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Overseas Companies
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information for an overseas company
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You may use this form to You cannot use this form tcjes
accompany your accounts an alteration of manner of 4
disclosed under parent law. with accounting requireme [ * ABBF18VF™*
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COMPANIES HOUSE
Part 1 Corporate company name 3 Filling in this form

Corporate name of
overseas company @

UK establishment
number

‘ Kuwait Petroleum Corporation
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Please complete in typescript or in
bold black capitals.

All fields are mandatory unless
specified or indicated by *

© This is the name of the company in
its home state.

Part 2

Statement of details of parent law and other
information for an overseas company

a1}

Legislation

Please give the legislation under which the accounts have been prepared and,
if applicable, the legislation under which the accounts have been audited.

© This means the relevant rules or
legislation which regulates the
preparation and, if applicable, the

Legislation ® | Decree Law No. 6 of 1980 audit of accounts.
m Accounting principles
Accounts Have the accounts been prepared in accordance with a set of generally accepted |@ Please insert the name of the

accounting principles?
Please tick the appropriate box.
[] No. Go to Section A3,

Yes. Please enter the name of the organisation or other
body which issued those principles below, and then go to Section A3.

Name of organisation [

appropriate accounting organisation
or body.

or body @ International Financial Reporting Standards
Accounts
Accounts Have the accounts been audited? Please tick the appropriate box.

] No. Go to Section A5,
Yes. Go to Section A4,
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Audited accounts

Audited accounts

Have the accounts been audited in accordance with a set of generally accepted [ ®Please insert the name of the

auditing standards? appropriate accounting
. organisation or body.
Please tick the appropriate box.

(] No. Go to Part 3 ‘Signature”,

Yes. Please enter the name of the organisation or other body which issued
those standards below, and then go to Part 3 *Signature’,

Name of organisation l International Federation of Accountants

or body @

Unaudited accounts

Unaudited accounts

[ 15 the company required to have its accounts audited?
Please tick the appropriate box.
[ No.
Yes.

Part 3

Signature

[ | am signing this form on behalf of the overseas company.

Signature

Signature

" Ay Yt

This form may be signed by:
Director, Secretary, Permanent representativer
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B Presenter information

n Important information

You do not have to give any contact information, but if
you do it will help Companies House if there is a query
on the form. The contact information you give will be
visible to searchers of the public record.

Contact narme Amrita Dhillon

Cempany name

Kuwait Petroleum International
[Aviation Co
| " Dukes Court

|Dukes Street

Post 1owr

Woking

CountyReg an

[ Jefulzfr ] [s[en
" United Kingdom

|Dx

Telephone

07908743785

Checklist

We may return forms completed incorrectly or
with information missing.

Please make sure you have remembered the

following:

O The company name and, if appropriate, the
registered number, match the information held on
the public Register.

O You have completed all sections of the form,
if appropriate.

O You have signed the form.

Please note that all this information will appear
on the public record.

@ Where to send

You may return this form te any Companies
House address:

England and Wales:

The Registrar of Campanies, Companies House,
Crown Way, Cardiff, Wales, CF14 3UZ.

DX 33050 Cardiff,

Scotland:

The Registrar of Companies, Companies House,
Fourth floor, Edinburgh Quay 2,

139 Fountainbridge, Edinburgh, Scotland, EH3 9FF.
DX ED235 Edinburgh 1

or LP - 4 Edinburgh Z {Legal Post).

Northem Ireland:

The Registrar of Companies, Companies House,
Second Floor, The Linenhall, 32-38 Linenhall Street,
Belfast, Northern Ireland, BT2 88G.

DX 481 N.R. Belfast 1.

ﬂ Further information

For further information, please see the guidance notes
on the website at www.companieshouse.gov.uk
or email enquiries@companieshouse.gov.uk

This form is available in an |
alternative format. Please visit the |
forms page on the website at
www.companieshouse.gov.uk

This has been provided free of charge by Companies House.
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State of Kuwait

His Highness, Sheikh Jaber Al-Mubarak Al-Hamad Al-Sabah
The Prime Minister and Chairman of the Supreme Council for Petroleum
State of Kuwait

Audit Report on
the Consolidated Financial Statements

We have audited the Consolidated Financial Statements of KPC (the Carporation) and its subsidiaries (collectively
referred to as the Group) which include the consolidated statement of financial position as of 31st March 2017,
consolidated statements of profit or loss, other comprehensive income, changes in property rights and cash
flows for the year then ended, in addition to clarifications include the significant accounting policies and other
explanatory information.

From our point of view, the attached consoclidated financial statements express fairly, in all material aspects, the
consolidated financial position of the Group as of 31st March 2017, its consolidated financial performance, and
its consolidated cash flows for the year then ended in line with International Financial Reporting Standards and
Decree-Law No. 6 of 1980.

The Opinion Basis

We conducted auditing according to the International Auditing Standards. Our responsibilities under these
standards are explained in detail within the item (Auditor's Responsibility for Auditing Consolidated Financial
Statements) of our report. We are independent of the Group according to the Professional Ethics Code of
Professional Accountants of the International Board of the Professional Ethics Standards (the Treaty). Also, we
have accomplished our other ethical responsibilities according to the requirements of the Treaty. We believe that
the auditing evidence we obtained is sufficient and appropriate to provide a basis to give our opinion,

Attention

We draw attention to definition 35 about the consolidated financial statements, which shows that the Group
stands accused in a case before an international court by a contractor requesting additional amounts related to
the contract. The final result of the case can not be determined currently, and therefore no allocations have been
made for any impacts that may arise on the Group regarding the consolidated financial statements.

Other information

Management is responsible for other information. The other information we got at the date of the auditorss
report is the Board of Directors’ report contained in the Group's annual report, but it does not include the
consolidated financial statements and the auditor:s report about it.

Qur opinion about the consclidated financial statements does not include the other information, and does not
provide any confirmations about the results in any way.

Regarding our auditing of the consolidated financial statements, our responsibility is to check the other
information and determine whether it is fundamentally inconsistent with the consolidated financial statements
or the information we got during the audit, or if there are material mistakes in this regard.

If we find, based on the warks we conducted regarding the other information we got prior to this report’s date,
that there are material mistakes in this other information, then we must report them. We have nothing to refer
to in our report in this regard.

The responsibilities of management and those responsible for governance about the

consolidated financial statements:

Management is responsible for preparing and fair presentation of these consolidated financial statements
according Management is responsible for preparing and fair presentation of these consolidated financial
statements according to the International Financial Reporting Standards and Decree-Law No. 6 of 1980. Also,
it is responsible for the internal control system which management considers necessary to prepare consolidated
financial statements free from material mistakes, whether because of cheat or error.
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At preparing the consolidated financial statements, management is responsible for evaluating the Group»s ability to
continue its business on continuity basis, and disclosing, if possible, matters relating to continuity, as well as using
the accounting continuity principle, unless the management intends to liquidate the Group or stop its operations, or
does not have another realistic alternative except to do so.

Thase responsible for gavernance are raspansible for supervising the Group»s financial reporting process,

Auditor's responsibilities for the Consolidated Financial Statements Auditing

QOur goal is to get reasonable assurance if the consolidated financial statements, as a whole, are free of material
mistakes, whether due to cheat or error, and issuance of the auditors report which includes our opinion. Reaching a
reasonable level of assurance representsa high degree of assurance, but it does not guarantee that the auditing process
which is implemented according to the international auditing standards will always reveal the material mistakes, if
any. Material mistakes may arise from cheat or error and are considered essential if they are reasonably expected to
affect, individually or collectively, the users’ economic decisions that are made based on these consolidated financial
statements.

As part of our audit according to the International Auditing Standards, we took professional provisions and

maintained the professional doubt method during the auditing processes. We also conducted the following;

. Identifying and evaluation of the material mistakes' risks in the consolidated financial statements, whether
due to cheat or error, developing and implementing audit procedures that deals with those risks. In addition,
obtaining sufficient and appropriate audit evidence to provide a basis to give our opinion. The risks of not
discavering the material mistakes resulting from cheat increase those resulting from error, as cheat may involve
collusion, fraud, deliberate negligence, dishonesty, or overriding internal control.

+  Understanding the internal controls tools related to audit to establish audit procedures fit the circumstances,
but not for expressing an opinicn about the effectiveness degree of the Groupss internal controls.

. Evaluation of the appropriateness of accounting policies used, the reasonableness of accounting estimates, and
related disclosures provided by the management.

+  Determining the appropriateness of using the tool for the accounting continuity principle basis and, based on our
auditing evidence we got, determining if there is material uncertainty relating to events or circuinslainces that
may raise essential doubts about the Group»s ability to continue in its business based on continuity principle.
If we find material uncertainty, we must mention this in the auditor's report about the relevant disclosures in
the consclidated financial statements, or we must amend our opinion in case of inadequacy of disclosures. Qur
outcomes are based on the auditing evidence we got as of the date of the auditor's report. However, future
events or circumstances may cause the Group to discontinue its business based on continuity principle.

- Evaluation of the comprehensive presentaticn of the consolidated financial statements, structure and data
contained therein, including disclosures, and evaluating whether the consolidated financial statements express
the basic transactions and related esvents in a manner achieves fair presentation.

+  Obtaining sufficient and appropriate audit evidence about the companies’ financial or businesses activities
within the Group to give an opinion about the consolidated financial statements. Our responsibility is to provide
directions and supervision on the audit process, and implement it for the Group and we are fully responsible for
the audit opinion.

We communicate with those responsible for governance about many issues, such as the scope and timing of auditing,

and the essential audit outcomes, including any essential deficiencies in the internal control tools identified during

the auditing,

Report on the other systematic and legai requirements

Also, we got the information and explanations that we considered necessary for auditing purposes, and that the
consolidated financial statements include the information stipulated by Decree-Law No. 6 of 1980. In our opinion,
KPC has regular accounting records, as the accounting information contained in the Board of Directors' report is in
accordance with KPC’'s accounting books. We have not received any violations during the year ended 31st March
2017 of Decree Law No. 6 of 1980 in a manner that materially affects the Group>s activity or its consolidated
financial position.

Safi A. Al-Mutawa
License No 138 “A”
of KPMG Safi Al-Mutawa & Partners

Member firm of KPMG International Kuwait 11 June 2017
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2017 2016

Note KD'000 KD'000
Assets
Property, plant and equipment 5 20,479,678 16,630,397
Goodwil & 108,194 112,269
Intangible assets 7 591,985 604,656
Deferred tax assets 14 451,778 349,391
Other non-current assets 8 213,080 132,173
Available-for-sale investments 9 6,974,952 6,880,608
investments in equity accounted investees 10 705440 663,477
Non-current assets 29,525,107 25372971
Inventories 11 1,214,351 972,169
Trade receivables 12 3,261,330 2,228,091
Other receivables and prepayments 13 1,572,222 1,765,410
Taxes receivable 14 16,970 19,159
Bank balances and cash 15 2,687,031 4,429,559
Assets held for sale 16 /40,731 -
Current assets 8,792,635 9,414,428
Total assets 38,317,742 34,787,399
Equity
Authorised and paid-up share capital 2,500,000 2,500,000
Statutory reserve 17 1,250,000 1,250,000
Capital reserve 18 232,945 232945
General reserve 19 17,261,726 15,820,782
Reserve for replacement and renewal of property, plant and equipment 20 3,436,691 3,336,691
Remeasurement of defined benefit abligation reserve (147,649) (134,076)
Cumulative changes in fair values 1,124,380 840,791
Foreign currency translation reserve (249,764) {223,954)
Equity attributable to equity holder of the Corporation 25,408,329 23,623,139
Non-controlling interest 75,045 64,392
Total equity 25483374 23,687,531
Non-current liabilities 21 3,468,953 2,656,758
Trade payables 1,168,884 981,201
Other payables and accruals 22 2,052,221 1,731,652
Taxes payable 14 177,526 209,243
Amounts due to Ministry of Oil 23 1,550,838 1,545,068
Profit available for distribution 24 3,975,946 3,975,946
Current liabilities 9,365,415 8,443,110
Total liabilities 12,834,368 11,099,868
Total equity and liabilities 38,317,742 34,787,399

The accompanying notes form an integral part of these consolidated financial statements.

Nizar M. Al Adsani Wafaa' Y. Al-Za'abi
Deputy Chairman & CEO MD - Planning & Finance




Kuwait Petroleum Corporation 2and Subsidiaries. State of Kuwait

Consolidated statement of profit or loss and other
comprehensive income =< at 31 March 2017

Revenues
Sales of crude oil, gas, refined products and petrochemicals

Revenues from consultancy and other aperations

Cost of revenues

Cost of sales of crude oil, gas, refined products and petrochemicals

Cost of consultancy and other aperations

Groess profit

Depreciation and amortisation

General and administrative expenses

Pravision for impairment loss on property, plant and equipment and goodwill

and others

Cperating profit

Interest income
interest expense

Net interest income

Investment income

Gain on sale of subsidiaries and joint venture
Share of results of equity accounted investees
Other income (het)

Directars’ remuneration

Profit befare provision for income tax

Income tax benefit

Provision for replacement and renewal of property, plant and equipment

Profit for the year

Other comprehensive income / {loss)

Items that will never be reclassified to profit or lass
Remeasurements of defined benefit cbligations

Iterns that are or may be reclassified subsequently to profit or loss
Foreign currency translation differences for foreign operations
Net change in fair value of available-for-sale investments
Other comprehensive income / (loss) for the year

Total comprehensive income for the year

Profit attributable to:
Equity holder of the Corperation
Non-controlling interest

Profit for the year

Total comprehensive income attributable to:
Equity holder of the Corporation
Non-controlling interest

Total comprehensive income for the year

The accompanying notes form an integral part of these consolidated financial statements.
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2017
Note KD'000

19,678,222
25 63,268
19,741,490

(18,186,867)
(51,311)
(18,238,178)

1,503,312

(291,915)
(367,835)

(49,912}
793,650

51,237
(24,525)
26,713

26 274,470
38 -
10 118,671
27 332,665
28 (58)
1,546,111
14 5970
1,552,081
20 (100,000)
1,452,081

(13,573)

(25,770)
283,589
244,246

1,696,327

1,440,944
11,137
1,452,081

1,685,190
11,137
1,696,327

61

2016
KD'000

19,008,763
92,382
19,102,145

(17,710,504)
(71,687)
(17,782,191}

1,315,954

(293,388)
(372,336)

(208,479)
445,751

42,542
(25,186)
17,756

231,767
381,614
167,254
308,254
(79)
1,552,317
94,126
1,646,443
(314,000)
1,332,443

693

(123,367)

{181,263)

{303,937)
1,028,506

1,325,528
6,915
1,332,443

1,021,591
6,915
1,028,506
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64

2017 2016
Notes KD'000 KD’000
Cash flows from operating activities
Profit for the year 1,452,081 1,332,443
Adjustments for:
Depreciation and amortisation 291,915 293,388
Provision for replacement and renewal of property, plant and
equipment 20 100,000 314,000
Provision for impairment loss on property, plant and equipment
and goodwill and others 49912 208,479
Write off of unsuccessful exploration 7 24,084 81,531
Provision for employees' terminal benefits and pensions 101,662 142,777
Loss on disposal of property, plant and equipment 209 1,638
Share of results of equity accounted investees 10 (118,671) (167,254)
Gain on sale of subsidiaries and joint venture - (381,614)
Interest income (51,237) (42,941)
Provisions- net 25,714 -
Interest expense 24524 25,186
Income tax benefits 14 (5,970) {94,126)
Investment income (274,470) (231,767)
1,619,753 1,481,740
Changes in:
- inventories (258,319) 330,297
- trade receivables (1,041,028) 652,633
- other receivables and prepayments 198,998 (263,132)
- non-current liabilities {352,709) (240,010)
- trade payables 187,683 (259,858)
- other payables, accruals and other credit balances 318,961 617,445
- change in amounts due to Ministry of Ol 815,930 (600,570)



Kuwait Petroleum Corporation and Subsidiaries, State of Kuwait

Consolidated statement of cash flows
as at 31 Murch 2017

Cash generated from operations

Interest paid

Taxes paid (net)

Net cash from operating activities

Cash flows from investing activities

Change in deposits maturing after three months

Acquisition of assets 37
Change in available-for-sale investments

Net movement in equity accounted investees

Additions to intangible assets 7
Proceeds on sale of subsidiaries and joint venture

Change in other non-current assets

Purchase of preperty, plant and equipment 5
Proceeds from disposal of property, plant and equipment

Interest received

Net cash used in investing activities

Cash flows from financing activities

increase in term loans and borrowings, net

Change in non-controlling interest

Net cash from financing activities

Net effect of foreign currency translation adjustments

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year 15

Short-term deposits maturing after three months from the date 15
of placement

Bank balances and cash at end of the year 15

Annual Report 2016 -2017

www . Kpc.com.kw

1,489,269
(24,524)
(45,054)
1,419,691

258,989
(4,424)
452,062
78,076
(18,608)
(80,907)
(4,567,539)
5,223
51,237
(3,816,251)

033,633
(484)
933,149
(20,088)
(1,483,539)

4,007,635
2,524,096

162,935
2,687,031

65

1,718,545
(25,186)
(34,955)
1,658,404

637,048
(15,974)
61,336
(61,765)
470,881
616
(3,434,054)
3,939
42941
(2,295,032}

343,520
8,195
351,715
(106,693)
(391,606)

4,399,241
4,007,635

421,924
4,429,559

The accompanying notes form an integral part of these consolidated financial statements.
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1. Corporate information

The Kuwait Petroleum Corporation (“the Corporation” or “the Parent”) is wholly-owned by the
Government of the State of Kuwait. The Corporation was established by Law Decree No. 6 of 1980
which came into effect on 27 January 1980. The principal activities of the Corporation and its
subsidiaries (together referred to as “the Group”) include exploration, drilling, production, storage,
refining, processing, transportation, distribution and marketing of crude oil, natural gas, chemical,
petrochemical and associated products. The marketing of crude oil and petroleum products
produced by subsidiaries in the State of Kuwait is undertaken by the Corporation. The entire
Group's other activities, including the marketing of crude oil and petroleum products produced by
subsidiaries outside the State of Kuwait are carried out through its subsidiaries, associates and
joint ventures/ operations. The principal subsidiaries, associates and joint ventures/ operations
are set out in Note 42, The Group operates principally in the Middle East, Far East, Western
Europe, U.S.A, Canada and the Australia.

