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GD ALCO LLC

STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE FINANCIAL STATEMENTS AND MANAGEMENT REPORT
FOR THE YEAR ENDED 31 DECEMBER 2019

Management is responsible for the preparation of the financial statements that present fairly

the financial position of GD Alco LLC (the “Company”) as of 31 December 2019, and the results of its
operations, changes in equity and cash flows for the year then ended, in compliance with International
Financial Reporting Standards (“IFRS”). Management is also responsible for the preparation of
management report in accordance with the Law of Georgia on Accounting, Reporting and Auditing.

In preparing the financial statements, management is responsible for:

. Properly selecting and applying accounting policies;

. Presenting information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information;

. Providing additional disclosures when compliance with the specific requirements in IFRSs are
insufficient to enable users to understand the impact of particular transactions, other events and
conditions on the Company’s financial position and financial performance;

. Making an assessment of the Company’s ability to continue as a going concemn;

. Disclosing the information in the management report as required by the Law of Georgia on
Accounting, Reporting and Auditing;

. Preparation of the management report in consistent with the financial statements.

Management is also responsible for:

. Designing, implementing and maintaining an effective and sound system of internal contrals,
throughout the Company;

. Maintaining adequate accounting records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any time the financial position of
the Company, and which enable them to ensure that the financial statements of the Company
comply with IFRS;

. Maintaining statutory accounting records in compliance with local legislation and accounting
standards;

. Taking such steps as are reasonably available to them to safeguard the assets of the Company;
and

. Preventing and detecting fraud and other irregularities.

The financial statements of the Company for the year ended 31 December 2019 were approved by
management on 24 July 2020:

On behalf of the Management:

nomr\--\-‘x A prings
David Alavidze® — Giorgi Devidze (U “ 7 /
General Director Finance Director
Thbilisi, Georgia Tbilisi, Georgia
24 July 2020 24 July 2020
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INDEPENDENT AUDITOR’S REPORT
To the Owners and Management of GD Alco LLC:
Opinion

We have audited the financial statements of GD Alco LLC (the "Company”), which
comprises the statements of financial position as of 31 December 2019, and the related
statement of comprehensive income, statement of changes in equity and statement of
cash flows for the year then ended and notes to the financial statements, including

a summary of significant accounting policies (collectively - the “financial statements”).

In our opinion, the accompanying financial statements present fairly, in all material
respects, the financial position of the Company as at 31 December 2019, and its financial
performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards ("IFRSs").

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (“"ISAs").
Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the s financial statement section of our report. We are
independent of the Company in accordance with the International Ethics Standards Board
for Accountants’ Code of Ethics for Professional Accountants (the "IESBA Code”), and we
have fulfilled our other ethical responsibilities in accordance with the IESBA Code. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our opinion.

Material Uncertainty Related to Going Concern

The accompanying financial statements have been prepared assuming that the Company
will continue as a going concern. As discussed in Note 3 to the financial statements,

the Company has negative working capital, recurring losses from operations and negative
cash flow from operations. These events or conditions, along with other matters as set
forth in Note 3, indicate that a material uncertainty exists that may cast significant doubt
on the Company's ability to continue as going concern. Management’s plans concerning
these matters are also discussed in Note 3 to the financial statements. The financial
statements do not include any adjustments that might result from the outcome of this
uncertainty. Our opinion is not modified in respect of this matter.

Other Information

Management is responsible for the other information. The other information comprises the
Management Report prepared in accordance with the requirements of the Law of Georgia
on Accounting, Reporting and Auditing. Our opinion on the financial statements does not
cover the Management Report.

In connection with our audit of the financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated. If, based on the work we have performed,
we conclude that there is a material misstatement of this other information, we are
required to report that fact.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee ("DTTL"), its
network of member firms, and their related entities. DTTL and each of its member firms are legally separate and independent
entities. DTTL (also referred to as “Deloitte Global”) dees not provide services to clients. Please see www.deloitte.com/about for
a more detailed description of DTTL and its member firms.

© 2020 Deloitte & Touche LLC. All rights reserved.



Deloitte.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements
as a whole are free from material misstatement whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not guarantee that an audit conducted in accordance with ISA’s will
always detect a material misstatement when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and
maintain professional skepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for our opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of control.

. Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Company’s internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

. Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may significant doubt on
Company’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to
the related disclosures in the financial statements, or if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Company to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the financial statements,

including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

Report on Other Legal and Regulatory Requirements

Management is responsible for the preparation of the management report in accordance
with the Law of Georgia on Accounting, Reporting and Auditing, and for such internal
control as management determines is necessary to enable the preparation of the
management report that is free from material misstatement, whether due to fraud or
error.

We performed procedures with respect to whether the management report is prepared in



accordance with the requirements of Law of Georgia on Accounting, Reporting and
Auditing and includes the information required by the Law of Georgia on Accounting,
Reporting and Auditing.

We have selected and performed procedures based on our judgment, including but not
limited to inquiries, analysis and review of documentation, comparison of the Company’s
policies, procedures, methodologies and reported information with the requirements of the
Law of Georgia on Accounting, Reporting and Auditing, as well as recalculations,
comparisons and reconciliations of numeric values and other information.

In our opinion:

. The management report for the year ended 31 December 2019 is prepared in
accordance with the requirements of Law of Georgia on Accounting, Reporting and
Auditing;

. The management report for the year ended 31 December 2019 includes the
information required by the Law of Georgia on Accounting, Reporting and Auditing;

. The information provided in the management report for the year ended 31 December
2019 is consistent, in all material respects, with the financial statements for the year
ended 31 December 2019.

étuart Leighto
te-dnd Touche LLC

on behalf of Defoit

" e
24 July 2020
Thilisi, Georgia




GD ALCO LLC

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2019
(in thousands of Georgian Lari)

Note 2019 2018
Revenue 5 43,443 37,884
Cost of sales 6 (33,865) (31,104)
Gross profit 9,578 6,780
Distribution expenses 7 (5,837) (6,342)
General and administrative expenses 8 (2,851) (2,165)
Other expense (343) (931)
Other income 310 220
Finance cost 10,15 (1,916) (1,304)
Finance Income 336 -
Foreign exchange gain, net 638 149
Loss before tax (85) (3,593)
Income tax expense (379) (275)
LOSS FOR THE YEAR (NES (3,0a8)
Other comprehensive income - -
TOTAL COMPREHENSIVE LOSS FOR THE YEAR (464) (3,868)

On behalf of the Management Board:

- i " E‘ 3 g 9 3 Pa) d?
David Wlavid Giorgi Devidze
—~ General Director Finance Director
24 July 2020 24 July 2020
- Thilisi, Georgia Thilisi, Georgia

The notes on pages 9-34 form an integral part of these financial statements.
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GD ALCO LLC

STATEMENT OF FINANICAL POSITION AS AT 31 DECEMBER 2019
(in thousands of Georgian Lari)

31 December 31 December
Note 2019 2018

ASSETS
Non-current assets
Long-Term Investment 9 9,839 -
Right-of-use assets 10 1,061 -
Property, plant and equipment 261 411
Intangible assets 62 87
Total non-current assets 11,223 498
Current assets
Inventory 11 11,237 6,748
Trade and other accounts receivables 12 13,767 12,783
Prepayments to suppliers 154 187
Taxes prepaid other than income tax 650 -
Cash and cash equivalents 13 1,595 1,184
Total current assets 27,403 20,902
TOTAL ASSETS 38,626 21,400
EQUITY
Charter capital 14 15,584 2,952
Accumulated losses (6,368) (5,904)
TOTAL EQUITY 9,216 (2,952)
LIABILITIES
Non-Current liabilities
Long-Term Lease Liability 10 787 -
Total non-current liabilities 787 -
Current liabilities
Borrowings 15 26,976 19,298
Short-Term Lease Liability 100 o = 325 -
Taxes payable other than income tax = 1,367
Income tax liability 239 68
Trade and other accounts payables 16 1,083 3,619
Total current liabilities 28,623 24,352
TOTAL LIABILITIES 29,410 24,352
TOTAL LIABILITIES AND EQUITY 38,626 21,400
On behalf of the Management:

(O ~ O -b/l) . P r3ndm
David\Alavidze- e Giorgi Devidze J Y 2 [/
General Director Finance Director
24 July 2020 24 July 2020
Thilisi, Georgia Thilisi, Georgia

The notes on pages 9-34 form an integral part of these financial statements.




GD ALCO LLC

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2019
(in thousands of Georgian Lari)

Note
Balance at 1 January 2018
Total comprehensive loss for the year
Capital contribution 14
Balance at 31 December 2018
Total comprehensive loss for the year
Capital contribution 14

Balance at 31 December 2019

On behalf of the Management Board:

e
M/

fo =
David\&lavi

General Director

24 July 2020
Thilisi, Georgia

Charter Accumulated Total

Capital losses equity
1,302 (2,036) (734)
o (3,868) (3,868)
1,650 - 1,650
2,952 (5,904) (2,952)
- (464) (464)
12,632 - 12,632
15,584 (6,368) 9,216

il
Giorgi Devidze U S
Finance Director

YS!
/

24 July 2020
Tbilisi, Georgia

The notes on pages 9-34 form an integral part of these financial statements.



