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Leases — Equinor examples

FPO vessels

Exploration rig
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Helicopters? Rail cars? It equipment? Containers?
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Operational lease commitments

« Note 22 Leases in the 2017 Annual Financial Statements

The information in the table below shows future minimum lease payments due and receivable under non-cancellable operating leases at 31 December

2017
Operating leases
Land and
{in USD miillion) Rigs Vessels buildings Other Total Sublease MNet total
2018 1.039 615 155 152 1961 (125) 1837
2019 712 393 140 113 1,359 (105) 1,253
2020 509 382 136 92 1,119 (104) 1,015
2021 374 304 133 60 ar2 (68) 804
2022 352 233 134 57 777 (22) 755
2023-2027 287 498 621 47 1,453 (61) 1,392
2028-2032 - 93 369 23 485 (0) 485
Thereafter - 13 50 13 76 - 76
Total future minimum lease payments 3274 2532 1,737 558 8101 (484) 7617
At 31 December

{im USD million) Note 2017 2016
Finance debt 18 22 I 24183 I 27599
Deferred tax liabilities 9 7,654 6427
Pension liabilities 19 3,904 3.380
Provisions 20 15557 13,406
Derivative financial instruments 25 900 1,420
Total nen-current liabilities 52,198 52633
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IAS 17 (old) IFRS 16 (new)
Balance |Financial Operating |Service Service
sheet effect|Leases leases contracts |[Leases * contracts
Financial Right of use
Assets |ease asset - - asset -
Financial
Liabilities lease liability - - Lease liability -
Off balance sheets Leasing Commitment ommitment
rights and obligations note note - note
Income IAS 17 (old) IFRS 16 (new)
statement [Financial |Operating |Service Service
effect: Leases leases contracts |Leases* contracts
Revenue X \'4 X X X
Operating costs Slngle Slngle
(excluding DD&A) - expense - X
EBITDA r .
Depreciation and o | | >I:) o
amortisation Depreciation |- - epreciation I -
Operating profit I I 1
Finance cost Interest e = }! Interest ! =
Profit before tax
*) Exception for short term leases and leases of low value
Cash flow IAS 17 (old) IFRS 16 (new)
statement [Financial |Operating |[Service Service
effect Leases leases contracts |[Leases * contracts
Cash flows from Interest Interest
operations element Lease costs [Service cos element ervice costs
Cash flows from (Capjtalised | (Capitalised | (Capitalised | (Capitalised
investing activities - leasg¢ costs) costs) interests) costs)
Cash flows from DOWﬂ- DOWﬂ-
financing activities paym ent - - payment -
Lease Lease Service Lease Service
Net CF payments payments payments payments payments

equinor

Currency impact if lease contract currency

not equal to functional currency
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IFRS 16 - lease or a service contract?

Service

Drilling
services

Transportation
services

Storage
services

Lease

Lease of a
drilling rig

Lease of a
helicopter

Lease of a
storage tank

Lease

+non-lease
components

Drilling rig

+operations

Helicopter
+operations and
maintenance

Storage tank
+operations and
transportation
services

“A contract that conveys the right to control the use of
an identified asset for a period of time in exchange for

consideration.” (IFRS 16.9)

Ny
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Policy interpretations — Industry impact

Industry
group

Equinor

IFRS 16

ERIFRS

Open 29 May 2018
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IFRS16 Project Organization @ DG2

Steering Committee

5 members from CFO/BA
management

Reference Group

5 members from

Project Manager

Ny
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Project Owner
Representative

Morten Haukaas

different support org
to be impacted

Project Support

Financial
Impact/TAX

impact BA Accounting
Managers

Internal Key
Controls -

Policies - Contract evaluation

guidelines

Project Execution model
DGO DG1 DG2 DG3

v

Definition

GBS Deliveries

Processes &
Business
Requirements

System Project

Implementation Management

DG4 Closed

Post Go live & support

A4

Open 29 May 2018
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Communication with certain stakeholders

Information

Challenges

Open 29 May 2018
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Prerequisites — impact on systems and processes

Zrocurement Strates¥

Purchases processes

= Will not be changed
= Rigs
* Vessels
* Facilities
* Other

= Additional actions to
trigger IFRS16
assessments

SAP REFX

= SAPintegrated

* Main data source for IFRS
16 lease obligation and

* Fixed assets
» | jabilities
* |nterest

IFRS16 - Comilex, Exemitions, Exceitions

Payment/booking Reconciliation
routines - Capex

= Will not be changed * Opex
= Additional IFRS16 journals * Capex/opex

= Estimates and REFX * Hourly rate
data = Cost pools

= Group adjustments

equinor
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Classification: Internal © Equinor ASA

Open

29 May 2018
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New tasks-old roles

PURCHASES

* Identification of new lease contracts
» Changes to existing lease contracts

Super users/ controllers

*IFRS 16 contract assessment and collection of necessary data
*Registration of Lease data in REFX

Lease expert accounting group
jl - Update interest and Valuation calculation in REFX

- Reconciliation, identify changes to existing contracts
B - Follow-up and administration activities

B _Reconciliation

10 | Document Title Open 29 May 2018
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BA to influence

B 0 o

REFX

= Utilization of the system
* Reporting to partners
* (Short term leases?) Schedule

Profit centers/Cost
centers

Materiality level per
contract

(Functional or BA
responsibility)

Classification: Internal © Statoil ASA Open 29 May 201
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Contract evaluations

USD 50007

Only contracts
running as of
31/12-2019

Complexity

Completeness
Options

Periods

Rates Contractual

2R

Non lease
components

’

equinor *
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Key controls

Contracts

IFRS16 project
executions

IT system

Open 29 May 2018
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IFRS 16 - key accounting policy assessments

|dentification

- Lease vs services

Valuation

Lease term
- Extension/ termination
options

Lease payments

- Lease vs non-lease
components

- Fixed vs variable payments

Discount rate

Presentation

Gross vs net liability in operator’s balance sheet
Partner re-charges in operator’s income statement
Method for allocation of lease costs to capex projects

Cost allocation (Joint operations/corporate assets)
- presentation and elimination issue

Policy choices and transition alternatives

4
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lllustrative example - lessee accounting (ext.)