Crude cil produced in the State of Kuwait becomes the property of the Government of the State
of Kuwait, which reimburses the production costs of the producing subsidiaries. The Corporation
purchases crude oil and natural gas from the Government of the State of Kuwait in accordance
with the terms of the applicable Decree issued on 17 January 1981.

The address of the Corporation’s registered office is P.O. Box 26565, Safat 13126, State of Kuwait.

The consolidated financial statements of the Group for the year ended 31 March 2017 were
authorised for issue in accordance with a resolution of the directors on 11 June 2017. These
consolidated financial statements are subject to change upon approval of the Supreme Council
for Petroleum.

2. Basis of preparation

a)

b)

c)

d)

Statement of compliance

The consolidated financial statements have been prepared in accordance with the Law Decree No.
6 of 1980 and International Financial Reporting Standards (“IFRS”), as issued by the International
Accounting Standards Board (IASB).

Basis of measurement

The consolidated financial statements are prepared under the historical cost convention, modified
for the measurement at fair value of available-for-sale investments and derivative financial
instruments,

Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates (‘the functional
currency’). The consolidated financial statements are presented in Kuwaiti Dinars, which is the
Group's functional currency. All amounts are rounded to the nearest thousand, unless otherwise
indicated.

Use of estimates and judgements

The preparation of the consolidated financial statements in conformity with IFRSs requires
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management to make judgements, estimates and assumptions that affect the application of
accounting palicies and the reported amounts of assets, Habilities, income and expenses. Actual
results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the periad in which the estimate is revised and in any future periods
affected.

lnformation about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amaunts recognised in the consolidated
financial statements are described in Note 4,

e} Changes in accounting policies

The Group has adopted the following revised and newly issued IFRSs effective for annual periods
beginning on or after 1 April 2016:

Amendments te |AS 16 and IAS 38: Clarification of Acceptable Methods of Depreciation and
Amortisation

The amendments clarify the principle in IAS 16 Property, Plant and Equipment and {AS 38 intangible
Assets that revenue reflects a pattern of economic benefits that are generated frem operating a
business (of which the asset is a part) rather than the economic benefits that are consumed through
use of the asset. As a result, a revenue-based method cannot be used to depreciate property, plant
and equipment and may only be used in very limited circumstances to amortise intangible assets. The
amendments are applied prospectively and do not have any impact on the Group, given that it has
not used a revenue-based method to depreciate its non-current assets.

Annual Improvements 2012-2014 Cycle

IAS 19 Employee Benefits- The amendment clarifies that market depth of high guality corporate bonds
is assessed based on the currency in which the obligaticn is denominated, rather than the country
where the obligation is ocated. When there is no deep market for high quality corparate bonds in
that currency, government bond rates must be used. This amendment is applied prospectively. This
amendment did not have any impact on consolidated the financiat statements of the Group.

IFRS 7 Financial instruments: Disclosures Servicing contracts- The amendment clarifies that a
servicing contract that includes a fee can constitute continuing involvement in a financial asset. An
entity must assess the nature of the fee and the arrangement against the guidance for continuing
involvement in [FRS 7 in order to assess whether the disclosures are required. The assessment of
which servicing contracts constitute continuing involvement must be done retrospectively. However,
the required disclosures need not be provided for any period beginning before the annuaf period in
which the entity first applies the amendments.

Amendments to IAS 1 Disclosure Initiative

The amendments to JAS 1 clarify, rather than significantly change, existing IAS 1 requirements. The
amendments clarify:
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+ The materiality requirements in IAS 1;

« That specific line items in the statement(s) of income and other comprehensive income and
the statement of financial position may be disaggregated,;

+ That entities have flexibility as to the order in which they present the notes to financial
statements;

« That the share of other comprehensive income of associates and joint ventures accounted
for using the equity method must be presented in aggregate as a single line item, and classified
between those items that will or will not be subsequently reclassified to statement of income.

Furthermore, the amendments clarify the requirements that apply when additional subtotals
are presented in the statement of financial position and the statement(s) of income and other
comprehensive income. These amendments do not have any impact on the consolidated financial
statements of the Group.

3. Significant accounting policies

Except for changes explained in Note 2(e), the Group has consistently applied the accounting policies
set below to all periods presented in these consolidated financial statements.

a) Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Corporation and
its principal subsidiaries. Details of the principal consolidated subsidiaries are included in Note 42.

Business combinations are accounted for using the acquisition method. The cost of an acquisition
is measured as the aggregate of the consideration transferred, measured at acquisition date fair
value and the amount of any non-controlling interest in the acquiree. For each business combination,
the acquirer measures the non-controlling interest in the acquiree either at fair value or at the
proportionate share of the acquiree’s identifiable net assets.

Any contingent consideration to be transferred by the acquirer will be recognised at fair value at
the acquisition date. Contingent consideration classified as an asset or liability that is a financial
instrument and within the scope of IAS 39 Financial Instruments: Recognition and Measurement,
is measured at fair value with changes in fair value recognised either in either profit or loss or as a
change to other comprehensive income. If the contingent consideration is not within the scope of
IAS 39, it is measured in accordance with the appropriate IFRS. Contingent consideration that is
classified as equity is not remeasured and subsequent settlement is accounted for within equity.
Subsidiaries are entities controlled by the Group. The Group controls an entity when it is exposed
to, or has rights to, variable returns from its involvement with the entity and has the ability to affect
those returns through its power over the entity. The financial statements of subsidiaries are included
in the consolidated financial statements from the date on which control commences until the date
on which control ceases.

The financial statements of subsidiaries are prepared using accounting policies that are consistent
with those applied by the Corporation. Adjustments are made to conform any material dissimilar
accounting policies that may exist.

Non-controlling interest (“NCI”) principally represent the portion of profit or loss and net assets of
Kuwait Aromatics Company K.S.C. not held by the Corporation directly and are presented separately
in the consolidated statement of profit or loss and other comprehensive income and separately from
Corporation’s equity within equity in the consolidated statement of financial position.
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Intra-group balances and transactions, including intra-group profits and unrealised profits and losses
are eliminated on consolidation.
The financial statements of the subsidiaries are consolidated on a line-by-line basis by adding
together like items of assets, liabilities, income and expenses.

Accounting periods of subsidiaries

The Corporation’s financial year was from 1 April 2016 to 31 March 2017. The financial year of the
Corporation’s significant subsidiaries is the same as that of the Corporation with the exception of
Kuwait Foreign Petroleum Exploration Company K.S.C., Kuwait Gulf Qil Company K.S.C. {Closed),
KPC Energy Ventures, Inc. and Kuwait Aromatics Company K.5.C.C., whose financial years were from
1 January 2016 to 31 December 2016. Where such subsidiaries do not prepare financial statements
up to the same date as that of the Group, adjustments are made for the effects of any significant
events or transactions which have occurred in the months following the year end of these subsidiaries.

b) Property, plant and equipment
i. Oit and gas properties
Exploratory wells

The tangible element of exploratory wells is included under drilling, exploration and other assets
under construction pending determination of proved reserves. If an exploratory well finds proved
reserves, these costs are transferred to wells and surveys under oil and gas properties. If the
exploratory well does not find proved reserves the costs are written off as abortive. Costs are
considered abortive when they relate to wells, which are permanently abandoned due to the absence
of commercially exploitable reserves of crude oil or temporarily abandoned with no plans for re-entry
in the foreseeable future.

Costs directly associated with an exploration well are capitalised as exploration and evaluation assets
under drilling, exploration and other assets under construction until the drilling of the well is complete
and the results have been evaluated. These costs include employee remuneration, materials, drilling
and contractors’ cost,

Geological and geophysical costs are recognised in the statement of profit or loss and other
comprehensive income, as incurred.

Development Wells

The cost of development wells is included under oil and gas properties as wells and surveys and is
accounted for under the “successful efforts” method of accounting. Under this method, expenditure
on the construction, installation or completion of infrastructure facilities such as platforms, pipelines
and the drilling of development wells is capitalized within oil and gas properties.

Oil and gas properties are stated at cost, less accumulated depreciation and accumulated impairment
losses.

ii. Other property, piant and equipment

Other property, plant and equipment are stated at cost, less accumulated depreciation and
accumulated impairment losses.
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Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of

self-constructed assets includes the cost of materials, contractors’ costs and direct labour, any other

costs directly attributable to bringing the assets to a working condition for their intended use, the

costs of dismantling and removing the items and restoring the site on which they are located, and

capitalised borrowing costs. Purchased software that is integral to the functionality of the related
equipment is capitalized as part of that equipment.

Subsequent costs

Expenditure on major maintenance refits, inspections or repairs comprises the cost of replacement
assets or parts of assets, inspection costs and overhaul costs. Where an asset, or part of an asset that
was separately depreciated and is now written off is replaced and it is probable that future economic
benefits associated with the item will flow to the Group, the expenditure is capitalised. Where part
of the asset replaced was not separately considered as a component and therefore not depreciated
separately, the replacement value is used to estimate the carrying amount of the replaced asset(s)
and is immediately written off. Inspection costs associated with major maintenance programmes are
capitalised and amortised over the period to the next inspection. All other day-to-day repairs and
maintenance costs are expensed as incurred.

Gain or loss on disposal

The gain or loss on disposal of an item of property, plant and equipment is determined by comparing
the proceeds from disposal with the carrying amount of the property, plant and equipment, and is
recognised net within other income/other expenses in the consolidated statement of profit or loss
and other comprehensive income.,

iii. Other assets under construction

Assets in the course of construction are carried at cost, less any recognised impairment loss. Cost
includes all capital costs in accordance with the Group’s accounting policy. Assets under construction
are transferred to the related assets under property, plant and equipment when the underlying
project is substantially completed and the related asset is brought into use.

Depreciation of these assets commences when the assets are ready for their intended use.
iv. Depreciation

Depreciation is based on the cost of an asset less its residual value, where applicable. Significant
components of individual assets are assessed and if a component has a useful life that is different
from the remainder of that asset, that compaonent is depreciated separately.

Depreciation is recognized in the consolidated statements of profit or loss and other comprehensive
income on a straight-line basis over the estimated useful lives of each part of an item of property,
plant and equipment except for oil and gas properties, which are depreciated and depleted on a unit
of production basis over the commercial proven and probable reserves (“2P reserves”). Other assets
under construction and land are not depreciated.
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The estimated useful lives for the current and comparative year, in accordance with the instructions of the
Parent Company, as approved by the Supreme Council for Petroleum, are as follows:

Asset category Depreciation
2016 - 2017 2015- 2016
Years Years
Oil and gas
Unit of Unit of
Oil and gas properties production production
Plant and machinery 25-20 25-20
Tankage, pipelines and jetties 25-20 25-20
Wells and surveys 2010 20-10
Service plant and drilling equipment 5- 4 5- 4
Vessels 35-30 35-30

Other property and equipment

Land, buildings and roads 25 25
Furniture, tools and computers 10-5 10-5
Vehicles, ships and marine craft 13-5 13-5

Depreciation methods, useful lives and residual values are reviewed at each reporting date and adjust if

appropriate.

c) Goodwill

Goodwill is initially measured at cost, being the excess of the aggregate of the consideration
transferred and the amount recognised for NCI over the fair value of the identifiable net assets
acquired and liabilities assumed. If the fair value of the identifiable net assets acquired is in excess
of the aggregate consideration transferred (bargain purchase), before recognising a gain, the Group
reassesses whether it has correctly identified all of the assets acquired and all of the liabilities assumed
and reviews the procedures used to measure the amounts to be recognised at the acquisition date.
If the assessment still results in an excess of the fair value of net assets acquired over the aggregate
consideration transferred, then the gain is recognised in the statement of profit or loss and other
comprehensive income.

After initial recognition, goodwill is measured at cost less any accumutated impairment losses.
For the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, allocated to each of the Group’s cash generating units (“CGUs") that are expected
to benefit from the combination, irrespective of whether other assets or liabilities of the acquiree are
assigned to those units. When the recoverable amount of the CGU is less than its carrying amount,
an impairment loss is recognised. Impairment losses relating to goodwill cannot be reversed in future
periods.

Where goodwill forms part of a CGU and part of the operation in that unit is disposed of, the goodwill
associated with the disposed operaticn is included in the carrying amount of the operation when
determining the gain or loss on disposal. Goodwill disposed of in these circumstances is measured
based on the relative values of the disposed operation and the portion of the CGU retained.
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d) Intangible assets

Intangible assets acquired separately are measured at cost on initial recognition. The cost of intangible
assets acquired in a business combination is their fair value as at the date of acquisition. Following
initial recognition, intangible assets are carried at cost less any accumulated amortisation and any
accumulated impairment losses.

Intangible assets with indefinite useful lives are not amortised, but are tested for impairment
annually, either individually or at the CGUs level. The assessment of indefinite life is reviewed annually
to determine whether the indefinite life continues to be supportable. If not, the change in useful
life from indefinite to finite is made on a prospective basis. Intangible assets consist of application
software, license costs, intellectual property and other agreements etc.

Pre-license costs
Pre-license costs are expensed in the period in which they are incurred.
License and property acquisition costs

Exploration license and leasehold property acquisition costs are capitalised within intangible assets
and are reviewed at each reporting date to confirm that there is no indication that the carrying
amount exceeds the recoverable amount. This review includes confirming that exploration drilling is
still under way or firmly planned, or that it has been determined, or work is under way to determine,
that the discovery is econonlically viable based on a range of technical and commercial considerations
and sufficient progress is being made on establishing development plans and timing.

If no future activity is planned, the carrying value of the license and property acquisition costs is
written off through the consolidated statements of profit or loss and other comprehensive income.
Upon recognition of proved reserves and internal approval for development, the relevant expenditure
is transferred to oil and gas properties.

Exploration and evaluation costs

Exploration and evaluation activity involves the search for mineral resources, the determination of
technical feasibility and assessment of commercial viability of an identified resource. Once the legal
right to explore has been acquired, costs directly associated with an exploration well are capitalised
as exploration and evaluation intangible asset until the drilling of the well is complete and the results
have been evaluate.

If no potentially commercial hydrocarbons are discovered, the exploration asset is written offas a dry
hole. If extractable hydrocarbons are found and, subject to further appraisal activity (e.g., the drilling
of additional wells), are likely to be capable of being commercially developed, the costs continue
to be carried as an intangible asset while sufficient/ continued progress is made in assessing the
commerciality of the hydrocarbons. Costs directly associated with appraisal activity undertaken
to determine the size, characteristics and commercial potential of a reservoir following the initial
discovery of hydrocarbons, including the costs of appraisal wells, where hydrocarbons were not
found, are initially capitalised as an exploration and evaluation intangible asset. All such capitalised
costs are subject to technical, commercial and management review as well as review for indicators
of impairment at least once a year. This is to confirm the continued intent to develop or otherwise
extract value from the discovery. When this is no longer the case, the costs are written off to profit
or loss.
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When proved reserves of oil and natural gas are identified and development is sanctioned by
management, the relevant capitalised expenditure is first assessed for impairment and (if required)
any impairment loss is recognised, then the remaining balance is transferred to oil and gas properties.
No amortization is charged during the exploration and evaluation phase.

