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Introduction

Financial ratio analysis helps explain BP’s profitability, liquidity, leverage, capital efficiency, cash
generation, and shareholder distributions, but the company’s results cannot be interpreted safely
through isolated ratios. BP is a capital-intensive, commodity-sensitive energy company whose
reported earnings can change sharply because of oil and gas prices, refining margins, impairments,
foreign exchange, divestments, trading outcomes, and large accounting adjustments. The most useful
approach therefore combines conventional financial-statement ratios with cash-flow measures and
BP’s own industry-specific indicators. BP’s 2025 Annual Report reported underlying replacement-cost
profit of $7.5 billion, operating cash flow of $24.5 billion, capital expenditure of $14.5 billion, year-end
net debt of $22.2 billion, and return on average capital employed of 13.9 percent. In the first half of
2026, operating cash flow reached $13.7 billion while net debt was approximately $22.3 billion at 30
June 2026 (BP, 2026a, 2026b). These figures provide a more relevant basis for current analysis than
older historical statements alone.

Financial Snapshot and the Difference Between
Reported and Underlying Profit

Measure 2025 2024 Interpretation
Underlying RC profit $7.5bn $8.9bn Lower underlying earnings
Operating cash flow $24.5bn $27.3bn Strong but lower cash generation
Capital expenditure $14.5bn $16.2bn Reduced investment outflow
Net debt $22.2bn $23.0bn Modest reduction
ROACE 13.9% 14.2% Slightly lower capital return
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Gearing 23.1% 22.7% Higher despite lower net debt

The contrast between statutory and underlying profit shows why analysts need to understand how an
energy company reports performance. BP recorded only about $55 million of statutory profit
attributable to shareholders in 2025, while underlying replacement-cost profit was approximately $7.5
billion. The difference reflected inventory holding effects and roughly $6.4 billion of adjusting items.
Both figures are legitimate, but they answer different questions. Statutory profit follows IFRS
accounting and captures the reported result for the period, while underlying replacement-cost profit is
management’s alternative performance measure designed to remove selected volatility and non-
operating effects. A careful analyst should reconcile rather than simply choose between the two. BP’s
audited financial statement and ratio analysis data provide the accounting foundation, while adjusted
measures can help explain operating performance when their definitions are transparent and
consistently applied (Penman, 2013).

Cash Flow, Liquidity, and Capital Allocation

Traditional current and quick ratios remain useful, but BP’s liquidity should be interpreted through
recurring cash generation, debt maturities, working capital, access to capital markets, and the timing
of large operating commitments. BP produced $24.5 billion of operating cash flow in 2025, compared
with $27.3 billion in 2024. Working-capital movements were an important contributor to the
difference, showing why accounting earnings and cash flow can diverge even when underlying
operations appear stable. A simple free-cash-flow approximation subtracts capital expenditure from
operating cash flow, leaving roughly $10 billion in 2025 before considering the more detailed
adjustments used in BP’'s own definitions. This cash must compete among investment, dividends, debt
reduction, acquisitions, decommissioning obligations, and share repurchases. Liquidity is therefore
not simply the amount of cash available at year-end; it is the company’s capacity to fund obligations
and strategic priorities through changing commodity cycles.

Capital-allocation policy provides another important interpretation layer. BP repurchased
approximately $4.5 billion of shares during 2025 and paid about $5.1 billion of dividends, while
management later emphasized strengthening the balance sheet and suspended further buybacks at
its February 2026 results. That shift demonstrates why financial ratios should be read alongside
strategic decisions. A company can produce strong operating cash flow and still decide that debt
reduction should take priority over distributions. Interim 2026 data also require caution because
sales, working capital, maintenance, commodity prices, and divestments vary through the year.
Analysts should avoid mechanically annualizing half-year results. The broader lesson is that liquidity
analysis must evaluate whether cash generation is durable enough to support investment and
shareholder returns without increasing financial vulnerability during weaker market conditions.
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Profitability, Returns, and Leverage

Profitability ratios measure different aspects of performance and can produce misleading conclusions
when one unusual accounting result dominates the numerator. BP’'s 2025 statutory net margin was
extremely low because reported shareholder profit was affected by large adjustments. Underlying
replacement-cost profit gives a different operating perspective but is not an IFRS measure. Return on
assets also requires caution because BP owns large upstream fields, refineries, pipelines, retail
networks, and other long-lived assets. Impairments can reduce the book value of assets and
mechanically raise future return measures even if physical productivity does not improve. Return on
equity is similarly affected by leverage, repurchases, impairments, and changes in shareholders’
equity. The most informative approach compares several return measures and explains why they
move differently rather than treating one ratio as a final judgment about performance.

