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Independent Auditor’s Report

To the Owners and Management of GDI LLC
Our opinion -

In our opinion, the financial statements (the ‘financial statements’) present fairly, in all material
respects, the financial position of GDI LLC (the ‘Company’) as at 31 December 2017, and its financial
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards and with the requirements of the Law of Georgia on Accounting, Reporting and
Auditing.

‘What we have audited

The financial statements comprise:

« the statement of financial position as at 31 December 2017;

« the statement of profit or loss and other comprehensive income for the year then ended;

« the statement of changes in equity for the year then ended;

» the statement of cash flows for the year then ended; and

» the notes to the financial statements, which include summary of significant accounting policies.
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 Financial Statements section of our report.

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

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code). We have fulfilled our other
ethical responsibilities in accordance with the IESBA Code.

Other information

Management is responsible for the other information. Other information comprises Management
Report (but does not include the financial statements and our auditor’s report thereon).

In connection with our audit of the financial statements, our responsibility is to read Management
Report and, in doing so, consider whether the Management Report is materially inconsistent with the
financial statements or our knowledge obtained in the audit, or otherwise appears to be materially
misstated.

In addition, we are required by the Law of Georgia on Accounting, Reporting and Auditing to express
an opinion whether certain parts of Management Report comply with respective regulatory normative
acts and to consider whether the Management Report includes the information required by the Law of
Georgia on Accounting, Reporting and Auditing.

If, based on the work we have performed, we conclude that there is a material misstatement of the
Management Report, we are required to report that fact. We have nothing to report in this regard.

Based on the work performed in the course of our audit, in our opinion, in all material respects:

PricewaterhouseCoopers Georgia LLC; King David Business Center, 7th floor, #12 M. Aleksidze Street, Tbilisi 0160,
Georgia, Tel: +995 (32) 250 80 50, www.pwc.com/ge




» theinformation given in the Management Report for the financial year for which the financial
statements are prepared is consistent with the financial statements; and

» the Management Report includes the information required by Law of Georgia on Accounting,
Reporting and Auditing and complies with respective regulatory normative acts.

Responsibilities of management and those charged with governance for the
Sfinancial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards and with the requirements of the Law of
Georgia on Accounting, Reporting and Auditing, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Company or
to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

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 a guarantee
that an audit conducted in accordance with ISAs 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 judgment and maintain
professional scepticism 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 internal 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 cast significant doubt on the 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.
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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.

p“ Cwe A/Aaumé)ofm é,-‘or;h A

For and on behalf of Pricewaterhouset nopers Georgia LLO (Reqg 4 SARAS | »587173)

10 December 2018
Thilisi, Georgia
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GDILLC

Statement of Profit or Loss and Other Comprehensive Income
(Figures in tables are given in thousands of Georgian Lari)

Year ended Period from
Notes 31 December 8 July to
2017 31 December 2016
_Revenue 6 375,465 90,580
Cost of sales T (353,353) (85,165)
Gross profit 22,112 5415
General and administrative expenses 8 (3,723) (551)
Distribution expenses 9 (3,508) (878)
Finance cost (1,454) (76)
Foreign exchange gain, net ¥ 157 6
Finance income 30 3
Other expense (57) (3)
Other income v 7 5
Profit before tax 13,566 3,921
Income tax expense 10 (1,772) (576)
TOTAL PROFIT FOR THE YEAR / PERIOD 11,794 3,345
Other comprehensive income - -
TOTAL COM?REHENSIVE.INCOME FOR THE YEAR / PERIOD 11,794 3,345
Approved for issue and signed on 10 December 2018
f"\?'f""@");:\" k o9 ia
David Afavidze T = Giorgi Devidze U -7 /
General Director Financial Director

The accompanying notes on pages 5 to 29 are an integral part of these financial statements.




GDILLC
Statement of Financial Position

[Figures in tables are given in thousands of Georgian Lari)

Notes 31 December 31 December
2017 2016

ASSETS
Non-current assets
Property, plant and equipment 12 1,318 638
Intangible assets 22 28
Total non-current assets 1,340 666
Current assets
Inventory 13 20,205 15,309
Trade and other accounts receivable 14 1,323 915
Prepayments to suppliers 15 118 129
Taxes prepaid other than income tax 11 1,570 1,799
Cash and cash equivalents 16 8,421 13,626
Total current assets 31,637 31,778
TOTAL ASSETS 32,977 32,444
SHAREHOLDERS' EQUITY AND LIABILITIES
SHAREHOLDER'S EQUITY
Charter capital 17 207 3,699
Retained earnings 17 1,618 3,345
TOTAL SHAREHOLDERS' EQUITY 1,825 7,044
Non-current liabilities
Long-term lease liability 19 95 266
Total non-current liabilities 95 266
Current liabilities
Borrowings 18 7,930 7,002
Short-term lease liability 19 172 159
Trade and other accounts payable 20 21,280 17,397
Income tax liability 1,395 576
Dividends payable 280 -
Total current liabilities 31,057 25134
TOTAL LIABILITIES 31,152 25,400
TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES 32,977 32,444

The accompanying notes on pages 5 to 29 are an integral part of these financial statements.