GD ALCO LLC

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2019
(in thousands of Georgian Lari)

Cash flow from operating activities
Loss for the year
Adjustments for:
Income tax expense
Depreciation and amortization expense
Impairment loss recognized on receivables, net
Impairment loss/(recovery of impairment losses) recognized on
prepayment to suppliers, net
Loss as a result of inventory write offs
Forex exchange gain, net
Finance cost
Finance Income
Cash outflow from operating activities before changes
in operating assets and liabilities
(Increase)/decrease in trade and other receivables
Increase in prepayments to suppliers
(Increase)/decrease in inventory
(Increase)/decrease in taxes other than income tax
(Decrease) in trade and other payables
Cash used from operations
Income taxes paid
Interest received
Interest paid
Net cash used by operating activities

Cash flows from investing activities
Purchase of long-term investment
Purchase of property, plant and equipment and Intangible assets
Proceeds from disposal of property, plant and equipment
Net cash used in investing activities

Cash flows from financing activities
Proceeds from borrowings
Repayment of borrowings
Repayment of lease principal
Capital contributions from shareholders
Net cash used in financing activities
NET INCREASE IN CASH AND CASH EQUIVALENTS

Effect of foreign exchange rate changes on cash and cash equivalents

CASH AND CASH EQUIVALENTS, at beginning of the period
CASH AND CASH EQUIVALENTS, at end of the period

On behalf of the Management Board:

| £ 200 ] o A,
Davit. Alavidza '~/

General Director

24 July 2020
Thbilisi, Georgia

Year ended 31 Year ended
December 31December
Note 2019 2018
(464) (3,868)
379 275
7,8 427 245
8,12 769 383
10 (57)
38 106
(638) (150)
10,15 1,916 1,304
(336) -
2,101 (1,762)
(1,732) 939
23 31
(4,527) 32
(2,018) 842
(2,336) (4,980)
(8,489) (4,898)
(208) (69)
252 -
10,15 (1,815) (1,245)
(10,260) (6,212)
(9,405) -
(44) (25)
21 926
(9,428) 901
15 81,211 68,685
15 (73,634) (64,043)
10 (178) =
14 12,632 1,650
20,031 6,292
343 981
68 (1)
1,184 204
1,595 1,184

[ 'g b) 3,, ﬁ?
Giorgi Devidze

Finance Director

24 July 2020
Thilisi, Georgia

The notes on pages 9-34 form an integral part of these financial statements.



GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

1.

GENERAL INFORMATION

GD Alco LLC (the "Company") is a limited liability company, which was established in Georgia on
8 December 2004 in accordance with Georgian regulations and is registered by Georgian Tax
Authorities with identification number: 205047091, The Company’s registered address is 3a
Giorgi Mdivani str., Tbilisi, Georgia.

The Company is engaged in wholesale distribution of a wide range of alcohol products of various
suppliers. The Company disposed its retail chain of distribution and retained only wholesale
distribution business in 2017.

The Company rents five warehouses in different regions to supply supermarkets and small
grocery stores as well as large hypermarkets throughout all territory of Georgia.

As at 31 December 2019 and 31 December 2018, the following shareholders owned the company:

31 December 31 December
2019 2018

Arevaco Investments Limited LLC 46.06% 456.06%
Alfordio Servisec LLC 35.19% 35.19%
Simon Esartia 5.00% 5.00%
Levan Landia 5.00% 5.00%
Uta Maziashvili 4.50% 4.50%
Vladimer Darchiashvili 4.25% 4.25%
Total 100% 100%

The number of employees of the Company as at 31 December 2019 and 31 December 2018 was
156 and 165, respectively.

APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS

The Company did not early adopt any other standards, amendments or interpretations that have
been issued and are not yet effective. The application of other new and revised IFRSs effective for
periods beginning on or after January 1, 2019 are set out below:

IFRS 16 Leases

The Company has adopted IFRS 16 Leases from January 1, 2019. IFRS 16 introduces a
comprehensive model for the identification of lease arrangements and accounting treatments for
both lessors and lessees. IFRS 16 will supersede the current lease guidance including IAS 17
Leases and the related interpretations when it becomes effective.

IFRS 16 distinguishes |eases and service contracts on the basis of whether an identified asset is
controlled by a customer. Distinctions of operating leases (off balance sheet) and finance leases
(on balance sheet) are removed for lessee accounting, and are replaced by a model where a
right-of-use asset and a corresponding liability have to be recognized for all leases by lessees (i.e.
all on balance sheet) except for short-term leases and leases of low value assets,

The right-of-use asset is initially measured at cost and subsequently measured at cost (subject to
certain exceptions) less accumulated depreciation and impairment losses, adjusted for any re-
measurement of the lease liability. The lease liability is initially measured at the present value of
the lease payments that are not paid at that date. Subsequently, the lease liability is adjusted for
interest and lease Payments, as well as the impact of lease modifications, amongst others,
Furthermore, the classification of cash flows will also be affected as operating lease payments
under IAS 17 are presented as operating cash flows; whereas under the IFRS 16 model, the lease
payments will be split into a principal and an interest portion which will be presented as financing
and operating cash flows respectively.



GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

In contrast to lessee accounting, IFRS 16 substantially carries forward the lessor accounting
requirements in IAS 17, and continues to require a lessor to classify a lease either as an
operating lease or a finance lease.

Previously, the Company recognized operating lease expense on a straight-line basis over the
term of the lease, and recognized assets and liabilities only to the extent that there was a timing
difference between actual lease payments and the expense recognized. The right-of-use asset
and lease liability in the amount of GEL 1,157 thousand was recognized as at 1 January, 2019.
The discount rate used is 10.8%. Weighted average lease term is 5 years.

The following table shows the operating lease commitments applying IAS 17 at 31 December

2018, discounted using the incremental borrowing rate at the date of initial application and the
lease liabilities recognized in the statement of financial position at the date of initial application.

Total minimum lease payments as of 31 December, 2018 =

. Additions due to lease term changes 1,502
. Effect of discounting the above amounts (345)
Lease liabilities recognized at 1, January 2019 1,157

Amendments to IFRS 9 Prepayment Features with Negative Compensation

The Company has adopted the amendments to IFRS 9 for the first time in the current year. The
amendments to IFRS 9 clarify that for the purpose of assessing whether a prepayment feature
meets the 'solely payments of principal and interest’ (SPPI) condition, the party exercising the
option may pay or receive reasonable compensation for the prepayment irrespective of the
reason for prepayment. The adoption did not result in material impact on the Company’s financial
statements.

Amendments to IAS 28 Long-term Interests in Associates and Joint Ventures

The Company has adopted the amendments to IAS 28 for the first time in the current year. The
amendment clarifies that IFRS 9, including its impairment requirements, applies to other financial
instruments in an associate or joint venture to which the equity method is not applied. These
include long-term interests that, in substance, form part of the entity’s net investment in an
associate or joint venture. The Company applies IFRS 9 to such long-term interests before it
applies IAS 28. In applying IFRS 9, the Company does not take account of any adjustments to the
carrying amount of long-term interests required by IAS 28. The adoption did not result in material
impact on the Company's financial statements.

IFRIC 23 Uncertainty over Income Tax Treatments

The Company has adopted IFRIC 23 for the first time in the current year. IFRIC 23 sets out how
to determine the accounting tax position when there is uncertainty over income tax treatments.
The Interpretation requires the Company to:

. determine whether uncertain tax positions are assessed separately or as a group; and

. Assess whether it is probable that a tax authority will accept an uncertain tax treatment
used, or proposed to be used, by an entity in its income tax filings: If yes, the Company
should determine its accounting tax position consistently with the tax treatment used or
planned to be used in its income tax filings.

. If no, the Company should reflect the effect of uncertainty in determining its accounting tax
position using either the most likely amount or the expected value method.

The adoption did not result in material impact on the Company’s financial statements.

10




GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)
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Amendments to IAS 19 Employee Benefits

The Company has adopted the amendments of IAS 19 prospectively for the first time in the
current year. The amendments clarify that the past service cost (or of the gain or loss on
settlement) is calculated by measuring the defined benefit liability (asset) using updated
assumptions and comparing benefits offered and plan assets before and after the plan
amendment (or curtailment or settlement) but ignoring the effect of the asset ceiling (that may
arise when the defined benefit plan is in a surplus position). IAS 19 is now clear that the change
in the effect of the asset ceiling that may result from the plan amendment (or curtailment or
settlement) is determined in a second step and is recognized in the normal manner in other
comprehensive income.

The paragraphs that relate to measuring the current service cost and the net interest on the net
defined benefit liability (asset) have also been amended. An entity will now be required to use the
updated assumptions from this remeasurement to determine current service cost and net interest
for the remainder of the reporting period after the change to the plan. In the case of the net
interest, the amendments make it clear that for the period post plan amendment, the net interest
is calculated by multiplying the net defined benefit liability (asset) as remeasured under IAS
19.99 with the discount rate used in the remeasurement (also taking into account the effect of
contributions and benefit payments on the net defined benefit liability (asset)). The adoption did
not result in material impact on the Company’s financial statements.

Annual Improvements to IFRS Standards 2015-2017 Cycle

The Company has adopted the amendments included in the Annual improvements to IFRS
standards 2015-2017 Cycle for the first time in the current year. The Annual Improvements
include amendments to four Standards.

IAS 12 Income Taxes

The amendments clarify that an entity should recognize the income tax consequences of
dividends in profit or loss, other comprehensive income or equity according to where the entity
originally recognized the transactions that generated the distributable profits. This is the case
irrespective of whether different tax rates apply to distributed and undistributed profits.

IAS 23 Borrowing Costs

The amendments clarify that if any specific borrowing remains outstanding after the related asset
is ready for its intended use or sale, that borrowing becomes part of the funds that an entity
borrows generally when calculating the capitalization rate on general borrowings.

IFRS 3 Business Combinations

The amendments to IFRS 3 clarify that when an entity obtains control of a business that is a joint
operation, the entity applies the requirements for a business combination achieved in stages,
including remeasuring its previously held interest (PHI) in the joint operation at fair value. The
PHI to be remeasured includes any unrecognized assets, liabilities and goodwill relating to the
joint operation.

