














11. Exceptional items which arose during the fourth quarter. The timing of the

Operating profit is adjusted for exceptional items. Excep- pension items is primarily due to the timing of final valu-

tional items comprise income and expense items that,

in the view of management, do not arise in the normal
course of business and items, that because of their nature
and/or size, should be presented separately to enable a
better analysis of the results.

ations being completed. The Company’s policy for asset
impairment testing calls for tests to be performed as

of December 31, unless there is a cause for earlier testing.
The economic crisis could be considered a cause for
impairment testing but this was only felt in the Company'’s
businesses in November and December which made

the December 31 test date an appropriate impairment
testing date.

In the year ended December 31, 2008, operating income
was adjusted for a significant number of exceptional items

Operating profit includes the exceptional items noted in the following reconciliation:

2008 2007

Operating profit 75,219 84,169
Asset impairment of loans, fixed assets and intangibles 51,775 -
Recognition of actuarial losses due to pension plan curtailment 4,561 -
Recognition of actuarial gains due to service termination in pension plan (9,863) -
Amortization of purchase accounting adjustments to inventory 8,178 -
Environmental 5,233 2,107
Restructuring 5,129 (241)
Adjusted operating profit 140,232 86,035

12. Property, plant and equipment

Machinery Furniture Construction
Mine Land and and and in Finance

Expansion (a) Buildings  Equipment Fixtures progress Leases Total
Cost
Balance at January 1, 2007 - 56,718 277904 15,944 7,700 272 358,538
Additions - 5,030 38,311 2,644 9,845 721 56,551
Retirements and transfers - 11,939 (1,146) 3,109 (2,947) - 10,955
Effect of movements in exchange rates - 4,653 24,292 1,503 493 99 31,040
Balance at December 31, 2007 - 78,340 339,361 23,200 15,091 1,092 457,084
Balance at January 1, 2008 - 78,340 339,361 23,200 15,091 1,092 457,084
Additions 4,407 31,879 89,399 4,960 26,898 - 157,543
Acquisitions through business combinations 5,486 26,196 45,078 1,716 3,276 = 81,752
Retirements and transfers 785 23,324 (42,749) (3,896) (15,104) - (37,640)
Effect of movements in exchange rates (417) (10,859) (33,863) (1,104) (603) (127) (46,973)
Balance at December 31, 2008 10,261 148,880 397,226 24,876 29,558 965 611,766
Depreciation and impairment losses
Balance at January 1, 2007 - (26,430) (218,327) (12,301) - (224) (257,282)
Depreciation for the year - (2,161) (12,948) (2,011) - (29) (17,149)
Retirements and transfers - (5,923 4,387 (2,576) - - (4,112)
Impairments - - (212) - - - (212)
Effect of movements in exchange rates - (2,179) (19,206) (1.139) - (42) (22,566)
Balance at December 31, 2007 - (36,693) (246,306) (18,027) = (295) (301,321)
Balance at January 1, 2008 - (36,693) (246,306) (18,027) - (295) (301,321)
Depreciation for the year (275) (3,545) (20,773) (2,157) = (75) (26,825)
Retirements and transfers (41) (15,008) 43,788 4,364 - (25) 33,078
Impairments - (1,094) (24,202) - - - (25,296)
Effect of movements in exchange rates 178 3,266 17,902 657 = 65 22,068
Balance at December 31, 2008 (138) (53,074) (229,591) (15,163) - (330) (298,296)
Carrying amounts
At January 1, 2007 - 30,288 59,577 3,643 7,700 48 101,256
At December 31, 2007 - 41,647 93,055 5,173 15,091 797 155,763
At January 1, 2008 - 41,647 93,055 5,173 15,091 797 155,763
At December 31, 2008 10,123 95,806 167,635 9,713 29,558 635 313,470

Notes to the Consolidated Financial Statements 105



Mine expansion

The Company expanded its mine during 2008. Mine
expansion includes stripping costs of $3,790. Amortiza-
tion of stripping costs did not begin in 2008 as the asset
was only put into production in December 2008.

Property, plant and equipment under construction

During the year ended December 31, 2008, the subsid-
iaries of the Company embarked on several different
expansion projects as well as certain required mainte-
nance projects. Costs incurred up to December 31, 2008,
which are included in construction in progress totalled
$29,558 (2007: $15,091).

Finance Leases
At December 31, 2008, the Company had $635 (2007: $797)
of finance leases for equipment and software.

Depreciation of property, plant and equipment

Depreciation expense for the year ended December 31,
2008 was $26,825 (2007: $17,149). Depreciation expense
is recorded in the following line items in the consolidated
income statement:

2008 2007

Cost of sales 24,441 14,040
Selling, general and

administrative expenses 2,384 3,109
Total 26,825 17,149

Sale of equipment

Certain equipment was sold in the years ended
December 31, 2008 and 2007. In those years, the Company
received proceeds of $1,268 and $768, respectively.

In the year ended December 31, 2008, the proceeds were
greater than the book value of the assets and gains of
disposal of equipment were $896. In the year ended
December 31, 2007, the proceeds were less than the book
value of the assets and as such, losses on disposal of
equipment were recorded in the amount of $93.
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Impairment testing

Impairment losses were recorded at certain locations
in 2008 and 2007 due to the discontinued use of
certain assets.

The Company performs goodwill impairment tests
annually in accordance with IFRS guidelines. As a result
of the goodwill impairment test on the Company’s newly
acquired subsidiary, GK, the Company had to record

an impairment charge against GK's machinery and
equipment for $23,565. See note 13 for more details.

In 2008, fixed asset impairment charges of nil (2007: $76)
were recorded at a subsidiary in New Jersey where

the Company effectively shut down all plant operations.
The charges relate to the fixed assets of the plant site
that ceased functioning and are presumed to have

no resale value.

In 2008, asset impairment charges of $743 (2007:$136)
were recorded due to impairments on two buildings at a
subsidiary in South Carolina and a subsidiary in Memphis.

Haley plant closure

On June 6, 2008, Timminco announced the closure of
one of its manufacturing facilities in Haley, Ontario.
Accordingly, certain assets were written down and an
impairment loss of $988 was incurred during 2008.
See note 28 for more details.

The asset impairment charges, totalling $25,296 in 2008
(2007: $212) are included in the asset impairment expense
line of the consolidated income statement.

Security

At December 31, 2008 properties with a carrying amount
of $305,910 (2007: $115,653) are pledged as collateral to
secure certain bank loans of subsidiaries.



13. Intangible assets

Cost

Balance at January 1, 2007

Additions

Acquisition through business combination
Disposals and transfers

Recognition of deferred taxes on acquisition
Effect of movements in exchange rates
Balance at December 31, 2007
Balance at January 1, 2008

Additions

Acquisition through business combination
Disposals, reversals and transfers
Effect of movements in exchange rates
Balance at December 31, 2008
Amortization and impairment
Balance at January 1, 2007
Amortization

Disposals

Effect of movements in exchange rates
Balance at December 31, 2007
Balance at January 1, 2008
Amortization

Disposals and reversals

Impairment

Effect of movements in exchange rates
Balance at December 31, 2008
Carrying amounts

At January 1, 2007

At December 31, 2007

At January 1, 2008

At December 31, 2008

Intangible assets are comprised of goodwill, customer
relationships, supply contracts and other intangible
assets. For goodwill, there is no amortization recorded
and instead, impairment tests are performed.

The other intangibles amount represents certain licenses
and a patent bought and used by a Canadian subsidiary
related to a manufacturing process. This patent is being
amortized over 10 years, beginning in 2007.

Research and development costs

Research and development costs are expensed as in-
curred and included in selling, general and administrative
expenses. Research and development as of December 31,
2008 was $8,235(2007: $6,191)

Amortization of intangible assets

Amortization expense for year ended December 31, 2008
was $4,495 (2007: $1,514). Amortization expense is
recorded in the following line items in the consolidated
income statement:

Goodwill

36,116
454

(1,386)

4,796
39,980
39,980

13,644
(931)

(5,420)

47,273

(10,165)

(10,165)

36,116
39,980
39,980
37,108

Customer
relationships

(939)
(8,607)
52
(9,494)

Cost of sales

Selling, general and

Supply
contracts

(1,408)
(2,815)

78
(4,145)

administrative expenses

Total

Impairment testing for cash-generating units
containing goodwill

Other
intangible
assets

16,124
2,063

2,157
20,344
20,344
748
3,584
(2,104)
22,572

(7,342)
(1,514)
(75)
(1,102)
(10,033)
(10,033)
(2,148)
167
(1,382)
776
(12,620)

8,782
10,311
10,311

9,952

2008

2,056

2,439
4,495

Total

52,240
2,517

(1,386)
6,953
60,324
60,324
748
31,770
(931)
(8,427)
83,484

(7,342)
(1,514)
(75)
(1,102)
(10,033)
(10,033)
(4,495)
167
(22,969)
906
(36,424)

44,898
50,291
50,291
47,060

2007
1,367

147
1,514

For the purpose of impairment testing, goodwill and
indefinite-lived intangible assets are allocated to the Com-
pany’s operating divisions that represent the lowest level
within the Company at which the goodwill is monitored for
internal management purposes. Sudamin and LSM are
included in the Advanced Materials segment, while ALD is
included in the Engineering Services segment. Timminco
and GK are included in their similarly named segments.
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The aggregate carrying amounts of goodwill allocated to
each unit are as follows:

2008 2007

Sudamin cash-generating unit

(France) 11,011 11,552
LSM cash-generating unit (UK] 1,510 1,510
ALD cash-generating unit

(including FNAG) 10,155 9,042
Timminco cash-generating unit 14,432 17,876
GK cash-generating unit = =
Goodwill at cash-generating units 37,108 39,980

Key assumptions

The calculations of value in use are most sensitive to the
following assumptions:

e Global metals pricing

e Discount rate

e Growth rate used to extrapolate cash flows beyond
budget period

Global metals pricing — Estimates are obtained from
published indices. The estimates are evaluated and used
to the extent that they meet management’s expectations
of future pricing.

Discount rates - Discount rates reflect management's
estimate of risks specific to each unit. The discount rate
was estimated based on the average percentage of a
weighted average cost of capital for the Company.

Growth rate assumptions — Rates are based on manage-
ment’s interpretation of published industry research. As
most businesses follow economic trends, an inflationary
factor was utilized. The ALD and Timminco growth rate
assumptions were slightly higher than inflation due to
their focus on alternative energy. Alternative energy is
expected to be a high growth industry and therefore rates
were slightly higher than the specialty metals industry.

It is possible that the key assumptions related to metals
pricing that were used in the Plan will differ from actual
results. However, management does not believe that any
possible change in pricing will cause the carrying amount
to exceed the recoverable amount. The values assigned
to the key assumptions represent management’s assess-
ment of future trends in the metallurgical industry and
are based on both external sources and internal sources
(historical datal.
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For the impairment tests for Sudamin, LSM, ALD Group,
Timminco and GK's cash-generating units the recover-
able amounts are the higher of the fair value less costs to
sell and the value in use. The value in use was determined
using the discounted cash flow method. In 2008 and 2007,
the carrying amounts of the Advanced Materials, ALD,
Timminco and GK units were determined to be lower than
their recoverable amounts and impairment losses were
not recognized.

(1) Sudamin unit's value in use was determined by
discounting the future cash flows generated from the
continuing use of the unit and was based on the following
key assumptions:

e Cash flows were projected based on actual operating
results and the 3-year business plan, which covers the
next three calendar years following the impairment
test date

e The growth rate of 2% was used to extrapolate cash
flow projections beyond the period covered by the most
recent budgets. Management believes that this growth
rate does not exceed the long-term average growth
rate for the metallurgical industry in France.

e Revenue projections are based on an internal 3-year
business plan.

e Discount rates of 11.3 percent and 9.42 percent were
applied in determining the recoverable amount of the
unit for the years ended December 31, 2008 and 2007,
respectively. The discount rates were derived from a
group of comparable companies (peer group) and
have been compared to external advisor reports for
reasonableness.

e Sudamin’s value-in-use exceeds its carrying value at
December 31, 2008 by $6,026.

(2) LSM unit’'s value in use was determined by discounting
the future cash flows generated from the continuing use of
the unit and was based on the following key assumptions:

e Cash flows were projected based on actual operating
results and the 3-year business plan, which covers the
next three calendar years following the impairment
test date

e The growth rate of 2% was used to extrapolate cash
flow projections beyond the period covered by the most
recent budgets. Management believes that this growth
rate does not exceed the long-term average growth
rate for the metallurgical industry in the UK.



Revenue projections are based on an internal 3-year
business plan.

Discount rates of 10.69 percent and 9.65 percent were
applied in determining the recoverable amount of the
unit for the years ended December 31, 2008 and 2007,
respectively. The discount rates were derived from a
group of comparable companies (peer group) and
have been compared to external advisor reports for
reasonableness.

LSM'’s value-in-use exceeds its carrying value at
December 31, 2008 by $716.

(3) ALD Group unit’s value in use was determined by
discounting the future cash flows generated from the
continuing use of the unit and was based on the following
key assumptions:

Cash flows were projected based on actual operating
results and the 3-year business plan, which covers the
next three calendar years following the impairment
test date

The growth rate of 3% was used to extrapolate cash
flow projections beyond the period covered by the most
recent budgets. Management believes that this growth
rate does not exceed the long-term average growth
rate for the metallurgical industry.

Revenue projections are based on an internal 3-year
business plan.

Discount rates of 11.3 percent and 7.48 percent were
applied in determining the recoverable amount of the
unit for the years ended December 31, 2008 and 2007,
respectively. The discount rates were derived from

a group of comparable companies (peer group) and
have been compared to external advisor reports for
reasonableness. ALD’s value-in-use exceeds its carry-
ing value at December 31, 2008 by $839,180.

(4) Timminco Group unit's value in use was determined
by discounting the future cash flows generated from the
continuing use of the unit and was based on the following
key assumptions:

Cash flows were projected based on actual operating
results and the 3-year business plan, which covers the
next three calendar years following the impairment
test date

The growth rate of 3% was used to extrapolate cash
flow projections beyond the period covered by the most
recent budgets. Management believes that this growth
rate does not exceed the long-term average growth
rate for the metallurgical industry in North America.

Revenue projections are based on an internal 3-year
business plan.

Discount rates of 11.44 percent and 9.48 percent were
applied in determining the recoverable amount of the
unit for the years ended December 31, 2008 and 2007,
respectively. The discount rates were derived from a
group of comparable companies (peer group) and
have been compared to external advisor reports for
reasonableness.

Timminco's value-in-use exceeds its carrying value at
December 31, 2008 by $501,050.

(5) GK Group unit's value in use was determined by
discounting the future cash flows generated from the
continuing use of the unit and was based on the following
key assumptions:

Cash flows were projected based on actual operating
results and the 3-year business plan, which covers the
next three calendar years following the impairment
test date

The growth rate of 2% was used to extrapolate cash
flow projections beyond the period covered by the most
recent budgets. Management believes that this growth
rate does not exceed the long-term average growth
rate for the metallurgical industry.

Revenue projections are based on an internal 3-year
business plan.

Discount rate of 10.48 percent was applied in determin-
ing the recoverable amount of the unit for the year
ended December 31, 2008. The discount rate was
derived from a group of comparable companies (peer
group) and have been compared to external advisor
reports for reasonableness.

Based on the value in use calculations, the carrying
amounts of GK were determined to be lower than the
recoverable amounts and an impairment of $46,046

was recorded in the year ended December 31, 2008.

This impairment was primarily allocated to the assets
that were recognized in the purchase price allocation.
Impairments in intangible assets in the amount of $22,481
were recorded. The impairments also impacted fixed
assets by $23,565.
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Impairment of equity investment in Bostlan S.A.
(“Bostlan”)

Impairment tests for LSM's 25% equity investment in
Bostlan, an entity located in Spain, were based on its
value in use. The carrying amountof this individual asset
as of December 31, 2008 and 2007 was $2,162 and $1,852,
respectively. The carrying amounts were determined to
be lower than the investment's recoverable amounts and
no impairment was necessary in 2008 or 2007.

Bostlan's fair value was determined by discounting the
future cash flows generated from the continuing use of the
asset and was based on the following key assumptions:

e Cash flows were projected based on actual operating
results and the 3-year business plan, covering the
2009, 2010 and 2011 fiscal years.

e The growth rate of 2% was used to extrapolate cash
flow projections beyond the period covered by the most
recent budgets. Management believes that this growth
rate does not exceed the long-term average growth
rate for the metallurgical industry in Spain.

e Revenue projections are based on an internal 3-year
business plan.

e Discount rates of 7.32 percent were applied in determin-
ing the recoverable amount of the asset for the years
ended December 31, 2008 and 2007, respectively. The
discount rates were derived from a group of comparable
companies (peer group) and have been compared to
external advisor reports for reasonableness.

e Bostlan’'s value-in-use exceeds its carrying value at
December 31, 2008 by $1,072.

14. Associates

The Company’s share of loss in its associates for 2008
was $10,584 (2007: $3,213).

On December 18, 2008, a wholly owned subsidiary of the
Company invested $10,432 (including $118 of acquisition
costs) to acquire 50% of Silmag DA. Silmag DA is a joint
venture with Norsk Hydro that was established to develop
a unique process to produce silica and magnesium at a
low cost from olivine, a raw material abundant in Norway.
Silmag DA operations complement those of the Company.
See note 5 for more details.

On October 31, 2008, the Company completed the acquisi-
tion of 100% of the shares of its nuclear joint venture,
Furnaces Nuclear Applications Grenoble ("FNAG"] with a
payment of $3,514. A purchase price allocation was com-
pleted for the acquisition of FNAG on October 31, 2008 and
it has been consolidated as of December 31, 2008. FNAG
operations are consistent with those of the Company.

See note 5 for more details.
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On June 7, 2006, GfE made a payment, valued at approxi-
mately $2,700, to purchase a 24.9% share of ownership in
FNE Forschungs-institut fir Nichteisen-Metalle Freiberg
GmbH ("FNE"] from its current family ownership. The
purchase agreement included a call option under which
GfE was entitled to purchase the remaining shares for

a defined purchase price within the timeframe from
January 1, 2007 through January 1, 2008. GfE exercised
the option on December 3, 2007 purchasing the remaining
75.1% of FNE shares for $4,031. FNE has been consolidat-
ed as of December 31, 2007. See note 5 for more details.

In 2007, ALD GmbH made an investment of approximately
$766 to increase its ownership in ABS Apparaté to 24.9%.
As of December 31, 2008 and 2007 this has been
accounted for as an equity investment.

In July 2007, the Company paid a deminimus amount in
order to acquire an additional 0.2% of EsteR-Technologie
GmbH. This entity has been consolidated, due to
increased control over the investment, for the years
ended December 31, 2008 and 2007.

Acquisition of Fundo Wheels

Fundo Wheels AS ("Fundo”], located in Hoyanger, Norway,
is an original equipment manufacturer of cast aluminum
wheels for high end European car manufacturers. The
Company accounts for the Fundo investment under the
equity method as it does not have control over either
Fundo or Nor-Wheels nor can the Company exercise the
call or the put option until January 1, 2008. The acquisi-
tion of the equity interest did not create any purchase
discrepancy. See note 5 for more details on the acquisi-
tion of Fundo Wheels.

In March 2007, the Company acquired an additional

453 shares of Fundo from Treasury for $1,561. The Com-
munity again invested at an equivalent level to maintain
the ownership levels. These acquisitions did not create
any purchase discrepancy. As at December 31, 2008,
Timminco has a 45.3% share in Fundo (2007: 47.1%).

During the year ended December 31, 2008 the Company
loaned Fundo $3,812 (2007: $4,570) to assist Fundo

with its working capital requirements. The loans are due
on prescribed dates in 2009 and 2010, bear interest at
three month NIBOR plus 4% and in certain circumstances
are repaid in quarterly instalments commencing in 2009.
The loans are secured by a charge against Fundo’s land,
buildings and equipment and are subordinate to Fundo’s
bank debt. The loans are convertible into shares of Fundo
at the Company’'s option at Fundo’s book value on the
date the loans were granted or on the date of conversion
at the Company’'s option. The conversion of the loans is
restricted such that the Company cannot exceed ownership
of 49.9% of Fundo through the conversion of this loan.



