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Disclaimer

Deloitte LLP (“Deloitte”), is acting for the Scottish Government (“SG”) on the terms set out in the under the MCF Framework Agreement RM3745 dated
14 September 2019 (the “Engagement Letter”) in connection with the hydro generation and aluminium smelter business at Lochaber (the ”Project”), for
which SG has provided a financial guarantee. Deloitte will not be responsible to anyone other than SG for providing advice in relation to the Project.

This final report (the “Report”), which has been prepared by Deloitte, is based on the financial information provided by GFG Alliance for the nine month
financial period to 30 September 2019 and further updated information provided by GFG to the date of this report. Any financial information received
has not been verified or audited in anyway by Deloitte. The Report has been prepared for the sole purpose of providing SG an update on the financial
performance of entities in connection with the Project.

This Report does not include any consideration of the likely impact of Coronavirus (“COVID-19”) on sales, production, supply chain or any other aspects
of the business, which may have an adverse impact on the performance of the GFG Alliance. SG should consider the increasingly broad effects on the
financial condition of GFG Alliance as a result of the negative impact on Scotland and the global economy and major financial markets from COVID-19.

This draft document and its contents are confidential and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person
in whole or in part without the prior written consent of Deloitte.
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Purpose and Approach of Report

In December 2016, SG provided a Guarantee and Reimbursement Agreement
(“GRA”) to GFG for the Power Purchase Agreement (“PPA”) between the power
produced by the HydroCo, and the purchase of this power from the SmelterCo.

As a result of this guarantee, GFG was able to raise finance to facilitate the
purchase of HydroCo and SmelterCo from Rio Tinto in December 2016.

As part of the GRA, SG and GFG have agreed for certain conditions and milestones
to be met, one of which included a commitment to build an alloy wheels factory at
the Lochaber site, using the Aluminium produced by SmelterCo. This factory
would significantly increase employment in the area and boost the local economy.

This Report is provided by Deloitte LLP to SG in connection with the monitoring of
the Project, and in particular, the financial performance of the Lochaber Entities
which may affect the SG's financial exposure from its guarantee under the terms
of the Engagement Letter.

This report provides analysis of GFG’s management information over the nine month period up to 30 
September 2019.

The approach used to complete the analysis will be described, along with a
high level summary of the combined performance of the HydroCo and
SmelterCo. Individual analysis of each entity is then presented. The
financial information and explanations given in this Report have been
provided by GFG under the terms of the GRA.

GRA Requirement - 9.1.6: the Guarantor will be supplied with copy
management accounts for each of the Obligors within 3 months of the
relevant period end, or more frequently if the relevant business produces
these.

Status: Financial Statements for the period were provided for the Obligors
on 2 December 2019, within the 3 month window for provision of these
accounts, as per the GRA. The financial period covered by the provided MA
is 1 January 2019 to 30 September 2019 and the analysis will concentrate
on the latter 3 months of this timeframe (“19Q3”). Results for the first and
second quarters of the year (“19Q1” and “19Q2” respectively) will be
mentioned where appropriate for further analysis.

A comparison has been conducted of actual financial results contained in the
MA, against the Budget position for the HydroCo and SmelterCo and the
Model, which has been pro rated as necessary.

The basis for the analysis within this section stems from commentary
provided in the Scottish Ministers Report, and further discussions with GFG.

Commentary provided is shown on an exceptions basis, with comments
made only on material variances.

Purpose of Report Approach of Report





 
  

HydroCo Analysis – Balance Sheet & Cash Flow

Key points to note for the HydroCo balance sheet and cash flow are as follows:

.

Lochaber HydroCo (includes Holdco)

Balance Sheet (£m) Actual Budget Model*

Fixed Assets

Goodwill and Other Intangibles

Tangible Fixed Assets

Total Fixed Assets

Working Capital

Inventories

Trade and other receivables

Current Liabilities

Total Working Capital

Pension surplus

Amounts due for sale of smelter

Liberty Wheels Capex Loan

Intercompany - Amounts due (to) / from  Grou

Net Current Assets

Cash and Cash equivalents

Total Assets less Current Liabilities

Non Current Liabilities - Deferred Revenue

Provisions for liabilities (incl. deferred tax)

Net Assets

Cash Flow

EBITDA

Movement in WC and Group companies

Operating Cash Flow

Capex

PPA repayments

Taxation

Non Cash flow item

Additional funds from/(to) group companies

Net Cash Flow

Opening Cash and Cash Equivalents

Net Cash Flow

Closing Cash and Cash Equivalents

9 Months to Sep-19

Source: GFG Alliance Management Accounts

* Pro-rated to 9 months for the cash flow
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SmelterCo Analysis – Income Statement

Key points to note for the SmelterCo income statement are as follows:

 
 

Lochaber - SmelterCo

Income Statement (£m) Actual Budget Model*

Revenue

Wheels revenue

Cold Slab Metal Sales

Cold Remelt Metal Sales

Metal Freight

Total Revenue

Costs

Wheels costs

Material -Alumina

Material - Other

Energy (PPA)

Energy (Other)

Wages & Salaries 

Other COS

SG&A

Profit Share Smelter 

Guarantee fee

Total Costs

EBITDA

Dep. & Amort.

Operating Profit

Profit Before Tax

Tax

Profit After Tax

9 Months to Sep-19

* Pro-rated to 6 months

Source: GFG Alliance Management Accounts
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SmelterCo Analysis – Balance Sheet & Cash Flow

Key points to note for the SmelterCo balance sheet and cash flow are as
follows:

 
 

Lochaber - SmelterCo

Balance sheet (£m) Actual Budget Model*

Fixed Assets

Goodwill and Other Intangibles

Tangible Fixed Assets

Wheels Factory Capex

Total Fixed Assets

Working Capital

Inventories

Trade and other receivables

Current Liabilities

Total Working Capital

Amounts due for sale of smelter

Liberty Wheels Capex Loan

Intercompany - Amounts due (to) / from  Group

Net Current Assets

Cash and Cash equivalents

Total Assets less Current Liabilities

Provisions for liabilities (incl. deferred tax)

Net Assets

Cash Flow

EBITDA

Movement in WC and Group companies

Operating Cash Flow

Wheels Plant Capex

Capex

Taxation

Additional funds from/(to) group companies

Net Cash Flow

Opening Cash and Cash Equivalents

Net Cash Flow

Closing Cash and Cash Equivalents

Source: GFG Alliance Management Accounts

* Pro-rated to 6 months for the cash flow

9 Months to Sep-19
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