IFRS 11 Joint Arrangements

The amendments to IFRS 11 clarify that when a party that participates in, but does not have joint
control of, a joint operation that is a business obtains joint control of such a joint operation, the
entity does not remeasure its PHI in the joint operation.

The amendments did not result in material impact on the Company’s financial statements.
New and revised IFRS Standards in issue but not yet effective

At the date of authorization of these financial statements, the Company has not applied the
following new and revised IFRS standards that have been issued but are not yet effective:

. IFRS 17 - Insurance Contracts

. IFRS 10 and IAS 28 (amendments) - Sale of Contribution of Assets between an investor and
‘its Associate or Joint Venture

. Amendments to IFRS 3 - Definition of business
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GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

. Amendments to IAS 1 and IAS 8 - Definition of material

. Conceptual Framework — Amendments to References to the Conceptual Framework in IFRS
Standards

IFRS 17 Insurance Contracts

The new Standard establishes the principles for the recognition, measurement, presentation and
disclosure of insurance contracts and supersedes IFRS 4 Insurance Contracts.

The Standard outlines a General Model, which is modified for insurance contracts with direct
participation features, described as the Variable Fee Approach. The General Model is simplified if
certain criteria are met by measuring the liability for remaining coverage using the Premium
Allocation Approach.

The General Model will use current assumptions to estimate the amount, timing and uncertainty
of future cash flows and it will explicitly measure the cost of that uncertainty, it takes into account
market interest rates and the impact of policyholders’ options and guarantees. The
implementation of the Standard is likely to bring significant changes to an entity’s processes and
systems, and will require much greater co-ordination between many functions of the business,
including finance, actuarial and IT.

The Standard is effective for annual reporting periods beginning on or after 1 January 2021, with
early application permitted. It is applied retrospectively unless impracticable, in which case the
modified retrospective approach or the fair value approach is applied.

For the purpose of the transition requirements, the date of initial application is the start if the
annual reporting period in which the entity first applies the Standard, and the transition date is
the beginning of the period immediately preceding the date of initial application.

The management of the Company does not anticipate that the application of the Standard in the
future will have an impact on the Company's financial statements.

IFRS 10 Consolidated Financial Statements and IAS 28 (amendments)

The amendments to IFRS 10 and IAS 28 deal with situations where there is a sale or contribution
of assets between an investor and its associate or joint venture. Specifically, the amendments
state that gains or losses resulting from the loss of control of a subsidiary that does not contain a
business in a transaction with an associate or a joint venture that is accounted for using the
equity method, are recognized in the parent’s profit or loss only to the extent of the unrelated
investors’ interests in that associate or joint venture. Similarly, gains and losses resulting from
the remeasurement of investments retained in any former subsidiary (that has become an
associate or a joint venture that is accounted for using the equity method) to fair value are
recognized in the former parent’s profit or loss only to the extent of the unrelated investors’
interests in the new associate or joint venture.

The effective date of the amendments has yet to be set by the IASB; however, earlier application
of the amendments is permitted.

The management of the Company does not anticipate that the application of the Standard in the
future will have an impact on the Company’s financial statements.

Amendments to IFRS 3 Definition of a business

The amendments clarify that while businesses usually have outputs, outputs are not required for
an integrated set of activities and assets to qualify as a business. To be considered a business an
acquired set of activities and assets must include, at a minimum, an input and a substantive
process that together significantly contribute to the ability to create outputs.

Additional guidance is provided that helps to determine whether a substantive process has been
acquired.

The amendments introduce an optional concentration test that permits a simplified assessment of
whether an acquired set of activities and assets is not a business. Under the optional

12



GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

concentration test, the acquired set of activities and assets is not a business if substantially all of
the fair value of the gross assets acquired is concentrated in a single identifiable asset or group of
similar assets.

The amendments are applied prospectively to all business combinations and asset acquisitions for
which the acquisition date is on or after the first annual reporting period beginning on or after 1
January 2020, with early application permitted.

The management of the Company does not anticipate that the application of the Standard in the
future will have an impact on the Company’s financial statements.

o

Amendments to IAS 1 and IAS 8 Definition of material

The amendments are intended to make the definition of material in IAS 1 easier to understand
and are not intended to alter the underlying concept of materiality in IFRS Standards. The
concept of ‘obscuring’” material information with immaterial information has been included as part
of the new definition.

The threshold for materiality influencing users has been changed from 'could influence’ to ‘could
reasonably be expected to influence’.

The definition of material in IAS 8 has been replaced by a reference to the definition of material in
IAS 1. In addition, the IASB amended other Standards and the Conceptual Framework that
contain a definition of material or refer to the term ‘material’ to ensure consistency.

The amendments are applied prospectively for annual periods beginning on or after 1 January
2020, with earlier application permitted.

The management of the Company does not anticipate that the application of the Standard in the
future will have an impact on the Company'’s financial statements.

Amendments to References to the Conceptual Framework in IFRS Standards

Together with the revised Conceptual Framework, which became effective upon publication on 29
March 2018, the IASB has also issued Amendments to References to the Conceptual Framework

in IFRS Standards. The document contains amendments to IFRS 2, IFRS 3, IFRS 6, IFRS 14, IAS
1, IAS 8, IAS 34, IAS 37, IAS 38, IFRIC 12, IFRIC 19, IFRIC 20, IFRIC 22, and SIC-32.

Not all amendments, however, update those pronouncements with regard to references to and
quotes from the framework so that they refer to the revised Conceptual Framework. Some
pronouncements are only updated to indicate which version of the Framework they are
referencing to (the IASC Framework adopted by the IASB in 2001, the IASB Framework of 2010,
or the new revised Framework of 2018) or to indicate that definitions in the Standard have not
been updated with the new definitions developed in the revised Conceptual Framework.

The amendments, where they actually are updates, are effective for annual periods beginning on
or after 1 January 2020, with early application permitted.

The management of the Company does not anticipate that the application of the Standard in the
future will have an impact on the Company’s financial statements.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation. These financial statements have been prepared in accordance with
International Financial Reporting Standards ("IFRS") as issued by the IASB, and in accordance
with requirements of Law of Georgia on Accounting, Reporting and Auditing. The principal
accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consistently applied to all the periods presented, unless otherwise
stated.

Historical cost is generally based on the fair value of the consideration given in exchange for
goods and services.

13
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GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

Fair value is the price that would be received to sell an asset or paid to transfer a liability in

an orderly transaction between market participants at the measurement date, regardless of
whether that price is directly observable or estimated using another valuation technique.

In estimating the fair value of an asset or a liability, the Company takes into account

the characteristics of the asset or liability if market participants would take those characteristics
into account when pricing the asset or liability at the measurement date. Fair value for
measurement and/or disclosure purposes in these financial statements is determined on such

a basis, except for share-based payment transactions that are within the scope of IFRS 2, leasing
transactions that are within the scope of IAS 17, and measurements that have some similarities
to fair value but are not fair value, such as net realizable value in IAS 2 or value in use in IAS 36

In addition, for financial reporting purposes, fair value measurements are categorized into level 1,
2 or 3 based on the degree to which the inputs to the fair value measurements are observable
and the significance of the inputs to the fair value measurement in its entirety, which are
described as follows:

. Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities that the entity can access at the measurement date;

. Level 2 inputs are inputs, other than quoted prices included within Level 1, that are
observable for the asset or liability, either directly or indirectly; and

. Level 3 inputs are unobservable inputs for the asset or liability.

Uncertainty related to going concern. As of 31 December 2019 and 2018 current liabilities
exceeded its current assets by GEL 1,220 thousand and GEL 3,450 thousand, respectively. At these
dates the Company had accumulated losses of GEL 6,368 thousand and GEL 5,904 thousand,
respectively. In addition, during the year ended 31 December 2019 and 2018 company had loss of GEL
464 thousand and loss of GEL 3,868 thousand and negative cash flows from operations in amount of
GEL 10,260 and 6,212 respectively. The losses are attributable to the fact that the company has
disposed the retail business in 2017 and is trying to reach the effective revenue and cost structure
after the reorganization. Management’s plan resulted in decrease of loss to GEL 464 thousand,
compared to loss of GEL 3,868 thousand recorded in the year 2018. In addition, due to COVID-19
restrictions, customers, generating 50% of the Company’s revenue, were closed-down in March-
May of 2020. These events and conditions indicate that a material uncertainty exists that may cast
significant doubt on the Company’s ability to continue as going concern.

To improve the performance of the Company and respond to economic impact due to spread of
COVID-19, the management revised financial forecasts for the year 2020 and approved anti crisis
plan:

- The management closely monitors the financial situation of the Company and has prepared
projections considering three scenarios: baseline, optimistic and pessimistic. The projections
were prepared based on publicly available sources and considering all the actions taken by the
Georgian Government against COVID 19. The weighted average projections were approved by
the Management and will be used by the Company until the end of the year. The Company does
not expect revenue to decrease more than 32% by the end of 2020.

- Due to Covid-19 the Company’s management has implemented new approaches regarding
inventory and liability management, whereas it allows for returns from non-operational
customers, and uses the stock to supply functional stores. This has resulted in more effective

- debt management. As a result, in months of March-May 2020, the Company has recorded GEL
481 thousand as sales returns.

- As at 31 December 2019, the Company’s current liabilities of GEL 27,970 thousand includes
the GEL 26,975 thousand borrowings received under credit line agreement. The Company has
intensive communication with the Bank to rollover the credit line, which is done annually. There
has never been a case of a lender recalling facility ahead of time.

- The shareholders demonstrate their commitments to continue financing the Company’s
operations. The commitment is evidenced in contributions paid to the capital in subsequent
period, which amounted GEL 1,575 thousand.

