
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The following are the most significant accounting policies followed by Nemak and 
its subsidiaries, which have been consistently applied in the preparation of the 
financial information in the years presented, unless otherwise specified:

A. BASIS FOR PREPARATION
The consolidated financial statements of Nemak have been prepared in 
accordance with International Financial Reporting Standards (“IFRS”) issued 
by the International Accounting Standards Board (“IASB”). IFRS include all 
International Accounting Standards (“IAS”) in effect and all related interpretations 
issued by the International Financial Reporting Interpretations Committee 
(“IFRIC”), including those previously issued by the Standing Interpretations 
Committee (“SIC”).

The consolidated financial statements have been prepared on a historical cost 
basis, except for the cash flow hedges, which are measured at fair value and the 
net assets and the results of the operations of the Company in Argentina, an 
economy that is considered hyperinflationary, which are expressed in terms of 
the unit of current measurement as of the closing date of the reporting period.

The preparation of the consolidated financial statements in conformity with IFRS 
requires the use of certain critical accounting estimates. Additionally, 
it requires management to exercise judgment in the process of applying the 
Company’s accounting policies. The areas involving a higher degree of judgment 
or complexity, or areas where judgments and estimates are significant to the 
consolidated financial statements are disclosed in Note 5.

B. CONSOLIDATION
i. Subsidiaries
The subsidiaries are all the entities over which the Company has control. The
Company controls an entity when it is exposed or has the right to variable
returns from its interest in the entity and has the ability to use its power over the
entity to affect returns. When the Company’s participation in subsidiaries is less
than 100%, the share attributed to outside shareholders is reflected recorded
as non-controlling interest. The gain or loss of the subsidiaries, as well as their
assets and liabilities, are fully consolidated from the date on which control is
transferred to the Company and up to the date it loses such control.

The accounting method used by the Company for business combinations is 
the acquisition method. The Company defines a business combination as a 
transaction in which it gains control of a business, and through which it is able 
to direct and manage the relevant activities of the set of assets and liabilities of 
such business with the purpose of providing a return in the form of dividends, 
smaller costs or other economic benefits directly to stockholders.

The consideration transferred for the acquisition of a subsidiary is the fair 
value of the assets transferred, the liabilities incurred and the equity interests 
issued by the Company. The consideration transferred includes the fair value 
of any asset or liability resulting from a contingent consideration arrangement. 
Identifiable acquired assets and liabilities and contingent liabilities assumed in a 
business combination are initially measured at their fair values at the acquisition 
date. The Company recognizes any non-controlling interest in the acquiree based 
on the share of the non-controlling interest in the net identifiable assets of the 
acquired entity.

The Company accounts for business combinations using the predecessor method 
in a jointly controlled entity. The predecessor method involves the incorporation 
of the carrying amounts of the acquired entity, which includes the goodwill 
recognized at the consolidated level with respect to the acquiree. Any difference 
between the carrying value of the net assets acquired at the level of the 
subsidiary and its carrying amount at the level of the Company are recognized in 
stockholders’ equity.

The acquisition-related costs are recognized as expenses when incurred.

Goodwill is initially measured as excess of the sum of the consideration 
transferred and the fair value of the non-controlling interest over the net 
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identifiable assets and liabilities assured. If the consideration transferred is 
less than the fair value of the net assets of the subsidiary acquired in the case 
of a bargain purchase, the difference is recognized directly in the consolidated 
statement of income.

If the business combination is achieved in stages, the value in books at the 
acquisition date of the equity previously held by the Company in the acquired 
entity is remeasured at its fair value at the acquisition date. Any loss or gain 
resulting from such remeasurement is recorded in income of the year.

Transactions and intercompany balances and unrealized gains on transactions 
between Nemak companies are eliminated in preparing the consolidated 
financial statements. In order to ensure consistency with the policies adopted by 
the Company, the accounting policies of subsidiaries have been changed where 
deemed necessary.

As of December 31, 2021, 2020 and 2019 the subsidiaries included in the 
consolidated financial statements of Nemak were as follows:

COUNTRY (1) PERCENTAGE OF 
OWNERSHIP(%)(2)

FUNCTIONAL
CURRENCY

Nemak, S. A. B. de C. V. (Holding) Mexico U.S. dollar

Nemak Mexico, S. A. (3) Mexico 100 U.S. dollar

Modellbau Schönheide GmbH Germany 100 Euro

Corporativo Nemak, S. A. de C. V. (Adminis-
trative services) (3) Mexico 100 Mexican peso

Nemak Canada, S. A. de C. V. (Holding) Mexico 100 Mexican peso

Nemak of Canada Corporation Canada 100 Canadian dollar

Nemak Gas, S. A. de C. V. Mexico 100 Mexican peso

Nemak Automotive, S. A. de C. V. (3) Mexico 100 U.S. dollar

Camen International Trading, Inc. USA 100 U.S. dollar
Nemak Europe GmbH Germany 100 Euro
Nemak Exterior, S. L. (Holding) Spain 100 Euro
Nemak Dillingen GmbH Germany 100 Euro
Nemak Dillingen Casting GmbH & Co. KG Germany 100 Euro
Nemak Wernigerode GmbH Germany 100 Euro
Nemak Wernigerode GmbH & Co. KG Germany 100 Euro

COUNTRY (1) PERCENTAGE OF 
OWNERSHIP(%)(2)

FUNCTIONAL
CURRENCY

Nemak Linz GmbH Austria 100 Euro
Nemak Györ Kft Hungary 100 Euro
Nemak Poland Sp. Z.o.o. Poland 100 Euro
Nemak BSEU Sp. Z.o.o. Poland 100 Euro
Nemak Slovakia, S. r. o. Slovakia 100 Euro

Nemak Czech Republic, S.r.o. Czech 
Republic 100 Euro

Nemak Spain, S. L. Spain 100 Euro
Nemak Rus, LLC. Russia 100 Russian ruble
Nemak Pilsting GmbH Germany 100 Euro
Nemak Alumínio do Brazil Ltda. Brazil 100 Brazilian real

Nemak Argentina, S. R. L. Argentina 100 Argentinean peso

Nemak Nanjing Automotive 
Components Co., Ltd. China 100 Chinese renminbi 

yuan
Nemak Chongqing Automotive
Components, Co, Ltd. China 100 Chinese renminbi 

yuan

Nemak Shanghai Management Co., Ltd. China 100 Chinese renminbi 
yuan

Nemak Aluminum Casting India Private, Ltd. India 100 Indian rupee

Nemre Insurance Pte Ltd. Singapore 100 U.S. dollar
Nemak Commercial Services, Inc. USA 100 U.S. dollar
Nemak USA, Inc. USA 100 U.S. dollar
Nemak USA Services Inc. USA 100 U.S. dollar
Nemak Automotive Castings, Inc. USA 100 U.S. dollar
Nemak Izmir Döküm Sanayi A. Ş. Turkey 100 Euro
Nemak Izmir Dis Ticaret A. Ş. Turkey 100 Euro

(1) Country of company’s incorporation. 
(2) Direct and indirect ownership percentage of Nemak SAB. Share ownership percentages as of December 31, 2021, 2020 

and 2019.

