gEHN;R"YI U
POWER © .. .
BELIEVES £ E L Hod gian,
GROWTH:= -
QUAI.IFIcATIOI\Isg; QPM )
c s“gcessgﬁr%nucﬁ .. A2y ﬁjqb"
LINET SATISFACATION 2 .
DEVELOPMENT SE ENCOURAGEMENT 02QA58cL04

22 auaLITY EEVOLUTIO Frotiis el

28 ECONOMY o o . g 5 = 2 e s
il B i 5 S B ) Eaidi i 3
OSBELIEVEE ¥ 09:- 3 JLo.sJ =
Ezgsmmsevﬁs EE%;E E - IJ!:nJ
T °=EI\IVIROMENT§ 20 ma - 4
=E=STEAMWORKO Ocl_Qig 3
= (7] mm ) um
E; -t = 2 Eﬁﬁﬁﬂﬂﬂ J_ Al
8 E o= ABE.ITYES o
CHESHT BT e
EEQEE:EEE%" P \J;O&I\QJJ-D
TRANSPARENCY & = = w Cl.l.ol__a.n.o Ly Lail jlod
g ST:zE 629 B iy il
b ECHEATIVIT; j a DLh
EI\IEH&M [= y v Jokl Qalaj
STABILITYE aLolain qj ol
EFFICIENCY - = « Guagilyiwl
HONES' %ag 3\ 3‘& gl'ai_a-' H
g &5 O

Beyond reach..
Over the top

Annual Report 2015 - 2016

Kuwait Petroleum Corporation | diivyg==ll « Iqg i Il dussu @.ﬂ
and subsidiaries | Lail <, g



Beyond reach..
Over the top

2015 - 2016
Annual Report

and subsidiaries



His Highness Sheikh
Sabah Al-Ahmad Al-Jaber Al-Sabah
The Amir of the State of Kuwait



His Highness Sheikh
Nawaf Al-Ahmad Al-Jaber Al-Sabah

The Crown Prince



il

T '\i_
v,
L

t
oy

Anas Al-Saleh

Deputy Prime Minister
Finance Minister, Acting Oil Minister



Members of the Board of Directors

Kuwait Petroleum Corporation

i

i

.l =
=

Anas Al-Saleh
Deputy Prime Minister
Finance Minister, Acting Oil Minister

Khaled Saleh Bouhamra
Member of the Board of Directors

Nizar Mohammad Al-Adsani

Deputy Chairman, Chief Executive Officer of the Kuwait

Petroleum Corporation

Abdulgaffar Ageel Al-Awadhi
Member of the Board of Directors




Wael Al-Asousi Essam Al-Marzouq
Member of the Board of Directors Member of the Board of Directors

Mufreh Dheidan Al-Shimmiri Abdulmajeed Hajji Hussein Al-Shatti
Member of the Board of Directors Member of the Board of Directors




' www.kpc.comkw



Table of Contents

*  Our values

+ Speech of His Excellency the Oil Ministry and Chairman of the Board of
Directors of Kuwait Petroleum Corporation

* Speech of the Chief Executive Office of Kuwait Petroleum Corporation

* Introduction

* Financial performance

+ Our mega projects

* [Earth’s resources

* Around the world’s ports

*  Our best investment

* Miles for the future
Preserving our wealth

*  Promoting our community

* Consolidated financial statements and the independent auditor’s report for the

fiscal year that ended on 31 March 2016

Annual Report 2015 - 2016 1 1

www.kpc.com.kw




Mission of Kuwait Petroleum Corporation:

A company of commercial nature, Kuwait Petroleum Corporation is considered a
global leader in the oil and gas industry. The corporation’s main activities include
oil exploration, refining and marketing, in addition to petrochemical industries and
managing those activities through the most effective means while insuring the utmost
utilization of hydrocarbon resources, in order to achieve the highest possible income

for the state of Kuwait and improve national labor.

Kuwait Petroleum Corporation’s future vision:

Kuwait Petroleum Corporation’s future vision is based on the following:
Reaching a high and distinguished level of profitability and performance.
Contributing greatly in supporting and stimulating the national economy.
Improving the global reputation and position of all of KPC’s activities.
Encouraging workers to seek continuous learning in all fields related to KPC’s
activities.

Reaching a pioneering level in the region in HSE performance, and working on
applying the latest technologies in KPC’s operations.

1 2 Annual Report 2015 - 2016
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Corporate
Thinking

Collective interest in KPC’s issues in
order to serve the common interest of
the corporation as a whole.

Excellence

High level of performance, operational
excellence, continued development, presenting
high quality products and services, meeting
clients’ demands.

Integrity

Seeking openness in operation based on trust,
respect, justice, transparency and honesty,
while committing to utmost levels of work
ethics, professionalism and responsibility.




Partnership Flex

Building and maintaining long-term Responding to changes, ac s
partnerships, which have added value to
promote growth and support operational

excellence

Motivation

Providing a work environment where
loyalty, cooperation, team spirit and
excellence in performance prevail

Commitment

to health, safety, security, the environment and society
Commitment to environment protection and securing &
safe and healthy working place y
Commitment to social responsibility in Kuwait and o her
communities hosting KPC activities




Speech of His Excellency
the Minister of Qil and
Chairman of the Board of Directors

Amid accelerating developments, and with the increasing pace of competition, the current
oil markets’ atmosphere force us to exert exceptional efforts to increase oil revenues and
the added value from our different activities. This can be achieved by benefiting from the
best practices in the oil industries, and to invest in our special relationships with various
local, international, and service-based oil companies, in addition to research centers. It is
also important to improve the historic relations that we have with these markets, in order to
maintain our presence and our investments in those markets. This was embodied during
His Highness the Prime Minister’s visit to a number of Asian markets including Bangladesh,
Korea, Vietham and Japan, in which he witnessed the latest developments regarding the
Vietnam refinery and petrochemical complex project.

We shed light in our report for the fiscal year 2015 — 2016 on our promising successes
in major oil projects, which were launched and grew during this past fiscal year. Kuwait
Petroleum Corporation and its subsidiaries achieved remarkable success in increasing
crude oil production to reach 3 million barrels a day. This achievement was never easy, and
came thanks to God’s blessing, and the efforts of the national work force in the oil sector.
We also cannot forget the important role that the global marketing authority plays, as it
exerts commendable efforts to make sure that oil is dispensed in promising markets, thus
insuring higher prices for the Kuwaiti crude compared to other markets.

We also witnessed a very important achievement during this fiscal year. We have made
great progress in executing the manufacturing and cracking capabilities’ improvement pack
at refineries, through the Clean Fuel Project which is now 50.2% complete. Furthermore,
we celebrated this year signing contracts with companies the Al-Zour Refinery Project’s
tender.

Moreover, since the oil sector seeks integration between the refining and petrochemical
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activities in order to achieve added value, the Supreme Petroleum Council gave initial
approval to establish a new company to manage and operate the refining and petrochemical
complex in Vietnam; a project that is so far 77% complete.

According to the revenues’ expansion plan which was placed by Kuwait Petroleum
Corporation and its subsidiary companies, the plan has borne fruit to add more revenue to
KPC and its subsidiaries’ projects which reached KD 1.3 million in the fiscal year that ended
in March 2016. These profits, which exceed the previous year’s profits by 6%, came despite
the great challenges that the oil sector faced, including the declining oil prices and fierce
competition on quotas in international markets. The oil sector continues to move forward,
motivated by the desire of His Highness Sheikh Sabah Al-Ahmad Al-Jaber Al-Sabah, with
the roadmap placed to expand the use of solar power, thus reducing carbon emissions.

We stand today on the doorsteps of a bright future; the sky is the limit when in it comes to
the efforts of our national workforce in the oil sector, and we believe that success is attained
through them. There are different ambitions that we have for the upcoming period, most
notable of which is improving human resources and qualifying national cadres as a strategic
choice for a bright future. Human resources are the sector’s foundation and true wealth to
guarantee leadership and excellence.

Finally, | would like to express gratitude to His Highness the Amir, His Highness the Crown
Prince and His Highness the Prime Minister for their continued support to the oil sector, which
enables the journey towards further success, productivity and development to continue.

Anas Al-Saleh
Deputy Prime Minister

Finance Minister — Acting Oil Minister

Annual Report 2015 - 2016
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Speech of the Chief Executive Officer
Nizar Al-Adsani
Deputy Chairman

Kuwait Petroleum Corporation
i )

The accelerating global events and economic challenges that the world has witnessed, including
oil prices’ drop and expansion in shale oil production left a clear impact in the form of reduced oil
revenues in oil producing countries, especially those whose economies depending primarily on oil
revenues, and the subsequent effect on companies operating in exploration and production of oil
and liquefied natural gas which suffered due to high operational and production costs compared
to reduced incomes, thus forcing them to reduce their investments and sustain setbacks globally.

However, we at Kuwait Petroleum Corporation (KPC) and its subsidiaries were committed to
continue our mega strategic projects and enforcing the strategic goals that were placed as part
of the 2030 strategy, despite the challenges and changes, motivated by our strong belief in their
importance for achieving a better future for the state of Kuwait and securing economic resources
for the current and future generations.

We managed through collaborated efforts of the oil sector’s staff to adapt and compete amidst
the current changes, and have adopted a mechanism of integration between refinement and
petrochemicals as the best solution to face the coming changes. We have moved forward to
execute the 2030 KPC Strategic Directions, which is a roadmap to carry out mega projects inside
and outside Kuwait in order to improve the national income. This reasserts the management’s
commitment to continue seeking leadership and cementing the oil sector’s position as an influential
power in the national and global economies.

We are committed to the vision of His Highness the Amir Sheikh Sabah Al-Ahmad Al-Jaber Al-
Sabah, who called for securing 15% of Kuwait's energy production from renewable energy
resources by 2030. It is our future choice and top priority to produce clean energy in order to protect
our environment and maintain a healthy society while at the same time increasing our oil and gas
exports.

The 20152016- Annual Report shows how KPC and its subsidiaries managed to increase their
production levels to three billion barrels a day, and that in keeping up with the strategic plans put in
place. The oil sector moves ahead with carrying out mega projects to improve its competitiveness
in the global markets. Among these main projects are:

The Clean Fuel Project which is expected to finish in 2018. It will produce products in accordance
with the global markets which require precise production specifications and strict environmental
standards. It becomes clear herein that the approach followed in the oil sector is not restricted to
searching for future opportunities, but also includes keeping the current markets and making sure
that the oil wealth that God has blessed Kuwait with can maintain its strength, position and quality,
thus our products would continue to grow.

Al-Zour Refinery Project which is carried out simultaneously with the Clean Fuel Project. Once it is
completed, it will be one of the world’s largest oil refinery projects with a total capacity of 615,000
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barrels a day. It will also increase the company’s production capacity from 936,000 barrels to
1.4 million barrels a day to cope with the increasing demand on low sulfur fuel oil. The refinery
is scheduled to officially enter operation in November 2019, thus securing high quality petroleum
products and various job opportunities, therefore elevating the national economy.

The refinery and petrochemical complex in Vietnam: a refinery where 100% of the crude processed
comes from Kuwait, and has a total capacity of 200,000 barrels a day in its first stage, with the
option of expanding it into 400,000 barrels a day in its second stage. This secures a safe outlet
for Kuwaiti oils as mentioned in the strategic directions. The project is currently 77% complete.
Meanwhile, several other investment opportunities were studied. The refinery and petrochemical
complex provides a lot of job opportunities for the Vietnamese people, as well as great experience
for oil sector employees and newly graduated engineers, whom Kuwait Petroleum International
(KPI) have enrolled in engineering offices operated by the project’s contractor in Japan, South
Korea and Malaysia, which helped them attain high technical experience and skills in executing
mega projects.

And to meet the local demand on fuel, the oil sector adopted a project to establish 100 new gas
stations. This goes according to KPC’s directions to provide a sufficient number of gas stations in
order to meet the future demands as a result of the demographic expansion that Kuwait is withessing.
And based on approvals from the Supreme Petroleum Council, Kuwait National Petroleum
Company (KNPC) prepared a comprehensive plan to build 100 new gas stations according to the
latest technologies and in a way that reflects and advanced and distinguished appearance while
taking into account renewable and alternative energy options and utilizing environmental friendly
technologies according to the new adopted design.

We cannot ignore the importance of investing in our human resources in face of the coming
challenges, because they are the backbone of the national economy and the secret to its success.
Therefore, we launched a learning and development strategy, stemming from our steadfast
belief and persistent commitment to providing a motivational working environment that helps our
employees to improve their skills, and creates suitable opportunities that enable them to showcase
their hidden capabilities optimally.

And out of our belief that they are the essence of our operations, we supported the launch of the
Professional Women Network in the oil sector, in order to draw a roadmap to develop promising
female leaders in the oil sector, and that through a series of activities to empower women in
the oil sector and improve their leadership skills in cooperation with national and international
oil companies. In addition, awareness programs for female employees in the oil sectors were
organized.

And to help promote the community, we are committed to enforcing the second stage of the 2030
communication strategy with regards to instilling the social responsibility concepts, and providing
training opportunities for students in various fields in cooperation with educational institutions.
Furthermore, we collaborated with charity organizations to support sick children and provide the
intellectual education school with the latest scientific and practical technologies, such as smart
boards that cater to the students’ high mental capabilities.

