure 42: Sensitivity on WACC and

terminal growth For this reason, we conducted a sensitivity analysis to find BP’s price range when

Segment terminal growth adjustment tuning these variables.
-1.20% -0.60% 0% 0.60% 1.20%

5:37%| £4.40 £465 £4.98 '£5.42 [E606] [For the WACC, we looked at the 95% confidence interval we got from our
5.85%| £4.09 £429 £455 £488 £534
6.34%| £382 £399 £4.19 £445 g479| regression of the equity beta (Be) [0.526, 0.954] and got the WACCs for these
6.66%| £366 £3.81 £399 £4.21 £4.50
6.98%| £8.561 £3.64 £380 £4.00 £4.24

WACC

limits [5.37%, 6.98%]. For terminal growth, since for most segments RONIC and

. ) RR could not be used, we decided simply to test for each terminal growth what
Source: Own estimates

would be the impact of 60 basis points (bps) higher or lower terminal growth for
each step, making up for a range from -120 bps to up 120 bps for each segment’s
terminal growth. For our base case, our sensitivity resulted in a share price range

from £3.51 up to £6.06, which seems reasonable to us.

The same approach was used to test the sensitivity of our high-price and low-price
scenarios. For the high-price, we found the share price to be between £5.33 and
£9.10, while in the low-price scenario, it was between £1.70 and £3.06. This shows

) . ) how sensitive our model is to the cost of equity and the terminal growth rate for
Figure 43: Marginal tax rate impact on

WACC and share price each segment.

Taxrate WACC Share price
0.00% 6.82% £  3.89
10.00% 6.68% £  3.98 subsidiary, and therefore want to evaluate what would be the impact on the WACC
20.00% 6.55% £  4.06

30.00% 6.41% £  4.15 _ . _ _ .
3529% 6.34% £  4.19 everything else the same, in the extreme scenario where no tax shield exists the

We are aware that tax shields are not always recoverable if BP has losses in a

and subsequently the share price if we vary the fair marginal tax rate. Keeping

Source: Own estimates share price would be £3.89, but in a more reasonable example where the marginal
tax rate for tax shields is 20%, the share price would be £4.06. That is a 3.2%

difference relative to our expected DCF price with a marginal tax rate of 35.29%.

Figure 44: Comparable group and market Relative Valuation

capitalization ($ billion)

Name Mkt Cap Our goal with this valuation is to understand how investors are pricing comparable
BPPLC 80.21 companies to BP and why, rather than valuing BP at what the market thinks of its
Shell PLC 195.23

TotalEnergies SE 135.25 PEers.

Eni SpA 46.07

We selected a peer group to compare BP to its closest competitors. The oil & gas
Repsol SA 14.09

market has a lot of state-owned players, such as Aramco in Saudi Arabia, CNPC
Source: Bloomberg in China, NIOC in Iran, Equinor in Norway and the list goes on. Some of them have
publicly available shares in stock exchange markets but are not comparable to
public 10Cs since government policy and interests will highly affect investment

decisions and capital structure. The only exception made was Eni, the Italian IOC
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where the Italian Government has a 30% stake in, since it is comparable regarding

the segments it operates, and it is managed as a publicly traded company where

Figure 45: Industry-specific ratios for the

management decisions account for investor expectations, market forces, and
comparable group

returns to shareholders, similar to BP and all major public oil giants. To streamline

year 2019 2020 2021 2022 2023 . . o ) .

EV/Flowing Barrel our group, we focused on companies with similar size, and global operations.

BP 69.5 56.8 637 640 624

shelt 80 642 691 85 923 The Oj| and Gas industry has some important ratios to monitor that provide
TotalEnergies 612 539 59.2 626 70.8

Eni 4008 3337 4184 3879 4489  comparable information such as the EV/Flowing Barrel (EV/FB) and EV/Reserves
Repsol 54.34 46.58 52.11 52.51 45.61

Average 622 510 572 605 €32 (EV/R). The EV/FB ratio gives a broad view of the enterprise value against the
EV/Proved Reserves . . . .

BP 166 142 166 201 214 company's upstream production rate. Shell is the clear winner when it comes to
Shell 289 242 243 257 2658 . L . . . .
TotalEnergies 1us 126 138 170 167 EV/FB which may sound surprising as its production cost for its upstream activity
Eni 10.3 84 106 94 115 . . s

Repsol 180 163 156 151 148 Was 9.34 $/boe in FY23, around 61% higher when compared to BP’s, and
Average 177 151 162 175 18.2

realizations were around 51.06 $/boe for BP and 40.65 $/boe for Shell. BP’s
Source: Own estimates upstream operating margin was 32.0% higher than Shell’s in FY23. There are a
couple of reasons for Shell's higher ratio despite lower production margins such
as higher reserves, different finding and reserve replacement costs, the
announced investments made by both companies outside Oil and Gas, and
changes to their Oil and Gas operations. BP has been trying to establish itself in
renewable energy for the past 3 years and with that pressure, has invested in
renewable projects believed to yield lower returns on invested capital than
standard upstream projects, and announced extreme production cuts of 40% by
FY30. Shell has also invested in renewable energy but did not make such bold
claims about its upstream operations. It is also important to note that Shell’s
upstream production volume is 20% up on BP’s in FY23 which is not that much,
but the company has more than double the retail sites of BP and operates a
petrochemical segment while BP divested its chemicals business to INEOS in
FY20. The last thing to consider is that BP still has some costs associated with the
Deep Horizon oil spill of 2010, with approximately $8 billion payables relating to

the catastrophe impacting the company’s EV.

