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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of National Petroleum Company Public Shareholding Company
Amman - Jordan

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of National Petroleum Company Public Shareholding
Company (the Company), which comprise the statement of financial position as at 31 December
2017, and the statement of comprehensive income, statement of changes in equity and statement
of cash flows for the year then ended, and notes to the financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at 31 December 2017, and its financial performance and its
cash flows for the year then ended in accordance with International Financial Reporting Standards
(IFRSs).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards, are further described in the Auditor's Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Company in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code) together with the ethical requirements that are relevant to
our audit of the financial statements in Jordan, and we have fulfilled our other ethical responsibilities
in accordance with these requirements and the IESBA Code. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion.

A mernber firm of Ernst & Young Global Limited



EY

Building a better
working world

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements for the year ended 31 December 2017. These matters were
addressed in the context of our audit of the financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters. For each matter below,
our description of how our audit addressed the matter provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the
financial statements section of our report, including in relation to these matters. Accordingly, our
audit included the performance of procedures designed to respond to our assessment of the risks of
material misstatement of the financial statements. The results of our audit procedures, including the
procedures performed to address the matters below, provide the basis for our audit opinion on the
accompanying financial statements.

Key Audit Iltem 1: Discounting long term balances due from the Ministry of Finance
The details of this item are laid out in Note (4) of the financial statements.

Key Audit Iltem

Based on the Council of Ministers decision No.
3052, the Company transferred an amount of
JD 6,000,000 to the bank account of the
Ministry of Finance. The Company recorded
the balance as a long-term receivable due from
the Ministry of Finance. This amount will be
recovered over four years based on the
mechanism stipulated in the Minister of
Finance’s decision No. (18/73/20368) dated 23
July 2017. The Company discounted the
amount receivable and recorded the payment
at fair value in accordance with IFRS.

Reviewing the discounting process and the fair
value difference in the statement of
comprehensive income with a total amount of
JD 442 869 was a key audit matter during the
course of the audit.

How the key audit Item was addressed in
the audit

The audit procedures included reviewing the
decision of the Council of Ministers and the
minutes of the meetings of the Board of
Directors in addition to the review of the
recovery mechanism of the balance, discounting
of expected cash flows, and discount rates to
reach the fair value of the receivable balance.
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Other information included in the Company’s 2017 annual report.

Other information consists of the information included in the annual report, other than the financial
statements and our auditor’s report thereon. Management is responsible for the other information.

Our opinion on the financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon. In connection with our audit of the financial statements,
our responsibility is to read the other information and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or our knowledge obtained in the
audit or otherwise appears to be materially misstated. If, based on the work we have performed, we
conclude that there is a material misstatement of this other information; we are required to report
that fact. We have nothing to report in this regard.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

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

In preparing the financial statements, management is responsible for assessing the Company’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless management either intends to liquidate the
Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

Auditor’'s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's
report that includes our opinion.
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Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

« Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

« Obtain an understanding of internal control relevant to the audit 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 Company'’s internal control.

« Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

« Conclude on the appropriateness of management's use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Company’s ability to continue as a
going concern. If we conclude that a material uncertainty exist, we are required to draw attention
in our auditor’s report to the related disclosures in the financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained
up to the date of our auditor's report. However future events or conditions may cause the
Company to cease to continue as a going concern.

« Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.
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We communicate with those charged with governance regarding, among other matters, the planned

scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the financial statements of the current period, and are
therefore the key audit matters. We describe these matters in our auditor’s report, unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances,
we determine that a matter should not be communicated in our report because the adverse

consequences of doing so would reasonable be expected to outweigh the public interest benefits of
such communication.

Report on Other Legal and Regulatory Requirements

The Company maintains proper books of accounts which are in agreement with the financial
statements.

Ernst & Young / Jordan
éth +

Mohammad Ibrahim Al-Karaki

License No. 882
Amman - Jordan

7 February 2018



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY

STATEMENT OF FINANCIAL POSITION

As AT 31 DECEMBER 2017

ASSETS

Non-current assets -
Property and equipment
Project in progress

Due from Ministry of finance

Current assets -

Inventories

Accounts receivable

Due from Ministry of Finance
Other current assets

Cash on hand and at banks

Total Assets

EQUITY AND LIABILITIES
Equity -
Paid in capital

Statutory reserve
Retained earnings

Total equity

Liabilities -
Non-current liabilities -

End of service indemnity provision

Deferred grant income

Current liabilities -

Accounts payable
Other current liabilities

Total Liabilities

Total Equity and Liabilities

Notes 2017 2016
JD JD
3 6,002,096 6,949,651
248,513 <
4 3,307,131 =
9,557,740 6,949,651
5 6,073,001 6,120,680
6 2,882,576 1,486,240
4 1,500,000 -
7 179,690 178,668
8 3,145,990 8,342,096
13,781,257 16,127,684
23,338,997 23,077,335
9
15,000,000 15,000,000
5,393,116 5,328,528
686,010 104,721
21,079,126 20,433,249
10 779,301 769,472
11 1,080,786 1,397,131
1,860,087 2,166,603
12 261,288 292,281
13 138,496 185,202
399,784 477,483
2,259,871 2,644,086
23,338,997 23,077,335