Finally, | would like to express gratitude to His Highness the Amir, His Highness the Crown Prince,
His Highness the Prime Minister and His Excellency the Acting Oil Minister for their continued
support to their children in the oil sector, so that journey towards further success, productivity and
development continues. | would also like to thank all oil sector employees for the great efforts they
exerted in order to improve the oil sector’s march in the local and global scenes.

Nizar Al-Adasani
Chief Executive Officer
Deputy Chairman of the Board

Kuwait Petroleum Corporation
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In a year filled with tumultuous events and achievements, we proved that we carry a

long-term vision in expansion and growth. We rose with our mega projects, which ~
left a strong and influential echo. We sought new opportunities amid current —
ones to grow our ambitions further, and operated according to the 2040 plan ey
to expand our horizon while realizing that we carry a responsibility that is as :

huge as our desire for excellence. We, at Kuwait Petroleum Corporation S ——

and its subsidiaries, work tirelessly to keep up with the global markets’
demands, and even surpass them to prepare for future challenges.

The year 20152016- is a year of difficult challenges, yet it is also a
year of determination to succeed and manage with smart will and

outlook.
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Financial Performance
For the fiscal year that ended on 31 March 2016

Revenues collected for Kuwait Petroleum Corporation and its subsidiaries reached
KD 20,208.8 million during the fiscal year that ended on 31 March 2016, including
KD 19,102.1 million as ongoing operations’ revenues, and KD 1,131.8 million as
other revenues. Meanwhile, consolidated expenses reached KD 18,908.4 million.
Consolidated profits reached KD 1,325.5 million (compared to KD 1,253.8 million
in 20142015/), including KD 445.8 million operating profits (KD 726.3 million in
20142015/), and investment incomes that reached KD 442.0 million (KD 429.3
million in 20142015/).

Meanwhile, return on the average invested capital reached 5.4% (5.7% in 20142015/)
while the average return on the average total of shareholders’ equities reached 5.8%
(5.9% in 20142015/).

Total assets reached KD 34,787.4 million (compared to KD 33,711.9 million in
20142015/).

In the meantime, total shareholders’ equities reached 23,687.5 million (compared
to KD 22,336.8 million in 20142015/); with a KD 1,350.7 million increase made
as a result of a KD 1,323.0 million increase in the general reserve, which came
due to several aspects. These aspects include maintaining the fiscal year’s profits,
increasing the reserve for property, facility and equipment replacement and renewal
by KD 314.0 million, and increasing non-controlling stakes by KD 15.1 million. They
also include increasing re-measurement of the reserve for specified benefits by KD
3.3 million, compared to a decrease in the foreign currency conversion reserve by
KD 123.4 million, and a decrease in the net change in the fair value by KD 181.3

million.

KPC managed to finance its current capital projects’ program through internal and
external funding sources. The volume of investments in fixed assets during the fiscal
year reached KD 3,434.1 million compared to KD 2,843.9 million in the fiscal year
2014/ 2015.
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Mega projects

In order to expand Kuwait’s refining capacity to reach around 1.4 million barrels on the
medium term, which is considered one of KPC’s main strategic ventures in the refining
and manufacturing sector inside Kuwait, Kuwait Petroleum Corporation, represented by
Kuwait National Petroleum Company, are carrying out a number of mega projects.

- The Clean Fuel Project

The Clean Fuel Project puts Kuwait among the countries with the latest refineries in the
industry. The primary goal of this project is to improve and expand the Mina Al-Ahmadi
Refinery to reach a refining capacity of 346,000 barrels a day, and the Mina Abdullah
Refinery to reach a refining capacity of 454,000 barrels a day, thus increasing the total
refining capacity of both refineries to 800,000 barrels a day.

Work is currently ongoing to execute the Mina Al-Ahmadi Refinery project’s pack, and
Mina Abdullah Refinery project’s two packs, in addition to the detailed engineering
works, sales and main material and equipment. Meanwhile, restoration of the catalyst
cracker unit has been completed, while operating the unit has started at Mina Al-
Ahmadi Refinery. As for the project’s electrical works, the main power stations for the
Mina Al-Ahmadi and Mina Abdullah refineries are now built and put into operation.
Furthermore, all 26 long lead equipment have been installed at Mina Abdullah
Refinery, while primary installation for the same equipment has been achieved at
Mina Al-Ahmadi Refinery.

The project’s completion percentage reached 50.2% by the end of March 2016.

In the meantime, the negotiation team continues its works in cooperation with the
financial advisor (NBK Capital) to complete the Clean Fuel Project’s financing process
according to plan, and after receiving the necessary approvals on the financing’s
structure and mechanism.

The National Bank of Kuwait (NBK) and Kuwait Finance House (KFH) have recently
been appointed as Mandated Lead Arranger (MLA) to prepare the first part of the
financing operation, which is a long-term loan in Kuwaiti Dinar taken from local

traditional and Islamic banks. The Mandate Letter, Term Sheet and Fee Letter have
all been signed.
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- Al-Zour Refinery Project

We are moving forward with Al-Zour Refinery Project, which is considered one of the
biggest strategic oil projects in Kuwait in order to meet the growing demand of power
plants for low-sulfur fuel oil (contains less than 1% sulfur). Some of the key achievements
this year include:

Approval has been obtained from the boards of directors of the Kuwait Gulf Oil Company
(KGOC) and Kuwait Petroleum Corporation (KPC), in addition to the Supreme Petroleum
Council on the project’s amended budget of KD 4,871 million.

The contracts of the main five groups for engineering, import and construction works were
signed with four consortia of international contractors in October 2015, while execution
started on 28 October 2015.

Preliminary meetings with all contractors of the main engineering, import and construction
contracts were held during November 2015. After that, the contractors started presenting
the required documents as stipulated in the contracts. They also began reviewing the

initial engineering designs, as well as the blueprints and detailed engineering works for
execution.

As for preparing the project’s location, works are ongoing to prepare the land, as the

completion percentage reached 90.82% as of March 2016. Furthermore, some sites were
handed over to the contractors of Al-Zour Refinery Project’s main packs.

The project’s completion percentage reached 13.77% by March 2016.

- The Vietnam Refinery and Petrochemicals Complex Project

Stemming from the general strategic directions of the refining and manufacturing sector -
which stipulate expanding the refining capacity outside Kuwait in order to guarantee a safe
outlet to dispense Kuwaiti crudes, the Vietnham Refinery and Petrochemicals Complex
Project is so far 77% complete. This project allows us to refine the Kuwaiti crude by 100%,

and with a refining capacity of 200,000 barrels a day in its first phase, while production
could double to 400,000 barrels a day in its second phase.
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« Project to build facilities to import liquefied natural gas in Al-Zour

The engineering, import and construction works’ contract to start executing this project
was signed in March 2015, as the tender was awarded for a consortium of three

specialized companies, and the project’s contract was signed on 30 March 2016 to
begin implementation.

The project’s estimated budget of KD 998 million was approved by the boards of
directors of KNPC and KPC in January and March 2015.

This project comes as part of efforts to fulfill Kuwait Petroleum Corporation’s strategic
plan for 2030, which pertains with meeting the local market’s long-term demand for

fuel, and increasing the flexibility of operations to meet the growing seasonal demand
of power plants on fuel.

Project to build the fourth and fifth Liquefied Natural Gas
Trains

The fourth LNG Train has been completed, and operation is in progress. It was
designed with a capacity of 805 million standard cubic feet per day, and 106,000
million barrels a day of condensers, in order to address the expected future increase

of gases and condensers resulting from oil and gas field, and then transform them into
liquefied gases for export while separating methane and ethane.

As for the fifth LNG Train, the contract for the engineering, import and construction
tender was signed in May 2015, while execution started in July 2015 with a total cost
of KD 428 million.
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- Project to build 100 new gas stations

According to Kuwait Petroleum Corporation’s plans to provide a sufficient number of gas
stations in order to meet future demands on fuel due to the urban expansion that Kuwait
witnesses, and based on approval from the Supreme Petroleum Council, KNPC prepared
a comprehensive plan to build 100 new and modern gas stations according to the latest
technologies - while taking into account applying the renewable and alternative energy
concept, and using environment friendly technologies based on the new approved design.
Feasibility studies and preliminary architectural designs were carried out to build 19 new
gas stations, while preparation is currently ongoing to get necessary approval in order to
start executing the project.

This project is among the first of five groups, and is to be followed by four others to build
gas stations within the next five years.

Meanwhile, a committee specialized in reducing expenses and increasing profit continued
its works in 20152016-. In that context, several programs to reduce expenses and
increase profit were created, supported, and given top priority by the company’s higher
management. The committee’s work yielded a large number of achievements and made
great returns estimated at USD 230.2 million. This committee was established under the
chairmanship of the chief executive officer, and membership of his deputies with a clear
work reference. It was given a 6-month renewable period to finish its works, in order to
reduce expenses and increase profit in light of the decline in returns from global oil refining

industry, the decrease of products’ prices, and the major challenges that accompany them,
which are considered unprecedented in the oil field.

- Refining and manufacturing outside Kuwait

Stemming from the general strategic directions for the refining and manufacturing sector
which stipulate expanding the refining capacity outside Kuwait in order to guarantee
a safe outlet to dispense Kuwaiti crudes, the Vietnam Refinery and Petrochemicals
Complex Project is so far 77 percent complete. Meanwhile, several other investment

opportunities are currently being studied. As for expansion in retail marketing, the
following achievements were made:

Opening the fourth compressed natural gas (CNG) filling plant in Belgium.

Acquiring a varied network of assets for direct and retail sale in Belgium, which
improves the company’s investments and increases sales.




1- Earth’s Resources

We use the best methods to collect the earth’s resources,
improve our products, and reach all parts of the world. Here is a
review for production levels and petroleum explorations during
he past year.
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Earth’s Resource

Local Exploration and Production

We use the best methods to collect the earth’s resources, improve our products, and reach
all parts of the world. Here is a review for production levels and petroleum explorations
during the past year.

. Quantitative data

- Average production capacity of crude oil:

Actual capacity Annual goal

NG
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c
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ME
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million barrels a ¢

- Average daily non-associated gas production
Annual goal
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million cubic feet of non-
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associated gas a day
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- Average daily associated gas production

1.383

billion cubic feet of
associated gas a day

1 [ ] 5 5 8
billion cubic feet of
associated gas a day
Annual goal m

Actual capacity

- Average crude production (million barrels of crude a day) for the past
five years, including 2015 /2016

Average crude

production (million 2.922 2.870 2.922 2.863 3.017
barrels of crude a day)

During the fourth quarter, we managed to export 11.4 million barrels of crude within 48
hours, which is equal to four days of crude production for the producing company, Kuwait Oil
Company. We also achieved a new record in daily crude export, which is 6.7 million barrels
recorded in a single day during the first quarter of the year.

We started executing the first field project in Kuwait for non-thermal oil recovery, using the
miscible gas approach, at the Managish reservoir at the West Kuwait operations zone.

We finished 62% of the 3D seismic survey project for the Greater Burgan field, the world’s
second highest producing field. Meanwhile, 34% of 3D seismic survey for the Kuwait Bay
area has also been finished. One of the greatest challenges we face while performing
seismic surveys is the fact that the surveyed areas are overlapping with residential areas,
farms, and open grazing lands, which affects the survey process, as well as the equipment
used. Therefore, Kuwait Oil Company carried out a big media campaign to increase people’s
awareness regarding the importance of cooperation between the two sides in order to
achieve the desired goals. The campaign was considered a success.
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Il Earth’s Resources

International exploration and production

* Kuwait Foreign Petroleum Exploration Company, a subsidiary of KPC, acquired
three new exploration projects, added to its current assets’ portfolio. These
projects are:

+ The ‘Paharpur’ project in Pakistan, with a 100% stake. The company serves as the
operator.

* The ‘WA-483-P’ project in Australia, with a 40% stake.
*  The ‘DWS3E’ project in Malaysia, with a 35% stake.

* Excavation and connection operations were completed at the Pelikan well, as part
of Indonesia’s Natuna Sea project. Early production started on 9 March 2015; nine
weeks earlier than schedule. Meanwhile, two development wells were excavated and
connected with the Gajah Baru field.

+ The first LNG tank at the Wheatstone project in Australia was built, while work is
going on schedule to build the second tank in the same project.

+ 18 development wells were drilled in Canada’s Kaybob Duvernay project, and four
other wells were linked to production, while work is ongoing to connect the remaining
wells.

Production in 2015
reached nearly

68

Barrels of oil
equivalent
Recording an 8%
decrease compared
to last year’s
average production
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Hydrocarbon reserves
Oil and gas revenues by the end of the 2015
reached 858 million US fiscal year.
Dollars
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Earth’s Resources

Petrochemicals

Locally

- Fertilizer plants:

Ammonia plants’ production reached nearly 667,550 metric tons, increasing by 22%
compared to last year, while urea plants’ production reached 1,056,155 metric tons,
increasing by 22% as well.

- Polypropylene plant:

The polypropylene plant’s production reached 107,103 metric tons, decreasing by 20%
compared to last year, while sales reached 107,415 metric tons, decreasing by 21%
compared to last year. Periodic maintenance as well as unplanned stoppages caused this
reduction.