« 5 annual payments of 120-150, including:

- Variable elements, expectation of 18 per year, ranging from 0-30

- Costs of operating asset 20

- Policy choice in example to separate out non-lease components from lease

Ny

equinor %

Cash payments / billing statement Lease liability RoU asset Period expense
Non-
Variable |variable

Contract |[Non-lease lease lease Opening Down- Opening |Depre- Depre-|Non- Variable

payment |components payments|payments balance [Interests payment balance |[ciation Interest ciation|lease lease Sum
Year 1 150 20 30 100 450 16 84 450 90 16 90| 20 30 156
Year 2 130 20 10 100 366 13 87 360 90 13 90| 20 10 133
Year3 | 140 20 20 100 280 10 90 270 90 10 90| 20 20 140
Year 4 120 20 0 100 190 7 93 180 90 7 90| 20 0 117
Year5 | 150 20 30 100 97 3 97 90 90 3 90| 20 30 143
SUM 690 100 90 500 50 450 450 50 450|100 90 690
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Lease accounting entries — opex activities

- Standard example; 5 annual payments of 100 / discount rate 3.6%, NPV=450

- Asset used in «opex activities»

Balance sheet Income statement Cash flow statement

RoU Lease

asset Cash liability Opex  Depreciation Interests| Operating Investing Financing
Initial recognition: | 450 -450 0 0 0

Year 1 Interests (calculated) -16 16 -16 16

Depreciation (calculated) -90 90
Invoice received/paid -100 100 -100
Reclassification, lease payments 100 -100 100 -100
Closing balance/PL year 1 360 -100 -366 0 90 16 -16 -84
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Lease accounting entries — non-lease components

- Standard example; 5 annual payments of 100 + 20 of non-lease components
- Discount rate 3.6%, NPV 450

- Asset used in «<opex activities»

Balance sheet Income statement Cash flow statement

RoU Lease

asset Cash liability Opex  Depreciation Interests| Operating Investing Financing
Initial recognition: | 450 -450 0 0 0

Year 1 Interests (calculated) -16 16 -16 16

Depreciation (calculated) -90 90
Invoice received/paid -120 120 -120
Reclassification, lease payments 100 -100 100 -100
Closing balance/PL year 1 360 -120 -366 20 90 16 -36 0 -84
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Own use
own 100% Equinor
operations — mainly opex activities
e Hourly rate allocation
?‘:S—‘“T" - intercompany charges
mtoeu)r Y - own use and license/partner
N allocation (capex and opex)
(0p) Joint
8:) gﬁerow llocation - charged to licenses
o % (capex and opex-activity)
Rig (sole . .
/ sk Undecided Cost charge / sublease to licenses
- mainly «operational» subleases
- mainly capex activities (?)
\\ Rig
—I\__(committed Gross if operator can decide the use of the rig
M Net if use is pre-allocated or require joint co
licenses
= Signed on «behalf of specific license»
L |  Rig/FPSO . -
Z i - co-signed by all participants
(individual )
license) - stated «on behalf of» in contract
- contract «approved» by partnership

Open 29 May 2018
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How should operator present the credit from partner billing?
For leases (asset/liabilities) presented gross in operator’s balance sheet

Alternative 1:

Reveneues

Alternative 2:

Before partner

Credit opex
(separate
line?)

billing (70) Operator with 30% license interests

/ Alt1 Alt 2 Alt 3
Income statement 100 % 30% 30% 30 %
Revenues -70
Opex -70
Depreciation 90 90 90 27
Interests 16 16 16 9
Net PL 106 36 36 36
Cash flow statement
Operating -16 54 54 -9
Investing
Financing -84 -84 -84 -21
Net CF -100

\\ -30 -3&} -30

\

equinor %
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Depreciation: 90

Year 1. Lease payment: 100

Interest expense: 16

Cost allocation - buildings (allocated to opex activities)

equinor

Today; Parent Subsidiary Elim Group
Opex Invoice 100
Allocated to cost pool -100
Allocated from cost pool 30 40 30 100} 100}
0 30 40 30 100 100|
IFRS 16;
Depreciation 90 90|
Interests 16 16
Own costs 0
Revenues -100 100
Allocated from cost pool 30 40 30 —100|
Net PL 6 30 40 30 O| 106

Ny
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Cost allocation - buildings (use in capex activities) equinor
Other grp DPN Elim Group PL |Group BS
Statoil ASA Statoil Petroleum AS
GBS License 1 License 2 License 3 BA adj
Today;
Opex Invoice 100
Allocated to cost pool -100
Allocated from cost pool
opex 30 40 70
capex 30 30
Opex in PL 0 30 40 30 0 70 70
IFRS 16;
Depreciation 90 -27 63
Interests 16 -3> 13
Revenues @} @) 0
Allocated from cost pool /
opex 30 40 @) 0
capex (bal) @ 30
Net PL 6 30 40 30 0 76
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NEXT STEPS...
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Equinor ASA - IFRS 16 implementation; practical experiences

Morten Haukaas, VP Accounting
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