Aluminium Bahrain B.S.C.

REPORT OF THE BOARD OF DIRECTORS AND
CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2019



Aluminium Bahrain B.S.C.
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
At 31 December 2019

2019 (%) 2018
Note BD '000 BD ‘000
ASSETS
Non-current assets
Property, plant and equipment 5 1,962,150 1,706,053
Derivative financial instruments 20 - 1,725
Deferred tax assets 18 162 34

1,962,312 1,707,812

Current assets

Inventories 6 221,155 266,229
Trade and other receivables 7 155,455 130,522
Derivative financial instruments 20 - 471
Bank balances and cash 8 81,329 103,857

457,939 501,079
TOTAL ASSETS 2,420,251 2,208,891

EQUITY AND LIABILITIES

Equity

Share capital 9 142,000 142,000
Treasury shares 10 (3,994) (4,800)
Statutory reserve 12 71,000 71,000
Capital reserve 13 249 249
Retained earnings 869,316 865,021
Total equity 1,078,571 1,073,470
Non-current liabilities

Loans and borrowings 15 850,537 785,877
Lease liabilities 21 5,160 -
Employees’ end of service benefits 17(a) 1,627 1,677
Other payables 19 24,466 47,000
Derivative financial instruments 20 2,998 -

884,788 834,554

Current liabilities

Loans and borrowings 15 151,944 74,504
Lease liabilities 21 961 -
Trade and other payables 19 302,853 225,505
Derivative financial instruments 20 1,134 858
456,892 300,867
Total liabilities 1,341,680 1,135,421
TOTAL EQUITY AND LIABILITIES 2,420,251 2,208,891

(*) The Group has adopted IFRS 16 Leases on its effective date of 1 January 2019, using modified
retrospective approach. Under this approach, comparative information is not re-stated. Refer to Notes

2(e) and 3(a). v
%n Daij Al Khalifa v Yousif Taq| Ali Al Baqgali

Chairman Director Chief Executive Officer

The attached notes 1 to 31 form part of these consolidated financial statements.
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Aluminium Bahrain B.S.C.

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2019

Note

Revenue from contracts with customers 26(a)
Cost of sales 23
GROSS PROFIT
Other (expense)/income - net 22
Gain on foreign exchange
General and administrative expenses 23
Selling and distribution expenses 23
Impairment reversal/(loss) on trade

and other receivables 7
Finance costs 24
Directors' fees 27
Changes in fair value of derivative financial instruments 20
PROFIT FOR THE YEAR BEFORE TAX
Tax expense 18

PROFIT FOR THE YEAR AFTER TAX
Other comprehensive income for the year
PROFIT AND TOTAL COMPREHENSIVE INCOME FOR THE YEAR

Basic and diluted earnings per share (fils) 11

2019 (% 2018
BD '000 BD '000
1,029,378 911,317
(939,158)  (826,324)
90,220 84,993
(568) 12,831
4,520 11,665
(34,824)  (26,927)
(25,926)  (19,541)
253 (4,081)
(22,458) (1,146)
(210) (210)
(5,426) 2,699
5,581 60,283
(202) (528)
5,379 59,755
5,379 59,755

a4 42

(*) The Group has adopted IFRS 16 Leases on its effective date of 1 January 2019, using modified
retrospective approach. Under this approach, comparative information is not re-stated. Refer to Notes

2(e) and 3(a).

Daij Bin €alman Bin Daij Al Khalifa . Yousif Taqi
Chairman Director

The attached notes 1 to 31 form part of these consolidated financial statements.

Ali Al Baqali

Chief Executive Officer

AR



oL
‘SJUSWAJE]S [BIDUBUIL) P3JEPIOSU0D 3say) Jo Led wioy LE 0} | S9jou payoepe ay |
L15°8L0°) 91£'698 6ve 000°LL {v66'c) 000°cvl 6102 18quiadaq Lg je aduejeg
(8:2) (¥80°1) - - 908 - saleys AJnNseal) u) JUSWIAOW JaN
6.€'S 6.¢€'s - - - - Jeak ay} Joj swodul aAIsuayadwod [eyjo]
0Ly'€L0'L 120'698 5144 000°LL (008'v) 000°zvl 8102 Jaquiadaq Lg je ajueleq
(0zL'9g) (0z2'9g) - - - - 4 pied 710z 0} puspiAIp euly
(656°L) LSL - - (011'2) - saseys AINseal) ul JUSWSAOW JON
GG/'6S GG.'6G - - - - Jeak ay) Jo) swodul aAIsuayaIdwod ejo |
$6€'250'L Ge8'Ly8 5144 000'LL (069'2) ooo'evL 2102 Jaquisdaq L je soueleq
000, g9 000, g9 000, g9 000, g9 000, g9 000, gd SJON
Aunb3g sbuuies EYVELEY) ansesal saseys jendes
/ejoq pauieay /epden Aiojnels Ainseaij aseys

6102 48quwesag L& papus tesh ay} 104

ALINDT NI S3ONVHO 40 INJNILVLS d31vdITOSNOD

‘'S g uleayeg wnuiwny

B



Aluminium Bahrain B.S.C.

CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2019

Note

CASH FLOWS FROM OPERATING ACTIVITIES

Profit for the year before tax

Adjustments for:
Depreciation and amortisation 5
Provision for employees’ end of service benefits 17(a)
Provision for slow moving inventories 6
(Reversal)/provision for impairment of receivables - net 7
Changes in fair value of derivative financial instruments 20
Loss on disposal of property, plant and equipment 22
Interest income 22
Forex gain on revaluation of loans and borrowings
Finance costs 24

Operating profit before working capital changes
Working capital changes:

Inventories

Trade and other receivables

Trade and other payables (refer to note (i) below)

Cash generated from operations
Employees’ end of service benefits paid 17(a)
Income tax paid

Net cash flows generated from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Acquisition of property, plant and equipment (refer to note (i) below)
Proceeds from disposal of property, plant and equipment

Interest received 22

Net cash flows used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Borrowings availed

Borrowings repaid

Interest on loans and borrowings and leases (refer to note (i) below)
Leases liabilities paid (refer to note (iii) below)

Dividends paid 14
Purchase of treasury shares

Proceeds from resale of treasury shares

Net cash flows generated from financing activities
NET (DECREASE)/INCREASE IN CASH AND CASH EQUIVALENTS

Bank balances and cash at 1 January

[s-]

CASH AND CASH EQUIVALENTS AT 31 DECEMBER

Non-cash items:

2019 2018

BD '000 BD ‘000
5,581 60,283
80,345 64,825
1,581 1,556

92 52

(253) 4,081
5,426 (2,699)
4,269 1,043
(791) (537)
(5,822) (15,803)
22,458 1,146
112,886 113,947
44,982 (67,704)
(24,680) 29,306
58,134 112,478
191,322 188,027
(1,631) (1,443)
(33) (528)
189,658 186,056
(299,430)  (525,845)
72 125

791 537
(298,567)  (525,183)
1,460,256 522,212
(1,319,644) (91,032)
(53,122) (26,976)

(831) -

. (36,720)
(2,530) (5,769)
2,252 3,810
86,381 365,525
(22,528) 26,398
103,857 77,459
81,329 103,857

(i) Non-cash effects of right of use assets amounting to BD 6,952 thousand, recognised as a result of
the initial application of IFRS 16, were excluded from aquisition of property, plant and equipment (2018:

Nil).

(i) The Group had movements in unpaid interest on borrowings amounting to BD 3,617 thousand which

was excluded from the movement in trade and other payables (2018: BD 4,829 thousand).

iii) Effective 01 January 2019, the Group has, on adoption of IFRS 16, classified cash payment for
principal portion of lease liabilities under financing activities. Comparative information has not been

restated.

The attached notes 1 to 31 form part of these consolidated financial statements.

A



Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

1 REPORTING ENTITY

Aluminium Bahrain B.S.C. ("the Company"”) was incorporated as a Bahrain Joint Stock Company (closed) in
the Kingdom of Bahrain and registered with the Ministry of Industry, Commerce and Tourism under
commercial registration (CR) number 999.

Subsequent to the Initial Public Offering ("IPO") on 23 November 2010, the Company became a Bahrain
Public Joint Stock Company with a dual listing on the Bahrain Bourse (primary listing) as well as the Global
Depository Receipts on the London Stock Exchange - Alternative Investment Market ("AIM"). The
Company has its registered office at 150 Askar Road, Askar 951, Kingdom of Bahrain.

The Company's majority shareholder is Bahrain Mumtalakat Holding Company B.S.C. (¢) ("Mumtalakat"), a
company wholly owned by the Government of the Kingdom of Bahrain through the Ministry of Finance,
which holds 69.38% of the Company's share capital.

The Company is engaged in manufacturing and sale of aluminium and aluminium related products. The
Company owns and operates a primary aluminium smelter and the related infrastructure in the Kingdom of
Bahrain.

The Group comprises of the Company and the following subsidiaries:

Effective ownership

Name 2019 2018 Country of incorporation Principal activity
Aluminium Bahrain US, 100% 100% United States of America Selling and distribution of
Inc. (USA) aluminium throughout the

Americas
ALBA Club S.P.C. 100% 100% Kingdom of Bahrain Provider of recreational
and sports facilities
AlbaCap Insurance 100% - Guernsey Captive insurance entity to
Limited** insure risks of the Group

**On 07 August 2019, AlbaCap Insurance Limited ("AlbaCap") was fully incorporated in Guernsey as a
captive insurance entity for self-insurance arrangements for the Group. AlbaCap is a wholly owned
subsidiary of Aluminium Bahrain B.S.C. ("the Company") and share capital of $20 million was injected in
November 2019 by the Company. Financial results of AlbaCap for the period from 07 August 2019 to 31
December 2019, are consolidated in these consolidated financial statements.

The Group also has representative sales branch offices in Zurich, Switzerland and Hong Kong.

The consolidated financial statements of the Group were authorised for issue in accordance with a
resolution of the Directors on 13 February 2020.

2  BASIS OF PREPARATION

(a) Basis of accounting

The consolidated financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards ("IFRS"} issued by the International Accounting Standards Board ("IASB")
and in conformity with the Bahrain Commercial Companies Law, applicable requirements of the Central
Bank of Bahrain Rule Book and associated resolutions, rules and procedures of the Bahrain Bourse.

This is the first set of Group's annual consolidated financial statements in which IFRS 16 Leases has been
applied. The related changes to significant accounting policies are described in notes 2(e) and 3(a).

(b) Functional and presentation currency
The consolidated financial statements have been presented in Bahraini Dinars (BD). Unless otherwise
stated, all financial information presented has been rounded off to the nearest thousand dinar.
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Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

2  BASIS OF PREPARATION (continued)

(c) Basis of measurement
The consolidated financial statements are prepared under the historical cost convention modified to include
the measurement at fair value of derivative financial instruments.