The attached notes 1 to 29 form part of these financial statements



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2017

Company’s share of gas revenue
Recovered costs

Other income

Amortization of deferred grant income

Grant income from BP Company

Bank interest income

Reversal of slow moving inventories provision

Operating expenses

Administrative expenses

Fair value adjustments balance due from
Ministry of Finance

Impairment of East Safawi exploration costs
(Well No.11)

Impairment of Al-Reesha exploration costs
(Well No.24)

Board of directors remuneration

Profit (Loss) for the year before tax

Previous years income tax expense

Profit (Loss) for the year

Other comprehensive income items

Total comprehensive income for the year

Basic and diluted earnings (loss) per share

The attached notes 1 to 29 form part of these financial statements

Notes 2017 2016
JD JD
15 1,315,123 1,164,418
16 5,070,370 3,493,253
6,385,493 4,657,671
149,910 57,434
11 316,345 316,345
- 543,274
227,393 390,027
= 1,000,000
17 (4,280,415) (4,615,693)
18 (1,670,114) (1,821,819)
4 (442,869) -
- (2,480,447)
- (858,665)
(35,000) (1,960)
650,743 (2,813,833)
14 (4,866) -
645,877 (2,813,833)
645,877 (2,813,833)
JD / Fills JD / Fills
19 0/043 (0/188)
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY

STATEMENT OF CASH FLoOwsS
FOR THE YEAR ENDED 31 DECEMBER 2017

OPERATING ACTIVITIES
Profit (loss) for the year before tax

Adjustments for -

Depreciation

Loss on disposal of property and equipment

Bank interest income

Amortization of deferred grant income

Grant income from BP Company

End of service indemnity provision

Reversal of slow moving provision

Impairment of wells exploration costs

Fair value adjustments on balance due from
Ministry of Finance

Working capital changes -

Inventories

Accounts receivable

Other current assets

Due from Ministry of Finance
Accounts payable

Other current liabilities

End of service indemnity paid
Income tax paid

Net cash flows used in operating activities

INVESTING ACTIVITIES

Bank interest income received

Purchase of property and equipment

Bank deposits with maturity over three months
Projects under construction

Gas properties

Net cash flows used in investing activities

FINANCING ACTIVITIES

Deferred grants revenues
Dividends paid for shareholders

Net cash flows used in financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

The attached notes 1 to 29 form part of these financial statements

Notes 2017 2016
JD JD
650,743 (2,813,833)
3 1,227,009 1,252,712
- 5
(227,393) (390,027)
(316,345) (316,345)
- (543,274)
10 280,880 226,574
- (1,000,000)
- 3,339,112
4 442 869 -
47,679 (471,853)
(1,396,336) (62,928)
(24,148) 91,006
(6,000,000)
719,007 (601 100)
(46,706) (22,248)
10 (271,051) (867,062)
14 (4,866) (1 87,552)
(4,918,658) (2,366,813)
250,519 358,460
3 (279,454) (1,927,180)
8 (1,000,000) (1,000,000)
(248,513) -
- (835,721)
(1,227,448) (3,404 ,441)
- 918,993
- (2,919,000)
- (2,000,007)
(6,196,106) (7,771,261)
7,342,096 15,113 357
8 1,145,990 7,342,096




NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(1) GENERAL INFORMATION

National Petroleum Company (the “Company”) is a public shareholding company incorporated on
21 June 1995 with an authorized capital of JD 20,000,000 divided into 20,000,000 shares of JD 1
each. The capital has been amended several times, the last amendment was on 1 November
2001, when a merger took place between Petra Drilling Company and National Petroleum
Company at book value. As a result of this merger, the articles of association and bylaws have
been adjusted as per the Companies Law with authorized and paid-in capital of 15,000,000 shares
of JD 1 each subscribed as follows:

Share/ JD
Governmental Investment Management Company * 14,987,890
Safwa Islamic Bank 12,110

* According to the Council of Ministers decision No. (286) Date of 28 June 2016 and in
accordance with the letter from the Governmental Investment Management Company No.
47/2016 dated 1 August 2016, which included the transfer of the contribution of the Ministry of
Finance in the National Petroleum Company to the Governmental Investment Management
Company on 28 July 2016.

The main objectives of the Company are to explore oil and natural gas and other hydro carbonic
materials, treatment and storing of hydro carbonic materials, establish, manage and invest in
specialized ports for storing, transporting and exchanging oil and gas, trading in crude and
untreated oil with its derivatives inside and outside Jordan, contribute in the establishment of
related projects, perform drilling activities, and establish workshops to maintain, test and provide all
support services for drilling activities.

The Company sells its production of natural gas from Al Reesha field (located in the east of
Jordan) to the Central Electricity Generating Company.

According to the Council of Ministers decision no. 58/11/1/25161 dated 28 May 2017, the selling
price of gas has been changed from JD 0.05 per cubic meter to become 70% the average price of
natural gas available to the National Electric Power Company (NEPCO) and the manufacturing
sector from all available services. The average price for the monthly production of natural gas from
Al-Risha field is determined by the pricing committee appointed by the Council of Ministers.

