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Financial Report

Independent Auditor’s Report
to the Shareholders of Keppel Corporation Limited
For the financial year ended 31 December 2016

Our Opinion
In our opinion, the accompanying consolidated financial statements of Keppel Corporation Limited (“the Company”) and its subsidiaries 
(“the Group”) and the balance sheet and statement of changes in equity of the Company are properly drawn up in accordance with the 
provisions of the Companies Act, Chapter 50 (“the Act”) and Financial Reporting Standards in Singapore (“FRSs”) so as to give a true and 
fair view of the consolidated financial position of the Group and the financial position of the Company as at 31 December 2016, and of the 
consolidated financial performance, consolidated changes in equity and consolidated cash flows of the Group, and changes in equity of 
the Company for the financial year ended on that date.

What we have audited
The financial statements of the Group and of the Company, comprise:

• the balance sheets of the Group and of the Company as at 31 December 2016;
• the consolidated profit and loss account of the Group for the year then ended;
• the consolidated statement of comprehensive income of the Group for the year then ended;
• the statements of changes in equity of the Group and of the Company for the year then ended;
• the consolidated statement of cash flows of the Group for the year then ended; and 
• the notes to the financial statements, including a summary of significant accounting policies.

Basis for Opinion
We conducted our audit in accordance with Singapore Standards on Auditing (“SSAs”). 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 believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence
We are independent of the Group in accordance with the Accounting and Corporate Regulatory Authority (“ACRA”) Code of Professional 
Conduct and Ethics for Public Accountants and Accounting Entities (“ACRA Code”) together with the ethical requirements that are 
relevant to our audit of financial statements in Singapore, and we have fulfilled our other ethical responsibilities in accordance with 
these requirements and the ACRA Code.

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 financial year ended 31 December 2016. 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.

Description of key audit matter How our audit addressed the key audit matter

Downturn in the Oil and Gas industry
The downturn in the Oil and Gas industry has had a significant 
impact on the financial statements of the Group, in particular 
over the following areas:

i) Appropriateness of revenue recognition and recoverability 
of work-in progress balances in relation to Offshore and 
Marine construction contracts
(Refer to Note 13(a) to the financial statements)

As at 31 December 2016, the Group’s work-in-progress balances 
of $4,043 million, comprised rigs/vessels under construction 
contracts with customers, as well as stocks for sale.

With the downturn in the industry, some customers had 
requested for amendments to contract terms or deferral 
of delivery dates of the rigs/vessels. This would impact the 
appropriateness of revenue and margin recognised, as well 
as the recoverability of work-in-progress balances relating to 
construction contracts.

Work-in-progress balances relating to construction contracts 
where delivery dates had been deferred and the revised delivery 
dates are more than 12 months from 31 December 2016 
amounted to $869 million.

In addition, the estimated net realisable values of stocks have 
also declined, impacting the recoverability of work-in-progress 
balances relating to stocks.

We reviewed management’s assessment of the risk of customers 
defaulting on the contracts, and corroborated management’s 
assessment against our understanding of the industry. We 
read public announcements and other externally available 
information that would be relevant to understanding the 
financial position of the major customers.

Where there were requests by customers for amendments to 
contract terms or deferral of delivery dates, we discussed with 
management to understand their assessment of the impact of 
these modifications. 

We reviewed the terms of each contract as well as the terms of 
the modifications to assess if management’s judgment on the 
continued recognition of revenue and associated margin was 
appropriate. 

We also reviewed management’s assessment of the external 
valuation of each rig/vessel, to assess if the related work-in-
progress balances of construction contracts and stocks would 
be recoverable through sale, in the event that any of the Group’s 
customers are unable to take delivery of the rigs/vessels at the 
contracted or revised delivery date.
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Description of key audit matter How our audit addressed the key audit matter

We focused on this area because of the significant judgment 
required in:

• assessing whether the Group’s customers will be able to 
fulfill their contractual obligations and take delivery of the 
rigs/vessels at the contracted or revised delivery dates; and

• estimating the net realisable values of stocks for sale.

Arising from management’s assessments relating to the above, 
a write-down of $54 million was made on work-in-progress – 
stocks.

Based on our procedures, we found that management’s 
judgment around the recognition of revenue, including 
associated margin on the Group’s Offshore and Marine projects 
for the financial year was appropriate. We also found that the 
work-in-progress balances on construction contracts and stocks 
were appropriately assessed to be recoverable.

ii) Assessment of impairment of fixed assets in relation to the 
Group’s Offshore and Marine business
(Refer to Note 6 to the financial statements)

The Group has significant fixed assets relating to its Offshore and 
Marine business, which include various rigbuilding, shipbuilding 
and repair operations around the world.