In September 2008, it became evident that there may not This valuation was validated in January 2009 when Fundo
be sufficient capital within Fundo to secure its long-term filed for bankruptcy.

viability. Accordingly, the investment in Fundo and all In the year ended December 31, 2008, the Company deter-

mined that its investment in Heidenreich and Harbeck AG
was not an associate, but rather should be treated as a
held-to-maturity investment at cost. See note 17 for
more details.

related notes receivable from Fundo were written down
to nil, which is management’s best estimate of their fair
value. Included in the share of loss from associates is the
write-down of the investment in the amount of $8,227.

Summary financial information for associates, adjusted for the percentage ownership held by the Company:

Recognized
Total Total Net Profit Carrying

2008 Country  Ownership Assets Liabilities Equity  Revenues Expense or loss Amount
Bostlan Spain 25.0% 7,530 5,102 2,428 12,729 12,185 544 2,162
ALD Holcroft

Vacuum

Technologica Co. United States 50.0% 1,365 1,063 302 2,455 2,979 (524) 290
Fundo Wheels A.S. Norway 45.3% 23,813 18,426 5,387 25,776 36,907 (11,131) =
ABS Apparaté und

Behalterbrau

Staffurt GmbH Germany 24.9% 1,680 200 1,480 6,475 5,948 527 2,816
Silmag DA Norway 50.0% 12,946 3,010 9,936 - - - 10,432
TOTAL (10,584) 15,700
2007
Bostlan Spain 25.0% 8,030 5,700 2,330 13,636 13,313 323 1,852
ALD Holcroft

Vacuum

Technologica Co. United States 50.0% 1,427 1,265 162 3,250 3,101 149 159
Furnaces Nuclear

Applications

Grenoble S.A. France 50.0% 90 = 90 = = = 45
Fundo Wheels A.S. Norway 471% 28,197 24,058 4,139 40,274 43,828 (3,554) 6,801
ABS Apparaté und

Behalterbrau

StaBfurt GmbH Germany 24.9% 1,380 345 1,035 5,195 4,860 335 2,429
Other Disposals - - - - - [466) -
TOTAL (3,213) 11,286

For the entities which are joint ventures,
additional financial information is as follows:

Current Non-current Total Current Non-current Total

2008 Assets Assets Assets Liabilities  Liabilities Liabilities

ALD Holcroft
Vacuum
Technologica Co. 1,350 15 1,365 1,063 - 1,063

Silmag DA 9,936 3,010 12,946 3,010 - 3,010

2007

ALD Holcroft
Vacuum
Technologica Co. 1,420 7 1,427 1,265 = 1,265
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15. Inventories

2008 2007

Raw materials 117,543 69,724
Work in progress 86,374 22,137
Finished goods 108,862 89,649
Other 6,014 4,900

318,793 186,410

In 2008 raw materials, changes in finished goods and
work in progress contributed to cost of sales by $806,200
(2007: $680,817). In 2008 the write-down of inventories to
net realisable value amounted to $20,452 (2007: $1,888)
and was included in cost of sales. Other inventory primarily
includes spare parts that are maintained for operations.

Inventory in the amount of $261,355 (2007: $168,767) is

pledged as collateral to secure the bank loans of certain
subsidiaries (see note 23).

16. Trade and other receivables

Note 2007

Trade receivables, net of allowance
for doubtful accounts 135,275 132,296
Notes receivable 5,380 939

Gross amount due from customers

for contract work (POC) 320,061 2446111
Less: progress payments received (287,294) (190,103)
Net POC receivables 32,767 54,008
Total 173,422 187,243

At December 31, 2008, trade receivables include:
receivables from customers who have received direct
shipments or services from the Company; and receivables

from customers who have utilized inventory on consign-
ment. Amounts billed to percentage of completion
customers are also included in the trade receivables line
item in the balance sheet. The carrying amount of trade
receivables approximates their fair value.

For terms and conditions relating to related party
receivables, refer to note 38.

At December 31, 2008, receivables in the amount of
$154,584 (2007: $179,540] are pledged as collateral to
secure the term loan and multicurrency credit facility of
the Company and the credit facilities of certain subsidiar-
ies [see note 23).

Trade receivables are non-interest bearing and are
generally on 30-90 day terms.

At December 31, 2008, trade receivables are shown net
of an allowance for impairment of $2,539 (2007: $1,851)
arising from customer unwillingness or inability to pay.
During the years ended December 31, 2008 and 2007,
impairment losses in the amount of $554 and $459,
respectively, have been recorded.

Movements in the provision for impairment of receivables

were as follows:
2008 2007

At January 1 1,851 1,390
Charge for the year 554 459
Amounts written off (14) (191)
Unused amounts reversed (221) (121)
Adjustment for acquisition 500 314
Foreign currency adjustments (131)

At December 31 2,539 1,851

As at December 31, the analysis of trade receivables that were past due but not impaired is as follows:

Neither past due

Total  nor impaired
2008 173,422 132,016
2007 187,243 145,621
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< 30 days

Past due but not impaired

30-60 days 60-90 days 90-120 days > 120 days
25,207 9,052 2,016 1,502 3,629
30,461 6,713 1,992 232 2,224



17. Other assets

Other assets are comprised primarily of the following:

2008 2007

Prepaid income tax 18,276 15,049
Other tax assets 8,363 8,744
Prepaid inventory 10,783 16,259
Investments in equity securities 4,679 3,859
Pension prepayments 3,189 1,316
Supplier prepayments 2,760 2,705
Insurance 2,038 1,540
Various deposits 2,443 2,229
Commission prepayments 1,839 1,130
Other miscellaneous assets 10,046 4,869
64,416 57,700
Thereof:
Current 52,804 48,754
Long-Term 11,612 8,946

The Company has strategic investments in certain
growth-based companies in Germany and Iceland. These
equity investments cannot be reliably measured at fair
value and are therefore accounted for using a cost basis.
As of December 31, 2008 and 2007, these investments
amounted to $4,679 and $3,859, respectively. In the
financial statements as at December 31, 2007, one of the
investments was classified as an associate. Since the
Company does not exercise significant influence the invest-
ment is reclassified to other assets. The comparative
figures have been adjusted accordingly.

18. Short term investments

Short term investments of $95 at December 31, 2008
(2007: $15,333) consists of Treasury Bills with maturities
between one and six months.

19. Restricted cash

Restricted cash at December 31, 2008 is $15,889 and

is comprised of a $3,137 security deposit to secure leasing
activities and approximately $10,803 which provide secu-
rity to financial institutions who issue letters of credit on
behalf of the Company. These letters of credit serve two
primary purposes: to provide financial backing for advanced
payments made by our customers in the Engineering
business and to provide financial assurance to vendors
and regulatory agencies to whom the Company is obligated.
Additionally, there is restricted cash related to an acqui-
sition guarantee in the amount of $348 and an amount

of $1,601 is restricted for import and export allowances.

At December 31, 2007, restricted cash was $14,582 and
consisted of a $3,000 security deposit to secure leasing
activities and approximately $5,635 as guarantees on
behalf of financial institutions. Also, in connection with
the Refinancing described in note 24, the Company was
obligated to establish a reserve of approximately $5,947 to
secure continuing obligations with respect to its existing
letters of credit.

20. Cash and cash equivalents

2008 2007

Bank balances 125,401 158,468
Call deposits 18,072 14,090
143,473 172,558

Bank balances earn interest at floating rates based on
daily bank deposit rates. Call deposits have maturities

of approximately three months or less depending on the
immediate cash needs of the Company, and earn interest
at the respective short term rates.

At December 31, 2008, the Company had available $103,108
(2007: 83,558) of undrawn committed borrowing facilities.

The above chart is also representative of the consolidated
cash flow statement, cash and cash equivalents with no
bank overdrafts as of December 31, 2008 (2007: nil).

21. Capital and reserves
Initial Public Offering

On July 11, 2007, the Company completed its initial public
offering ("IPO”). The IPQ consisted of a public offering in
the Netherlands and an international offering to certain
institutional investors in certain other legal acceptable
jurisdictions between 8:00am CET on June 27, 2007 and
5:00pm CET on July 11, 2007. AMG Advanced Metallurgical
Group N.V. offered 9,333,409 new issued shares at €24/
share. After the 5% fee provided to Credit Suisse for their
services and the additional directors’ shares, the net pro-
ceeds amounted to €212,825. €22,000 was to remain in
Euros to pay IPO costs in that currency and the remaining
proceeds were to be exchanged into USD, the functioning
currency of the Company.

IPO Costs:
Legal: $ 7,686
Accounting and tax: 4,178
Broker: 232
Other: 956
Total IPO Costs 13,052
Less: Portion paid by related party (4,526)
Total Recorded IPO Costs $ 8,526

A portion of the IPO costs have been charged to Safe-
guard based on the allocated percentage of proceeds
received. The remaining portion has been netted against
the share premium reserve in Equity.

The Company entered into two foreign currency forward
transactions on June 27, 2007 and July 5, 2007 fixing the
exchanges rates of 1.34087 on €124,115 and 1.3541 on
€66,710, respectively, providing fixed proceeds of $256,755.
The actual exchange rate on the IPO date (July 11, 2007) was
1.3654 creating a difference of ($3,798) between IPO date
exchange rate and forward contract exchange rates.
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Share Capital

At December 31, 2008, the Company’'s authorized share
capital was comprised of 100,000,000 ordinary shares
(2007: 100,000,000 with a nominal share value of €0.02
(2007: €0.02). At December 31, 2008, the issued and
outstanding share capital was comprised of 26,855,586
ordinary shares (2007: 26,803,086}, with a nominal value
of €0.02 (2007: €0.02) which were fully paid.

Arollforward of the total shares outstanding is noted below:

Balance at January 1, 2007 450
Effect of share split March 29 449,550
MDHC contribution March 29 550,000
ALD contribution March 29 2,129,486
Timminco contribution 1 March 29 173,893
Timminco contribution 2 April 2 189,840
Effect of share splits June 26 13,972,876
Initial public offering July 11 9,333,409
|ssuance of shares to directors July 11 3,582
Balance at December 31, 2007 26,803,086
Balance at January 1, 2008 26,803,086
Exercise of share-based payments 52,500
Balance at December 31, 2008 26,855,586

Share-based payments

During the year ended December 31, 2008, 52,500
share-based payments were exercised resulting in 52,500
shares being issued. No additional shares were issued
during the year ended December 31, 2008.

2007 Capital contributions

In the year ended December 31, 2007, the Company
accounted for the contributions of the following compa-
nies only as share issuances and the assumption

of related debt as described above for the ALD con-
tribution. Therefore, the amount shown as negative
equity from the contributions in kind on the statement of
shareholders’ equity represents any adjustments to the
equity that was reported in the consolidated information
as of December 31, 2006.

MDHC Contribution

On March 29, 2007 the Company issued a total of 549,746
Shares in consideration for the contribution in kind to the
Company of shares held by each subscriber in the capital
of MDHC. The value of the contribution in kind in excess of
the nominal value of the issued Shares has been recorded
as avoluntary share premium (niet bedongen agio). The
table above sets forth the numbers of Shares issued to
each subscriber on March 29, 2007.

In addition, on April 2, 2007 the Company issued

254 Shares to The Lanigan Trust dated March 8, 2000 in
consideration for cash (and at the same time The Lanigan
Trust contributed its shares in the capital of MDHC as
voluntary share premium).
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ALD Contribution

On March 29, 2007 the Company issued 2,129,486 Shares
to ALD International in partial consideration for the
contribution in kind to the Company of all of the outstand-
ing shares in the capital of ALD (the remainder of the
consideration being satisfied by the Company’'s assump-
tion of a debt payable to PFW Aerospace of approximately
€16,100). The value of the contribution in kind in excess of
the nominal value of the issued Shares has been recorded
as voluntary share premium.

Timminco Contributions

On March 29, 2007 the Company issued 173,893 Shares
to BLP in consideration for the contribution in kind to the
Company of 40,909,093 shares in the capital of Timminco.
The value of the contribution in kind in excess of the
nominal value of the issued Shares has been recorded as
voluntary share premium.

On June 26, 2007, the Company issued 189,840 Shares to
ALD International in consideration for the contribution

in kind to the Company of the right to have 5,601,000
Timminco shares issued to the Company. The value of
the contribution in kind in excess of the nominal value

of the issued Shares has been recorded as voluntary
share premium.

Other

On March 29, 2007, the 450 outstanding shares, each with
a nominal value of €100, were transferred into 450,000
shares, each with a nominal value of €0.10.

On June 26, 2007, the 3,493,219 outstanding shares, each
with a nominal value of €0.10, were split into five shares,
each with a nominal value of €0.02.

Upon completion of the IPO, 3,582 shares were issued to
members of AMG’s supervisory board at a nominal value
of €0.02.

Timminco Capital

In the year ended December 31, 2008, Timminco issued
421,500 shares to employees who exercised share-based
payments during the year. The issuance of shares to
these employees lowered the Company’s ownership in
Timminco to 50.34%.

On April 30, 2007, Timminco completed its public offering
of 10,000,000 common shares at a price of C$2.60 per
share and raised gross proceeds of C$26,000,000. The
underwriters on the public offering also exercised their
over-allotment option in full and purchased an additional
1,500,000 common shares at a price of C$2.60 per
common share for gross proceeds of C$3,900,000. The
total gross proceeds of the offering was C$29,900,000.

Also on April 30, 2007, Safeguard completed its conversion
of the entire principal amount outstanding under the



$2,000 convertible promissory note issued March 7, 2006
to an affiliate of Safeguard into 5,601,000 common shares
of Timminco at a conversion rate of C$0.40 per common
share. The number and percentage of common shares
now held by AMG, after giving effect to the conversion of
the principal amount outstanding under the $2,000 note
into 5,601,000 common shares, the issuance of 10,000,000
common shares in connection with the offering and the
issuance of 1,500,000 common shares in connection with
the exercise of the over-allotment option, is 46,510,092
common shares, representing 50.3% of the total of issued
and outstanding common shares of Timminco, being
92,439,864 common shares.

Other Reserves

On July 23, 2007, the Company increased its ownership
position in Timminco to 50.6% by exercising its call
option to acquire 913,500 Timminco common shares
from Safeguard. Safeguard received the shares through
the conversion of US$350,000 principal amount of its
US$3,000,000 Promissory Note dated August 31, 2006.

On September 27, 2007, Timminco completed a private
placement to the Company of 5,136,140 common shares
at a price of $8.50 per common share for gross proceeds
of $43,657,190. The private placement included all of the
common shares issuable under the Company’s additional
share option. After giving effect to the public offering and
the private placement, the Company continued to own
50.6% of the issued and outstanding shares of Timminco.

Net Foreign
unrealised currency  Share-based
gains (losses) translation payment Treasury

reserve reserve reserve reserve Total
Balance at January 1, 2007 534 (1,547) = (14,300) (15,313)
Currency translation differences = 3,220 = (1,523) 1,697
Net movement on cash flow hedges 557 = = = 557
Tax effect on net movement on cash flow hedges (821) - - - (821)
Equity-settled share-based payments - - 3,957 - 3,957
Balance at December 31, 2007 270 1,673 3,957 (15,823) [9,923)
Balance at January 1, 2008 270 1,673 3,957 (15,823) (9,923)
Currency translation differences = (11,788) (249) = (12,037)
Net movement on cash flow hedges (14,800) - - - (14,800)
Tax effect on net movement on cash flow hedges 1,842 - - - 1,842
Reversal of treasury reserve - - - 15,823 15,823
Exercise of equity-settled share-based payments - - (1,151) = (1,151)
Share-based payment activity at subsidiary - - 1,311 - 1,311
Equity-settled share-based payments = = 16,720 = 16,720
Balance at December 31, 2008 (12,688) (10,115) 20,588 - (2,215)

Net unrealized gains (losses) reserve

The net unrealized gains (losses) reserve comprises the
effective portion of the cumulative net change in the fair
value of cash flow hedging instruments related to hedged
transactions that have not yet occurred. For further
discussion of the cash flow hedges and the amounts that
were realized in the income statement, see note 34.

Foreign currency translation reserve

The translation reserve comprises all foreign currency
differences arising from the translation of the financial
statements of foreign subsidiaries. As of January 1, 2005,
there are three primary functional currencies used within
the Company: the US Dollar, the Canadian Dollar and the
Euro. There are three additional functional currencies
used at small companies within the organisation with
limited impact to the consolidated financial statements:
the Japanese Yen, the British Pound Sterling and the
Polish Zloty. Resulting translation adjustments were
reported in a separate component of equity.

Share-based payment reserve

The share-based payment reserve is comprised of the
value of equity-settled share-based payments provided
to employees (and outside consultants), including key
management personnel, as part of their remuneration.
Refer to note 27 for details regarding these plans.

Treasury reserve

A treasury reserve was created at ALD in 2006, when
Safeguard, its ultimate parent at the time, bought a
subsidiary from ALD and instead of paying cash for the
subsidiary, paid in ALD's own shares. During the year
ended December 31, 2008, the ALD ownership structure
was changed such that this reserve was settled and
therefore, the treasury reserve amount was reclassified
into share premium. Therefore, this reserve had a
balance of nil and $15,823 at December 31, 2008 and
2007, respectively.
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Dividends

No dividends have been paid or proposed in the years
ended December 31, 2008 and 2007.

22. Earnings per share
Basic earnings per share

Basic earnings per share amounts are calculated by
dividing net profits for the year attributable to ordinary
equity holders of the parent by the weighted average of
ordinary shares outstanding during the year. As of
December 31, 2008, the calculation of basic earnings per
share is performed using the weighted average shares
outstanding for 2008. As of December 31, 2007, the
calculation of basic earnings per share is performed
using the ordinary shares outstanding, retroactively
taking into effect share splits, contributions in kind,
and shares issued in accordance with the Initial Public
Offering (see note 21).

Diluted earnings per share

Diluted earnings per share are calculated by dividing the
net profit attributable to the ordinary equity holders of
the parent by the weighted average number of ordinary

23. Loans and borrowings

shares outstanding during the year plus the weighted
average number of ordinary shares that would be issued
on the conversion of all the dilutive potential ordinary
shares into ordinary shares. The only category of
potentially dilutive shares at December 31, 2008 and 2007
are AMG's share options. The diluted earnings per share
calculation includes the number of shares that could have
been acquired at fair value given the value attached to the
outstanding options. The calculated number of shares is
then compared with the number of shares that would have
been issued assuming the exercise of the share options.

2008 2007

Earnings
Net profit attributable to
equity holders for basic and
diluted earnings per share 14,453 11,704
Number of shares (in 000’s)
Weighted average number of
ordinary shares for

basic earnings per share 26,822 26,801
Dilutive effect of share-based
payments 704 517

Weighted average number of
ordinary shares adjusted
for effect of dilution 27,526 27,318

This note provides information about the contractual terms of the Company’s interest-bearing loans and borrowings.
For more information about the Company’s exposure to interest rate and foreign currency risk, see notes 33 and 34.

Non-current

€71,003 Term Loan

$175,000 Term Loan Revolver
€10,937 GK SPK Passau
€3,000 GK Hypovereinsbank
€1,400 GK Landesbank
€2,200 GFE bank loan

€4,128 GfE subsidiary debt
CAD250 Timminco line of credit
€9,767 ALD subordinated loan
Capital lease obligations
Total Non-current

Current

€10,937 GK SPK Passau
€3,000 GK Hypovereinsbank
€1,400 GK Landesbank
€1,400 GKRLB

€2,200 GFE bank loan
€4,128 GfE subsidiary debt
€127 ALD subsidiary debt
Capital lease obligations
Total Current

Effective interest rate Maturity 2007
EURIBOR + 1.25% 2012 91,289 94,662
EURIBOR + 1.25% 2012 17,000 =

4.25%-4.90% Var 6,618 -
5.08% 2013 3,132 -

4.65% 2017 1,826 =

4.95% 2023 2,427 2,675
4.05-6.50% Var 2,876 3,652
7.00% 2010 80 156

8.04% 2012 13,595 14,184

4.74% 2010-2011 147 397

138,990 115,726

Effective interest rate Maturity 2007
4.25-4.90% Var 949 -
5.08% 2013 835 =

4.65% 2017 122 -

3.95% 2008 67 -

4.95% 2023 118 112
4.05-6.50% Various 538 759
EURIBOR +2.00% 2009 177 -
4.74% 2010-2011 215 231

3,021 1,102
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Refinancing

On August 30, 2007, the Company refinanced substantially
all of its debt obligations by entering into a new senior
credit facility agreement (the "Refinancing”]. This agree-
ment is comprised of two facilities, a $100,000 term loan
facility (the “Term Loan") and a $175,000 multicurrency
revolving credit facility agreement (the "Revolving Credit
Facility”). The Term Loan and the Revolving Credit Facility
mature on August 30, 2012 (together the "Credit Facility”).
The Credit Facility is secured by substantially all of the
assets of the material subsidiaries, excluding Timminco
and GK, and a 100% pledge on all of the Timminco and GK
shares which are owned by the Company.