The Company’s main location is in, Za’al Abu Tayeeh Street, Um Al-Summaq, Amman - Jordan.

The financial statements were authorized for issuance by the Company’s Board of Directors on
7 February 2018.



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

Termination of the IPG Company production sharing agreement for Al Reesha Concession -
Based on the Board of Directors decision no. 1/2017 dated 9 January 2017, the Company
terminated the production sharing agreement with IPG Company as IPG failed to execute its
contractual obligations set out in the agreement dated 29 March 2016. The termination of the
agreement did not result in any financial or legal obligations against the Company.

Termination of the IPG Company assignment agreement with in the East Safawi area -

Based on the Board of Directors decision No. 2/2017 dated 9 January 2017, the Company
terminated the assignment agreement with IPG Company as IPG failed to execute its contractual
obligations set out in the agreement between the two companies. The termination of the
agreement did not result in any financial or legal obligations against the company.

(2) ACCOUNTING POLICIES

(2-1) Basis of preparation —
The accompanying financial statements have been prepared on a historical cost basis.

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as issued by the International Accounting Standards Board (“IASB").

The financial statements are presented in Jordanian Dinars “JD” which is the functional currency of
the Company.

(2-2) Changes in accounting policies

The accounting policies used in the preparation of the financial statements are consistent with

those used in the preparation of the financial statements for the year ended 31 December 2016
except for the followings:

Amendments to IAS 7 Statement of Cash Flows: Disclosure Initiative

Limited amendments which require entities to provide disclosures about changes in their liabilities
arising from financing activities, including both changes arising from cash flows and non-cash
changes (such as foreign exchange gains or losses). However, the adoption of these amendments
have no impact on the Company'’s financial statements.



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

Amendments to IAS 12 Income Taxes: Recognition of Deferred Tax Assets for Un-
recognised Losses

Limited amendments to clarify that an entity needs to consider whether tax law restricts the
sources of taxable profits against which it may make deductions on the reversal of that deductible
temporary difference and some other limited amendments, the adoption of these amendments
have no impact on the Company’s financial statements.

(2-3) Use of Estimates —

The preparation of the financial statements requires management to make estimates and
assumptions that affect the reported amounts of financial assets and liabilities and disclosure of
contingent liabilities. These estimates and assumptions also affect the revenues and expenses and
the resultant provisions as well as fair value changes reported in equity. In particular, considerable
judgment by management is required in the estimation of the amount and timing of future cash
flows when determining the level of provisions required. Such estimates are necessarily based on
assumptions about several factors involving varying degrees of judgment and uncertainty and
actual results may differ resulting in future changes in such provisions.

(2-4) Summary of significant accounts

Property and equipment —

Property and equipment are stated at cost net of accumulated depreciation and any impairment in
value. The cost of assets and accumulated depreciation is eliminated when the property and

equipment sold or disposed and any profit or loss is recognized in the statement of comprehensive
income.

Property and equipment (excluding land) are depreciated using the straight-line method over the
estimated useful life using the following rates:

%

Buildings and construction 2-15
Productions stations 15
Excavators 10
Camps 10
Workshops and laboratories 10-15
Machinery and vehicles 15
Office equipment 15
Furniture & fixtures 10



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

The book values of property and equipment are reviewed whether there is an indication of
impairment or when the carrying values exceed the estimated recoverable amounts the carrying
values decreased to rach the recoverable amounts and the impairment recorded in other
comprehansive income statemnet.

The useful lives of property and equipment items are reviewed at each year end to ensure that the
period of depreciation is consistent with the expected pattern of economic benefits made in prior
periods.

Incurred expenses are calculated to replace any of the property and equipment as a separate item
and it will be capitalized at the carrying amount for any replaced part, and other expenditures are
capitalized only when they increase the future economic benefit that are related property and
equipment. Other expenses are recognized in the statement of comprehensive income.

Inventories —

Inventories are valued at the lower of cost and net realizable value, cost of inventories represents
costs incurred in bringing each product to its present location and conditions and are accounted for
using weighted average method.

Accounts receivable —

Accounts receivable are stated at original invoice amount less any provision for any uncollectable
amounts. An estimate for doubtful debts is made when collection of any amount is no longer
probable. Bad debts are written off when there is no possibility of recovery.

Long term receivables —

Payments to the Ministry of finance are recognized as balances due from the Ministry of Finance
and are recorded at fair value using the effective interest method. Gains or losses are recognized
in the statement of comprehensive income when discounted or impaired.

Cash on hand and at banks —

For the purpose of preparing the statement of cash flows, cash and cash equivalents consist of
cash on hand, cash at banks and short-term deposits with a maturity of three months or less, net of
balances due to banks.

Accounts payable and accruals -

Liabilities are recognized for amounts to be paid in the future for goods or services received,
whether billed by suppliers or not.



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

Deferred grants —

Deferred grants are recognized where there is reasonable assurance that the grant will be received
and all attached conditions will be complied with. When the grant relates to an expense item, it is
recognized as income on a systematic basis over the periods that the related costs, for which it is
intended to compensate, are expensed.

Provisions —

Provisions are recognized when the Company has a present obligation (legal or constructive) as a
result of a past event and the costs to settle the obligation are both probable and able to be reliably
measured.