- The Company has received formal commitment from the biggest shareholder Arevaco
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NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

- Investments Limited LLC on 15 July 2020 to support operating activities and

- settlement of liabilities if necessary through the provision of additional funding as required;

Functional currency. Items included in the financial statements of each of the Company's
entities are measured using the currency of the primary of the economic environment in which
the entity operates (“the functional currency”). The functional currency of the parent of

the Company is the Georgian Lari ("GEL"). The presentational currency of the financial statements
of the Company is the GEL. All values are rounded to the nearest thousand Lari, except when
otherwise indicated.

Offsetting. Financial assets and financial liabilities are offset and the net amount reported in

the statement of financial position only when there is a legally enforceable right to offset

the recognised amounts and there is an intention to settle on a net basis, or to realise the assets
and settle the liability simultaneously. Income and expense is not offset in the statement of profit
or loss unless required or permitted by any accounting standard or interpretation, and

as specifically disclosed in the accounting policies of the Company.

The principal accounting policies are set out below.

Revenue. Revenue is measured at the fair value of the consideration received or receivable.
Revenue is recognized when all the following conditions are satisfied:

. The Company has transferred to the buyer the significant risks and rewards of ownership of
the goods;

. The Company retains neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the goods sold;

. The amount of revenue can be measured reliably;

. It is probable that the economic benefits associated with the transaction will flow to the
entity; and;

. The costs incurred or to be incurred in respect of the transaction can be measured reliably.

The Company recognizes performance obligation for sale of alcohol products at a point in time,
because there is only one performance obligation. Revenue is reduced for estimated customer
returns, rebates and other similar allowances.

Leases — applicable after January 1, 2019

The Company assesses whether a contract is or contains a lease, at inception of the contract. The
Company recognizes a right-of-use asset and a corresponding lease liability with respect to all
lease arrangements in which it is the lessee, except for short-term leases (defined as leases with
a lease term of 12 months or less) and leases of low value assets (such as tablets and personal
computers, small items of office furniture and telephones). For these leases, the Company
recognizes the lease payments as an operating expense on a straight-line basis over the term of
the lease unless another systematic basis is more representative of the time pattern in which
economic benefits from the leased assets are consumed.

The lease liability is initially measured at the present value of the lease payments that are not
paid at the commencement date, discounted by using the rate implicit in the lease. If this rate
cannot be readily determined, the Company uses its incremental borrowing rate.

The lease liability is presented as a separate line in the statement of financial position.

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

The Company remeasures the lease liability (and makes a corresponding adjustment to the
related right-of-use asset) whenever:

. The lease term has changed or there is a significant event or change in circumstances
resulting in a change in the assessment of exercise of a purchase option, in which case the
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GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)

(In thousands of Georgian Lari

lease liability is remeasured by discounting the revised lease payments using a revised
discount rate.

discount rate s used).
. A lease contract is modified and the lease modification is not accounted for as a Sseparate
lease, in which case the lease liability is remeasured based on the lease term of the modified

The Company did not make any such adjustments during the periods presented.

lease payments made at or before the commencement day, less any lease incentives received
and any initial direct costs, They are subsequently measured at cost less accumulated

Whenever the Company incurs an obligation for costs to dismantle and remove a leased asset,
restore the site on which it is located or restore the underlying asset to the condition required by
the terms and conditions of the lease, a provision is recognized and measured under IAS 37. To
the extent that the costs relate to a right-of-use asset, the costs are included in the related right-
of-use asset, unless those costs are incurred to produce inventories,

Right-of-use assets are depreciated over the shorter period of lease term and useful life of the
underlying asset. If a lease transfers ownership of the underlying asset or the cost of the right-of-
use asset reflects that the Company expects to exercise a purchase option, the related right-of-
use asset is depreciated over the useful life of the underlying asset. The depreciation starts at the
commencement date of the lease.

position.

The Company applies IAS 36 to determine whether a right-of-use asset js impaired and accounts
for any identified impairment loss as described in the ‘Property, Plant and Equipment’ policy.

As a practical expedient, IFRS 16 permits a lessee not to separate non-lease components, and
instead account for any lease and associated non-lease components as a single arrangement., The
Company has used this practical expedient.

The Company is not represented as Lessor during the years ended December 31, 2019 and 2018,
Leases - applicable before January 1, 2019

The Company as lessee

i a straight-line basis over the lease
i se payments are recognized as an expense on : : . ;
&F:r:-agzgef: whtfz,rey another systematic basis is more representatn;e of :hle glr:;;?n[;altjtfggrm which
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mic benefits from the leased asset are consum -ont . . :
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GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

Foreign Currencies. Transactions in currencies other than the entity’s functional currency
(foreign currencies) are recorded at the rates of exchange prevailing at the dates of the
transactions. At each reporting date, monetary items denominated in foreign currencies are
retranslated at the rates prevailing at the reporting date. All realized and unrealized gains and
losses arising on exchange differences are included in the statement of profit or loss and other
comprehensive income for the period.

Below are exchange rates as at year end which were used by the Company for the purpose of
these financial statements:

31/12/2019 31/12/2018

GEL/USD 2.8677 2.6766
GEL/EUR 3.2095 3.0701

Income taxes. Income taxes have been provided for in accordance with Georgian legislation
enacted or substantively enacted by the reporting date. In May 2016, the parliament of Georgia
approved a change in the current corporate taxation model, with changes applicable on 1 January
2017 for all entities apart from certain financial institutions. The changed model implies zero
corporate tax rate on retained earnings and a 15% corporate tax rate on distributed earnings,
compared to the previous model of 15% tax rate charged to the company’s profit before tax,
regardless of the retention or distribution status.

The new profit tax rules are effective as of 1 January 2017, which applies to the company and
the tax base comprise both actual and deemed profit distributions, including the following:

Distributed profits;

Expenses incurred or other payments not related to economic activities;

Gratuitous supplies of goods/services and/or transfers of funds; and

Representation expenses that exceed the maximum amount defined in the tax code.

Income tax on distributed profits is recognised as an expense at the moment dividends are
declared and recorded under “income tax” in the statement of profit or loss. Current tax assets
and tax liabilities for current and previous periods are measured at the amount expected to be
obtained from or paid to tax authorities.

Tax imposed on the areas other than distributed profits as described above is recorded under “tax
expenses” in the statement of profit and loss.

Due to the changed concept of taxation the term taxable base of assets and liabilities loses its
economic meaning and deferred tax liabilities and assets as defined in IAS 12-Income Tax, are
not applicable under new corporate taxation model.

Property, plant and equipment. Property, plant and equipment are stated at cost, less
accumulated depreciation and provision for impairment, where required.

Costs of minor repairs and maintenance are expensed when incurred. Cost of replacing major
parts or components of property, plant and equipment items are capitalized and the replaced part
is retired.

At each end of the reporting period management assesses whether there is any indication of
impairment of property, plant and equipment. If any such indication exists, management
estimates the recoverable amount, which is determined as the higher of an asset’s fair value less
costs to sell and its value in use. The carrying amount is reduced to the recoverable amount and
the impairment loss is recognised in profit or loss for the year. An impairment loss recognised for
an asset in prior years is reversed where appropriate if there has been a change in the estimates
used to determine the asset’s value in use or fair value less costs to sell.

Gains and losses on disposals are determined by comparing proceeds with carrying amount and
are recognised in profit or loss for the year within other income or costs.

Depreciation. Depreciation on property, plant and equipment is calculated using the straight-line
method to allocate their cost to their residual values over their estimated useful lives.
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NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

The estimated useful lives, residual values and depreciation method are reviewed at the end of
each reporting period, with the effect of any changes in estimate accounted for on a prospective
basis. Depreciation rates are as follows:

Depreciation rates

Machinery and equipment 20%
Transport 20%
Office equipment 20%
Other 20%

The residual value of an asset is the estimated amount that the Company would currently obtain
from disposal of the asset less the estimated costs of disposal, if the asset were already of
the age and in the condition expected at the end of its useful life. The assets’ residual values and
useful lives are reviewed, and adjusted if appropriate, at the end of each reporting period.

An item of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or loss
arising on the disposal or retirement of an item of property, plant and equipment is determined
as the difference between the sales proceeds and the carrying amount of the asset and is
recognised in profit or loss.

Intangible assets acquired separately. Intangible assets with finite useful lives that are
acquired separately are carried at cost less accumulated amortization and accumulated
impairment losses. Amortization is recognized on a straight-line basis over their estimated useful
lives. The estimated useful life and amortization method are reviewed at the end of each
reporting period, with the effect of any changes in estimate being accounted for on a prospective
basis. Amortisation rate applied to intangible assets is 15%, applied on a straight line basis.

An intangible asset is derecognized on disposal, or when no future economic benefits are
expected from use or disposal. Gains or losses arising from derecognition of an intangible asset,
measured as the difference between the net disposal proceeds and the carrying amount of the
asset, are recognized in profit or loss when the asset is derecognized.

Impairment of tangible and intangible assets. At the end of each reporting period,

the Company reviews the carrying amounts of its tangible and intangible assets to determine
whether there is any indication that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimated in order to determine

the extent of the impairment loss (if any). When it is not possible to estimate the recoverable
amount of an individual asset, the Company estimates the recoverable amount of the cash-
generating unit to which the asset belongs. When a reasonable and consistent basis of allocation
can be identified, corporate assets are also allocated to individual cash-generating units, or
otherwise they are allocated to the smallest group of cash-generating units for which

a reasonable and consistent allocation basis can be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its
carrying amount, the carrying amount of the asset (or cash-generating unit) is reduced to its
recoverable amount. An impairment loss is recognised immediately in profit or loss.

When an impairment loss subsequently reverses, the carrying amount of the asset (or a cash-
generating unit) is increased to the revised estimate of its recoverable amount, but so that
the increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset (or cash-generating unit) in
prior years. A reversal of an impairment loss is recognised immediately in profit or loss.