(3) Corporativo Nemak S.A. de C.V. and Nemak Automotive, S.A. de C.V. merged into Nemak México, S.A. on August 1, 2021.

As of December 31, 2021, 2020 and 2019, there are no significant restrictions on 
investment in shares of the subsidiary companies mentioned above. 
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ii. Absorption (dilution) of control in subsidiaries 
The effect of absorption (dilution) of control in subsidiaries, in example, an 
increase or decrease in the percentage of control, is recorded in stockholders’ 
equity, directly in retained earnings, in the period in which the transactions 
that cause such effects occur. The effect of absorption (dilution) of control is 
determined by comparing the book value of the investment before the event of 
dilution or absorption against the book value after the relevant event. In the case 
of loss of control, the dilution effect is recognized in income.

iii.  Sale or disposal of subsidiaries
When the Company ceases to have control any retained interest in the entity is 
re-measured at fair value, and the change in the carrying amount is recognized 
in the consolidated statement of income. The fair value is the initial carrying 
value for accounting purposes for any subsequent retained interest in the 
associate, joint venture or financial asset. Any amount previously recognized 
in comprehensive income in respect of that entity is accounted for as if the 
Company had directly disposed of the related assets and liabilities. This implies 
that the amounts recognized in comprehensive income are reclassified to income 
for the year.

iv. Associates
Associates are all entities over which the Company has significant influence but 
not control. Generally, an investor must hold between 20% and 50% of the voting 
rights in an investee for it to be an associate. Investments in associates are 
accounted for using the equity method and are initially recognized at cost. The 
Company’s investment in associates includes goodwill identified at acquisition, 
net of any accumulated impairment loss.

If the equity in an associate is reduced but significant influence is maintained, 
only a portion of the amounts recognized in comprehensive income are 
reclassified to income for the year, where appropriate.

The Company’s share of profits or losses of associates, post-acquisition, is 
recognized in the consolidated statement of income and its share in other 
comprehensive income of associates is recognized as other comprehensive 
income. When the Company’s share of losses in an associate equals or exceeds 
its equity in the associate, including unsecured receivables, the Company does 
not recognize further losses unless it has incurred obligations or has made 
payments on behalf of the associate.

The Company assesses at each reporting date whether there is objective 
evidence that the investment in the associate is impaired. If so, the Company 
calculates the amount of impairment as the difference between the recoverable 
amount of the associate and its carrying value and recognizes it in “share of 
profit/loss of associates recognized by the equity method” in the consolidated 
statements of income. 

Unrealized gains on transactions between the Company and its associates are 
eliminated to the extent of the Company’s equity in such gains. Unrealized losses 
are also eliminated unless the transaction provides evidence that the asset 
transferred is impaired. In order to ensure consistency with the policies adopted 
by the Company, the accounting policies of associates have been modified. 
When the Company ceases to have significant influence over an associate, any 
difference between the fair value of the remaining investment, including any 
consideration received from the partial disposal of the investment and the book 
value of the investment is recognized in the consolidated statement of income.

C. FOREIGN CURRENCY TRANSLATION 
i. Functional and presentation currency
The amounts included in the financial statements of each of the Company’s 
subsidiaries and associates should be measured using the currency of the 
primary economic environment in which the entity operates (“the functional 
currency”). The consolidated financial statements are presented in millions of 
Mexican pesos. 

When there is a change in the functional currency of one of the subsidiaries, 
according to International Accounting Standard 21, Effects of changes in foreign 
exchange rates (“IAS 21”), this change is accounted for prospectively, translating 
at the date of the change of functional currency, all assets, liabilities, equity and 
income items to the exchange rate on that date.

ii. Transactions and balances
Transactions in foreign currencies are translated into the functional currency 
using the foreign exchange rates prevailing at the transaction date or valuation 
date when the amounts are re-measured. Gains and losses resulting from the 
settlement of such transactions and from the translation of monetary assets 
and liabilities denominated in foreign currencies at the closing exchange rates 
are recognized as foreign exchange gain or loss in the income statement, 
except for those which are deferred in comprehensive income and qualify as 
cash flow hedges.
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Changes in the fair value of securities or monetary financial assets denominated 
in foreign currency classified as available for sale are divided between 
fluctuations resulting from changes in the amortized cost of such securities 
and other changes in value. Subsequently, currency fluctuations are recognized 
in income and changes in the carrying amount arising from any other 
circumstances are recognized as part of comprehensive income.

Conversion differences of non-monetary assets, for example, investments 
classified as available for sale, are included in other comprehensive income.

Exchange differences of monetary assets classified as financial instruments at 
fair value through profit or loss are recognized in the consolidated statement of 
income as part of the gain or loss of fair value. 

Translation of subsidiaries with recording currency other than the functional 
currency.
The financial statements of foreign subsidiaries, having a recording currency 
different from their functional currency were translated into the functional 
currency in accordance with the following procedure:

a. The balances of monetary assets and liabilities denominated in the recording 
currency were translated at the closing exchange rates.

b. To the historical balances of monetary assets and liabilities and stockholders’ 
equity translated into the functional currency there were added the 
movements occurred during the period, which were translated at historical 
exchange rates. In the case of the movements of non-monetary items 
recognized at fair value, which occurred during the period, stated in the 
recording currency, these were translated using the historical exchange rates 
in effect on the date when the fair value was determined.

c. Income, costs and expenses of the periods, expressed in the recording 
currency, were translated at the historical exchange rate of the date they were 
accrued and recognized in the income statement, except when they arose from 
non-monetary items, in which case the historical exchange rate of the non-
monetary items was used.

d. The exchange differences arising in the translation from the recording 
currency to the functional currency were recognized as income or expense in 
the consolidated statement of income in the period they arose.

Translation of subsidiaries with functional currency other than the presentation 
currency.
The results and financial position of all Nemak entities that have a functional 
currency different from the presentation currency are translated into the 
presentation currency as follows, depending on whether the functional currency 
comes from a non-hyperinflationary or hyperinflationary environment:

Non-hyperinflationary environment
a. Assets and liabilities for each statement of financial position presented are 

translated at the closing exchange rate at the closing date;

b. Stockholders’ equity of each consolidated statement of financial position are 
translated at historical rates.

c. Income and expenses for each statement of income are translated at an 
average exchange rate (when the average exchange rate is not a reasonable 
approximation of the cumulative effect of the rates of the transaction, to the 
exchange rate at the date of the transaction is used); and

d. The resulting exchange differences are recognized in the consolidated 
statement of other comprehensive income.