(d) Basis of consolidation

The consolidated financial statements comprise the financial statements of the Company and its
subsidiaries as at 31 December 2019. Control is achieved when the Group is exposed, or has rights, to
variable returns from its involvement with the investee and has the ability to affect those returns through its
power over the investee. Specifically, the Group controls an investee if and only if the Group has:

i) Power over the investee (i.e. existing rights that give it the current ability to direct the relevant activities
of the investee);

i) Exposure, or rights, to variable returns from its involvement with the investee; and
i) The ability to use its power over the investee to affect its returns.

Generally, there is a presumption that a majority of voting rights result in control. To support this
presumption and when the Group has less than a majority of the voting or similar rights of an investee, the
Group considers all relevant facts and circumstances in assessing whether it has power over an investee,
including:

a) The contractual arrangement with the other vote holders of the investee;
b) Rights arising from other contractual arrangements; and
c) The Group's voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there
are changes to one or more of the three elements of control. Consolidation of a subsidiaries begins when
the Group obtains contro! over the subsidiaries and ceases when the Group loses control of the
subsidiaries.

Assets, liabilities, income and expenses of a subsidiaries acquired or disposed of during the year are
included in the consolidated statement of other comprehensive income from the date the Group gains
control until the date the Group ceases to control the subsidiaries.

The financial statements of the subsidiaries are prepared for the same reporting period as the Company,
except for AlbaCap as disclosed above, using consistent accounting polices. Adjustments are made to
ensure the financial statements of the subsidiaries conform to the accounting policies of the Company.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity
holders of the parent of the Group and to the non-controlling interests, even if this results in the non-
controlling interests having a deficit balance. When necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies in line with the Group's accounting policies. All
intra-group assets and liabilities, equity, income, expenses and cash flows relating to transactions between
members of the Group are eliminated in full on consolidation.

A change in the ownership interest of a subsidiary, without loss of control, is accounted for as an equity
transaction. If the Group loses control over a subsidiary, it:
i) derecognises the assets (including goodwill) and liabilities of the subsidiary;
ii) derecognises the carrying amount of any non-controlling interest;
iii) derecognises the cumulative translation differences, recorded in equity;
iv) recognises the fair value of the consideration received;
v) recognises the fair value of any investment retained;
vi) recognises any surplus or deficit in the consolidated statement of income; and
vii) reclassifies the parent's share of components previously recognised in OCI to the consolidated
statement of income or retained earnings, as appropriate, as would be required if the Group had
directly disposed of the related assets or liabilities.

13



Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

2  BASIS OF PREPARATION (continued)

(e) New and amended standards and interpretations effective from 1 January 2019

The Group initially applied IFRS 16 Leases from 01 January 2019. A number of other new standards are
also effective from 01 January 2019 but these do not have a material effect on the Group's financial
statements.

IFRS 16 Leases

IFRS 16 introduces a single, on-balance lease sheet accounting model for lessees. A lessee recognises a
right-of-use asset representing its right to use the underlying asset and a lease liability representing its
obligation to make lease payments. There are optional exemptions for short-term leases and leases of low
value items. Lessor accounting remains similar to the current standard- i.e. lessors continue to classify
leases as finance or operating leases.

IFRS 16 replaces existing leases guidance including IAS 17 Leases, IFRIC 4 Determining whether an
Arrangement contains a Lease, SIC-15 Operating Leases-Incentives and SIC-27 Evaluating the Substance
of Transactions Involving the Legal Form of a Lease. The standard is effective for annual periods beginning
on or after 1 January 2019.

As permitted by the transitional provisions of IFRS 16, the Group elected to use the modified retrospective
approach under which the cumulative effect of initial application is recognised in retained earnings at 1
January 2019. Accordingly, the comparative information presented for 2018 is not restated - i.e. it is
presented, as previously reported, under IAS 17 and related interpretations. Additionally, the disclosure
requirements in IFRS 16 have not generally been applied to comparative information.

The details of the changes in accounting policies and impact due to adoption of this standard has been
disclosed in note 3(a).

(ff New and amended standards and interpretations issued but not yet effective

A number of new standards and amendments to standards are effective for annual periods beginning after
1 January 2019 and earlier application is permitted, however the Group has not early adopted the new or
amended standards in preparing these consolidated financial statements.

Standards and interpretations issued but not yet effective up to the date of issuance of the Group's
consolidated financial statements are disclosed below. These amended standards and interpretations are
not expected to have a significant impact on the Group's consolidated financial statements.

Effective date New standards or amendments

Amendments to References to Conceptual Framework in IFRS Standards
01 January 2020 Definition of Business (Amendments to IFRS 3)
Definition of Material (Amendments to IAS 1 and IAS 8)

01 January 2021 IFRS 17 Insurance contracts

Available for optional ~ Sale or Contribution of Assets between an Investor and its Associate or Joint
adoption Venture (Amendments to IFRS 10 and IAS 28).

3  SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies adopted in the preparation of these consolidated financial statements
are set below. These accounting policies have been consistently applied by the Group and are consistent
with those used in the previous year, except for changes arising from adoption of IFRS 16 as set below.