GDILLC
Statement of Changes in Equity
_~gures in tables are given in thousands of Georgian Lari)

Notes Charter Retained Total

capital earnings equity

Balance at 8 July 2016 - - -
Total comprehensive income for the period 3,345 3,345
Capital contribution 3,699 - 3,699
Balance at 31 December 2016 17 3,699 3,345 7,044
Total comprehensive income for the year 11,794 11,794
Dividends declared 17 - (13,621} (13,521)
Capital reduction ’ (3,492) - (3,492)
Balance at 31 December 2017 : 17 207 1,618 1,825

The accompanying notes on pages 5 to 29 are an integral part of these financial statements.




GDILLC
Statement of Cash Flows
(Figures in tables are given in thousands of Georgian Lari)

Period from
Notes Year ended 8 July to
31 December 31 December
Cash flow from operating activities 2017 2016
Profit before income tax 13,566 3,921
Adjustments for:
Depreciation and amortization expense 250 8
Impairment loss recognized on receivables 14 - 2
Loss as a result of inventory write offs 49 -
Unrealized foreign exchange gain, net (276) (10)
Finance cost 1,454 47
Interest income (30) (3)
Operating cash flows before working capital changes 15,013 3,965
Increase in trade and other receivables (378) (915)
Decrease/(increase) in prepayments to suppliers 11 (129)
Increase in inventory (4,945) (15,309)
Increase in dividends payable 280 -
Decrease/(increase) in taxes prepaid other than income tax 229 (1,799)
(Decrease)/increase in finance lease liabilities (145) 411
Increase in trade and other payables 3,883 17,396
Cash generated from operations 13,948 3,620
Income taxes paid (953) -
Interest paid (1,440) (45)
Net cash generated by operating activities 11,555 3,575
Cash flows from investing activities
Purchase of property, plant and equipment and intangible assets (930) (675)
Proceeds from disposal of property, plant and equipment i -
Net cash used in investing activities (923) (675)
Cash flows from financing activities
Proceeds from borrowings 18 309,395 38,952
Repayment of borrowings 18 (308,482) (31,950)
Dividends paid to shareholders (13,521) -
Capital reduction by shareholders (3,492) -
Capital contributions from shareholders - 3,699
Net cash (used in)/from financing activities (16,100) 10,701
Effect of foreign exchange rate changes on cash and cash equivalents 263 25
Cash and cash equivalents at the beginning of the year/period 16 13,626 -
Cash and cash equivalents at the end of the year/period 16 8,421 13,626

The accompanying notes on pages 5 to 29 are an integral part of these financial statements.



GDILLC

Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

1 General Information

GDI LLC (the "Company") is a limited liability company, which was established in Georgia on 8 July 20186,
with an objective to perform distribution of tobacco products. The Company is a limited liability company,
set up in accordance with Georgian regulations and is registered by Thbilisi Tax Inspection with identification
number; 406181616. The Company's registered address is 31b Moscow Avenue, Thilisi, Georgia.

The Company is engaged in distribution of tobacco products. The Company rents fifteen warehouses in
different regions to supply supermarkets and small grocery stores as well as large hypermarkets throughout
all territory of Georgia.

The Company has continued the business of the entity under common control — Georgian Distribution and
Marketing Company LLC (GDMC LLC), that has undergone reorganisation during the year 2016. In
October 2016, inventories attributable to tobacco products were sold by GDMC LLC to GDI LLC.
Agreement signed by GDMC LLC with supplier of tobacco products was ceased and new agreement with
GDI LLC was formed with the supplier.

As at 31 December 2017 and 2016 the Company's immediate parent company and 100% shareholder was
Dolnay Consulants LTD.

The number of employees of the Company as at 31 December 2017 and 2016 was 219 and 230,
respectively. The principal operating office of the Company is situated at 31b Moscow Avenue, Tbilisi,
Georgia.

2 New Accounting Pronouncements

Certain new standards and interpretations have been issued that are mandatory for the annual periods
beginning on or after 1 January 2018 or later, and which the Company has not early adopted.