Hyperinflationary environment
a. Assets, liabilities and equity in the statement of financial position, as well as 

income and expenses in the income statement, are translated at the closing 
exchange rate of the statement of financial position, after being restated in its 
functional currency (Note 3 d.); and

b. Assets, liabilities, equity, income and expenses of the comparative period, are 
maintained according to the amount obtained in the translation of the year 
in question, that is, the financial statements of the preceding period. These 
amounts are not adjusted to subsequent exchange rates because the Company 
presents its financial information in Mexican pesos, which correspond to a 
currency of a non-hyperinflationary environment.

Goodwill and fair value adjustments arising on the acquisition date of a foreign 
transaction to measure them at their fair value are recognized as assets and 
liabilities of the foreign entity and are converted to the closing exchange rate. The 
exchange differences that arise are recognized in the consolidated statement of 
comprehensive income. 
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The primary exchange rates in the various translation processes are listed below:

Local currency to Mexican pesos

CLOSING EXCHANGE 
RATE AT DECEMBER 31,

AVERAGE EXCHANGE 
RATE AT DECEMBER 31,

COUNTRY LOCAL 
CURRENCY 2021 2020 2019 2021 2020 2019

Canada Canadian 
dollar 16.29 15.66 14.53 16.23 16.03 14.56

United 
States U.S. dollar 20.58 19.95 18.85 20.28 21.49 19.26

Brazil Brazilian 
real 3.69 3.84 4.69 3.78 4.16 4.91

Argentina Argentinean 
peso 0.20 0.24 0.31 0.21 0.31 0.41

Czech 
Republic Euro 23.41 24.41 21.15 23.99 24.51 21.56

Germany Euro 23.41 24.41 21.15 23.99 24.51 21.56

Austria Euro 23.41 24.41 21.15 23.99 24.51 21.56

Hungary Euro 23.41 24.41 21.15 23.99 24.51 21.56

Poland Euro 23.41 24.41 21.15 23.99 24.51 21.56

Slovakia Euro 23.41 24.41 21.15 23.99 24.51 21.56

Spain Euro 23.41 24.41 21.15 23.99 24.51 21.56

China 
Chinese 
renminbi 

yuan 
3.24 3.06 2.71 3.16 3.12 2.80

India Indian 
rupee 0.28 0.27 0.26 0.28 0.29 0.27

Russia Russian 
ruble 0.27 0.27 0.30 0.28 0.30 0.30

Singapore U.S. dollar 20.58 19.95 18.85 20.28 21.49 19.26

Turkey Euro 23.41 24.41 21.15 23.99 24.51 21.56

D. HYPERINFLATIONARY EFFECTS
As of July 1, 2018, the cumulative inflation from the prior 3 years in Argentina 
exceeded 100%; consequently, the Argentine peso was classified as a currency of 
a hyperinflationary economic environment. As a result, the financial statements 
of the subsidiaries located in that country, whose functional currency is the 
Argentine peso, have been restated and adjusted for inflation in accordance 
with the requirements of the International Accounting Standard 29, Financial 
Information in Hyperinflationary Economies (“IAS 29”), and have been 
consolidated in compliance with the requirements of IAS 21. The purpose of 
applying these requirements is to consider changes in the general purchasing 
power of the Argentine peso in order to present the financial statements in the 
measuring unit effective at the date of the statement of financial position. The 
financial statements before including any inflation adjustments were prepared 
using the historical cost method.

The Company determined the inflation adjustments in its consolidated financial 
statements in the following manner:

a. The amounts corresponding to non-monetary items of each statement of 
financial position, which are not measured at the date of the statement of 
financial position at their fair value or net realizable value, as the case may be, 
are restated by applying to their historical cost the change of a general price 
index from the date of acquisition or the date of its last measurement at fair 
value, to the date of the statement of financial position;

b. The amounts corresponding to monetary items of the statement of financial 
position are not restated;

c. The components of stockholders’ equity of each statement of financial position 
are restated:

1) At the beginning of the first period of application of IAS 29, except for 
retained earnings, by applying the change of a general price index from the 
dates the components were originated to the date of restatement. Restated 
retained earnings are derived from all the other balances in the statement 
of financial position;

2) At the end of the first period and in subsequent periods, all components of 
stockholders’ equity are restated by applying a general price index from the 
beginning of the period or the date of contribution, if later.
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d. Revenues and expenses are restated by applying the change in the general 
price index, from the date on which the expenses and revenues were 
recognized, up to the reporting date.

e. Gains or losses arising from the net monetary position are recognized in the 
consolidated statement of income.

The Company reflects the effects of hyperinflation on the financial information of 
its subsidiaries in Argentina using price indexes that are considered appropriate in 
accordance with Resolution 539/19 JG (the “Resolution”) of the Argentine Federation 
of Professional Councils of Economic Sciences. This resolution establishes that 
a combination of price indices should be used in the calculation of the effects of 
restatement of financial statements. Therefore, the Company has decided to use the 
Consumer Price Index (“CPI”) to restate balances and transactions. 

The effects of the restatement of the financial statements of the subsidiaries 
located in Argentina were not material, and they were included in the “Financial 
result, net” line item of the year ended December 31, 2021.

E. CASH AND CASH EQUIVALENTS
Cash and cash equivalents include cash on hand, bank deposits available for 
operations and other short-term investments of high liquidity with original 
maturities of three months or less, all of which are subject to insignificant risk 
of changes in value and maintain a high credit quality. Bank overdrafts are 
presented as loans as a part of the current liabilities.

F. RESTRICTED CASH
Cash and cash equivalents whose restrictions cause them not to comply with the 
definition of cash and cash equivalents given above, are presented in a separate 
line in the consolidated statement of financial position and are excluded from 
cash and cash equivalents in the consolidated statement cash flows.

G. FINANCIAL INSTRUMENTS
Financial assets
The Company classifies and measures its financial assets based on 
the Company’s business model to manage financial assets, and on the 
characteristics of the contractual cash flows of such assets. This way 
financial assets can be classified at amortized cost, at fair value through other 
comprehensive income, and at fair value through profit or loss. Management 
determines the classification of its financial assets upon initial recognition. 
Purchases and sales of financial assets are recognized at settlement date.

Financial assets are entirely written off when the right to receive the related 
cash flows expires or is transferred, and the Company has also substantially 
transferred all the risks and rewards of its ownership, as well as the control of 
the financial asset.

Classes of financial assets 
i. Financial assets at amortized cost
Financial assets at amortized cost are financial assets that i) are held within 
a business model whose objective is to hold said assets in order to collect 
contractual cash flows; and ii) the contractual terms of the financial asset give 
rise, on specified dates, to cash flows that are solely payments of principal and 
interest on the amount of outstanding principal.

ii. Financial assets at fair value through other comprehensive income 
Financial assets at fair value through other comprehensive income are financial 
assets: i) held within a business model whose objective is achieved by both 
collecting contractual cash flows and selling the financial assets; and ii) the 
contractual terms of the financial asset give rise, on specified dates, to cash 
flows that are solely payments of principal and interest on the amount of 
outstanding principal. As of December 31, 2021, 2020 and 2019, the Company 
does not have financial assets to be measured at fair value through other 
comprehensive income.

iii. Financial assets at fair value through profit or loss 
Financial assets at fair value through profit or loss, in addition to those described 
in point i in this section, are financial assets that do not meet the characteristics 
to be measured at amortized cost or fair value through other comprehensive 
income, since i) they have a business model different to those that seek to collect 
contractual cash flows, or collect contractual cash flows and sell the financial 
assets, or otherwise ii) the generated cash flows are not solely payments of 
principal and interest on the amount of outstanding principal.