(a) Changes in accounting policies
The Group has initially adopted IFRS 16 from 01 January 2019. The details of the changes in accounting
policies are disclosed below:

14
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Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

3  SIGNIFICANT ACCOUNTING POLICIES (continued)

(a) Changes in accounting policies (continued)

1) Definition of a lease

Previously, the Group determined at contract inception whether an arrangement was or contained a lease
under IFRIC 4 'Determining whether an Arrangement contains a Lease'. The Group now assesses whether
a contract is or contains a lease based on the definition of a lease, as explained in Note 3(n).

On transition to IFRS 16, the Group elected to apply the practical expedient to grandfather the assessment
of which transactions are leases. The Group applied IFRS 16 only to contracts that were previously
identified as leases. Contracts that were not identified as leases under 1AS 17 and IFRIC 4 were not
reassessed for whether there is a lease under IFRS 16. Therefore, the definition of a lease under IFRS 16
was applied only to contracts entered into or changed on or after 1 January 2019.

Il) Asalessee

At commencement or on modification of a contract that contains a lease component, the Group allocates
the consideration in the contract to each lease component on the basis of its relative stand-alone price.
However, for leases of property the Group has elected not to separate non-lease components and account
for the lease and associated non-lease components as a single lease component.

Leases classified as operating leases under IAS 17
Previously, classification under IAS 17 was based on assessment of risk and rewards. On transition, for

these leases, lease liabilities were measured at the present value of the remaining lease payments,
discounted at the Group's incremental borrowing rate as at 1 January 2019 (see Note 3(a)(lll)). Right-of-
use assets are measured at either:

- their carrying amount as if IFRS 16 had been applied since the commencement date, discounted using
the Group's incremental borrowing rate at the date of initial application; or

- an amount equal to the lease liability, adjusted by the amount of any prepaid or accrued lease payments:
the Group applied this approach to all its leases.

The Group has tested its right-of-use assets for impairment on the date of transition and has concluded that
there is no indication that the right-of-use assets are impaired.

The Group used a number of practical expedients when applying IFRS 16 to leases previously classified as
operating leases under IAS 17. In particular, the Group:

- did not recognise right-of-use assets and liabilities for leases for which the lease term ends within 12
months of the date of initial application;

- did not recognise right-of-use assets and liabilities for leases of low value assets;

- excluded initial direct costs from the measurement of the right-of-use asset at the date of initial
application; and

- used hindsight when determining the lease term.

) Impact on financial statements

Impact on transition

On transition to IFRS 16, the Group recognised the right-of-use assets at an amount equal to the lease
liabilities. The impact from the adoption of IFRS 16 as at 1 January 2019 is set out below:

15
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Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

3  SIGNIFICANT ACCOUNTING POLICIES (continued)

(a) Changes in accounting policies (continued)
i) Impact on financial statements (continued)

Property,
Plant and
equipment Lease
liabilities
BD '000 BD '000
Closing balance under IAS 17 (31 December 2018) - -
Impact on remeasurements:
Right-of-use asset - property, plant and equipment 5,279 -
Lease liabilities - 5,279
Opening balance under IFRS 16 on date ot initial
5,279 5,279

application of 1 January 2019

When measuring lease liabilities for leases that were classified as operating leases, the Group discounted
lease payments using its weighted-average incremental borrowing rate of 6.00% as at 1 January 2019
except for factory land and office space where concessional rate of 2.75% and 1.99% respectively, are
used, reflecting the terms offered for industrial contracts by the Government.

b) Current versus non-current classification
The Group presents assets and liabilities in the consolidated statement of financial position based on
current/non-current classification. An asset is presented as current when it is:

- Expected to be realised or intended to be sold or consumed in a normal operating cycle;

- Held primarily for the purpose of trading;

- Expected to be realised within twelve months after the reporting period, or

- Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at least
tweive months after the reporting period.

All other assets are classified as non-current.

A liability is presented as current when:
- ltis expected to be settled in a normal operating cycle;
- ltis held primarily for the purpose of trading;
- ltis due to be settled within twelve months after the reporting period, or
- There is no unconditional right to defer the settiement of the liability for at least twelve months after
the reporting period.

The Group classifies all other liabilities as non-current. Deferred tax assets and liabilities are classified as
non-current.

c} Fair value measurement
The Group measures financial instruments at fair value at each reporting date. Also, fair values of financial
instruments measured at amortised cost are disclosed in note 29.

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
- 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 by the Group.

16
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Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

3  SIGNIFICANT ACCOUNTING POLICIES (continued)

c) Fair value measurement (continued)
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.

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.

All assets and liabilities for which fair value is measured or disclosed in the consolidated financial
statements are categorised 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 consolidated financial statements on a recurring basis,
the Group determines whether transfers have occurred between levels in the hierarchy by re-assessing
categorisation (based on the lowest level input that is significant to the fair value measurement as a whole)
at the end of each reporting period.

At each reporting date, the management analyses the movements in the values of assets and liabilities
which are required to be re-measured or re-assessed as per the Group's accounting policies. For this
analysis, the management verifies the major inputs applied in the latest valuation by agreeing the
information in the valuation computation to contracts and other relevant documents.

For the purpose of fair value disclosures, the Group 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.

d) Foreign currencies and foreign operations

The Group's consolidated financial statements have been presented in Bahraini Dinars (BD). However, the
Group's functional currency is US Dollars (USD) as a significant portion of its sales and raw material
purchases are denominated in USD. The Group uses the pegged exchange rate of 0.376 to translate USD
into the BD equivalent.

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

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 is determined.