IFRS 9 “Financial Instruments” (amended in July 2014 and effective for annual periods beginning
on or after 1 January 2018). Key features of the new standard are:

. Financial assets are required to be classified into three measurement categories: those to be
measured subsequently at amortized cost, those to be measured subsequently at fair value through
other comprehensive income (FVOCI) and those to be measured subsequently at fair value through
profit or loss (FVPL).

. Classification for debt instruments is driven by the entity's business model for managing the financial
assets and whether the contractual cash flows represent solely payments of principal and interest
(SPPI). If a debt instrument is held to collect, it may be carried at amortized cost if it also meets the
SPPI requirement. Debt instruments that meet the SPPI requirement that are held in a portfolio
where an entity both holds to collect assets’ cash flows and sells assets may be classified as FVOCI.
Financial assets that do not contain cash flows that are SPPI must be measured at FVPL (for
example, derivatives). Embedded derivatives are no longer separated from financial assets but will
be included in assessing the SPPI condition.

B Investments in equity instruments are always measured at fair value. However, management can
make an irrevocable election to present changes in fair value in other comprehensive income,
provided the instrument is not held for trading. If the equity instrument is held for trading, changes in
fair value are presented in profit or loss.

. Most of the requirements in IAS 39 for classification and measurement of financial liabilities were
carried forward unchanged to IFRS 9. The key change is that an entity will be required to present the
effects of changes in own credit risk of financial liabilities designated at fair value through profit or
loss in other comprehensive income.



GDI LLC
Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

2 New Accounting Pronouncements (Continued)

. IFRS 9 introduces a new model for the recognition of impairment losses — the expected credit losses
(ECL) model. There is a ‘three stage’ approach which is based on the change in credit quality of
financial assets since initial recognition. In practice, the new rules mean that entities will have to
record an immediate loss equal to the 12-month ECL on initial recognition of financial assets that are
not credit impaired (or lifetime ECL for trade receivables). Where there has been a significant
increase in credit risk, impairment is measured using lifetime ECL rather than 12-month ECL. The
model includes operational simplifications for lease and trade receivables.

. Hedge accounting requirements were amended to align accounting more closely with risk
management. The standard provides entities with an accounting policy choice between applying the
hedge accounting requirements of IFRS 9 and continuing to apply IAS 39 to all hedges because the
standard currently does not address accounting for macro hedging.

Based on an analysis of the Company's financial assets and financial liabilities as at 31 December 2017
and on the basis of the facts and circumstances that exist at that date, the management of the Company is
not expecting a significant impact on its financial statements from the adoption of the new standard on 1
January 2018.

No significant changes are expected for financial liabilities, other than changes in the fair value of financial
liabilities designated at FVTPL that are attributable to changes in the instrument's credit risk, which will be
presented in other comprehensive income.

The new standard also introduces expanded disclosure requirements and changes in presentation. These
are expected to change the nature and extent of the Company's disclosures about its financial instruments
particularly in the year of the adoption of the new standard.

IFRS 15, Revenue from Contracts with Customers (issued on 28 May 2014 and effective for the
periods beginning on or after 1 January 2018). The new standard introduces the core principle that
revenue must be recognized when the goods or services are transferred to the customer, at the transaction
price. Any bundled goods or services that are distinct must be separately recognized, and any discounts or
rebates on the contract price must generally be allocated to the separate elements. When the consideration
varies for any reason, minimum amounts must be recognized if they are not at significant risk of reversal.
Costs incurred to secure contracts with customers have to be capitalised and amortized over the period
when the benefits of the contract are consumed. Amendments to IFRS 15, Revenue from Contracts
with Customers (issued on 12 April 2016 and effective for annual periods beginning on or after 1
January 2018). The amendments do not change the underlying principles of the Standard but clarify how
those principles should be applied. The amendments clarify how to identify a performance obligation (the
promise to transfer a good or a service to @ customer) in a contract; how to determine whether a company is
a principal (the provider of a good or service) or an agent (responsible for arranging for the good or service
to be provided); and how to determine whether the revenue from granting a licence should be recognized at
a point in time or over time. In addition to the clarifications, the amendments include two additional reliefs to

reduce cost and complexity for a company when it first applies the new Standard.

In accordance with the transition provisions in IFRS 15 the Company has elected simplified transition
method with the effect of transition to be recognized as at 1 January 2018 in the financial statements for the
year-ending 31 December 2018 which will be the first year when the Company will apply IFRS 15.

The Company plans to apply the practical expedient available for simplified transition method. The
Company applies IFRS 15 retrospectively only to contracts that are not completed at the date of initial
application (1 January 2018).