Despite the aforementioned classifications, the Company can make the following 
irrevocable elections in the initial recognition of a financial asset:

a. Present the subsequent changes in the fair value of a capital investment 
in other comprehensive income, as long as the investment is not held for 
trading purposes, that is a contingent consideration recognized as a result of a 
business combination.

b. Designate a debt instrument that meets the criteria to be subsequently 
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measured at amortized cost or at fair value through other comprehensive 
results, to be measured at fair value through results, if doing so eliminates 
or significantly reduces an accounting asymmetry that would arise from the 
measurement of assets or liabilities or the recognition of gains and losses on 
them in different bases.

As of December 31, 2021, 2020 and 2019, the Company has not made any of the 
irrevocable designations described above.

Impairment of financial assets
The Company uses a new impairment model based on expected credit losses 
rather than losses incurred, applicable to financial assets subject to such 
assessment (i.e. financial assets measured at amortized cost and at fair value 
through other comprehensive income), as well as lease receivables, contract 
assets, certain written loan commitments, and financial guarantee contracts. The 
expected credit losses on these financial assets are estimated from the origin of 
the asset at each reporting date, taking as a reference the historical experience 
of the Company’s credit losses, adjusted for factors that are specific to the 
debtors or groups of debtors, the general economic conditions and an evaluation 
of both the current direction and the forecast of future conditions.

a. Trade receivables
The Company adopted the simplified expected loss calculation model, through 
which expected credit losses during the asset’s lifetime are recognized. 

The Company carries out an analysis of its portfolio of accounts receivable 
from clients, in order to determine if there are significant clients for whom it 
requires an individual evaluation; On the other hand, customers with similar 
characteristics that share credit risks (participation in the portfolio of accounts 
receivable, market type, sector, geographic area, etc.), are grouped to be 
evaluated collectively.

For the impairment assessment, the Company may include indications that the 
debtors or a group of debtors are experiencing significant financial difficulties; 
increase in the probability of debtors entering into bankruptcy or a financial 
restructuring, as well as observable data indicating that there is a considerable 
decrease in the estimate of the cash flows to be received, including arrears. 

For purposes of the previous estimate, the Company considers that the following 
constitutes an event of default, since historical experience indicates that financial 
assets are not recoverable when they meet any of the following criteria:

• The debtor fails to meet the financial covenants; or

• Information developed internally or obtained from external sources indicates 
that the debtor is unlikely to pay its creditors, including the Company, in its 
entirety (without considering any guarantee held by the Company).

The Company defined as the default threshold, the period from which the 
recovery of the account receivable subject to analysis is marginal; in this case, 
271 days of delay, which is in line with internal risk management. 

b. Other financial instruments
The Company recognizes credit losses expected during the asset’s lifetime of all 
financial instruments for which credit risk has significantly increased since its 
initial recognition (assessed on a collective or individual basis), considering all 
the reasonable and sustainable information, including the one referring to the 
future. If as of the date of presentation of the credit risk a financial instrument 
has not significantly increased since its initial recognition, the Company 
calculates the loss allowance for that financial instrument as the amount of 
expected credit losses in the following 12 months. 

In both cases, the Company recognizes in profit or loss of the period the 
decrease or increase in the expected credit loss allowance at the end of the 
period, as an impairment gain or loss. 

The Company calculates expected credit losses of a financial instrument in such 
a way that reflects: 

a. an amount of weighted probability, not biased, which is determined by the 
assessment of a range of possible results;

b. the time value of money; and

c. the reasonable and sustainable information that is available without cost or 
disproportionate effort at the date of presentation on past events, current 
conditions and forecasts of future economic conditions.

In measuring the expected credit losses, the Company does not necessarily 
identify all the possible scenarios. However, it considers the risk or probability 
that a credit loss occurs, reflecting the possibility that the payment default 
occurs and does not occur, even if that possibility is very low. In addition, the 
Company determines the period for the default to occur, and the recoverability 
rate after default.
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Management assesses the impairment model and the inputs used therein at 
least once every 3 months, in order to ensure that they remain in effect based on 
the current situation of the portfolio.

Financial liabilities
Financial liabilities that are not derivatives are initially recognized at fair value 
and subsequently are valued at the amortized cost using the effective interest 
method. Liabilities in this category are classified as current liabilities when they 
must be settled within the next 12 months; otherwise, they are classified as non-
current liabilities.

Accounts payable are obligations to pay for goods or services that have been 
acquired or received by suppliers in the ordinary course of business. Loans 
are initially recognized at their fair value, net of transaction costs incurred. The 
loans are subsequently recognized at amortized cost; any difference between 
the resources received (net of transaction costs) and the settlement value is 
recognized in the consolidated statement of income over the term of loan using 
the effective interest method.

Derecognition of financial liabilities 
The Company derecognizes financial liabilities if, and only, the Company´s 
liabilities are met, cancelled or expired. The difference between the book value of 
the financial liabilities derecognized and the consideration, is recognized in the 
consolidated statement of income. 

Additionally, when the Company incurs a refinancing transaction and the 
previous liability qualifies to be derecognized, the incurred costs of refinancing 
are recognized immediately in the consolidated statement of income at the 
extinction date of the past financial liability. 

Compensation of financial assets and liabilities
Financial assets and liabilities are offset and the net amount is presented in the 
consolidated statement of financial position when the right to offset the amounts 
recognized is legally enforceable and there is an intention to settle them on a net 
basis or to realize the asset and pay the liability simultaneously.

H. DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING ACTIVITIES
All derivative financial instruments are identified and classified as fair value 
hedges or cash flow hedges, for trading or hedging market risks and are 
recognized in the consolidated statement of financial position as assets and/or 

liabilities at fair value and subsequently measured at fair value. The fair value is 
determined based on recognized market prices and using valuation techniques 
accepted in the financial sector.

The fair value of hedging derivatives is classified as a non-current asset or 
liability if the remaining maturity of the hedged item is more than 12 months and 
as a current asset or liability if the remaining maturity of the hedged item is less 
than 12 months.

Derivative financial instruments classified as hedges are contracted for risk 
hedging purposes and meet all hedging requirements; their designation at the 
beginning of the hedging operation is documented, describing the objective, 
primary position, risks to be hedged and the effectiveness of the hedge 
relationship, characteristics, accounting recognition and how the effectiveness 
will be measured, applicable to this transaction.

Fair value hedges 
Changes in the fair value of derivative financial instruments are recorded in 
the consolidated statement of income. The change in fair value hedges and the 
change in the primary position attributable to the hedged risk are recorded in the 
consolidated statement of income in the same line item as the hedged position. 
As of December 31, 2021, 2020 and 2019, the Company has no derivative 
financial instruments classified as fair value hedges.