Gain or loss on disposal
Gains or losses arising from de-recognition of an intangible asset are measured as the difference

between the net disposal proceeds and the carrying amount of the asset and are recognised in
the consolidated statement of profit or loss and other comprehensive income when the asset is

derecognised.
Amortisation

All intangible assets with finite useful lives are amortised on a straight line basis over the useful
economic life, except for certain intangible assets which are amortised on a unit of production basis,
where applicable.

The estimated useful lives for current and comparative period is as follows:

Years
*License cost 3-30
Application software 5
Reservation right fees 25
Seismic survey and others Mare than 10

*|ncluded in license cost, certain assets which are amortised over a thirty year period as the Group
considers such costs to be closely associated with the economic life of the land, buildings and facilities
which are the subject of the licences.

The amortisation period and the amortisation method for an intangible asset with a finite useful
life is reviewed at least at the end of each reporting period. Changes in the expected useful life
or the expected pattern of consumption of future economic benefits embodied in the asset are
considered to modify the amortisation pericd or method, as appropriate, and are treated as changes
in accounting estimates prospectively.

e) Available-for-sale investments

These assets are initially recognised at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition, they are measured at fair value and changes therein, other than
impairment losses and foreign currency differences on debt instruments, are recognized in other
comprehensive income and accumulated in the fair value reserve. When these assets are derecognised,
the gain or loss accumulated in equity is reclassified to the consolidated statement of profit or loss.

Impairment
For financial assets available for sale, the Group assesses at each reporting date whether there is
objective evidence that an investment or a group of investments is impaired.
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In the case of equity investments classified as available for sale, objective evidence would include

a significant or prolonged decline in the fair value of the investment below its cost. ‘Significant’ is

to be evaluated against the original cost of the investment and ‘prolonged’ against the period in
which the fair value has been below its original cost. Where there is evidence of impairment, the
cumulative loss {measured as the difference between the acquisition cost and the current fair value,
less any impairment loss on that investment previously recognised in the consolidated statement of
income) is removed from other comprehensive income and recognised in the consolidated statement

of profit or loss. Impairment losses on equity investments are not reversed through the consolidated
statement of income. Any increase in fair value after impairment is recognised directly in other

comprehensive income.

In the case of debt instruments classified as available for sale, impairment is assessed based on
the same criteria as financial assets carried at amortised cost. Subsequent increase in fair value of
a debt instrument which is objectively related to an event occurring after the impairment loss was
recognised, is credited to the consolidated statement of profit or loss and other comprehensive
income.

f) Investments in equity accounted investees

The Group’s interests in equity-accounted investees comprise interests in associates and joint
ventures.

An associate is an entity over which the Group has significant influence. Significant influence is the
power to participate in the financial and operating policy decisions of the investee, but is not control
or joint control over those policies.

A joint venture is a type of joint arrangement whereby the parties that have joint control of the
arrangement have rights to the net assets of the joint venture. Joint control is the contractually
agreed sharing of control of an arrangement, which exists only when decisions about the relevant
activities require unanimous consent of the parties sharing centrol.

The considerations made in determining significant influence or joint control are similar to those
necessary to determine control over subsidiaries.

Interests in associates and the joint venture are accounted for using the equity method. They are
recognised initially at cost, which includes transaction costs. The carrying amount of the investment
is adjusted to recognise changes in the Group’s share of net assets of the associate or joint venture
since the acquisition date. Goodwill relating to the associate or joint venture is included in the carrying
amount of the investment and is neither amortised nor individually tested for impairment.

The profit or loss reflects the share of the results of operations of the associate or joint venture.
Where there has been a change recognised in other comprehensive income of the associate or joint
venture, the Group recognises its share of any changes and discloses this, when applicable, in other
comprehensive income. In addition, when there has been a change recognised directly in the equity
of the associate or joint venture, the Group recognises its share of any changes, when applicable, in
the consolidated statement of changes in equity.

After application of the equity method, the Group determines whether it is necessary to recognise
an impairment loss on its investment in its associate or joint venture. At each reporting date, the
Group determines whether there is objective evidence that the investment in the associate or joint
venture is impaired. If there is such evidence, the Group calculates the amount of impairment as the
difference between the recoverable amount of the associate or joint venture and its carrying value,
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and then recognises the loss in the statement of profit or loss.

An impairment loss in respect of investment in equity-accounted investees are measured by
comparing the recoverable amount of the investments with its carrying amount in accordance with
impairment of non-financial assets (Note m).

Unrealised gains arising from transactions with the equity accounted investees are eliminated against
the investment to the extent of the Group’s interest in the associate and joint venture. Unrealised
losses are eliminated in the same way as unrealised gains, but only to the extent that there is no
evidence of impairment.

Distributions received from the associate and joint venture reduce the carrying amount of the
investment.

Upon loss of significant influence over the associate or joint control over the joint venture, the
Group measures and recognises any retained investment at its fair value. Any difference between
the carrying amount of the associate or joint venture upon loss of significant influence or joint
control and the fair value of the retained investment and proceeds from disposal is recognised in the
consolidated profit or loss and other comprehensive income.

Some of the equity accounted investees has year-end different from the Group’s consolidated
financial statements. Accordingly, the adjustments are made for any significant transactions or
events happening in the months between the year end of the equity accounted investees and 31
March.

g) Interests in joint operations

A joint operation is a contractual arrangement whereby two or more parties that have joint control
of the arrangement have rights to the assets and obligations for the liabilities, relating to the
arrangement.

Interests in joint operations are accounted for using the proportionate consolidation method. The
Group combines its share of each of the assets, liabilities, income and expenses of the joint operations
with the similar items, line by line, in its consolidated financial statements. The financial statements of
the joint operations are prepared at 31 December and 28 February and accordingly, adjustments
are made for the effect of any significant events or transactions occurring in the months between the
year end of the joint operations and 31 March.

Where practicable, adjustments are made to the joint operations’ audited financial statements to
bring them in line with the Group’s accounting policies.

The joint operations are proportionately consolidated from the date of acquisition of joint control

until the date on which the Group ceases to have joint control over the joint operations. All intra-group

transactions and balances are eliminated to the extent of the Group's share in the joint operations.
h) Inventories

i) Crude oil and petroleum products

Crude oil inventory is valued at the lower of weighted average cost and net realisable value at the
year end. The cost of crude oil to the Corporation is determined by the Government of Kuwait in
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accordance with the Decree issued on 17 January 1981. The formula for establishing the cost of
crude oil has been revised in accordance with a resolution by the Supreme Council for Petroleum
effective 1 July 1997.

Liquefied petroleum gas and finished products are valued at the lower of cost and net realisable value.
Cost is determined using the weighted average method on an individual product basis. Costs are
those expenses incurred in bringing each product to its present location and condition. This includes
cost of crude oil and natural gas supplied plus an allocation of processing costs and overheads to
each product based on their relative market values.

Net realisable value is based on estimated selling price less any further costs expected to be incurred
on completion and disposal.

ii) Other

Spare parts, materials and supplies mainly used in operations are valued at lower of cost and net
realisable value. Cost is determined using the weighted average cost method. Provision is made for
slow moving items where necessary and is recognised in profit or loss.

i) Trade receivables

Trade receivables are stated at their cost less impairment losses. Long term receivables are discounted
to their net present value and are stated at amortised cost less impairment losses.

i) Deferred expenses

The deferred expenses mainly represent catalysts used in the refining process which are amortised
on a straight line basis over their estimated useful lives less impairment losses. Deferred expenses
are recognised to the extent that the expenses incurred represent the future economic benefits to

flow to the Group.

k) Cash and cash equivalents

Cash and cash equivalents for the purpose of preparing the consolidated statement of cash flows
comprise cash, short-term bank deposits and highly liquid investments with a maturity date not
exceeding three months from the date of placement.

I) Recognition and de-recognition of financial assets and liabilities

A financial asset or a financial liability is recognised when the Group becomes a party to the
contractual provisions of the instrument. A financial asset (in whole or in part) is derecognised
either when the Group has transferred substantially al! the risks and rewards of ownership or when
it has neither transferred nor retained substantially all the risks and rewards and when it no longer
has control over the asset or a proportion of the asset. A financial liability is de-recognised when the
obligation specified in the contract is discharged, cancelled or expired.

m) Impairment

Impairment of non-financial assets
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An asset is impaired if its carrying amount exceeds its estimated recoverable amount. The recoverable
amount of an asset is the greater of its value in use and its fair value less costs to sell. In assessing
value in use, the estimated future cash flows are discounted to their present value using a discount
rate that reflects current market assessments of the time value of money and the risks specific to
the asset. An assessment is made at each reporting date to determine whether there is objective
evidence that an asset may be impaired. If such evidence exists, an impairment loss is recognised in
the consolidated statement of profit or loss and ather comprehensive income.

For the purpose of impairment testing, assets are grouped together into the smallest group of assets
that generates cash inflows from continuing use that are largely independent of cash inflows of ather
asseis or groups of assets i.e. CGU. The goodwill acquired in a business combination, for the purpose
of impairment testing, is allocated to CGUs that are expected to benefit from the synergies of the
combination.

An impairment loss is reversed if there has been a change in the estimates used to determine the
recoverable amaunt. An impairment lass is reversed only to the extent that the asset’s carrying
amount does not exceed the carrying amount that would have been determined, net of depreciation
or amortisation, if no impairment loss had been recognised.

Impairment of financial assets other than available for sale investments

Financial assets not classified as at fair value through profit or loss, including an interest in an equity-
accounted investee, are assessed at each reporting date to determine whether there is objective
evidence of impairment.

Objective evidence that financial assets are impaired includes:

« default or delinquency by a debtor;

« restructuring of an amount due to the Group on terms that the Group would not consider otherwise;
« indications that a debtor ar issuer will enter bankruptcy;

- adverse changes in the payment status of borrowers or issuers;

» the disappearance of an active market for a security; or

- observable data indicating that there is measurable decrease in expected cash flows from a group
of financiaf assets.

The Group considers evidence of impairment for these assets at both an individual asset and a
collective fevel. All individually significant assets are individually assessed for impairment. Those
found not to be impaired are then collectively assessed for any impairment that has been incurred
but not yet individually identified. Assets that are not individually significant are collectively assessed
for impairment. Collective assessment is carried out by grouping together assets with similar risk
characteristics.

In assessing collective impairment, the Group uses historical information on the timing of recoveries
and the amount of loss incurred, and makes an adjustment if current economic and credit conditions
are such that the actual losses are likely to be greater or lesser than suggested by historical trends.

An impairment loss is calculated as the difference between an asset’s carrying amount and the
present value of the estimated future cash flows discounted at the asset's original effective interest
rate. Losses are recognised in the consolidated statement of profit or loss and other comprehensive
income and reflected in an allowance account. When the Group considers that there are no realistic
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prospects of recovery of the asset, the relevant amounts are written off. If the amount of impairment
loss subsequently decreases and the decrease can be related objectively to an event occurring after
the impairment was recognised, then the previously recognised impairment loss is reversed through
profit or loss.

n) Trade payables
Trade payables are stated at their amortised cost.
o} Bank borrowings

Interest-bearing bank loans and overdrafts are recorded at the proceeds received, net of direct issue
costs. Finance charges, including premiums payable on settlement or redemption and direct issue
costs, are accounted for on an accruals basis in profit or loss using the effective interest rate method
and are added to the carrying amount of the instrument to the extent that they are not settled in
the period in which they arise.

p) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of an asset that
necessarily takes a substantial period of time to get ready for its intended use or sale (a qualifying
asset) are capitalised as part of the cost of the respective assets. Borrowing costs consist of interest
and other costs that an entity incurs in connection with the borrowing of funds. Where funds are
borrowed specifically to finance a project, the amount capitalised represents the actual borrowing
costs incurred. Where surplus funds are available for a short term out of money borrowed specifically
to finance a project, the income generated from the temporary investment of amounts is also
capitalized and deducted from the total capitalised borrowing cost. Where the funds used to finance
a project form part of general borrowings, the amount capitalised is calculated using a weighted
average of rates applicable to relevant general borrowings of the Group during the period.

All other borrowing costs are recognised in the consolidated statement of profit or loss and other
comprehensive income in the period in which they are incurred. Even though exploration and
evaluation assets can be qualifying assets, they generally do not meet the oprobable economic
benefits» test and also are rarely debt funded. Any related borrowing costs are therefore generally
recognised in profit or loss in the period they are incurred.

q) Foreign currency translation

Transactions in foreign currencies are initially recorded at the functional currency rate ruling at
the date of the transaction, Monetary assets and liabilities denominated in foreign currencies are
retranslated at the functional currency rate of exchange ruling at the reporting date. All differences
are taken to profit or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rates as at the dates of the initial transactions. Non-monetary items measured
at fair value in a foreign currency are translated using the exchange rates at the date when the fair
value was determined.

The Group's investments in foreign subsidiaries, associates and joint ventures are translated into
Kuwaiti Dinars at the year end rates of exchange and the results of the subsidiaries, associated
companies and joint ventures are translated into Kuwaiti Dinars at the average rates of exchange
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for the year. Foreign currency differences on the translation of foreign operations are recognised in
other comprehensive income. When a foreign operation is disposed of, the relevant amount in the
translation reserve is transferred to profit or loss as part of the profit or loss on disposal.

r) Fair values of financial instruments

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is
based on the presumption that the transaction 1o sell the asset or transfer the liability takes place
either:

« I the principal market for the asset or liability, or
« In the absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to the Group. The fair value of
an asset or a liability is measured using the assumptions that market participants would use when
pricing the asset or liability, assuming that market participants act in their economic best interest.

For investments and derivatives traded in organised financial markets, fair value is determined by
reference to quoted market bid prices at the close of business on the reporting date. The fair value of
fund investments or similar investment vehicles is based on the last reported net asset values from
the fund managers.

For investments where there is no quoted market price, a reasonable estimate of the fair value is
determined by using valuation techniques such as recent arm’s length transactions, reference to
the current fair value of another instrument that is substantially the same, an earnings multiple,
or is based on the expected cash flows of the investment discounted at current rates applicable for
iterns with similar terms and risk characteristics. Fair value estimates take into account liquidity
canstraints and assessment for any impairment.

The Group uses valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair value, maximising the use of relevant observable inputs
and minimising the use of unobservable inputs.

s} Trade and settlement date accounting

All “regular way” purchases and sales of financial assets are recognised on the trade date, i.e. the date
that the Group commits te purchase or sell the asset. Regular way purchases or sales are purchases
or sales of financial assets that require delivery of assets within the time frame generally established
by regulation or convention in the market place.

t) Taxes on income

Income tax expense represents the sum of tax currently payable and deferred tax relating to individual
subsidiaries and their focal tax jurisdictions. The tax currently payable is based on taxable profit for
the year, calculated using tax rates that have been enacted or substantively enacted by the reporting
date. Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for income
tax purposes. Deferred tax assets and liabilities are measured using the tax rates expected to be
applied to taxable income in the years in which those temporary differences are expected to be
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recovered or settled. Deferred tax assets are recognised for the carry forward of unused tax losses
and unused tax credits to the extent that it is probable that future taxable profit will be available
against which the unused tax losses and unused tax credits can be utilised.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in
subsidiaries and associates and interests in joint venture, except where the Group is able to control
the reversal of the temporary differences and it is probable that the temporary differences will not
reverse in the foreseeable future.

Derivatives

The Group enters into various types of transactions that involve derivative financial instruments. A
derivative financial instrument is a financial contract between two parties whose value changes in
response to movements in a reference price, rate, index or similar variable that requires a minimal
initial net investment relative to other types of contracts, and that is settled at a future date.
Derivative financial instruments include forwards, futures, swaps and options.

Derivatives are stated at fair value. The fair value of a derivative is the amount for which an asset could
be exchanged, or a liability settled between knowledge and willing parties in arm’s leght transaction.
Derivatives with positive market values (unrealised gains) are included in other receivables and
derivatives with negative market values {unrealised losses) are included in other payables in the
consolidated statement of financial position. The resultant gains and losses from derivatives held for
trading purpose are included in the consolidated statement profit or loss and other comprehensive
income.