EQUATE Petrochemical’s production reached 1,330,000 tons of polyethylene and ethylene
glycol, increasing by 1.2% compared to last year.

Sales to producers reached 1,332,000 tons, increasing by 12% compared to last year.

- The Kuwait Olefins Company (TKOC):

The Kuwait Olefins Company’s production reached 812,000 metric tons of ethylene glycol,
which is equal to last year’s production.

Sales reached 820,000 metric tons of ethylene glycol, increasing by 1.2% compared to
last year.
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 The Kuwait Paraxylene Production Company (KPPC)

Paraxylene production reached 840,632 metric tons, decreasing by 4.95% compared to
last year, while paraxylene exports reached 841,852 tons, decreasing by 5.18% compared
to last year. Planned stoppages to enhance some equipment’s performance caused this
reduction.

Benzene production reached 294,297 metric tons, increasing by 4.31% compared to last
year.

- The Kuwait Styrene Company (TKSC)

Styrene production reached 493,000, decreasing by 6.23% compared to last year.
Meanwhile, styrene sales reached 502,000 tons, decreasing by 4.31% compared to last
year. Periodic maintenance operations caused this reduction.

- The integration project between the Olefins Third Plant and
Aromatics Second Plant with the fourth refinery

Results of the final report for the detailed financial feasibility study were approved by
the boards of directors of the Petrochemical Industries Company and Kuwait Petroleum
Corporation in late March 2016, in order to move forward towards the detailed architectural
designs’ studying phase. Furthermore, the alternative site, located north of Road 270, was
preliminarily approved after initial approvals were received from concerned authorities. The
Municipal Council is expected to give final approval on the site by the end of September
2016.

We achieved an estimated KD 430 million as net profits this year, which are considered
exceptional results in light of the sharp decline of global oil prices, and fierce competition and
the petrochemicals market. Petrochemical plants also made an exceptional achievement
this year, as Ammonia plants’ production reached nearly 667,550 metric tons, while urea
plants’ production reached 1,057,000 metric tons; a new record since operation.
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Internationally

« The Gulf Petrochemical Industries Company (GPIC):

The company’s production of ammonia, urea and methanol reached 1,466,000 metric tons,
decreasing by 9% compared to last year. Meanwhile, exports of the same products reached
1,091,000 metric tons, dropping by 13% compared to last year. Period maintenance for
plants caused these reductions.

 ME Global Canada (headquartered in Canada):

ME Global’s production reached 1,256,000 metric tons in 2015, increasing by 3%
compared to last year.

- ME Global BV (headquartered in Dubai):

Production of polyethylene terephthalate (PET) from Equipolymers plants reached
316,000 metric tons, increasing by 2.7% compared to last year, while the volume of sales
in ME Global reached 3,475,000 metric tons, increasing by 4.7% compared to last year.




Other Achievements in Petrochemicals

The Kuwait Aromatics Company (KARO) recorded USD 113.086 million profits at the end
of the 2015 fiscal year. Meanwhile, the Kuwait Paraxylene Production Company (KPPC)
recorded USD 183.58 million profits at the end of the 2015 fiscal year, increasing by
79.191% compared to last year.

A long-term agreement (LTA) has been renewed in the Indian market with one of the
largest consumers of polypropylene to provide 24,000 tons for two years. Meanwhile, a
long-term agreement was signed with European countries to provide 48,000 tons for two
years. In addition, a long-term agreement was reached with Italian company ‘ILPA’ to
provide 12,000 tons for a year. Also, we entered the Portuguese market and achieved the
highest returns with the buyer compared to other markets.

Moreover, we signed an agreement between ME Global and Dow Chemical, through
which the latter provides 400,000 metric tons of ethylene annually, to become the main
feedstock for the new ethylene glycol plant at the American gulf shores, which will be
wholly owned by ME Global. Meanwhile, ME Global is currently carrying out the Front End
Engineering and Design (FEED) process to determine the project’s expected final cost.

In the meantime, the aromatics marketing department sold products equal to 102% of
planned, and maintained the same level of customer satisfaction, which is equal to 93%
in highly competitive markets.

Despite the decline of prices in the global fertilizers’ markets, a higher sales ratio compared
to the international market value for urea (104%) and ammonia (105%) was achieved, in
addition to renewing the AQIS certificate that pertains with the Australian markets.
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Il Earth’s Resources

Refining and gas liquefaction operations

» Locally

- Operations of the fourth liquefied petroleum gas production unit’s project have started
with a capacity of 805 million standard cubic feet a day, and 106,000 barrels of confessors
a day.

- The contract was signed for the project to build the facilities required to import liquefied
natural gas in Al-Zour. This project’s goal is to meet the local market’s long-term demand
on fuel, as well as power plants’ growing seasonal demand on fuel.

- Average of refining at the three refineries during the past five years

Daily average

(tﬁés‘;g:gdb‘a’::‘;:a 2016/2015 | 2015/2014 | 2014/2013 | 2013/2012 | 2012/2011

(day

Shuaiba Refinery

Mina Abdullah
) 264.0 267.7 255.6 272.0 247.0
Refinery

) 425.3 411.6 411.9 451.7 416.9
Refinery

w11 | sso | w0z | o176 | eais
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- Liquefied gas production at Mina Al-Ahmadi Refinery:

The following table shows the amounts produced in the fiscal year 20152016/ compared
to the amounts produced in the fiscal year 20142015/

Product Fiscal year Fiscal year
(thousand tons) 2016/2015 2015/2014

Propane 2.560 2.459
Butane 2.185 1.983
Natural benzene 1.464 1.250
Total 6.209 5.692

Total refined quantities, in addition to refining average at the three
refineries in the past three years:

Product. 2016/2015 | 2015/2014 | 2014/2013 | 2013/2012 | 2012/2011
(thousand metric tons)

Naphtha/gasoline/

8431.2 8862.3 8935 9299.9 8936.9
reformate

Kerosenel/jet fuel 8411.9 8231.5 8461.6 8668.6 8045.4
Gas oil/diesel 11813.2 11688.2 12198 12894.2 11729.8
Fuel oil/remnants 10801 10712.8 9671.7 10981.1 9604.2
*Other products 2984 1 3200.8 3227.2 3484.9 3245.6
Total net product 42441.4 42695.6 42493.5 45328.7 41561.9
Depreciated/lost 1015.6 1150.8 1063.5 1175.1 1192.7

43457.0 43846.4 43557 46503.8 42754.6

* Includes Liquefied Petroleum Gas from refineries, sulfur, petroleum coke, bitumen, and propylene.

On the international IEVEI, Kuwait Petroleum International expanded

its refining and gas liquefaction operations, as it established 6 new stations in Holland,
and began selling compressed natural gas in 5 gas stations in Belgium. Furthermore, it
expanded its diesel sale operations to include 24 countries after entering the Croatian,
Slovakian and Norwegian markets. Meanwhile, the company completed a deal to
purchase a power plant in Milazzo, Italy in order to increase the refinery’s operational
capacity, and sold the Europort Refinery in Holland as part of its efforts to exit from
unproductive assets.
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2- Ports around the World

We transport the resources of our land to the world through our enormous fleet.
We shipped 32.05 metric tons of crude, petroleum products and LNG this year,
increasing by 7.19% compared to last year.

Kuwait Petroleum Corporation’s strategic plans for 2030 stipulate the “protection
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of the size and quality of our fleet, which is required to meet the long-term strategic
demand and marketing needs of crude oil, petroleum products and LNG tankers, in
a way that goes in line with the desired production goals inside Kuwait.” Based on
that, preparations are currently ongoing to place a tender to build 6 new tankers in
different sizes, in addition to 6 LNG tankers, bringing the total number of new tankers
included in the fourth phase to 8.

We can never accept to have a mediocre status in transport. We earned the award
for best tankers operator in the maritime industry on the regional level, the Middle
East and the Indian subcontinent, awarded by the World Maritime Standards
Organization. Furthermore, we earned the 2015 Lloyd List’s Middle East and Indian
Subcontinent Award for environment.
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Jlll Ports around the World

Our Fleet

30 |

Tankers %_
), » SR

- 12 giant crude oil tankers

- 14 tankers of different sizes for petroleum products
- 4 giant LNG tankers

* Fleet’s gross tonnage is 5.04 million MT DWT.
+ The company’s tankers sailed during 20152016/ for more than 2
million nautical miles in high efficiency.
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3- Our Greatest Investment

+  We possess the most precious kinds of investment, and strive relentlessly
to secure the strongest returns that best serve Kuwait’'s economy. Our
investment in human resources is the key for any successful step.
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Our Greatest Investment

Health, Safety, Security and

Environment (HSSE)

Our performance

- As part of our efforts to reduce gas burning to less than 1%, Kuwait Oll
Company (KOC) executed a number of projects that dropped gas burning’s
percentage from 17% in 2005 to 0.79% percent in 2015.

- Kuwait Oil Company (KOC) reduced volume spills through continued efforts
to only 315 barrels, compared to the annual goal of estimated 1,200 barrels
not to be surpassed.

- Kuwait Gulf Oil Company (KGOC) completed more than 59.8% of the third
phase of the gas burning plan for the Wafra Joint Operations.

- Kuwait Gulf Oil Company (KGOC) recovered and recycled 343,000 out of
600,000 barrels from oil borings at the Wafra Joint Operations area.

- Kuwait Aviation Fuelling Company (KAFCO) recorded 2.4 million working
hours without any lost time injury incidents.

- The Petrochemical Industries Company (PIC) recorded more than 24.2
million working hours without any lost time injury incidents as of February
2016. Furthermore, PIC recorded no environment-related incidents in
20152016/.

- We introduced a solid waste management system at all of our tankers in
order to prevent unloading of waste, including hazardous and recyclable
waste, into the sea. Instead, waste is unloaded at ports for safe disposal.




chievements

* Two field trainings have been organised to deal with disasters and crises in the oil sector. An
evacuation drill was completed at the Oil Sector Complex in coordination with concerned state
departments.

+ The HSSE management system was upgraded as part of our HSSE strategy initiative for
2030.

* An agreement was signed with Kuwait Institute for Scientific Research regarding the interior
and exterior air quality reexamination project, and the effect of the surrounding environment
on the Qil Sector Complex.

+ The automated enhancement report system was established to improve HSSE performance
for Kuwait Petroleum Corporation staff.

+ Carrying out a ‘level of satisfaction measurement’ study between the Environment Public
Authority and the oil sector in order to improve communication channels that connect
Kuwait Petroleum Corporation and its subsidiaries with the Environment Public Authority.
This comes in light of the implementation of the environment protection law, as well as the
improvement of the environmental performance of Kuwait Petroleum Corporation and its
subsidiaries according to environmental laws and standards followed in Kuwait.

* We earned the HSSE outstanding performance award from the Arab Fertilizer Association
(AFA), and the 2015 Royal Society for the Prevention of Accidents (RoSPA) Silver Award
for Management of Occupational Road Risk (MORR).

* The Public Address Systems were successfully installed and tested, in addition to the
new siren at the A&B factories, which would help enhance performance during emergency
evacuation.

+ We applied the “contractor’s guidance” system, which helped achieve the desired goals

and expectations from contractors according to their own documents that are approved
by the company. Furthermore, the system helps improve the work culture, maintain safe
behavioral aspects and enhance the performance of the contractor.
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Our Greatest Investment
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Keeping them in the best levels

We aspire to attract valuable national assets, and seek to make our staff an
example in performance and the most efficient at work. Furthermore, we aspire to
present the finest training opportunities for them.

We continue to present several initiatives in order to train and improve
workers in the oil sector:
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Our Greatest Investment

Learning and development strategy

We launched this year the learning and development strategy in Kuwait’s oil
sector; a project which reflects our strong belief that our human resources are
our most important wealth, and the key to our success in Kuwait’s oil sector.

In harmony with our conviction that investment in human resources is the
most effective to continue rising towards a more prosperous and outstanding

future, the oil sector launched the ‘Learning and Development Strategy’ for
Kuwait Petroleum Corporation and its subsidiaries.

On this occasion, an awareness campaign was launched in the oil sector to
announce the consolidated training competencies, which represent a quantum
leap in the field of staff improvement and increasing their training competencies

Our strong belief and continued strife requires us to provide a better working
environment that allows our workers to improve their skills, and creates suitable
opportunitiesthatletthembetterinvesttheir potentials and develop their performance

Our vision in this regard is summed up in becoming partners who promote a high
performance learning culture, while our mission is centered on working together
with the concerned authorities to improve our employees’ competencies and career
aspirations. This is a necessary condition towards successfully applying our work
strategy, which goes through providing deliberate consultations prepared by highly

experienced experts, as well as presenting integrated learning mechanisms and
solutions characterized by the highest levels of quality and efficiency.

Our employees are the backbone of our success. They are the real makers of all of our

achievements. Therefore, we give them our highest attention as we seek to provide an
environment that is encouraging for work.
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Jlll Ovur Greatest Investment

“They” are the essence of our work

The oil sector witnessed in the fiscal year 20152016/ the largest number of women
who take different responsibilities, including large and difficult ones, along with others
that women were thought could not carry. However, they proved their ability to take
different leading and administrative posts, in addition to works that require great
physical effort under unsuitable weather conditions.