Cash flow hedges 
The changes in the fair value of derivative instruments associated to cash 
flow hedges are recorded in stockholders’ equity. The effective portion is 
temporarily recorded in comprehensive income, within stockholders’ equity 
and is reclassified to profit or loss when the hedged position affects them. The 
ineffective portion is immediately recorded in income.

Net investment hedge in a foreign transaction
The Company applies hedge accounting to currency risk arising from its 
investments in foreign transactions for variations in exchange rates arising 
between the functional currency of such transaction and the functional currency 
of the holding entity, regardless of whether the investment is maintained directly 
or through a sub-holding entity. Variation in exchange rates is recognized in the 
other items of comprehensive income as part of the translation effect, when the 
foreign transaction is consolidated.
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To this end, the Company designates the debt denominated in a foreign currency 
as a hedging instrument; therefore, the exchange rate effects caused by the debt 
are recognized in other components of comprehensive income, on the translation 
effects line item, to the extent that the hedge is effective. When the hedge is not 
effective, exchange differences are recognized in profit or loss.

Suspension of hedge accounting 
The Company suspends hedge accounting when the derivative financial 
instrument or the non-derivative financial instrument has expired, is cancelled 
or exercised, when the derivative or non-derivative financial instrument is not 
highly effective to offset the changes in the fair value or cash flows of the hedged 
item, or when the Company decides to cancel the hedge designation.

On suspending hedge accounting, in the case of fair value hedges, the adjustment 
to the carrying amount of a hedged amount for which the effective interest rate 
method is used, is amortized to income over the period to maturity. In the case of 
cash flow hedges, the amounts accumulated in equity as a part of comprehensive 
income remain in equity until the effects of the forecasted transaction affect 
income. In the event the forecasted transaction is not likely to occur, the income 
or loss accumulated in comprehensive income is immediately recognized 
in the consolidated statement of income. When the hedge of a forecasted 
transaction is satisfactory and subsequently does not meet the effectiveness 
test, the cumulative effects in comprehensive income in stockholders’ equity are 
proportionally transferred to the consolidated statement of income, to the extent 
the forecasted transaction impacts it.

The fair value of derivative financial instruments reflected in the consolidated 
financial statements of the Company, is a mathematical approximation of their 
fair value. It is computed using proprietary models of independent third parties 
using assumptions based on past and present market conditions and future 
expectations at the closing date.

I. INVENTORIES
Inventories are stated at the lower of cost or net realizable value. Cost is 
determined using the average cost method. The cost of finished goods and work-
in-progress includes cost of product design, raw materials, direct labor, other direct 
costs and production overheads (based on normal operating capacity), it excludes 
borrowing costs. The net realizable value is the estimated selling price in the 
normal course of business, less the applicable variable selling expenses. Costs of 
inventories include any gain or loss transferred from other comprehensive income 
corresponding to raw material purchases that qualify as cash flow hedges.

J. PROPERTY, PLANT AND EQUIPMENT 
Items of property, plant and equipment are recorded at cost less the accumulated 
depreciation and any accrued impairment losses. Costs include expenses directly 
attributable to the asset acquisition.

Subsequent costs are included in the asset’s carrying amount or recognized as 
a separate asset, as appropriate, only when it is probable that future economic 
benefits associated with the item will flow to the Company and the cost of the 
item can be reliably measured. The carrying amount of the replaced part is 
derecognized. Repairs and maintenance are recognized in the consolidated 
statement of income during the year they are incurred. Major improvements are 
depreciated over the remaining useful life of the related asset. 

When the Company carries out major repairs or maintenance of its property, 
plant and equipment assets, and the cost is recognized in the book value of the 
corresponding asset as a replacement, provided that the recognition criteria are 
met, the remaining portion of any major repair or maintenance is derecognized. 
The Company subsequently depreciates the recognized cost in the useful life 
assigned to it, based on its best estimate of useful life

Depreciation is calculated using the straight-line method, considering each 
of the asset’s components separately, except for land, which is not subject to 
depreciation. The estimated useful lives of asset classes are as follows:

Buildings and constructions 20 to 50 years

Machinery and equipment 10 to 30 years

Vehicles 4 to 20 years

Furniture and office equipment 6 to 15 years

Other assets 10 to 20 years

The spare parts to be used after one year and attributable to specific machinery 
are classified as property, plant and equipment in other fixed assets.

Borrowing costs related to financing of property, plant and equipment whose 
acquisition or construction takes a substantial period to be ready for its use (nine 
months or more), are capitalized as part of the cost of acquiring such qualifying 
assets, up to the moment when they are suitable for their intended use or sale.

Assets classified as property, plant and equipment are subject to impairment 
tests when events or circumstances occur indicating that the carrying amount 
of the assets may not be recoverable. An impairment loss is recognized in the 
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consolidated statement of income in other expenses, net, for the amount by 
which the carrying amount of the asset exceeds its recoverable amount. The 
recoverable amount is the higher of fair value less costs to sell and value in use. 

The residual value and useful lives of assets are reviewed at least at the end of 
each reporting period and, if expectations differ from previous estimates, the 
changes are accounted for as a change in accounting estimate.

As of December 31, 2020 and 2019, the Company made changes in the estimated 
useful life of its fixed assets as will generate future economic benefits for a 
period longer than previously estimated which were recognized prospectively, 
representing a profit of $327 and $768, respectively, in the consolidated statement 
of income, with respect to the depreciation that would have been recognized 
without such revisions in the estimate.  The Company did not make any changes in 
the estimated useful life of its fixed assets  as of December 31, 2021.  

Gains and losses on disposal of assets are determined by comparing the sale 
value with the carrying amount and are recognized in other expenses, net, in the 
consolidated statement of income.

K. LEASES
The Company as lessee
The Company evaluates whether a contract is or contains a lease agreement 
at inception of a contract. A lease is defined as an agreement or part of an 
agreement that conveys the right to control the use of an identified asset for 
a period of time in exchange for a consideration. The Company recognizes a 
right-of-use asset and the corresponding lease liability, for all lease agreements 
in which it acts as lessee, except in the following cases: short-term leases 
(defined as leases with a lease term of less than 12 months); leases of low-value 
assets (defined as leases of assets with an individual market value of less than 
US$5,000 (five thousand dollars); and, lease agreements whose payments are 
variable (without any contractually defined fixed payment). For these agreements, 
which exempt the recognition of an asset for right-of-use and a lease liability, the 
Company recognizes the rent payments as an operating expense in a straight-
line method over the lease period.

The right-of-use asset comprises all lease payments discounted at present 
value; the direct costs to obtain a lease; the advance lease payments; and the 
obligations of dismantling or removal of assets. The Company depreciates the 
right-of-use asset over the shorter of the lease term or the useful life of the 
underlying asset; therefore, when the lessee will exercise a purchase option, the 

lessee shall depreciate the right-of-use asset from the commencement date to 
the end of the useful life of the underlying asset. Depreciation begins on the lease 
commencement date.