On consolidation, the assets and liabilities of foreign operations are translated into Bahraini Dinars at the
rate of exchange prevailing at the reporting date and their statements of profit or loss are translated at
exchange rates prevailing at the dates of the transactions. The exchange differences arising on the
translation are recognised in other comprehensive income. On disposal of a foreign operation, the
component of other comprehensive income relating to that particular foreign operation is recognised in the
consolidated statement of comprehensive income.

17



Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

3  SIGNIFICANT ACCOUNTING POLICIES (continued)
e) Property, plant and equipment

Recognition and measurement

Property, plant and equipment is stated at cost, net of accumulated depreciation and/or accumulated
impairment losses, if any. Such cost includes the cost of replacing part of the property, plant and equipment
and borrowing costs for long-term construction projects if the recognition criteria are met. When significant
parts of property, plant and equipment are required to be replaced at intervals, the Group recognises such
parts as individual assets with specific useful lives and depreciates them accordingly. Likewise, when a
major inspection is performed, its cost is recognised in the carrying amount of the plant and equipment as a
replacement if the recognition criteria are satisfied. All other repairs and maintenance costs are recognised
in the consolidated statement of comprehensive income as incurred.

Subsequent expenditure
Subsequent expenditure is capitalised only if it is probable that the future economic benefits associated with
the expenditure will flow to the Group.

Depreciation
Depreciation is calculated on a straight line basis over the estimated useful lives of property, plant and
equipment as follows:

Freehold buildings 45 years
Power generating plant 23-25 years
Plant, machinery and other equipment 3-23 years
Steel pot relining 4-5 years

Land and assets in the process of completion are not depreciated. An item of property, plant and
equipment and any significant part initially recognised is derecognised upon disposal (i.e., at the date the
recipient obtains control) or when no future economic benefits are expected from its use or disposal. Any
gain or loss arising on derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the asset) is included in the statement of profit or loss when the asset
is derecognised. The residual values, useful lives and methods of depreciation of property, plant and
equipment are reviewed at each financial year end and adjusted prospectively, if appropriate.

Impairment of non-financial assets

The Group assesses at each reporting date whether there is an indication that non-financial asset (except
inventories and deferred tax assets) may be impaired. If any indication exists, or when annual impairment
testing for an asset is required, the Group estimates the asset's recoverable amount. An asset's
recoverable amount is the higher of an asset's or cash-generating unit's (CGU) fair value less costs to sell
and its value in use and is determined for an individual asset, unless the asset does not generate cash
inflows that are largely independent of those from other assets or Group of assets. When the carrying
amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is
written down to its recoverable amount.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks specific
to the asset. In determining fair value less costs of disposal, recent market transactions are taken into
account. If no such transactions can be identified, an appropriate valuation model is used.

An assessment is made at each reporting date to determine whether there is an indication that previously
recognised impairment losses no longer exist or have decreased. If such indication exists, the Group
estimates the asset's or CGU's recoverable amount. A previously recognised impairment loss is reversed
only if there has been a change in the assumptions used to determine the asset's recoverable amount
since the last impairment loss was recognised. The reversal is limited so that the carrying amount of the
asset does not exceed its recoverable amount, nor exceed the carrying amount that would have been
determined, net of depreciation, had no impairment loss been recognised for the asset in prior years. Such
reversal is recognised in the consolidated statement of comprehensive income.
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Aluminium Bahrain B.S.C.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

3  SIGNIFICANT ACCOUNTING POLICIES (continued)
e) Property, plant and equipment (continued)

Sensitivity to changes in assumptions

With regard to the assessment of value in use, management believes that reasonably possible changes in
the growth rate and weighted average cost of capital would not cause a material change to the recoverable
amount. However, an increase in alumina prices by USD 200/MT (with all other variables remain
unchanged) throughout the forecast period would result in the recoverable amount of the cash generating
unit lower than its carrying amount by BD 1,414 million (2018: BD 742 million) and a reduction in LME price
by USD 350/MT (with all other variables remain unchanged) throughout the forecast period would result in
the recoverable amount of the cash generating unit lower than its carrying amount by BD 1,135 million
(2018: BD 545 million).

f) Lease rights
Lease rights for leasehold land are stated at cost, net of accumulated amortisation and accumulated
impairment losses, if any. Amortisation is calculated on a straight line basis over the lease term.

g) Inventories
Inventories are valued at the lower of cost and net realisable value. Costs incurred in bringing each
product to its present location and condition are accounted for as follows:

Raw materials Purchase cost on a weighted average basis.

Finished goods and work in process Cost of direct materials, labour plus attributable
overheads based on normal level of activity, but
excluding borrowing costs, on weighted average basis

Spares Purchase cost calculated on a weighted average basis
after making due allowance for any obsolete items.

Net realisable value is the estimated selling price in the ordinary course of business, less estimated costs of
completion and the estimated costs necessary to make the sale.

h) Financial Instruments

i Financial assets

Initial recognition and measurement

Financial assets are classified, at initial recognition, and subsequently measured at amortised cost, fair
value through other comprehensive income (OCI), and fair value through profit or loss. The classification of
financial assets at initial recognition depends on the financial asset's contractual cash flow characteristics
and the Group's business model for managing them. With the exception of trade and other receivables that
do not contain a significant financing component or for which the Group has applied the practical expedient,
the Group initially measures a financial asset at its fair value plus, in the case of a financial asset not at fair
value through profit or loss, transaction costs. Trade and other receivables that do not contain a significant
financing component or for which the Group has applied the practical expedient are measured at the
transaction price determined under IFRS 15. Refer to the accounting policy for revenue from contracts with
customers.