Employees' end of service indemnity —

The Company calculates the end of service benefits to employees who have worked at the
Company for a period of 15 years or more. It is recorded on the basis of the present value of future
cash flows and using an interest rate that represents the interest rate on governmental bonds.

Revenue recognition -

According to the Concession Agreement, the Company’s share of total gas revenue is recognized
upon dispatch of gas and issuance of the invoices to customers. Interest income are recognized
using the accrual basis of accounting.

Exploration and evaluation costs (valuation) and Gas properties —

Exploration costs are accounted for by using the “successful efforts” method as follows:

The costs related to obtaining the exploration rights, exploratory drilling, well testing and evaluation
are initially capitalized as intangible assets.

All costs of carrying and retaining undeveloped properties seismic information, and geophysical /
geological studies are expensed in the statement of comprehensive income as incurred.

If it is determined that the well does not have proven reserves, the capitalized costs, net of any
salvage value is fully amortized in the year that such information became available. If it is
determined that the well has proven reserves, then all related costs are capitalized as gas
properties and are amortized over the economic life of the well.



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

Income tax —

The Company provides for income tax in accordance with the Income Tax Law No. (34) of 2014,
and the Concession Law No. (1) of 2010 and in accordance with IAS 12.

The Company is subjected to 15% income tax as mentioned in paragraph (F) from article (6) of the
concession law No. (1) of 2016 deferred tax is brought to account under the liability method the
differences between the accounting basis and tax basis for assets and liabilities.

Foreign currencies —

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies are retranslated at the rate of
exchange ruling at the reporting date. All differences are taken to the statement of comprehensive
income.

Fair value measurement -

The Company measures financial instruments such as financial assets at fair value at the financial
statements date.

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:

e Inthe principal market for the asset or liability, or
¢ Inthe 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 by the Company.

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.

A fair value measurement of a non-financial asset takes into account a market participant's ability
to generate economic benefits by using the asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.



NATIONAL PETROLEUM COMPANY ~ PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

The Company 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.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized within the fair value hierarchy, described as follows, based on the lowest level input
that is significant to the fair value measurement as a whole:

Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities
Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable

Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable

For assets and liabilities that are recognised in the financial statements on a recurring basis, the
Company determines whether transfers have occurred between levels in the hierarchy by re-
assessing categorization (based on the lowest level input that is significant to the fair value
measurement as a whole) at the end of each reporting period.

For the purpose of fair value disclosures, the Company has determined classes of assets and
liabilities on the basis of the nature, characteristics and risks of the asset or liability and the level of
the fair value hierarchy as explained above.

Project under construction —

Project under construction are shown at cost and include the cost of construction equipment and

direct expenses. Projects are depreciated only when assets related to them are completed and
ready for use.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(4) DUE FROM MINISTRY OF FINANCE

Based on the Council of Ministers decision No. (3052) dated 28 May 2017, the Company
transferred an amount of JD 6,000,000 to the bank account of the Ministry of Finance in two
payments. The balance will be recovered over a period of four years according to the Ministry of
Finance decision No. (18/73/20368) dated 23 July 2017. The balance was initially recognized at
fair value in accordance with IFRS (13) and was discounted using a discount rate of 5%.

The details of the fair value adjustments for the balance due from the Ministry of Finance as
follows:

2017 2016
JD JD
Fair value adjustment expense for the balance due from
Ministry of Finance 572,131
Less: Revenue for the year for fair value adjustment of the
balance due from Ministry of Finance (129,262) :
442 869 -
(5) INVENTORIES
2017 2016
JD JD
Spare parts and supplies — gas station 1,038,804 969,439
Spare parts wells equipment and excavators 5,483,506 5,623,868
Goods in transit 691 PSS
6,523,001 6,570,680
Provision for slow moving spare parts and supplies (450,000) (450,000)
6,073,001 6,120,680

The movement on the provision for slow moving spare parts and supplies is as follow:

2017 2016
JD JD
Balance at 1 January 450,000 1,450,000
Recovered during the year - (1,000,000)
Balance at 31 December 450,000 450,000
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(6)  ACCOUNTS RECEIVABLE

2017 2016
JD JD
Central Electricity Generating Company 2,868,940 1,461,405
Trans-Global International Company 927,340 927,340
Reda Kannan & Sons Company 46,222 46,222
Others 13,636 24,835
3,856,138 2,459,802
Less: Provision for doubtful debt (973,562) (973,562)
2,882,576 1,486,240

Central Electricity Generation Company settles its outstanding balance every (65) days of end of
each month according to the agreement with the Company. Therefore, the receivables from the

Central Electricity Generation Company do not exceed (90) days from the due date.

Doubtful debts amounted to JD 973,562 as at 31 December 2017 and 2016. Doubtful debts are
related to the receivables due from Trans-Global International Company and Reda Kanaan & Sons

Company.

The Company expects unimpaired receivables to be fully recoverable. The Company does not

obtain collateral accounts receivable.