The Group also enters into sales and purchase contracts as part of its international operations.
Where these contracts qualify as a derivative or include an embedded derivative as defined by IAS
39, they are stated at fair value. Fair value is assessed by applying prevailing market prices directly to
the contract or embedded derivative, where possible, or by identifying separate financial instruments
which have the same terms and are readily traded in the relevant markets.

v) Provisions

w)

x)

A provision is recognised if, as a result of a past event, the Group has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will
be required to settle the obligation. Provisions are measured at the best estimate of the amount to
be settled.

Offsetting

Financial assets and financial liabilities are only offset and the net amount reported in the consolidated
statement of financial position when there is a legally enforceable right to set off the recognised
amounts and the Group intends to either settle on a net basis, or to realise the asset and settle the
liability simultaneously.

Revenue recognition
Sales are recognised on the date legal title passes to the customer in accordance with the contract of

sale. Other operating revenues are recognised as work is performed or over the terms of the related
contracts.
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Revenues from the production of oil, in which the Group has an interest with other producers, is
recognised based on the Group’s working interest and the terms of the relevant production sharing
contracts. Under adjusting revenue method, the excess of preduct soid during the period over the
participant’s ownership share of production from the property is recognised by the overlifting party
a liability (deferred revenue) and not as a revenue.

In case of take or pay contracts, the Group makes a long term supply commitment in return for a
commitment from the buyer to pay for minimum quantities, whether or not the customer takes the
delivery. These commitments contain protective and adjustment provisions. If a buyer has a right to
get a make up delivery at a later date, revenue recognition is deferred and only recognised when the
product is delivered, or the make up product can no longer be taken. If no such options exists within
the cantractual terms, revenue is when the take or pay penalty is triggered.

The Group operates some customer loyalty programmes accounted for in accordance with the IFRIC
13. In particular, part of the consideration received from the sales transactions is allocated to award
credits granted, on the basis of their fair value, and recorded in the consolidated statement of financial
position “Other liabilities”; such liability is released to the profit and loss account (as a revenue) in
the year when award credits are redeemed by customers or rights are cancelled

fnterest is recognised on the accrual basis.
Dividend income is recognised when the Group's right to receive payment is established.
y) Leases

Rentals paid under operating leases are expensed on a straight-line basis over the lease term,
irrespective of the terms of payment.

z) Provision for employees’ indemnity
Defined benefit and contribution scheme — Parent and local subsidiaries

Provision is made for employees' indemnity in accordance with the Kuwait Labour Law based on
employees’ salaries and accumulated periods of service or on the basis of employment contracts,
where such contracts provide extra benefits. The provision, which is unfunded, is determined as the
amount payable to employees as a result of involuntary termination of employment at the reporting
date.

Pensions and other social benefits for Kuwaiti employees are covered by The Public Institution
for Social Security Scheme, to which employees and employers contribute monthly on a fixed-
percentage-of-salaries basis. The Group’s share of contributions to this scheme, which is a defined
contribution scheme, is charged to profit or loss in the year to which they relate. The difference
between Oil Sector Law and Labor Law is also accrued for Kuwaiti employees.

Defined benefit scheme — Foreign subsidiaries

The Group’s subsidiaries in the UK, Sweden, Belgium, Germany and Italy (see “Termination allowances”
below) provide defined pension schemes for their employees. The funds are valued every period by
professionally qualified independent actuaries. The obligations and costs of pension benefits are
determined using the projected Unit Credit Method. When the calculation results in a potentiaf asset
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for the Group, the recognised asset is limited to the present value of economic benefits available in
the form of any future refunds from the plan or reductions in future contributions to the plan. To
calculate the present value of economic benefits, consideration is given to any applicable minimum
funding requirements.

Remeasurements of the net defined benefit liability, which comprise actuarial gains and losses,
the return on plan assets (excluding interest) and the effect of the asset ceiling (if any, excluding
interest), are recognised immediately in other comprehensive income. The Group determines the net
interest expense (income) on the net defined benefit liability (asset) for the period by applying the
discount rate used to measure the defined benefit obligation at the beginning of the annual period
to the then-net defined benefit liability (asset), taking into account any changes in the net defined
benefit liability (asset) during the period as a result of contributions and benefit payments. Net
interest expense and other expenses related to defined benefit plans are recognised in profit or loss.

When the benefits of a plan are changed or when a plan is curtailed, the resulting change in benefit
that relates to past service or the gain or loss on curtailment is recognised immediately in profit or
loss. The Group recognises gains and losses on the settlement of a defined benefit plan when the
settlement occurs.

Defined contribution schemes

In addition to the defined schemes described above, the Group's affiliates in the UK, Belgium
and Netherlands sponsor defined contribution plans for employees based on local practices and
regulations. The Group’s contributions relating to defined contribution schemes are charged to profit
or loss in the year to which they relate.

Termination allowances

Employees in the Group's Italian operations are entitled to retirement benefits in the form of
termination allowances, These allowances are payable to employees upon retirement or leaving
employment according to the amounts provided during the service life of each employee. The
allowances may be drawn by employees, in part, during their employment for certain specific
purposes. The Group accounts for these arrangements using defined benefit principles.

aa) Emissions’ rights

The Group is a party to the EU Emissions Allowance Trading Scheme under which EU member states
are required to set an emission cap for certain installations. The Group records a liability, at fair value,
for any deficits arising under this scheme but does not record an asset for any surpluses arising.
Profits from the sale of emissions’ surpluses are shown within other income.

bb) Assets held for sale

Assets classified as held for sale are separately presented in the consolidated statement of financial
position and reported at the lower of the carrying amount or fair value less costs to sell, and are no
longer depreciated. The assets and liabilities classified as held for sale are presented in current assets

and liabilities of the consolidated statement of financial position.

cc) New standards and interpretations not yet adopted
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A number of new standards, amendments to standards and interpretations are not yet effective at
21 March 2017, and have not been applied in preparing these consolidated financial statements, Of
these pronouncements, potentially the following will have an impact on the Group's financial results.
The Group plans to adopt these pronouncements when they become effective.

IFRIC 22 Foreign Currency Transactions and Advance Consideration, issued in December 2016,
addresses how to determine the date of the transaction for the purpose of determining the exchange
rate to use on initial recognition of the related asset, expense or income (or part of it) on the
derecognition of a non-monetary asset or non-monetary liability arising from the payment or receipt
of advance consideration in a foreign currency. IFRIC 22 is effective for annual reporting periods
beginning on or after 1 January 2018, with early adoption permitted. The Group is assessing the
potential impact on its consolidated financial statements resulting from the application of IFRIC 22.

IFRS 2 Share-based Payment was amended in June 2016 by the Classification and Measurement
of Share-based Payment Transactions. The amendments provide requirements on the accounting
for the effects of vesting and non-vesting conditions on the measurement of cash-settled share-
based payments; share-based payment transactions with a net settiement feature for withholding
tax obligations; a modification to the terms and conditions of share~-based payment that changes the
classification of the transaction from cash-settled to equity-settled. The amendments are effective
for annual reporting periods beginning on or after 1 January 2018, with early adoption permitted.
The Group is assessing the potential impact on its consolidated financial statements resulting from
the application of the amendments to IFRS 2.

IAS 7 Statement of Cash Flows was amended in January 2016 by the Disclosure Initiative. The
amendments require entities to provide a reconciliation of financing cash flows in the statement of
cash flows to the opening and closing balances of liabilities arising from financing activities (except
for equity balances) in the statement of financial position. The amendments are effective for annual
reporting periods beginning on or after 1 January 2017, with early adoption permitted. The Group is
assessing the potential impact on its consolidated financial statements resulting from the application
of the amendments to IAS 7.

IFRS 16 Leases, issued in January 2016, replaces the existing lease accounting guidance in 1AS 17
Leases, IFRIC 4 Determining whether an Arrangement contains a lease, SIC-15 Operating Leases
— Incentives and SIC-27 Evaluating the Substance of Transactions involving the Legal Form of a
Lease. 1t eliminates the current dual accounting model for lessees, which distinguishes between on-
balance sheet finance leases and off-balance sheet operating leases, Instead, there is a single, on-
balance sheet accounting model that is similar to current finance lease accounting. Lessor accounting
remains similar to current practice — i.e. lessors continue to classify leases as finance and operating
leases. IFRS 16 is effective for annual reporting periods beginning on or after 1 January 2019, Early
adoption is permitted if IFRS 15 Revenue from Contracts with Customers is also adopted. The Group
is currently assessing the potential impact on its consolidated financial statements resulting from
the application of IFRS 16.

IFRS 9 Financial instruments, published in July 2014, replaces the existing guidance in IAS 39
Financial Instruments: Recognition and Measurement. IFRS 9 includes revised guidance on the
classification and measurement of financia! instruments, including a new expected credit loss model
for calculating impairment of financial assets, and the new general hedge accounting requirements.
it also carries forward the guidance on recognition and derecognition of financial instruments from
1AS 39. IFRS 9 is effective for annual reporting periods beginning on or after 1 January 2018, with
early adoption permitted. The Group is currently assessing the potential impact on its consolidated
financial statements resulting from the application of IFRS 9.



84 Annual Rep@rt 2016 -2017 Kuwait Petroleum Corporation and Schsidiaries. State of Kuwait

www . kpc.com. kw Consolidated statement of financial position
a5 gt §1 March 2017

IFRS 15 Revenue from Contracts with Customers, issued in May 2014, establishes a comprehensive
framework for determining whether, how much and when revenue is recognised. It replaces existing
revenue recognition guidance. The core principle of the new standard is that an entity recognises
revenue to depict the transfer of promised goods or services to customers in an amount that reflects
the consideration to which the entity expects to be entitled in exchange for those goods or services.
The new standard results in enhanced disclosures about revenue, provides guidance for transactions
that were not previously addressed comprehensively and improves guidance for multiple-element
arrangements. IFRS 15 is effective for annual reporting periods beginning on or after 1 January
2018, with early adoption permitted. The Group is currently assessing the potential impact on its
consolidated financial statements resulting from the application of IFRS 15.

4. Significant accounting judgement and estimates
Critical judgements in applying the Group’s accounting policies

In the process of applying the Group's accounting policies, which are described in this note,
management has made the following judgments that have the most significant effect on the amounts
recognised in the consolidated financial statements (apart from those involving estimations, which
are dealt with below).

Recognition of provisions

The Group is subject to a number of matters which could lead to an outflow of economic benefits.
In making an assessment as to whether such matters require either provision or disclosure,
management is required to consider, amongst other factors, whether a constructive obligation exists
at the reporting date and whether the resulting risk of an outflow of economic benefits is probable
(requiring a provision), less than probable but more than remote (requiring disclosure) or remote
(requiring neither provision nor discourse). In the current year, the most significant judgements
made by management relating to the above are:

- The extent to which the Group has constructive obligations in relation to the clean up of
environmental exposures in a number of different affiliates;

+ The extent to which the Group has constructive obligations at the reporting date in relation to
various restructuring programs; and

- The extent to which it is probable that the Group will have to make payments in respect of a
number of tax, legal and regulatory disputes.

Further details of amounts for which either provision or disclosure was deemed to be required are
given in Notes 21 and 35 respectively.

Impairment of available-for-sale investments

The Group treats available-for-sale investments as impaired when there has been a significant or
prolonged decline in the fair value below its cost or where other objective evidence of impairment
exists. The determination of what is “significant” or “prolonged” requires considerable judgment.

Classification of securities

Management decides on acquisition of securities whether they should be classified as investments
carried at fair value through profit or lass or available-for-sale.
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The management classifies its securities as carried at fair value through profit or loss if they are
acquired primarily for the purpose of short term profit making and the fair value of those securities
can be reliably determined.

Classification of securities at fair value through profit or loss depends on haw management monitors
the performance of these securities when they are not classified as held for trading but have readily
available fair values and the changes in fair values are reported as part of profit or loss in the
management accounts, they are classified at fair value through profit or loss. Other securities are
classified as available-for-sale.

Joint arrangements

Judgement is required to determine when the Group has joint control over an arrangement, which
requires an assessment of the relevant activities and when the decisions in relation to those activities
require unanimous consent. The Group has determined that the relevant activities for its joint
arrangements are those relating to the operating and capital decisions of the arrangement, including
the approval of the annual capital and operating expenditure work program and budget for the
joint arrangement, and the approval of chosen service providers for any major capital expenditure
as required by the joint operating agreements applicable to the entity’s joint arrangements.. The
considerations made in determining joint control are similar to those necessary to determine control
over subsidiaries.

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key sources of estimation uncertainty at the
reporting date, that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities in the next financial year, are discussed below:

Valuation of unquoted equity securities
Valuation of unquoted equity securities is normally based on one of the following:

+ recent market transactions;

« current fair value of another instrument that is substantially the same;

+ the expected cash flows discounted at current rates applicable for items with similar terms and
risk characteristics; or

+ other valuation models.

The determination of the cash flows and discount factors for unquoted equity investments requires
significant estimation.

Measurement of provisions

Having concluded that a provision is required for a potential exposure (see above), the amount to
be recognised shall be the best estimate of the expenditure required to settle the present obligation
at the reporting date, taking into consideration any relevant risks and uncertainties and the time
value of money. This requires management to make its best estimates of the likely future outflows,
the expected timing of such outflows and the discount rate to be applied to such outflows, taking
into account the risks specific to the particular exposure. Further details of the nature of provisions
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recorded by the Group are provided in Note 21. The majority of these exposures are expected to be
settled over a relatively limited number of years which limits the uncertainty in respect of the time
value of money.

Reserve and resource estimates

Qit and gas production properties are depreciated on a units of production (“UOP”) basis at a rate
calculated by reference to total 2P reserves determined using the latest estimates provided by the
Group's technical staff, which are based on estimates provided by the field operator. Commercial
reserves are determined using estimates of oil in place, recovery factors and future oil prices, the
latter having an impact on the total amount of recoverable reserves and the proportion of the gross
reserves which are attributable to the host government under the terms of the Production-Sharing
Agreements. Future development costs are estimated using assumptions as to the number of wells
required to produce the commercial reserves, the cost of such wells and associated production
facilities, and other capital costs.

As the economic assumptions used may change and as additional geological information is produced
during the operation of a field, estimates of recoverable reserves may change. Such changes may
impact the Group’s reported financial position and results which include:

« The carrying value of exploration and evaluation assets, oil and gas properties, property, other fixed
assets and goodwill may be affected due to changes in estimated future cash flows.

« Depreciation, depletion and amortisation charges in consolidated statement of income may change
where such charges are determined using the units UOP method, or where the useful life of the
related assets change.

- Provisions for decommissioning may change - where changes to the reserve estimates affect
expectations about when such activities will occur and the associated cost of these activities.

« The recognition and carrying value of deferred income tax assets may change due to changes in
the judgments regarding the existence of such assets and in estimates of the likely recovery of such
assets.

Exploration and evaluation expenditures

The application of the Group’s accounting policy for exploration and evaluation expenditure requires
judgement in determining whether it is likely that future economic benefits are likely either from
future exploitation or sale or where activities have not reached a stage which permits a reasonable
assessment of the existence of reserves. The determination of reserves and resources is itself an
estimation process that requires varying degrees of uncertainty depending on sub-classification
and these estimates directly impact the point of deferral of exploration and evaluation expenditure.
The deferral policy requires management to make certain estimates and assumptions as to future
events and circumstances, in particular whether an economically viable extraction operation can be
established.

Any such estimates and assumptions may change as new information becomes available. If, after
expenditure is capitalised, information becomes available suggesting that the recovery of the
expenditure is unlikely, the relevant capitalised amount is written off in consclidated statement of
income in the period when the new information becomes available
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Units of production depreciation of oil and gas properties

Oil and gas properties are depreciated using the UOP method over 2P reserves. This results in a
depreciation, depletion and amortisation charge proportional to the depletion of the anticipated
remaining production from the field.

Each items’ life, which is assessed annually, has regard to both its physical life limitations and to
present assessments of economically recoverable reserves of the field at which the asset is located.
These calculations require the use of estimates and assumptions, including the amount of recoverable
reserves and estimates of future capital expenditure. The calculation of the UOP rate of depreciation
could be impacted to the extent that actual production in the future is different from current forecast
production based on total 2P reserves, or future capital expenditure estimates changes, Changes
to reserves could arise due to changes in the factors or assumptions used in estimating reserves,
including:

- The effect on proved reserves of differences between actual commodity prices and commodity
price assumptions, or

+ Unforeseen operational issues.