The lease liability is initially measured at the present value of the future minimum 
lease payments that have not been paid at that date, using a discount rate that 
reflects the cost of obtaining funds for an amount similar to the value of the lease 
payments, for the acquisition of the underlying asset, in the same currency and 
for a similar period to the corresponding contract (incremental borrowing rate). 
When lease payments contain non-lease components (services), the Company has 
chosen, for some class of assets, not to separate them and measure all payments 
as a single lease component; however, for the rest of the class of assets, the 
Company measures the lease liability only considering lease payments, while 
all of the services implicit in the payments, are recognized directly in the 
consolidated statement of income as operating expenses. 

To determine the lease term, the Company considers the non-cancellable period, 
including the probability to exercise any right to extend and/or terminate the 
lease term. 

Subsequently, the lease liability is measured increasing the carrying amount 
to reflect interest on the lease liability (using the effective interest method) and 
reducing the carrying amount to reflect the lease payments made.

When there is a modification in future lease payments resulting from changes in 
an index or a rate used to determine those payments, the Company remeasures 
the lease liability when the adjustment to the lease payments takes effect, without 
reassessing the discount rate. However, if the modifications are related to the 
lease term or exercising a purchase option, the Company reassesses the discount 
rate during the liability’s remeasurement. Any increase or decrease in the value 
of the lease liability subsequent to this remeasurement is recognized as an 
adjustment to the right-of-use asset to the same extent.

Finally, the lease liability is derecognized when the Company fulfills all lease 
payments. When the Company determines that it is probable that it will exercise 
an early termination of the contract that leads to a cash disbursement, such 
disbursement is accounted as part of the liability’s remeasurement mentioned 
in the previous paragraph; however, in cases in which the early termination does 
not involve a cash disbursement, the Company cancels the lease liability and the 
corresponding right-of-use asset, recognizing the difference immediately in the 
consolidated statement of income.  
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The Company as lessor
Leases where the Company acts as lessor are classified as financial or operating 
leases. As long as the terms of the contract substantially transfer all risks and 
benefits of the ownership to the lessee, the contract is classified as a financial 
lease. Remaining leases are classified as operating leases. 

Revenues from operating leases are recognized in a straight-line basis during 
the term of the corresponding lease. The initial direct costs incurred in the 
negotiation and organization of an operating lease are added to the carrying 
amount of the leased asset and are recognized on a straight-line basis during 
the term of the lease. Operating lease balances are recognized as accounts 
receivable for the amount of the Company’s net investment in such leases. 

L. INTANGIBLE ASSETS
Intangible assets are recognized in the consolidated statement of financial 
position when they meet the following conditions: they are identifiable, provide 
future economic benefits and the Company has control over such benefits.

Intangible assets are classified as follows:

(i) Indefinite useful life
These intangible assets are not amortized and are subject to annual impairment 
assessment. As of December 31, 2021, 2020 and 2019, no factors have been 
identified limiting the life of these intangible assets. 

(ii) Finite useful life
These assets are recognized at cost less accumulated amortization and 
impairment losses recognized. They are amortized on a straight-line basis over 
their estimated useful life, determined based on the expectation of generating 
future economic benefits, and are subject to impairment tests when triggering 
events of impairment are identified.

The estimated useful lives of intangible assets with finite useful lives are 
summarized as follows:

Development costs 5 to 10 years
Relationships with customers 5 to 17 years
Software and licenses 3 to 11 years
Trademarks and patents 15 to 20 years

a. Goodwill
Goodwill represents the excess of the acquisition cost of a subsidiary over 
the Company’s equity in the fair value of the identifiable net assets acquired, 

determined at the date of acquisition, and is not subject to amortization. 
Goodwill is shown under goodwill and intangible assets and is recognized at 
cost less accumulated impairment losses, which are not reversed. Gains or 
losses on the disposal of an entity include the carrying amount of goodwill 
related to the entity sold.

b. Development costs 
Research costs are recognized in income as incurred. Expenditures on 
development activities are recognized as intangible assets when such costs can 
be reliably measured, the product or process is technically and commercially 
feasible, potential future economic benefits are obtained and the Company intends 
and also has sufficient resources to complete the development and to use or sell 
the asset. Their amortization is recognized in income using straight-line method 
over the estimated useful life of the asset. Development expenditures that do not 
qualify for capitalization are recognized in income as incurred.

c. Other relationships with customers
The Company has recognized certain relationships with customers 
corresponding to the costs incurred to obtain new agreements with certain 
OEMs (Original Equipment Manufacturers), and which will be recognized as a 
revenue reduction over the term of these agreements. The amortization method 
used is based on the volume of units produced. As of December 31, 2021, 2020 
and 2019, the Company recorded a reduction in revenues associated with the 
amortization of these assets of $155, $168 and $165 for this item, respectively.

M. IMPAIRMENT OF NON-FINANCIAL ASSETS 
Assets that have an indefinite useful life, for example goodwill, are not 
depreciable or amortizable and are subject to annual impairment tests. Assets 
that are subject to amortization are reviewed for impairment when events 
or changes in circumstances indicate that the carrying amount may not be 
recoverable. An impairment loss is recognized for the amount by which the 
asset’s carrying amount exceeds its recoverable amount. The recoverable 
amount is the higher of the asset’s fair value less costs to sell and its value in 
use. For the purpose of assessing impairment, assets are grouped at the lowest 
levels at which there are separately identifiable cash flows (cash generating 
units). Non-financial long-term assets other than goodwill that have suffered 
impairment are reviewed for possible reversal of the impairment at each 
reporting date.

N. INCOME TAX 
The amount of income taxes in the consolidated statements of income 
represents the sum of the current and deferred income taxes.
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The amount of income taxes included in the consolidated statements of income 
represents the current tax and the effects of deferred income tax assets 
determined in each subsidiary using the asset and liability method, applying 
the rate established by the legislation enacted or substantially enacted at 
the consolidated statement of financial position date, wherever the Company 
operates and generates taxable income. The applicable rates are applied to the 
total temporary differences resulting from comparing the accounting and tax 
bases of assets and liabilities, and that are expected to be applied when the 
deferred tax asset is realized or the deferred tax liability is expected to be settled, 
considering, when applicable, any tax-loss carryforwards, prior to the recovery 
analysis. The effect of the change in current tax rates is recognized in current 
income of the period in which the rate change is determined.

Management periodically evaluates positions taken in tax returns with respect to 
situations in which the applicable law is subject to interpretation. Provisions are 
recognized when appropriate based on the amounts expected to be paid to the 
tax authorities.

Deferred tax assets are recognized only when it is probable that future taxable profits 
will exist against which the deductions for temporary differences can be taken.

The deferred income tax on temporary differences arising from investments 
in subsidiaries and associates is recognized, unless the period of reversal 
of temporary differences is controlled by Nemak and it is probable that the 
temporary differences will not reverse in the foreseeable future.