Revolving Credit Facility

This facility provides the Company with up to $175,000 in
borrowings, which is subject to certain affirmative and
negative covenants. Borrowings under the Revolving
Credit Facility may be used for general corporate pur-
poses of the Company. As of December 31, 2008, $17,000
was outstanding under the Revolving Credit Facility (2007:
nil). At December 31, 2008, there was unused availability
of $103,108, as $71,892 of the $175,000 is being utilized
under ancillary facilities at ALD and LSM. At December 31,
2007, there was unused availability of $83,558, as $91,442
of the $175,000 is reserved for ancillary facilities at ALD
and LSM.

Interest on the Credit Facility is based on current LIBOR
(or in the case of any loans denominated in Euros,
EURIBOR) plus a 1.25 (2007: 1.50) percent margin. To
mitigate risk, the Company entered into an interest rate
swap to fix the interest rate on the term loan at 4.457%.

The Credit Facility is subject to several affirmative and
negative covenants including, but not limited to, the
following:

e EBITDA to Net Finance Charges: Not to be less than
3.00:1

e Net Debt to EBITDA: Not to exceed 3.75: 1

e Senior Net Debt to EBITDA: Not to exceed 2:00:1

EBITDA, Net Finance Charges, Net Debt and Senior Net
Debt are defined in the Credit Facility agreement.

Mandatory prepayment of the Credit Facility is required
upon the occurrence of (i) a change of control or [ii) the
sale of all or substantially all of the business and/or
assets of the Company whether in a single transaction or
a series of related transactions.

Early repayment of long-term debt

With the proceeds raised from the Company’s Initial
Public Offering, $168,300 of existing Senior Class A
and B Notes (the "Senior Notes”] were repaid in full on
August 15, 2007. In connection with the repayment of
the Senior Notes, the Company incurred a loss on debt
extinguishment of $33,520. This includes $22,858 of

prepayment penalties, $8,264 from the write-off of the
unamortized balance of the previously deferred financing
costs, and $2,398 for the write-off the remaining discount
on the Senior A and B Notes.

In connection with the Refinancing, our UK subsidiary
repaid $15,800 of remaining principal on its two $10,500
term loans with Barclays and HSBC and incurred a loss
on debt extinguishment of $145, which consists of pre-
payment penalties and fees.

Belgian and German subsidiaries, with the proceeds from
the Refinancing, also terminated their credit facilities
with various lenders on September 19, 2007 and repaid all
outstanding borrowings as of this date.

The Company also has a Subordinated Loan Agreement
with HSBC Trinkhaus & Burkhardt KGaA. The principal
amount of the subordinated loan is $13,595 (2007:
$14,603). The subordinated loan bears interest at 7.27%.
A disagio of 4.0% was applied on the subordinated loan;
therefore the effective rate of interest is 8.038%. The term
of the subordinated loan is unlimited. The Agreement can
be terminated no earlier than August 10, 2012.

A German subsidiary maintains a loan agreement with
Sparkasse Nuremberg which was originated on Decem-
ber 1, 2003 and requires annual payments of approximately
$132. This loan is also secured by land and buildings.

Timminco credit facilities

On April 15, 2005, Timminco entered into a Credit
Agreement (the "Agreement”) with Bank of America, NA.
The Agreement provided for a $5,750 term loan. The
Agreement contained certain change of control provisions
that were violated upon Timminco’'s private placement
and AMG's public offering made during 2007, requiring
Timminco to terminate this facility on September 27, 2007.
The term loan is not available for reborrowing.

See note 25 for more details.

Timminco also entered into a line of credit in 2006 valued
at $204 with Elkon Products. This line of credit had $80
outstanding as of December 31, 2008 (2007: $156).

GK debt

A subsidiary of GK, RW maintains a government subsidised
loan agreement with Bayrische Landesbank and various
other loan agreements with Hypo und Verinsbank and
Sparkasse Passau. The loans carry various interest rates
and were recognized by the Company upon the acquisition
of GK. Those with floating interest rates have been fixed
through interest rates swaps. See Note 34. These loans are
secured by GK's property, plant and equipment.

Debt Issuance Costs

In connection with the Refinancing, the Company incurred
issuance costs during 2007 which were deducted from
the proceeds of the debt from the term loan. These costs
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totalled $9,405 and were comprised of $5,818 of banker
transaction costs, $1,953 of legal costs, $1,633 of account-
ing costs and $1 of other miscellaneous costs associated
with the offering. These amounts are shown net against the
outstanding term loan balance and are amortized using the
effective interest method using a rate of 8.50%.

Capital Leases

On April 1, 2007, our French subsidiary entered into a
capital lease with Fortis Leasing of France to finance a
piece of machinery. Monthly payments under this lease
are €11.

In September 2007, Timminco entered into a capital lease
for machinery and equipment. Annual payments under
this lease are approximately CAD$50 a year until 2011,

On May 1, 2005, ALD entered into a 60 month capital
leases for a software program. Annual payments under
this lease are approximately €1.

Debt Repayments

The Company made various capital lease and debt
re-payments of $7,850 during 2008. Of this amount,
$6,544 related to payments made by GK on its Hypo und
Verinsbank and Sparkasse Bank of $5,516 and $1,028,
respectively. The remaining $1,306 relates to various
capital lease and other debt re-payments.

During 2007, the Company repaid $207,349 of long-term
debt. $168,300 of this related to the repayment of the
Senior A and B notes which was repaid with proceeds
from the IP0O. $26,898 of this amount relates to repay-
ments made in conjunction with the Refinancing. ALD
repaid $8,031 of its outstanding debts with the following:
DIF Deutsche Investitions Finanz GmbH (€232); Bayrische
Hypo und Verinsbank AG (€125); Dresdner Bank AG
(€1,707); and LaSalle Bank ($5,000). Timminco also repaid
the remaining $4,120 of its term loan in September 2007.

24, Related party debt

On March 7, 2006, Timminco borrowed $2,000 from an
affiliate of Safeguard, its controlling shareholder. The
loan may be settled, at the lender’s option, in cash or
shares at CAD $0.40 per share, or a combination of cash
and shares. The transaction was recorded as CAD $1,507
as Related party debt and CAD $687 as a convertible note
in equity. The expected life of the debt coincides with the
maturity of the Bank of America agreement including the
optional renewal period, to which the debt is subordinate.
This note was discharged in full on April 26, 2007, when
Safeguard converted the entire principal amount of this
loan into 5.6 million Timminco Shares.

On August 31, 2006, Timminco borrowed $3,000 from
Safeguard, its controlling shareholder. The loan may be
settled, at the lender’s option, in cash or shares at

CAD $0.40 per share, or a combination of cash and
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shares. The transaction was recorded as $2,282 as
related party debt and $772 as convertible note in equity.
The expected life of the debt coincides with the maturity
of the Bank of America agreement including the optional
renewal period, to which the debt is subordinate. $350

of the principal amount of this note was discharged on
July 23, 2007, when Safeguard converted a portion of its
principal balance in exchange for 914 thousand Timminco
shares. At December 31, 2008, $2,906 (2007: $2,928)
remained outstanding under this loan.

In December 2006, Timminco borrowed $928 from an
affiliate of Safeguard, its controlling shareholder. The
loan bears interest at 11% and matured December 31,
2007. This loan and accrued interest were paid in full on
May 3, 2007.

On March 1, 2007, Safeguard, through an affiliate, loaned
Timminco CAD $4,500 to expedite product development
and to fund its further investment in Fundo Wheels.

The loan is repayable on demand, and bears interest at
the US prime rate plus 1%. The loan and related security
are subordinate to the indebtedness and the security
provided by the Corporation’s senior lender, Bank of
America, N.A. Under the terms of the loan, Safeguard,
through its affiliate, has the option to convert the whole or
any part of the outstanding principal amount at any time
into common shares of the Corporation at a conversion
rate of CAD$0.42 per common share. According to the
transaction, CAD $2,800 was recorded as related party
debt and CAD $1,700 was recorded as a component of
equity. At December 31, 2008, $3,550 (2007: $4,824)
remained outstanding under this loan.

All Timminco related party loans are postponed to exist-
ing bank loans secured by Timminco, and the security
for the loans is subordinate to that for those bank loans.
Subject to this postponement, the loans may be repaid
at any time. They must be repaid on the occurrence of an
event of default. Safeguard or its affiliates are entitled to
terminate the loan agreements if bankruptcy or similar
proceedings are commenced over the assets of
Timminco, Fundo or Fundo Holdings AS.

Debt Repayments
There were no related party debt repayments during 2008.

As described in note 19, in conjunction with the contribu-
tion in kind of ALD International, the Company assumed
a liability that one of its German subsidiaries had with
PFW Aerospace, a Safeguard company, of approximately
€16,100. The outstanding amount of $21,783 was repaid
by the Company on July 19, 2007.

During 2007 and with proceeds from the Refinancing
described in note 21, certain of the Company’s European
subsidiaries repaid $6,588 and $4,652, respectively of
outstanding loans with Safeguard and other Safeguard
related entities.



25. Short term bank debt
Debt Extinguishment

In connection with the Refinancing described in note 21,
the Company extinguished its $30,000 existing credit
facility on September 19, 2007. As a result, the Company
paid $12,000 of outstanding borrowings under the old
facility and incurred a loss on debt extinguishment of
$1,069. The loss on debt extinguishment consists of the
write-off of the unamortized balance of deferred financing
costs of $741 and $328 of unused line and early termina-
tion fees.

Also in connection with the Refinancing during 2007, LSM
terminated its $14,600 credit facility with Barclays and
HSBC. There was no loss related to this transaction.

During 2007 Sudamin also terminated its €8,500 over-
draft facility and its €4,000 line of credit with ING and
Fortis in connection with the Refinancing. There was no
loss related to this transaction.

Timminco

On April 15, 2005, Timminco entered into a Credit
Agreement (the "Agreement”) with Bank of America,

NA. The Agreement provides for maximum credit lines

of $50,000 (2007: $32,800), limited by a borrowing base,
in a revolving loan. The revolving loan bears interest at
the prime rate plus a bank margin of 1.25% and does not
require minimum repayments. The Credit Agreement
expires on March 31, 2010. The revolving loan is secured
by the assets of Timminco. Total availability under the
revolving loan is limited to the lesser of the borrowing
base and the revolving credit commitments under the
Credit Agreement minus amounts borrowed under the re-
volving loan. Timminco is required to maintain a minimum
total availability of $2,000 at all times. As at December 31,
2008, Timminco had availability of $7,957 (2007: $23,559)
under the Revolver and had $42,026 outstanding (2007:
$21). The Credit Agreement is secured by Timminco's
receivables, inventory and property, plant and equipment.

Other

The Company’s Brazilian subsidiary maintains short term
secured and unsecured borrowing arrangements with
various banks. Borrowings under these arrangements
are included in Short term debt on the consolidated
balance sheet and aggregated $26,312 at December 31,
2008 (2007: $15,476) at a weighted-average interest rate
of 8.54%.

GK, a subsidiary acquired during 2008 maintains short
term secured and unsecured credit facilities with various
banks to fund short term operating activities and capital
projects. This short term debt carries both floating and
fixed interest rates. The balance of these facilities at
December 31, 2008 was $14,646 at a weighted-average
interest rate of 6.97%.

One of the Company’s German subsidiaries entered into
a line of credit with Dresdner bank in 2007 at an interest
rate of 9.18%. The balance of this loan as of December 31,
2008 was $582 (2007:$699).

Debt Repayments

The Company’s subsidiary, GfE repaid $90 of short term
debt during 2008.

During 2007, the Company repaid $43,646 of short term
debt. Timminco repaid $24,536 of their Revolver described
above. Also, with proceeds from the Refinancing
described in note 21, Sudamin, LSM, and Metallurg, Inc
repaid $8,901, $6,450, and $3,759, respectively of their
outstanding borrowings.

26. Employee benefits
Defined Contribution Plans

Certain of the company’s employees maintain US tax
qualified defined contribution plans covering substantially
all of the Company’s salaried and hourly employees at

US subsidiaries. All contributions, including a portion

that represents a company match, are made in cash into
mutual fund accounts in accordance with the participants’
investment elections. The assets of the plans are held
separately from the assets of the subsidiaries under the
control of trustees. Where employees leave the plans
prior to vesting fully in the Company contributions, the
contributions payable by the Company are reduced by the
forfeited contributions.

In Europe, the employees are members of state-managed
retirement benefit plans operated by the government.
The subsidiaries are required to contribute a specified
percentage of payroll costs to the retirement benefit
scheme to fund the benefits. The only obligation of the
subsidiaries with respect to the retirement benefit plan is
to make the specified contributions.

The total expense as of December 31, 2008 recognized in
the consolidated income statement of $2,827 (2007: $3,439)
represents contributions paid and payable to these plans.

Defined Benefit Plans
North American plans
US plans (Metallurg)

Certain of the Company’s U.S. subsidiaries have tax-
qualified, noncontributory defined benefit pension plans
covering substantially all salaried and certain hourly paid
employees. The plans generally provide benefit payments
using a formula based on an employee’s compensation
and length of service. These plans are funded in amounts
equal to the minimum funding requirements of the

US Employee Retirement Income Security Act. Substan-
tially all plan assets are invested in cash and short term
investments or listed stocks and bonds.
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On June 1, 2005, Metallurg entered into a Supplemental
Executive Retirement Plan (the "SERP"] with Eric E.
Jackson, its President and Chief Operating Officer.
Pursuant to the terms of the SERP, Mr. Jackson will
earn additional retirement benefits for continued service
with the Company. The maximum retirement benefit
payment under the SERP is $252 per annum reduced by
Mr. Jackson's retirement benefit as determined in
accordance with Metallurg’s US plan and payable from
age 65 until age 88. The maximum retirement benefit
payment will also be reduced in the case of the com-
mencement of benefit payments prior to age 65 as a
result of Mr. Jackson's early termination and/or early
retirement. Under the terms of the SERP, Metallurg has
no obligation to set aside, earmark or entrust any fund
or money with which to pay the obligations thereto.

On April 1, 2007, Metallurg entered into an additional
Supplemental Executive Retirement Plan (the "Executive
SERP”) with Heinz Schimmelbusch and Arthur Spector,
its Chief Executive Officer and Deputy Chairman,
respectively. Pursuant to the terms of the agreements,
these officers will earn additional retirement benefits
for continued service with the Company. The maximum
retirement benefit under these SERP agreements is 50%
of their final average compensation with a maximum per
annum of $600 and $500 for Dr. Schimmelbusch and

Mr. Spector, respectively. One-third of the benefit was
recorded as of April 7, 2007 and the remaining two-thirds
will be accrued ratably on the first day of each of the
following twenty-four months. During the year ended
December 31, 2007, Metallurg recorded a prior service
cost expense of $2,176 and a total pension liability of
$3,979. Pension expense related to this Executive SERP
in 2008 totaled $2,620. Under the terms of the Executive
SERP, Metallurg has no obligation to set aside, earmark
or entrust any fund or money with which to pay the
obligations thereto. However, the amounts are guaranteed
by AMG.

Actuarial assumptions

Principal actuarial assumptions at the reporting date
(expressed as weighted averages) are presented below.

2008 2007

% per annum % per annum

Expected return on plan assets

at January 1 8.25 8.25
Inflation N/A N/A
Salary increases N/A 4.00
Rate of discount at December 31 6.25 6.25
Taxable wage base increases 3.00 3.00
IRC Section 401(a)(17) and

415 limits increases 3.00 3.00
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The actual return on plan assets for the year ending
December 31, 2008 was (25.21%) and the actual return on
the plan assets over the year ending December 31, 2007
was 7.81%. The investment strategy of the subsidiaries is
to achieve long-term capital appreciation, while reducing
risk through diversification in order to meet the obliga-
tions of the plans. The expected return on plan assets
assumption, reviewed annually, reflects the average

rate of earnings expected on the funds invested using
weighted average historical returns of approximately
10.70% for equities and approximately 5.50% for debt. In
2006, the plan assets for the US plans were reallocated
to better match the expected benefit payments. This new
allocation made the expected return on plan assets 8.25%
for the US plans.

The expected long-term return on cash is equal to 3.0%.
The overall expected rate of return on assets is deter-
mined based on the market expectations prevailing on
that date, applicable to the period over which the obliga-
tion is to be settled.

Assumptions regarding future mortality are based on
published statistics and the 1994 Group Annuity Mortality
table. The valuation was prepared on a going-plan basis.
The valuation was based on members in the Plan as of
the valuation date and did not take future members into
account. No provision has been made for contingent
liabilities with respect to non-vested terminated mem-
bers who may be reemployed. No provisions for future
expenses were made.

Medical cost trend rates are not applicable to these plans.

The best estimate of contributions to be paid to the plans
for the year ending December 31, 2009 is $424.

Canada and US plans (Timminco)

Timminco provides pension or retirement benefits to
substantially all of its employees in Canada and the

US through 401K and defined benefit plans, based on
length of service and remuneration. Pension benefits
vest immediately and are based on years of service and
average final earnings. Other retirement benefits consist
of a group insurance plan covering plan members for
life insurance, disability, hospital, medical and dental
benefits. At retirement, employees maintain a reduced
life insurance coverage and certain hospital and medical
benefits. The other retirement coverage provided by the
planis not funded. Employer contributions to the pension
plans were made in accordance with their respective
actuarial valuations.

Timminco Metals

Timminco provides a flat contributory retirement defined
benefit pension plan for the Haley plant hourly employees
of Timminco Metals, a division of Timminco Limited.



Actuarial assumptions

Principal actuarial assumptions at the reporting date are
presented below.

2008 2007

% per annum % per annum

Expected return on plan assets

at January 1 7.00 6.75
Inflation N/A N/A
Salary increases N/A N/A
Rate of discount at December 31 5V/5 5.00
Pension payments increases N/A N/A

Timminco closed one of its operating plants during 2008.
In addition to closing the plant, Timminco also closed
Haley’'s pension plan and recognized a curtailment loss of
$822. Due to the wind-up, the remaining service for active
members is zero and as a result all unamortized gains

or losses in excess of the 10% corridor are thereafter
recognized in the respective accounting period. During
2008, Timminco had unamortized losses in excess of

the 10% corridor of ($3,739).

Bécancour Silicon Inc. (“BSI”)

Timminco provides a contributory retirement defined
benefit pension plan for employees of BSI, a subsidiary of
Timminco Limited.

Actuarial assumptions

Principal actuarial assumptions at the reporting date are
presented below.

2008 2007

% per annum % per annum

Expected return on plan assets

at January 1 7.00 7.00
Inflation N/A N/A
Salary increases - Union 2.80 2.50
Salary increases - Non-Union 3.00
Rate of discount at December 31 7.50 5.50
Pension payments increases N/A N/A
Health care inflation - Select 8.30 7.57
Health care inflation - Ultimate 4.70 4.51

The best estimate of contributions to be paid to the
Timminco plans for the year ending December 31, 2009
is $2,017.

The overall expected rate of return on assets is deter-
mined based on the market expectations prevailing on
that date, applicable to the period over which the obliga-
tion is to be settled.

European plans
UK plans

The Company sponsors the LSM 2006 Pension Plan and
the LSM Additional Pension Plan, which are defined

benefit arrangements. LSM’s defined benefit pension
plans cover all eligible employees in the UK.

Substantially all plan assets are invested in listed stocks
and bonds. Benefits under these plans are based on years
of service and the employee’s compensation. Benefits

are paid either from plan assets or, in certain instances,
directly by LSM.