- Changes are accounted for prospectively.

impairment of oil and gas properties

The Group assesses each asset or CGU at every reporting pericd to determine whether any indication
of impairment exists. Where an indicator of impairment exists, a formal estimate of the recoverable
amount is made, which is considered to be the higher of the fair value less costs to sell and value in
use. These assessments require the use of estimates and assumptions such as long-term oil prices
(considering current and historical prices, price trends and related factors), discount rates, operating
costs, future capital requirements, decommissioning costs, exploration potential, reserves estimates
and operating performance {which includes production and sales volumes). These estimates and
assumptions are subject to risk and uncertainty. Therefore, there is a paossibility that changes in
circumstances will impact these projections, which may impact the recoverable amount of assets
and/or CGUs,

Fair value is determined as the amount that would be obtained from the sale of the assetin an arm’s
length transaction between knowledgeable and willing parties. Fair value for oil and gas assets is
generally determined as the present value of estimated future cash flows arising from the continued
use of the assets, which includes estimates such as the cost of future expansion plans and eventual
disposal, using assumptions that an independent market participant may take into account. Cash flows
are discounted to their present value using a discount rate that reflects current market assessments
of the time value of money and the risks specific to the asset. Management has assessed its CGUs
as being an individual field, which is the lowest level for which cash inflows are largely independent
of those of cther assets.

Impairment of non-current assets, excluding oil and gas properties

Determining whether goodwill, intangible assets or property, plant and equipment, excluding oil and
gas properties, are impaired requires an estimation of the fair value less cost of disposal or value
in use of the relevant cash-generating units. These calculations require the entity to estimate the
future cash flows expected to arise from the CGU and a suitable discount rate in order to calculate
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present value. These calculations require the use of estimates and the input factors most sensitive
to change.

Remeasurement gains and losses

In calculating the carrying value of its defined benefit schemes, management is required to apply a
number of assumptions, the most significant of which are investment growth, future salary growth
and discount rate.

Recovery of deferred tax assets

Judgement is required to determine which types of arrangements are considered to be a tax on
income in contrast to an operating cost. Judgement is also required in determining whether deferred
income tax assets are recognised in the statement of financial position. Deferred income tax assets,
including those arising from un-utilised tax losses, require management to assess the likelihood that
the Group will generate sufficient taxable earnings in future periods, in order to utilise recognised
deferred income tax assets. Assumptions about the generation of future taxable profits depend on
management’s estimates of future cash flows. These estimates of future taxable income are based
on forecast cash flows from operations (which are impacted by production and sales volumes, oil and
natural gas prices, reserves, operating costs, decommissioning costs, capital expenditure, dividends
and other capital management transactions) and judgement about the application of existing tax
laws in each jurisdiction. To the extent that future cash flows and taxable income differ significantly
from estimates, the ability of the Group to realise the net deferred income tax assets recorded at the
reporting date could be impacted.

Decommissioning costs

Decommissioning costs will be incurred by the Group at the end of the operating life of some of the
Group's facilities and properties. The Group assesses its decommissioning provision at each reporting
date. The uitimate decommissioning costs are uncertain and cost estimates can vary in response to
many factors, including changes to relevant legal requirements, the emergence of new restoration
techniques or experience at other production sites. The expected timing, extent and amount of
expenditure can also change, for example in response to changes in reserves or changes in {aws and
regulations or their interpretation. Therefore, significant estimates and assumptions are made in
determining the provision for dacommissioning. As a result, there could be significant adjustments
to the provisions established which would affect future financial results. The provision at reporting
date represents management’s best estimate of the present valtue of the future decommissioning
costs required.
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Kuwait Petroleum Corporation and Subsidiaries. State of Kuwait

Consolidated statement of financial position
a5 at 31 March 2017

6. Goodwill

Balance at beginning of the year
Acquisitions

Impairment

Currency translation effects

Balance at end of the year

Annual Report 2016 -201 7[ 9 ’l
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2017
KD’000

112,269
1,786

(5,861)
108,194

2016
KD’000

103,853
1,738
(1)
6,679
112,269

The Group determines whether goodwill is impaired at least on an annual basis. This requires an
estimation of recoverable amount of the CGU to which goodwill is allocated. The recoverable amount
is determined based on the higher of fair value less costs to sell and value in use. The key assumptions
used in calculating value in use includes growth rate either nil or below zero after first five years in pre-
tax cash flow projections and pre-tax discount rate ranges from 7.5% to 10% per annum. The value
in use of the cash-generating units to which goodwill has been allocated, as estimated by management

indicates that there has been ne impairment during the year ended 31 March 2017. 7.

7. Intangible assets

Movements in the net book value of intangible assets were as follows:

Balance at beginning of the year
Additions during the year

Transfer from assets under construction
Amortisation

Write-off of unsuccessful exploration cost
Dispasals

Impairment loss

Currency translation effects

Balance at end of the year

2017
KD'000

604,656
18,608
5,984
(15,623)
(24,084)
(110)
{1,939)
4493
591,985

2016
KD'000

623,505
61,765
1,061
(15,719)
(81,531)

15,175
604,656

The above primarily consists of licenses in respect of the Group's retail network together with capitalised
software development costs and exploration and evaluation assets. At the reporting date, the carrying
amount of intangible assets includes KD 473 million (2016: KD 479 million) of exploration and evaluation

assets.
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8. Other non-current assets

2017 2016

KD'000 KD’000
Loans to joint ventures 127,435 63,547
Long term portion of trade receivables 47,908 30,387
Deferred expenses 16,861 17,912
Others 20,876 20,327

213,080 132,173

In prior years, the Group advanced long term loans (“Loans”) denominated in US$ and Swedish
Krona to NSRP and OKQS, associates, which carries 1 month USS Libor rate plus 6% per annum
and 6 month Stibor rate plus 0.5% per annum. At the reporting date, the outstanding loans balance
receivable from NSRP and OKQ8 amounts to USS 381 million (2016: USS 169 million) and USS 31
million (2016: US Dollars 36.4 million) and is fully repayable on 27 May 2029 and 1 January 2019
respectively.

Deferred expenses represents catalysts used in the refining process which are amortised on a straight
line basis over their estimated useful lives.

Q. Available-for-sale investments

2017 2016
KD’000 KD’000
Managed portfolios and funds 6,926,647 6,848,286
Others 48,305 32,322
6,974952 6,880,608

Available-for-sale investments are denominated predominantly in US$ and Euros and represent

investments in high credit quality bonds and equities quoted on international stock markets.

10. Investment in equity accounted investees

2017 2016
KD'000 KD’000
Significant equity accounted investees 644,814 631,947
In-significant equity accounted investees 60,626 31,530
705,440 663,477
Share of profit of equity accounted investees
Share of profit of significant equity accounted investees 117,311 115,252
Share of profit of in-significant equity accounted investees 1,360 2,284
Share of profit from joint ventures disposed off in 2015 - 49,718
118,671 167,254
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Kuwait Petroleum Corporation and Subsidiaries, State of Kuwait

Consolidated statement of financial position
as at 31 Maren 2017

11. inventories

Crude oil

Liquefied petroleum gas

Refined petroleum products
Finished petrochemical products

Spare parts, materials and supplies

WWW.KDC.COMm. Kw
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2017
KD'000

150,169
26,956
528,383
10,345
498,498
1,214,351

2016
KD'000

133,754
14,218
321,959
6,937
495,301
972,169

At the reporting date, KNPC transferred inventories of KD 18,636 thousand to assets held for sale

(Note 16).

12. Trade receivables

83% (2016: 83%) of trade receivables relates to the Corporation and one of its major subsidiary
who deal mainly with state owned and international oil companies. Another major subsidiary
operating mainly in Europe contributes approximately 11% (2016: 139) of the consolidated total
trade receivables and their receivables relate to a large number of corporate customers in that
region. The Graup's 12 largest customers account for 56% of outstanding trade receivables at 31

March 2017 (2016: 55%).

Trade receivables are denominated predominantly in US Dollars and Kuwaiti Dinars (KD).

Trade receivables include KD 398 million (2016: KD 341 million) receivable from Ministry of

Electricity and Water.

13. Other receivables and prepayments

Advances te contractors

Receivable from exchange and concession partners
Marine sub-charter

Amount due from the Public Authority for industry (PAI)
Prepaid expenses

Refundable deposits

Employee receivables

Other

2017
KD'000

984,653
101,661
31,207
57,463
29,215
13,225
31,207
323,591
1,572,222

2016
KD'060

1,076,867
87,620
23,845
57,463
30,864
13,531
24,601
450,619
1,765,410

Amount due from the Public Authority for Industry (PAI) represents costs incurred by the Group
to construct Sea Water Cooling Tower (“Project”) on behalf of PAL. The Group started construction
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on the project in May 2006 and was completed in 2009. On 19 November 2009, the Board of
Directors of PAl approved the transfer subject to approval of Fatwa and legislation Bureau which
was obtained in October 2012, Various communications were made between both parties towards
finalising the transfer, however, due to budgetary constraints of PAl, the project has not been

transferred till date.
14. Deferred tax assets and liabilities

Components of deferred tax assets/ (liabilities) are as foliows:
a. Income taxes

Profit or loss
Current year expense

Deferred tax reversal

Consolidated statement of financial position
Deferred tax assets
Deferred tax liabilities (Note 21)

b. Taxes receivable/ (payable)

Taxes receivable

Taxes payable

2017 2016
KD'000 KD'000
15,177 19,310
(21,147) (113,436)
(5,970) (94,126)
451,778 349,391
(184,235) (144,908)
267,543 204,483
16,970 19,199
(177,526) (209,243)
(160,556) (190,044)

Taxes receivable mainly comprise corporate income tax and related refund claims filed by one of the Group’s
foreign subsidiaries. Taxes payable are predominantly on account of VAT and similar tax liabilities payable

by a foreign subsidiary.

15. Bank balances and cash

Cash and current accounts at banks

Short-term bank deposits maturing within three
months

Cash and cash equivalents

Short-term bank deposits maturing after three
months

2017 2016
KD’000 KD'000
1,314,008 1,434,525
1,210,088 2,573,110
2,524,096 4,007,635
162,935 421,924
2,687,031 4,429,559
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as at 31 Maren 2017 ! '
Bank balances and cash include Pound Sterling 181 thousand, equivalent to KD 69 thousand (2016:
Pound Sterling 180 thousand, equivalent to KD 78 thousand) recovered from former employees
against whom the Corparation has initiated legal proceedings for financial irregularities (Note 35).

The corresponding amount of KD 69 thousand (2016: KD 78 thousand) is reported under other
credit balances (Notes 22 and 35).

The interest rate on short-term deposits ranges from 0.03% to 1.85% (2016: interest rate ranges
from 0.1% to 3.5%) per annum.

16. Assets held for sale

On 21 March 2017, following a study of viability of continuing operations of Shuiaba Refinery
(“SHU”), the Board of Directors of KNPC, a wholly owned subsidiary of the Corporation,
decided to discontinue the operations and shut down SHU effective 31 March 2017. Further,
the Board of Directors of KNPC decided to transfer certain assets of SHU to other refineries
of KNPC and dispose of the remaining assets. The management concluded that the above
said transaction meets the criteria for classification of SHU assets as asset held for sale in
accordance with IFRS 5 Non-current Assets Held for Sale and Discontinued Operations and
presented separately in the consolidated statement of financial position. The management
expects that sale of SHU assets will be completed within one year from date of classification.
Further, a Disposal Committee is established and actively working on identification and
negotiation with the potential buyers of SHU assets. Following is the carrying value of assets
at 31 March 2017, which are presented as held for sale:

2017 2016

KD'000 KD'000
Property, plant and equipment (Note 5) 37,003 -
Inventories (Note 11) 18,636 -
Provision for inventories (14,508) -
40,731 -

17. Statutory reserve

In accordance with Article 12 of Law Decree No. 6 of 1980, the Corporation has resolved to
discontinue the annual transfer to statutory reserve since the reserve would exceed 50% of
the authorised and paid-up capital.

18. Capital reserve

The capital reserve mainly represents the difference between the Corporaticn’s cost of acquisition
of its original subsidiaries, which were transferred by the Government of the State of Kuwait, and
their net asset values at 31 December 1979. No transfer to capital reserve has been made for the
current year.
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19. General reserve

In accordance with Article 12 of Law Decree No. 6 of 1980, 10% of the profit for the year
attributable to equity holders of the Corporation is to be transferred to the general reserve, the
percentage of which may be changed in accordance with a resolution of the Supreme Council for
Petroleum (Note 24).

20. Reserve for replacement and renewal of property, plant and equipment

Article 10 of Law Decree No. 6 of 1980 states that the Corporation may provide part from its profits
to meet the costs of replacement and renewal of the Corporation’s and its subsidiaries’ property,
plant and equipment, after approval of the Supreme Council for Petroleum. The reserve is based
on the difference between depreciation, calculated on the historical cost of the property, plant
and equipment of the Corporation and its Kuwaiti subsidiaries, and depreciation calculated on the
replacement cost of assets using their insured (generally replacement) values. The management
has proposed to transfer KD 100 million to the reserve as at 31 March 2017 (2016: KD 314
miflion), which is subject to approval of the Supreme Council for Petroleum.

21. Non-current liabilities

2017 2016

KD’000 KD'000
Employees’ terminal benefits (Note 21.1) 823,784 791,806
Pension fund liabilities (Note 21.1) 32,860 32,119
Long-term loans (Note 21.2) 1,920,001 1,209,002
Deferred tax liabilities {Note 14a) 184,235 144,908
Provisions {Note 21.3) 61,294 56,206
Others (Note 21.4) 446,779 422,717

3,468,953 2,656,758

21.1, Employees’ terminal benefits and Pension fund liabilities

The principal defined benefit funds schemes relating to KPC- Aruba, a subsidiary of the Corporation,
operate in the United Kingdom, Germany, Belgium and Italy. Provisions for pension obligations
are established for benefits payable in the form of retirement, disability and surviving dependent
pensions. The benefits offered vary according to the legal, fiscal and economic conditions of each
country. Benefits are dependent on years of service and the respective employees’ compensation.

The latest actuarial valuations took place between 31 December 2016 to 31 March 2017, and
these showed that the funds and schemes in the United Kingdom, Belgium, Germany and Italy had
a net deficit. The main assumptions used in the actuarial valuation were a rate of pension increase
ranging from 1.75% to 3.2 per annum (2016: 1.75% to 3% per annum), an annual salary increase
ranging from 0% to 4.8% per annum (2016: 0% to 4.5%% per annum) and a discount rate ranges
from 1.39% to 2.6% per annum (2016: 1.3% to 3.5% per annum).

Sensitivity analysis

A 0.25% increase/ decrease in the rate of pension increase, discount rate and annual salary at 31
March 2017 would not have any significant effect on the pension fund liabilities as of that date.
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21.2. Long-term loans

The long-term loans mainly represent third party loans obtained by KARO , KPC-Aruba, KUFPEC
and KNPC.

On 17 May 2007, the KARQO’s subsidiary signed a USS$ 1,400 million term debt facility agreement
with a consortium of banks which includes commercial facilities of USS 1,053 million and an Islamic
loan facility of USS 347 million. The term loan is repayable over a period of 11 years in biannual
instalments starting from 15 December 2010 and maturing on 15 June 2021. The coupon rate on
this facility is LIBOR + 0.4% till the completion of the project, LIBOR + 0.45% till 7th anniversary
of the project, LIBOR +0.6% till 10th anniversary of the project and LIBOR + 0.7% till the maturity
date. The effective interest rate on the outstanding loan was 1.19% (2016: 0.83%) per annum. The
facility contain certain financial covenants which are being met by the Group. The facility is secured
by a charge over the property, plant and equipment (Note 5).

The long term loans to KPC-Aruba are denominated in Eurc and bear various interest rates. In 2014,
KPC-Aruba secured a Euro 450 million long term loan, equivalent to US$ 484 million, the proceeds
of which were used for the acquisition of certain entities.

In prior year, the KPC-Aruba renegotiated the above long-term loan facility of Euro 450 million,
equivalent to USS 481 million (2016: USS 512 million). Under the new terms of the agreement,
30% of the amount borrowed is payable in 2017-18, 30% in 2018-19, 20% in 2019-20 and the
remaining 20% in 2020-21. The loan bears interest at 6 monthly EURIBOR plus 0.85% (2016:
interest rate at 6 monthly EURIBOR plus 0.85%). The facility contain certain financial covenants
which are met by KPC-Aruba.