The adoption of IFRS 15 will result in changes in accounting policies. Based on the analysis of the
Company's revenue streams for the year ended 31 December 2017, individual contracts’ terms and on the
basis of the facts and circumstances that exist at that date, in view of simplified transition method
application, the management of the Company is not expecting a significant impact on its financial
statements from the adoption of the new standard on 1 January 2018.



GDILLC

Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

2 New Accounting Pronouncements (Continued)
The main changes expected from adoption of IFRS 15 are explained below:

- Accounting for contract modifications,

- Additional performance obligations identified,

- Accounting for variable consideration,

- Accounting for significant financing component,

- Accounting for customer loyalty programs,

- Changes in timing of revenue recognition (from over time to point in time or vice versa),
- Accounting for refunds,

- Accounting for licences,

- Accounting for costs to obtain a contract,

- Accounting for costs to fulfil a contract,

- Presentation of contract assets and contract liabilities,
- Other.

In summary, management does not expect the adjustments to be made to the amounts that will be
recognized in the statement of financial position as at 1 January 2018 which is the date of initial application
of IFRS 15 by the Company in the financial statements for the year ending 31 December 2018. This is the
preliminary view of the Management of the Company and it is possible that the final impact included in the
financial statements for the year ending 31 December 2018 may differ from those preliminary view.

IFRS 16, Leases (issued on 13 January 2016 and effective for annual periods beginning on or after 1
January 2019). The new standard sets out the principles for the recognition, measurement, presentation
and disclosure of leases. All leases result in the lessee obtaining the right to use an asset at the start of the
lease and, if lease payments are made over time, also obtaining financing. Accordingly, IFRS 16 eliminates
the classification of leases as either operating leases or finance leases as is required by IAS 17 and,
instead, introduces a single lessee accounting model. Lessees will be required to recognize: (a) assets and
liabilities for all leases with a term of more than 12 months, unless the underlying asset is of low value; and
(b) depreciation of lease assets separately from interest on lease liabilities in the statement of profit or loss
and other comprehensive income. IFRS 16 substantially carries forward the lessor accounting
requirements in IAS 17. Accordingly, a lessor continues to classify its leases as operating leases or finance
leases, and to account for those two types of leases differently. The Company is currently assessing the
impact of the new standard on its financial statements.

IFRS 17 "Insurance Contracts” (issued on 18 May 2017 and effective for annual periods beginning
on or after 1 January 2021). IFRS 17 replaces IFRS 4, which has given companies dispensation to carry
on accounting for insurance contracts using existing practices. As a consequence, it was difficult for
investors to compare and contrast the financial performance of otherwise similar insurance companies.
IFRS 17 is a single principle-based standard to account for all types of insurance contracts, including
reinsurance contracts that an insurer holds. The standard requires recognition and measurement of groups
of insurance contracts at: (i) a risk-adjusted present value of the future cash flows (the fulfilment cash flows)
that incorporates all of the available information about the fulfilment cash flows in a way that is consistent
with observable market information; plus (if this value is a liability) or minus (if this value is an asset) (ii) an
amount representing the unearned profit in the group of contracts (the contractual service margin). Insurers
will be recognizing the profit from a group of insurance contracts over the period they provide insurance
coverage, and as they are released from risk. If a group of contracts is or becomes loss-making, an entity
will be recognizing the loss immediately. The Company does not expects any impact of the new standard
on its financial statements.

IFRIC 22 "Foreign currency transactions and advance consideration” (issued on 8 December 2016 and
effective for annual periods beginning on or after 1 January 2018). This interpretation considers how to
determine the date of the transaction when applying the standard on foreign currency transactions, IAS 21. The
interpretation applies where an entity either pays or received consideration in advance for foreign
currency-denominated contracts. The interpretation specifies that the date of transaction is the date on which
the entity initially recognizes the non-monetary asset or non-monetary liability arising from the payment or
receipt of advance consideration. If there are multiple payments or receipts in advance, the Interpretation
requires an entity to determine the date of transaction for each payment or receipt of advance consideration.
The Company is currently assessing the impact of the interpretation on its financial statements.