Inventories. Inventories are stated at the lower of cost and net realizable value. Cost is
calculated using weighted average method. Net realizable value is determined as the estimated
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GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

selling price less all estimated costs of completion and costs necessary to make the sale.
Suppliers of goods provide the Company with bonuses. Bonuses received from suppliers for
meeting the set sales related qualitative measures are deducted directly from cost of sales.

Provisions. Provisions are recognised when the Company has a present obligation (legal or
constructive) as a result of a past event, it is probable that the Company will be required to settle
the obligation, and a reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle
the present obligation at the end of the reporting period, taking into account the risks and
uncertainties surrounding the obligation. When a provision is measured using the cash flows
estimated to settle the present obligation, its carrying amount is the present value of those cash
flows (when the effect of the time value of money is material).

When some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, a receivable is recognised as an asset if it is virtually certain that
reimbursement will be received and the amount of the receivable can be measured reliably.

Contingent liabilities and assets. Contingent liabilities are not recognised in the statement of
financial position, but are disclosed in the notes to the financial statements, unless the probability
of an outflow of resources embodying economic benefits is remote. Contingent assets are not
recognised in the statement of financial position but are disclosed in the financial statements
when an inflow of economic benefits is probable.

Financial instruments. Financial assets and financial liabilities are recognised in the Company'’s
statement of financial position when the Company becomes a party to the contractual provisions
of the instrument.

Financial assets and financial liabilities are initially measured at fair value. Transaction costs that
are directly attributable to the acquisition or issue of financial assets and financial liabilities (other
than financial assets and financial liabilities at fair value through profit or loss) are added to or
deducted from the fair value of the financial assets or financial liabilities, as appropriate, on initial
recognition. Transaction costs directly attributable to the acquisition of financial assets or financial
liabilities at fair value through profit or loss are recognised immediately in profit or loss.

Financial assets. All recognised financial assets are measured subsequently in their entirety at
either amortised cost or fair value, depending on the classification of the financial assets.

Classification of financial assets

Financial assets are classified, at initial recognition, as subsequently measured at amortised cost.
The classification of financial assets at initial recognition depends on the financial asset’s

contractual cash flow characteristics and the Company’s business model for managing them. The
Company measures financial assets at amortised cost if both of the following conditions are met:

. The financial asset is held within a business model with the objective to hold financial assets
in order to collect contractual cash flows, And

. The contractual terms of the financial asset give rise on specified dates to cash flows that
are ‘solely payments of principal and interest (SPPI)’ on the principal amount outstanding.
This assessment is referred to as the SPPI test and is performed at an instrument level.

Debt instruments that meet the following conditions are measured subsequently at fair value
through other comprehensive income (FVTOCI).

. the financial asset is held within a business model whose objective is achieved by both
collecting contractual cash flows and selling the financial assets; and

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

By default, all other financial assets are measured subsequently at fair value through profit or
loss (FVTPL).
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NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

Despite the foregoing, the Company may make the following irrevocable election/designation at
initial recognition of a financial asset:

. the Company may irrevocably elect to present subsequent changes in fair value of an equity
investment in other comprehensive income if certain criteria are met; and

. the Company may irrevocably designate a debt investment that meets the amortised cost or
FVTOCI criteria as measured at FVTPL if doing so eliminates or significantly reduces an
accounting mismatch.

Based on the past experience all financial assets are held in order to collect contractual cash
flows and are classified into first business model - Held to collect (H2C).

Effective interest method.

The effective interest method is @ method of calculating the amortised cost of a debt instrument
and of allocating interest income over the relevant period.

For financial assets other than purchased or originated credit-impaired financial assets (i.e. assets
that are credit-impaired on initial recognition), the effective interest rate is the rate that exactly
discounts estimated future cash receipts (including all fees and points paid or received that form
an integral part of the effective interest rate, transaction costs and other premiums or discounts)
excluding expected credit losses, through the expected life of the debt instrument, or, where
appropriate, a shorter period, to the gross carrying amount of the debt instrument on initial
recognition. For purchased or originated credit-impaired financial assets, a credit-adjusted
effective interest rate is calculated by discounting the estimated future cash flows, including
expected credit losses, to the amortised cost of the debt instrument on initial recognition.

The amortised cost of a financial asset is the amount at which the financial asset is measured at
initial recognition minus the principal repayments, plus the cumulative amortisation using the
effective interest method of any difference between that initial amount and the maturity amount,
adjusted for any loss allowance. The gross carrying amount of a financial asset is the amortised
cost of a financial asset before adjusting for any loss allowance.

Interest income is recognised using the effective interest method for debt instruments measured
subsequently at amortised cost and at FVTOCI. For financial assets other than purchased or
originated credit-impaired financial assets, interest income is calculated by applying the effective
interest rate to the gross carrying amount of a financial asset, except for financial assets that
have subsequently become credit-impaired (see below). For financial assets that have
subsequently become credit-impaired, interest income is recognised by applying the effective
interest rate to the amortised cost of the financial asset. If, in subsequent reporting periods, the
credit risk on the credit-impaired financial instrument improves so that the financial asset is no
longer credit-impaired, interest income is recognised by applying the effective interest rate to the
gross carrying amount of the financial asset.

For purchased or originated credit-impaired financial assets, the Company recognises interest
income by applying the credit-adjusted effective interest rate to the amortised cost of the
financial asset from initial recognition. The calculation does not revert to the gross basis even if
the credit risk of the financial asset subsequently improves so that the financial asset is no longer
credit-impaired.

Long-term investment. Long-term investments include the corporate bond held by the Company.
Long-term investments are carried at amortised cost using the effective interest method. Interest
income is recognised in profit or loss.

Trade and other receivables. Trade and other receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in an active market. Trade and other
receivables are measured at amortised cost using the effective interest method, less any
impairment. Interest income is recognised by applying the effective interest rate, except for
short-term receivables when the effect of discounting is immaterial.
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Cash and cash equivalents. Cash and cash equivalents include cash in hand, deposits held

at call with banks due on demand or with original maturities of less than three months. Cash and
cash equivalents are carried at amortised cost using the effective interest method. Restricted
balances are excluded from cash and cash equivalents for the purposes of the cash flow
statement. Balances restricted from being exchanged or used to settle a liability for at least
twelve months after the reporting period are included in restricted cash.

Impairment of financial assets. The Company applies the IFRS 9 simplified approach to
measuring expected credit losses which uses a lifetime expected loss allowance for all trade
receivables and contract assets. Therefore, for cash and cash equivalents and trade receivables
the Company does not track changes in credit risk, but instead recognizes a loss allowance based
on lifetime ECLs at each reporting date. The Company has established a provision approach that
is based on its historical credit loss experience, adjusted for forward-looking factors specific to the
debtors and the economic environment.

The Company considers a financial asset in default when contractual payment are 90 days past
due. However, in certain cases, the Company may also consider a financial asset to be in default
when internal or external information indicates that the Company is unlikely to receive the
outstanding contractual amounts in full before taking into account any credit enhancements held
by the company.

Uncollectible assets are written off against the related impairment loss provision after all the
necessary procedures to recover the asset have been completed and the amount of the loss has
been determined. Subsequent recoveries of amounts previously written off are credited to
impairment loss account within the profit or loss for the year.

Derecognition of financial assets. The Company derecognizes a financial asset only when the
contractual rights to the cash flows from the asset expire, or when it transfers the financial asset
and substantially all the risks and rewards of ownership of the asset to another entity. If the
Company neither transfers nor retains substantially all the risks and rewards of ownership and
continues to control the transferred asset, the Company recognises its retained interest in the
asset and an associated liability for amounts it may have to pay. If the Company retains
substantially all the risks and rewards of ownership of a transferred financial asset, the Company
continues to recognise the financial asset and also recognizes a collateralized borrowing for the
proceeds received.

On derecognition of a financial asset measured at amortised cost, the difference between the
asset’s carrying amount and the sum of the consideration received and receivable is recognized in
profit or loss. In addition, on derecognition of an investment in a debt instrument classified as at
FVTOCI, the cumulative gain or loss previously accumulated in the investments revaluation
reserve is reclassified to profit or loss.

Financial liabilities and equity instruments

Classification as debt or equity

Debt and equity instruments issued by the Company are classified as either financial liabilities or
as equity in accordance with the substance of the contractual arrangements and the definitions
of a financial liability and an equity instrument.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity
after deducting all of its liabilities. Equity instruments issued by the Company are recognized at
the proceeds received, net of direct issue costs.

Repurchase of the Company’s own equity instruments is recognized and deducted directly in

equity. No gain or loss is recognized in profit or loss on the purchase, sale, issue or cancellation of
the Company’s own equity instruments.
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Financial liabilities

Financial liabilities (represented with borrowings, trade and other accounts payable and dividends
payable) are subsequently measured at amortized cost using the effective interest method.

Derecognition of financial liabilities

The Company derecognizes financial liabilities when, and only when, the Company’s obligations
are discharged, cancelled or they expire. The difference between the carrying amount of the
financial liability derecognized and the consideration paid and payable is recognized in profit or
loss.

Charter capital. Charter capital is recognized at the fair value of the contributions received by
the Company.

Dividends. Dividends are recognized in the equity as a reduction in the period in which they are
declared. Dividends that are declared after the reporting date are treated as a subsequent event
and disclosed accordingly.

Prepaid taxes and taxes payable. Prepaid taxes are stated at their nominal value less an
allowance for estimated irrecoverable amounts. Taxes payable other than income tax are stated
at their nominal value.

Tax assets and liabilities are accumulated on a single tax account with the Revenue Service of
Georgia. The settlement is made on a net basis.

Prepayments to suppliers. Prepayments to suppliers are stated at their cost less an allowance
for irrecoverable amounts.