Professional

Women Networking

The Professional Women Network

The Professional Women Network was established in 2015, with the goal of putting
together a roadmap to improve promising female leaders in the oil sector. To achieve

that goal, a series of activities are organised to empower women in the oil sector and
improve their leadership skills. In addition, awareness programs are organised for
ale employees in the oil sector, while cooperation was established in this field wit
2| and international oil companies.
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4- Future Endeavours

We are fully aware of the challenges that the future holds. However, the future also
carries great opportunities that we seek to invest wisely using the latest technology, and Y
create new methods that insure moving forward confidently towards the future. 'v

\ |

Research and Technology

Maximizing benefit from available resources comes at the heart of the work of Kuwait

Petroleum Corporation and its subsidiaries. The best way to achieve that goal is to utilize

all means of technology available, and to continue to improve those methods. Therefore,

Kuwait Petroleum Corporation and its subsidiaries give priority and main interest status to
research and technology, until we reach the same level of international companies and can
claim leadership in applying the latest technologies and improving the mechanisms that
KPC follows in accordance with the oil sector’s requirements.

Some of our key achievements in research and technology in 2015/ 2016 include:

1-The technology roadmap for Kuwait Petroleum Corporation and its subsidiaries was updated
according to KPC’s strategic plan for research and technology for the year 2030. Seven new
research projects were started in partnership with local and international research institutes,
including Kuwait Institute for Scientific Research (KISR), the Netherlands Organization for

Applied Scientific Research (TNO), Poweltec, CGG, Schlumberger, and Colorado School of
Mines.

2- Memorandums of understandings for cooperation in research and technology were signed
with:

SK Innovation - South Korea

Indian Oil Corporation Ltd. - India

Cornea Services AS — Norway
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Jlll Future Endeavours

For the first time in our history, we completed the reservoirs management
practices study, which is considered one of the leading studies in the oil industry that
specified practices and applications to be followed in order to support the company’s
efforts to meet its strategic goals.

- We developed the geological operations unit of the exploration work team, using
four new technological equipment for the first time. This helped evaluate and specify
producing layers in exploratory wells more accurately. The results were confirmed by
comparing them with wells’ tests, such as the Qutniya layer in the Managish well.

For the first time in the world, Weatherford’s new system ‘Whipstock’, pipes’
anchor for low-pressure wells, was used at the RA-ST 0192 well, and at an estimated
depth of 6,000 feet. It is considered a simple yet active method in terms of work and
cost, and does not require going down into the well repeatedly to fix the insulator.
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We inaugurated

- The experimental thermal field project for the steam
injection facility at the South Ratqa field (Lower
Fars reservoir) to produce heavy crude oil, which
is considered an active contribution for developing
technical expertise in the heavy crude oil program.

- The smart fields center at the North Kuwait
Directorate. It is a center established based on
international levels, and collects data pertaining with
oil wells and facilities in their actual times in order to
take comprehensive decisions based on information
technology.

Annual Report 2015 - 2016 ‘ 59
www.kpc.com.kw



We successfully launched the first two gas stations that are powered by solar
power in 2015. Solar panels feed the stations located in Rigga and Zahra with clean
energy, while the surplus is added to the Ministry of Electricity and Water’s grid,
especially during peak consumption hours.

Meanwhile, a solar power plant that uses solar panels was operated at the Um

Qudair oilfield west of Kuwait, with a capacity of 10 megawatts and annual 4
production of around 17,600 megawatts per hour. It saves up to 9,100 tons

of carbon dioxide emissions.

We also used alternative energy to produce power at the LPG filling

station of the Kuwait Oil Tankers Company. We launched a project

to produce 80 kilowatts of electricity through solar energy in order

to meet some of the plant’s needs of electricity. =

Kuwait Petroleum Corporation is currently working on
a study to identify whether its building and those of its
subsidiaries can be turned into efficient green buildings.
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Future Endeavours

Exploring Opportunities

In addition to our existing and planned projects, Kuwait Petroleum Corporation
and its subsidiaries continue to search for new opportunities and turn current prospects
into future projects. Search for these opportunities is implemented through marketing
research and studies that result in finding great opportunities that the oil sector spares
no effort to seize.

In our ongoing journey of research, we discovered a new oilfield ‘Jathatheel
A’ at the Marrat layer in Al-dathatheel region, west of Kuwait. Results have shown an
average production that reaches 1,053 barrels a day, and an average gas production of
800,000 cubic meters a day. Time will prove that this discovery will contribute in boosting
the country’s reserves towards achieving the strategic goals for 2030.

We also aspire to establish an oil production unit in Um Al-Naqgqga north of Kuwait with
an estimated production capacity of 15,000 barrels of oil a day. This would contribute to
boosting the production capacity of oilfields north of Kuwait in order to reach the desired
goals as per the strategy placed for the year 2030.
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Global Expansion

In our constant pursuit to expand in new global markets, we signed a new contract in

China to solidify Kuwait Petroleum Corporation’s position as a supplier of crude oil in

China. In addition, we increased our largest contract in the South Korean market, further
boosting Kuwait’s share in the Asian markets. Meanwhile, our contract with SUMED for
oil export and storage helped us enter the Mediterranean market as a main provider for
crude oil, especially in light of the current competitive situations in the market.

According to the 2030 strategy, we seek through cooperation between the Kuwait Petroleum
International and Japan’s Idemitsu Kosan to finish procedures to establish a partnership

office in order to enter the Viethamese market in the field of marketing petroleum products
through retail stations.
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5- Preserving our Wealth

The oil sector seeks to maintain production levels and

increase them in the coming years. Therefore, one of

the main goals of the 2030 strategy is to continue with
activities to improve oil reserves.

For the first time in our history, we completed the

reservoirs management practices study, which is regarded
as one of the leading studies in the oil industry that specified

practices and applications to be followed in order to support the
company’s efforts to meet its strategic goals.

- We developed the geological operations unit of the exploration
work team, using four new technological equipment for the first

time. This helped evaluate and identify producing layers in
exploratory wells more precisely. The results were confirmed

by comparing them with wells’ tests, such as the Qutniya layer
in the Managish well.

- The average compensation of produced quantities of

hydrocarbon reserves with proven reserves reached 102%
compared with the target rate of 100%.

Hydrocarbon
reserves 61%
Compared to the
target rate of 100%






6- Promoting our Community

We believe in our responsibility towards our society, because it is our present
and the future of our country. Therefore, we continue to search for initiatives
with tangible and moral results that help elevate Kuwait’s status.

- We take care of them closely

We at the oil sector are committed to implementing the second phase of our
2030 communications strategy with regards to solidifying social responsibility
concepts. Also, as part of our role towards children, we prepared and furnished
pediatric rooms at a number of hospitals, and equipped them with toy storage
places in cooperation with the Kuwait Association for the Care of Children in
Hospitals (KACCH).

We also believe in young people’s abilities and energies, and fully realize the
importance of arts and creativity for them. Based on that, we transformed oil barrels
into an artistic symbol for peace through our sponsorship for an unconventional
exhibition for peace, launched by LOYAC, during which oil barrels were recycled
and turned into beautiful seats that were displayed recently in Al-Shaheed Park.

Moreover, with the presence of 16 Kuwaiti artists and participation of children in
drawing, coloring and decorating the barrels, beautiful artworks were sold in an
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online auction whose returns went to fund LOYAC's charity projects in the Arab World.

The second phase of the project includes a competition LOYAC organized for young
people’s best creative ideas in recycling oil barrels.

The oil sector never ignores its role in supporting education; a commitment that renews
annually in different ways, stemming from its belief in education’s important role in
society, especially when it pertains with people with special needs. We established
smart classes by donating to prepare classrooms for female students at the intellectual
education school of the Special Education Department, and provide them with the latest
technologies including smart boards that accommodate with their mental and intellectual
abilities, and go in line with the educational process suitable for them. Smart classes help
students learn easily, and improve ways through which they can integrate with society.

Our role in serving the society does not stop here. We currently work on applying the ‘Sigma

6’ methodology with the Chest Hospital in order to improve procedures at the cardiac care
unit.




Promoting our Community

« The giving continues...

We made sure that Kuwaitization in contractors’ contracts reaches
25%, as 600 Kuwaiti workers were hired during the fiscal year, thus
increasing the number of Kuwaitis in contracts to 2,830 workers.

 Insupport of the state’s electricity and water projects, new fuel lines were
launched to boost the supply of power plants and water desalination
units of fuel.

+ We saved more than 25% of the level of energy consumption required to
run the operations centers at Kuwait Oil Company during the summer.

+ We cooperated with the Public Authority for Applied Education and Training,
represented by the College of Nursing, to prepare a training program for
high school graduates, in order to join the faculty and fill the vacancies at
the Ahmadi — KOC Hospital. Kuwait Oil Company supervises the students
enrolled in the training program throughout their studying years until their
graduation.

+  We published an illustrated book that documents coral reefs and marine
life in Kuwait on December 2015. This book is considered the first of its kind
in Kuwait. Furthermore, we produced a documentary about the company
through which the book was published (Kuwait Foreign Petroleum Exploration
Company), which aims to spread awareness regarding the company’s
activities, strategic goals, and role in integrating technology in Kuwait’s local
production and exploration sector.

+ We also contributed actively through the Kuwait Foreign Petroleum Exploration
Company in the operational processes domain, including for example supporting
the ‘Royal Flying Doctor Service’ which is dedicated to providing basic medical
services to people living in West Australia. We contributed in donations collected
by Kuwait Red Crescent Society for the Syrian people, and other contributions
for the Kuwait Center for Autism, and the European Association of Geoscientists

and Engineers.
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Independent Auditor’s Report

His Highness, Sheikh Jaber Al-Mubarak Al-Hamad Al-Sabah
The Prime Minister and

Chairman of the Supreme Council for Petroleum

State of Kuwait

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Kuwait Petroleum
Corporation (“the Corporation”) and its subsidiaries (together referred to as “the Group”), which
comprise the consolidated statement of financial position as at 31 March 2016, the consolidated
statements of profit or loss and other comprehensive income, changes in equity and cash flows
for the year then ended, and notes, comprising a summary of significant accounting policies
and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards, and for
such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based
on our audit. We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance about whether the consolidated financial statements are
free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on our
judgment, including the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those risk assessments, we
consider internal control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well
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as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects,
the consolidated financial position of the Group as at 31 March 2016, and its consolidated
financial performance and its consolidated cash flows for the year then ended in accordance
with International Financial Reporting Standards and the Law Decree No. 6 of 1980.

Report on Other Legal and Regulatory Requirements

We further report that we have obtained the information and explanations that we required
for the purpose of our audit and the consolidated financial statements include the information
required by the Law Decree No. 6 of 1980. In our opinion, proper books of account have been
kept by the Corporation and the accounting information given in the board of directors’ report
agrees with the books of account. We have not become aware of any contravention, during
the year ended 31 March 2016, of the Law Decree No. 6 of 1980, that would materially affect
the Group’s activities 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: 19 June 2016
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Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Consolidated statement of financial position dsctsg=2ll Agpizul) dssssiga
Kuwait Petroleum Corporation
as at 31 March 2016

2016 2015

Notes KD'(00 KD'000
Assets
Property, plant and equipment 3 16,630,397 13,953,181
Goodwill fi 112,269 103,853
Intangible assets 7 604,656 623,905
Deferred tax assets i4 349.39] 199,175
Other non-current assets 8 68,626 69,342
Available-for-sale investments 9 6,880,608 6,814,130
Investments in equity accounted investees i 727,024 785,683
Non-current assets 25,372,971 22,549,269
Inventories 1 972,169 1,302,466
Trade receivahles 2 2,228,091 2,882,126
Other receivables and prepayments i3 1,765.410 1,502,278
Taxes receivable 14 19,199 17,535
Bank balances and cash 15 4,429,559 5.458.213
Current assets 9414428 11,162.618
Total assets 34,787,399 33,711,887
Equity
Authorised and paid-up share capital 2,500,000 2,500,000
Statutory reserve 16 1,250,000 1,250,000
Capital reserve i7 232,945 232,945
General reserve I8 15,820,782 14,497,339
Reserve for replacement and renewal of property, plant
and equipment 19 3,336,691 3,022,691
Remeasurement of defined benefit obligation reserve (134,076) (137.354)
Cumulative changes in fair values 840,791 1,022,054
Foreign currency translation reserve {223,994) (100,627)
Equity attributable to equity holder of the
Corporation 23,623,139 22,287,548
Mon-controlling interest 64,392 49,282
Total equity 23,687,531 22,336,830
Non-current liabilities 21 2,656,758 2,385,100
Trade payables 520,280 780,138
Other payables and accruals 21 2,192,573 1,575,128
Taxes payable i4 209,243 206,379
Amounts due to Ministry of Oil 22 1,545,068 2,452,366
Profit available for distribution 23 3.975946 3,975 946
Current liabilities 8443110 8,989,957
Tuotal liabilities 11,099,868 11,375,057
Total equity and liabilities 34,787,399 33,711,887

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

Nizar M. Al Adsani Waftaa' Y. Al-Za abi
Deputy Chairman & CEQ MD — Planning & Finance
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Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Consolidated statement of profit or loss
and other comprehensive income
for the year ended 31 march 2016
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Kuwait Petroleum Corporation