|

GDILLC

Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

2 New Accounting Pronouncements (Continued)

IFRIC 23 "Uncertainty over Income Tax Treatments" (issued on 7 June 2017 and effective for annual
periods beginning on or after 1 January 2019). IAS 12 specifies how to account for current and deferred tax,
but not how to reflect the effects of uncertainty. The interpretation clarifies how to apply the recognition and
measurement requirements in IAS 12 when there is uncertainty over income tax treatments. An entity should
determine whether to consider each uncertain tax treatment separately or together with one or more other
uncertain tax treatments based on which approach better predicts the resolution of the uncertainty. An entity
should assume that a taxation authority will examine amounts it has a right to examine and have full knowledge
of all related information when making those examinations. If an entity concludes it is not probable that the
taxation authority will accept an uncertain tax treatment, the effect of uncertainty will be reflected in determining
the related taxable profit or loss, tax bases, unused tax losses, unused tax credits or tax rates, by using either

the most likely amount or the expected value, depending on which method the entity expects to better predict
the resolution of the uncertainty. An entity will reflect the effect of a change in facts and circumstances or of new
information that affects the judgments or estimates required by the interpretation as a change in accounting
estimate. Examples of changes in facts and circumstances or new information that can result in the
reassessment of a judgment or estimate include, but are not limited to, examinations or actions by a taxation
authority, changes in rules established by a taxation authority or the expiry of a taxation authority's right to
examine or re-examine a tax treatment. The absence of agreement or disagreement by a taxation authority with
a tax treatment, in isolation, is unlikely to constitute a change in facts and circumstances or new information that
affects the judgments and estimates required by the Interpretation. The Company is currently assessing the
impact of the interpretation on its financial statements.

The following other new pronouncements are not expected to have any material impact on the Company
when adopted:

. Sale or Contribution of Assets between an Investor and its Associate or Joint Venture — Amendments
to IFRS 10 and IAS 28 (issued on 11 September 2014 and effective for annual periods beginning on
or after a date to be determined by the IASB).

. Amendments to IFRS 2, Share-based Payment (issued on 20 June 2016 and effective for annual
periods beginning on or after 1 January 201 8).

. Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts - Amendments to IFRS 4
(issued on 12 September 2016 and effective, depending on the approach, for annual periods
beginning on or after 1 January 2018 for entities that choose to apply temporary exemption option, or
when the entity first applies IFRS 9 for entities that choose to apply the overlay approach).

« Transfers of Investment Property - Amendments to IAS 40 (issued on 8 December 2016 and
effective for annual periods beginning on or after 1 January 2018).

. Annual Improvements to IFRSs 2014-2016 cycle — Amendments to IFRS 1 an IAS 28 (issued on
8 December 2016 and effective for annual periods beginning on or after 1 January 2018).

. Prepayment Features with Negative Compensation - Amendments to IFRS 9 (issued on 12 October
2017 and effective for annual periods beginning on or after 1 January 2019).

i Long-term Interests in Associates and Joint Ventures - Amendments to IAS 28 (issued on 12 October
2017 and effective for annual periods beginning on or after 1 January 2019.

Unless otherwise described above, the new standards and interpretations are not expected to affect
significantly the Company's financial statements.



GDI LLC

Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

3 Adoption of New or Revised Standards and Interpretations

The following amended standards became effective from 1 January 2017, but did not have a material
impact on the Group.

. Disclosure Initiative — Amendments to IAS 7 (issued on 29 January 2016 and effective for annual
periods beginning on or after 1 January 2017). The new disclosures are included in Note 18.

. Recognition of Deferred Tax Assets for Unrealised Losses — Amendment to IAS 12 (issued on 19
January 2016 and effective for annual periods beginning on or after 1 January 2017).

. Amendments to IFRS 12 included in Annual Improvements to IFRSs 2014-2016 Cycle (issued on 8
December 2016 and effective for annual periods beginning on or after 1 January 2017).

4 Presentation and Significant Accounting Policies
Bases 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. These financial statements have been prepared on the assumption
that the Company is a going concern and will continue its operation for the foreseeable future.

The financial statements have been prepared under the historical cost basis. Historical cost is generally
based on the fair value of the consideration given in exchange for assets. 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 prices 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 and liability if market participants would take those
characteristics into account when pricing the asset or liability at the measurement date.

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 entirely, 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.

Predecessor values method. As described in Note 1, the Company has continued the business of the
entity under common control — Georgian Distribution and Marketing Company LLC, that has undergone
reorganisation during the year 2016. The transfer of businesses, which involved entities under common
control, was accounted for using the predecessor accounting method which was applied prospectively — ie
financial statements include financial results from the date of transfer of business.

Under this method the assets and liabilities were transferred at the predecessor entity's carrying amounts.
The predecessor entity is considered to be the highest reporting entity — Georgian Distribution and
Marketing Company LLC - in which the IFRS financial information was consolidated. Any difference
between the IFRS carrying amount of net assets transferred and the consideration for the transfers defined
by the respective legal deeds is accounted for as an adjustment to the retained earnings within equity.