In prior year, along term loan facility has been secured Milazzo Refinery, a joint operation. The Group's
share of amount outstanding at the reporting date is Euro 60 million, equivalent to USS 64 million.
The loan carries an interest rate at 3 monthly EURIBOR plus 3.25% and is repayable in 2020.

As of 31 December 2016, KUFPEC had the following two borrowing facilities:

i. First borrowing facility with principal amount of USS 1,000 million, equivalent to KD 308 million,
is unsecured and its average interest rate during 2016 was 1.87% (2015: 1.54%) per annum. It is
repayable in 7 half yearly instalments of US$ 143 million, equivalent ta KD 44 million, from July 2015
and will be fully repaid in year 2018.

ii. Second borrowing facility with principal amount of USS 2,500 million, equivalent to KD 769 million,
is unsecured and its average interest rate during 2016 was 1.78% (2015: 1.59%) per annum. It is
repayable in 7 half yearly instalments of USS$ 357 million, equivalent to KD 110 million, starting from
2016 and will be fully repaid in year 2019.

On 28 April 2016, KNPC entered into a long term loan agreement (“Facility”) of KD 1.2 billion with a
consortium of banks. The Facility consists of both conventional and Islamic financing and is repayable
in semi-annual instalments of KD 80 million from April 2019 till 28 April 2026. The Facility carries
an interest rate of 1% per annum over and above the Central Bank of Kuwait discount rate and is
unsecured. The funds were specifically borrowed to finance the CFP. At the reporting date, KNPC
drawdown KD 1,097 million.

On 30 March 2017 and 24 May 2017, KNPC signed a US$ 6.2 billion financing agreement to finance
the CFP with International Export Credit Agencies.
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21.3. Provisions

21.4,

Provisions relate to one of the Corporation’s subsidiaries in Europe mainly represents environmental
provisions in connection with closure of a refinery and relocation of certain of the subsidiary's
management together with restructuring of operations in France, Belgium, Italy and Germany.

2017 2016
KD'000 KD'000
Environmental (Note i) 60,549 55,436
Restructuring and others (Note ii & iii) 745 770
61,294 56,206

i. Environmental

The Group has accrued for costs associated with environmenta! clean-up, principally relating to
Belgium and Italy. In Belgium, costs are expected to be incurred in the next one to three years and
have not been discounted as the net effect of interest and inflation is not considered to be material.
There is a related non-current government receivable which relates to contributions to clean-up
costs received from a scheme funded by fuel levies set up by the Belgian government. Costs related
to logistic facilities and the ex-refinery at Naples in Italy are now expected to be incurred in the next
7 years which is sooner than previously foreseen and results in the substantial increase in the current
portion of the provision. These remediation costs have been adjusted for inflation and discounting
costs related to logistic facilities at Silone in Italy are expected to be incurred following the closure
of the facility expected in 2017. These remediation costs have not been adjusted for inflation and
discounting as the impact is not considered material. However, the decision on closure of facility is
deferred.

ii. Restructuring

The Group had accrued for costs associated with business restructuring of the operations in Belgium
as well as the relocation of certain Group management and head office functions. These provisions
have not been discounted as the net effect of interest and inflation is not considered to be material.

iii. Other

Provisions have also been made in respect of various claims incurred in the normal course of business
and principally relate to tax, legal and regulatory disputes in a number of different subsidiaries, all of
which are being vigorously contested by the Group. All claims are expected to be settied within one
to five years and may carry interest.

Others

As at 31 March 2017, non-current liabilities includes an amount of KD 309,385 thousand (2016: KD
243,321 thousand) which represents provision for decommissioning costs related to KUFPEC.

KUFPEC makes full provision for the future cost of decommissioning oil preducing facilities and
pipelines on a discounted basis on the installation of those facilities. The decommissioning provision
represents the present value of decommissioning costs relating to oil and gas properties, which are
expected to be incurred when the producing oil and gas properties are expected to cease operations.
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These provisions have been estimated based on the Subsidiarys internal estimates using operators
estimates where applicable. The discount rate used in the calculatian of the provision equalled to

3.5% (2016: 3.5%).

22, Other payables and accruals

2017 2016
KD'000 KD'000

Borrowings 549,659 353,616
Provision for annual leave and accrued compensation 150,626 163,997
Payable to contractors 268,165 432,207
Accruals 528,750 345742
Retention payable 180,817 89,950
Payable to exchange partners 88,362 64,271
Other credit balances 285,842 281,869

2,052,221 1,731,652

Borrowings represents short-term loans, including bank overdraft, and current portion of long term
loans. Short-term loans are unsecured and bear interest at prevailing market rates (Note 21.2).

Other credit balances include funds recovered from former employees, against whom one of the
subsidiary companies has initiated legal proceedings for financial irregularities, together with
accumulated interest (Notes 15 and 35).

23. Amounts due ta Ministry of Oil

Amounts due to the Ministry of Qil represent net amounts payable for purchases of crude oil and
natural gas net of amounts receivable for certain services provided by the Corporation and its
subsidiaries on behalf of the Ministry of Oil.

These services primarily relate to the exploration for and production of crude oil and natural gas in
the State of Kuwait and the local marketing {within the State of Kuwait) of refined products and
liquefied petroleum gas. The costs of the wholly owned subsidiaries, Kuwait Oil Company K.S.C. and
Kuwait Gulf Oil Company K.S.C., are charged to this account.

24, Profit available for distribution

In accordance with Article 12 of Law Decree No. 6 of 1980, the profit for the year, after transfer to
reserves, is payable to the Government of the State of Kuwait.

25. Revenues from consultancy and other operations

2017 2016
KD'GOO0 KD’'00G0

Consuitancy and construction - 8,883
Marine operations 15,602 38,149
Merchandise and other services 47 666 45,350

63,268 92,382
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26. Investment income
Investment income mainly represents income from managed portfolios.

27.0ther income (net)

2017 2016

KD’000 KD'000
Recovery of financial cost 272,636 216,676
Foreign currency exchange gain 16,512 66,970
Miscellaneous income- net 43,517 24,608
332,665 308,254

28.Directors’' remuneration
The directors’ remuneration represents the remuneration relating to the Board of Directors of the
Corporation, which are subject to approval of the Supreme Council for Petroleum.

29, Staff costs
Total staff costs for the year amounting to KD 1,347,508 thousand (2016: KD 1,405,654 thousand)
are included in cost of revenues and general and administrative expenses shown on the consolidated
statement of comprehensive income. Of the staff costs for the year, KD 986,986 thousand (2016:
KD 1,032,380 thousand) has been included in cost of revenues and KD 360,522 thousand (2016: KD
373,274 thousand) has been included in general and administrative expenses.

Staff costs consist of the following:

2017 2016

KD’000 KD'000
Salaries, wages and other benefits 1,313,209 1,366,489
Pension and other retirement benefit expenses:
- defined contribution 9,316 6,314
- defined benefit 14,900 22,405
Compensation of key management personnel (Note 32):
- short-term benefits 6,332 6,593
- termination benefits 3,751 3,853

1,347,508 1,405,654

30. UN compensation claims

In respect of losses suffered as a result of the Iragi invasion and occupation of Kuwait in 1990, the
Governing Council of the United Nations Compensation Commission has approved an amount of
USD 18,864 million, equivalent to KD 5,689 million, to the Group and the Government of the State
of Kuwait for payment as and when funds become available.

As at 31 March 2017, the Corporation received USD 12,932 million, equivalent to KD 3,900 million
(2016: USD 12,932 million, equivalent to KD 3,900 million).

During the year, no compensation claims received from the United Nations (2016: Nil).
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31.Fair value information

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
in orderly transactions between market participants at the measurement date. Fair values are
determined from quoted prices in active markets for identical financial assets or financial liabilities
where these are available. Where the market for a financial instrument is not active, fair value is
established using a valuation technigue. These valuation techniques involve a degree of estimation,
the extent of which depends on the instrument’s complexity and the availability of market-based
data. Investment securities classified as ‘Available for sale’ are stated at fair values except for certain
investments carried at cost. For other financial asset and liabilities carried at cost less impairment or
amortized cost, the carrying value is not significantly different from their fair values as most of these
assets and liabilities are of short term maturity or re-priced immediately based on market movement
in interest rates.

The Group, mainly through a wholly owned foreign subsidiary, uses derivative financial instruments
for managing risks arising from changes in crude oil and petroleum product prices, exchange rates
and interest rates. The Group does not use derivatives for speculative purposes.

All foreign currency derivative instruments are marked to market at the end of each month. At year
end the gross contract amounts of such contracts, none of which extended beyond 12 months, were

as follows:
2017 2016 2017 2016
KD"000Q KD'000 KD'000 KD'000
Foreign exchange contracts 675,176 619,226 206,097 187,208

The net fair value of these contracts was asset of KD 2,106 thousand (2016: KD 5,049 thousand),
level 2 inputs. The above amount is included in foreign currency exchange gain in the consolidated
statement of profit or loss and other comprehensive income.

Determination of fair value and fair value hierarchy:

The Group uses the following hierarchy for determining and disclosing the fair values of financial
instruments:

Level 1: quoted prices in active market for the same instrument.

Level 2: quoted prices in active market for similar instruments or other valuation technigues for
which all significant inputs are based on observable market data and

Level 3: valuation techniques for which any significant input is not based on observable market data

The following table shows an analysis of financial instruments recorded at fair value by level of the
fair value hierarchy:

Level 1 Level 2 Level 3 Total
KD'000 KD'000 KD'000 KD'000
31 March 2017
Available-for-sale financial
assets 6,731,107 66,607 - 6,797,714

31 March 2015

Available-for-sale financial
assets 6,708,470 63,773 - 6,772,243
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There have been no transfers between fair value levels during the year ended 31 March 2017.

The above table does not include KD 175 million (2016: KD 108 million) of available-for-sale financial
assets that are measured at cost, less any impairment losses, and for which disclosure of fair value is

not provided.

32. Related parties

Related parties represent associates, joint ventures, directors and key management personnel of the
Group and entities controlled, jointly controlled or significantly influenced by such parties. All related
party transactions are carried out on terms approved by the Group’s management.

The principal transactions with related parties included in the consolidated statements of profit or
loss and other comprehensive income are as follows:

Purchases

Sales

Cost of production
Marketing fees received
Provision for doubtful debts

Compensation of key management
personnel (Note 29)

Associates
and joint
ventures
KD'000

2,258
193,365
33,196
1,542

Other related Total

parties
KD'000

4,398

9,741

2017

KD'000

2,258
193,365
33,186
1,542
4,398

9,741

Total
2016

KD'000

27,641
224,403
36,546
1,596

10,446

Balances with related parties included in the consolidated statement of financial position are as follows:

Non-current receivables from joint venture
Due from related parties

Trade receivables and prepayments

Other payables and accruals

Due to related parties

Associates
and joint
ventures
KD’000

127,435
4,039
43,197

3,724

Other

related Total
parties 2017
KD'000 KD'000
- 127,435
759 4798

- 43,197
7.47 4471

Total
2016

KD'000

63,647
5368
31,414
10,448
5,006
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33.Financial risk management

The Group has exposure to the following risks from its use of financial instruments:
« credit risk

- liquidity risk

+ market risk.

This note presents information about the Group's exposure to each of the above risks,
the Group’s objectives, policies and processes for measuring and managing risk, and the
Group's management of capital. Further quantitative disclosures are included throughout
these consolidated financial statements.

The Board of Directors has overall responsibility for the establishment and oversight of
the Group’s risk management framework. The Chief Executive Officer has established the
Risk Management Committee, which is responsible for developing and monitoring the
Group’s risk management policies. The Risk Management Committee reports regularly to
the Board of Directors on its activities.

The Group’s risk management policies are established to identify and analyse the risks
faced by the Group, to set appropriate risk limits and controls, and to monitor risks and
adherence to limits. Risk management policies and systems are reviewed regularly to reflect
changes in market conditions and the Group’s activities. The Group, through its training
and management standards and procedures, aims to develop a disciplined and constructive
control environment in which all employees understand their roles and obligations.

The Group’s Audit Committee oversees how management monitors compliance with the

Group’s risk management policies and procedures and reviews the adequacy of the risk
management framework in relation to the risks faced by the Group. The Group's Audit |
Committee is assisted in its oversight role by Internal Audit. Internal Audit undertakes

both regular and ad hoc reviews of risk management controls and procedures, the results

of which are reported to the Audit Committee.

Credit risk

Credit risk is the risk of financial loss to the Group if a customer ar counterparty to a
financial instrument fails to meet its contractual obligations, and arises principally from the
Group's receivables from customers and investment securities. The Group has estimated
and gathered all factors relating to the exposure of credit risk.

Trade and other receivables

The Group's exposure to credit risk is influenced mainly by the individual characteristics of
each customer. The demographics of the Group’s customer base, including the default risk
of the industry and country, in which customers operate, has less of an influence on credit
risk. Approximately 56% (2016: 55%) of the Group’s outstanding trade receivables is
attributable to transactions with 12 customers (Notes 8 and 12). However, geographically
there is no significant concentration of credit risk.
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The Pricing Committee has established a credit policy under which each new customer
is analysed individually for creditworthiness before the Group’s standard payment and
delivery terms and conditions are offered. Purchase limits are established for each customer
particularly for long term sales contracts, which represents the maximum open amount
without requiring approval from the Pricing Committee.

In monitoring customer credit risk, customers are grouped according to their credit
characteristics, including whether they are wholesale, retail or end-user customer,
geographic location, industry, aging profile, maturity and existence of previous financial
difficulties.

Goods are sold subject to retention of title clauses, so that in the event of non-payment
the Group may have a secured claim. The Group does not require collateral in respect of
trade and other receivables.

The Group establishes an allowance for impairment that represents its estimate of
incurred losses in respect of trade and other receivables and investments. The main
compenents of this allowance are a specific loss component that relates to individually
significant exposures, and a collective loss component established for Groups of similar
assets in respect of losses that have been incurred but not yet identified. The collective
loss allowance is determined based on historical data of payment statistics for similar
financial assets.

Exposure to credit risk

The carrying amount of financial assets represents the maximum credit exposure. The
maximum exposure to credit risk at the reporting date was:

2017 2016

KD’000 KD’000
Other non-current assets (other than deferred expenses) 196,221 114,261
Available-for-sale investments 3,712,976 3,509,388
Trade receivables 3,261,330 2,228,091
Bank balances and cash 2,687,031 4,429,559

9,857,558 16,681,299
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The maximum expasure to credit risk net of impairment losses for trade receivables
and other non-current assets {other than deferred expenses) at the reporting date by
geographic region was:

2017 2016

KD'000 KD'000
Middle east 1,081,317 713,503
Europe (other than United Kingdom) 2,150,044 1,128,913
United Kingdom 25,913 361,670
Other regions 200,277 138,266

3,457,551 2,342,352

The maximum exposure to credit risk net of impairment losses for trade receivables and
other non-current assets {other than deferred expenses) at the reporting date by type of
customer was:

2017 2016

KD’'G00 KD’000
Government 951,311 738,357
Private sector 2,506,240 1,603,995

3,457,551 2,342,352

Impairment losses

The aging of trade receivables at the reporting date was:

Gross Impairment  Gross Impairment
2017 2017 2016 2016
KD'000 KD'000 KD'000 KD'000

Not past due 2,751,642 - 1,626,610 -

Past due not more than one year 413,630 - 508,610 -

Past due more than one year 117,347 {21,289) 116,314 (23,443)
3,282,619 {21,289) 2,251,534 (23,443)

The movement in the allowance for impairment in respect of trade receivables was as follows:

2017 2016

KD'000 KD'000
Balance at 1 April 23,443 25,255
Provision recognised 618 256
Pravision no longer required (2,772) (2,068)

Balance at 31 March 21,289 23,443
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Investments

The Group limits its exposure to credit risk by only investing in liquid securities and only with
counterparties that have a credit rating of at least Al from Standard & Poor’s and A from Moody's.
Given these high credit ratings, management does not expect any counterparty to fail to meet its
obligations.

Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall
due. The Group's approach to managing liquidity is to ensure, as far as possible, that it will always
have sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions,
without incurring unacceptable losses or risking damage to the Group’s reputation.