(7)  OTHER CURRENT ASSETS

2017 2016

JD JD
Refundable deposits 62,350 63,970
Income and sales tax deposits 33,595 21,803
Accrued interest income 23,126 31,567
Prepaid expenses 20,415 27,457
Others 40,204 33,871

179,690 178,668
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(8) CASH ON HAND AND AT BANKS

2017 2016
JD JD
Deposits maturing within three months* 850,000 6,916,446
Demand deposits** 295,990 425,650
Cash and cash equivalent 1,145,990 7,342,096
Deposits maturing within a period exceeding three months* 2,000,000 1,000,000
3,145,990 8,342,096

*

Time deposits are held for periods net exceeding 6 months and bears an interest rate of 5.5%
(2016: 5.25%).

%k

Demand deposits bear an interest rate between 1% to 2.5%.

(9) EqQuiTY

Paid-in capital -

As at 31 December 2017, the authorized, subscribed and paid in capital amounted to
JD 15,000,000 divided into 15,000,000 shares at a par value of JD 1 each.

Statutory reserve —

As required by the Jordanian Companies Law, 10% of the annual profit for the year before income
tax is to be transferred to statutory reserve. This reserve is not available for distribution to the
shareholders. The General Assembly of the Company has consented for the continuation of
transfer to the statutory reserve until the balance reaches the equivalent of the authorized paid in
capital.

Voluntary reserve —

The amount accumulated in this reserve represents the transfers from profit before tax at
maximum of 20%. This reserve is available for distribution to the shareholders.

The Company's Extraordinary General Assembly approved, on 22 December 2016, the transfer of
voluntary reserve balance to the retained earnings.

-12 -



NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(10) END OF SERVICE INDEMNITY PROVISION

Movement on the provision for end of service indemnity is as follows:

2017 2016
JD JD
Balance at 1 January 769,472 1,409,960
Provision during the year 280,880 226,574
Paid during the year* (271,051) (867,062)
Balance at 31 December 779,301 769,472

As of 31 December 2017, the Company paid to employees an amount of JD 580,870 (2016:
JD 622,514) based on the Board of Directors’ decision No. 32/2016 in meeting No. 9/2016 dated
25 July 2016 which grants current qualified employees the right to withdraw a maximum of 50% of
their end of service accrual in compliance with employees’ by law No. (2) for the year 2014.

The provision for end of service indemnity is calculated for employees who have completed 15
years of service. The provision for each employee is based on a one month salary for each year
using the current salary for the employee at the last day of service.

(11) DEFERRED GRANT INCOME

This account represents a grant received from BP for the purchase of new gas compressors and
tanks amounting to JD 2,108,971 during 2014. The grant is classified as a deferred income and

amortized over the useful life of these gas compressors and on a systematical and reasonable
basis in accordance with IAS (20).

In 2016, the Company received a grant of materials from BP with a fair value of JD 543,273. The
granted materials were added to inventory.

(12) ACCOUNTS PAYABLE

2017 2016
JD JD
Ministry of Finance 261,288 292,281
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(13) OTHER CURRENT LIABILITIES

2017 2016

JD JD
Accrued expenses 59,308 52,958
Employees’ payables 44,188 64,685
Board of Directors remuneration 35,000 1,960
Other provisions - 44 497
Others - 21,102

138,496 185,202

(14) _ INCOME TAX

The Company is subject to Income Tax Law No. (34) of 2014 and the Concession Law No. (1) of
2010.

No provision for income tax was calculated on the Company’s results for the year ended 31
December 2017 due to that the company carried forward prior year losses in accordance to the
effective income tax law.

No provision for income tax has been calculated on the results of the Company’s operations for the
year ended 31 December 2016 due to the excess of tax deductible expenses over taxable income.

Movement on the provision for income tax is as follows:

2017 2016
JD JD
Balance at 1 January - 187,552
Provisions years income tax expense 4,866 -
Paid during the year (4,886) (187,552)

Balance at 31 December = »
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY

NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

Reconciliation between accounting profit and taxable profit is as follows:

Accounting profit (loss)

Previous years income tax expense
Non-deductible expenses
Non-taxable revenues

Less: Deductible accumulated losses

Taxable losses

Statutory tax rate (according to the concession law)

Actual tax rate

The Company has submitted its annual income tax returns to the Income and Sales Tax

2017 2016
JD JD
650,743 (2,813,833)
(4,866) -
442,869 &

. (1,000,000)
(3,813,833) :
(2,725,087) (3,813,833)

15% 15%

Department up to 2016. The Income and Sales Tax Department did not review the accounting

records for 2016 up to the date of these financial statements.

The Company obtained a final clearance from the Income Tax Department up to 2015.

(15) COMPANY’S SHARE OF GAS REVENUE

Total gas revenue during the year

Less: recovered costs

Less: recovered balance from the balance due from Ministry
of Finance deducted from the increase in gas prices

Less: Jordanian Government share (Note 1)

=15~

2017 2016
JD JD
8,450,616 5,822,089
(5,070,370)  (3,493,253)
(750,000) .
(1,315,123)  (1,164,418)
1,315,123 1,164,418




NATIONAL PETROLEUM COMPANY - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(16) RECOVERED COSTS

The Petroleum Operations Cost Reimbursement Committee (the “Committee”), formed by the
Minister of Energy and Mineral Resources, approved petroleum operations costs of JD 71,542,846
for the period from 1 May 2002 to 31 December 2016 as reimbursable costs. The Company was
reimbursed the following costs:

Period Amount
JD
2017 5,070,370
2016 3,493,253
2015 3,687,713
2014 4,116,873
2013 4,529,903
2012 4,909,185
2011 5,437,738
2010 5,538,635
2005 1,769,570
38,553,240

The remaining approved balance is JD 32,989,606 as at 31 December 2017.
The Committee reviewed the petroleum operations cost for the period between 1 January 2017 to
30 September 2017 amounted to JD 4,414,417. The Committee has not issued their reports up to

the date of these financial statements.