TotalEnergies’ EV/FB surpassed BP’s in FY23. One of the main reasons for this
has been the company’s consistent reserves replacement ratio above 100%
except for FY2022, a feat very few in the industry have achieved in the last five
years. Eni and Repsol consistently have had the lower EV/FB ratio in the peer
group for different reasons. Eni showed the best operational margin out of the
group due to higher realizations, but it has a larger share of upstream to its total
business operations than BP, Shell, and TotalEnergies. Repsol, on the other hand,
is considered to focus more on downstream operations than upstream, meaning

EV/FB ratio is not the most insightful on the company, but it still being lower than
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the previously analyzed companies, shows that scale is very important in the Oil &

Figure 46: Sensitivity on EV to Flowing Gas industry.

barrel valuation o . o
When looking into EV/Reserves for the peer group, they give similar results to the

Production (mboe/d)
2200 2250 2300 2350  2400| previously analyzed ratio which makes sense when all companies have similar
231 243 2465} 2.67 2.78
57.2x 2.70 2.83 2.96 3.09 3.21

£ £ & &
£ £ £ £
6L« £ 310 £ 323 £33 £ 351 £364) the one with the lowest years in reserves with only 8 years left, while TotalEnergies
63.2x| £ 329 £ 343 £ 358 £ 3.72 3.86
£ £ £ £
£ £ £ £
£ £ £ B

53.2x . . . .. .
years in reserves at their current production rate. It is important to note that BP is

EV/FB

652x| £ 349 £ 364 £ 378 £ 393 £ 407| has the most with more than 11.5 years. It is clear to us that this ratio tends to be

69.2x 3.88 4.04 4.19 4.35 4.50

higher for the companies with lower reserves as the rest of their operations make
73.2x 4.28 4.44 4.60 4.77 4.93

m HmH m H m H M

for a greater share of EV. However, this would not be the case if companies

Source: Own estimates .
operated only their upstream segments.

For reference, if we were to value BP based on the peer group’s historical EV/FB

Figure 47: Sensitivity on EV to Reserves and EV/R assuming the FY23 multiples will be the same in FY25, and apply our

valuation forecasted production rate and reserves we would arrive at a share price of £3.58
Reserves (mmboe) and £1.63, respectively. We are uncertain about the FY25 ratios, production level,
5184 5384 5584 5784 5984
182x|2 180 £ 147 £ 163 £ 179 £196| and reserves and therefore conducted a small sensitivity analysis on these
§| 2228 228 % 243 £ 263 % 283 £303)  parameters. For EV/FB, we expect BP’s share price to range from £2.31 in a
e 242x| £ 269 £ 291 £ 313 £ 335 £356
=|262x| 2 316 £ 339 £ 363 £ 38 £410| pandemic-like scenario to £4.93 in a scenario with strong oil demand and high
DnlE A0 Ea T TR prices. For EV/R, we expect the peer group average to be on the low end of the
Source: Own estimates spectrum, making for a wide range of possibilities. However, it still shows how
concerning BP’s reserves level is when even at a higher multiple of 24.2x (BP’s
FY23 multiple was 21.4x) at our estimated reserves for FY25 the valuation would
result in a share price of £3.13.
We now look at the traditional multiples such as EV to EBITDA and Price to
Figure 48: Comparable group P/E and Earnings (P/E) which are still relevant to the industry and closely monitored by
EV/EBITDA ratios and BP’s valuation on
FY25 through this multiples investors. We applied WACC and cost of equity to forecast forward multiples, but
Name P/E _ EV/EBITDA  due to energy price volatility, the market is too unstable to make reliable forecasts.
BP PLC 8.0x 3.5 The fluctuating prices disrupt the accuracy of forward multiples, limiting their
Shell PLC 8.5x 3.9x
TotalEnergies SE 7.9x 4.1 predictive value. The peer group, in general, saw its EV/EBITDA decrease in FY22
Eni SpA 74X 36Xl and FY23 when compared to the pre-pandemic level especially due to the high-
Repsol SA 4.8x 3.3x ) . ) .
Weighted Average 7.8x 3.6x price environment of natural gas markets following the European geopolitical
Share Price £335 £ 237 struggles. Almost all Oil giants boosted their EBITDA results in both these years
Source: Bloomberg, Own estimates due to a short-term shock to gas prices. With EBITDAs dropping as we arrive in