1109

W

Sunaau jo ppedun sya Bulpnjaxa pue sjuawAed 3sa12)ul parewnsa Sulpn|aul ‘saNIjiqel] |eIDUBUL JO SIIINIEU [EN}3R11U03 3Y} 31E Suimo||oy 3y |

Wh0'sT wLTTHT'T ¥16'€8 10T'656'7 £95°64ST 9568.L'S
- - - - 892°G%S'T 890'G%5'T IO Jo Ansiuiiy 03 3np sjunowy
~ 3 - - - O¥8'98T £07'ZT £77°607 ajqefed saxe|
O y '] s
& m - - - £9Q'CHE'T - £98'SHy'T sjensooe pue sajqefed JsyiQ
L2 m ) ) - T07'186 - T0Z'T86 sajqefed apes|
Q2 790'5T 7T TYT'T 716'c8 LBT'GHE 7608 T85'€09'T sguimou.iog
 Z pue sueo| wi3l guoT
o =2
o = sanljiqey
nnm feIDUBUL} SAIIBALIIP-UON
.,mlw D00.0> 000.aX 000.dX 000.aX 0C0.aA 000.a4
= sieaf g siedh g -7 sieafz -T SYyuow 2T @1 g 553 UNoWeE
< ueY3 340 10 SLIdoW g Suifised
910¢
000219 999'61Z'T wEL'es 8€1'88Y'c 62TE0'T 19€°THY'L
- - - - 858'066'T 2£9'066'T 11O 30 AuIsiulAl 01 aNnp SIUNOWY
I - - - 606'95T 11502 975441 alqeAed saxe)
Z| = ¢ ¢ - 4 ¢
©la ) i i 09%5e3T 09%79e9T syeniae pue sajqeed J19Y10
5 &
2. B - - ¥88'89T'T - 788'89T°T sa|jqeAed speJ|
£ m Q00°LT3 999'6TZ'T vEE'ER $88'9ZS w11TT 659'694'T sguimosioq
z ..m pue sueo| Wial uoT
a
21'B sap|qel|
5 m |B12UEUY) SAIIEALIDP-UON
m m 000.a 000.0 000.a4 000.0X 000.GA 000.aA
)
mp .m . sieafl g sieaf g -7 sieshz - T SYwow gy oig $53| wnowe
< o 3 ueyy aJoj 40 syuow 9 guiAue)
2 o
2 ..m E 1102
ol oawm
& m = sjusWaaIse
3| €%
EINE




www . kpc.com . kw Consolidated statement of financial position

1 ’} O Annual ReporJ[ 2016 ‘201 7 Kuwait Petroleum Corporation and Subsidiaries. State of Kuwait

sz at 31 March 2017

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and
equity prices will affect the Group’s income or the value of its holdings of financial instruments. The
objective of market risk management is to manage and control market risk exposures within acceptable
parameters, while optimising the return.

Currency risk

The Group is exposed to currency risk on sales, purchases and borrowings that are denominated in a
currency other than the respective functional currencies of Group entities, the Euro, USD and Pound
Sterling (GBP). The Group’s exposure to the risk of changes in foreign exchange rates relates primarily
to such operating activities and the Group's net investments in foreign subsidiaries. The currencies
in which these transactions primarily are denominated are Euro, USD, GBP, Australian Dollar (AUD),
Japanese Yen (JPY) and Bahraini Dinar (BHD).

The Group’s net significant exposure to foreign currency risk was as follows based on notional amounts.

2017 2016
Equivalent Equivalent
position position
long/(short) long/(short)
KD'000 KD'000
EURO 239,750 274,897
uspD 8,728,080 9,142,030
GBP 131,112 128,590
AUD 101 a5
JPY 200,757 4,781
BHD (638) 46,113
Others 3,415,974 2,916,959

Sensitivity analysis

A five percent strengthening of the KD against the following currencies at 31 March 2017 would have
increased (decreased) equity and profit or loss by the amounts shown below. This analysis assumes that
all other variables, in particular interest rates, remain constant. The analysis is performed on the same
basis for the year ended 31 March 2016.
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ro tfiorP
Effect in thousands of Kuwaiti Dinars Equity (ssol)
2017
EURO (11,988) (11,988)
UsD (436,404) (101,277}
GBP {6,556) (6,556)
AUD (5) (5)
JPY (10,038) (10,038)
BHD 32 32
Others (170,799) (170,799)
{635,757) (300,630)
Effect in thousands of Kuwaiti
Dinars ro tfiorP
Equity (ssol)
2016
EURO (13,745) (13,745)
usb {457,102) {133,105)
GBP (6,429) (6,429)
AUD (5) (5)
JPY (239) (239)
BHD (2,306) (2,306)
Others {145,848) {145,848)
(625,674) (301,677 )

ksir etar tseretnl

At the reporting date, the interest rate profile of the Group’s interest-bearing financial instruments was:

2017 2016
KD'000 KD’000
Variable rate instruments
Financial assets 5,213,434 6,947,414
Financial liabilities (2,469,659) (1,603,580)
Net exposure 2743775 5,343,834

Cash flow sensitivity analysis for variable rate instruments
A change of 100 basis points in interest rates would have increased or decreased profit before taxation
by KD 27,438 thousand (2016: KD 53,438 thousand).
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Other market price risk

Equity price risk arises from available-for-sale equity securities. Management of the Group monitors the
mix of debt and equity securities in its investment portfolio based on market indices.

The primary goal of the Group’s investment strategy is to maximise investment returns.

The Group does not enter into commodity contracts other than to meet the Group’s expected usage
and sale requirements; such contracts are not settled net.

Sensitivity analysis

For the majority of the Group’s equity investments, quoted market prices are readily available. For
such investments classified as available-for-sale, a 3% increase or decrease in stock prices at the
reporting date would have increased or decreased equity by KD 92,392 thousand (2016: an increase
or decrease of KD 85,262 thousand). The analysis is performed on the same basis for the year ended
31 March 2016.

Capital management

The Board's policy is to maintain a strong capital base so as to maintain creditor and market
confidence and to sustain future development of the business. The Board of Directors monitors the
return on capital, which the Group defines as net profit divided by average capital employed.

There were no changes in the Group’s approach to capital management during the year.

Neither the Corporation nor any of its subsidiaries are subject to externally imposed capital
requirements.

34.Expenditure commitments
a) Operating lease commitments

The minimum annual rental commitments under operating leases are as follows:

2017 2016
KD'000 KD'000
Future minimum lease payments:
Within 1 year 35,951 33,363
Between 1 and 5 years 99,476 97,299
After 5 years 92,745 93,319

228172 223,981



Consolidated statement of financial position www. kpc.com. kw
as at 31 Mares 2017

Kuwait Petroleum Corporation and Subsidiaries. State of Kuwait Annual Report 2016 -2017 } 1 1 8

b) Other commitments

2017 2016
KD'000 KD'000
Estimated capital expenditure contracted for at the reporting
date 3,026,894 4.308,942
Supply commitments 377,527 493,716
Share capital commitment 1,350,000 -

The Groups foreign subsidiary fuel marketing operations in Belgium and The Netherlands have
entered into third-party supply contracts with BP, Lotos and VARO, which require certain contractual
volume uplifts. Such binding commitments are lower than existing operational needs and the
monetary value of these commitments will rise and fali in line with the market price of the products
involved.

35. Contingent assets/ liabilities :
Contingent assets
Legal case

a. A new management that was formed in 1992 at one of the subsidiary companies discovered
certain fraud cases and financial irregularities in the subsidiary company’s contracts and bank
accounts and, therefore, the subsidiary company’s Board of Directors formed a fact-finding
committee to investigate those irregularities.

On 6 January 1993, the subsidiary submitted a report to His Excellency the Attorney General
on its suspicion about the occurrence of financial irregularities in previous years, whereby the
Public Prosecution conducted the necessary investigations and prepared the indictment sheet in
December 1993 and its regulation against five of the accused parties.

The accused, Abdul-Fatah Al-Badr, absconded before submitting the notification to His Excellency
the Attorney General. Hassan Qabazard admitted the facts before the Attorney General, and made
payment of US Dollars 6,200 thousand on allegation that this was the entire amount taken by him.
This amount was deposited in a special bank account as a fixed deposit of the subsidiary which
amounts to US Daollar 13,157 thousand equivalent to KD 3,754 thousand including interest at 31
March 2016 {2015: US Daollars 13,157 thousand equivalent to KD 3,754 thousand).

The case was deliberated before different Kuwaiti courts, culminating in the two cessation verdicts
Nos. 137 and 138 of 1997.

Mandated by the former Minister of Qil, Sheikh Saud Al-Nasser Al-Sabah, the Company sent a letter
to the Attorney General on 14 December 1998. The Attarney General considered this letter as a
notification and transferred the same to the Investigating Committee concerned with court actions
against Ministers, which, in its first formation, considered it as a notification and, subsequently,
undertook the investigation procedures. The subsidiary provided the committee with 40 documents
including those deliberated to the English courts with respect to the certain amounts embezzled by
the accused parties or other parties. Subsequently this committee resigned and a new committee
was formed on 29 April 2000. On 16 May 2001, the committee considered that the case was not
fully complete, without discussions with any witness.
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On 29 May 2001 the former Minster of Oil Adel Al-Subaih sent a notification to this committee
against the five defendants. The defendants include the former Minister of Oil. On 19 May 2003,
the committee considered the action as serious and heard statements of witnesses. On 30 October
2007, a resolution was issued from the Investigating Committee concerned with court actions to
suspend the notification submitted against Sheikh Ali Al Khalifa due to the lack of evidence. On 26
December 2007, His Excellency the Minster of Qil by proxy submitted a grievance complaint from
the suspension decision to the court of ministers and on 27 December 2007 the attorney of the
subsidiary submitted another grievance complaint. The judgment was challenged before the court
of Cessation. On 17 February 2009, the court ruled to dismiss the appeal.

In parallel steps, the subsidiary has initiated civil cases in the United Kingdom, Switzerland, and
other countries, and with the efforts of those working on the case, it won the case filed in the United
Kingdom and obtained a judgment against three of the defendants for an amount of US Dollars
136,000 thousand excluding interest. In addition to this, the case ended with the rejection by the
UK House of Lords on 10 December 2000 of the appeal submitted by Abdul Fatah Al-Bader. An
amount of US Dollars 85,351 thousand has been collected till 7 May 2006. This collected amount
was invested in deposits. The collected amounts along with interest till 7 May 2006 amounted to
US Dollars 92,757 thousand (which has been subsequently distributed) plus an amount of US
Dollars 6,200 thousand transferred by the Public Prosecution from the accused Hassan Qabazard
and received by the subsidiary in Kuwait, which was invested in a deposit renewable with its interest
thereon pending a decision on crime No. 275193. The deposit of USD 6,200 thousand along with
accumulated interest reached US Dollars 13,157 thousand till 31 March 2016 {31 March 2015: US
Dollars 13,157 thousand). Legal measures are being carried out to collect the remaining balance.
However, the uncollected amounts of US Dollars 151,709 thousand pending in the liability of the
accused parties comprise of the balance remaining from the total amounts awarded in favour of
the subsidiary according to the verdict from London, and inclusive of interest till August 2005
amounting to US Dollars 123,559 thousand plus such amounts, being the difference between the
amounts claimed before London Court and those mentioned in the Public Prosecution Charge
Report in connection with crime No.275/93 amounting to US Dollars 25,000 thousand, for which
a civil case was filed where a final and conclusive verdict was announced in the session dated 7
March 2011 by rejecting the appeal, plus an amount of US Dollars 3,150 thousand (Chesapeake-
selling debris of Surf City Vessel) for which a case was filed where a final and inclusive verdict
was announced in hearing dated on 18 February 2014 in the appeal No. 9/commercial 2000/976
by rejecting the appeal. In 18 March 2014, appeal in cassation was filed against the rule and no
hearing scheduled.

A committee was formed comprising of representatives of the subsidiary and Parent Corporation
to distribute the amounts collected from the accused parties to the entitled parties, after deducting
the expenses of the lawsuits from inception to date. Subsequently, the Audit Committee of Parent
Corporation»s Board of Directors approved on 7 May 2006 the report submitted by the Company
on the method of distributing the amounts collected from the accused parties, net of the expenses
of the lawsuit from 1992-1993 till 2005-2006, as 54% to the Company and 46% to the Parent
Corporation. Subsequent to the distributions made in 2006, the remaining distributable amount
was US Dollars 61,607 thousand. The Parent Corporation»>s share amounting to US Dollars 28,339
thousand was transferred on 24 May 2006.

The subsidiary’s share amounting to US Dellars KD 33,267 thousand (KD 9,714 thousand) and
the lawsuit expenses of US Dollars 31,150 thousand (KD 5,096 thousand) deducted from the

collected amounts, were included in the consolidated statement of income for the year ended 31
March 2007.
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Further, the subsidiary’s attorney in Kuwait filed civil cases before the Kuwaiti courts against the
accused parties and certain persons who received the embezzled amounts, to claim refund of
the funds illegitimately embezzled by the accused parties and others, which are still deliberate
in the court. In one of these cases, the attorney of the subsidiary filed civil case No. 2008/3019
{commercial/ civil/ total/ government)/ 8 against four accused parties for a temporary civil
compensation amounted to KD 5 thousand and one KD. The court decided to refer the case to
Sixth Civil Department where the case number was changed to 2009/1321 {civil/total)/6 and a
first degree verdict has been issued against the second, third and fourth accused parties to pay an
amount of KD 5 thousand and one as a compensation. This verdict has been appealed by one of
the accused heir. On 19 December 2011, a verdict has been issued by Court of Appeals against the
four accused parties to jointly pay an amount of KD 5 thousand and one KD and to pay KD 300 as
an attorney fees.

Then the both verdicts was appealed at the Court of Cassation by the heirs of the late Abdul Fatah
Al Bader No, 2011/166 and No. 2012/603 cassation v/2 to appeal the verdict issued by Court of
Appeals No. 2012/271 commercial /4 at the session dated 28/05/2012 the court has sentenced
to refuse a request to cease the enforcement of the verdict. In the hearing dated 24 November
2014, the court verdict first to accept the appeal 166/2011 in terms of formalities and with respect
to the subject matter the court rejected it then obligated the appelfant to settle the expenses plus
KD 20 as attorney fees. Secondly, the court accepted the appeal in cassation No. 2012/603 civil 2
in terms of formalities, with respect to the subject matter the court partially cancelled the verdict
appealed in cassation. For the appeal No. 271/2012 civil to the extent of petition of appeal in
cassation to amend the appealed verdict to jointly obligate the appellants to settle the compensation
each one according to his share of inheritance succession and otherwise affirm the judgment. The
court obligated the appellees to settle appropriate expenses plus KD 10 for the attorney fees. An
amount of Sterling Pounds 120 thousand was received on 11 October 2006, and invested in a
deposit renewable with interest thereon. This amount pius interest amounted to Sterling Pounds
143 thousand (KD 64 thousand) at 31 March 2016 (2015; Sterling Pounds 142 thousand (KD 67
thousand), and will be distributed later according to the above agreed distribution share,

By virtue of the award of the Court of Appeal for the case No. 2228/2003 (commercial/total),
filed by the subsidiary and the Parent Company against Ms. Noura Ali Al Muzaini and Mr. Abdul
Fattah Sulaiman Khaled Al-Bader, based on the judgment of the Court of Appeal dated 31/3/2015
that the defendants shall pay the subsidiary and its Parent Company USD 1,000,000 equals to
KD 352,001. The Parent company received its share amounting KD 151,834, and the same was
deposited in its account on 9 January 2017, Regarding the amount due to the subsidiary as a result
of the same judgment, the formalities are being process for creating a power of attorney to the
subsidiary's lawyer to be able to receive the amount of KD 151,834 as per the said judgment.

Further, the subsidiary’s attorney in Kuwait filed a lawsuit No, 2025/2010 (commercial/total)
before the Kuwaiti courts to claim implementing a foreign verdict pronounced by London court
in favor of the Company on 15/12/1998 for the case no. 1212/2004 and its appeals. Also, he
requested to annex the verdict in its executive formula pursuant to provision of Article no. {1)
of Law no.38 for 2007 concerning amending paragraph one of Article no. (199) of Law of civil &
Commercial Procedure issued by Decree by Law no. 38 for 1980.