In order for a financial asset to be classified and measured at amortised cost or fair value through OCI, it
needs to give rise to cash flows that are ‘solely payments of principal and interest (SPPI)' on the principal
amount outstanding. This assessment is referred to as the SPPI test and is performed at an instrument
level. The Group's business model for managing financial assets refers to how it manages its financial
assets in order to generate cash flows. The business model determines whether cash flows will resuit from
collecting contractual cash flows, selling the financial assets, or both. Purchases or sales of financial
assets that require delivery of assets within a time frame established by regulation or convention in the
market place (regular way trades) are recognised on the trade date, i.e., the date that the Group commits to
purchase or sell the asset.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

3  SIGNIFICANT ACCOUNTING POLICIES (continued)

h) Financial Instruments (continued)

i. Financial assets (continued)

Subsequent measurement

For purposes of subsequent measurement, financial assets are classified in four categories:

- Financial assets at amortised cost (debt instruments);

- Financial assets at fair value through OCI with recycling of cumulative gains and losses (debt
instruments);

- Financial assets designated at fair value through OCI with no recycling of cumulative gains and losses
upon derecognition (equity instruments); and

- Financial assets at fair value through profit or loss.

Financial assets at amortised cost (debt instruments)

This category is the most relevant to the Group. The Group measures financial assets at amortised cost if
both of the following conditions are met:

- The financial asset is held within a business model with the objective to hold financial assets in order
to collect contractual cash flows; and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

Financial assets at amortised cost are subsequently measured using the effective interest rate (EIR)
method and are subject to impairment. Gains and losses are recognised in profit or loss when the asset is
derecognised, modified or impaired.

The Group's financial assets at amortised cost includes bank balances and cash and trade and other
receivables.

Trade and other receivables

Trade and other receivables represents the Group's right to an amount of consideration that is
unconditional (i.e., only the passage of time is required before payment of the consideration is due). Trade
and other receivables are stated at original invoice amount, less any impairment allowances provided.

Cash and cash equivalents
For the purpose of the consolidated statement of cash flows, cash and cash equivalents consist of cash in
hand, bank balances and short-term deposits with an original maturity of three months or less.

Derecognition
A financial asset (or, where applicable, a part of a financial asset or part of a group of simiiar financial
assets) is primarily derecognised (i.e. removed from the Group's consolidated statement of financial
position) when:

- The rights to receive cash flows from the asset have expired, or

- The Group has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material defay to a third party under a ‘pass-
through’ arrangement; and either (a) the Group has transferred substantially all the risks and rewards
of the asset, or (b) the Group has neither transferred nor retained substantially all the risks and
rewards of the asset, but has transferred control of the asset.

Impairment of financial assets

The Group recognises an allowance for expected credit losses (ECLs) for all debt instruments not held at
fair value through profit or loss. ECLs are based on the difference between the contractual cash flows due
in accordance with the contract and all the cash flows that the Group expects to receive, discounted at an
approximation of the original EIR. The expected cash flows will include cash flows from the sale of collateral
held or other credit enhancements that are integral to the contractual terms.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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3  SIGNIFICANT ACCOUNTING POLICIES (continued)

h) Financial Instruments (continued)

i.  Financial assets (continued)

For trade receivables and contract assets, the Group applies a simplified approach in calculating ECLs.
Therefore, the Group does not track changes in credit risk, but instead recognises a loss allowance based
on lifetime ECLs at each reporting date. The Group has established a provision matrix that is based on its
historical credit loss experience, adjusted for forward-looking factors specific to the debtors and the
economic environment. Further disclosures relating to impairment of trade receivables are provided in
Note 7 and Note 27.

The Group considers a financial asset in default when internal or external information indicates that the
Group is unlikely to receive the outstanding contractual amounts in full before taking into account any credit
enhancements held by the Group. A financial asset is written off when there is no reasonable expectation of
recovering the contractual cash flows.

Impairment of financial assets is determined as follows:

- For assets carried at fair value, impairment is the difference between cost and fair value, less any
impairment loss previously recognised in the consolidated statement of comprehensive income;

- For assets carried at cost, impairment is the difference between carrying value and the present value
of future cash flows discounted at the current market rate of return for a similar financial asset; and

- For assets carried at amortised cost, impairment is the difference between the carrying amount and
the present value of future cash flows discounted at the original EIR.

ii. Financial liabilities

Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through profit or
loss, loans and borrowings, trade and other payables, or as derivatives designated as hedging instruments
in an effective hedge, as appropriate. All financial liabilities are recognised initially at fair value and, in the
case of loans and borrowings and payables, net of directly attributable transaction costs.

The Group's financial liabilities include trade and other payables [excluding advance from customers that
are settled only through delivery of non-financial assets, refer to 3(o)(ii)), loans and borrowings and
derivative financial instruments.

Subsequent measurement

Trade and other payables
Trade and other payables and accruals are carried at cost which is the fair value of the consideration to be
paid in the future for goods and services received whether or not billed to the Group.

Loans and borrowings

After initial recognition, loans and borrowings are stated at amortised cost, any difference between the
proceeds (net of transaction costs) and the redemption value is recognised in the consolidated statement of
comprehensive income over the period of the borrowings using the effective interest rate method.
Instalments due within one year are classified under current liabilities.

Interest is charged as an expense based on the effective yield, with unpaid interest amounts included in
trade and other payables.