The Committee did not review the petroleum operations costs for the period from 1 October 2017
to 31 December 2017 amounted to JD 1,816,502.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS

31 DECEMBER 2017

(17) OPERATING EXPENSES

Salaries, wages and other benefits

End of service indemnity

Spare parts and maintainance

Depreciation

Fuel, electricity and water

Insurance expenses

Maintenance and operating
expenses - Al Reesha well

Others

Total operating expenses

(18)  ADMINISTRATIVE EXPENSES

Salaries, wages and other benefits

End of service indemnity expense

Employee incentives
Depreciation

Travel and transportation
Consultancy fees

Board of Directors’ remuneration and transportation

Maintenance
Vehicles and fuel expenses

Telephone, electricity and water

Stationery, printings and subscriptions
Government fees, licenses and penalties

Insurance
Others

2017 2016
Gas
Station Excavators  Exploration Total Total
JD JD JD JD JD
699,370 1,400,957 - 2,100,327 2,223,378
69,575 89,760 - 159,335 138,724
112,587 244 253 7,327 364,167 667,024
548,593 600,150 - 1,148,743 1,157,126
141,588 121,331 - 262,919 206,221
19,754 42,715 - 62,469 63,690
64,340 - 1,119 65,459 73,278
35,705 16,953 64,338 116,996 86,252
1,691,512 2,616,119 72,784 4280415 4,615,693
2017 2016
JD JD
1,086,494 1,046,241
121,545 105,824
58,737 88,674
78,264 95,587
36,441 74,149
38,977 98,765
69,950 68,325
42,887 43,293
48,537 54,482
22,124 47,644
23,648 37,842
22,041 20,850
4,283 4,851
16,186 35,292
1,670,114 1,821,819

-17-




NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(19)  Basic AND DILUTED EARNINGS (LOSSES) PER SHARE

2017 2016
JD JD
Profit (Loss) for the year (JD) 645,877 (2,813,833)
Weighted average number of shares (Shares) 15,000,000 15,000,000
JD / Fils JD / Fils
Basic and diluted earnings (loss) per share 0/043 (0/188)

The diluted earnings per share equals the basic earnings per share.

(20) DiSTRIBUTED DIVIDENDS

The General Assembly approved in its ordinary meeting held on 14 March 2017 to distribute cash
dividends of 6% from the Company’s capital amounting to JD 900,000.

The General Assembly approved in its ordinary meeting held on 22 January 2016 the distribution
of cash dividends of 13.46% from the Company’s capital amounting to JD 2,019,000.

(21) _ CONTINGENT LIABILITIES

As at the date of the financial statements, the Company had the following contingent liabilities:

2017 2016
Cash Cash
Amount margin Amount margin
JD JD JD JD
Letters of guarantee 993,000 57,600 993,000 57,600
Letters of credit - - 53,698 1,620
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(22) RELATED PARTY TRANSACTIONS

Related parties represent, major shareholders, directors and key management personnel of the
Company, and entities controlled, jointly controlled or significantly influenced by such parties.
Pricing policies and terms of the transactions with related parties are approved by the Company's

management.

Statement of financial position items as at 31 December:

2017 2016
Current Assets - JD JD
Accounts receivable-
Central Electricity Generating Company (associate
of Government Investment Management Company) 2,868,940 1,461,405
Due from Ministry of Finance 1,500,000 -
Non-Current Assets -
Due from Ministry of finance 3,307,131 -
Current Liabilities -
Accounts payable-
Ministry of Finance 261,288 292,281
Statement of comprehensive income items for the year ended 31 December:
2017 2016
JD JD
Total invoices billed to Central Electricity Generating Company 8,450,616 5,822,089
Jordanian Government share 1,318,123 1,164,418
Key management salaries and other benefits 303,603 325,182
Board of Directors remuneration and transportation 69,950 68,325
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(23) LITIGATIONS

The Company is a defendant in a number of lawsuits amounted to JD 190,325 as at 31 December
2017 (2016: JD 55,116). The Company’s management and its legal advisor believe that the
outcome of these lawsuits will not result in any liability. The Company is plaintiff in lawsuits
amounting to JD 100,907 as of 31 December 2017 (2016: Nil).

(24) GAs RESERVES

Based on the latest study conducted during 2006 by the international specialized consuitant IPR in
relation to gas reserves, it has been determined that the estimated reserves at the end of 2006
were 102.3 billion cubic feet. The study indicated that there is an overstatement in the degree of
conservatism in this estimation since it was conducted in the area nearby the wells and it excluded
the estimation of any gas reserve in most of the Al Reesha field area.