FY24, we expect EV/EBITDA to grow again as EBITDA will normalize once again
due to a normal gas price environment. If we assume the industry EV/EBITDA will
stay at 3.6x, BP would be valued at £2.37 per share. For reference BP’s
EV/EBITDA in FY19 was 7.2x. Therefore, we do not believe this multiple
represents the future value of the company as current EBITDAs have been
distorted. We believe it is more probable that EV/EBITDA will be in the range of
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Figure 49: Sensitivity on EV/EBITDA
EBITDA ($ millions)

29,755 31,321 32,970 34,618 36,349

3.6x| £ 1.86
3.9x| £ 2.26
4.2x| £ 2.66

211 2.38 264
2.53 2.82 3.11
2.95 3.26 3.57

292
3.41
3.90

EV/EBITDA

4.5x| £ 3.06
4.8x| £ 3.46
5.1x| £ 3.86

3.37
3.79
4.21

3.70
4.15
4.59

4.04
4.50
4.96

4.38
4.87
5.36

M m M M M M

£ £
£ £
£ £
£ £
£ £
£ £

m M M M M ™

Source: Own estimates

Figure 50: Football field chart

DCFValue = £2.07 — £6.33

£2.31 _ £4.93
EV/R £1.30 — £5.17

EV/EBITDA £1.86 — £5.36

£- £1.50 £3.00 £4.50 £6.00

EV/FB

Source: Own estimates, Bloomberg

4.2x to 5.1x which at the FY25 EBITDA means a share price between £3.43 and
£4.76. The ratio is not expected to improve to FY19 levels as the company has
scaled down its upstream operations considerably since, with FY23 production
down 12% compared with FY19 and reserves down almost 39% for the same

period.

The current peer group P/E ratio is 7.8x and it being a metric that does not account
for companies’ capital structure we will not focus too much on it, especially since
BP has a less common capital structure involving convertible bonds. We arrived at

a share price of £4.03 using the P/E ratio.
Final Recommendation

Following our DCF valuation, the method we believe to be more accurate, we
expect BP’s share price to be £4.19 as of December 315, 2025, appreciating 5.91%
over the current share price of £3.96 on December 13, 2024. On top of this, BP
is well-known for its dividend policy and its average dividend yield for the past five
years was 5.25%. With this, we assume BP will distribute annual dividends
amounting to £0.21 during FY25. Therefore, we issue a BUY recommendation on