Return on average capital employed is especially relevant for BP because it focuses on earnings
relative to the capital committed to the business. BP reported ROACE of 13.9 percent for 2025,
slightly below 14.2 percent in 2024, while management has communicated a longer-term objective of
improving capital returns. Leverage also requires multiple measures. Finance debt fell from roughly
$59.5 billion at the end of 2024 to about $58.0 billion at the end of 2025, and net debt declined from
$23.0 billion to $22.2 billion. Nevertheless, gearing increased from 22.7 percent to 23.1 percent
because the denominator, including equity, also changed. This is a useful example of why lower
absolute debt does not guarantee improvement in every leverage ratio. Interest coverage should
likewise be evaluated under stressed commaodity-price assumptions rather than only during favorable
earnings periods.

Market Ratios, Peer Comparison, and Current Risk

Market-based measures such as the price-earnings ratio, price-to-book, enterprise value to EBITDA,
free-cash-flow yield, and dividend yield can provide additional perspective, but cyclical energy
companies create special interpretation problems. Earnings at the top of a commodity cycle can make
a P/E ratio appear unusually low, while depressed or near-zero profit can make the ratio extremely
high or meaningless. Peer analysis is therefore useful only when accounting definitions and business
mixes are comparable. BP, Shell, ExxonMobil, Chevron, TotalEnergies, Equinor, and Eni differ in
geography, LNG exposure, refining, trading, chemicals, renewables, taxation, and portfolio strategy. A
peer median can identify an outlier, but the reason for the difference matters more than the ranking
itself.

BP’s financial results remain highly exposed to commodity prices, refining margins, operational
reliability, and major safety or environmental events. The Deepwater Horizon disaster demonstrated
how operational risk can become a long-lived financial liability through litigation, settlements,
remediation costs, financing pressure, and reputational damage. Analysts should therefore be
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cautious about removing major charges as “nonrecurring” when they represent real economic
obligations. Divestments require similar discipline. Asset-sale proceeds can reduce debt and improve
short-term cash flow, but they are not recurring operating earnings and may remove future cash-
generating assets. Energy-transition strategy adds further uncertainty because lower investment can
improve near-term free cash flow while weakening future production or strategic options, whereas
higher investment may depress near-term returns while reducing exposure to regulatory or market
change. Financial interpretation must therefore connect ratios with the business risks that generate
them.

Overall Financial Position

BP’s current position can be described as strong cash generation combined with continued pressure
to improve capital returns and reduce balance-sheet risk. The company ended 2025 with lower net
debt than the prior year, but gearing rose slightly and underlying profit declined. Operating cash flow
remained substantial, providing room for investment, dividends, and debt management, while first-
half 2026 cash generation offered an additional indication of resilience. At the same time, commodity
cycles, working-capital volatility, safety liabilities, divestments, and strategy changes make simple
labels such as “healthy” or “weak” inadequate. A reliable financial reporting analysis should track
cash conversion, return on capital, debt, interest capacity, shareholder distributions, and the
sustainability of earnings under stress. For students, BP provides a strong example of why financial
ratios become meaningful only when they are interpreted alongside accounting policy, industry
structure, cash flow, capital allocation, and business risk.

Conclusion

Financial analysis of BP requires more than calculating textbook ratios. Statutory profit, underlying
replacement-cost profit, operating cash flow, capital expenditure, net debt, gearing, and ROACE each
describe a different dimension of performance. BP's 2025 results show strong operating cash
generation but lower underlying earnings and slightly weaker capital returns, while first-half 2026
figures indicate continued cash generation with net debt remaining near year-end levels. The
company'’s leverage and return profile must be judged across commodity cycles rather than from one
favorable or difficult year, and market ratios should be compared with peers only after accounting for
differences in business mix and reporting. The strongest analytical conclusion is therefore conditional:
BP remains financially capable, but the durability of that position depends on capital discipline, debt
reduction, operational reliability, portfolio quality, and the company’s ability to generate competitive
returns after the effects of commodity prices and one-time adjustments are separated from
underlying performance.
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