Functional currency. ltems included in the financial statements 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 Company is the Georgian Lari ("GEL"). The presentation currency of the financial
statements is the GEL, unless 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 recognized amounts and



GDILLC

Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

- Presentation and Significant Accounting Policies (Continued)

there is an intention to settle on a net basis, or to realize 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 recognition

Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for
estimated customer returns, rebates and other similar allowances.

Sale of goods

Revenue from the sale of goods is recognized when the goods are delivered and titles have passed, at
which time 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 Company.

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

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks
and rewards of ownership to the lessee. All other leases are classified as operating leases.

The Company as lessee

Operating lease payments are recognized as an expense on a straight-line basis over the lease term,
except where another systematic basis is more representative of the time pattern in which economic
benefits from the leased asset are consumed. Contingent rentals arising under operating leases are
recognized as an expense in the period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives are
recognized as a liability. The aggregate benefit of incentives is recognized as a reduction of rental expense
on a straight- line basis, except where another systematic basis is more representative of the time pattern in
which economic benefits from the leased asset are consumed.

Assets held under finance leases are initially recognized as assets of the Company at their fair value at the
inception of the lease or, if lower, at the present value of the minimum lease payments. The corresponding
Iiability to the lessor is included in the consolidated statement of financial position as a finance lease
obligation.

Lease payments are apportioned between finance expenses and reduction of the lease obligation so as to
achieve a constant rate of interest on the remaining balance of the liability. Finance expenses are
recognized immediately in profit or loss, unless they are directly attributable to qualifying assets, in which
case they are capitalized in accordance with the Company's general policy on borrowing costs.
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Notes to the Financial Statements for the Year Ended 31 December 2017
Figures in tables are given in thousands of Georgian Lari)

= Presentation and Significant Accounting Policies (Continued)
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 financial statements:

31 December 2017 31 December 2016
USD/GEL 2.5922 2.6468
EUR/GEL 3.1044 2.7940

Taxation

Income taxes have been provided for in the financial statements in accordance with legislation enacted or
substantively enacted by the end of the reporting period.

Before 1 January 2017, the income tax charge/(credit) comprised current tax and deferred tax and was
recognized in profit or loss for the year, except if it was recognized in other comprehensive income or
directly in equity because it related to transactions that were also recognized, in the same or a different
period, in other comprehensive income or directly in equity.

Current tax was the amount expected to be paid to, or recovered from, the taxation authorities in respect of
taxable profits or losses for the current and prior periods. Taxable profits or losses were based on estimates
if financial statements were authorised prior to filing relevant tax returns.

Deferred income tax was provided using the balance sheet liability method for tax loss carry forwards and
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes were not
recorded for temporary differences on initial recognition of an asset or a liability in a transaction other than a
business combination if the transaction, when initially recorded, affects neither accounting nor taxable
profit. Deferred tax balances were measured at tax rates enacted or substantively enacted at the end of the
reporting period, which were expected to apply to the period when the temporary differences reverse or the
tax loss carry forwards be utilised.

Deferred tax assets for deductible temporary differences and tax loss carry forwards were recorded only to
the extent that it is probable that the temporary difference will reverse in the future and there is sufficient
future taxable profit available against which the deductions could be utilised.

Deferred income tax assets and liabilities were offset when there was a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income taxes assets and liabilities
related to income taxes levied by the same taxation authority on either the same taxable entity or different
taxable entities where there was an intention to settle the balances on a net basis.

On 13 May 2016 the Government of Georgia enacted the changes in the Tax Code of Georgia whereby
companies (other than banks, credit unions, insurance companies, microfinance organizations and pawn
shops) do not have to pay income tax on their profit earned since 1 January 2017, until that profit is
distributed or deemed distributed in a form of dividend.
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Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

< Presentation and Significant Accounting Policies (Continued)

15 % income tax is payable on gross up value (i.e. net dividends shall be grossed up by withholding tax 5%,
if applicable, and divided by 0.85) at the moment of the dividend payment to individuals or to non-resident
legal entities. Dividends paid to resident legal entities from the profits earned since 1 January 2017 are tax
exempted.

Dividends on earnings accumulated during the period from 1 January 2008 to 1 January 2017 is subject to
income tax on grossed up value, reduced by respective tax credit calculated as a share of corporate income
tax declared and paid on taxable profits vs total net profits for the same period multiplied to the dividend to
be distributed. However, tax credit amount should not exceed the actual income tax imposed on dividend
distribution.