BP’s stock with a total expected shareholder return of 11.15%.
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For the year ended 31 December ($ million) 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
Gas & low carbon energy (G&LCE)
Sales and operating revenues 56,255 50,297 30,179 29,556 30,936 31,360 31,604 31,763 32,029 32,034 20,696 20,903 21,125
Revenue from Gas production 19,695 13,643 11,744 10,708 11,850 12,007 11,948 11,761 11,705 11,530
Revenue from Renewables 427 277 280 585 714 871 1,062 1,296 1,581 1,723 1,879 2,048 2,232
Total gas marketing & trading revenue 18,154 18,263 18,373 18,483 18,594 18,705 18,743 18,780 18,818 18,855 18,893
COGS 37,879 31,040 23,728 23,053 24,041 24,299 24,397 24,403 24,455 24,337 13,476 13,503 13,530
Purchases from third parties and other segments 35,128 28,733 21,411 20,747 21,643 21,834 21,872 21,818 21,804 21,706 13,476 13,503 13,530
Production and manufacturing expenses 2,120 1,960 1,973 1,992 2,051 2,112 2,175 2,240 2,307 2,294 - - -
Production and similar taxes 631 347 344 314 348 352 350 345 343 338 = = =
Exploration expense 87 467 592 592 592 592 592 592 592 592 592 592 592
Depreciation, depletion and amortization 5,008 5,680 4,158 4,116 4,075 4,034 3,994 3,954 3,915 3,875 3,837 3,798 3,760
Distribution and administration expenses 1,072 1,337 966 946 990 1,004 1,012 1,017 1,025 1,025 662 669 676
EBIT 12,208 11,772 735 850 1,238 1,432 1,610 1,798 2,043 2,204 2,130 2,342 2,567
Taxes 3,062 2,953 184 213 311 359 404 451 513 553 534 587 644
Other Comprehensive Income (612) 244 - - - - - - - - - - -
Total G&LCE result 8,534 9,064 551 637 927 1,073 1,206 1,347 1,531 1,651 1,596 1,754 1,923
Oil production & operations (OP&0)
All Sales & operating revenue 33,193 24,904 26,312 25,065 23,521 22,444 21,636 20,916 20,254 20,121 19,988 19,857 19,726
COGS 10,132 8,902 8,579 8,267 7,957 7,742 7,580 7,434 7,300 7,254 7,208 7,163 7,118
Purchases from third parties and other segments 5,565 4,552 4,179 3,981 3,736 3,565 3437 3,322 3217 3,196 3,175 3,154 3,133
Production and manufacturing expenses 2,874 2,918 3235 3,176 3,180 3,183 3,185 3,186 3,186 3167 3,149 3,130 3,112
Production and similar taxes 1,694 1,432 1,165 1,109 1,041 993 958 926 897 891 885 879 873
Exploration expense 498 530 2,058 2,058 2,058 2,058 2,058 2,058 2,058 2,058 2,058 2,058 2,058
Depreciation, depletion and amortization 5,564 5,692 5,558 5,523 5,472 5,392 5,282 5,138 4,956 4,731 4,440 4,083 3,653
Distribution and administration expenses 127 158 127 121 113 108 104 101 97 97 96 95 95
EBIT 16,872 9,623 9,990 9,096 7,920 7,144 6,612 6,185 5,843 5,981 6,185 6,456 6,801
Taxes 8,945 5,101 5,296 4,822 4,199 3,787 3,505 3,279 3,098 3,171 3,279 3,423 3,606
Other Comprehensive Income (361) 121 = = = = = = = = = = =
Total OP&O result 7,566 4,642 4,694 4,274 3,721 3,357 3,107 2,906 2,745 2,810 2,906 3,033 3,196
Customers & products (C&P)
Sales and operating revenues 188,623 160,215 | 157,004 145,715 140,102 136,816 134,857 133,319 132,049 131,441 131,176 130,912 130,649
COGS 162,860 134,074 | 133,424 123,831 119,061 116,269 114,604 113,296 112,217 111,701 111,475 111,251 111,028
Depreciation, depletion and amortization 2,870 3,548 3,272 3,305 3,338 3,371 3,405 3,439 3,473 3,508 3,543 3,579 3,614
Distribution and administration expenses 11,648 14,527 12,660 11,750 11,297 11,032 10,874 10,750 10,648 10,599 10,577 10,556 10,535
EBIT 11,244 8,066 7,648 6,830 6,406 6,144 5,974 5,833 5,711 5,634 5,580 5,526 5,472
Taxes 2,543 1,824 1,729 1,544 1,449 1,389 1,351 1,319 1,291 1,274 1,262 1,250 1,237
Other Comprehensive Income (2,051) 779 - - - - - - - - - - -
Total C&P result 6,651 7,021 5,918 5,285 4,958 4,755 4,623 4,514 4,419 4,360 4,318 4,277 4,235
Other businesses & corporate (OB&C)
Sales and operating revenues 2,299 2,657 1,953 1,953 1,953 1,953 1,953 1,953 1,953 1,953 1,953 1,953 1,953
Purchases from third parties and other segments () ()
Depreciation, depletion and amortization 876 1,008 872 872 872 872 872 872 872 872 872 872 872
Distribution and administration expenses 602 750 579 579 579 579 579 579 579 579 579 579 579
EBIT 822 899 502 502 502 502 502 502 502 502 502 502 502
Taxes 183 201 112 112 112 112 112 112 112 112 112 112 112
Total OB&C result 638 698 390 390 390 390 390 390 390 390 390 390 390

Non-Core operations

Rosneft earnings before interest, tax and impairments 528 - - - - - - - - - - - -
Netimpairmentand losses on sale of businesses and fixed assets 24,561 - - - - - - - - - - - -
Rosneft Taxes (1,061) - - - - - - - - - - - -
Other Income 673 386 437 437 437 437 437 437 437 437 437 437 437
Earnings from JV and associates - after interestand tax 2,002 898 1,39%6 1,3% 1,3%6 1,634 1,534 1,534 1,534 1,534 1,634 1,534 1,634
Gains on sale of businesses and fixed assets 3,866 369 - - - - - - - - - - -
costs relating to the Gulf of Mexico oil spill 84 57
Netimpairmentand losses on sale of businesses and fixed assets 5,961 5,857 - - - - - - - - - - -
Net finance (income) expense relating to pensions and other post-retirement benefits (69) (241) (43) (43) (43) (43) (43) (43) (43) (43) (43) (43) (43)
Taxes 434 (1,372) 751 751 751 806 806 806 806 806 806 806 806
Tax adjustments 4,930 (237) - - - - - - - - - - -
Reformulation tax adjustments (528) 284 - - - - - - - - - - -
Total non-core profit (loss) for the year (27,243)  (2,694) 1,126 1,126 1,126 1,208 1,208 1,208 1,208 1,208 1,208 1,208 1,208
Other Comprehensive Income 11,231 (1,655) - - - - - - - - - - -
Total non-core result (16,012)  (4,349) 1,126 1,126 1,126 1,208 1,208 1,208 1,208 1,208 1,208 1,208 1,208
Financing
Interestincome 430 1,249 513 513 513 513 513 513 513 513 513 513 513
Financial Income 430 1,249 513 513 513 513 513 513 513 513 513 513 513
Finance costs 2,703 3,840 3,266 3,231 3,208 3,195 3,181 3,163 3,135 3,101 3,042 2,972 2,877
Financial result before taxes (2,273) (2,591)| (2,753) (2,718) (2,695) (2,682) (2,668) (2,650) (2,622) (2,588) (2,529) (2,459) (2,364)
Tax shield (1,746) (884)] (1,101)  (1,087)  (1,078)  (1,073)  (1,067)  (1,060)  (1,049) (1,035  (1,012) (984) (946)
Total financial result (527) (1,707)] (1,652) (1,631) (1,617) (1,609) (1,601) (1,590) (1,573) (1,553) (1,517) (1,475) (1,419)
Non-controlling interests 1,069 667 485 448 420 403 391 382 7 382 384 394 406