The downturn has impacted these operations and indicated that 
the related items of fixed assets may be impaired.

Management had performed an impairment review to assess the 
recoverable amount of these fixed assets, with each rigbuilding, 
shipbuilding and repair facility identified as an individual 
cash-generating unit (CGU).  Arising from the review, the Group 
recognised an impairment charge of $148 million relating to 
these fixed assets. 

We focused on this area as the assessment of the recoverable 
amount using value-in-use (VIU) models required management 
to exercise significant judgment over the estimation of 
forecasted cash flows and discount rates.

We reviewed management’s identification of the rigbuilding, 
shipbuilding and repair operations which contained indicators of 
impairment at 31 December 2016.

In respect of the CGUs where indicators of impairment were 
present, we obtained the VIU calculations and evaluated 
the reasonableness of the key inputs to these calculations 
considering our knowledge of the business and our 
understanding of the Offshore and Marine industry. 
As appropriate, we involved our internal valuation specialists.

We also considered the adequacy of the Group’s disclosures in 
relation to impairment of these fixed assets. 

Based on our procedures, we found management’s assessment 
of the recoverable amounts of the fixed assets relating to the 
Group’s rigbuilding, shipbuilding and repair operations to be 
appropriate. 

We also found the disclosures in the financial statements in 
respect of the impairment to be adequate.

iii) Assessment of impairment of investment in KrisEnergy
(Refer to Note 9 to the financial statements)

The Group has a 40% equity interest in KrisEnergy Ltd 
(“KrisEnergy”), a company listed on the Singapore Stock 
Exchange and engaged in the Oil and Gas industry. 

At 31 December 2016, the carrying value of the Group’s 
investment in KrisEnergy as a CGU was higher than the fair value 
of the investment of $111 million, based on KrisEnergy’s share 
price on that date.

The existence of the above impairment indicator required 
management to estimate the recoverable amount of the 
Group’s investment in KrisEnergy. This assessment was done 
on a VIU basis using a discounted cash flow model. The Group 
recognised an impairment charge of $46 million arising from 
the assessment, bringing the carrying value of the Group’s 
investment in KrisEnergy to $347 million.  

We focused on this area as the assessment of the recoverable 
amount required management to make cash flow projections 
from 2017 to 2032 and to apply key estimates and assumptions 
such as oil prices, discount rates, production volume, lifting 
costs, reserves and operating costs.

We read recent public announcements made by KrisEnergy to 
obtain an understanding of the financial position of KrisEnergy.

We evaluated the reasonableness of the estimates and 
assumptions in the discounted cash flow model with the key 
focus on the estimated future oil prices of US$59 to US$76 per 
barrel, which was the most sensitive input to the model.  We also 
involved our internal valuation specialists in the evaluation of the 
discounted cash flow model. 

We considered the adequacy of the Group’s disclosures in the 
financial statements in respect of the impairment.

Based on our procedures, we found the estimates and 
assumptions within the discounted cash flow model to be 
reasonable.  We also found the disclosures in the financial 
statements in respect of the impairment to be adequate.
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Description of key audit matter How our audit addressed the key audit matter

Financial exposure in relation to contracts with Sete Brasil
(Refer to Note 2(x)(ii) to the financial statements)

The Group’s customer, Sete Brasil (“Sete”) filed for bankruptcy 
protection on 21 April 2016. Sete had previously contracted 
with the Group for the construction of six rigs. Sete had stopped 
making payments to the Group under these contracts since 
November 2014. The Group suspended construction of these six 
rigs in November 2015.  

The difficulties faced by Sete, as well as the uncertain economic 
and political conditions in Brazil, have resulted in significant 
uncertainty on the outcome of these contracts.

In the prior year, an expected loss of $228 million was 
recognised.  During 2016, Sete’s authorised representatives had 
been in discussion with the Group on the eventual completion 
and delivery of some of the rigs.  

As at the date of the financial statements, management has 
determined that no further losses are expected. 

We focused on this area because of the significant judgment 
required in assessing if additional provision for losses on these 
contracts was needed for the financial year ended 
31 December 2016.

We enquired with management on their assessment of the 
contracts with Sete, including their expectation of reasonably 
possible outcomes on these contracts. 

We reviewed the terms of each contract and correspondences 
with Sete or its authorised representatives to validate the 
assumptions applied by management. We also corroborated 
management’s assessments against externally available 
information. 

We visited the Group’s Brazilian operations and met with their 
management to obtain an understanding of the uncertainties in 
the Brazilian market.
 
We also reviewed the Group’s disclosures in the financial 
statements in respect of this matter.