Based on the results of continuous internal studies updated in 2007 and carried out by the
Company, the minimum estimated gas reserves were 443 billion cubic feet.

(25) _ FAIR VALUE FINANCIAL INSTRUMENTS

Financial instruments comprise of financial assets and financial liabilities.

Financial assets consist of cash on hand and at banks, accounts receivable, balances due from

Ministry of Finance and other current assets. Financial liabilities consist of accounts payable and
some other current liabilities.

The fair value of the financial instruments are not materially different from their carrying values.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

(26)  RISK MANAGEMENT

Interest rate risk -

The Company is exposed to interest rate risk on its interest bearing assets and liabilities such as
bank deposits.

The sensitivity of the statement of comprehensive income is the effect of the assumed changes in
interest rates on the Company’s profit for one year, based on the floating rate financial assets and
financial liabilities held at 31 December.

The following table demonstrates the sensitivity of the statement of comprehensive income to
reasonably possible changes in interest rates as at 31 December, with all other variables held
constant.

Increase Effect on
(Decrease) profit before
in interest tax for the
2017 - rates year
Currency Basis Points JD
JD 50 15,730
JD (50) (15,730)
Increase
(Decrease) Effect on loss
in interest before tax for
2016 - rates the year
Currency Basis Points JD
JD 50 41,710
JD (50) (41,710)

Credit risk -
Credit risk is the risk that counterparty will not meet its obligations to the Company.

The Company believes that it is not subject to high credit risk. Since a credit ceiling is placed for
clients along with constant monitoring of liabilities. The Company also maintains balances and

deposits with leading banking institutions.

The Company sells its entire production of natural gas to Central Electricity Generating Company.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

Liquidity risk -
The Company monitors its liquidity by ensuring availability of funds to meet its obligations at their
maturity dates through using the generated revenues of the Company.

Accounts payable are due within three months.
Foreign currency risk -
Most of the Company’s transactions are in Jordanian Dinars and US Dollars. The Jordanian Dinar

exchange rate is fixed against the US Dollar (USD 1.41 for JD 1). Accordingly, currency risk has no
material impact on the financial statements.

(27) CAPITAL MANAGEMENT

The primary objective of the Company'’s capital management is to ensure that it maintains a strong

credit rating and healthy capital ratios in order to support its business and maximize shareholder
value.

The Company manages its capital structure and makes adjustments to it in light of changes in
business conditions. No changes were made in the objectives, policies or processes during the
current year and prior year.

Capital comprises paid in capital, statutory reserves, and retained earnings, and is measured at JD
21,079,126 as at 31 December 2017 (2016: JD 20,433,249).

(28) STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE

The standards and interpretations that are issued but not yet effective, up to the date of issuance
of the Company'’s financial statements are disclosed below. The Company intends to adopt these
standards, if applicable, when they become effective.

IFRS 9 Financial Instruments

In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments that replaces IAS
39 Financial Instruments: Recognition and Measurement and all previous versions of IFRS 9. IFRS
9 brings together all three aspects of the accounting for financial instruments project: classification
and measurement, impairment and hedge accounting. The Company has implemented the first
phase of IFRS 9 as issued during 2009. The date of initial implementation of the first phase of
IFRS 9 was 1 January 2011.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

The new version of IFRS 9 is effective for annual periods beginning on or after 1 January 2018,
with early application permitted. Except for hedge accounting, retrospective application is required:;
however, the entities are exempted from restating their comparative information.

The Company plans to adopt the remaining phases on the effective date and will not restate
comparative information.

(a) Classification and Measurement

The Company does not expect a material impact on its balance sheet or equity on applying the
new classification and measurement category of IFRS 9.

Loans as well as trade receivables are held to collect contractual cash flows and are expected to
give rise to cash flows representing solely payments of principal and interest. The Company
analysed the contractual cash flow characteristics of those instruments and concluded that they
meet the criteria for amortised cost measurement under IFRS 9. Therefore, reclassification for
these instruments is not required.

(b) Impairment

IFRS 9 requires the Company to record expected credit losses on all of its debt securities, loans
and trade receivables, either on a 12-month or lifetime basis. The Company will apply the
simplified approach and record lifetime expected losses on all trade receivables. The Company
has estimated that the additional provision to be recorded resulting from the expected credit loss
from its trade receivables will not be material compared to the current requirements of provisioning
for doubtful trade receivables.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 specifies the accounting treatment for all revenue arising from contracts with customers. It
applies to all entities that enter into contracts to provide goods or services to their customers,
unless the contracts are in the scope of other IFRSs, such as IAS 17 Leases. IFRS 15 supersedes
IAS 11 Construction Contracts, IAS 18 Revenue, IFRIC 13 Customer Loyalty Programmes, IFRIC
15 Agreements for the Construction of Real Estate, IFRIC 18 Transfers of Assets from Customers:
and SIC-31 Revenue—Barter Transactions Involving Advertising Services. The standard is
effective for annual periods beginning on or after 1 January 2018, and early adoption is permitted.