Total result attributable to BP shareholders

14,702

10,542

9,633

9,086

8770 8543 8518 8794 9,128
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For the year ended 31 December ($ million)

2032 2033 2034

Gas & low carbon ener;

NWC

Operating Cash
Inventories
Trade and other receivables
Trade and other payables
Prepayments (current)
Accrual liabilities (current)
Current tax receivable
Current tax payable

Total NWC

Non Current

1,035 1,045 1,056
1,247 1,250 1,252
3,011 3,034 3,059
5,041 5,044 5,046

177 177 177
5,656 5,656 5,656
41 45 49
150 165 181

(5,337)  (5313)  (5,288)

PP&E

Goodwill

Intangible Assets

Trade and other receivables
Other Payables
Prepayments (non-current)

Accrual liabilities (non-current)

Total Non Current

Total G&LCEIC
Oil Production & Operations

20,586 20,380 20,176
2,166 2,166 2,166

4,997 4,997 4,997

391 392 393
335 334 333
60 60 60

1,072 1,072 1,072
26,794 26,590 26,389
21,457 21,277 21,100

NWC

Operating Cash
Inventories
Trade and other receivables
Trade and other payables
Prepayments (current)
Provisions (current)
Current tax receivable
Current tax payable
TotalNWC
Non Current

999 993 986
3,309 3,288 3,268
3,171 3,154 3,136
5,229 5,117 4,989

49 48 48
884 902 920
249 260 274
920 961 1,012
744 763 791

PP&E

Goodwill

Intangible Assets

Trade and other receivables

Other Payables

Prepayments (non-current)

Provisions (non-current)
Total Non Current

Total OP&O IC
Customer & products

33,862 30,295 26,045
5,336 5,336 5,336
4,278 4,278 4,278

542 540 538
294 271 244
16 16 16
69 70 71

43,672 40,124 35,898
44,416 40,887 36,689

NWC

Operating Cash
Inventories
Trade and other receivables
Trade and other payables
Prepayments (current)
Provisions (current)
Current tax receivable
Currenttax payable
TotalNWC
Non Current

6,559 6,546 6,532
14,616 14,587 14,558
16,753 16,724 16,696
33,910 33,863 33,817

1,340 1,337 1,335

3,323 3,390 3,458

9% 95 94
354 351 347
1,777 1,686 1,593

PP&E

Goodwill

Intangible Assets

Trade and other receivables

Other Payables

Prepayments (non-current)

Provisions (non-current)
Total Non Current

36,226 36,588 36,954
4,686 4,686 4,686
1,511 1,511 1,511
1,360 1,360 1,360
1,151 1,153 1,156

457 456 455
258 263 269
42,831 43,185 43,543

Total C&PIC
Other Businesses & Corporate

44,608 44,871 45,136

NWC

Operating Cash
Other payables
Prepayments (current)
Current tax receivable
Current tax payable
Total NWC