Notes

Revenues
Sales of crude oil, gas, refined products and petrochemicals
Revenues from consultancy and other operations 24

Cost of revenues
Cost of sales of crude oil, gas, refined products and petrochemicals
Cost of consultancy and other operations

Gross profit

Depreciation and amortisation

General and administrative expenses

Provision for impairment loss on property, plant and equipment and
goodwill and others

Operating profit

Interest income
Interest expense
Net interest income

Investment income 25
Gain on sale of subsidiaries and joint venture 30
Share of results of equity accounted investees 10
Other income (net) 26
Directors’ remuneration 27
Profit before provision for income tax

Income tax benefit 14

Provision for replacement and renewal of property, plant and equipment 19
Profit for the year

Other comprehensive income

Items that will never be reclassified to profit or loss
Remeasurements of defined benefit obligations

Items 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 (loss) / income for the year

Total comprehensive income for the year

Profit attributable to:

Equity holder of the Corporation
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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2016 2015
KD’000 KD’000
19,009,763 31,787,000
92,382 103,944
19,102,145 31,890,944
(17,710,504) (30,191,344)
(71,687) (87.917)
(17,782,191) (30,279,261)
1,319,954 1,611,683
(293,388) (312,426)
(372.336) (425,450)
(208,479) (147,542)
445,751 726,265
42,942 37.969
(25,186) (17,567)
17,756 20,402
231,767 171,931
381,614 -
167,254 219,363
308,254 431,518
(79) (58)
1,552,317 1,569,421
94,126 29,810
1,646,443 1,599,231
(314,000) (345,000)
1,332,443 1,254,231
693 (56.521)
(123,367) (78,424)
(181,263) 584,444
(303,937) 449,499
1,028,506 1,703,730
1,325,528 1,253,774
6,915 457
1,332,443 1,254,231
1,021,591 1,703,273
6,915 457
1,028,506 1,703,730
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Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Consolidated statement of cash flows ﬁﬁ::;‘:ﬂ*;‘ff‘:‘:‘"x
for the year ended 31 March 2016 P

2016 2015
Notes KD™000 KD'000
Cash Mows from operating activities
Profit for the year 1,332,443 1,254,231
Adiusiments for:
Depreciation and amortisation 293,388 312,426
Provision for replacement and renewal of property, plant and equipment 314,000 345,000
Provision for impairment loss on property, plant and equipment and
goodwill and others 208,479 147,542
Write off of unsuccessful exploration 7 81,531 69,140
Provision for emplovees” terminal benefits and pensions 142,777 332,984
Loss on disposal of property, plant and equipment 1,638 1,563
Share of results of equity accounted investees fil (167,254) (219,363)
Gain on sale of subsidiaries and joint venture 3 (3B]1,614) -
Interest income {42,941) (37.969)
Interest expense 25,186 17,567
Income tax benefits 14 (94,126) (29,810}
Investment income (231,767) (171,931)
1.481.740 2,021,380
Changes in:
- inventories 330,297 1,007,063
- trade receivables 652,633 1,172,707
- other receivables and prepayments (263,132) (B,71T)
= non-current liabilities (240,010) (232.072)
- trade pavables (259,858) (190,549
- other payables, accruals and other credit balances 617,445 (279,333)
- change in amounts due to Ministry of Oil {600,570) (376,890)
Cash generated from operations 1,718,545 2,913,591
Interest paid (25,186) (17,567)
Taxes paid (net) {34.955) (141,428)
Net cash from operating activities 1,658,404 2,754,596
Cash Nows from investing activities
Change in deposits maturing afler 3 months 637,048 (97,4035)
Change in available-for-sale investments (15,974) (112,537)
Net movement in equity accounted investees 61,336 135,543
Acquisition of subsidiary - (406,646)
Additions to intangible assets 7 (61,765) (B8, 985)
Additions to goodwill fi - (5410
Proceeds on sale of subsidiaries and joint venture 470,881 .
Change in other non-current assets Gl6 32,541
Purchase of property, plant and equipment ] (3,434,054) (2,843,945)
Proceeds from disposal of property, plant and equipment 3,939 17.626
Interest received 42,941 37.969
Net cash wsed in investing activities (2,295,032) (3,331.250)
Cash Mows from financing activities
Increase in term loans, net 343,520 555,984
Change in non-controlling interest 8.195 (2,010)
Net cash from financing activities 351,715 553,974
Met effect of foreign currency translation adjustments (106,693) T0.456
Net fdecrease) / increase in cash and caxl eguivalents 1391,606) 47.776
Cash and cash equivalents at beginning of the vear 4,399,241 4351465
Cash and cash equivalents at end of the year I3 4,007,635 4,399,241
Short-term deposits maturing after 3 months from the date of placement 13 421,924 1,058,972
Bank balances and cash at end of the year 15 4,429,559 5458213

The accompanying notes form an integral part of these consolidated financial statements.
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Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Notes to the consolidated financial statments I‘(-‘-'-“!:p‘e" ‘T"JF‘-.C'-“ ——
for the year ended 31 March 2016 Hwait Petroleum Corporation

1- Corporate information

The Kuwait Petroleum Corporation (“the Corporation”) 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 37. The Group operates
principally in the Middle East, Far East, Western Europe and the U.S.A.

Crude oil 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 2016 were authorised
for issue in accordance with a resolution of the directors on 19 June 2016. These consolidated
financial statements are subject to change upon approval of the Supreme Council for Petroleum.

2- Basis of preparation

a) 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).

b) 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.

c) Functional and presentation currency

ltems 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.

d) Use of estimates and judgements

The preparation of the consolidated financial statements in conformity with IFRSs requires
management to make judgements, estimates and assumptions that affect the application of
accounting policies and the reported amounts of assets, liabilities, 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 period in which the estimate is revised and in any
future periods affected.

Annual Report 2015 - 2016 ‘ 81

www.kpc.com.kw



Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Notes to the consolidated financial statments deyg=ll < lgyiull dutwiga

for the year ended 31 March 2016

Kuwait Petroleum Corporation

e)

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

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 2015:

IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets

The amendment is applied retrospectively and clarifies in IAS 16 and IAS 38 that the asset may
be revalued by reference to observable data by either adjusting the gross carrying amount of the
asset to market value or by determining the market value of the carrying value and adjusting the
gross carrying amount proportionately so that the resulting carrying amount equals the market
value. In addition, the accumulated depreciation or amortisation is the difference between the
gross and carrying amounts of the asset. This amendment did not have any impact on the
financial statements of the Group.

IAS 24 Related Party Disclosures

The amendment is applied retrospectively for annual periods beginning on or after 1 January
2015 and clarifies that a management entity (an entity that provides key management personnel
services) is a related party subject to the related party disclosures. In addition, an entity that
uses a management entity is required to disclose the expenses incurred for management
services.

Other improvements and amendments to IFRSs which are effective for annual accounting
period starting from 1 January 2015 did not have any material impact on the accounting policies,
financial position or performance of the Corporation.

3- Significant accounting policies

82

a)

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.

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
see note 37.

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
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Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Notes to the consolidated financial statments ﬁﬁ;‘;‘:ﬂﬂ:ﬁ:‘"ﬁ
for the year ended 31 March 2016 P

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 in
subsidiaries 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.

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 2015 to 31 March 2016. 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 Oil Company
K.S.C. (Closed), KPC Energy Ventures, Inc. and Kuwait Aromatics Company K.S.C.C., whose
financial years were from 1 January 2015 to 31 December 2015. 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. Oil 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
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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.

Other property, plant and equipment

ii. Other property, plant and equipment are stated at cost, less accumulated depreciation and
accumulated impairment losses.

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 component 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 - 2015 2015 - 2014
Years Years

Oil and gas

Oil and gas properties Unit of Unit of
production production

Plant and machinery 25-20 25-20

Tankage, pipelines and jetties -25 20 -25 20

Wells and surveys 20-10 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.
For the year ended 31 March 2015, the Group revised the useful lives of certain items of property,
plant and equipment.

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 accumulated 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 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 operation 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 cash-generating unit 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 econoniically 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 profit or loss. 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 off
as 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, comniercial 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.

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.
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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 statement of profit or loss 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* 30-2
Application software 5
Reservation right fees 25
Seismic survey and others More than 10

*Included in license costs, 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 period 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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f)

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 income.
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
income.

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 control.

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
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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, 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 (see 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 profit or loss.

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
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.
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h)

)

k)

1)

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 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.

i) 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.

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.

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.

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.

Recognition and de-recognition of financial assets and liabilities
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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 all 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

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 other 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 other assets or groups of assets (the “cash-generating unit”). The goodwill
acquired in a business combination, for the purpose of impairment testing, is allocated to
cash-generating units 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 amount. An impairment loss 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 or 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 financial assets.
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n)

0)

p)

The Group considers evidence of impairment for these assets at both an individual asset and
a collective level. 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 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.

Trade payables
Trade payables are stated at their amortised cost.
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.

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 consolidated statement of 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 "probable 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.
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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 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 to sell the asset or transfer the
liability takes place either:

+ In 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 items with similar terms and risk characteristics. Fair value estimates take into
account liquidity constraints 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.
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s)

t)

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 to 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.

Taxes on income

Income tax expense represents the sum of tax currently payable and deferred tax relating
to individual subsidiaries and their local 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
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.
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v) Provisions

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.

w) 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.

x) 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.

Interest 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, 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, the Netherlands, 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 potential asset for the
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aa)

bb)

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. During the year, the defined benefit pension
scheme in the Netherlands was converted to a defined contribution scheme.
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.

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.

New standards and interpretations not yet adopted

Following standards and interpretations are effective for annual periods beginning after
1 April 2016 and have not yet been adopted by the Group:

+ IFRS 11 (Amendments) — Accounting for Effective for annual periods beginning on or
acquisitions of interests in joint operations after 1 January 2016
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+ 1AS 16 (Amendments) — Clarification of Effective for annual periods beginning on or
acceptable methods of depreciation after 1 January 2016

+ 1AS 38 (Amendments) — Clarification of Effective for annual periods beginning on or
acceptable methods of amortization after 1 January 2016

* Amendments to IFRS 10 and IAS 28 -
Sale or Contribution of Assets between an
Investor and its Associate or Joint Venture

Effective for annual periods beginning on or
after 1 January 2016

Effective for annual periods beginning on or

after 1 January 2016

+ IFRS 15 — Revenue from contracts with Effective for annual periods beginning on or
customers after 1 January 2018

Effective for annual periods beginning on or

after 1 January 2019

Effective for annual periods beginning on or

after 1 January 2018

« Amendments to IAS 1- Disclosure Initiative

- IFRS 16- Leases

« IFRS 9 — Financial Instruments

Management of the Group is in the process of assessing the impact of the adoption of
the above standards and amendment to standards on the Group’s consolidated financial
statements.

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 20 and 35 respectively.
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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 loss or available-for-sale.

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 how 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.

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 recorded by the Group are
provided in Note 20. 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
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of money.

Impairment of goodwill

Determining whether Goodwill is impaired requires an estimation of the value in use
of the cash-generating units to which the cost has been allocated. The value in use
calculation requires the entity to estimate the future cash flows expected to arise from
the cash-generating unit and a suitable discount rate in order to calculate present value.

Residual value and useful life of oil and gas tankers

Due to the specialised nature of these tankers and changing market conditions, the
estimation of these requires significant judgement.

Impairment of oil and gas tankers

The Group determines whether these tankers are impaired, at least on an annual basis.
This requires an estimation of the recoverable amount (higher of value in use and fair
value less costs to sell). Estimating the recoverable amount requires the Group to
ascertain the value in use and fair value less costs to sell. Determining the value in
use requires the Group to make an estimate of the expected future cash flows from the
tanker and also to choose a suitable discount rate in order to calculate the present value
of those cash flows. Determining the fair value less costs to sell requires the Group to
use an appropriate valuation model to compute the fair value and to estimate the costs
to sell based on past experience and future expectations.

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.

Depletion of oil and gas properties

Depletion of the cost of oil and gas properties and information reported on estimated
quantities of proved oil and gas reserves are based on estimated oil and gas reserves which
have been determined by competent and qualified petroleum engineers. Management
believes these reserves to be commercially productive and will provide revenues to the
Group adequate to recover remaining net un-depreciated and un-depleted capitalised oil
and gas properties.

Decommissioning liability

The Group has made provision for decommissioning costs relating to the future
abandonment of fields based on the present value of expected expenditures required
to settle the obligation. The estimates used to determine decommissioning liability have
been reviewed and revised, as appropriate, during the year by competent and qualified
petroleum engineers.