Income tax arising from distribution of dividends is accounted for as an income tax expense in the period in
which dividends are declared, regardless of the actual payment date or the period for which the dividends
are paid. As a results, the Company derecognized all deferred tax assets and liabilities as of 31 December
2016 and accounted the respective impact in the profit and loss in 2016. A contingent income tax liability
which would arise upon the payment of dividends is not recognized in the statement of financial position.

In addition to the distribution of dividends, the tax is still payable on expenses or other payments incurred
not related to economic activities, free delivery of assets or services and representation costs that exceed
the maximum amount determined by the Tax Code of Georgia. All advances paid to entities registered in
jurisdictions having preferential tax regime and other certain transactions with such entities as well as loans
granted to individuals or non-residents are immediately taxable. Such taxes along with other taxes, net of
tax credits claimed on assets or services received in exchange for the advances paid to entities registered
in jurisdictions having preferential tax regime or recovery of loans granted to individuals or non-residents,
are recorded under Taxes other than on income within operating expenses.

Uncertain tax positions. The Company's uncertain tax positions are reassessed by management at the
end of each reporting period. Liabilities are recorded for income tax positions that are determined by
management as more likely than not to result in additional taxes being levied if the positions were to be
challenged by the tax authorities. The assessment is based on the interpretation of tax laws that have been
enacted or substantively enacted by the end of the reporting period, and any known court or other rulings on
such issues. Liabilities for penalties, interest and taxes other than on income are recognized based on
management's best estimate of the expenditure required to settle the obligations at the end of the reporting
period. Adjustments for uncertain income tax positions are recorded within the income tax charge.

Property, plant and equipment

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

The historical cost of an item of property, plant and equipment comprises (a) its purchase price, including
import duties and non-refundable purchase taxes, after deducting trade discounts and rebates; (b) any
costs directly attributable to bringing the item to the location and condition necessary for it to be capable of
operating in the manner intended by the management of the Company; (c) the initial estimate of the costs of
dismantling and removing the item and restoring the site on which it is located, and (d) the obligation for
which the Company incurs either when the item is acquired or as a consequence of having used the item
during a particular period for purposes other than to produce inventories during that period.

Subsequently capitalized costs include major expenditures for improvements and replacements that extend
the useful lives of the assets or increase their revenue generating capacity. Repairs and maintenance
expenditures that do not meet the foregoing criteria for capitalization are charged to the statement of profit
or loss and other comprehensive income as incurred.
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Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

- Presentation and Significant Accounting Policies (Continued)

Depreciation of property, plant and equipment is charged so as to write off the depreciable amount over the
useful life of an asset and is calculated using a straight line method. Useful lives of the groups of property,
plant and equipment are as follows:

Categories of property, plant and equipment Depreciation rates
Machinery and equipment 20%
Transport 20%
Office equipment 20%
Other 20%

Depreciable amount is the cost of an item of property, plant and equipment less its residual value. The
residual value is the estimated amount that the Company would currently obtain from disposal of the item of
property, plant and equipment, after deducting the estimated costs of disposal, if the asset was already of
the age and in the condition expected at the end of its useful life. The residual value, the useful lives and
depreciation method are reviewed at each financial year-end. The effect of any changes from previous
estimates is accounted for prospectively as a change in an accounting estimate. The gain or loss arising on
a sale or disposal 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 recognized in profit or loss.

Intangible assets

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 recognized 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 recognized for the asset (or cash- generating unit) in prior years. A reversal of an impairment loss is
recognized immediately in profit or loss.
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Motes to the Financial Statements for the Year Ended 31 December 2017
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- Presentation and Significant Accounting Policies (Continued)

Inventories

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

Provisions

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

The amount recognized as a provision is the best estimate of the consideration required to settle the
oresent 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
oresent obligation, its carrying amount is the present value of those cash flows.

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

Contingent assets and liabilities

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

Financial instruments

Tinancial assets and financial liabilities are recognized when the Company becomes a party to the
contractual provisions of the instruments.

Tinancial assets and financial liabilities are initially measured at fair value. Transaction costs that are
girectly 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
recognized immediately in profit or loss.

Financial assets

Financial assets are classified into the following specified categories: financial assets 'at fair value through
profit or loss' (FVTPL), 'held-to-maturity' investments, 'available-for-sale' (AFS) financial assets and 'loans
and receivables'. The classification depends on the nature and purpose of the financial assets and is
determined at the time of initial recognition.The principal financial assets of the Company are cash and
cash equivalents, trade and other accounts receivable.

S#active interest method

The effective interest method is a method of calculating the amortized cost of a debt instrument and of
zllocating interest income over the relevant period. 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) through the expected
lfe of the debt instrument, or, where appropriate, a shorter period, to the net carrying amount on initial
recognition. Income is recognized on an effective interest basis for debt instruments.