Derivative financial instruments and hedging activities

The Group uses derivative financial instruments, such as interest rate swaps and forward commodity
contracts, to hedge its foreign currency risks, interest rate risks and commodity price risks, respectively.
Derivative financial instruments are initially recognised in the consolidated statement of financial position at
cost, including transaction costs, and subsequently re-measured to fair value. The method of recognising
the resulting gain or loss depends on whether the derivative is designated as a hedging instrument and, if
s0, the nature of the item being hedged.
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3  SIGNIFICANT ACCOUNTING POLICIES (continued)

h) Financial Instruments (continued)

ii.  Financial liabilities (continued)

The recognition of changes in the fair values of derivative financial instruments entered into for hedging

purposes is determined by the nature of the hedging relationship. For the purposes of hedge accounting,

derivative financial instruments are designated as a hedge of either:

i)  the fair value of a recognised asset or liability (fair value hedge), or

ii)  the future cash flows attributable to a recognised asset or liability or a firm commitment (cash flow
hedge).

The Group's criteria for a derivative financial instrument to be accounted for as a hedge include:

- at the inception of the hedge there is formal documentation of the hedging relationship and the
Group's risk management objective and strategy for undertaking the hedge. That documentation
should include identification of the hedging instrument, the related hedged item or transaction, the
nature of the risk being hedged, and how the Group will assess the hedging instrument's
effectiveness in offsetting the exposure to changes in the hedged item’s fair value or the hedged
transaction’s cash flows that is attributable to the hedged risk;

- the hedge is expected to be highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk, consistent with the originally documented risk management strategy
for that particular hedging relationship;

- for cash flow hedges, a forecasted transaction that is the subject of the hedge must be highly
probable and must present an exposure to variations in cash flows that could ultimately affect
reported net profit or loss;

- the effectiveness of the hedge can be reliably measured, that is, the fair value or cash flows of the
hedged item and the fair value of the hedging instrument can be reliably measured; and

- the hedge must be assessed on an ongoing basis and determined to have actually been highly
effective throughout the financial reporting period.

Changes in fair values of derivative financial instruments that are designated, and qualify, as cash flow
hedges and prove to be highly effective in relation to the hedged risk, are recognised as a separate
component in equity as a cash flow hedge reserve. Unrealised gains or losses on any ineffective portion of
cash flow hedging transactions are recognised in the consolidated statement of comprehensive income.

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in equity at that time remains in equity and is recognised
when the forecast transaction is ultimately recognised in the statement of comprehensive income. When a
forecast transaction is no longer expected to occur, the cumulative gain or loss that was reported in equity
is immediately transferred to the consolidated statement of comprehensive income.

Changes in the fair value of any derivative instruments that do not qualify for hedge accounting are
classified as held for trading and are recognised immediately in the consolidated statement of
comprehensive income.

Derecognition

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or
expires.

iii. Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is reported in the consolidated
statement of financial position if, and only if, there is a currently enforceable legal right to offset the
recognised amounts and there is an intention to settle on a net basis, or to realise the assets and settle the
liabilities simultaneously.

i) Employee benefits

For Bahraini nationals, the Group makes contributions to the Social Insurance Organisation (SI0). This is a
funded defined contribution scheme and the Group's contributions are charged to the consolidated
statement of comprehensive income in the year to which they relate. The Group’s obligations are limited to
the amounts contributed to the Scheme.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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3  SIGNIFICANT ACCOUNTING POLICIES (continued)

i) Employee benefits (continued)

For non-Bahraini employees the Group provides for end of service benefits in accordance with the Bahrain
Labour Law based on their salaries at the time of leaving and number of years of service. Provision for this
unfunded commitment, which represents a defined benefit scheme, has been made by calculating the
liability had all employees left at the reporting date.

Further, adequate provision is created for staff entitlements in accordance with the labour laws prevailing in
the respective countries in which the subsidiaries operate.

Alba Savings Benefit Scheme

The Group operates a compulsory savings scheme for its Bahraini employees. The Group's obligations are
limited to the amounts to be contributed to the scheme. This saving scheme represents a funded defined
contribution scheme.

j)  Taxes

Current income tax

Current income tax assets and liabilities are measured at the amount expected to be recovered from or
paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that are
enacted or substantively enacted, at the reporting date in the countries where the Group operates and
generates taxable income.

Current income tax relating to items recognised directly in other comprehensive income or equity is
recognised in other comprehensive income or equity and not in the consolidated statement of
comprehensive income. Management periodically evaluates positions taken in the tax returns with respect
to situations in which applicable tax regulations are subject to interpretation and establishes provisions
where appropriate.

Deferred tax
Deferred tax is provided using the liability method on temporary differences between the tax bases of
assets and liabilities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

- When the deferred tax liability arises from the initial recognition of goodwill or an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss.

- In respect of taxable temporary differences associated with investments in subsidiaries, associates
and interests in joint ventures, when the timing of the reversal of the temporary differences cannot be
controlled and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the carry forward of unused tax
credits and any unused tax losses. Deferred tax assets are recognised to the extent that it is probable that
taxable profit will be available against which the deductible temporary differences, and the carry forward of
unused tax credits and unused tax losses can be utilised, except:
- When the deferred tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the time
of the transaction, affects neither the accounting profit nor taxable profit or loss.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred
tax asset to be utilised. Unrecognised deferred tax assets are re-assessed at each reporting date and are
recognised to the extent that it has become probable that future taxable profits will allow the deferred tax
asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when
the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the reporting date.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2019

3  SIGNIFICANT ACCOUNTING POLICIES (continued)

j)  Taxes (continued)

Deferred tax relating to items recognised outside consolidated statement of comprehensive income is
recognised outside consolidated statement of comprehensive income. Deferred tax is recognised in
correlation to the underlying transaction either in other comprehensive income or directly in equity.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off current
tax assets against current tax liabilities and the deferred taxes relate to the same taxable entity and the
same taxation authority.