The expected long-term return on cash is equal to bank
base rates at the balance sheet date. The expected return
on bonds is determined by reference to UK long dated gilt
and bond yields at the balance sheet date. The expected
rate of return on equities and property have been deter-
mined by setting an appropriate risk premium above gilt/
bond yields having regard to market conditions at the
balance sheet date.

The expected long-term rates of return on plan assets
are as follows:

2008 2007

% per annum % per annum

Equities 8.30 8.30
Bonds 4.50-6.00 4.50-6.00
Cash 5.50 5.50
Other 4.50 4.50
Overall for UK plans 7.75 4.50-7.75

The actual return on plan assets for the year ending
December 31, 2008 was (10.30%) for the primary and
(8.60%) for the additional defined benefit plan. The
actual return on the plan assets over the year ending
December 31, 2007 was 6.4% for the primary and 7.2%
for the additional defined benefit plan, respectively.

LSM closed a pension plan during 2006. Due to the wind-
up, the remaining service for active members is zero and
as a result all unamortized gains or losses in excess of the
10% corridor are thereafter recognized in the respective
accounting period. During 2008, LSM had unamortized
gains in excess of the 10% corridor of $9,863.

Actuarial assumptions

2008 2007

% per annum % per annum

Inflation 3.00 3.30
Salary increases N/A N/A
Rate of discount at December 31 6.70 6.00

Allowance for pension in payment
increases of the Retail Prices
Index ("RPI”) or 5% p.a. if less 2.90 3.20

Allowance for revaluation of
deferred pensions of RPI or

5% p.a. if less 3.00 3.30
Allowance for commutation of
pension for cash at retirement nil nil

Assumptions regarding future mortality are based on
published statistics and mortality tables.
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The best estimate of contributions to be paid to the pri-
mary plan for the year ending December 31, 2009 is $863.
In the additional pension plan, only payment for expenses
to run the plan, together with the Pension Protection Fund
levy, are expected to be made in 2009.

ALD plans

ALD has defined benefit plans that cover employees in
Germany. The benefits are based on years of service and
average compensation.

Actuarial assumptions

Principal actuarial assumptions at the reporting date are
presented below.

2008 2007

% per annum % per annum
Expected return on plan assets

at January 1 3.75 3.75
Inflation N/A N/A
Salary increases 2.00 2.00
Rate of discount at December 31 5.70 5.50
Pension payments increases 2.00 2.00

Assumptions regarding future mortality are based on
published statistics and mortality tables ("Richttafeln
2005 G").

The best estimate of contributions to be paid to the plans for
the year ending December 31, 2009 is approximately $947.

GFE plans

GfE has two defined benefit plans that cover all of the
employees who were considered plan participants prior
to 2005. Each plan has been closed to new participants -
one was closed in 1992 and the other was closed in 2005.
The plan benefits are funded by insurance contracts
which are managed by Swiss Life Group. Benefits are
paid by the insurance contracts and are based on years of
service and average compensation.

Upon obtaining controlling interest of FNE, GfE also
acquired FNE's defined benefit plan that covers two
former managing directors of FNE only. The plan benefits
are funded by insurance contracts. Benefits are paid

by the insurance contracts and are based on individual
agreements with the managing directors.

Actuarial assumptions

Principal actuarial assumptions at the reporting date are

presented below.
2008 2007

% per annum % per annum

Inflation 2.25 2.00
Salary increases 3.00 3.00
Rate of discount at December 31 6.00 5.50-5.60
Pension payments increases 2.00 2.00
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Assumptions regarding future mortality are based on
published statistics and mortality tables ("Richttafeln
2005 G" and "Heuback 2005G").

GfE plan assets consist of insurance contracts, and
the expected long-term rates of return are 5.00% for
all periods.

The best estimate of contributions to be paid to GfE's
plans for the year ending December 31, 2009 is approxi-
mately $2,437.

Sudamin Plans

The French office and operations of Sudamin have
defined benefit pension plans which cover all employees.
Sudamin funds the pension plans through an external
insurance company but there are no plan assets. Benefits
under the plans are based on the beginning of service for
all employees; however, employees must be employed by
Sudamin at retirement in order to obtain any benefits as
vesting is only upon retirement. Benefits are paid by the
external insurance company.

Actuarial assumptions

Principal actuarial assumptions at the reporting date are
presented below.

2008 2007

% per annum % per annum

Inflation nil nil
Salary increases 2.50 2.50
Rate of discount at December 31 4.00 4.20

The discount rate used is based on the yields of AA rated
euro zone corporate bonds + 10 years.

Assumptions regarding future mortality are based on
published statistics and mortality tables ("2002-2004
INSEE").

No contributions to Sudamin plans are expected for the
year ending December 31, 2009.
Graphit Kropfmuhl (GK) plans

Graphit Kropfmihl has two defined benefit plans that cover
all of the employees in Germany. The plan benefits are not
funded. Benefits are paid by the insurance contracts and
are based on years of service and average compensation.

Actuarial assumptions

Principal actuarial assumptions at the reporting date are
presented below.

2008

% per annum

Inflation 2.00
Salary increases 3.00
Rate of discount at December 31 6.00
Pension payment increases 2.00



Assumptions regarding future mortality are based on pub-
lished statistics and mortality tables [ "Heuback 2005G").

The best estimate of contributions to be paid to GK's plans
for the year ending December 31, 2009 is approximately $561.

Presented below are employee benefits disclosures for plans aggregated by geographical location into the US and

European groups.

Present value of unfunded obligations

Present value of funded obligations

Total present value of obligations

Fair value of plan assets

Unamortized past service costs

Unrecognized actuarial (gains) and losses
Recognized liability for defined benefit obligations
Total employee benefits

Movement in employee benefits

Recognized liability for defined benefit obligations
at January 1

Expense recognized in profit and loss (see below)
Curtailment impact recognized in profit and loss
Amortization of vested past service cost

Benefits paid directly by the employer

Defined benefit obligation from GK acquisition
Employer contributions

Effect of movements in foreign exchange rates

Net liability for defined benefit obligations at
December 31

Asset for defined benefit obligations at December 31
Liability for defined benefit obligations at December 31

Plan assets consist of the following:

Equity securities
Debt securities
Cash

Other

North American plans

2008

21,670
67,195
88,865
(47,245)
(21)
(14,167)
27,432
27,432

2007
19,838
82,084
101,922
(67,347)
(31)
(9,442)
25,102
25,102

North American plans

2008

25,102
10,278
822

(4,730)
(4,040)

27,432

27,432

North American plans

2008

22,498
24,147
300
300
47,245

Movement in present value of defined benefit obligations

Present value of defined benefit obligations at January 1

Benefits paid directly by the employer or
from the plan assets

Contributions from plan participants
Past service cost
Current service costs and interest (see below)

Curtailment impact recognized in profit and loss
(see below)

Defined benefit obligation from GK acquisition
Plan amendments

Unrecognized actuarial (gains) and losses
Effect of movements in foreign exchange rates

Present value of defined benefit obligations at
December 31

2007
37,297
24,619

5,431

67,347

North American plans

2008

101,922

(5,137)
341

10,722

822

(127)
(5,745)
(13,933)

88,865

2007
88,319

(5,860)
363

8,568

2,176
(3,090)
1,446

101,922

European plans

2008

864
145,776
146,640
(77,433)
3,950
73,157
73,157

European plans

2008

77,168
(6,921)

(4,088)
12,439
(1,284)
(4,157)

73,157
2,587
75,744

European plans

2008

16,970
55,176
122
5,165
77,433

European plans

2008

178,989

(13,005)

12,819

12,439
(133)
(40,664)
(3,805)

146,640

2007
881
178,108
178,989
(126,497)
24,676
77,168
77168

2007

72,941
3,162
(4)

(2,425)
(3,333)
6,827

77,168
539
77,707

2007
84,430
37,084

216
4,767
126,497

2007
186,267

(9,335)

(500)
11,553

(4)

484
(16,122)
6,646

178,989
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Movement in fair value of plan assets

Fair value of plan assets at January 1
Employer contributions

Contributions from plan participants

Benefits paid from the plan assets

Fair value of plan assets from GK acquisition
Administration fees

Expected return on plan assets

Unrecognized actuarial gains and (losses)
Effect of movements in foreign exchange rates
Fair value of plan assets at December 31

Expense (income) recognized in profit or loss

Current service costs

Interest on obligation

Expected return on plan assets

Administration fees

Recognized actuarial losses/[gains)
Amortization of vested past service cost

Special termination benefit

Subtotal of expense recognized in profit and loss
Curtailment impact recognized in profit and loss
Expense (income) recognized in profit and loss

North American plans

2008

67,347
4,730
341
(5,137)
(128)
4,687
(16,462)
(8,133)
47,245

North American plans

2008

4,796
5,926
(4,687)
4,239

4
10,278
822
11,100

Net income (expense) recognized in profit and loss

59,460
5,417
363
(5,860)
(70)
4,630
(3,708)
7115
67,347

2007
3,485
5,083

(4,630)
70
276
2,180

6,464

6,464

The expense is recognized in the following line items in the income statement:

Cost of sales
Selling, general and administrative expenses

North American plans

2008

3,848
7,252
11,100

Amounts for the current and previous three periods are as follows:

North American Plans

Defined benefit obligation

Plan assets

(Deficit)/surplus

Experience adjustments on plan liabilities
Experience adjustments on plan assets

European Plans

Defined benefit obligation

Plan assets

(Deficit)/surplus

Experience adjustments on plan liabilities
Experience adjustments on plan assets

2008

88,865
47,245
(41,620)
6,713
(1,420)

2008

146,640
77,433
(69,207)
(26,073)
(50,411)
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2007
2,390
4,074
6,464

2007
101,922
67,347
(34,575)
1,167
(3,541)

2007
178,989
126,497
(52,492)
(246)
1,660

European plans

2007 2008

126,497
1,284

(8,918)

9,127
(50,420)
(137)
77,433

European plans

2008

2,125
10,694

(9,127)
(10,613)

(6,921)

(6,921)

European plans

2008

1,614
(8,535)
(6,921)

2006
88,319
59,460

(28,859)
(762)
1,251

2006
186,267
120,123
(66,144)
(8,250)
5,541

2007
120,123
3,337

(6,909)

8,060
1,636
250
126,497

2007
2,395
9,158
(8,060)
169
(500)
3,162
(4)
3,158

2007
1,335
1,823
3,158

2005
86,635
53,403

(33,232)

2005
192,374
100,723

(91.651)



27. Share-based payments
AMG

On June 26, 2007, the Management Board established

the AMG Option Plan (the "Plan”), which is eligible to
members of the Management Board, Supervisory Board,
employees, and consultants of the Company. Each option
issued under the plan entitles the holder to acquire
shares at a future date at a price equal to the fair market
value of the share at the date on which the option was
granted. One quarter of the options granted to each
option holder on any date will vest on each of the first four
anniversaries of the grant date. This vesting is not subject
to any performance conditions. The options expire on the
tenth anniversary of their grant date.

As detailed below during 2008, total grants under the Plan
were 923,333 (2007: 1,455,000). As at December 31, 2008

Movements

grants exercised or expired were 52,500 (2007: nil) and
grants forfeited were 27,500 (2007: 10,000). All options
under the Plan are equity settled, in accordance with
IFRS 2, by award of options to acquire ordinary shares or
award of ordinary shares. The fair value of these awards
has been calculated at the date of grant of the award.

The fair value, adjusted for an estimate of the number of
awards that will eventually vest, is expensed using a graded
vesting methodology. The fair value of the options granted
was calculated using a binomial expected life model.

The assumptions used in the calculation are set out below.

During the year ended December 31, 2008, AMG, in
conjunction with the AMG Option Plan, recorded share-
based compensation amounting to $16,909 (2007: $3,768)
which isincluded in selling and administrative expenses
and cost of goods sold in the statement of operations.

2008 2007

Weighted Average Weighted Average

Number of Exercise Price Number of Exercise Price
In thousands of options Options (in €] Options (in €]
Outstanding at January 1 1,445 25.07 = n.a.
Granted during the year 923 31.73 1,455 25.06
Forfeited during the year (27) 35.64 (10 24.00
Exercised during the year (53) 42.28 - n.a.
Outstanding at December 31 2,288 27.65 1,445 25.07
Exercisable at December 31 314 25.10 -

313,750 options were exercisable as of December 31, 2008. No options were exercisable as of December 31, 2007.

At December 31, 2008, the number of common shares subject to options outstanding and exercisable was as follows:

Outstanding

Price Range

€12.70 to €24.00
€29.45to €40.50
€44.00 to €64.31

Weighted

Weighted Weighted Exercisable Average

Options Average Average Options Exercisable
(000's) Exercise Price Remaining Life (000's) Price
1,588 €21.63 8.81 284 €24.00
590 €39.09 9.45 18 €29.45
110 €53.30 9.19 12 €44.00
2,288 €27.65 8.99 314 €25.10

The maximum number of options that can be granted under the Plan is 10% of total shares outstanding up to a maximum

of 50,000,000.

Assumptions

The following table lists the inputs into the binomial model used to calculate the fair value of the share-based payment

options that were granted in 2008 and 2007:

Exercise price

Share price at date of grant
Contractual life [years)

Dividend yield (%)

Expected volatility (%)

Risk-free interest rate (%)
Expected life of option (years)
Weighted average share price (€)
Expected departures (%)

2008 2007

€12.70 - €64.31 €24.00 - €44.00
€12.70 - €64.31 €29.50 - €44.00

10 10

nil nil

70.40% - 76.44% 70.40%
4.07% - 4.17% 4.26% - 4.54%
1-4 years 1-4 years
€38.16 €38.76

4.0% 4.0%
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The expected volatility was calculated using the average
historical share volatility of the Company's peers (over

a period equal to the expected term of the options).

The expected volatility reflects the assumption that the
calculated volatility of the Company’s peers would be
indicative of future trends, which may not be the actual
outcome. The expected life is the time at which options
are expected to vest, however this also may not be
indicative of exercise patterns that may occur. The options
vest in four equal tranches on the first, second, third

and fourth anniversaries of the grant date, and therefore
continued employment is a non-market condition for
options to vest. The risk free rate of return is the yield on
zero coupon three and five-year Dutch government bonds.

AMG’s option expense is recorded in the share-based
payment reserve [refer to note 19). The cumulative
amount recorded in the share-based payment reserve in
shareholders’ equity, $19,277 (2007:$3,957) was grossed-
up in 2007 for deferred taxes in the amount of $189. This
deferred tax gross-up was reversed in 2008, due to the
share price at the end of the year.

Metallurg Inc.

Metallurg, Inc established an option plan in November
1998 (The 1998 Equity Compensation Plan) with 500,000
shares available for options and awards. The options
granted under the plan have a ten-year term and vest,

in most cases, 20% on the date of the grant and 20% on
each of the four anniversaries of the date of the grant.
All options are to be settled by physical delivery of shares.
The weighted average life of the remaining options is

1.6 years and the exercise price for all options is $30. As
of December 31, 2007, 195,000 options were outstanding,
fully vested and exercisable. All of these options expired
in 2008.

All options under this plan were granted before Novem-
ber 7, 2002. In accordance with IFRS 1, the recognition
and measurement principles in IFRS 2 have not been
applied and instead, these options have been accounted
for using US GAAP FAS 123, "Accounting for Stock-Based
Compensation”. Options were valued using the minimum
value methodology. No new options have been granted
since January 1, 2005 and all options were fully vested at
January 1, 2006. Therefore, no compensation expense was
recorded in the years ended December 31, 2008 and 2007.
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Timminco

Stock options have been granted to certain key employees
and directors to purchase common shares of Timminco
subject to various vesting requirements. During 2004,
Timminco established a Share Option Plan (the "Plan”)
which supersedes the Stock Option Plans for Directors
and Key Employees. Under the Plan, options are granted
at the discretion of the Board at an exercise price equal
to the closing price of the common shares on the Toronto
Stock Exchange on the last trading day preceding the

day of grant. The options vest equally over a four-year
period, with the initial 25% vesting after one year. The
options have a life of seven years. The Plan was approved
at the 2004 Annual and Special Meeting. On April 25, 2005,
the Board of Directors approved an amendment to the
Plan to increase the maximum number of shares that
can be granted under the Plan by an additional 3,028,250.
Stock options have been granted yearly and are captured
in the chart below.

On November 11, 2008, the Board of Directors approved
a new share option plan as part of a long-term incentive
plan for key employees in the silicon operation. The options
are granted with an exercise price at the fair market value
of the Company’s common shares, have a nine-year vest-
ing schedule with 50% becoming exercisable only after
the fifth anniversary of the grant date, and the remaining
50% vest equally on the sixth through ninth anniversary
dates. The options will expire ten years after the grant.
The total number of shares available for options under
such new plan is 10 million, representing approximately
9.6% of the Company's issued and outstanding shares.
This new share option plan will be submitted for approval
by the Company’s shareholders at the next annual
general meeting, and is also subject to Toronto Stock
Exchange approval. Options to purchase 7 million
common shares of the Company were granted under this
new share option plan. Since the new option plan has

not been approved by the shareholders, the options are
not considered granted under IFRS. However, services
are being provided in conjunction with these options and
therefore an estimated expense has been booked during
the year ended December 31, 2008.

During the year ended December 31, 2008, Timminco
recorded stock-based compensation amounting to $3,154
(2007: $439) which is included in selling and administra-
tive expenses in the statement of operations.



A summary of the status of Timminco’s two stock option plans as of December 31, 2008 and 2007 and changes during the

years ended on those dates is presented below:

Number of
In thousands of options and Canadian Dollars Options
Outstanding at January 1 4,130
Granted during the year 7,940
Exercised during the year (421)
Forfeited during the year (300)
Outstanding at December 31 11,349
Exercisable at December 31 2,174

2008

Weighted Average

2007

Number of

Exercise Price Options
C$0.72 3,844
C$7.97 1,250
C$0.61 (695)
€$2.91 (269)
C$5.74 4,130
C$0.78 1,483

Weighted Average
Exercise Price

C$0.71
C$0.79
C$0.87
€$0.57
C$0.72
C$0.76

At December 31, 2008, the number of common shares subject to options outstanding and exercisable was as follows:

Outstanding

Options
Price Range (000°s)
C$0.29 to C$0.40 1,500
C$0.41 to C$0.96 1,909
C$7.64 to C$15.27 7,940
11,349

Weighted

Weighted Weighted Exercisable Average
Average Average Options Exercisable
Exercise Price Remaining Life (000°s) Price
€$0.39 4.96 475 C$0.38
€$0.79 2.97 1,687 C$0.82
C$7.94 9.48 12 C$5.70
C$5.74 7.79 2,174 C$0.78

The maximum number of common shares that can be subject to options granted under the 2004 Plan is 7,332,175 and

under the 2008 Plan is 10,000,000.

Assumptions

The following table lists the inputs into the Black-Scholes model used to calculate the fair value of the share-based

payment options:

Exercise price
Share price at date of grant

2008

C$10.05 - C$13.27
C$10.05 - C$13.27

Contractual life (years)

Dividend yield (%)

Expected volatility (%)

Risk-free interest rate (%)
Expected life of option (years)
Weighted average share price (€]

28. Provisions

Environmental

remediation
Balance at January 1, 2007 8,166
Provisions made during the period 2,107
Provisions used during the period (2,262)
Currency and reversals 1,913
Balance at December 31, 2007 9,924
Balance at January 1, 2008 9924
Provisions made during the period 5,233
Acquisitions 2,312
Provisions used during the period (3,053)
Increase due to discounting 543
Currency and reversals (1,099)
Balance at December 31, 2008 13,860
Non-current 10,904
Current 2,956
Balance at December 31, 2008 13,860
Non-current 6,656
Current 3,268
Balance at December 31, 2007 9924

7-10

nil

105.4 - 107.3%
3.25-4.05%

7-10

C$7.97

Restructuring Warranty
5,272 10,758
(241) 8,321
(3,331) (3,362)
(332) (2,042)
1,368 13,675
1,368 13,675
5,129 13,782
= 191
(2,545) (4,413)
(363) (5,498)
3,589 17,737
913 1,024
2,676 16,713
3,589 17,737
919 4,436
449 9,239
1,368 13,675
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2007

€$0.19 - C$10.27
C$0.19 - C$10.27
7

nil

76.6 - 328.9%
4.1 -4.3%

7

C$0.79

Total
24,196
10,187
(8,955)

(461)
24,967
24,967
24,144

2,503

(10,011)
543
(6,960
35,186
12,841
22,345
35,186
12,011
12,956
24,967

127



Environmental remediation

The Company makes provisions for environmental
cleanup requirements, largely resulting from historical
solid and hazardous waste handling and disposal practic-
es at its facilities. Environmental remediation provisions
exist at the following sites and are discounted according
to the timeline of expected payments:

MVC: Cambridge, OH

The largest issues at the Cambridge, Ohio site relate

to a 1997 permanent injunction consent order ("PICQ")
entered into with the State of Ohio and Cyprus Foote
Mineral Company, the former owner of the site. While
MVC and Cyprus Foote are jointly liable, MVC has agreed
to perform and be liable for the remedial obligations.