Non Current

PP&E

Goodwill

Intangible Assets

Other Payables
Prepayments (non-current)
Total Non Current

%8 98 98
121 121 121

6 6 6

20 20 20
(38) (38) (38)
2,970 2,970 2,970
42 42 42
22 22 22
21 21 21

3,013 3,013 3,013

Total OB&C IC
Total core IC

2,976 2,976 2,976

113,456 110,010 105,901
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Investments in JVs 12,400 12,435 13,380 13,483 13,588 13,696 13,806 13,917 13,917 13,917 13,917 13,917 13,917
Investments in associates 8,201 7,814 7,447 7,447 7,447 7,447 7,447 7,447 7,447 7,447 7,447 7,447 7,447
Amounts receivable from jointventures and associates (current) 654 843 504 506 509 512 514 517 517 517 517 517 517
Amounts receivable from joint ventures and associates (non-current) 79 26 35 35 35 36 36 36 36 36 36 36 36
Other investments (current) 578 843 441 41 41 441 441 441 441 a1 441 441 441
Other Investments (non-current) 2,670 2,189 2,285 2,285 2,285 2,285 2,285 2,285 2,285 2,285 2,285 2,285 2,285
Loans (current) 315 240 341 341 341 341 341 341 341 341 341 341 341
Loans (non-current) 1,271 1,942 1,121 1,121 1,121 1,121 1,121 1,121 1,121 1,121 1,121 1,121 1,121
Defined benefit pension plan surpluses 9,269 7,948 8,829 8,829 8,829 8,829 8,829 8,829 8,829 8,829 8,829 8,829 8,829
Defined benefit pension plan and other post-retirement benefit plan deficits 5,244 5,456 7,273 7,273 7,273 7,273 7,273 7,273 7,273 7,273 7,273 7,273 7,273
Assets classified as held for sale 1,242 151 1,093 1,093 1,093 1,093 1,093 1,093 1,093 1,093 1,093 1,093 1,093
Liabilities directly associated with assets classified as held for sale 321 62 197 197 197 197 197 197 197 197 197 197 197
Other payables (current) 3,873 4,164 3,653 3,565 3,485 3,411 3,344 3,282 3,226 3,174 3,127 3,084 3,044
Other payables (non-current) 8,350 7,602 6,953 6,360 5,817 5,320 4,866 4,451 4,071 3,723 3,405 3,115 2,849
Provisions (current) 1,689 1,611 2,141 2,174 2,207 2,242 2,279 2,316 2,356 2,356 2,356 2,356 2,356
Provisions (non-current) 14,573 14,503 15,053 15,358 15,670 15,991 16,321 16,659 17,007 17,007 17,007 17,007 17,007
Deferred tax assets 3,908 4,268 5,378 5,378 5,378 5,378 5,378 5,378 5,378 5,378 5,378 5,378 5,378
Deferred tax liabilities 10,526 9,617 9,101 9,101 9,101 9,101 9,101 9,101 9,101 9,101 9,101 9,101 9,101
Derivative financial assets 24,395 22,563 22,563 22,563 22,563 22,563 22,563 22,563 22,563 22,563 22,563 22,563 22,563
Derivative financial liabilities 26,155 15,652 15,652 15,652 15,652 15,652 15,652 15,652 15,652 15,652 15,652 15,652 15,652
Total Non Core (5,749) 2,595 3,393 3,844 4,229 4,553 4,821 5,037 5,087 5,486 5,851 6,185 6,490
Total IC 123307 127,442 131,413 130,304 129,360 128540 127,494 126,123 124,281 122,323 119,307 116,195 112,391
Net financial assets
Non Operating Cash 15,177 21,126
Lease liabilities (currentand non-current) 8,549 11,121
Finance debt (currentand non-current) 46,944 51,954
Total net financial assets (40,317) (41,949)| (50,056) (49,522) (49,180) (48,979) (48,766) (48,485) (48,058) (47,528) (46,627) (45,556) (44,105)
bp shareholders’ equity 67,653 70,283 65,807 64,919 64,023 63,122 62,016 60,659 58,979 57,284 54,901 52,584 49,947
Non-controlling interests 15,437 15,210 15,550 15,863 16,157 16,439 16,713 16,980 17,244 17,511 17,779 18,055 18,339
Total Equity 82,990 85,493 81,357 80,782 80,180 79,561 78,728 77,638 76,223 74,795 72,680 70,639 68,286
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For the year ended 31 December ($ million) 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
G&LCE
Core EBIT 12,208 11,772 735 850 1,238 1,432 1610 1,798 2,043 2,204 2,130 2,342 2,567
Taxes 3,062 2,953 184 213 311 359 404 451 513 553 534 587 644
Recurring NOPLAT 9,146 8,819 551 637 927 1,073 1,206 1,347 1,531 1,651 1,596 1,754 1,923
D&A 5008 5680 4,158 4,116 4,075 4,034 3994 3954 3915 3875 3,837 3,798 3,760
Other comprehensive income (612) 244 - - - - - - - - - - -
Opearting cash flow 13,542 14,744 4,708 4,753 5,002 5,107 5,200 5,301 5,445 5,527 5,432 5,552 5,684
CAPEX 3914 1,407 | 3932 3893 3854 3816 3778 3740 3,702 3665 3,629 3592 3,556
Investmentin Intangibles 3,583 (558) 105 - - - - - - - - - -
Investmentin Goodwill 85 (137) 71 - - - - - - - - - -
Ain NWC 483 (935) 122 (13) 78 30 22 20 28 12 (410) 23 25
Ain other operating net assets (582) 17 378 (4) 11 4 3 2 3 1 (94) 2 2
Core Unlevered FCF 6,060 14,950 ag] 877 1,058 1,257 1,397 1,539 1,712 1,848 2,307 1,934 2,100
OP&0
Core EBIT 16,872 9,623 9990 9,096 7,920 7,144 6,612 6,185 5843 5981 6,18 6456 6,801
Taxes 8945 5101 | 529 4,822 4199 3787 3505 3279 3098 3171 3279 3423 3,606
Recurring NOPLAT 7,927 4521 | 4,694 4,274 3,721 3,357 3,107 2,906 2,745 2,810 2,906 3,033 3,196
D&A 5564 5692 | 5558 5523 5472 5392 5282 5138 4,956 4,731 4,440 4,083 3,653
Other comprehensive income (361) 121 - - - - - - - - - - -
Opearting cash flow 13,130 10,334 | 10,252 9,797 9,193 8,749 8389 8,044 7,701 7,541 7,346 7,117 6,849
CAPEX 1,163 4,933 | 5268 5096 4,815 4,480 4,085 3625 3,094 2,318 1,483 516 (596)
Investmentin Intangibles (74) 211 | 1,081 - - - - - - - - - -
Investmentin Goodwill (539) - 411 - - - - - - - - - -
Ain NWC (640) (378)| (1,741) (150) (168) (77) (55) (46) (38) 6 12 19 28
Ain other operating assets (212) 142 94 (20) (23) (10) (5) (2) 1 12 16 20 24
Core Unlevered FCF 13,433 5425| 5140 4,870 4,569 4,357 4,364 4,466 4,643 5205 5836 6,562 7,394
c&pP
Core EBIT 11,244 8,066 | 7,648 6,830 6,406 6,144 5974 5833 5711 5634 5580 5526 5472
Taxes 2543 1824 1,729 1544 1449 1389 1351 1319 1291 1274 1262 1250 1,237
Recurring NOPLAT 8,701 6,242 | 50918 5285 4,958 4,755 4,623 4,514 4,419 4,360 4,318 4,277 4,235
D&A 2,870 3548 | 3,272 3305 3,338 3371 3405 3439 3473 3508 3,543 3579 3614
Other comprehensive income (2,051) 779 - - - - - - - - - - -
Opearting cash flow 9,521 10,569 | 9,190 8590 8,295 8,126 8,028 7,953 7,893 7,868 7,861 7,855 7,849
CAPEX 1521 7,230| 3603 3639 3676 3,712 3750 3,787 3825 3,863 3902 3941 3,980
Investmentin Intangibles 239 128 (359) - - - - - - - - - -
Investmentin Goodwill 43 691 (745) - - - - - - - - - -
Ain NWC 133 (2,344)| 2,892 (1,001) (648) (284) (197) (171)  (154)  (111) (90) (91) (92)
Ain other operating assets (1,743) 299 | 1,072 (56) (40) (17) (13) (12) (11) (9) (8) (8) (8)
Core Unlevered FCF 9,328 4,564 | 2,727 6,007 5308 4,715 4,489 4,348 4,233 4,125 4,058 4,014 3,970
0B&C
Core EBIT 822 899 502 502 502 502 502 502 502 502 502 502 502
Taxes 183 201 112 112 112 112 112 112 112 112 112 112 112
Recurring NOPLAT 638 698 390 390 390 390 390 390 390 390 390 390 390
D&A 876 1,008 872 872 872 872 872 872 872 872 872 872 872
Opearting cash flow 1,514 1,706 1,262 1,262 1,262 1,262 1,262 1,262 1,262 1,262 1,262 1,262 1,262
CAPEX 862 1,033 872 872 872 872 872 872 872 872 872 872 872
Investmentin Intangibles 1 10 (9) - - - - - - - - - -
Investmentin Goodwill (2) (42) 21 - - - - - - - - - -
Ain NWC (14) 8 (25) - - - - - - - - - -
Ain other operating assets 7 4 (11) - - - - - - - - - -
Core Unlevered FCF 660 694 414 390 390 390 390 390 390 390 390 390 390