Deferred tax assets and liabilities are offset only when a legal right exists and 
offset exists when taxes are levied by the same tax authority.

O. EMPLOYEE BENEFITS 
i. Pension plans
Defined contribution plans:
A defined contribution plan is a pension plan under which the Company pays 
fixed contributions to a separate entity. The Company has no legal or constructive 
obligations to pay further contributions if the fund does not hold sufficient assets 
to pay all employees the benefits relating to their service in the current and past 
periods. Contributions are recognized as employee benefit expense on the date 
the contribution is required.

Defined benefit plans
A defined benefit plan is a plan, which specifies the amount of the pension an 
employee will receive at retirement, usually dependent on one or more factors 
such as age, years of service and compensation.

The liability recognized in the consolidated statement of financial position in 
respect of defined benefit plans is the present value of the defined benefit 
obligation at the consolidated statement of financial position date less the fair 
value of plan assets. The defined benefit obligation is calculated annually by 
independent actuaries using the projected unit credit method. The present value 
of the defined benefit obligation is determined by discounting the estimated 
future cash outflows using discount rates in conformity with the IAS 19 – 
Employee Benefits, that are denominated in the currency in which the benefits 
will be paid, and have maturities that approximate the terms of the pension 
liability. 

Actuarial gains and losses from adjustments and changes in actuarial 
assumptions are recognized directly in other comprehensive income in the year 
they occur. 

The Company determines the net finance expense (income) by applying the 
discount rate to the liabilities (assets) from net defined benefits.

Past-service costs are recognized immediately in the consolidated statements of 
income.  

ii. Post-employment medical benefits
The Company provides medical benefits to retired employees after termination 
of employment. Eligibility for these benefits usually depends on the employee 
having worked up to the retirement age and having completed a minimum 
number of years of service. The expected costs of these benefits are accrued 
over the period of employment using the same criteria as those described for 
defined benefit pension plans.

iii. Termination benefits
Termination benefits are payable when the Company terminates the employment 
contract before the normal retirement date or when the employee accepts 
voluntary severance in exchange for these benefits. The Company recognizes 
termination benefits in the first of the following dates: (a) when the Company 
can no longer withdraw the offer of these benefits, and (b) when the Company 
recognizes the costs from restructuring within the scope of the IAS 37 and it 
involves the payment of termination benefits. If there is an offer that promotes 
the termination of the employment relationship voluntarily by employees, 
termination benefits are valued based on the number of employees expected to 
accept the offer. Benefits that will be paid in the long-term are discounted at their 
present value. 
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iv. Short-term benefits 
The Company provides benefits to employees in the short-term, which may 
include wages, salaries, annual compensation and bonuses payable within 12 
months. Nemak recognizes an undiscounted provision when it is contractually 
obligated or when past practice has created an obligation. 

v. Employee participation in profit and bonuses 
The Company recognizes a liability and an expense for bonuses and employee 
profit sharing when it has a legal or assumed obligation to pay these benefits 
and determines the amount to be recognized based on the profit for the year 
after certain adjustments.

P. PROVISIONS
Liability provisions represent a present legal obligation or a constructive 
obligation as a result of past events where an outflow of resources to meet the 
obligation is likely and where the amount has been reliably estimated. Provisions 
are not recognized for future operating losses.

Provisions are measured at the present value of the expenditures expected to 
be required to settle the obligation using a pre-tax rate that reflects current 
market assessments of the value of money over time and the risks specific to the 
obligation. The increase in the provision due to the passage of time is recognized 
as interest expense. 

When there is a number of similar obligations, the likelihood that an outflow will 
be required for settlement is determined by considering the class of obligations 
as a whole. A provision is recognized even if the likelihood of an outflow with 
respect to any item included in the same class of obligations may be remote.

Provisions for legal claims are recognized when the Company has a present 
obligation (legal or assumed) as a result of past events, it is likely that an outflow 
of economic resources will be required to settle the obligation and the amount 
can be reasonably estimated. 

A restructuring provision is recorded when the Company has developed a formal 
detailed plan for the restructure, and a valid expectation for the restructure has 
been created between the people affected, possibly for having started the plan 
implementation or for having announced its main characteristics to them.

Q. SHARE-BASED PAYMENTS 
The Company has compensation plans based on the market value of Nemak 
and Alfa´s shares (the latter was considered until the spin-off date) in favor of 
certain senior executives and subsidiaries (Note 20). The conditions for granting 
such compensation to the eligible executives include compliance with certain 

financial metrics such as the level of profit achieved and remaining in the 
Company for up to 5 years, among other requirements. The Board of Directors 
has appointed a technical committee to manage the plan, and it reviews the 
estimated cash settlement of this compensation at the end of the year. The 
payment plan is always subject to the discretion of the senior management of 
Nemak. Adjustments to this estimate are charged or credited to the consolidated 
statement of income. 

The fair value of the amount payable to employees in respect of share-based 
payments which are settled in cash is recognized as an expense, with a 
corresponding increase in liabilities, over the period of service required. The 
liability is included within other liabilities and is adjusted at each reporting date 
and the settlement date. Any change in the fair value of the liability is recognized 
as compensation expense in the consolidated statement of income.

R. TREASURY SHARES 
The Company’s stockholders periodically authorize a maximum amount for the 
acquisition of the Company’s own shares. Upon the occurrence of a repurchase 
of its own shares, they become treasury shares and the amount is presented 
as a reduction to stockholders’ equity at the purchase price. These amounts are 
stated at their historical value. As of December 31, 2021 and 2019, $46 and $5 
were repurchased, respectively. 

S. CAPITAL STOCK 
Nemak SAB’s common shares are classified as capital stock within stockholders’ 
equity. Incremental costs directly attributable to the issuance of new shares are 
included in equity as a reduction from the consideration received, net of tax.

T. COMPREHENSIVE INCOME 
Comprehensive income is composed of net income plus the annual effects 
of their capital reserves, net of taxes, which are comprised of the translation 
of foreign subsidiaries, the effects of derivative cash flow hedges, actuarial 
gains or losses, net investment hedges, the effects of the change in the fair 
value of financial instruments available for sale, the equity in other items of 
comprehensive income of associates, and other items specifically required 
to be reflected in stockholders’ equity, and which do not constitute capital 
contributions, reductions and distributions.

U. SEGMENT REPORTING 
Segment information is presented consistently with the internal reporting 
provided to the chief operating decision maker who is the highest authority in 
operational decision-making, resource allocation and assessment of operating 
segment performance.
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V. REVENUE RECOGNITION 
Revenues comprise the fair value of the consideration received or to receive for 
the sale of goods and services in the ordinary course of the transactions, and 
are presented in the consolidated statements of income, net of the amount of 
variable considerations, which comprise the estimated amount of returns from 
customers, rebates and similar discounts and payments made to customers 
for the purpose of accommodating goods in attractive and favorable spaces at 
their facilities. 