The site contains two on-site slag piles that are the result
of many years of production. Under the PICO, these slag
piles were required to be capped, thereby lowering the
radioactive emissions from the piles.

MVC finalized remediation plans with the State of Ohio
during 2003 and commenced work in accordance with
such plans. Significant remediation activities were
completed on one of the slag piles in 2004. The Company
is nearing completion of all agreed work with less than
$100 expected to be paid in 2009 for completion. In
addition to the capital spending required for the actual
cap on the slag piles, the Company has reserved for
ongoing operations and maintenance expenses (0&M]
at the site. This O&M is required to be provided for
1000 years and is expected to cost $2,783 on an undis-
counted basis. Other environmental items requiring
provision include: wetlands remediation, stormwater
remediation and maintenance. These projects are
expected to create cash outflows of $856, on an undis-
counted basis, and are expected to be completed within
the next 5years.

SMC: Newfield, NJ

SMC has entered into administrative consent orders with
the New Jersey Department of Environmental Protection
under which SMC must conduct remediation activities

at the Newfield facility. Since the initial administrative
consent order was signed in 1997, many of the obligations
of SMC have been completed.

In January 2006, SMC entered into a fixed price remedia-
tion contract with TRC Companies Inc. ("TRC"), whereby
TRC assumes primary responsibility for all non-radiolog-
ical groundwater environmental remediation obligations
at the Newfield facility, with certain exceptions for one
contaminant, perchlorate. The initiation of this remedia-
tion contract also led to a new Administrative Consent
Order ("ACQ") that was signed in February 2006. This ACO
specifically designated TRC as the entity primarily re-
sponsible for the non-radiological contamination and also
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specifically cited SMC as responsible for the clean-up
associated with any perchlorate contamination. This
agreement was approved by the New Jersey Department
of Environmental Protection (NJDEP] and received final
approval by the US Environmental Protection Agency in
March 2006. Under the terms of this agreement, SMC is
required to make payments totalling $16,900 between
2006 and 2008, with $14,800 of that amount owed im-
mediately upon the agreement becoming effective. The
fixed-price remediation proposal substantially reduces
SMC's risk with regard to the Newfield remediation pro-
gram, but required a premium above previously estimated
remediation costs. The initial $14,800 payment was made
on April 12, 2006 and payments of $1,050 were made in
March 2007 and March 2008.

Similar to the Cambridge, Ohio facility, Newfield also
conducted operations that created a substantial slag pile
with low-level radioactive materials. After SMC ceased
the production operation that created this slag, it notified
the NRC and commenced preparation of the decommis-
sioning plan. This plan has been through technical review
with the NRC. SMC is currently re-working the decom-
missioning plan to meet the NRC's expectations. Based
on this plan, the costs to cap the slag pile are estimated
to be $3,000 and are expected to be paid over the next 2 to
4 years. Until the capping is completed, SMC is required
to pay the NRC for its oversight costs. Due to the time
being spent on the review of the decommissioning plan,
these costs have been in excess of the provision and an
additional provision of $1,325 was recorded. In addition,
SMC will have to provide O&M for the site for 1000 years,
estimated to cost $4,100 on an undiscounted basis.

Remediation trust funds

SMC and MVC established trust funds to accumulate
funds for future environmental remediation payments.
Amounts are paid out from the trust fund following
completion and approval of rehabilitation work. The con-
tributions to the trust funds were placed with investment
banks which are responsible for making investments in
equity and money market instruments. The trust funds
are to be used according to the terms of the trust deed
which require that these funds be used for the 1000-year
O&M at the sites. The assets are not available for the gen-
eral use of SMC and MVC. The trust funds are discounted
and are shown within Other non-current assets in the
consolidated balance sheet. The discounted values of the
trust funds at December 31, 2008 are $244 (2007: $132).
The undiscounted amounts in the trust funds as of
December 31, 2008 are $4,800 (2007: $4,624).

CIF: Sao Joao del Rei, Brazil

In the year ended December 31, 2008, CIF recorded an
expense of $108 (2007:$103) related to a decommissioning



liability at its mine. The total provision amount of

$211 has been recorded after taking into effect the
Brazilian laws that are in place related to decommission-
ing. The provision is based on the amount of ore removed
from the mine and the expected cost to bring the mine
back to government regulations in the case of a decom-
misioning. Also, through its normal production process
at the mine in Brazil, CIF produces a waste product that
requires special handling. In the year ended December 31,
2007, CIF recorded a provision of $35 in order to properly
dispose of the waste that currently exists on-site. No such
provision was necessary in 2008.

Timminco: Ontario, Canada

On June 6, 2008, Timminco reorganized its magnesium
operations and announced the closure of its Haley,
Ontario manufacturing facility. This closure accelerated
recognition of certain environmental costs associated
with the operations at Haley. The environmental expense
recognized was $3,800. All other Haley closure expenses
are included within the restructuring provision for 2008.
$3,199 of the environmental provision for Timminco is
expected to be paid out over the next 5 years. The remain-
deris expected to be paid out over a longer time horizon.

Timminco accrued $2,437 of environmental expense as at
December 31, 2007, for the expected future site restoration
and closure costs associated with its Haley operation.

Graphit-Kropfmihl: Hauzenberg, Germany

In April 2008, the Company acquired 79.52% of the
outstanding shares of Graphit-Kropfmuhl (GK]. A reculti-
vation provision was recorded on GK's books as it relates
to its graphite mine in Germany and was recorded at

fair value as part of the purchase accounting performed
for this acquisition. The value of this provision as of
December 31, 2008 was $2,125.

Restructuring

As a result of the global economic downturn that
occurred in the year ended December 31, 2008, the
Advanced Materials segment recorded restructuring
costs of $2,283. $2,046 of this cost was severance due to
the reduction of 65 people within the group. An additional
$237 was accrued related to an onerous lease at one of
the shutdown facilities.

Closure of Haley Facility

On June 6, 2008 Timminco announced the closure of its
Haley, Ontario manufacturing facility. The Haley facility
manufactured cast magnesium billet used in Timminco's
magnesium extrusion operations in Aurora, Colorado
and also produced specialty magnesium granules and
turnings for third party customers. Cast magnesium
billets will now be outsourced from other manufacturers

and specialty magnesium granules and turnings will be
produced at Timminco’s Nuevo Laredo, Mexico facility.

The closure of the Haley facility resulted in severance
costs of $2,250 which were the costs of a 39-person
headcount reduction. The majority of severance pay-
ments accrued in 2008 is expected to be paid within
twelve months.

In 2007, Timminco reversed $340 of an accrual booked
during 2006 for expenses related to the expected Haley
plant closure. The expenses were no longer expected
to be paid.

In the year ended December 31, 2007, LSM reversed

$128 related to a restructuring expense accrued in 2006
as it would no longer be realized. In the year ended
December 31, 2007, SMC recorded $76 of additional asset
impairment related to its plant closure during 2006.

In the year ended December 31, 2007, GfE recorded $150
of additional severance expense related to its 2006
restructuring plan.

Warranty

Our Engineering business offers certain warranties related
to their furnace operations. These warranties are only

provided on certain contracts and the provisions are made
on a contract by contract basis. Each contractual warranty
is expected to be utilized or derecognized within 12 months.

Other

Other is mainly comprised of a share purchase liability
related to our Engineering Systems business. The share
purchase liability relates to a subsidiary acquired in 2005.
This liability was settled in the year ended December 31,
2008 with the remaining balance being reclassified as a
reduction of goodwill.

29. Government grants

Government Grants

Balance at January 1, 2007 -

Provisions made during the period 15,503
Provisions used during the period =
Currency and reversals 1,009
Balance at December 31, 2007 16,512
Balance at January 1, 2008 16,512
Provisions made during the period -
Provisions used during the period (8,184)
Acquired through acquisition 655
Currency and reversals (332)
Balance at December 31, 2008 8,651
Non-current 291
Current 8,360
Balance at December 31, 2008 8,651
Non-current 8,585
Current 7,927
Balance at December 31, 2007 16,512
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As discussed in note 9, the Engineering Systems division
has an obligation for personnel expenses relating to its
site in Berlin. The State of Berlin obligates that at least
70 permanent jobs be maintained at the site by the end of
2007 and an additional 80 by the end of 2008 maintaining
these 150 permanent jobs until the end of 2009. In the
event of a breach of this contract, the Company is required
to pay a penalty of €50,000 multiplied by the number of
jobs less than 150 at the site at that time. There were

156 employees at the Berlin site as of December 31, 2008.
Under government grant accounting, ALD established

a provision for the personnel expenses which will be
reduced by the income from the government grant over
the expected term that these expenses will be incurred.
The initial estimate of personnel expenses and revisions
to those estimates led to one-time income recognition

of $4,288 in the year ended December 31, 2008 (2007:
$5,100). As of December 31, 2008, the entire remaining
grant, in the amount of $8,183, was determined to be
current since all amounts will be realized during the year
ended December 31, 2009. As of December 31, 2007, the
current and non-current portions of this provision were
$7.927 and $8,585.

In the year ended December 31, 2008, AMG acquired
79.52% of GK. GK has a government grant obligation for
personnel expenses relating to its investment in capital
in the state of Bavaria, Germany. According to the grants
received, GK has to create or maintain a certain number
of employees over the course of the grant. The liability for
the grant is being reduced over the lives of the assets that
the grants funded. As of December 31, 2008, the current
and non-current portions of the grants were $177 and
$291 respectively.

30. Unearned Revenue

Unearned Revenue

Balance at January 1, 2008 -

Deferred during the period 42,998
Released to the income statement (1,822)
Currency and reversals (5,552)
Balance at December 31, 2008 35,624
Non-current -
Current 35,624
Balance at December 31, 2008 35,624

During the year ended December 31, 2008, Timminco
received deposits from customers of $42,998 under

the terms of solar grade silicon supply contracts. The
amounts are non-interest bearing pre-payments to be
applied against future deliveries of solar grade silicon at
pre-determined rates specified in the contracts. In the
event of an early termination or completion of a supply
contract without full utilization of the deposit amount,
any remaining balance on the deposit is to be repaid
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to the customer within a specified time period. If the
remaining amount is not repaid within the specified time
period it becomes interest bearing at rates specified in
the contract. Timminco expects to fully utilize all pre-
payment amounts against future sales and deliveries of
solar grade silicon. Timminco is currently negotiating a
contract extension with one customer for periods beyond
December 31, 2009. If this contract is not extended, up
to $14,621 million of advances will be repayable in 2010.
For the year ended December 31, 2008, $1,822 has been
drawn down through shipments of finished products to
customers.

31. Other liabilities

Other liabilities are comprised primarily of the following:

2008 2007

Accrued bonus 13,502 10,402
Accrued interest 3,800 2,046
Accrued professional fees 7,410 6,769
Accrued employee payroll expenses 6,010 4,170
Accruals for operational costs 4,632 2,171
Claims 3,652 3,635
Fiscal contingency 2,821 2,891
Other benefits and compensation 8,926 8,620
Taxes, other than income 4,572 3,330
Other miscellaneous liabilities 7,802 7,409
63,127 51,443
Thereof:
Current 53,882 42,356
Long-Term 9,245 9,087

32. Trade and other payables

2008 2007

Trade payables 140,207 102,894

Trade payables - percentage
of completion 16,490 23,933
156,697 126,827

The Company has limited exposure to payables
denominated in currencies other than the functional
currency, and where significant exposure exists enters
into appropriate foreign exchange contracts.

e Trade payables are non-interest bearing and are
normally settled on 30 or 60-day terms with the
exception of payables related to project accounting that
settle between one month and twelve months.

e Other payables are non-interest bearing and have an
average term of six months

e Interest payable is normally settled quarterly through-
out the financial year

e Forterms and conditions relating to related parties,
refer to note 24



33. Financial risk management objectives and policies

The Company’s principal financial liabilities, other than
derivatives, comprise loans and borrowings, related party
debt, short term debt and trade payables. The main pur-
pose of these financial instruments is to provide capital
for the Company’'s operations, including working capital
needs as well as capital improvements and expansion.
The Company has various financial assets such as trade
and other receivables and cash, which arise directly from
its operations.

The Company also enters into derivative financial instru-
ments, primarily interest rate caps and swaps, foreign
exchange forward contracts and commodity contracts.
The purpose of these instruments is to manage interest
rate, currency and price risks. The Company does not
enter into any contracts for speculative purposes.

The Supervisory Board has overall responsibility for

the establishment of the Company’s risk management
framework while the Management Board is responsible
for oversight and compliance with this framework. The
Company’'s risk management policies are established to
identify and analyse the risks faced by the Company, to
set appropriate risk limits and controls, and to monitor
risks and adherence to limits. Risk management policies
and systems are reviewed regularly to reflect changes in
market conditions and the Company’s activities.

The main risks arising from the Company’s financial
instruments are: credit, liquidity, interest rate, foreign
currency, and commodity.

Credit risk

Credit risk is the risk of financial loss to the Company if a
customer or counterparty to a financial instrument fails
to meet its contractual obligations, and arises principally
from the Company’s receivables from customers.

The Company’s exposure to credit risk with respect to
trade and other receivables is influenced mainly by the
individual characteristics of each customer. The demo-
graphics of the Company’s customer base, including
the default risk of the industry and country in which
customers operate, has less of an influence on credit
risk. No single customer accounts for more than 10%
of the Company’s revenue and geographically, there are
no concentrations of credit risk. The Company trades
only with creditworthy third parties. It is the Company’s

policy that all customers who wish to trade on credit
terms are subject to credit verification procedures which
ensure their creditworthiness. In addition, receivable
balances are monitored on an ongoing basis to ensure
that the Company’s exposure to impairment losses is
not significant. Collateral is generally not required for
trade receivables, although the Company’s percentage
of completion contracts do often require advanced
payments. The Company’s maximum exposure is the
carrying amount as discussed in note 16.

With respect to credit risk arising from the other financial
assets of the Company, which comprise cash and cash
equivalents and certain derivative instruments, the
Company’'s exposure to credit risk arises from the default
of the counterparty, with a maximum exposure equal to
the carrying amount of the instruments. The Company’s
Treasury function monitors the location of cash and

cash equivalents and the counterparties to hedges and
monitors the strength of those banks. Bank strength is
presented to the Supervisory Board at least annually.
This review is set to minimise the concentration of risks
and therefore mitigate potential financial loss through
counterparty failure.

Liquidity risk

Liquidity risk is the risk that the Company will not be

able to meet its financial obligations as they fall due. The
Company’'s approach to managing liquidity is to ensure, as
far as possible, that it will always have sufficient liquidity
to meet its liabilities when due, under both normal and

stressed conditions, without incurring unacceptable
losses or risking damage to the Company’s reputation.

The Company monitors cash flows at varying levels.

At the Company level, this monitoring is done on a weekly

basis. However, at certain subsidiaries, this type of

monitoring is done daily. Typically the Company ensures
that it has sufficient cash on demand to meet expected
operational expenses for a period of eight weeks, includ-
ing the servicing of financial obligations. In addition,

the Company maintains the following lines of credit:

e $175,000 revolving credit facility with a syndicate of
banks that is secured by the assets of the material
subsidiaries of the Company. Interest is payable at a
base rate + a spread based on a coverage ratio.
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The table below summarizes the maturity profile of the Company’s financial liabilities at December 31, 2008 based on
contractual undiscounted payments.

Contractual <3 3-12
Cash Flows months months 2010 2011 2012 2013 > 2013
Term Loan 108,289 - - - - 108,289 - -
Cash interest on term loan 13,312 - 4,418 3,040 2,986 2,868 - -
Fixed rate loans and borrowings 27,242 187 921 1,214 1,507 15,438 1,342 6,633
Floating rate loans and
borrowings 8,232 534 1,363 1,71 1,71 1,712 1,211 -
Cash interest on loans and
borrowings 11,011 769 2,072 2,568 2,419 1,624 397 1,162
Related party debt 5,748 - - 5,748 - - - -
Interest on related party debt 819 - - 819 - - - -
Foreign exchange forward
contracts 5,248 3,416 1,832 - - - - -
Commodity forward contracts 3,971 2,057 1,912 2 - - - -
Other derivative financial
instruments 2,963 18 509 1,840 221 187 124 b4
Financial lease liabilities 480 63 197 135 59 25 1 -
Pension plan obligations 137,959 1,497 5,236 6,835 7,312 7,426 7,246 102,407
Environmental remediation
liabilities 14,312 334 1,001 1,033 3,448 3,191 1,292 4,013
Trade and payables 156,697 138,036 18,661 - - - - -
Short term bank debt 83,566 29,671 11,870 42,025 - - - -
Deferred revenue 35,624 2,846 18,043 14,735 - - - -
Other 39,805 25,010 8,120 1,950 1,339 1,387 1,116 883
Total Payments 655,278 204,438 76,145 83,655 21,002 142,147 12,729 115,162

The table below summarizes the maturity profile of the Company’s financial liabilities at December 31, 2007 based on

contractual undiscounted payments.

Contractual <3 3-12

2007 Cash Flows months months 2009 2010 2011 2012 > 2012
Term Loan 103,685 - - - - - 103,685 -
Cash interest on term loan 30,468 - 6,094 6,094 6,095 6,095 6,090 -
Fixed rate loans and borrowings 21,824 32 751 790 712 651 15,253 3,635
Floating rate loans and

borrowings 134 = 134 = = = = =
Cash interest on loans and

borrowings 7,160 21 1,378 1,363 1,322 1,301 850 925
Related party debt 7,752 7,752 = = = = = =
Interest on related party debt 636 636 - - - - - -
Foreign exchange forward

contracts 3,238 1,049 2,189 - - - - -
Commodity forward contracts 1,415 599 783 33 - - - -
Financial lease liabilities 671 55 195 263 115 43 - -
Pension plan obligations 144,094 2,939 7,282 8,949 8,983 8,980 8,975 97,986
Environmental remediation

liabilities 9,911 311 144 303 2,140 2,076 1,076 3,861
Trade and payables 126,827 126,384 443 = = = = =
Short term bank debt 16,265 5,704 10,561 - - - - -
Other 37,032 13,379 13,802 2,265 2,648 2,080 1,231 1,627
Total Payments 511,112 158,861 43,756 20,060 22,015 21,226 137,160 108,034

The difference between the contractual cash flows and
the carrying amount of the term loan noted above is
attributable to issuance costs in the amount of $7,540 and
$9.023 as of December 31, 2008 and 2007, respectively,
which are offset against the carrying amount of the debt.

Interest on financial instruments classified as floating
rate is generally repriced at intervals of less than one
year. Interest on financial instruments classified as

fixed rate is fixed until the maturity of the instrument.
The financial instruments of the Company that are not
included in the above tables are non-interest bearing and
are therefore not subject to interest rate risk.
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Interest rate risk

Interest rate risk is the risk that changes in interest

rates will affect the Company’s income or the value of its
holdings of financial instruments. The Company’s fixed
rate borrowings are exposed to a risk of change in their
fair value due to changes in interest rates. The Company’s
floating rate borrowings are exposed to a risk of change
in cash flows due to changes in interest rates. Short term
receivables and payables are not exposed to interest

rate risk.