4. CRITICAL ACCOUNTING ESTIMATES, AND JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES

In the application of the Company’s accounting policies, which are described in note 3,
management is required to make judgements, estimates and assumptions about the carrying
amounts of assets and liabilities that are not readily apparent from other sources. The estimates
and associated assumptions are based on historical experience and other factors that are
considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period, or in the period of the revision and future periods if the revision affects
both current and future periods.

The following are the critical judgements, apart from those involving estimations (see below),
that the Company’s management has made in the process of applying the Company’s accounting
policies and that have the most significant effect on the amounts recognised in the financial
statements.

Expected Credit Loss. The Company creates expected credit loss to account for estimated
losses resulting from the inability of customers to make the required payments or suppliers to
deliver agreed products or service. When evaluating the adequacy of an expected credit loss,
management bases its estimate on current overall economic conditions, ageing of the receivables
and prepayments balances, historical write-off experience, customer and supplier
creditworthiness and changes in payment terms. Changes in the economy, industry or specific
customer and supplier conditions may require adjustments to the expected credit loss recorded in
the financial statements.

As at 31 December 2019 and 31 December 2018 expected credit losses amounted to GEL 4,047
thousand and GEL 3,910 thousand, respectively.
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5. REVENUE

During the years ended 31 December 2019 and 2018, total revenue of the Company consisted of

sales of alcoholic drinks.

During the years ended 31 December 2019 and 2018 fifty six and forty five percent of total

revenue consisted of sales to the related parties.

6. COST OF SALES

During the years ended 31 December 2019 and 2018, cost of goods sold of the Company

consisted of cost of alcoholic drinks.

7. DISTRIBUTION EXPENSES

During the years ended 31 December 2019 and 2018, distribution expenses of the Company

consisted of:

Advertising expense

Payroll and related charges

Transportation expense

Depreciation and amortization

Expenses related to short-term leases and low-cost assets

Total

8. GENERAL AND ADMINISTRATIVE EXPENSES

Year ended Year ended
31 December 31 December
2019 2018

4,321 3,904
1,234 1,828

159 182
92 130

31 298
5,837 6,342

During the years ended 31 December 2019 and 2018 general and administrative expenses of the

Company consisted of:

Payroll and related charges

Impairment loss on receivables and prepayments
Depreciation and amortization

Representative expenses

Expenses related to short-term leases and low-cost assets
Professional services

Bank Charges

Communication

Insurance Expense

Business trip expense

Stationary

Utilities

Security

Other

Total

23

Year ended
31 December

Year ended
31 December

2019 2018
877 989
779 326
335 115
191 43
170 87
143 196

a7 29

41 33

33 42

29 103

27 22

16 18

1 1

172 161
2,851 2,165
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NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(In thousands of Georgian Lari)

9.

10.

LONG-TERM INVESTMENT
At 31 December 2019 and 31 December 2018 long-term investment were as follows:
31 31
Interest December December
ccy rate Maturity 2019 2018
Corporate Bond usD 7.75% June-24 9,839 -
Total Long-term investment 9,839 -

The Company has purchased the corporate bond issued by the listed entity JSC TBC Bank Georgia.
The Corporate bond was purchased at discount of USD 36 thousand and at maturity will receive
nominal amount of USD 3,456 thousand. The corporate bonds are held by the Company within a
business model whose objective is to collect their contractual cash flows which are solely
payments of principal and interest on the principal amount outstanding. Hence the corporate
bonds are classified as at amortised cost.

The Balance is not past due and is due from the bank rated by Fitch Ratings as BB- (long-term
rating), thus no loss allowance is recognised for balance.

RIGHT-OF-USE ASSETS AND LEASE LIABILITY
At of 31 December 2019 and 1 January 2019 balances of right-us-use assets were as follow:

Warehouses

Cost

Balance at 1 January 2019 1,157

Modification of leases 133

Balance at 31 December 2019 1,290

Depreciation

Balance at 1 January 2019 -

Depreciation for the year (229)

Balance at 31 December 2019 (229)

Carrying amount 1,061

Movement of lease liability for the year ended 31 December 2019 was as follows:

Balance at the beginning of the period 2019
Initial recognition 1,157
Addition 133
Interest expense on lease liabilities 114
Repayment of lease interest (114)
Repayment of lease principal (178)

Balance at the end of the period 1112

Weighted average lease term for the right-of-use assets is 5 years and the weighted average
lessee’s incremental borrowing rate applied to the lease liabilities is 10.8%.
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Amounts recognised in profit and loss

2019
Depreciation expense (229)
Interest expense (114)
Expenses related to short-term leases and low-cost items (201)
Total (544)

31 December
Lease Liability 2019
Amounts
payable Future
under finance finance
Maturity analysis leases charges
Year 1 220 105
Year 2 244 80
Year 3 271 54
Year 4 300 25
Year 5 T 2
Total lease Liability 1,112 266
11. INVENTORY

At 31 December 2019 and 31 December 2018 inventory were as follows:

31 December

31 December

2019 2018
Finished goods 11,194 6,748
Other 43 -
TOTAL 11,237 6,748

As of 31 December 2019 and 31 December 2018, inventory with carrying amount of GEL ¥1.237
thousand and GEL 6,748 thousand, was pledged by the Company as collateral against the

borrowings (Note 15).

12. TRADE AND OTHER ACCOUNTS RECEIVABLE

At 31 December 2019 and 31 December 2018 trade and other accounts receivable, net of

allowance for irrecoverable amounts, were as follows:

31 December

31 December

2019 2018
Trade accounts receivable 17,172 16,428
Other accounts receivable 642 265
17,814 16,693
Less: expected credit loss/allowance for irrecoverable amounts (4,047) (3,910)
TOTAL 13,767 12,783

As at 31 December 2019 and 31 December 2018 receivables with carrying amount of GEL 13,767
thousand, GEL 12,783 thousand, respectively were pledged by the Company as collateral against

the borrowings (Note 15).
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(In thousands of Georgian Lari)

The impairment recognised represents the difference between the carrying amount of these trade
receivables and the present value of the expected liquidation proceeds. The Company does not
hold any collateral over these balances. The concentration of credit risk is limited due to the
customer base being large and unrelated.

Analysis by aging of trade and other receivables is as follows:

31 December - less than - 31 to 60 -61to - over 90

2019 Not past 30 days days 90 days days

(GEL'000) due overdue overdue overdue overdue Total
Estimated total

gross carrying 12,242 724 1,125 435 3,288 17,814
amount at default

Lifetime ECL (245) (72) (225) (217) (3,288) (4,047)
31 December - less than -31to 60 -61to -over90

2018 Not past 30 days days 90 days days

(GEL'000) due overdue overdue overdue overdue Total
Estimated total

gross carrying 10,598 1,207 892 1,195 2,801 16,693
amount at default

Lifetime ECL (212) (121) (178) (598) (2,801) (3,910)

The Company always measures the loss allowance for trade and other receivables at an amount
equal to lifetime ECL. The expected credit losses on trade receivables are estimated using a past
default experience of the debtor and an analysis of the debtor’s current financial position, adjusted
for factors that are specific to the debtors, general economic conditions of the industry in which
the debtors operate and an assessment of both the current as well as the forecast direction of
conditions at the reporting date. The Company has recognised a loss allowance of 100 per cent
against all receivables over 90 days past due because historical experience has indicated that
these receivables are generally not recoverable.

The Company writes off a trade receivable when there is information indicating that the debtor is
in severe financial difficulty and there is no realistic prospect of recovery.

The following table shows the movement in lifetime ECL that has been recognised for trade receivables
in accordance with the simplified approach set out in IFRS 9.

Movements in the expected credit loss for the year ended 31 December 2019 and 2018 are as

follows:

Expected
credit loss
movement

Balance as at 1 January 2018 3,527
Provision for impairment/(recovery of provision) 867
Amounts written-off (484)
Balance as at 31 December 2018 3,910
Provision for impairment/(recovery of provision) 769
Amounts written-off (632)
Balance as at 31 December 2019 4,679
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Respective movements in the gross carrying amounts of trade and other receivables for the year

ended 31 December 2019 and 2018, are as follows:

Balance as at 1 January 2018
New trade and other receivables
Repayments

Amounts written-off

Balance as at 31 December 2018
New trade and other receivables
Repayments

Amounts written-off

Balance as at 31 December 2019

13. CASH AND CASH EQUIVALENTS

Gross
carrying
amount
movement

18,244
12,910
(13,914)

(547)

16,693

3,596
(1,843)
(632

17,814

At 31 December 2019 and 31 December 2018 cash and cash equivalents were as follows:

31 December

31 December

2019 2018
Cash on hand 3 50
Cash with banks 1,592 1,134
TOTAL 1,595 1,184

None of the balances with banks are past due. No loss allowance is recognised for balances with
banks due to short-term nature. Bank balances include current accounts at banks in Georgia and

are used for the purpose of the daily activities of the Company.

As at 31 December 2019 and 31 December 2018the majority of the Company’s cash in banks is

with banks rated by Fitch Ratings as B (short-term rating), BB- (long-term rating).

14. CHARTER CAPITAL

During the year 2019 and 2018 shareholders of the Company has contributed to charter capital in

amount of GEL 12,632 and GEL 1,650 thousands, respectively.

At 31 December 2019 and 2018 authorized and paid capital was GEL 15,584 thousand GEL 2,952

thousand respectively.
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(In thousands of Georgian Lari)

15.