Annual Report 2015 - 2016 99
www.kpc.com.kw



(07 Mou 225) sampary Fursowod 1suede panasas e gustudmba pue jueyd “Auadosg,, uiepa)) (UolIu 96 (1Y 16 107) UOIIIU £9 (] O PAUNOWE PUE| Sapn|aut speod pue sSuipjing ‘pue-] *(wnuue
Jad ogger [ g 107) wnuue sad oppc] jo Mt au e pasijended aam s1sod Fuimouog satpadoad sed pur po o) pasiendes aaam (uolpim ¢ 1y (SEOT) vorw £y Jo 1500 Fuimouog eas g Sulng

1E0T PUR £T0T aunf £7 uo Junmiew sieas
aal) S Jo potad ajqeaaual g 10] NEANY JO TUSWILIDACT) 3] WOL) PISE] PUB] U palannsuod Alugoeu pue wuepd ‘Fuipjing weuas sapnjau  AISUIDew pue Jue,],, pue  speod pue ssuipjing ‘pue,,

*Apaanaadsal 1aafoa ] sang uea)y sy pue 1aafoad Lsugaa

mau s dnoary ap o1 Funejaa (PUBSNOY! S66°T6S (1N PUB PUBSIOW S/ |'66E (Y 1S 10T) PUBSNOY! ZHR'009° | (1N PUE PUBSNOYL (98'EZS (1 J0 SIUNOWE I8 UDIIMIISUOI JAPUN SIISSE Ul PAPN|U] “SILIBIPISqNS
pausmo Sjjoys [Bao] jo suonesado a0 jo 1adsas ur (10 Jo Ansiutpy iy 01 paGieyd unowe sy Fulag (uotjju g0g (1M *S10T) oW Lo€ AN Aq pasnpai st ssof 10 jyoud o) padiaeys uonedasdap ay |,

LBE0EY9] FTITL LLE'EY 9608 | ILE689 tla'Dar 950 TEPNTa'| GRO'ELE] FEFDIOE TOIErs'l
(ops Lo 01) - toro oLl (gR8°78) (RET°6LS) (FECHTE) (£rcee) (REEPEL'T) oro' s (OTRELR'E) (E98SE 1)
EPI869'07 ek CITL Llggg] FRO001 Do R9c | |UFCIR SOB'GE OFR 0t ULFRR'T FETHAR0 LOF 0L
LHE0E0a] T’ [15'89 [T TTEHE9 Fl60oF I TREFOT6'| GRO'ELE] FEFOL0'E CO1ERR"|
(LL6790T) - (9e7) = . (BLI'TH) - - fee0c) (n9z’) [T
- 8z5'07) (rL) - (66E°ET) = = = 0g0'a) 180°TS -
(69E'THE) & (B+T°F) (£80°L) (£58°65) (BEC'ET) (299°¢) (BrE'EL]) (FECRL) (E68'FLL) (E0g el
2H0°0t 00L 1k fird| 008 il 4 o g = GER'S 068°T1 9018 (£16°c5)
9L (zestoLT'n) 059'79 gI5s £80°T01 6L 2E1°1 TOEIZE REG'ITI CL0'SEn -
£60°TT - - - = - - = - - £60°TC
- {9L£'8) - - - - - 09| qI0°L -
(ISPtT) y tong) (906} (Z9s°T) gl +9 gier'sn) (08"} (69L)
PEOPER'E 608 166'T 6EL £H0 nLG's - ¥l ot - L9 LIEFTF
IRI'ESHEL GFERLES 6l1L CROG1 1£6'5T9 sl §e £63'% 658 ITL | EORLEE'] EFF'REF'T LETERLL
ooy O, Y N TN £y N 1Y [T TR (H Y ooy (i, Y INKLOY [T )
.mn-.r.mrm. E.-.Cr..-___t__b.___.an- ﬁ___..-.._..-...- qdr_.f_._.uz._ __.:_..-__a._.n..__.__..-.__?u W.-.w__.x.f_ .-z..__hu .ﬂ____".__h.@...ux_ H_..___..___tﬁ__..__:?.__ .__..._.“..-_..-____h .ﬂm,__u.-.u.-"_...‘q__.qnu .r”h.u_x._.."__...z.u:__ h.uh_.a.h.ﬂm.__._...u...n.__
Lm__._nu__.;q v..ﬂﬂ...n.v.. _ﬂzu M...mq.c_u .‘.u__.n.ﬂ h.__.nx..'.q H.u_:“q__.u_q.::- .RE.:___.C..__Q .‘J__n.q .r.._—__...-.._q .._..___.nn_—____.u_..u._.n‘ __...___:...._.:nﬁ._..ﬂ_. ...hu.%m.g_.hu
..__...a__m....:___._u.._ .......1._,.,.~.q.q.n_..__.u7 .__.524 au_r_.: .:,__:____..___ ..e.x__u.i__.__: *f ﬁ.aﬁu
..u..__"q_.-.__...-.m.
tuawdmba pup Quadosd sai10) snd pup ji0)

9107 Yamp
[ £ 12 unows Fudimea 1an]
§2550] JUAuUEdun pue
uonEaIdap paEnwnayy
1503 1y

juausdinba

pue yumpd *fuadosy

GIOT Yy £V

ss0] uutedug

SIASST JO UOIBIISSH[2aY
Jeak a o) uoneaasdag)
waunsnipe

UDIB[SHET ADUALIND UT1a00
SEAJSLUEL |

aewnsa u aFuey
saumIpisgns jo [esodsig]
sjesodsig)

SHOnIppY

voraadap pamnumase jo
G107 (udy | aduseg

ypwdimba pue yuepd ‘Auadoay ¢

uonvIodion Wnaoldd HDMNY

vhrrmre (rribr— I=b i

9102 YoJe L papus Jeak ay) 1oy
SJUBWIB}E]S [BIOUBUI) PO}EPIIOSUOD By} JO SOION

Hemny jo 8jels

salieIpIsqng pue uoielodio) wnajoljed Hemny

({-]
©
(—]
&N
0
-
(—]
N =
<
0o €
Q o
O O
orC o
3¢
=
=
< =2

100



IRI'ESH'E] GRERLP'C 6l SRO0GI 1E£6'5C9 Lor'iss £6%°8 G5B TCL| £OR°LEE'] 0 o o1 Lrerll

(e (oLeal) (£ 9a) (ROLEL) (H6R9C) (LEI'6ST) (FE9°DED CI9F'T66°1) [SER0EC"1) (9a1°Te0't) (£T0'GET’1)

19T LLRET GILrarS CLR'EL £HL06 OER P61 6T018 IFe'6E OTE'SILE 8FL'398°T GL05E OLI'ZE0'E

IRIEEH'E] T 6ll°L SR0°G1 1E£6'5T9 o £68'8 G5B CCL] O LEC'] o LYUERL]

(ZER'LR) (G.a°8) 3 o [ETTS] 6s1'al) - = - (Tro) (LEF'09)

9Farll 06T > = ROEE] = = - = GRT'RO gr10L

L18T 609} - (6re'1) (rg18) lesC'og) (ro9'oz) l6Lre) (9sTLz) (Tro1Lh (Fociog]) (rr6'est)

(LTr'zs) (zos'L) (811} 0g (g87'97) i - FIl'G LoL'e (6r9'TE) P00 |

(iLg'o1) f1ig'ol) - - - - - - - - -

(ZhEL) (1P EL11) LIGE LrR's Er1'st 16061 08L°C 631°19€ OFtFbel BER'ROE =

POT 96 . 2 - = - oy - = - i b

(Lrg'i1) (££0°01) (L) 15 L . * - ] (IT9t i

ste EFRT 091861 LLs LEC 0gl's = = el 919°] 98T D6L'998

GRBLY N SESPEL'Y 66T 0T gzZl6l19 HECLBE 98<s 10F"RLE ] [SL6FT | EEETNITC CrE'es6
iy (LY (o i ay (NN TN i, a1y (NN ATN i, ay oK, Y (M I WL Y
Jere g LN i ftanigdinba SO P LT ] pansclinba sALE g pree Ao sapLiadod

APPL SIASK LA [PLAEY EFeha) m.._ﬁ_.__.ﬂﬂ_?__t uﬂt.:.-..:ﬁ.u e §fFa 4 m.m-.ﬂmun—m.__:m e g sy e
piary selrys AT puoy o punyd ARyt e
Ay Ay
Juarudinba puv Ajaadoad 12410 sod pun 1o

£ 10T Y

| £ 1 unoue Fuldines jan]
sass0] Juauuredun

pus uoneasdap paEnwnasy
1800 1y

awsdinba pue yuepd *Auadoag

SIOCT YN 1 ETY

220] JuaiLedu)
uonisimbay

Jeak auy 2o) uoneasdagg
anEnips

uonojsuRn Asuaund ufiauo.]
(L Jou 33%)

s1a556 a)qIRumuL o) Jajsie |
SIS

apenLnss i afumy )
spesodsic]

SuonIppY

uonedasdap paepnwmase
Joau g pg [Hdy | e asunjug

(panunuod) yuawdmba pue juepd *fuadoag g

uonniIodion wnajoldd HdMN)

vy (P Tibr— =6 it

9102 Yore Le papus Jeak ay Jo}
sjusawialels |eloueul) pajepljosuod ayj JOo SS10N

Hemnyj Jo 3je1s

salieIpIsgng pue uonelodio) wnajollod Hemny

101

Annual Report 2015 - 2016

www.kpc.com.kw



Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Notes of the consolidated financial statements mﬁ;‘;‘:ﬂr‘ﬁ:‘"ﬂ
for the year ended 31 March 2016 P

Change in useful life

During the year, KGOC, a subsidiary, reviewed the estimated useful life of certain items
under plant and equipment and increased their estimated useful lives. As a result of this
change in accounting estimate, the depreciation charge for the year decreased by KD 435

million.
6. Goodwill

2016 2015
KD000 KD 000
At beginning of the year 103,853 92302
Additions during the year - 5411
Acquisitions 1,738 61,648
PPA adjustment = (19.471)
Impairment (n (7.064)
Currency translation effects 6,679 (28,973)
112,269 103,853

7. Intangible assets

Movements in the net book value of intangible assets other than goodwill during the year were

as follows:

2016 2015

KD"000 KD000

Al beginning of the year 623,905 223,381
Additions during the year 61,763 88,985
Acquisition - 410,959
Transfer from assets under construction 1.061 10,871
Amortisation (15,719 (16,953)
Write-ofT of unsuccessful exploration cost (81,531) {69,140)
Currency translation effects 15,175 (24,198)
604,656 623,905

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.

8. Other non-current assets
2016 2015
KD'000 K000
Long term portion of trade receivables 30,387 29,297
Deferred expenses 17912 21,536
Others 20,327 18,509
08,626 069,342

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

1 02 ‘ Annual Report 2015 - 2016
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9,

Available-for-sale investments

Managed portfolios and funds
Others

Available-for-sale investments are denominated predominantly in US Dollars and Euros and
represent investments in high credit quality bonds and equities quoted on international stock

markets.

Investment in equity accounted investees

Significant equity accounted investees
In-significant equity accounied investees

Share of profit of equity accounted investees

Share of profit of significant equity accounted investees
Share of profit [ (loss) of in-significant equity accounted
investees

Share of profit from joint ventures disposed off during the
vear (see note 30)

Annual Report 2015 - 2016
www.kpc.com.kw

2016 2015
KD000 KD000
6,848,286 6,780,049
32,322 34,081
6,880,608 6,814,130

2016 2015
KD000 KD000
627.095 695,986

99,929 89,697
727,024 785,683
105,638 220,803

11,898 (1.440)

49,718 -
167,254 219,363
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Kuwait Petroleum Corporation and Subsidiaries
State of Kuwait

Notes of the consolidated financial statements ﬁﬁ::;‘:ﬂ*;‘fr‘:‘:‘"x
for the year ended 31 March 2016 P

11. Inventories

2016 2015

KD000 KD000

Crude oil 133,754 207486
Liquefied petroleum gas 14,218 15,841
Refined petroleum products 321,959 587,501
Finished petrochemical products 6,937 15,958

Spare parts, materials and supplies 495,301 475,680

972,169 1,302,466

12. Trade receivables

B3% (2015: 82%) of trade receivables relates to the Corporation and one of its major
subsidiaries who deal mainly with major state owned and international oil companies. Another
major subsidiary operating mainly in Europe contributes approximately 13% (2015: 13%) of the
consolidated total trade receivables and there receivables relates to a large number of corporate
customers in that region. The Group’s 12 largest customers account for 55% of outstanding
trade receivables at 31 March 2016 (2015: 52%).

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

Trade receivables include KD 341 million (2015: KD 295 million) receivable from Ministry of
Electricity and Water.

13. Other receivables and prepayments
2016 2015
KD000 KD000
Marine sub-charter and other receivables 184,773 152,960
Insurance, local tax and other claims 5,803 7,311
Prepaid expenses 34,028 33.589
Bills receivables 8,513 13,051
Receivable from exchange and concession partners 5442 18,515
Advances to contractors 1,047,284 743911
Refundable deposits 13.531 15,217
Employee receivables 24,601 79,491
Amount due from the Public Authority for Industry (PAI) 57.463 57,463
Other 383,972 380,770
1,765.410 1,502,278

Amount due from the Public Authority for Industry (PAl) represents costs incurred by the
Group to construct Sea Water Cooling Tower (“Project”) on behalf of PAL The Group started
construction on the project in May 2006 and was completed in 2009. On 19 November 2009,
the Board of Directors of PAI 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 PAI, the
praject has not been transferred till date,

1 06 Annual Report 2015 - 2016
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14.

15.

Management of the PIC, a subsidiary, is currently in the process of transferring the project to an
associated company. A committee was formed in the current year to finalise the necessary due
diligence on the project. PIC and its associated company agreed to transfer the asset net of

related liabilities at its net carrying value as at 30 April 2015 amounting to KD 32 million.