The Company’s current policy is to maintain approxi-
mately 60% of its borrowings as fixed rate borrowings.
The Company either enters into fixed rate debt or strives
to limit the variability of certain floating rate instruments
through the use of interest rate caps or interest rate
swaps. These are designed to hedge underlying debt
obligations. At December 31, 2008, after taking into
account the effect of interest rate swaps, approximately
59% of the Company’s borrowings are at a fixed rate of
interest (2007: 85%)

The following table demonstrates the sensitivity to a
reasonably possible change in interest rates adjusting for
multiple interest rate swaps effective as at December 31,
2008 [2007: one swap), with all other variables held
constant, of the Company’s profit before tax (through the
impact on floating rate borrowings). Changes in sensitivity
rates reflect various changes in the economy year-over-
year. There is no impact on the Company’s equity.

Increase/decrease Effect on profit

in basis points before tax
USD **x* (130)
Euro +5 (2)
CAD +5 (3)
USD *x*x* 137
Euro -10 4
CAD -20 13
Increase/decrease Effect on profit

2007 in basis points before tax
usb +20 (31)
Euro +10 (1
CAD +20 9)
usb =20 31
Euro -10 1
CAD -20 9

*** Historic volatility on certain USD short term debt varies
across a wide range from +100 basis points to -25 basis points.
Sensitivities are calculated on the actual volatility for each debt
instrument.

See note 23 for loans and borrowings explanations.

At December 31, 2008, the Company’s interest rate
swaps had a fair value of ($3,565) (2007: $126). Per the
agreements, the Company pays a fixed rate and receives
a floating rate based on the 6 month, 3 month or 1 month

USD EURIBOR. The following table demonstrates the
sensitivity to a reasonably possible change in interest
rates using the EURIBOR swap curve with all other vari-
ables held constant, on the Company’s equity and profit
before tax. There is impact on the Company’s profit before
tax for one ineffective interest rate swap at December 31,
2008. Changes in sensitivity rates reflect various changes
in the economy year-over-year.

Increase/decrease Effect on Effect on profit
2008 in basis points equity before tax
usb +5 (155) 10
usb -10 (487) (19)

Increase/decrease Effect on Effect on profit
2007 in basis points equity before tax
usb +10 463 -
usb -10 (121) -

Currency risk

Currency risk is the risk that changes in foreign exchange
rates will affect the Company’s income or the value of its
holdings of financial instruments. Many of the Company’s
subsidiaries are located outside the US. Individual
subsidiaries execute their operating activities in their
respective functional currencies which are comprised

of the US Dollar, Euro and Canadian Dollar. Since the
financial reporting currency of the Company is US Dollar,
the financial statements of those non US Dollar operating
subsidiaries are translated so that the financial results
can be presented in the Company’s consolidated financial
statements.

Each subsidiary conducting business with third parties
that leads to future cash flows denominated in a cur-
rency other than its functional currency is exposed to

the risk from changes in foreign exchange rates. It is the
Company’s policy to use forward currency contracts to
minimize the currency exposures on net cash flows. For
certain subsidiaries, this includes managing balance
sheet positions in addition to forecast and committed
transactions. For these contracts, maturity dates are
established at the end of each month matching the net
cash flows expected for that month. For another subsid-
iary, all sales transactions in excess of €20 are hedged
specifically. For this subsidiary, the contracts mature

at the anticipated cash requirement date. Generally, all
forward exchange contracts mature within twelve months
and are predominantly denominated in US Dollars, British
Pound Sterling and Euros. When established, the forward
currency contract must be in the same currency as the
hedged item. It is the Company’s policy to negotiate the
terms of the hedge derivatives to closely match the terms
of the hedged item to maximise hedge effectiveness. The
Company seeks to mitigate this risk by hedging at least
70% of transactions that occurin a currency other than
the functional currency.
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In respect of monetary assets and liabilities denominated
in foreign currencies, the Company ensures that its

net exposure is kept to an acceptable level by buying or
selling foreign currencies at spot rates when necessary
to address short term imbalances.

The Company deems its primary currency exposures

to be in US Dollars, Euros and Canadian Dollars. The
following table demonstrates the sensitivity to a reason-
ably possible change in the three functional currencies
of the Company: US Dollar, Euro and Canadian Dollar
exchange rates with all other variables held constant, of
the Company'’s profit before tax (due to changes in the fair
value of monetary assets and liabilities) and the Com-
pany’s equity (due to changes in the fair value of forward
exchange contracts). Changes in sensitivity rates reflect
various changes in the economy year-over-year.

Strengthening/ Effect on Effect on

(weakening) in profit equity

functional rate before tax before tax
US Dollar +10% (145) 478
Euro +5% (6) 161
Canadian Dollar +5% 469 -
US Dollar -5% 54 (196)
Euro -10% (57) (538)
Canadian Dollar -10% (1,162) -
Strengthening/ Effect on Effect on

(weakening) in profit equity

2007 functional rate before tax before tax
US Dollar +5% (2,567) 2,612
Euro +5% (1,385) 3,707
Canadian Dollar +5% (754) -
US Dollar -5% 3,243 (1,606)
Euro -5% 772 (2,281)
Canadian Dollar -5% 719 -

Commodity price risk

Commodity price risk is the risk that certain raw materials
prices will increase and negatively impact the gross mar-
gins and operating results of the Company. The Company
is exposed to volatility in the prices of raw materials

used in some products and uses forward contracts to
manage some of these exposures. For certain metals,
the Company aims to maintain a greater than 50% hedged
position in order to avoid undue volatility in the sales
prices and purchase costs attained in the normal course
of business. Commodity forward contracts are gener-
ally settled within twelve months of the reporting date.
Changes in sensitivity rates reflect various changes in the
economy year-over-year.
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Effect on Effect on

profit equity

Change in rate before tax before tax
Aluminum +5% 236 38
Nickel +5% 20 =
Copper +5% (33) (13)
Aluminum -10% (472) (77)
Nickel -10% (39) =
Copper -10% 66 25
Effect on Effect on

profit equity

2007 Change in rate before tax before tax
Aluminum +5% (263) 735
Nickel +10% 46 -
Copper +10% (62) -
Aluminum -5% 263 (735)
Nickel -10% (46) =
Copper -10% 62 =

Capital Management

The primary objective of the Company is to maintain
strong 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 economic conditions. Its
policy is to ensure that the debt levels are manageable to
the Company and that they are not increasing at a level
that is in excess of the increases that occur within equity.
During the planning process, the expected cash flows

of the Company are evaluated and the debt to equity and
debt to total capital ratios are evaluated in order to ensure
that levels are improving year-over-year. Debt to total
capital is a more appropriate measure for the Company
due to its initial equity values of the subsidiaries from the
combination in 2007. Management deems total capital to
include all debt (including short term, related party debt
and long-term debt] as well as the total of the equity of
the Company, including minority interest.

The Company’s policy is to try to maintain this ratio
below 50%.

2008 2007

Loans and borrowings 142,011 116,828
Related party loans 6,456 7,752

Short term bank debt 83,566 16,202
Trade payables 156,697 126,827
Less cash and cash equivalents 143,473 172,558
Net debt 245,257 95,051
Net debt 245,257 95,051
Total equity 311,811 309,797
Total capital 557,068 404,848
Debt to total capital ratio 0.44 0.23



34. Financial instruments

Fair values

Set out below is a comparison by category of the carrying amounts and fair values of all of the Company’s financial

instruments that are presented in the financial statements:

Current financial assets

Derivatives in effective hedges

Financial assets at fair value through profit or loss
Investments in equity securities

Trade and other receivables

Short term investments

Cash and cash equivalents

Total current financial assets

Non-current financial assets

Derivatives in effective hedges

Floating rate notes receivable

Restricted cash

Total non-current financial assets

Current financial liabilities

Derivatives in effective hedges

Financial current liabilities at fair value through profit or loss
Fixed rate loans and borrowings

Floating rate loans and borrowings

Short term bank debt

Related party debt

Unearned revenue

Trade and other payables

Total current financial liabilities

Non-current financial liabilities

Financial non-current liabilities at fair value through profit or loss
Fixed rate loans and borrowings

Floating rate loans and borrowings

Total non-current financial liabilities

The fair value of the financial assets and liabilities are
included at the amount at which the instrument could

be exchanged in a current transaction between willing
parties. The following methods and assumptions were
used to estimate the fair values.

e Short term assets and liabilities approximate their
carrying amounts largely due to the short term
maturities of these instruments.

e The calculation of fair value for derivative financial
instruments depends on the type of instruments:
Derivative interest rate contracts are estimated by
discounting expected future cash flows using current
market interest rates and yield curve over the remain-
ing term of the instrument; Derivative currency and
commodity contracts are based on quoted forward
exchange rates and commodity prices, respectively.

e Floating rate loans and borrowings and notes
receivable maintain a floating interest rate and
therefore approximate fair value.

Note

32
32
14
15
16
18

32
36
17

32
32
21
21
23
22
28
31

32
21
21

Carrying Carrying
Amount Fair Value Amount Fair Value
538 538 2,873 2,873
5,855 5,855 709 709
4,679 4,679 3,859 3,859
173,422 173,422 187,243 187,243
95 95 15,333 15,333
143,473 143,473 172,558 172,558
328,062 328,062 382,575 382,575
- - 194 194
2,132 2,132 7,068 7,068
15,889 15,889 14,582 14,582
18,021 18,021 21,844 21,844
9,895 9,895 4,876 4,876
5,524 5,524 118 118
2,844 2,844 1,102 1,102
177 177 - -
83,566 83,566 16,202 16,202
6,456 6,456 7,752 7,752
35,624 35,624 - -
156,697 156,697 126,827 126,827
300,783 300,783 156,877 156,877
3,530 3,530 77 77
121,990 122,866 115,592 124,384
17,000 17,000 134 134
142,520 143,396 115,803 124,595

The fair value of fixed rate loans and borrowings are
estimated by discounting future cash flows using rates
currently available for debt.

The Company has strategic investments in certain
growth-based companies in Germany and Iceland.
These equity investments cannot be reliably measured
at fair value and are therefore accounted for using

a cost basis. As of December 31, 2008 and 2007,

these investments amounted to $4,679 and $3,859,
respectively, and are included in other assets in the
consolidated balance sheet. As of December 31, 2007,
one of the investments was classified as an associate
but due to the 19.01% control, has been reclassified to
other assets.

Hedging activities

Interest rate hedges

In

October 2007, the Company entered into an interest rate

hedge agreement for the entire drawdown of the term loan
which was €71.5 million [see note 23). This interest rate
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swap was executed so that the Company could hedge its
exposure to changes in the benchmark interest rate on
the term loan. This swap agreement provides for a fixed
annual interest rate of 4.457% paid semi-annually by AMG
and a semi-annual payment by the counterparty of
EURIBOR expiring in 2010. Management has designated
the interest rate swap as a cash flow hedge of the fore-
casted interest payments on the debt. Since the hedge was
entered into with the same party as the term loan, Credit
Suisse, no payments are received under the contract;
rather they are offset against the Company’s interest
expense on the term loan. At December 31, 2008, the fair
value of the interest rate swap was ($2,711) (2007: $126).

GK entered into five interest rate hedges for a variety of
floating rate debt instruments to minimize interest rate
risk. The swap agreements provide for fixed interest rates
paid either monthly or quarterly by the Company and a
payment made by the counterparty of EURIBOR. The con-
tracts expire between 2009 and 2013 depending on each
contract’'s underlying debt maturity. Management has
designated the interest rate swaps as cash flow hedges
of the forecasted interest payments on each respective
debt. At December 31, 2008, the fair value of the various
interest rate swaps was ($854).

In September 2005, Metallurg entered into an interest
rate cap contract to hedge its exposure to changes in

the benchmark interest rate on the $50 million Class B
Notes. Management designated the interest rate cap as
a cash flow hedge of the forecasted interest payments on
the debt. This interest rate cap was liquidated in August
2007 contemporaneously with the debt extinguishment
in the US (see note 23). Upon liquidation, the Company
recognized a $361 gain.

Sudamin entered into two interest rate caps in April 2005
with a notional value of €8.5 million (approximately $11,217
at December 31, 2006) to minimize its exposure to changes
in the benchmark interest rate on the revolving credit
facilities that the entity has with ING and Fortis. The caps
were not designated as cash flow hedges at the inception
of the contracts. The contract was recognized as a finan-
cial instrument at fair value through profit or loss. These
caps were liquidated in September 2007 when the debt
that they were hedging was paid off (see note 23). A gain
was recognized on this liquidation in the amount of $165 in
the income statement as an offset to interest expense.

One interest rate swap contract was ineffective as at
December 31, 2008. The ineffectiveness recognized

in profit or loss that arose from this contract was an
increase to interest expense of $280 in the year ended
December 31, 2008 (2007: nil). The amount from cash flow
hedges included in equity was($3,565) and $126 in the
years ended December 31, 2008 and 2007, respectively.
During the years ended December 31, 2008 and 2007, $455
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and $361, respectively, were transferred from equity to
the income statement as decreases to interest expense.

Commodity forward contracts

The Company is exposed to volatility in the prices of raw
materials used in some products and uses commodity
forward contracts to manage these exposures. Such
contracts generally mature within twelve months.

The open commodity forward contracts as at Decem-
ber 31, 2008 are as follows:

Metric Average Fair
Tons price value
US Dollar denominated
contracts to purchase
commodities:
Aluminum forwards 4,000 2,310 (3,157)
Copper forwards 225 6,730 (845)
US Dollar denominated
contracts to sell
commodities:
Aluminum forwards 925 1,490 33
Copper 25 3,072 4

The open commodity forward contracts as at Decem-
ber 31, 2007 are as follows:

Metric Average Fair
Tons price value
US Dollar denominated
contracts to purchase
commodities:
Aluminum forwards 7,400 2,538 (1,488)
Nickel forwards 50 7,575 (43)
US Dollar denominated
contracts to sell
commodities:
Aluminum forwards 1,025 2,832 32
Copper 50 7,610 45

Due to the economic recession, there were less pur-
chases and sales of commodities at the end of 2008 than
originally planned. Therefore, some contracts no longer
received hedge accounting treatment. The amount of
ineffectiveness recognized in profit or loss that arose
from the commodity cash flow hedges in the years ended
December 31, 2008 was an increase of $2,142 to cost of
sales (2007: nil). The amounts from the commodity cash
flow hedges included in equity was($4,325) and ($1,454)
in the years ended December 31, 2008 and 2007, respec-
tively. During the years ended December 31, 2008 and
2007, $1,148 and $1,425, respectively, were transferred
from equity to the income statement as decreases to
cost of sales.

Foreign currency forward contracts

At any point in time, the Company also uses foreign
exchange forward contracts to hedge a portion of its
estimated foreign currency exposure in respect of:
forecasted sales and purchases; and intergroup loans that
will be repaid in different functional currencies. These



contracts are negotiated to match the terms of the
commitments and generally mature within one year. When
necessary, these contracts are rolled over at maturity.
Some foreign exchange forward contracts have been
designated as cash flow hedges, while other contracts,

although part of the risk management strategy, have not
met the documentation requirements for hedge accounting
and are therefore treated as economic hedges. AMG also
entered into 3 fair value hedge contracts during 2007. There
were no fair value contracts as at December 31, 2008.

The open foreign exchange forward sales contracts as at December 31, 2008 are as follows:

Exposure Notional Amount Contract Rate Fair Value Assets Fair Value Liabilities
Cash Flow Hedges

Euro (versus USD) €15.9 million 1.386 331 (314)
USD (versus Euro) $31.1 million 1.469 202 (2,188)
Economic Hedges

USD (versus Euro) $10.3 million 1.419 74 (454)
USD (versus CAD) $9.0 million 1.237 29 -
Euro (versus CAD) €12.0 million 1.580 - (1,224)
Euro (versus USD) €71.1 million 1.413 5,644 (2,438)

Peso (versus USD)

Peso 42.6 million

13.560 60 =

The open foreign exchange forward sales contracts as at December 31, 2007 are as follows:

Exposure Notional Amount Contract Rate Fair Value Assets Fair Value Liabilities
Fair Value Hedges

Euro (versus USD]) €75.0 million 1.436 - (1,869)
Cash Flow Hedges

Euro (versus USD) €35.0 million 1.421 51 (1,419)
USD (versus Euro) $59.8 million 1.397 2,782

Economic Hedges

USD (versus Euro) $31 million 1.408 484 (18)
Euro (versus CAD]) €12.0 million 1.461 227 (95)

The open foreign exchange forward purchase contracts as at December 31, 2008 are as follows:

Exposure
Cash Flow Hedges

Notional Amount

Contract Rate Fair Value Assets Fair Value Liabilities

USD (versus Peso) Peso 42.6 million 13.225 - (139)
USD (versus Euro) $4.0 million 1.357 17 (103)
Pound Sterling (versus USD) £14.8 million 1.606 - (2,365)
Brazil Reais (versus USD) R$ 20.9 million 1.896 = (2,158)

The open foreign exchange forward purchase contracts as at December 31, 2007 are as follows:

Exposure Notional Amount Contract Rate Fair Value Assets Fair Value Liabilities
Cash Flow Hedges

Euro (versus USD) €1.5 million 1.364 - (116)
Brazil Reais [versus USD) R$ 10.3 million 1.852 29 (24)

There was no ineffectiveness recognized in profit or loss
that arose from the foreign currency cash flow hedges in
the years ended December 31, 2008 and 2007. The amounts
from the foreign currency cash flow hedges included in
equity were ($6,717) and $1,592 in the years ended
December 31, 2008 and 2007, respectively. During the years
ended December 31, 2008 and 2007, ($1,091) and $134,
respectively, were transferred from equity to the income
statement as (increases)/decreases to cost of sales.

As at December 31, 2007, a loss of $1,869 and a gain of
$970 were recognized in the income statement on the fair
value hedging instruments and the hedged item, respec-
tively. The net foreign currency effect was a loss of $891.
There were no fair value hedges as at December 31, 2008.

35. Leases
Operating leases as lessee

The Company has entered into leases for office space,
facilities and equipment. The leases generally provide that
the Company pays the tax, insurance and maintenance
expenses related to the leased assets. These leases have
an average life of 5-7 years with renewal terms at the
option of the lessee at lease payments based on market
prices at the time of renewal. There are no restrictions
placed upon the lessee by entering into these leases.

The Company also holds a hereditary land building right at
its Berlin location. This building right requires lease pay-
ments to be made annually and does not expire until 2038.
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Future minimum lease payments under non-cancellable
operating leases as at December 31 are as follows:

Non-cancellable operating lease rentals are payable as

follows:
2008 2007
Less than one year 9,754 8,650
Between one and five years 26,811 24,428
More than five years 11,035 12,619
47,600 45,697

During the year ended December 31, 2008 $10,329 was
recognized as an expense in the income statement in
respect of operating leases (2007: $9,158).

Finance leases as lessee

Certain subsidiaries of the Company have finance leases
for equipment and software. These non-cancellable
leases have remaining terms between one and five years.

37. Contingencies

Guarantees

Future minimum lease payments under finance leases

are as follows:
2008 2007

Less than one year 260 265
Between one and five years 220 427
Total minimum lease payments 480 692
Less amounts representing

finance charges (77) (40)
Present value of minimum

lease payments 403 652

36. Capital commitments

The Company’s capital expenditures include projects
related to improving the Company’s operations, produc-
tivity improvements, replacement projects and ongoing
environmental requirements (which are in addition to
expenditures discussed in “Environmental Remediation
Provisions” above). As of December 31, 2008, the Company
had committed to capital requirements in the amount of
$31,474 (2007: $4,306).

The following table outlines the Company’s off-balance sheet credit-related guarantees and business-related guarantees

for the benefit of third parties as of December 31, 2008 and 2007:

Business-related

Credit-related

Guarantees Guarantees Letters of Credit Total
2008
Total Amounts Committed: 53,163 8,614 5,357 67,134
Less than 1year 44,690 8,614 271 53,575
2 - 5 years 2,903 - - 2,903
After 5 years 5,570 - 5,086 10,656
2007
Total Amounts Committed: 98,370 198 5,787 104,355
Less than 1 year 81,072 198 83 81,353
2 -5years 9976 - - 9976
After 5 years 7,322 - 5,704 13,026

In the normal course of business, the Company has pro-
vided indemnifications in various commercial agreements
which may require payment by the Company for breach

of contractual terms of the agreement. Counterparties to
these agreements provide the Company with comparable
indemnifications. The indemnification period generally
covers, at maximum, the period of the applicable agree-
ment plus the applicable limitations period under law.
The maximum potential amount of future payments that
the Company would be required to make under these
indemnification agreements is not reasonably quantifiable
as certain indemnifications are not subject to limitation.
However, the Company enters into indemnification
agreements only when an assessment of the business
circumstances would indicate that the risk of loss

is remote.
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As discussed in note 5, the Engineering Systems division
has an obligation for personnel expenses relating to its
investment site in Berlin. The State of Berlin obligates
that at least 70 permanent jobs be maintained at the site
by the end of 2007 and an additional 80 by the end of 2008
maintaining these 150 permanent jobs until the end of
2009. In the event of a breach of this contract, the Com-
pany is required to pay a penalty of €50,000 multiplied
by the number of jobs less than 150 at the site at that
time. There were 156 employees at the Berlin site as of
December 31, 2008.