During 2017, the Company has performed an impact assessment of IFRS 15. This assessment is
based on currently available information and may be subject to changes arising from further
reasonable and supportable information being made available to the Company in 2018 when the
Company adopts IFRS 15, whereas,

The Company does not expect a material impact on its balance sheet or equity on applying the
requirements of IFRS 15.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

Amendments to IFRS 10 and IAS 28: Sale or Contribution of Assets between an Investor
and Its Associate or Joint Venture

The amendments address the conflict between IFRS 10 and IAS 28 in dealing with the loss of
control of a subsidiary that is sold or contributed to an associate or joint venture. The amendments
clarify that the gain or loss resulting from the sale or contribution of assets that constitute a
business, as defined in IFRS 3, between an investor and its associate or joint venture, is
recognised in full. Any gain or loss resulting from the sale or contribution of assets that do not
constitute a business, however, is recognised only to the extent of unrelated investors' interests in
the associate or joint venture.

IFRS 2 Classification and Measurement of Share-based Payment Transactions -
Amendments to IFRS 2

The |IASB issued amendments to IFRS 2 Share-based Payment that address three main areas: the
effects of vesting conditions on the measurement of a cash-settled share-based payment
transaction; the classification of a share-based payment transaction with net settlement features
for withholding tax obligations; and accounting where a modification to the terms and conditions of
a share-based payment transaction changes its classification from cash settled to equity settled.
Entities may apply the amendments prospectively and are effective for annual periods beginning
on or after 1 January 2018, with early application permitted.

IFRS 16 Leases

During January 2016, the IASB issued IFRS 16 “Leases” which sets out the principles for the
recognition, measurement, presentation and disclosure of leases.

IFRS 16 substantially carries forward the lessor accounting requirements in IAS 17. Accordingly, a
lessor continues to classify its leases as operating leases or finance leases, and to account for
those two types of leases differently.

IFRS 16 introduced a single lessee accounting model and requires a lessee to recognize assets
and liabilities for all leases with a term of more than 12 months, unless the underlying asset is of
low value. A lessee is required to recognize a right-of-use asset representing its right to use the
underlying leased asset and a lease liability representing its obligation to make lease payments.

The new standard will be effective for annual periods beginning on or after 1 January 2019. Early
application is permitted.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

IFRS 17 Insurance Contracts

IFRS 17 provides a comprehensive model for insurance contracts covering the recognition and
measurement and presentation and disclosure of insurance contracts and replaces IFRS 4 -
Insurance Contracts. The standard applies to all types of insurance contracts (i.e. life, non-life,
direct insurance and re-insurance), regardless of the type of entities that issue them, as well as to
certain guarantees and financial instruments with discretionary participation features. The standard

general model is supplemented by the variable fee approach and the premium allocation
approach.

The new standard will be effective for annual periods beginning on or after 1 January 2021. Early
application is permitted.

Transfers of Investment Property (Amendments to IAS 40)

The amendments clarify when an entity should transfer property, including property under
construction or development into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in management’s intentions
for the use of a property does not provide evidence of a change in use.

Entities should apply the amendments prospectively and effective for annual periods beginning on
or after 1 January 2018. Early application of the amendments is permitted and must be disclosed.

Amendments to IFRS 4 Applying IFRS 9 Financial Instruments with IFRS 4 Insurance
Contracts

In September 2016, the |IASB issued amendments to IFRS 4 to address issues arising from the
different effective dates of IFRS 9 and the upcoming new insurance contracts standard (IFRS 17).
The amendments introduce two alternative options for entities issuing contracts within the scope of
IFRS 4, a temporary exemption from implementing IFRS 9 to annual periods beginning before 1
January 2021 at latest and an overlay approach that allows an entity applying IFRS 9 to reclassify
between profit or loss and other comprehensive income an amount that results in the profit or loss
at the end of the reporting period for the designated financial assets being the same as if an entity
had applied IAS 39 to these designated financial assets.
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NATIONAL PETROLEUM COMPANY — PUBLIC SHAREHOLDING COMPANY
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2017

IFRIC Interpretation 22 Foreign Currency Transactions and Advance Consideration

The interpretation clarifies that in determining the spot exchange rate to use on initial recognition of
the related asset, expense or income (or part of it) on the derecognition of a non-monetary asset or
non-monetary liability relating to advance consideration, the date of the transaction is the date on
which an entity initially recognises the nonmonetary asset or non-monetary liability arising from the
advance consideration. Entities may apply the amendments on a fully retrospective or prospective
basis. The new interpretation will be effective for annual periods beginning on or after 1 January
2018. Early application of interpretation is permitted and must be disclosed

IFRIC Interpretation 23 Uncertainty over Income Tax Treatment

The Interpretation addresses the accounting for income taxes when tax treatments involve
uncertainty that affects the application of IAS 12 and does not apply to taxes or levies outside the
scope of IAS 12, nor does it specifically include requirements relating to interest and penalties
associated with uncertain tax treatments. An entity must determine whether to consider each
uncertain tax treatment separately or together with one or more other uncertain tax treatments.
The interpretation is effective for annual reporting periods beginning on or after 1January 2019, but
certain transition reliefs are available.

(29) COMPARATIVE FIGURES

Some of 2016 balances were reclassified to correspond to 2017 presentation with no effect on
equity or profit for the year.
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