BORROWINGS

At 31 December 2019 and 31 December 2018 borrowings were as follows:

31 31
December December
cCcy Maturity 2019 2018
Secured loans and borrowings:
TBC Bank 1SC GEL Nov-20 16,763 16,879
TBC Bank JSC GEL Jan-20 10,194 =
Non-Secured loans and
borrowings:
Georgian Distribution-Marketing 5
Company LLC GEL Mar-20 19 2,419
Total loans and borrowings 26,976 19,298
Short-term portion of loans and 26.976 19 298
borrowing , '
Long-term portion of loans and X .
borrowing
26,976 19,298

Borrowings from TBC BANK JSC have been secured by a pledge over the Company's inventory,
property, plant and equipment, and trade accounts receivable.

The borrowings are repayable as follows:

31 December 31 December

2019 2018
Due within one month 9,910 2,431
Due within one to three months 8,760 -
Due from three to twelve months 8,306 16,867
Total loans and borrowings 26,976 19,298

Movement of borrowings for the year ended 31 December 2019 and 31 December 2018 was as
follows:

Year 2019 Year 2018
Net debt at the beginning of the period 19,298 14,597
Principal addition 81,211 68,685
Interest accrued 1,802 1,304
Principal paid (73,634) (64,043)
Interest paid (1,701) (1,245)
Net debt at the end of the period 26,976 19,298

Movement of borrowings is related to short-term disbursements and repayment of the amounts
under credit-line agreements, arranged with the banks for financing the Company’s working
capital.
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16.

17.

TRADE AND OTHER ACCOUNTS PAYABLE

Trade and other accounts payable as at 31 December 2019 and 31 December 2018 were as
follows:

31 December 31 December

2019 2018
Trade payables for inventory 674 3,032
Trade payables for services 316 505
Other payables 93 82
TOTAL 1,083 3,619

As at 31 December 2019, 84% of total payables are concentrated in one supplier GD Group LLC,
which represents the entity under common control.

FINANCIAL INSTRUMENTS

Fair value measurements are analysed by level in the fair value hierarchy as follows: (i) level one
are measurements at quoted prices (unadjusted) in active markets for identical assets or
liabilities, (ii) level two measurements are valuations techniques with all material inputs
observable for the asset or liability, either directly (that is, as prices) or indirectly (that is, derived
from prices), and (iii) level three measurements are valuations not based on observable market
data (that is, unobservable inputs). Management applies judgement in categorizing financial
instruments using the fair value hierarchy. If a fair value measurement uses observable inputs
that require significant adjustment, that measurement is a Level 3 measurement. The significance
of a valuation input is assessed against the fair value measurement in its entirety.

Financial assets carried at amortised cost. The estimated fair value of fixed interest rate
instruments is based on estimated future cash flows expected to be received discounted

at current interest rates for new instruments with similar credit risk and remaining maturity.
Discount rates used depend on credit risk of the counterparty. Carrying amounts of trade
receivables and other financial assets approximate fair values due to their short term maturities.
Fair value of long-term investments equals to GEL 9,778 thousand.

Liabilities carried at amortised cost. The estimated fair value of fixed interest rate
instruments with stated maturity was estimated based on expected cash flows discounted

at current interest rates for new instruments with similar credit risk and remaining maturity.
Management of the Company considers that the carrying amounts of financial liabilities recorded
in the financial statements approximate their fair values.

The fair value of cash and cash equivalents was determined using level 1 measurement and
the fair value of other financial assets and liabilities were determined using level 3 measurement.

Capital risk management - The Company manages its capital to ensure that Company will be
able to continue as a going concern while maximizing the return to the equity holder through

the optimization of the debt and equity balance. Management of the Company reviews the capital
structure on a regular basis. Based on the results of this review, the Company takes steps to
balance its overall capital structure through the payment of dividends, as well as taking of new
loans and borrowings or redemption of existing loans and borrowings.

The gearing ratio at the end of the reporting period was as follows:

31 December 31 December

2019 2018
Borrowings 26,976 19,298
Cash and cash equivalents (1,595) (1,184)
Net borrowings 25,381 18,114
Equity 9,217 (2,952)
Net debt to equity ratio 2.75 (6.14)

29



U T [ T I TR V| | i

g o

GD ALCO LLC

NOTES TO THE FINANCIAL STATEMENT
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(In thousands of Georgian Lari)

Major categories of financial instruments - The Company’s principal financial liabilities
comprise loans and borrowings, trade and other payables. The main purpose of these financial

instruments is to raise finance for the Company’s operations. The Company has various financial

assets such as trade and other receivables and cash and cash equivalents.

31 December

31 December

2019 2018
Financial assets
Long-term investment 9,839 -
Trade and other accounts receivable 13,767 12,783
Cash and cash equivalents 1,595 1,184
Total financial assets 25,201 13,967

31 December

31 December

2019 2018
Financial liabilities
Lease Liability 1,112 -
Borrowings 26,976 19,298
Trade and other accounts payable 1,083 3,619
Total financial liabilities 29,171 22,917

The main risks arising from the Company’s financial instruments are foreign currency, interest

rate, credit and liquidity risks.

Geographical risk. The Company’s assets are located in Georgia and its business plans are
critically dependent on the stability and rule of law in the country. Georgia continues to display

certain characteristics of an emerging market. As such, the Company is exposed to any
deterioration of the business or legal environment within the country.

Foreign currency risk - Currency risk is the risk that the financial results of the Company will
be adversely impacted by changes in exchange rates to which the Company is exposed.

The Company undertakes certain transactions denominated in foreign currencies. The Company
does not use any derivatives to manage foreign currency risk exposure.

The carrying amounts of the Company’s foreign currency denominated monetary assets and
liabilities as at 31 December 2019 and 31 December 2018 were as follows:

31 December 2019 31 December 2018

USD 1 = EUR 1 = Usb 1= EUR 1 =
2.8677 3.2095 2.6766 3.0701
GEL GEL GEL GEL
Financial assets
Long-term Investment 9,839 -
Trade and other accounts receivable = 174 11 152
Cash and cash equivalents o 843 - 2
Total financial assets 9,839 1,017 11 154
Financial liabilities
Trade and other payables (18) (664) (3,009) (22)
Total financial liabilities (18) (664) (3,009) (22)
Total net position 9,821 353 (2,998) 132
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The table below details the Company’s sensitivity to strengthening/weakening of functional
currency against foreign currencies by 20% as at 31 December 2019 anc! 31 De_cember 2(_)18
The analysis was applied to monetary items at the reporting date denominated in respective

currencies.
As at 31 December 2019 USD impact EUR impact
GEL/USD + GEL/USD GEL/EUR GEL/EUR -
20% - 20% + 20% 20%
Profit/(loss) before tax 1,964 (1,964) 70 (70)
As at 31 December 2018 USD impact EUR impact
GEL/USD + GEL/USD GEL/EUR GEL/EUR -
20% - 20% + 20% 20%
Profit/(loss) before tax (600) 600 26 (26)

Interest rate risk — Interest rate risk is the risk that changes in floating interest rates will
adversely impact the financial results of the Company. The Company has limited exposure to
the interest rate risk as Company borrowed funds at only fixed interest rates.

Limitations of sensitivity analysis

The above tables demonstrate the effect of a change in a key assumption while other
assumptions remain unchanged. In reality, there is a correlation between the assumptions and
other factors. It should also be noted that these sensitivities are non-linear, and larger or smaller
impacts should not be interpolated or extrapolated from these results.

The sensitivity analysis do not take into consideration that the Company’s assets and liabilities
are actively managed. Additionally, the financial position of the Company may vary at the time
that any actual market movement occurs. For example, the Company’s financial risk management
strategy aims to manage the exposure to market fluctuations. As investment markets move past
various trigger levels, management actions could include selling investments, changing
investment portfolio allocation and taking other protective action. Consequently, the actual
impact of a change in the assumptions may not have any impact on the liabilities, whereas assets
are held at market value on the balance sheet. In these circumstances, the different
measurement bases for liabilities and assets may lead to volatility in equity.

Other limitations in the above sensitivity analyses include the use of hypothetical market
movements to demonstrate potential risk that only represent the Company’s view of possible

near-term market changes that cannot be predicted with any certainty; and the assumption that
all interest rates move in an identical fashion.

Credit risk. The Company is exposed to credit risk, which is the risk that a counterparty will not
be able to pay in full when due.

The carrying amount of accounts receivable, long-term investment and the total of cash and cash
equivalents represent the maximum amount exposed to credit risk, Although collection of
receivables and long-term investments could be influenced by economic factars, management

believes that there is no significant risk of loss to the Company beyond the provisions already
recorded.

Liquidity risk. Liquidity risk is the risk that the Company will not be able to settle all liabilities as
they are due. The following tables detail the Company's remaining contractual maturity for its
non-derivative financial liabilities with agreed repayment periods as at 31 December 2019 and
2018. The tables have been drawn up based on the undiscounted cash flows of financial liabilities
based on the earliest date on which the Company can be required to pay.
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31 December 2019

Lease Liability
Borrowings
Trade and other
accounts payable

31 December 2018

Borrowings
Trade and other
accounts payable

18. RELATED PARTY TRANSACTIONS

Less than 1 1-3 3 months
month months to 1 year 1-5 year 5+ years Total
27 54 243 788 1,112
9,910 8,760 8,306 - - 26,976
464 456 163 - - 1,083
10,401 9,270 8,712 788 - 29,171
Less than 1 1-3 3 months
month months to 1 year 1-5 year 5+ years Total
2,431 - 16,867 - = 19,298
2,187 1,121 311 = - 3,619
4,618 1,121 17,178 - - 22,917

Related parties include owners, affiliates and entities under common ownership and control with

the Company and members of key management personnel. Related parties may enter into

transactions which unrelated parties might not, and transactions between related parties may not
be effected on the same terms and conditions as transactions between unrelated parties.