Total Core Unlevered FCF

8,380 12,145 11,325 10,719 10,640 10,743 10,978 11,568 12,591 12,901 13,853

NON-CORE Business

Non-Core EBIT (23,537) (4,261)] 1,833 1,833 1,833 1971 1971 1971 1971 1,971 1971 1971 1971
Netfinance (income) expense relating to pensions and other benefits (69) (241) (43) (43) (43) (43) (43) (43) (43) (43) (43) (43) (43)
Taxes (627) (1,372) 751 751 751 806 806 806 806 806 806 806 806
Tax Adjustments 4,930 (237) - - - - - - - - - - -
Reformulation tax adjustments (528) 284 - - - - - - - - - - -
Other comprehensive income 11,231  (1,655) - - - - - - - - - - -
Changes in Non-Core IC (9,507) 8,344 798 450 385 324 268 216 50 399 365 334 305
Non-Core Unlevered FCF (6,505) (12,693) 328 675 741 884 940 993 1,159 809 843 875 903
Total Unlevered FCF 22,976 12,940 8,708 12,820 12,066 11,603 11,581 11,736 12,137 12,377 13,435 13,775 14,756
Financial
Financial result before taxes (2,273) (2,591)| (2,753) (2,718) (2,695) (2,682) (2,668) (2,650) (2,622) (2,588) (2,529) (2,459) (2,364)
Tax Shield (1,746)  (884)( (1,101) (1,087) (1,078) (1,073) (1,067) (1,060) (1,049) (1,035) (1,012) (984)  (946)
Change in Net Debt (8,148) 1,632 | 8,107 (534) (342) (201) (213) (281) (427)  (530)  (901) (1,071) (1,451)
Transactions with Shareholders 13,692 11,972 15,017 10,522 9,981 9,671 9,649 9,751 10,023 10,180 10,901 11,111 11,765
Transactions with Non-controlling interests 608 894 146 134 126 121 117 115 113 115 115 118 122