To recognize revenues from contracts with customers, the comprehensive 
model for revenue accounting is applied, which is based on a five-step approach 
consisting of the following: (1) identify the contract; (2) identify performance 
obligations in the contract; (3) determine the transaction price; (4) allocate 
the transaction price to each performance obligation in the contract; and (5) 
recognize revenue when the company satisfies a performance obligation. 

Contracts with customers are given by commercial agreements with the OEM 
and complemented by purchase orders, whose costs comprise the promises 
to produce, distribute and deliver goods based on the contractual terms and 
conditions set forth, which do not imply a significant judgment to be determined. 
When there are payments related to obtaining new contracts, they are capitalized 
and amortized over the term of the contract obtained. 

The Company evaluates whether the agreements signed for the development of 
tooling, in parallel with a production contract with the OEMs, should be combined 
as a single contract. In cases where the two contracts meet the characteristics to 
be combined, the Company´s management evaluates whether the development 
of tooling represents a performance obligation, or a cost to fulfill a contract.

Based on the above, when determining the existence of separable performance 
obligations in a contract with customers, management evaluates the transfer of 
control of the good or service to the customer, for the purpose of determining the 
moment of revenue recognition related to each performance obligation.

Moreover, the payment terms identified in the majority of the sources of 
revenue are in the short-term, with variable considerations primarily focused 
on discounts and rebates of goods given to customers, without financing 
components or significant guarantees. These discounts and incentives to 
customers are recognized as a reduction to income or as sale expenses, 
according to their nature. Therefore, the allocation of the price is directly on the 
performance obligations of production, distribution and delivery, including the 
effects of variable considerations.

The Company recognizes revenue at a point in time, when control of sold 
goods has been transferred to the customer, which is given upon delivery and 
acceptance of the goods promised to the customer according to the negotiated 
incoterm. An account receivable is recognized when the performance obligations 
have been met, recognizing the corresponding revenue. 

W. ADVANCED PAYMENTS
Advanced payments mainly comprise insurance and the corporate fee paid to 
suppliers. These amounts are recorded based on the contractual value and are 
carried to the consolidated statement of income on a monthly basis during the 
life to which each advanced payment corresponds: the amount that corresponds 
to the portion to be recognized within the next 12 months is presented in current 
assets and the remaining amount is presented in non-current assets.

X. ASSETS HELD FOR SALE
Assets (and disposal groups) classified as held for sale are measured at the 
lower of carrying amount and fair value less costs to sell.

Assets and disposal groups are classified as held for sale if their carrying 
amount will be recovered through a sale transaction rather than through 
continuing use. This condition is regarded as met only when the sale is highly 
probable and the asset (or disposal group) is available for immediate sale in its 
present condition. Management must be committed to the sale which should be 
expected to qualify for recognition as a completed sale within one year from the 
date of classification.

Y. EARNINGS PER SHARE 
Earnings per share are calculated by dividing the profit attributable to the 
stockholders of the parent by the weighted average number of common shares 
outstanding during the year. As of December 31, 2021, 2020 and 2019, there are 
no dilutive effects from financial instruments potentially convertible into shares.

Z. CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES 
i. New standards and changes adopted by the Company.
In the current year, the Company has applied a number of new and amended 
IFRS and interpretations issued by the International Accounting Standards 
Board (“IASB”) that are mandatorily effective for an accounting period that 
begins on or after January 1, 2020. The conclusions related to their adoption 
are described as follows:
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Amendments to IFRS 16, Rent Concessions Related to Covid-19 after June 30, 2021

The amendments introduce a practical expedient that provides lessees the option 
not to assess whether a rent concession that meets certain conditions is a lease 
modification. The practical expedient is applicable to rent concessions occurring 
as a direct consequence of the Covid-19 pandemic and only if all of the following 
conditions are met: 

a. The change in the lease payments results in revised consideration for the
lease that is substantially the same as, or less than, the consideration for the
lease immediately preceding the change;

b. Any reduction in lease payments affects only payments originally due on or
before June 30, 2022 (originally due on or before June 30, 2021); and

c. There is no substantive change to other terms and conditions of the lease.

Additionally, the amendments include the following modifications: 

a. The lessee may apply those modifications for annual periods beginning on or
after April 1, 2021.

b. The lessees that apply those modifications may do it retrospectively,
recognizing the cumulative effect of having initially applied the modifications
as an adjustment to the initial balance of retained earnings at the beginning of
the annual period in which the lessee applies these modifications.

The Company did not have any significant impacts on its consolidated financial 
statements due to the adoption of the amendment, as it did not receive 
significant concessions during the year. 

• Phase 2 of the benchmark interest rate reform (IBOR- Amendments to IFRS
9, IAS 39, IFRS 7, IFRS 4 and IFRS 16)

Interbank offered rates (IBORs) are interest reference rates, such as LIBOR, 
EURIBOR and TIBOR, that represent the cost of obtaining unsecured funding, that 
have been questioned for their long-term viability as benchmarks. The Interest 
Rate Benchmark Reform on its phase 2, refers to the modification of financial 
assets, financial liabilities and lease liabilities, hedge accounting requirements 
and disclosure of financial instruments.

Regarding the modification of financial assets, financial liabilities and lease 
liabilities, the IASB introduced a practical expedient which implies updating the 
effective interest rate at the moment in which a fallback reserve clause is activated 
for the substitution of the reference rate defined in the contract, without requiring 
the recognition of a modification in the valuation of the financial instrument.

On the other hand, regarding the hedge accounting, the amendments to IFRS 9 
allow accounting hedging relationships, where the hedged item is the LIBOR rate, 
not to be discontinued by the elimination of such reference rate.

The Company assessed its exposure to IBOR rates and is in process of 
formalizing the interest reference rate of the only loan bearing such rate. 
Additionally, the Company does not have any derivative financial instruments 
hedging the variability of the IBOR rates. Therefore, it did not have any significant 
impacts on its consolidated financial statements due to adopting the reform. 

ii. New, revised and issued IFRS, but not yet effective
As of the authorization date of these financial statements, the Company has not
applied the new, revised and issued IFRS, but not yet effective. The Company
is in the process of determining the impact these amendments may have in its
consolidated financial statements, however, only precision effects are expected
in accounting policies:

• Amendments to IAS 16, Property, Plant and Equipment Proceeds before
Intended Use (1) 

• Amendments to IAS 37, Costs of fulfilling an onerous contract (1)

• Amendments to IFRS 9, Financial Instruments (1) 

• Amendments to IAS 1, Classifying liabilities as current or non-current (2) 

• Amendments to IAS 1 and IFRS Practice Statement 2, Disclosure of
accounting policies (2)

• Amendments to IAS 8, Definition of accounting estimates (2)

• Amendments to IAS 12, Deferred tax related to assets and liabilities arising
from a single transaction (2) 

• Amendments to IFRS 17, Insurance contracts (2) 

(1) Effective for annual reporting periods beginning on January 1, 2022
(2) Effective for annual reporting periods beginning on January 1, 2023
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