Based on our procedures, we found management’s assessment 
in respect of these contracts to be reasonable. We also found 
that the disclosures in the financial statements in respect of this 
matter to be adequate.

Investigations in relation to contracts entered into with 
Petrobras and Sete Brasil 
(Refer to Note 30 to the financial statements)

The Company had previously made announcements in relation to 
allegations in Brazil that illegal payments were made by 
Mr Zwi Skornicki in connection with contracts entered into 
between certain Keppel entities with Petrobras and/or Sete 
Brasil. 
 
The Group is presently cooperating with authorities in Brazil 
and other relevant jurisdictions investigating potential improper 
arrangements and payments made in connection with certain 
Keppel entities’ transactions or other business relationships.
 
As at the date of the financial statements, investigations are still 
ongoing and management has determined that it is premature to 
predict the eventual outcome of this matter.
 
We focused on this area because the outcome of the matter can 
lead to fines, penalties or other implications to the Group.

We made enquiries of appropriate personnel within the Group 
and evaluated the tone set by the Board and management, and 
the Group’s approach to managing the risks arising from the 
matter. 
 
We discussed with the Audit Committee and met with the 
Group’s investigation team, comprising internal and external 
legal counsel and forensic specialists, to understand the scope, 
approach and status of the investigation. We involved our own 
forensic specialists in these discussions. 
 
We also reviewed the disclosure in the financial statements in 
relation to the matter.
 
Based on our procedures and representations obtained from 
management and the Audit Committee, we found the disclosures 
in the financial statements in respect of this matter to be 
adequate.
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Description of key audit matter How our audit addressed the key audit matter

Revenue recognition using the percentage-of-completion 
method
(Refer to Notes 2(q) and 22 to the financial statements)

During the year, the Group recognised revenue from its 
rigbuilding, shipbuilding and repair, and long-term engineering 
contracts (“construction projects”) based on the percentage-of-
completion (“POC”) method amounting to $2,706 million.

The POC on construction projects was measured by reference to 
the percentage of the physical proportion of the contract work 
completed. 

We focused on this area because of the significant management 
judgment required in:

• the estimation of the physical proportion of the contract work 
completed for the contracts; and

• the estimation of total costs on the contracts, including 
contingencies that could arise from variations to original 
contract terms, and claims.

In respect of construction projects, we sighted certified 
progress reports from engineers, performed site visits, and 
obtained confirmations from project owners to assess the 
appropriateness of management’s estimates of the physical 
proportion of work completed.

We evaluated the effectiveness of management’s controls over 
the estimation of total costs and assessed the reasonableness of 
key inputs in the cost estimation. We tested the appropriateness 
of estimated costs by comparing these against actual costs 
incurred. 

We then recomputed the revenues and costs recognised for the 
current financial year based on the respective POC and traced 
these to the accounting records.

We also considered the adequacy of the Group’s disclosures in 
respect of revenue from construction contracts.

Based on our procedures, we found that assumptions made in 
the estimation of the percentage of work completed and of the 
total costs in relation to the Group’s construction contracts to 
be reasonable. We also found the disclosures in the financial 
statements to be adequate.

Valuation of properties held for sale
(Refer to Note 13(c) to the financial statements)

The Group has residential properties held for sale mainly in 
China, Singapore, Indonesia and Vietnam.

The properties held for sale stated at the lower of cost and net 
realisable values amounted to $5,771 million as at 31 December 
2016. The determination of the estimated net realisable values of 
these properties is highly dependent on the Group’s expectation 
of future selling prices and the estimated cost to complete the 
development project.

During the financial year, the Group recognised $19 million in 
its profit and loss account to write down certain residential 
properties held for sale to their net realisable values.
  
We focused on this area because of the significant judgment 
required in making estimates of future selling prices and the 
estimated cost to complete the development project. Continued 
unfavourable market conditions in certain of the markets 
which the Group operates might exert downward pressure on 
transaction volumes and residential property prices. This could 
lead to future trends in these markets departing from known 
trends based on past experience. There is therefore a risk that 
the estimates of carrying values at the date of the financial 
statements exceed future selling prices, resulting in more losses 
when the properties are sold.

In making estimates of future selling prices, management 
took into account macroeconomic and real estate price trend 
information. They also applied their knowledge of the business in 
their regular review of these estimates.

We corroborated the Group’s forecast selling prices by 
comparing the forecast selling price to, where available, recently 
transacted prices and prices of comparable properties located in 
the same vicinity as the properties held for sale.

We compared management’s budgeted total development 
costs against underlying contracts with vendors and supporting 
documents. We discussed with the project managers to 
assess the reasonableness of estimated cost to complete 
and corroborated the underlying assumptions made with our 
understanding of past completed projects.