The court verdict has been issued by the judge to annex the foreign verdict in the executive formula
and command its implementation in the State of Kuwait. An appeal of cassation has been petitioned
by the accused and appealed to stop the verdict issued by the Court of Appeal, however on 14 June
2011 the Court of Cassation ruled to refuse that request with no decision taken about the verdict
of court of cassation in original legal case.
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A hearing session was scheduled on 8 March 2012 as the first hearing for the appealled of cassation
to the verdict No. 3273/2010 to commercial appeal / 5 and case under No. 133/2011 appeal
of cassation, Commercial 4. On 12 April 2012 the court ruled to accept the two appeals in its
form and regarding its merits the court referred the challenged verdict to court of cassation and
obligate the first appellee (respondent) in both appeal cases to settle the expenses in addition to
KD twenty as attorneys> fees. Secondly regarding the merits of 2 appeal cases No. 3273 and 3287
of 2010 commercial, the court resolved annuiment of the appealed sentence and inadmissibility of
the proceedings since it was previously ruled by the case No. 246 of 2002 commercial total and
obligated the appellee in the 2 appeal cases to settle expenses for 2 degrees plus KD twenty for
attorneys' fees.

Further, he filed a law suit No.3560/2010 (commercial /total) before the Kuwait courts to claim
implementing a foreign verdict pronounced by London court in favor of subsidiary and SITKA on 17
October 2008. Also, he requested to annex the verdict in the executive formula. However, the law
suit is still pending at the Kuwaiti courts. A first degree court verdict has been issued on 15 January
2012 to dismiss that proceedings which became final sentence.

Also the subsidiary attorney assigned to file a lawsuit before Kuwaiti courts under No. 1527/2012
civil total / 12 against the heirs of Abdul Fattah Al-Bader and others to claim the final compensation
which includes the reported in the sentence in crime No0.3589/94 felonies, public money
jurisdiction94/245 Investigation department as well as the amounts subject to the judgment
issued in London that the Court of Cassation rejected to annex in the executive formula since the
case was deliberated by the Court of First Instance and on 4 December 2014 the Court sentenced
to reject the case and the verdict has been appealed and registered under No. civil 5261/2014
civil. In 9 June 2015, the court amended the appealed judgment by dismissing the lawsuit on as is
basis and confirmed other rulings. The subsidiary has filed appeal of cassation against the appealed
judgement and registered under No. 1322/2015. Opponent also filed appeal of cassation enrolled
under No. 1339/2015 and no hearing has been scheduled till date hereof.

b. Dry Cargo (358/94 crimes)

This case has been filed against five indictees. This case was referred to the Criminal Court on 2
April 2006 for charges of embezzling funds, illegal profits and forgery. The value of the amounts
claimed in the Public Prosecution’s report amounted to approximately US$ 10,000 thousand.

In the hearing on 17 June 2006, the court ruled for the imprisonment of indictees for five years
with labour and execution, to dismiss them from their jobs, oblige them to refund the embezzled
funds, and fine each of them an amount equivalent to that embezzled by him, as well as to deport
the third, fourth and fifth accused parties from the country after serving the said penalty, and to
refer the civil case to the competent civil court. The fourth indictee challenged the verdict passed
against him. In the hearing on 16 September 2006, the court ruled to dismiss the objection and
upheld the challenged verdict, which was appealed by the second and fourth indictees. On 24 July
2007, a verdict was issued by the court of appeal condemning the accused and partially amending
the judgment through deducting the equivalent of the present value in US dollars of an amount
of KD 300 thousand paid by the second party of the adjudged fine and by refunding penalties as
well as clearing the fourth indictee from crimes attributed to him. The appealed judgment was
challenged before the Court of Cassation. On 13 May 2008, the court ruled to dismiss the appeal.
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Contingent liabilities

a. The Group had contingent liabilities of approximately USS 70 million, equivalent to KD 21.4
million, at 31 March 2017 (2016: USS$ 54.4 million, equivalent to KD 16.5 million). These principally
relate to a variety of tax, legal and regulatory disputes, all of which are being vigorously contested
by one of the subsidiaries of the Group.

[n prior year, there was an accusation in {taly that a subsidiary and its management failed to comply
with enviranmental laws and regulations, As a precaution the local Public Prosecutor has ordered
the seizure of certain company assets which may not be disposed pending resolution of the case.
Management believes that it has always complied with the laws and regulations and will defend
itself from these charges bath in the investigative phase and before the Court through the most
appropriate fegal actions. Evidence and other defence arguments will be presented to the Court but
the timing of such proceedings remains unknown. At this early stage it is not passible to reliably
estimate the potential liabilities.

On 21 January 2013, Alitalia in temporary receivership summeoned Kuwait Petroleum ltalia S.p.a.
and other oil companies before the Court of Rome for generic damages due to anti-competitive
activities related to the supply of jet fuel. The Groupss legal counsel confirms the likefihood and
existence of a contingent liability is possible. Because the amount requested is exorbitant and
disclosure of potential loss could seriously prejudice the position of the Group, only the general
nature of the dispute has been described. No amounts have been accrued in the consolidated
financial statements. The most recent legal hearing was in December 2016 at which the case was
referred for a decision. The ruling is expected to be published this year.

There is a long oustandong c¢laim for compensation relating to the sale of assets and equipment of
the former Naples refinery. A legal ruling is expected on the case in May 2017.

Subsequent to the sale of Europoort refinery in 2016, the buyer has filed a legal claim for
compensation relating to the price agreement. The case is being strongly defended and accordingly
no pravision was recorded. The case is expected to be concluded later in 2017.

b. In 2010, the KOC, a subsidiary of the Corporation, signed a contract with a contractor with a
value of KD 405 million for construction of a capital project. In 2015, the contractor completed
the project. Subsequently, the contractor submitted a claim to KOC amounting to KD 844 million
allegedly claiming price differences in certain materials used in the project. The KOC's management
has taken the necessary steps to resolve the dispute with contractor through the Company’s Dispute
Resolution Committee (“DRC”), however, the contractor did not accept the proposed solutions
by DRC. Consequently, the contractor commenced an arbitration procedure in London Court of
International Arbitration (“the LCIA”) seeking payment of claimed amount. Currently, the case is
pending before LCIA for hearings and discovery proceedings. The uitimate outcome of the matter
cannot presently be determined and, accordingly, no provision for any adverse financial effects on
the Group, that may result, has been made in its consolidated financial statements.

36. Investment in joint operations

Kuwait Guif Qil Company K.S.C.C, a subsidiary, has participation in two joint operations for
exploration, drilling, and production of oil and gas, which are as follows;
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- Al Khafji Joint Petroleum Operation (“KJO”); and
- Wafra Joint Operation (“WJO").
The consolidated financial statements include the following items that represent the Group's
50% interest in joint operations:

K40 WJO
31 31 31 31
December December December December
2016 2015 2016 2015
KD'000 KD'000 KD'000 KD'000
Statement of financial position
Total assets 932,717 936,076 387,480 413,545
Total liabilities (161,076) (185,188) (50,696) (50,944)
Net assets 771,641 750,888 336,784 362,601
Proportionate share in joint operation
capital commitment 87,756 156,699 13,425 14,987

Proportionate share in joint operating lease commitments

Minimum operating lease commitments on non-cancellable lease are as follows:

31 31
December December
2016 2015
KD’'000 KD'000
Not later than one year 12,371 2,769
Later than one years and not later than five year 24,985 16,472
Later than five years 1,475 132
38,831 19,373

A decision was taken unilaterally by the Chairman, Joint Operations Committee, KJO to shut
down KJO’s crude oil production facilities with effect from 16 October 2014. This decision
was neither endorsed by Joint Operations Committee nor Joint Executive Committee of KJO.
The management is to preserve the KJO's facilities during the shut down period. Furthermore,
Dorra offshore gas field development continues to be on hold as at 31 December 2016 pending
instructions from Khafji Joint participants.

Crude oil production at WJO has been stopped effective from 11 May 2015 to carry out
maintenance activities.

Both KJO and WJO are expected to continue their business, as their managements have been
instructed to continue with al! drilling, maintenance operations and capital investment activities.
Furthermore, both the KJO and WJO Joint Participants have been funding the activities based
on cash calls.
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Raffineria di Milazzo S.p.A.

The Group allocates revenues and expenses of its joint operation, Raffineria di Milazzo S.p.A.,
on the basis of the relative performance of each party to the joint arrangement and the parties
have agreed to share the profit or loss relating to the arrangement on the basis of a specified
proportion. The expected financial performance of the joint operation is designed to operate
at break-even, or to generate losses that will be funded by the parties in the joint operation.
The substantial part of the output produced at Raffineria di Milazzo S.p.A, is purchased by the
parties in this joint arrangement.

The investment in Raffineria di Milazzo S.p.A is accounted for using the proportional consolidation
method. As at 31 March 2017, the ownership remained unchanged. The consolidation method
for revenues and expenses is made on the basis of the relative performance of each party to the
joint arrangement.

The financial statements of Raffineria di Milazzo S.p.A are not presented since its not material
for the Group.

37. Asset acquisition

In December 2016, the KUFPEC, through its wholly owned subsidiary KUFPEC Norway AS,
acquired interests in a package of licenses on the Norwegian Continental Shelf. The licenses
involved are the Sleipner licenses (producing - 9-10% share), Gina Krog (under development-
15% share), and Utgard (under development - 6% share) together with other exploration
blocks - PL813, PLO46EB, PLO46D and Eirin. The acquisition was settled in cash amounting to
USD 396 million (equivalent in KD 121,691 thousand) and accounted for as an asset acquisition
in accordance with IAS 16- Property, plant and equipment.

Detail of assets acquired are as follows:

2017
KD’000
Property, plant and equipment 117,267
Trade and other receivables 5,810
Inventories 2,645
Deferred tax assets 41,524
Decommissioning provision (36,818)
Trade and other payables (8,737)

Net assets 121,691
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38. Gain on sale of subsidiaries and joint ventures

2017 2016
KD'000 KD'000
KP Europoort B.V. - 112,187
PICCAN Holding Inc. - 186,781
MEGLOBAL B.V. - 82,646
- 381,614

39, Subsequent events

On 31 January 2017, the Group, through its wholly owned subsidiary KUFPEC Thailand Holdings
Pte. Limited, signed definitive agreements to acquire shares of Shell Integrated Gas Thailand
Pte. Limited and Thai Energy Company limited (“the acquirees”) for USD 900 million (equivalent
to KD 277 million). The acquirees together hold a 22.22% equity stake in the Bongkot field, and
adjoining acreage offshore Thailand consisting of Blocks 15, 16 and 17 and Biock G12/48.

As of the date of approval of these consolidated financial statements, the procedures formalities
are still in progress and are expected to be completed before 31 December 2017. Accordingly,
the said acqusitions is disclosed as non-adjusted event in accordance with IAS 10- Events after
the Reporting Period.

On 10th April 2017, KPC- Aruba, a subsidiary, signed a 50:50 percentage partnership agreement
with Oman Qil Company to establish a joint venture to build and operate a 230,000 barrel per
day refinery at Dugm in the Sultanate of Oman. A final investment decision on the project is
expected later in 2017.

40.0il and gas reserves of a local subsidiary with foreign operation (unaudited)

Crude Oil Gas Total
(mmbbls) (eobmm) (eobmm)
Proved and probable reserves
at beginning of year
- Fields in production 42.40 90.10 132.50
- Projects under development 52,10 271.35 323.45

94.50 361.45 455.95
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Changes during the year

- Discoveries 7.97 591 13.88

- Revision of previous estimates

{23.55) (14.59) (38.14)
Additions associated with 2016 and 2017
acquisitions

33.00 80.46 113.46
- Production associated with 2016
and 2017 acquisitions

(3.06) (14.45) (17.51)
- Production (7.50) (14.79) (22.29)

6.86 42.54 49,40
Praved and probable reserves at end of year

- Fields in production 51.87 130.75 182.62
- Projects under development 49.49 273.25 32274

101.36 404.00 505.36

Proven reserves are the quantities of crude oil and natural gas which geological and engineering
data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs
under existing economic and operating conditions. Probable reserves are those additional reserves
which are not yet proven but together with proven reserves are estimated to have a 509 or better
chance of being technically and economically producible. Oil reserves include the oil equivalent of
natural gas. Oil and gas reserves cannot be measured exactly since estimation of reserves involves
subjective judgment and arbitrary determinations. Therefore, all estimates are subject to periodic
revision. The above oil and gas reserves belong to one of the group companies and relate to the
Group’s reserves outside Kuwait.

Reserves, reserves volumes and reserves related information and disclosures are referred to as
“unaudited” as a means of clarifying that this information is not covered by the audit opinion
of the independent auditor that has audited and reported on the Group’s consolidated financial
statements.
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Where necessary, certain comparative figures have been reclassified to conform to the current

year’s presentation. Such reclassifications did not affect previously reported profit or loss, equity

or opening balances of the earliest comparative period presented.

42 Subsidiaries, associates and joint ventures

a) Principal subsidiaries registered in the State of Kuwait:

Directly held
Name of company

Kuwait Oil Company K.S.C.
(“KOC")

Kuwait National Petroleum

Company K.S.C. ("KNPC”)

Kuwait Integrated Petroleum
Industries Company K.S.C.C*
(“KIPIC™)

Kuwait Oil Tanker Company S.AK.
(“KOTC?)

Petrochemical Industries
Company K.S.C. (“PIC")

Kuwait Foreign Petroleum
Exploration Company K.S.C.
(“KUFPEC")

Kuwait Aviation Fuelling Company
K.S.C. ("KAFCO™)

Proportion

held

100%

100%

100%

100%

100%

100%

100%

Principal activities

Exploration for and production of
crude oil and natural gas in the

State of Kuwait.

Refining, LPG manufacturing, and

local marketing of refined products.

Refining, LPG manufacturing, and

local marketing of refined products.

Operation of a fleet of crude oil
tankers and liquefied petroleum gas

and oil product carriers.

Production of petrochemical
products and their distribution and

marketing.

Exploration for and development
of oil and gas outside the State of

Kuwait.

Supply of aviation fuel.
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Kuwait Gulf Oil Company K.5.C. 10026

(Closed) (“*KGOC")

Qil Sector Service Company K.5.C, 100%
(Closed) (“OSSCO")

Indirectly held Proportion
Name of company held
Kuwait Aromatics Company 80%

K.S.C.C. (“KARO"™)
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Exploration for and production of

crude oil and natural gas.

Liaison, public services and oil

sector supporting services.

Principal activities

Producing and selling perfume

products and other derivatives.

b) Principal directly and wholly-owned subsidiaries registered outside the State of Kuwait:

Name of company

KPC Holdings (Aruba) AEC (“KPC-Aruba™)

KPC Energy Ventures, inc. (“KPC EV")

¢) Principal associates

Name of company

Kuwait Drilling Company K.S.C. (“*KDC")

Equate Petrochemical Company K.S.C.
(“EQUATE"™)

Gulf Petrochemical Industries Company
B.S.C. {“GPIC™)

Kuwait Olefins Company K.5.C.C. (“TKOC")

Al-QOula Local Fuel Marketing Company
K.S.C. ("OULA")

Al-Saur Fuel Marketing Company K.5.C.
("SOUR™)

Equate Marketing Company E.C. (“EMC")

d) Principal joint ventures

Country of
incorporation  Principal activities

Aruba Refining, and marketing
of refined products

British West Investment in new energy

Indies technologies

Country of  Proportion Principal

incorporation held activities
. Contract
Kuwait 49% dr“hng
Kuwait 42.5% Petrochemicals
Kuwait 33% Petrochemicals
Kuwait 42.5% Petrochemicals
Kuwait 24596 Fuel marketing
Kuwait 24% Fuel marketing
Bahrain £9.9% Fuel marketing
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Country of Effective equity interest
Name of company incorporation as at 31 March 2017
The Kuwait Styrene Company
K.S.C.C. (“TKSC”) Kuwait 57.5%
OKQ8 AB (“OKQ8") Sweden 50%
Nghi Son Refinery Product
{(“NSRP™) Vietnam 35.1%
e} Principal joint operations
Country of Effective equity interest
Name of company incorporation as at 31 March 2017
Reffineria di Milazzo S.P.A. Italy 50%
Al Khafji Joint Petroleum Operation
{(“KJO™ Kuwait 50%
Wafra Joint Operation (“WJQO") Kuwait 50%

*On 18 October 2016, the Corporation established Kuwait Integrated Petroleum Industries
Company ("KIPIC™), a 100% owned subsidiary, with an authorised share capital of KD 1.8 billion,
issued and paid up share capital of KD 450 million as at 31 March 2017. As per the articles of
association, the Corporation will inject the remaining portion of authorised share capital of KD
1.35 billion within five years from the date of establishment of KIPIC,

KIPIC will aperate Al Zour Refinery and Petrochemical Complex and Liquefied Natural Gas
import facilities upon start of commercial operations, which is scheduled to be in 2019 and

2022 respectively.
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