Deferred tax assets and liabilities

Components of deferred tax assets/ (liabilities) are as follows;

a. Income taxes

Profit or loss
Current year expense
Deferred tax reversal

Consolidated statement of financial position
Deferred tax assets
Deferred tax liabilities (see note 20)

b.  Other taxes receivable/ (payable)

Taxes receivable
Taxes payable

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

2016 2015
KD'000 KD’000
(94.126) (101,221)

- 71,411
(94,126) (29.810)
349,391 199,175

(144,908) (101,527)
204,483 97,648
19,199 17,335
(209,243) (206,379)
(190,044) (188,844)

VAT and similar tax liabilities payable by a foreign subsidiary.

Bank balances and cash

Cash and current accounts at banks

Short-term bank deposits and highly liquid investments
maturing within 3 months

Cash and cash equivalents

Short-term bank deposits maturing after 3 months

Bank balances and cash include Pound Sterling 180 thousand (KD 78 thousand) (2015: Pound
Sterling 143 thousand (KD 64 thousand)) recovered from former employees against whom the
Corporation has initiated legal proceedings for financial irregularities (see note 35).

The corresponding amount of KD 78 thousand (2015: KD 64 thousand) is reported under other

credit balances (see notes 21 and 35).
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2016 2015
KD'000 KD'000
1,434,525 2,429,822
2,573,110 1,969,419
4,007,635 4,399.24]
421,924 1,058,972
4,429,559 3,458,213
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The interest rate on short term deposits ranges from 0.1% to 3.5% (2015: interest rate ranges
from 0.1% to 2.1%) per annum.

16. 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.
17. Capital reserve
The capital reserve mainly represents the difference between the Corporation’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.
18. 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 (see note 23).
19, 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 314 million to the reserve as at 31 March 2016
(2015: KD 345 million), which is subject to approval of the Supreme Council for Petroleum.
20, Non-current liabilities
2016 2015
KD’000 KD’000
Employees’ terminal benefits (see note 20.1) 791,806 743,217
Pension fund liabilities (see Note 20.1) 32,119 46,806
Long-term loans (see note 20.2) 1,209,002 949,110
Deferred tax liabilities (see note 14a) 144,908 101,527
Provisions (see note 20.3) 56,206 113,619
Others (see note 20.4) 422,717 430,821

2,656,758 2,385,100
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20.1

20.2

Employees’ terminal benefits and Pension fund liabilities

The principal defined benefit funds schemes relating to KPC Holding {Aruba) A E.C.
operate in the United Kingdom, Germany, Belgium and ltaly and during the year, the
scheme in the Netherlands was converted to a collective defined contribution scheme.
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 vears of service and the respective employees’ compensation.

The latest actuarial valuations took place between 31 December 2015 to 31 March
2016, 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% per annum (2015:
0% to 3% per annum}, an annual salary increase ranging from (%% to 4.5% per annum
(2015: 0% to 4.6% per annum) and a discount rate ranges from 1.4% to 3.5% per
annum (2015: 1.4% to 3.2% per annum).

Sensitivity analvsis

A 0,25% increase/ decrease in the rate of pension increase, discount rate and annual
salary at 31 March 2016 would not have any significant effect on the pension fund
liabilities as of that date.

Long-term loans

The long-term loans mainly represent third party loans to Kuwait Aromatics Company
K.S.C., KPC Holdings (Aruba) and Kuwait Foreign Petroleum Exploration Company
K.5.C. (Closed).

On 17 May 2007, the Kuwait Aromatics Company K.S.C. (Closed) (*KARO™), an
indirect subsidiary of the Corporation, signed a USD 1,400 million term debt facility
agreement with a consortium of banks which includes commercial facilities of USD
1,053 million and an Islamic loan facility of USD 347 million. The term loan is
repayable over a period of 11 years in biannual instalments starting from 15
December 2010 and maturing on 13 June 2021. The coupon rate on this facility is
LIBOR+0.4% till 10" anniversary of the project and LIBOR+ 0.7% for the rest of the
period until date. The effective interest rate on the outstanding loan was 0.83% per
annum (2015: 0.76% per annum). The facility agreement includes financial covenants
that stipulate a minimum debt to equity ratio of 65%. The facility is secured by a
charge over the property, plant and equipment and assignment of certain bank
accounts of KARO s subsidiary.

The long term loans to KPC Holdings {Aruba) A.E.C,, a subsidiary, are denominated
in Euro and bear various interest rates, however the majority of the loan balance bears
interest at applicable market rates. In 20135, the subsidiary secured a Euro 450 million
long term loan (equivalent to USD 484 million), the proceeds of which were used for
the acquisition of certain entities.

During the year, the Group renegotiated the above long-term loan facility of Euro
450 million (USS512 million as of 31 March 2016). 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 (.85% (previously 1.4%). The covenant requirements for
the loan are as follows:
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e leverage - consolidated total net debt cannot exceed 3.8 times consolidated
EBIDTA;

* interest coverage - the ratio between consolidated EBIT and consolidated net
finance costs must not be less than 3.5.

These covenant requirements were met at the reporting date i.e. 31 March 2016.

As of 31 December 2015, Kuwait Foreign Petroleum Exploration Company K.S.C.
(Closed), a subsidiary, had two borrowing facilities.

First borrowing facility with principal amount of USS 1,000 million is unsecured and
its average interest rate during 2015 was 1.54% (2014: 1.56%) per annum. It is
repayable in 7 half yearly instalments of US$ 143 million from July 2013 until July
2018,

Second borrowing facility with principal amount of US$ 2,000 million is unsecured
and its average interest rate during 2015 was 1.59% (2014: 1.46%) per annum. It is
repayable in 7 half vearly instalments of US$ 357 million staring from 2016 and will
be fully repaid in vear 2019,

20,3  Provisions

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.

2016 2015

KD'ono KD'000

Environmental (see note i) 55436 112,495
Restructuring and others (see note ii & iii) 770 1,124
56,206 113,619

Environmental

The Group has accrued for costs associated with environmental clean-up,
principally relating to Belgium and ltaly. In Belgium, costs are expected to be
incurred in the next one to three vears 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,

Previous provisions made in respect of the refinery at Europoort are no longer
included in the Group's provisions subsequent to the disposal of the subsidiary,
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21.

iil. 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 settled within one to five years and may carry

interest.
204  Others
Included in non-current liabilities as at 31 March 2016 is an amount of KD 243,321
thousand (2015: KD 227,092 thousand) which represents a provision made for
decommissioning costs related to a subsidiary.
The subsidiary makes full provision for the future cost of decommissioning oil
producing 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.
These provisions have been estimated based on the Subsidiary's internal estimates
using operators estimates where applicable. The discount rate used in the calculation of
the provision equaled to 3.5% (2015: 3.5%).
Other payables and accruals
2016 2015
KD’000 KD’000
Other payables and marine sub-charter 781,289 567,224
Short-term bank loans 353,616 216,766
Provision for annual leave and accrued compensation 163,997 181,676
Payable to contractors 432207 138,271
Accruals 216,619 246,902
Payable to exchange partners 64,271 37,588
Other credit balances 180,574 186,701
2,192,573 1,575,128

Short-term bank loans include secured and unsecured facilities and bear interest at prevailing
market rates (see note 20.2).

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 (see notes 15 and 35).
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22. Amounts due to Ministry of Oil

Amounts due to the Ministry of Oil 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.

23, 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.

24. Revenues from consultancy and other operations

2016 2015
KD’000 KD’000
Consultancy and construction 8,883 34,477
Marine operations 38,149 30,101
Merchandise and other services 45,350 39,366
92,382 103,944

25. Investment income

Investment income mainly represents income from managed portfolios.

26. Other income (net)
2016 2015
KD'000 KD’000
Loss on disposal of property, plant and equipment - (1,563)
Recovery of financial cost 216,676 187,238
Foreign currency exchange gain 66,970 213437
Miscellaneous income- net 24,608 14,505
UN compensation claims (see note 29) - 17,901
308,254 431,518

27. 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.
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28. Staff costs

Total staff costs for the year amounting to KD 1,405,654 thousand (2015: KD 1,390,883
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
1,032,380 thousand (2015: KD 1,083,656 thousand) has been included in cost of revenues and
KD 373,274 thousand (2015: KD 307,227 thousand) has been included in general and

administrative expenses.

Staff costs consist of the following:

2016 2015
KD’000 KD’000
Salaries, wages and other benefits 1,366,489 1,409,580
Pension and other retirement benefit expenses:

- defined contribution 6,314 1,441
- defined benefit 22,405 (31,041)

Compensation of key management personnel (see note 32):
- short-term benefits 6,593 5,978
- termination benefits 3,853 4,925
1,405,654 1,390,883

29. UN compensation claims

In respect of losses suffered as a result of the Iraqi 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 2016, the Corporation received USD 12,932 million (KD 3,900 million).

In 2015, an amount of KD 17.9 million was received in part settlement and recognised as other

income (see note 26) (2016: nil).

30. Gain on disposal of subsidiaries and joint venture

2016

KD'000

KP Europoort B.V. (see I below) 112,187
PICCAN Holding Inc. (see Il below) 186,781
MEGlobal B.V. (see 11l below) 82,646
381,614
I On 31 January 2016, KPC Holdings (Aruba) A.E.C. (“KPI”), a subsidiary, sold its refinery

in the Netherlands, KP Europoort B.V. including all related assets and liabilities of the
refinery to Sandcape B.V. (part of the Gunvor group of companies) for total net proceeds
of USS 102.2 million. Based on the book value of the net assets sold, the related proceeds
and the effect of recycling accumulated foreign exchange difference, the gain on the
disposal is US$ 371.5 million (equivalent to KD 112,187 thousand) and is summarized

below;
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2016
Uss’000
Total assets 189,795
Total liabilities (241,792)
Net liabilities disposed (51,997)
Consideration received 102,200
154,197
Recycle of cumulative exchange difference 223,317
Related selling expenses (5,974)
Gain on disposal of subsidiaries 371,540
Cash flows on disposal of subsidiary

Consideration received in cash and cash equivalents 102,200
Cash and cash equivalents balance disposed (50,045)
52,155

Results of disposal subsidiary up to date of disposal
Revenue 1,650,690
Cost of sales (1,535,003)
115,687
Operating expenses (130,587)
Finance expense (639)
Loss (15,539)

I After a series of restructuring steps in PICCAN Holdng Inc (“PICCAN™), a subsidiary
based in Canada which holds a 50% equity interest in MEGlobal Canada Inc. PIC
disposed off its entire shares in PICCAN, including MEGlobal Canada Inc., for a total
consideration of KD 283 million. The disposal resulted in a gain of KD 186 million and is
summarized below:

2016

KD’000

Investment in MEGlobal Canada Inc. 95,880
Other assets 288
Accounts payable and accruals (96)
Net assets disposed 96,078
Consideration received 282,859
Gain on disposal 186,781

A On 21 December 20135, and as part of restructuring of its operations, PIC sold its entire

equity interests in its direct joint venture MEGlobal B.V. and recorded a gain of KD 83
million. The consideration received from the sale of joint venture amounted to KD 172
million and is summarized below:

2016

KD’000

Consideration received 172,254
Net assets disposed off 89,608
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31.

Gain on disposal of joint venture 82,646

PIC recorded an amount of KD 49,718 thousand (see note 10) in respect of its share of
profit from MEGlobal Canada and MEGlobal B.V. for the period from 1 April 2015 to
21 December 2015 i.e. the date of loss of joint control over the joint venture.

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 technique. 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:

2016 2015 2016 2015
USD’000 USD’000 KD’000 KD’000
Foreign exchange contracts 619,226 1,066,055 187,208 320,589

The net fair value of these contracts was a liability of KD 5,049 thousand (2015: KD 10,646
thousand), level 2 inputs.

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 techniques
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
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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 2016
Available-for-sale
financial assets 6,708,470 63,773 - 6,772,243
31 March 2015
Available-for-sale
financial assets 6,606,330 72,011 - 6,678,341

There have been no transfers between fair value levels during the year ended 31 March 2016.
The above table does not include KD 108 million (2015: KD 136 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.
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33. Financial risk management

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

. credit risk
e 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 or 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 55% (2015: 52%) 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 components 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:

2016 2015

KD’000 KD’000

Other non-current assets (other than deferred expenses) 114,261 47,806
Available-for-sale investments 3,909,388 3,868,249
Trade receivables 2,164,544 2,882,126
Bank balances and cash 4,429,559 5,458,213

10,617,752 12,256,394

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 geographic region
was:

2016 2015

KD’000 KD’000

Domestic 713,503 459,184
Europe (other than United Kingdom) 1,128,913 2,018,659
United Kingdom 361,670 392,231
Other regions 74,719 59,858

2,278,805 2,929,932
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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:

Government
Private sector

Impairment losses

2016 2015
KD’000 KD’000
738,357 338,749

1,540,448 2,091,183
2,278,805 2,929,932

The aging of trade receivables and other non-current assets (other than deferred expenses) at

the reporting date was:

Gross  Impairment Gross  Impairment

2016 2016 2015 2015

KD’000 KD’000 KD’000 KD’000

Not past due 1,626,610 - 2,679,459 -
Past due not more than one

year 653,810 - 221,342 -

Past due more than one year 116,314 (23,443) 39,655 (25,255)

2,396,734 (23.443) 2,940,456 (25,255)

The movement in the allowance for impairment in respect of trade receivables during the

year was as follows:

Balance at 1 April

Provision recognised
Provision no longer required
Balance at 31 March

Investments

2016 2015
KD’000 KD’000
25,255 25,255
256 -
(2,068) -
23,443 25,255

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 A1 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.
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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.