We focused on development projects with slower-than-expected 
sales or with low or negative margins. For projects which are 
expected to sell below cost, we assessed the reasonableness of 
the provisions made.

We also considered the adequacy of the disclosures in the 
financial statements, in describing the provisions made for 
properties held for sale.

Based on our procedures, we were satisfied that management’s 
estimates and assumptions were reasonable. We also found the 
related disclosures in the financial statements to be adequate.
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Valuation of investment properties
(Refer to Note 7 to the financial statements)

The Group owns a portfolio of investment properties 
comprising office buildings, residential property and mixed-use 
development projects, located primarily in China, Singapore, 
Indonesia and Vietnam.  

At 31 December 2016, investment properties stated at fair 
values amounting to $3,550 million were determined based on 
independent external valuations.

We focused on this area as the valuation process involved 
significant judgment in determining the appropriate valuation 
methodology to be used, and in estimating the underlying 
assumptions to be applied. The valuations are highly sensitive 
to key assumptions applied in deriving the capitalisation rate, 
terminal yield, discount rate, net initial yield, replacement cost 
and price of comparable plots.

We evaluated the qualifications and competence of the external 
valuers. We considered the valuation methodologies used 
against those applied by other valuers for similar property types. 
We also considered other alternative valuation methods. 

We tested the reliability of inputs of the projected cash flows 
used in the valuation to supporting lease agreements and 
other documents. We corroborated the inputs such as the 
capitalisation rate, terminal yield, discount rate, net initial 
yield, replacement cost and price of comparable plots used in 
the valuation by comparing them against historical rates and 
available industry data, taking into consideration comparability 
and market factors. Where the inputs were outside the expected 
range, we undertook further procedures to understand the 
reasons for these and, where necessary, held further discussions 
with the valuers. 

We also considered the adequacy of the disclosures in the 
financial statements, in describing the inherent degree of 
subjectivity and key assumptions used in the estimates. This 
includes the relationships between the key unobservable inputs 
and fair values. 

The valuers are members of recognised professional bodies for 
external valuers. We found the valuation methodologies used to 
be in line with generally accepted market practices and the key 
assumptions used were within the range of market data.  We also 
found the disclosures in the financial statements to be adequate.

Other information
Management is responsible for the other information. The other information comprises the “Directors’ Statement” and other sections of 
the Keppel Corporation Limited Report to Shareholders 2016 (“Other Sections of the Annual Report”), but does not include the financial 
statements and our auditor’s report thereon. We obtained the Directors’ Statement prior to the date of this auditor’s report. The Other 
Sections of the Annual Report are expected to be made available to us after that date.

Our opinion on the financial statements does not cover the other information and we do not and will 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 identified above 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 on the other information that we 
obtained prior to the date of this auditor’s report, 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 respect of the work we have described above and performed on the Directors’ 
Statement.

When we read the Other Sections of the Annual Report, if we conclude that there is a material misstatement therein, we are required to 
communicate the matter to those charged with governance and take appropriate actions in accordance with SSAs.

Responsibilities of Management and Directors for the Financial Statements
Management is responsible for the preparation of financial statements that give a true and fair view in accordance with the provisions of 
the Act and FRSs, and for devising and maintaining a system of internal accounting controls sufficient to provide a reasonable assurance 
that assets are safeguarded against loss from unauthorised use or disposition; and transactions are properly authorised and that they 
are recorded as necessary to permit the preparation of true and fair financial statements and to maintain accountability of assets.

In preparing the financial statements, management is responsible for assessing the Group’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 Group or to cease operations, or has no realistic alternative but to do so.

The directors’ responsibilities include overseeing the Group’s financial reporting process. 

Independent Auditor’s Report
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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. Reasonable assurance is a high 
level of assurance, but is not a guarantee that an audit conducted in accordance with SSAs 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 SSAs, 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 Group’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 Group’s 
ability to continue as a going concern. If we conclude that a material uncertainty exists, 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 Group 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.

• Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the 
Group to express an opinion on the financial statements. We are responsible for the direction, supervision and performance of the 
group audit. We remain solely responsible for our audit opinion.

We communicate with the directors 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 the directors 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 the directors, 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 reasonably be expected to 
outweigh the public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements
In our opinion, the accounting and other records required by the Act to be kept by the Company and by those subsidiary corporations 
incorporated in Singapore of which we are the auditors have been properly kept in accordance with the provisions of the Act.

The engagement partner on the audit resulting in this independent auditor’s report is Sim Hwee Cher. 

PricewaterhouseCoopers LLP
Public Accountants and Chartered Accountants
Singapore, 24 February 2017