The Company has agreed to indemnify its current and
former directors and officers to the extent permitted

by law against any and all charges, costs, expenses,
amounts paid in settlement and damages incurred by the
directors and officers as a result of any lawsuit or any



other judicial administrative or investigative proceeding
in which the directors and officers are sued as a result

of their service. These indemnification claims will be
subject to any statutory or other legal limitation period.
The nature of such indemnification prevents the Company
from making a reasonable estimate of the maximum
potential amount it could be required to pay to counter-
parties. The Company has $75 million in directors” and
officers’ liability insurance coverage.

Environmental

As discussed in note 28, SMC entered into a fixed price
remediation contract with an environmental consultant,
whereby that consultant became primarily responsible for
certain aspects of the environmental remediation. SMC is
still a secondary obligor for this remediation, in the event
that the consultant does not perform.

The Company has other contingent liabilities related to
certain environmental regulations at certain locations.
LSM may be subject to certain regulations on accidents
and hazardous substances with which the site does

not currently comply. These regulations could impose
compliance costs over a five-year period in the range of
$500 - $2,000. At SMC, a provision has been recorded
for the low-level radioactive slag pile (see note 28] which
assumes that the Company will be able to remediate

the pile using a long-term control license. However, this
alternative has been challenged by certain governmental
authorities. The second alternative, which the Company
believes is not probable, is an offsite disposal alternative.
This alternative could potentially cost up to $63,000. The
timing of the payments related to this contingent liability
are uncertain due to the legal process that would ensue
prior to this occurring. Finally, environmental regulations
in France require monitoring of wastewater and potential
clean-up to be performed at the Sudamin plant site in
Chauny. Although the extent of these issues is not yet
known, there is a possibility that the Company could incur
remediation costs in excess of $1,000.

In accordance with applicable law, Timminco is required
to file a Mine Closure Plan with the Ontario Ministry

of Northern Development and Mines (the "Ministry”]

with respect to the Haley, Ontario facility together with
appropriate financial assurance covering its obligations
pursuant to the plan. Timminco is required to provide
financial assurance of $1,389 by way of cash deposits over
a period of 5 years or sooner, depending on the financial
results of the Company. To date, $900 has been deposited
with the Ministry and the Company expects to deposit the
balance in equal instalments over the next 2 years.
Litigation

In addition to the environmental matters, which are
discussed above and in note 28, the Company and its
subsidiaries defend, from time to time, various claims
and legal actions arising in the normal course of busi-
ness. Management believes, based on the advice of
counsel, that the outcome of such matters will not have

a material adverse effect on the Company’s consolidated
financial position, results of operations or cash flows.
There can be no assurance, however, that existing or
future litigation will not result in an adverse judgment
against the Company that could have a material adverse
effect on the future results of operations or cash flows.

38. Related parties
Transactions with key management personnel
Key management personnel compensation

Dr. Schimmelbusch and Mr. Spector are the Chief Execu-
tive Officer and Deputy Chairman, respectively, for the
Company, and in these positions receive salaries, benefits
and perquisites from the Company.

In addition to their salaries, the Company also provides
non-cash benefits to directors and executive officers, and
contributes to a post-employment defined benefit plan on
their behalf.

The compensation of the management board of the Company comprised:

Post-
employment
benefits
including
contributions
Salaries and Option to defined Other
bonus compensation contribution  remuneration
For the year ended December 31, 2008 (a) (b) plans (c) Total
Dr. Heinz Schimmelbusch 2,424 2,558 1,270 278 6,530
Arthur Spector 1,840 1,832 1,400 25 5,097
Eric Jackson 1,133 892 159 40 2,224
Dr. Reinhard Walter 1,224 892 52 28 2,196
William J. Levy 888 883 30 30 1,831
Total 7,509 7,057 2,91 401 17,878
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Salaries and

For the year ended December 31, 2007
Dr. Heinz Schimmelbusch

Arthur Spector

Eric Jackson

Dr. Reinhard Walter

William J. Levy

TOTAL

(a) In the year ended December 31, 2008, Dr. Schimmel-
busch received a salary from Timminco in his role as
chief executive officer in the amount of $189. In the
year ended December 31, 2007, Dr. Schimmelbusch
and Mr. Spector each received a one-time bonus from
Timminco in the amount of $375.

(b) Option compensation represents the option expense
recognized during the year based on the fair value
calculations performed for the options. Dr. Schimmel-
busch and Mr. Spector have options at Timminco
in addition to their options at AMG. Compensation
for Timminco options in 2008 for Dr. Schimmelbusch
and Mr. Spector was $518 and $38, respectively.
Compensation for Timminco options in 2007 for
Dr. Schimmelbusch and Mr. Spector was $98 and $90,
respectively.

Post-

employment

benefits

including

contributions

Option to defined

bonus compensation contribution Other

(a) (b) plans remuneration Total
2,218 523 1,933 - 4,674
1,924 468 2,102 - 4,494
995 189 149 " 1,344
865 189 39 - 1,093
750 189 23 9 971
6,752 1,558 4,246 20 12,576

(c) Dr. Schimmelbusch and Mr. Spector received directors
compensation in 2008 from Timminco in the amount
of $187 and $25, respectively. Dr. Schimmelbusch also
received compensation in 2008 from Graphit-Kropf-
mihlin his capacity as Supervisory Board member in
the amount of $35. Other compensation also includes
car expenses and additional insurance paid for by the
Company.

Each member of the management board has an employ-
ment contract with the Company which provides for
severance in the event of termination without cause. The
maximum severance payout is limited to two years base
salary and two years of target annual bonus.

The compensation of the Supervisory Board of the Company comprised:

For the year ended December 31, 2008

Pedro Pablo Kuczynski
Jack Messman (a)
General Wesley Clark
Dr. Andrei Bougrov(b)
Norbert Quinkert

Guy de Selliers

Total

For the year ended December 31, 2007
Pedro Pablo Kuczynski

Jack Messman

General Wesley Clark

Dr. Andrei Bougrov

Norbert Quinkert

Guy de Selliers

Total

(a) Jack Messman is a member of the Timminco Board
of Directors in addition to his responsibilities on the
Company's Supervisory Board. Therefore, cash remu-
neration includes amounts paid to him by Timminco in
the amount of $66 (2007: $45).

(b) Dr. Andrei Bougrov resigned from the Supervisory
Board in June 2008 and has not yet been replaced.
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Cash Share Total
remuneration remuneration compensation
75 &3 108

129 27 156

50 22 72

25 - 25

63 22 85

63 22 85

405 126 531

Cash Share Total
remuneration remuneration compensation
38 32 70

31 25 56

25 21 46

25 - 25

31 21 52

31 21 52

181 120 301

Timminco and Allied Resources Corporation, whose
Chairman is also the Chief Executive Officer of the
Company, share the cost of one of the officers of
Timminco. During 2008, the Company contributed $405
(2007: $290) to the cost of the remuneration of the officer
of the Company.



Entities with significant influence over the Company

Safeguard International Fund owns approximately 26.6%
of the voting shares of the Company. Two members of
the management board of the Company are also manag-
ing directors of Safeguard International Fund and receive
compensation for their role as managing directors. The
relatives of Directors hold only a de minimus portion of
the voting shares.

A number of key management personnel, or their related
parties, hold positions in other group entities that result
in them having control or significant influence over the
financial or operating policies of these entities.

A number of these entities transacted with the Company
in the reporting period. The terms and conditions of the
transactions with key management personnel and their
related parties were no more favourable than those
available, or which might reasonably be expected to be
available, on similar transactions to non-key manage-
ment personnel and their related parties on anarm’s
length basis.

Loans and Receivables

See note 24 for specific related party debt included in
these consolidated financial statements.

Between January 2004 and May 2007, ALD entered into a
series of loan agreements with Intellifast GmbH (formerly
known as PFW Technologies GmbH), a subsidiary of Safe-
guard and PFW LLC, in an aggregate principal amount

of $1,706. At December 31, 2008, approximately $2,148
(2007: $2,253) was outstanding under these loans and

an additional amount of approximately $422 (2007: $222)
was due for normal course of business transactions.

The loans were made for growth capital and expansion
purposes. The highest interest rate on the outstanding
loans is three-month EURIBOR plus 5%.

The Company has been performing services for and has
loaned money to GfE Medical which is a subsidiary of
Safeguard. As at December 31, 2007, GfE Medical owed
approximately $1,230 to the Company. During the year
ended December 31, 2008, one loan from GfE Medical
was transferred to Safeguard and Safeguard is now
responsible for payment of this loan. As of December 31,
2008, $538 and $679 are owed to the Company by GfE
Medical and Safeguard, respectively. In case of default
by GfE Medical, the Company has received a letter from
Safeguard that Safeguard will reimburse the loan.

ALD also entered into a series of loan agreements

with ALD International LLC, a subsidiary of Safeguard, in
2005 and 2006. These loans were all repaid in 2007 and
aggregate amounts owed to ALD by ALD International
LLC as of December 31, 2008 and December 31, 2007
were nil.

During the year ended December 31, 2008 the Company
loaned Fundo $3,812 (2007: $4,570) to assist Fundo

with its working capital requirements. The loans are due
on prescribed dates in 2009 and 2010, bear interest at
three month NIBOR plus 4% and in certain circumstances
are repaid in quarterly instalments commencing in 2009,
The loans are secured by a charge against Fundo’s land,
buildings and equipment and are subordinate to Fundo’'s
bank debt. The loans are convertible into shares of Fundo
at the Company’s option at Fundo’s book value on the
date the loans were granted or on the date of conversion
at the Company’s option. The conversion of the loans is
restricted such that the Company cannot exceed ownership
of 49.9% of Fundo through the conversion of this loan.

In September 2008, it became evident that there may not
be sufficient capital within Fundo to secure its long-term
viability. Accordingly, the investment in Fundo of $8,227,
and all related notes receivable ($3,258) and interest
income ($253]) from Fundo were written down to nil,
which is management’s best estimate of their fair value.
Included in the share of loss from associates is the
write-down of the investment in the amount of $8,227.
This valuation was validated in January 2009 when Fundo
filed for bankruptcy.

Other Transactions

In 2008, Timminco purchased inventory from Fundo as a
means of providing cash flow to its associate. This inven-
tory purchase required that Fundo maintain a separate
account and repay Timminco all amounts received

from the sale of the inventory purchased. The Company
guaranteed the repayment to Timminco. Fundo did not
maintain a separate account and therefore defaulted on
the agreement. It did not repay Timminco and therefore,
AMG had to pay Timminco $1,585 as compensation for its
guarantee of the inventory purchase.

On December 18, 2008, a wholly owned subsidiary of the
Company invested $10,432 (including $118 of acquisition
costs) to acquire 50% of Silmag DA. Silmag DA is a joint
venture with Norsk Hydro that was established to develop
a unique process to produce silica and magnesium at a
low cost from olivine, a raw material abundant in Norway.
Of the $10,314 invested, $3,127 will be used to purchase
the technology and $7,187 will be used to fund a pilot
plant to further develop the process technology. The
technology was purchased from a joint venture called
COD Tecnologies AS. The joint venture was 50% owned by
Allied Resources Corporation, whose Chairman is also
the Chief Executive Officer of the Company. A fairness
opinion was obtained in order to ensure that the transac-
tion was completed at arm’s length.

Notes to the Consolidated Financial Statements 141



Metallurg Holdings Inc. and the North American em-
ployees of AMG currently maintain offices in a building
leased by Safeguard International. The Company pays an
allocation of Safeguard’s costs related to the office and
the utilities. In addition to the lease and utility expenses,
certain amounts related to travel and entertainment and
the salaries of certain employees are cross-charged to
Metallurg Holdings by Safeguard. During the years ended
December 31, 2008 and 2007, Metallurg was billed $191
and $96 by Safeguard for its portion of costs related to the
building. Amounts due to Safeguard at December 31, 2008
and 2007 were $316 and nil, respectively.

All outstanding balances with these related parties are
priced on an arm’s length basis. None of the balances are
secured.

39. Subsequent events

On February 3, 2009, Timminco completed an equity offer-
ing of 7.04 million common shares at a price of C$3.55 per
share for aggregate gross proceeds of $20,269.

Net proceeds of the financing were $19,621 and will be
used for general corporate purposes, which includes
repayment of funds drawn on Timminco's revolving credit
facility.

The Company subscribed for a total of 3.94 million
Timminco common shares pursuant to the offering, for
aggregate proceeds of $11,357, representing 55.9% of

the financing. As a result, the Company now owns 56.50
million common shares of Timminco, representing 50.7%
of Timminco's total issued and outstanding share capital.

On February 18, 2009, Timminco announced that con-
sistent with its strategy of positioning its magnesium
business for profitability and strategic divestiture, it has
entered into a non-binding letter of intent with Winca Tech
Limited ("Winca"), a leading Chinese-based producer of
magnesium products, to merge the principal components
of Timminco's magnesium and specialty metals business,
including its manufacturing facility in Nuevo Laredo,
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Mexico, with all of Winca's magnesium operations.
Timminco expects to retain a minority equity interest in
the combined business, which will be known as Applied
Magnesium International ("AMI"). The head office of AMI is
expected to be in Denver, Colorado. The proposed merger
is subject to a number of conditions, including financing
and the negotiation and execution of definitive agree-
ments, and is expected to be completed in the second
quarter of 2009.

Timminco will immediately start winding down production
operations at its existing magnesium extrusion facility in
Aurora, Colorado, and close this facility later this year.
This facility currently employs 52 people. Some of the
existing staff and management are expected to be trans-
ferred to AMI, along with certain assets and technology.
The closure of the Aurora magnesium extrusion opera-
tions will result in severance payments and other cash
closure costs of approximately $2.5 million, which will be
incurred in 2009. Timminco expects to record charges in
the first half of 2009 relating to these costs. The major-
ity of the production assets of the Aurora facility were
deemed to be impaired during 2006 and written down to
fair market value at that time. To the extent that estimated
proceeds of disposition, if any, are less than the carrying
value of such assets, a charge will be taken in the first
half of 2009. Timminco currently expects to recover a
significant portion of its investment in working capital as
the business is transitioned to AMI. Timminco expects to
generate net cash proceeds from these announced plans
during 2009.

On March 17, 2009, Timminco announced that it will
temporarily curtail production of silicon metal starting in
the second quarter 2009 in recognition of difficult market
conditions. Timminco will produce solar grade silicon

at levels that will bring production in line with customer
orders and will defer further capacity expansion of its
solar grade silicon facility. The decrease of Timminco's
silicon metal production will result in a temporary
workforce reduction.



AMG Advanced Metallurgical Group, N.V.
Parent Company Balance Sheet

As at December 31
In thousands of US Dollars

Assets
Property, plant and equipment, net
Investments in subsidiaries
Loans due from subsidiaries
Investment in equity securities
Deposit

Total non-current assets
Trade and related party receivables
Loans due from subsidiaries
Derivative financial instruments
Prepayments
Cash and cash equivalents

Total current assets

Total assets

Equity
Issued capital
Share premium
Foreign currency translation reserve
Other reserves
Retained earnings (deficit)

Total equity attributable to shareholders of the Company

Liabilities
Provision for negative participation
Long-term debt

Total non-current liabilities
Taxes and premium
Trade and other payables
Loans due to subsidiaries
Amounts due to subsidiaries
Derivative financial instruments
Current taxes payable

Total current liabilities

Total liabilities

Total equity and liabilities

The notes are an integral part of these financial statements.

AMG Advanced Metallurgical Group, N.V.
Parent Company Income statement

For the year ended December 31

In thousands of US Dollars

Income from subsidiaries, after taxes
Other income and expenses
Netincome

The notes are an integral part of these financial statements.

Note
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2008

616
181,854
58,291
1,000
66
241,827
14,241
127,351
5,644
371
3,989
151,596
393,423

724
379,297
(10,115)
7,900
(123,110)
254,696

111,984
17,000
128,984
134
5,031

2,140
2,438
9,743
138,727
393,423

2008

36,695
(22,242)
14,453

2007

156,425
102,221

258,646
13,056
104,501
175
5,751

123,483
382,129

722
392,304
150
(10,073)
(137,439)
245,664

119,583

119,583

1,928
11,488
1,597
1,869
16,882
136,465
382,129

2007

11,870
(166)
11,704
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1. Summary of significant accounting policies

The parent company financial statements have been
prepared in accordance with Part 9, Book 2 of the
Netherlands Civil Code, as generally accepted in the

Netherlands. The accounting policies used in the financial
statements are similar to the accounting policies used in
the Consolidated Financial Statements, with the exception

Name

ABS Apparate-und Behalterbau Staffurt GmbH
ALD Holcroft Vacuum Technologies Co.

ALD Lindgren Inc.

ALD Industrie-und Montagepark Staaken GmbH
ALD Own & Operate GmbH

ALD Technologies Polska S.z.0.0

ALD Thermal Treatment, Inc.

ALD Thermo Technologies Far East Co., Ltd.
ALD Tratamientos Termicos S.A.

ALD Vacuum Technologies GmbH

ALD Vacuum Technologies Inc.

ALD Vacuum Technologies Ltd.

ALD Vakuumnyje Technologii 000

Alpoco Developments Limited

AMG Advanced Metallurgical Group Investment BV
AMG Coating Technologies GmbH

AMG DLC Coating GmbH

AMG Invest GmbH

Aurora Partnership

Bécancour Silicon Inc.

Benda-Lutz-Alpoco Sp.z o.0.

Bogala Graphite Lanka Ltd.

Bostlan

Branwell Graphite Ltd.

Castle Crushing Limited

Silmag DA

Companhia Industrial Fluminense

Korin Grundstiicksgesellschaft GmbH & Co. Projekt 30 KG
Fundo Holdings AS*

Fundo Wheels A.S.

Edelgraphit GmbH

EsteR-Technologie GmbH

EsteR-Separation GmbH

FNE Forschungsinstitut fiir Nichteisen-Metalle Freiberg GmbH
Fremat GmbH & Co. KG

Zentrum fir Material- und Umwelttechnik GmbH
Furnaces Nuclear Applications Grenoble S.A.
GfE Gesellschaft fir Elektrometallurgie mbH
GfE Materials Technology

GfE Metalle und Materialien GmbH

GfE Unterstitzungskasse GmbH

Gt Alloys

Graphit Kropfmihl AG

Graphite Tyn spol. s r.o.

Graphitwerk Kropfmihl Beteiligungs GmbH
H.M.I. Limited

Industrial Adhesives Limited
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of financial fixed assets. Subsidiaries are valued at their
net equity value, including allocated goodwill.

As of December 31, 2008, the balance sheet has been
converted to USD from Euros using a balance sheet
conversion rate of EUR:USD of 1.3919. (2007: 1.4603)

Subsidiaries included in the consolidated financial
statements of the Company are as follows:

Percentage Held Percentage Held

(Directly or Indirectly) (Directly or Indirectly)

by Company by Company

Country of Incorporation December 31, 2007
Germany 24.96 24.96
United States 50 50
Canada 100 100
Germany 51 51
Germany 100 100
Poland 100 100

United States 100 100
Japan 100 100

Mexico 100 100
Germany 100 100
United States 100 100
United Kingdom 100 100
Russia 100 100

United Kingdom 100 100
Netherlands 100 -
Germany 100 100
Germany 50 50
Germany 100 -
United States 50.34 50.54
Canada 50.34 50.54

Poland Sl 51
SriLanka 79.52 -
Spain 25 28

United Kingdom 79.52 -
United Kingdom 100 100
Norway 50 -

Brazil 100 100

Germany 94.9 94.9
Norway 50.34 50.54
Norway 50.34 50.54
Germany 79.52 =
Germany 50.2 50.2
Germany 30.1 30.1
Germany 100 100
Germany 100 100
Germany 100 100
France 100 50
Germany 100 100
United States 100 100
Germany 100 100
Germany 100 100
Germany 100 100
Germany 79.52 =

Czech Republic 79.52 -
Germany 79.52 -
United Kingdom 100 100
Canada 50.34 50.54



Name

London & Scandinavian Metallurgical Co Limited

LSM (Jiaxing) Co

Metal Alloys (South Wales) Limited
Metalloys Limited (dormant)
Metallurg Delaware Holding Company
Metallurg Europe Limited

L
L
L
Metallurg European Holdings LLC
Metallurg Holdings Corporation

Metallurg Holdings Inc.