In considering each possible related party relationship, attention is directed to the substance of
the relationship, and not merely the legal form. The Company had the following balances with

related parties:

Borrowings

Trade and other account receivables

Trade and other accounts payable

Revenue

Distribution expenses

General and administrative expenses

Finance cost
Other income
Other expense

Foreign exchange gain, net

Borrowings

Trade and other account receivables

Trade and other accounts payable

Revenue

Distribution expenses
General and administrative expenses

Finance cost
Other income
Other expense

Foreign exchange gain, net

31 December 2019

Owner

200

Entities under
common control

19
6,717
3,047
24,267
4,487
88

285
64

4

55

Other

31 December 2018

Owner

54

32

Entities under
common control
2,419
5,095
3,047
17,169
2,997
8%
129
410
67
128

Other

1N O

Total

19
6,920
3,047

24,299
4,487

88
285
64

55

Total
2,419
5,158
3,047

17,179
2,997
89

129
410

67

128
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19.

20.

The compensation of the key management personnel, represented with short-term employee
benefits, for the year ended 31 December 2019 and 2018 were GEL 286 thousand and GEL 359
thousand, respectively.

CONTINGENCIES AND COMITMENTS

Commitments - The Company had no material commitments outstanding as at 31 December
2019 and 2018.

Legal proceedings. As at 31 December 2019 and 2018 the Company was not engaged in any
significant litigation proceedings. Management is of the opinion that no material un-accrued
losses will be incurred and accordingly no provision has been made in these financial statements.

Taxes - Georgian tax legislation in particular may give rise to varying interpretations and
amendments. In addition, as management’s interpretation of tax legislation may differ from that
of the tax authorities, transactions may be challenged by the tax authorities, and as a result the
Company may be assessed additional taxes, penalties and interest. The Company believes that it
has already made all tax payments, and therefore no allowance has been made in the separate
financial statements. 2019 year remains open to review by the tax authorities.

Operating environment - Emerging markets such as Georgia are subject to different risks than
more developed markets; these include economic, political and social, and legal and legislative
risks. Laws and regulations affecting businesses in Georgia continue to evolve rapidly with tax
and regulatory frameworks subject to varying interpretations. The future direction of Georgia's
economy is heavily influenced by the fiscal and monetary policies adopted by the government,
together with developments in the legal, regulatory, and political environment.

For the previous year’s Georgia has experienced a number of legislative changes, which have
been largely related to Georgia’s accession plan to the European Union. Whilst the legislative
changes implemented during 2019 and 2018 paved the way, more can be expected as Georgia’s
action plan for achieving accession to the European Union continues to develop.

In addition to that, starting from early 2020 a new coronavirus disease (COVID-19) has begun
rapidly spreading all over the world resulting in announcement of the pandemic status by the
World Health Organization in March 2020. Responses put in place by many countries to contain
the spread of COVID-19 are resulting in significant operational disruption for many companies
and have significant impact on global financial markets. As the situation is rapidly evolving it may
have a significant effect on business of many companies across a wide range of sectors, including,
but not limited to such impacts as disruption of business operations as a result of interruption of
production or closure of facilities, supply chain disruptions, quarantines of personnel, reduced
demand and difficulties in raising financing. In addition, the Company may face the increasingly
broad effects of COVID-19 as a result of its negative impact on the global economy and major
financial markets. The significance of the effect of COVID-19 on the Company’s business largely
depends on the duration and the incidence of the pandemic effects on the world and Georgian
economy.

EVENTS AFTER THE REPORTING PERIOD

On March 11, 2020, the World Health Organization declared the outbreak of a respiratory disease
caused by a new coronavirus as a “pandemic”. First identified in late 2019 and known now as
COVID-19, the outbreak has impacted thousands of individuals worldwide. In response, many
countries have implemented measures to combat the outbreak, which have impacted global
business operations. As of the date of issuance of these consolidated financial statements, the
Company's operations have been affected; however, the Company continues to monitor the
situation and has taken certain preventive measures to safeguard its capital position.
Deteriorated outlook of the future caused increased volatility of the foreign exchange market
subsequent to the year-end, that has been reflected in significantly weakened Georgian Lari
compared to USD.
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COVID-19 pandemic affected the clients base and the cost structure of the Company and resulted
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PPy operational customers. Total

ousand GEL. Starting from June, the Company started to recover from

In addition, on 6 April 2020 the Company has received the additional capital contribution from the
shareholders in amount of GEL 1,575 thousand.

21. APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the Board of Directors and authorized for issue on 24
July 2020.
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MANAGEMENT REPORT
FOR THE YEAR ENDED 31 DECEMBER 2019

THE ENTITY'S BUSINESS DEVELOPMENT, PERFORMANCE AND POSITION

GD Alco LLC (the “Company”) is a limited liability company, which was established in Georgia on 8
December 2004, with an objective to perform distribution of alcoholic drinks in Georgia. It is one of the
largest distributor companies of alcohol drinks on Georgian Market.

The company rents five warehouses in different regions to supply supermarkets, grocery stores as well
as large hypermarkets and wholesale outlets throughout the territory of Georgia.

The Company has 16 years of experience and represents the leading company in the Premium Spirits
Alcoholic Drinks business in Georgia. In 2019 the Company recorded revenue of GEL 43,443 thousand.
The Gross profit margin comprised 22% in 2019. The number of employees is 156.

The company’s strategy:

« GD ALCO will continue to be among the leading distribution companies in Georgia by being
persistent in the pursuit of customer and employee excellence

« Provide the utmost in high quality value-added services to our suppliers and trade partners
through investing in and developing modern distribution systems and infrastructure

« Lead the category via expending portfolio and identifying new opportunities for growth

« Strengthen our portfolio by providing superior Marketing & Trade-Marketing services

« Appreciate and empower employees, provide the necessary recourses to support their
professional growth and development, attract new talent with different backgrounds, develop a
working environment which encourages individual discipline and teamwork

e Support the development of local trade partners

ENTITY'S FUTURE DEVELOPMENT PLANS

Spreading the Covid 19 pandemic had a significant negative impact on the world economy and
country-specific measures. Deteriorated outlook of the future caused increased volatility of the foreign
exchange market subsequent to the year-end, that has been reflected in significantly weakened
Georgian Lari compared to USD. The Company plans to consider all recommendations and law
requirements to ensure that its operations are permitted.

In 2020 Company plans to implement several projects including:

Introduce Sales force automation system

Introduce Trade Marketing Automation system

Launch new brands and increase Stock Keeping Unit range in the existing portfolio
Support development of niche alcohol categories

Deliver customer and consumer educational programs

Support development of On & Off trade partners

Develop new category development channels through corporate sales and e-commerce

REVIEW OF THE RESEARCH AND DEVELOPMENT PERFORMED BY ENTITY

There were several local research projects conducted by our team on the premium spirits category.
Furthermore, the company has been participating in a global alcohol drinks research conducted by
IWSR.

INFORMATION ON THE BREACHES OF AN ENTITY

The Company does not have any legal branches.

INFORMATION ON THE ACQUISITION OF ITS OWN SHARES

In 2019 no acquisition of own shares were made by the Company.
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FOR THE YEAR ENDED 31 DECEMBER 2019

THE ANALYSES OF KEY NON-FINANCIAL INDICATOR ARE THE FOLLOWING:

The analysis of key financial indicators are the following:

2019 2018
1 Revenue 43,443 37,884
2 Gross profit 9,578 6,780
3 Loss before income tax (85) (3,593)
4 Gross profit margin 22% 18%
Other indicators of the relevance are following:
2019 2018
1 | Number of products in portfolio (average) 146 113
Number of staff (average) 156 165
Number of active customers (average) 1,600 2,300

REVIEW OF THE ENTITY’'S CREDIT, MARKET, LIQUIDITY AND CASH FLOW RISKS AND
MECHANISMS FOR THEIR MANAGEMENT

Most of the Company’s sales are made in credit terms. Credit terms with the customers range from 21
to 60 days. There are some outstanding balances of aged receivables, which are provisioned in
accordance with the Company’s provisioning methodology for aged receivables.

The credit terms with suppliers range from 0 to 60 days, but usually the suppliers are handled with
prepayments. The premium spirits category is relatively slow moving. Furthermore, the Company
maintains various niche products in its portfolio to meet the demands of suppliers and customers,
mostly the HoReCa sector. Due to this, the company has accumulated overstocks over the years on
several products. The company constantly identifies such slow movers and launches different trade
campaigns to deplete them, in order to manage overall liquidity.

MAJOR RISKS AND UNCERTAINTIES, ENTERPRISE GOAL AND POLICY WITH RESPECT TO
FINANCIAL RISK MANAGEMENT

The key risks and uncertainties are related to the followings:

Explanation of risk and uncertainty

Management response

Currency risk - The major part of the purchases of
goods are made in foreign currencies, however the
sales are made in local currencies. There is a risk of
potential loss due to depreciation of local currency.
Due to this fact, price adjustment is also a challenge

In the second half of 2019, the company managed
to negotiate additional credit terms with suppliers,
to postpone the due date of payments until the end
of Q1 2020, when the FX rates were expected to be
more favorable

Political risks — Unstable political environment could
negatively impact the demand for products, revenues
and profitability.

The management closely monitors the development
of political environment, to predict the potential
development and make the necessary and
adequate changes.

Regulation risk - In the last few years, excise tax has
increased significantly and there are constant signals
on further regulations regarding distribution and
promotion of alcoholic beverages.

Develop a sustainable omnichannel business model
which will support growth and meeting regulation
changes.

COVID 19 Risk - Disruption of business operations as a
result of interruption of production or closure of
facilities, supply chain disruptions, quarantines of
personnel, reduced demand and difficulties in raising
financing.

The management takes all actions and
recommendations from health organisations, to
ensure that the business operations satisfy the
COVID 19 related law requirements and the
Company continues to operate.
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