Sales tax
Expenses and assets are recognised net of the amount of sales tax, except:
- When the sales tax incurred on a purchase of assets or services is not recoverable from the taxation
authority, in which case, the sales tax is recognised as part of the cost of acquisition of the asset or as
part of the expense item, as applicable.

- When receivables and payables are stated with the amount of sales tax included.

The gross amount of sales tax recoverable from, or payable to, the taxation authority are included as part of
receivables and payables in the statement of financial position.

k) Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a
past event, it is probable that an outflow of resources embodying economic benefits will be required to
settle the obligation and a reliable estimate can be made of the amount of the obligation. When the Group
expects some or all of a provision to be reimbursed, for example, under an insurance contract, the
reimbursement is recognised as a separate asset, but only when the reimbursement is virtually certain. The
expense relating to a provision is presented in the consolidated statement of comprehensive income net of
any reimbursement.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate
that reflects, when appropriate, the risks specific to the liability. When discounting is used, the increase in
the provision due to the passage of time is recognised as a finance cost.

I) Treasury shares

Treasury shares are stated at acquisition cost and are shown as a deduction to equity. No gain or loss is
recognised in the consolidated statement of comprehensive income on the purchase, sale, issue or
cancellation of the treasury shares. Gains arising from the subsequent resale of treasury shares is treated
as non-distributable and included in the treasury shares reserve. Any loss arising from the subsequent
resale of treasury shares is first adjusted against the treasury shares reserve, if any, and charged to
retained earnings if the amounts in the treasury shares reserve is not sufficient to cover the loss. Any
difference between the carrying amount and the consideration, if reissued, is recognised in share premium.
Share options exercised during the reporting period are satisfied with treasury shares.

m) 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 are capitalised as part
of the cost of the asset. All other borrowing costs are expensed in the period in which they occur. Borrowing
costs consist of interest, realised losses resulted from setttement of interest rate swaps (exciuding
unrealised fair value changes) and other costs that an entity incurs in connection with the borrowing of
funds.

n) Leases

The Group has applied IFRS 16 using the modified retrospective approach and therefore the comparative
information has not been restated and continues to be reported under IAS 17 and IFRIC 4. The details of
accounting policies under IAS 17 and IFRIC 4 are disclosed separately.
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3  SIGNIFICANT ACCOUNTING POLICIES {continued)

n) Leases (continued)

Policy applicable from 1 January 2019

At inception of a contract, the Group assesses whether a contract is, or contains a lease. A contract is or
contains a lease if the contract conveys the right to control the use of an identified asset for a period of time
in exchange for consideration. To assess whether a contract conveys the right to control the use of an
identified asset, the Group uses the definition of a lease in IFRS 16.

This policy is applied to contracts entered into, on or after 1 January 2019.

At commencement or on modification of a contract that contains a lease component, the Group allocates
the consideration in the contract to each lease component on the basis of its relative stand-alone prices.
However, for the leases of property the Group has elected not to separate non-lease components and
account for the lease and non-lease components as a single lease component.

The Group recognises a right-of-use asset and a lease liability at the lease commencement date. The right-
of-use asset is initially measured at cost, which comprises the initial amount of the lease liability adjusted
for any lease payments made at or before the commencement date plus any initial direct costs incurred and
an estimate of costs to dismantle and remove the underlying asset or to restore the underlying asset or the
site on which it is located. less any lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from the commencement
date to the end of the lease term, unless the lease transfers ownership of the underlying asset to the Group
by the end of the lease term or the cost of the right-of-use asset reflects that the Group will exercise a
purchase option. In that case the right-of-use asset will be depreciated over the useful life of the underlying
asset. which is determined on the same basis as those of property and equipment. In addition. the right-of-
use asset is periodically reduced by impairment losses, if any, and adjusted for certain remeasurements of
the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencement date, discounted using the interest rate implicit in the lease or if that rate cannot be readily
determined, the Group's incremental borrowing rate. Generally, the Group uses its incremental borrowing
rate as the discount rate.

The Group determines its incremental borrowing rate by obtaining interest rates from various external
financing sources and makes certain adjustments to reflect the terms of the lease and type of the asset
leased.

Lease payments included in the measurement of the lease liability comprise the following:

- fixed payments, including in-substance fixed payments;

- variable lease payments that depend on an index or a rate, initially measured using the index or rate as at
the commencement date;

- amounts expected to be payable under a residual value guarantee; and

- the exercise price under a purchase option that the Group is reasonably certain to exercise, iease
payments in an optional renewal period if the Group is reasonably certain to exercise an extension option,
and penalties for early termination of a lease unless the Group is reasonably certain not to terminate early.

The lease liability is measured at amortised cost using the effective interest method. It is remeasured when
there is a change in future lease payments arising from a change in an index or rate, if there is a change in
the Group's estimate of the amount expected to be payable under a residual value guarantee, if the Group
changes its assessment of whether it will exercise a purchase, extension or termination option or if there is
a revised in-substance fixed lease payment.
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