Metallurg, Inc.

Metallurg International Holdings LLC
Metallurg Mexico

Metallurg Servicios

Metallurg Vanadium Corporation

Mutual Sources Ltd.

M. & A. Powders Limited ([dormant)
NorWheels AS*

Pertus Zwoelfte GmbH

Produits Chimiques de Lucette S.A
Qingdao Kropfmihl L Graphite Co., Ltd.
Qingdao Kropfmiihl Trading Co., Ltd.

RW silicium GmbH

S.A. Vickers Limited (dormant]

Share Investment Pvt. Ltd.

Shieldalloy Metallurgical Corporation
Société Industrielle et Chimique de l'Aisne
Sudamin France S.A.S

Sudamin Holdings S.A.

Sudamin ITS.A.

Sudamin S.A.

Technologie-und Griinder-zentrum GmbH
The Aluminium Powder Company Limited
Timminco Adhesives Corporation
Timminco Colorado Corporation

Timminco Corporation

Timminco de Mexico S.A. de CV

Timminco Holdings Corporation

Timminco Limited

Timminco Properties Inc.

Timminco Pty Limited

Timminco S.A.

Timminco Technologies Corporation
VACUHEAT GmbH

VACUHEAT Verwaltungs GmbH

Zimbabwe German Graphite Mines Pvt. Ltd.

Country of Incorporation
United Kingdom
China

United Kingdom
United Kingdom
United States
United Kingdom
United States
United States
United States
United States
United States
Mexico

Mexico

United States
China

United Kingdom
Norway
Germany
France

China

China

Germany
United Kingdom
Sri Lanka
United States
France

France

Belgium
France

Belgium
Germany
United Kingdom
United States
United States
United States
Mexico

United States
Canada

United States
Australia
Switzerland
United States
Germany
Germany
Zimbabwe

Percentage Held Percentage Held
(Directly or Indirectly) (Directly or Indirectly)

by Company by Company
December 31, 2007
100 100
100 -
100 100
100 100
100 100
100 100
100 =
100 100
100 100
100 100
100 -
100 100
100 100
100 100
79.52 -
100 100
50.34 50.54
100 100
100 100
79.52 -
79.52 -
79.52 -
100 100
79.52 -
100 100
100 100
100 100
100 100
100 -
100 100
2.5 2.5
100 100
50.34 50.54
50.34 50.54
50.34 50.54
50.34 50.54
50.34 50.54
50.34 50.54
50.34 50.54
50.34 50.54
50.34 50.54
50.34 50.54
100 100
100 100
79.52 -

* Fundo Holdings AS and Nor-Wheels AS are 45.3% owned by Timminco, for which the Company owns 50.34%. Therefore, the Company
indirectly holds 22.8% of these companies. Bogala Graphite is owned by Graphit Kropfmuhl, for which the Company owns 79.52%. Therefore,

the Company indirectly holds 70.2% of this company.
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2. Property, plant and equipment

Cost

Balance at January 1, 2008
Additions

Balance at December 31, 2008
Depreciation

Balance at January 1, 2008
Depreciation

Balance at December 31, 2008
Carrying amounts

At January 1, 2008

At December 31, 2008

3. Financial Fixed Assets
Investments in Subsidiaries

The movement in subsidiaries was as follows:

Balance at January 1, 2007
Contribution in kind from shareholder

Dilution due to issuance of shares in subsidiary

Capital contribution to subsidiary
Return of capital from subsidiary
Purchase of shares

Subsidiary convertible debt
Accretion on convertible debt
Valuation of convertible debt
Subsidiary options

Income for the period

Deferred losses on derivatives
Other

Currency translation adjustment
Balance at December 31, 2007

Reclassification for provision for negative participation:

Provision for negative participation
Balance at December 31, 2007
Balance at January 1, 2008
Investment in new companies

Adjustment to subsidiary convertible debt

Subsidiary options

Income for the period

Deferred losses on derivatives
Other

Currency translation adjustment
Balance at December 31, 2008

Reclassification for provision for negative participation:

Provision for negative participation
Balance at December 31, 2008
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Leasehold
Improvements

599
599

(54)
(54)

545

Investment in
subsidiaries

(38,848)
14,185
198,935
(197.328)
42,560
1,329
530
(902)
2,199
11,870
(264)
(53)
2,629
36,842

119,583
156,425
156,425
11,316
(84)
10,073
36,695
(12,958)
(230)
(11,784)
189,453

(7,599)
181,854

Machinery and
Equipment

91
91

(20)
(20)

71

Provision for
negative
participation

(119,583)
(119,583)
(119,583)

7,599
(111,984)

Total

690
690

(74)
(74)

616

Total
(38,848)
14,185
198,935
(197.328)
42,560
1,329
530
(902)
2,199
11,870
(264)
(53)
2,629
36,842

36,842
36,842
11,316
(84)
10,073
36,695
(12,958)
(230)
(11,784)
69,870

69,870



Loans due from subsidiaries

Balance at January 1, 2007

Loans

Currency translation adjustment
Balance at December 31, 2007
Balance at January 1, 2008

Loans

Repayments

Offset against loans due to subsidiaries
Reclassification from non-current to current
Currency translation adjustment
Balance at December 31, 2008

The loan offset was formally documented and recorded
between the Company and one of its German subsidiaries
as of July 1, 2008. Amounts are loaned to subsidiaries
primarily to finance operations and working capital.

The non-current loan is due from a German subsidiary.
The loan has a term of ten years and a floating interest
rate based on EURIBOR. At year-end December 31, 2008,
this rate was 7.23%. Current loans are due from several
subsidiaries in Europe and the United States. Loans in
the amount of $126,151 are due in 2009 and loans with a
balance of $1,200 are due upon request. All current loans
have an interest rate in the range of 7.00 - 7.23% at
December 31, 2008.

Non-current loans

Current loans due

due from subsidiaries from subsidiaries Total
98,136 103,610 201,746
4,085 891 4,976
102,221 104,501 206,722
102,221 104,501 206,722
85,272 8,773 94,045
(76,362) (19,500) (95,862)
(12,126) = (12,126)
(34,191) 34,191 -
(6,523) (614]) (7.137)
58,291 127,351 185,642

4. Investment in equity instruments

The Company has a strategic investment in a growth-
based company in Iceland. This equity investment cannot
be reliably measured at fair value and is therefore ac-
counted for using a cost basis. As of December 31, 2008,
this investment amounted to $1,000.

5. Deposit

The deposit account includes a security deposit for the
Amsterdam office location of the Company.

6. Prepayments

At December 31, 2008 and 2007, prepayments primarily
represent prepaid insurance and prepaid rent for
the Company.

7. Cash and cash equivalents

Bank balances earn interest at floating rates based on
daily bank deposit rates.
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8. Capital and reserves

Issued capital
Balance at January 1, 2007 59
Foreign currency translation =
Loss on cash flow hedges, net of tax -
Net income recognized directly in equity -
Profit for the year -
Total recognized income and expense for the year -
Issuance of shares for contribution in kind 406
Issuance of shares for initial public offering 257
Costs of initial public offering
Issuance of shares to directors -
Exercise of convertible debt at subsidiary -
Accretion of convertible debt -
Valuation of convertible debt -
Dilution due to issuance of shares in subsidiary -
Equity-settled share-based payment expense -

Other -
Balance at December 31, 2007 722
Balance at January 1, 2008 722

Foreign currency translation =
Loss on cash flow hedges, net of tax =
Net income recognized directly in equity -
Profit for the year -
Total recognized income and expense for the year =

Issuance of shares from exercise of
share-based payments 2

Ownership change =
Valuation of convertible debt -

Equity-settled share-based payment
expense at subsidiary =

Equity-settled share-based payment expense -
Other -
Balance at December 31, 2008 724

At December 31, 2008, the Company’s authorized share
capital was comprised of 100,000,000 ordinary shares
(2007: 100,000,000) with a nominal share value of €0.02
(2007: €0.02). At December 31, 2008, the issued and
outstanding share capital was comprised of 26,855,586
ordinary shares (2006: 26,803,086}, with a nominal value
of €0.02 (2006: €0.02) which were fully paid.

In anticipation of the Company’s Annual General Meeting’s
adoption of the annual accounts, it is proposed that the net
income for 2008, $14,453 (2007: $11,704), be allocated to
retained earnings. All other reserves are not distributable.
There are no expected tax consequences on retained
earnings as no distributions are anticipated.

MDHC Contribution

On March 29, 2007 the Company issued a total of 549,746
Shares in consideration for the contribution in kind
(inbreng anders dan in geld) to the Company of shares
held by each subscriber in the capital of MDHC. The value
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Share
premium

103,410
286,830
(8,526)
140
1,329
528
(902)
9,245
250
392,304
392,304

3,006
(15,823)
(84)

(106)
379,297

Foreign
currency
translation
reserve

1,697

1,697
1,697
(1,547)

150
150
(10,265)

(10,265)

(10,265)

(10,115)

Shareholders Equity

Other
reserves

(264)
(264)
(264)
(13,766)

3,957
(10,073)
(10,073)

(249)
(12,958)
(13,207)

(13,207)

(1,151)
14,300

1,311
16,720

7,900

Retained
deficit

11,704
11,704
(148,840)

(303)
(137,439)
(137,439)

14,453
14,453

(124)
(123,110)

Total

59
1,697
(264)
1,433
11,704
13,137
(60,337)
287,087
(8,526)
140
1,329
528
(902)
9,245
3,957
(53)
245,664
245,664
(10,514)
(12,958)
(23,472)
14,453
(9,019)

1,857
(1,523)
(84)

1,311
16,720
(230)
254,696

of the contribution in kind in excess of the nominal value

of the issued Shares has been recorded as a voluntary

share premium (niet bedongen agio). In addition,

on April 2, 2007 the Company issued 254 Shares to The
Lanigan Trust dated March 8, 2000 in consideration for
cash (and at the same time The Lanigan Trust contributed
its shares in the capital of MDHC as voluntary share
premium).

ALD Contribution

On March 29, 2007 the Company issued 2,129,486 Shares
to ALD International in partial consideration for the

contribution in kind to the Company of all of the

outstanding shares in the capital of ALD (the remainder
of the consideration being satisfied by the Company's
assumption of a debt payable to PFW Aerospace of
approximately EUR 15,900). The value of the contribution
in kind in excess of the nominal value of the issued Shares
has been recorded as voluntary share premium payment.



Timminco Contributions

On March 29, 2007 the Company issued 173,893 Shares
to BLP in consideration for the contribution in kind to the
Company of 40,909,093 shares in the capital of Timminco.
The value of the contribution in kind in excess of the
nominal value of the issued Shares has been recorded as
voluntary share premium payment.

On June 26, 2007, the Company issued 189,840 Shares to
ALD International in consideration for the contribution
in kind to the Company of the right to have 5,601,000
Timminco shares issued to the Company. The value of
the contribution in kind in excess of the nominal value of
the issued Shares has been recorded as voluntary share
premium payment.

Share-based payments

During the year ended December 31, 2008, 52,500 share-
based payments were exercised resulting in 52,500
shares being issued. No additional shares were issued
during the year ended December 31, 2008.

A rollforward of the total shares outstanding is noted
below:

Balance at January 1, 2007 450
Effect of share split March 29 449,550
MDHC contribution March 29 550,000
ALD contribution March 29 2,129,486
Timminco contribution 1 March 29 173,893
Timminco contribution 2 April 2 189,840
Effect of share splits June 26 13,972,876
Initial public offering July 11 9,333,409
Issuance of shares to directors July 11 3,582
Balance at December 31, 2007 26,803,086
Balance at January 1, 2008 26,803,086
Exercise of share-based payments 52,500
Balance at December 31, 2008 26,855,586

9. Loans due to subsidiaries

Loans due to subsidiaries are short term loans due

to the Company’s German subsidiary. There are two loans
with denominations of €7 million and €0.7 million.

The €7 million loan bears interest at 7% while the

€0.7 million loan bears interest at 11%. The balance due
at December 31, 2008 was nil (2007: $11,488). These loans
were offset against loans due from subsidiaries through
an agreement of offset on July 1, 2008. See note 3.

10. Long term debt

The Company and its subsidiaries are parties to a long
term debt agreement that is comprised of two facilities,
a $100,000 term loan facility (the “Term Loan”) and a
$175,000 multicurrency revolving credit facility agree-
ment (the "Revolving Credit Facility”). The Term Loan
and the Revolving Credit Facility mature on August 30,
2012 (together the "Credit Facility”). The Credit Facility is
secured by substantially all of the assets of the material
subsidiaries, excluding Timminco and GK, and a 100%
pledge on all of the Timminco and GK shares which are
owned by the Company.

During the year ended December 31, 2008, the Company
borrowed under the Credit facility in order to acquire the
shares of Graphit-Kropfmihl. The remaining balance of
the borrowings is $17,000.

Interest on the borrowings is based on current LIBOR
plus a 1.25 percent margin.

The Credit Facility is subject to several affirmative and
negative covenants including, but not limited to, the
following:

e EBITDA to Net Finance Charges: Not to be less than
3.00: 1

e Net Debt to EBITDA: Not to exceed 3.75: 1

e Senior Net Debt to EBITDA: Not to exceed 2:00:1

EBITDA, Net Finance Charges, Net Debt and Senior

Net Debt are defined in the Credit Facility agreement.

Mandatory prepayment of the Credit Facility is required
upon the occurrence of (i) a change of control or (i) the
sale of all or substantially all of the business and/or
assets of the Company whether in a single transaction or
a series of related transactions.

11. Trade and other payables

Trade and other payables represent amounts owed to
related parties as well as amounts owed to professional
service firms. See note 15.

12. Amounts due to subsidiaries

Certain payroll expenses, travel and entertainment and
other expenses are paid directly by a subsidiary and billed
to the Company at cost. As of December 31, 2008 and
2007, these amounted to $2,140 and $1,597, respectively.
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13. Derivative financial instruments
Foreign currency forward contracts

At any point in time, the Company uses foreign exchange
forward contracts to hedge intergroup loans that will be
repaid in different functional currencies. These contracts
are negotiated to match the expected terms of the com-
mitments and generally mature within one year. When
necessary, these contracts are rolled over at maturity.
The Company’s foreign exchange forward contracts,
although part of the risk management strategy are treated
as economic hedges. The fair value of these contracts are
recorded in the balance sheet. As of December 31, 2008,
the Company had a derivative financial instrument asset
of $5,644 and a derivative financial liability of $2,438. As
of December 31, 2007, the Company only had a derivative
financial liability in the amount of $1,869.

14. Commitments and contingencies

The Company has entered into a lease for office space in
Amsterdam. The lease term is through March 31, 2013.

Future minimum lease payments under this lease as at
December 31 are payable as follows:

2008 2007

Less than one year 195 -
Between one and five years 634 -
More than five years = =

829 -

15. Related parties

Approximately 27% of the Company is owned by a group
of investors led by and including Safeguard International
Fund, L.P. ("Safeguard International”), an international
private equity fund that invests primarily in equity securi-
ties of companies in process industries. Two members

of the management board of the Company are Managing
Directors of Safeguard International.

Other Transactions

During 2007, the Company incurred legal and accounting
fees in association with the initial public offering. Safe-
guard International offered a portion of their own shares
for sale in the initial public offering and therefore a
proportionate amount of the costs approximating $4,526
were billed to Safeguard International. Of this amount,
$142 and $228 remains outstanding at December 31, 2008
and 2007, respectively.
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16. Employees

At December 31, 2008, the Company had 13 employees
(2007: 10).

17. Audit fees

Ernst and Young Accountants LLP has served as the
Company’s independent auditors for each of the two years
in the periods ended December 31, 2008 and December 31,
2007. The following table sets forth the total fees in
accordance with Part 9 of Book 2, article 382a of the
Netherlands Civil Code.

2008 2007

Audit fees 486 448
Audit related fees 12 1,223
Other 424 375

1,022 2,046

Audit related fees mainly comprise audit services
regarding the Company's prospectus for its initial public
offering during July 2007.

18. Other information
Article 25 of the Articles of Association

25.  Adoption of Annual Accounts

25.1  The annual accounts shall be adopted by the
general meeting.

25.2  Without prejudice to the provisions of article
23.2, the company shall ensure that the annual
accounts, the annual report and the additional
information that should be made generally avail-
able together with the annual accounts pursuant to
or in accordance with the law, are made generally
available from the day of the convocation of the
general meeting at which they are to be dealt with.

25.3  The annual accounts cannot be adopted if the
general meeting has not been able to take notice
of the auditor’s report, unless a valid ground for
the absence of the auditor’s report is given under
the other additional information referred to in
article 25.2

Amsterdam, March 30, 2009



Other Information

Appropriation of Net Profit

Pursuant to section 26 of the Articles of Association,
the Management Board shall, subject to the approval
of the Supervisory Board, be authorized to reserve
the profits in whole orin part. The General Meeting is
authorized to distribute and/or reserve any remaining
part of the profits.

AMG’s dividend policy is to retain future earnings to
finance the growth and development of its business.

As a result, the Management Board, with the approval of
the Supervisory Board, has resolved that no dividend will
be paid in respect of 2008 and that the 2008 net profits
will be added to the retained earnings.

Other Information
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To: the Shareholders meeting and Supervisory Board
of AMG Advanced Metallurgical Group N.V.

Report on the financial statements

We have audited the accompanying financial statements
2008 of AMG Advanced Metallurgical Group N.V., Amster-
dam, the Netherlands. The financial statements consist
of the consolidated financial statements and the company
financial statements. The consolidated financial state-
ments comprise the consolidated balance sheet as at
December 31, 2008, the consolidated income statement,
consolidated statement of changes in equity, consolidated
statement of cash flows for the year then ended and a
summary of significant accounting policies and other
explanatory notes. The parent company financial
statements comprise the parent company balance sheet
as at December 31, 2008, the parent company income
statement for the year then ended and the notes.

Management’s responsibility

Company’'s management is responsible for the prepara-
tion and fair presentation of the financial statements

in accordance with International Financial Reporting
Standards as adopted by the European Union and with
Part 9 of Book 2 of the Netherlands Civil Code, and for
the preparation of the report of the management board in
accordance with Part 9 of Book 2 of the Netherlands Civil
Code. This responsibility includes: designing, implement-
ing and maintaining internal control relevant to the
preparation and fair presentation of the financial state-
ments that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates
that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on the financial
statements based on our audit. We conducted our audit

in accordance with Dutch law. This law requires that we
comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance whether the
financial statements are free from material misstatement.

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

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

audit opinion.

Opinion with respect to the consolidated financial
statements

In our opinion, the consolidated financial statements

give a true and fair view of the financial position of AMG
Advanced Metallurgical Group N.V. as at December 31,
2008, and of its result and its cash flows for the year then
ended in accordance with International Financial Report-
ing Standards as adopted by the European Union and with
Part 9 of Book 2 of the Netherlands Civil Code.

Opinion with respect to the company financial statements

In our opinion, the parent company financial statements
give a true and fair view of the financial position of AMG
Advanced Metallurgical Group N.V. as at December 31,
2008, and of its result for the year then ended in accor-
dance with Part 9 of Book 2 of the Netherlands Civil Code.

Report on other legal and regulatory requirements

Pursuant to the legal requirement under 2:393 sub 5
part f of the Netherlands Civil Code, we report, to the
extent of our competence, that the management board
reportis consistent with the financial statements as
required by 2:391 sub 4 of the Netherlands Civil Code.

Den Bosch, the Netherlands, March 30, 2009
Ernst & Young Accountants LLP

/s/ A.J.M.van der Sanden
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