2016 2015

Equivalent Equivalent

position position

long/(short) long/(short)

KD’000 KD’000

EURO 274,897 11,665
UsD 0,142,030 8,424,981
GBP 128,590 556
AUD 95 (3,890)
JPY 4,781 105
BHD 46,113 33,652
Others 2,916,959 (18,410)

Sensitivity analysis

A five percent strengthening of the KD against the following currencies at 31 March 2016
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 2015.

Effect in thousands of Kuwaiti Dinars Profit or
Equity (loss)

31 March 2016
EURO 13,745 13,745
USD 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
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Profit or
Effect in thousands of Kuwaiti Dinars Equity (loss)
31 March 2015
EURO 583 383
USD 421,249 97,253
GBP 28 28
AUD (195) (195)
JPY 5 5
BHD 1,683 1,683
Others (921) (921)
422,432 98,436

Interest rate risk

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

2016 2015
KD’000 KD’000

Variable rate instruments
Financial assets 6,947414 6,896,643
Financial liabilities 1,093,217 746,258

Cash flow sensitivity analysis for variable rate instruments

A change of 100 basis points in interest rates would have increased or decreased equity by
KD 58,542 thousand (2015: KD 68,966 thousand).

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 85,262
thousand (2015: an increase or decrease of KD 82,642 thousand). The analysis is performed
on the same basis for the year ended 31 March 2015.
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34.

35.

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.

Expenditure commitments
a) Operating lease commitments

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

2016 2015
KD’000 KD’000
Future minimum lease payments:
Within 1 year 33,363 25,273
Between | and 5 years 97,299 79,129
After 5 years 93,319 135,409
Aggregate operating lease expenditure contracted for at the
reporting date 223,981 239,811
b) Capital expenditure commitments
2016 2015
KD’000 KD’000
Capital expenditure commitments
Estimated capital expenditure contracted for at the
reporting date 4,308,942 4,390,289
Supply commitments 493,716 -

As a result of the sale of the Europoort refinery, the Group's 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 fall in line with the market price of the products
involved.

Contingent assets/ liabilities

Contingent assets

Legal case

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.
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On 6 January 1993, the subsidiary company submitted a report to His Excellency, the Attorney
General on its suspicion of 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.

One of the accused parties absconded before submitting the notification to His Excellency the
Attorney General. Another party admitted the facts before the Attorney General, and made
payment of US$ 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 company
and was invested until it amounted to US$ 13,157 thousand (KD 3,754 thousand) including
interest as at 31 March 2014 (2014: US$ 13,157 thousand (KD 3,754 thousand)).

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

Mandated by the former Minister of Oil, Sheikh Saud Al-Nasser Al-Sabah, the subsidiary
company sent a letter to the Attorney General on 14 December 1998. The Attorney 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 company
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.

On 29 May 2001, the former Minister 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 to suspend the
notification submitted against the former Minister of Qil, due to the lack of evidence. On 26
December 2007, His Excellency the Minster of Oil 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 company submitted another grievance complaint. The judgment was
challenged before the Court of Cassation. On 17 February 2009, the court ruled to dismiss the
appeal.

In parallel steps, the subsidiary company 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 judgement against three of the defendants for
an amount of US$ 136,000 thousand excluding the 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 a
former employee. An amount of US$ 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$ 92,757 thousand (which has been subsequently distributed) plus an
amount of US$ 6,200 thousand transferred by the Public Prosecution from the accused party
and received by Kuwait Oil Tanker Company in Kuwait, which was invested in a deposit
renewable with its interest thereon pending a decision on crime No. 275/93. The deposit of US$
6,200 thousand along with accumulated interest reached US$ 13,157 thousand till 31 March
2014 (2013: US$ 13,157 thousand). Legal measures are being carried out to collect the
remaining balance. However, the uncollected amounts of US$ 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 company according to the verdict from London, and
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inclusive of the interest, till August 2005, amounting to USS$ 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$ 25,000 thousand, for which a civil case was filed where a final verdict was
announced in the session dated 7 March 2011 by rejecting the appeal, plus an amount of US$
3,150 thousand (Chesapeake — selling debris of Surf City Vessel) for which a case was filed
where a final verdict was announced in the session dated 7 March 2011 by rejecting the appeal.

A committee was formed comprising the subsidiary company and the Corporation to distribute
the amounts collected from the accused parties to the entitled parties, after deducting the
expenses of the lawsuits since their beginning to date. Subsequently, the Audit Committee of
the Corporation approved on 7 May 2006 the report submitted by the subsidiary 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 subsidiary company and 46% to the
Corporation. The remaining distributable amount was US$ 61,607 thousand. The Corporation’s
share amounting to US$ 28,339 thousand was transferred on 24 May 2006.

The subsidiary company’s share amounting to US$ 33,267 thousand (KD 9,714 thousand) and
the lawsuit expenses of USS 31,150 thousand (KD 9,096 thousand) deducted from the collected
amounts, were included in the consolidated statement of income for the year ended 31 March
2007.

Further, the subsidiary company’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 embezzled by the accused parties and others. Verdicts were passed in a
number of these cases to temporarily suspend the civil case pending a decision in crime No.
275/93, while the other cases are still being deliberated before the courts and experts. In one of
these cases, the attorney of the subsidiary company 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. 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 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 to pay KD 300 as an attorney fees.

An appeal was made at the Court of Cassation by the heirs of a former employee under case No.
2012/603 cassation V/2 to the verdict issued by Court of Appeals No. 2012/271 Commercial /4.
At the session dated 28 May 2012, the court has sentenced to refuse a request to cease the
enforcement of the verdict.

An amount of Sterling Pounds 120 thousand was received on 11 October 2006, and invested in
a deposit renewable with interest thereon. This amount plus interest amounted to Sterling
Pounds 180 thousand (KD 78 thousand) as at 31 March 2016 (2015: Sterling Pounds 143
thousand (KD 64 thousand)), and will be distributed later, according to the above agreed
distribution share.

Further, the subsidiary company’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 subsidiary company on 15 December 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
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paragraph No. 1 of Article No. (199) of Law of Civil and Commercial Procedure issued by
Decree 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. Discrimination has been
petitioned by the accused and appealed to stop the verdict issued by the Court of Appeal,
however on 8 August 2011 the Court of Cassation ruled to refuse that request, with no decision
taken about the verdict of court of cassation in the original legal case.

A hearing session was scheduled on 8 August 2012 as the first hearing for the appeal
discrimination to the verdict No. 3273/2010 to commercial appeal / 5 and case under No.
133/2011 discrimination Commercial/4. On 12 April 2012, the court ruled to accept the two
appeals in their form and regarding their merits the court referred the challenged verdict to court
of cassation and obligated the first appellee (respondent) in both appeal cases to settle the
expenses in addition to KD 20 as attorney fees. Secondly, regarding the merits of the two appeal
cases No. 3273 and 3287 of 2010/ commercial, the court resolved annulment 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 two appeal cases to settle
expenses for two degrees plus KD 20 for attorney fees.

Further, the subsidiary company’s attorney filed a law suit No. 3560/2010 (Commercial/ total)
before the Kuwait courts to claim implementing a foreign verdict pronounced by London court
in favour of KOTC 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 those proceedings which
became final sentence.

Also, the subsidiary company’s attorney filed a lawsuit before Kuwaiti courts under No.
1527/2012 civil total / 12 against the heirs of a former employee and others to claim the final
compensation which includes the sentence in crime No. 275/1993, 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 5621/2014. A final verdict is expected to be on next hearing
scheduled on 9 June 2015.

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,
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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

The Group had contingent liabilities of approximately US$ 54.4 million (KD 16.5 million) at
31 March 2016 (2015: US$ 46.3 million (KD 13.9 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.

During the financial year, there was an accusation in Italy that a subsidiary and its
management failed to comply with environmental 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 both in the
investigative phase and before the Court through the most appropriate legal 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 possible to reliably estimate the potential
liabilities.

On 21 January 2013, Alitalia in temporary receivership summoned Kuwait Petroleum Italia
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 Group's legal counsel confirms the
likelihood 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 Group will present its defence at the next hearing
in May 2016 and will reply to any further requests. KAISrl is also party to the litigation
described above.

Investment in joint operations

Kuwait Gulf Oil 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;

- Al Khafji Joint Petroleum Operation (“KJO™); and
- Wafra Joint Operation (“WJO”).

The consolidated financial statements include the following items that represent the Group’s
interest in joint operations:

KJO wJO
31 December 31 December 31 December 31 December
2015 2014 2015 2014
KD’000 KD’000 KD’000 KD’000
Statement of financial
position
Total assets 936,076 876,633 413,545 388,133
Total liabilities (185,188) (154,611) (50,944) (76,305)
Net assets 750,888 722,022 362,601 311,828
Statement of profit or loss
and other comprehensive
income
Income 16,924 321 2 914
Expenses (169,567) (175,362) (123,218) (162471)
Net expenses for the year (152,643) (175,041) (123.216) (161,557)
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Subsidiaries, associates and joint ventures

a)

b)

Principal subsidiaries registered in the State of Kuwait:

Directly held
Name of company

Kuwait Oil Company
K.S.C.

Kuwait National Petroleum
Company K.S.C.

Kuwait Oil Tanker
Company S.A.K.

Petrochemical Industries
Company K.S.C.

Kuwait Foreign Petroleum
Exploration Company
K.S.C.

Kuwait Aviation Fuelling
Company K.S.C.

Kuwait Gulf Oil Company
K.S.C. (Closed)

Oil Sector Service Company
K.S.C. (Closed)

Indirectly held
Name of company

Kuwait Aramotics Company
K.S.C.C. (“KARO")

Proportion
held
100%

100%

100%

100%

100%

100%

100%

100%

Proportion
held

80%

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.

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.

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.

Principal directly and wholly-owned subsidiaries registered outside the State of

Kuwait:

Name of company

KPC Holdings (Aruba) AEC

KPC Energy Ventures, Inc.
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d)

Principal associates

Name of company

Kuwait Drilling Company K.S.C.
(“KDC}!)

Equate Petrochemical Company

K.S.C.C. (“EQAUTE”)

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

The Kuwait Olefins Company
K.S.C.C. (*“TKOC”)

Al-Oula Local Fuel Marketing
Company K.S.C. (“*OLFMC”)

Al-Sour Fuel Marketing Company
K.S.C. (“ASFMC”)

Equate Marketing Company E.C.
(‘iEMC!!)

Principal joint ventures
Name of company

The Kuwait Styrene Company
K.S.C.C.(“TKSC”)

OKQ8 AB

Nghi Son Refinery Project

Principal joint operations

Name of company

Raffineria di Milazzo S.p.A.

Al Khafji Joint Petroleum
Operation (“KJO”)

Wafra Joint Operation (“WJO")

Country of

incorporation

Kuwait

Kuwait

Bahrain

Kuwait

Kuwait

Kuwait

Bahrain

Country of

incorporation

Kuwait

Sweden

Vietnam

Country of
incorporation

[taly

Kuwait

Kuwait

Proportion

held

49%

42.5%

33.33%

42.5%

24%

24%

49.9%

Proportion

held

57.5%

50%

35.1%

Principal

activities

Contract drilling

Petrochemicals

Petrochemicals

Petrochemicals

Fuel marketing

Fuel marketing

Fuel marketing

Principal

activities

Petrochemicals

Fuel marketing

Refining
operations

Effective equity interest
at 31 March 2016

30%

50%

50%
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38. il and gas reserves of a local subsidiary with foreign operation (unaudited)
Crude Oil Gas Total
(mmbbls) (mmboe) (mmboe)

Proved and probable reserves
at beginning of year

- Fields in production 47.57 708.46 153.14

- Projects under development 30.61 1,924.45 313.61
78.18 2,632.91 466.75

Changes during the year

- Discoveries 14.26 76.41 15.29

- Revision of previous estimates 9.93 (194.9) (0.34)

- Purchase of reserves in place - - -

- Production (7.87) (121.49) (25.74)
16.32 (239.98) (10.79)

Proved and probable reserves at end of

year

- Fields in production 42.40 602.32 132,51

- Projects under development 52.10 1,790.61 323.45

94.50 2,392.93 455.96

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 50% 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.

39. Strategic acquisition

As of 21 January 2016, PIC, a subsidiary, has entered into agreement with SK Gas Company
Ltd. (“the Seller”) to purchase 25% equity interest of SK Advanced Co. Ltd. which operates
in a propane dehydrogenation facility in Ulsan, Korea with a total consideration price of KD
29 million.

At the reporting date, the risk and rewards have not been transferred by the seller to PIC
subject to the finalization of certain legal documents and approvals. PIC also still did not
transfer the total consideration price to the Seller.

40. Comparative figures

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.
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