Financing Cash Flows

(22,976) (12,940)

(8,708) (12,820) (12,066) (11,603) (11,581) (11,736) (12,137) (12,377) (13,435) (13,775) (14,756)
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Disclosures and Disclaimers

Report Recommendations

Buy Expected total return (including expected capital gains and expected dividend yield)

of more than 10% over a 12-month period.

Hold Expected total return (including expected capital gains and expected dividend yield)

between 0% and 10% over a 12-month period.

Sell Expected negative total return (including expected capital gains and expected

dividend yield) over a 12-month period.

This report was prepared by [insert student’s name], a Master in Finance student of Nova School of Business

and Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

This report is issued and published exclusively for academic purposes, namely for academic evaluation and
master graduation purposes, within the context of said Field Lab — Equity Research. It is not to be construed

as an offer or a solicitation of an offer to buy or sell any security or financial instrument.

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who revised

the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the persons
and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its faculty
and the author of this report have not sought or obtained registration with or certification as financial analyst by
any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her academic
supervisor is registered with or qualified under ComMISSAO DO MERCADO DE VALORES MOBILIARIOS (“CMVM?, the
Portuguese Securities Market Authority) as a financial analyst. No approval for publication or distribution of this

report was required and/or obtained from any local authority, given the exclusive academic nature of the report.
The additional disclaimers also apply:

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the author
of this report are to be qualified as an investment adviser and, thus, registration with the Securities and
Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary.

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports.
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading Act),
this entity is not required to register with or otherwise notify the Bundesanstalt fur Finanzdienstleistungsaufsicht
(“BaFin”, the German Federal Financial Supervisory Authority). It should be noted that Nova SBE is a fully-
owned state university and there is no relation between the student’s equity reports and any fund raising

programme.

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior
authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively academic
purpose and, as such, was not prepared by way of business. The author - a Master’s student - is the sole and
exclusive responsible for the information, estimates and forecasts contained herein, and for the opinions
expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE and its faculty
have no single and formal position in relation to the most appropriate valuation method, estimates or projections

used in the report and may not be held liable by the author’s choice of the latter.

The information contained in this report was compiled by students from public sources believed to be reliable,
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content.

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein may

change without further notice.

The target company or security of this report may be simultaneously covered by more than one student.
Because each student is free to choose the valuation method, and make his/her own assumptions and
estimates, the resulting projections, price target and recommendations may differ widely, even when referring
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report.
Any recipient of this report should understand that statements regarding future prospects and performance are,

by nature, subjective, and may be fallible.

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the
target company and/or security, namely the possible exchange rate risk resulting from the security being

denominated in a currency either than the investor’s currency, among many other risks.

The purpose of publishing this report is merely academic and it is not intended for distribution among private
investors. The information and opinions expressed in this report are not intended to be available to any person
other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this report,

students did not have in consideration the specific investment objectives, financial situation or
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particular needs of any specific person. Investors should seek financial advice regarding the appropriateness

of investing in any security, namely in the security covered by this report.

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion
about the target company and its securities. He/ She has not received or been promised any direct or indirect

compensation for expressing the opinions or recommendation included in this report.

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship
(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the
covered company or security” and/ or “A draft of the reports have been shown to the covered company'’s officials
(Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later modified, prior

to its publication.”]

The content of each report has been shown or made public to restricted parties prior to its publication in Nova
SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty

members for students’ academic evaluation.

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and companies,
through donations, or indirectly by hiring educational programs, among other possibilities. Thus, Nova SBE
may have received compensation from the target company during the last 12 months, related to its fundraising
programs, or indirectly through the sale of educational, consulting or research services. Nevertheless, no
compensation eventually received by Nova SBE is in any way related to or dependent on the opinions
expressed in this report. The Nova School of Business and Economics does not deal for or otherwise offer any

investment or intermediation services to market counterparties, private or intermediate customers.

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous
consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE may
decide to suspend this report reproduction or distribution without further notice. Neither this document nor any
copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than Portugal or
to any resident outside this country. The dissemination of this document other than in Portugal or to Portuguese

citizens is therefore prohibited and unlawful.
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