14



GDILLC
Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

4 Presentation and Significant Accounting Policies (Continued)

Cash and cash equivalents

Cash and cash equivalents include petty cash and current accounts with banks.

Trade and other receivables

Trade and other receivables are subsequently measured at amortized cost using the effective interest rate
method. Short-term accounts receivable, which are non-interest bearing, are stated at their nominal value.
Appropriate allowances for estimated irrecoverable amounts are recognized in the profit or loss when there
is objective evidence that the asset is impaired. The allowance recognized is measured as the difference
between the asset's carrying amount and the present value of estimated future cash flows discounted at the
effective interest rate computed at initial recognition.

Impairment of financial assets

Financial assets are assessed for indicators of impairment at the end of each reporting period. Financial
assets are considered to be impaired when there is objective evidence that, as a result of one or more
events that occurred after the initial recognition of the financial asset, the estimated future cash flows of the
investment have been affected.

For all other financial assets, objective evidence of impairment could include:

. significant financial difficulty of the issuer or counterparty; or

. breach of contract, such as a default or delinquency in interest or principal payments; or

. it becoming probable that the borrower will enter bankruptey or financial re-organisation; or

. the disappearance of an active market for that financial asset because of financial difficulties.

For financial assets carried at amortized cost, the amount of the impairment loss recognized is the
dfference between the asset's carrying amount and the present value of estimated future cash flows,
discounted at the financial asset's original effective interest rate.

For financial assets that are carried at cost, the amount of the impairment loss is measured as the
dfference between the asset's carrying amount and the present value of the estimated future cash flows
discounted at the current market rate of return for a similar financial asset. Such impairment loss will not be
reversed in subsequent periods.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets
with the exception of trade receivables, where the carrying amount is reduced through the use of an
zllowance account. When a trade receivable is considered uncollectible, it is written off against the
zllowance account. Subsequent recoveries of amounts previously written off are credited against the
allowance account. Changes in the carrying amount of the allowance account are recognized in profit or
loss.

For financial assets measured at amortized cost, if, in a subsequent period, the amount of the impairment
loss decreases and the decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recognized impairment loss is reversed through profit or loss to the extent that
the carrying amount of the investment at the date the impairment is reversed does not exceed what the
=mortized cost would have been had the impairment not been recognized.

Derecognition of financial assets

The Company derecognises a financial asset when the contractual rights to the cash flows from the asset
=xpire, or when it transfers the financial asset and substantially all the risks and rewards of ownership of the
asset to another party. If the Company neither transfers nor retains substantially all the risks and rewards of
cwnership and continues to control the transferred asset, the Company recognizes its retained interest in
the asset and an associated liability for amounts it may have to pay. If the Company retains substantially all
t~e risks and rewards of ownership of a transferred financial asset, the Company continues to recognize the
“nancial asset and also recognizes a collateralized borrowing for the proceeds received.
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4 Presentation and Significant Accounting Policies (Continued)

On derecognition of a financial asset in its entirety, the difference between the asset's carrying amount and
the sum of the consideration received and receivable and the cumulative gain or loss that had been
recognized in other comprehensive income and accumulated in equity is recognized in profit or loss.

On derecognition of a financial asset other than in its entirety (e.g. when the Company retains an option to
repurchase part of a transferred asset), the Company allocates the previous carrying amount of the
financial asset between the part it continues to recognize under continuing involvement, and the part it no
longer recognizes on the basis of the relative fair values of those parts on the date of the transfer. The
difference between the carrying amount allocated to the part that is no longer recognized and the sum of the
consideration received for the part no longer recognized and any cumulative gain or loss allocated to it that
had been recognized in other comprehensive income is recognized in profit or loss. A cumulative gain or
loss that had been recognized in other comprehensive income is allocated between the part that continues
to be recognized and the part that is no longer recognized on the basis of the relative fair values of those
parts.

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 entity 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.

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.

Prepayments to suppliers

Prepayments to suppliers are stated at their cost less an allowance for irrecoverable amounts.
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Notes to the Financial Statements for the Year Ended 31 December 2017
Figures in tables are given in thousands of Georgian Lari)

5  Critical Accounting Judgments and Key Sources of Estimation Uncertainty

In the application of the Company's accounting policies, which are described in Note 3, the directors are
required to make judgments, estimates and assumptions about the carrying amounts of assets and
pabilities that are not readily apparent from other sources. The estimates and associated assumptions are
nased 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
=stimates are recognized 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.

Key sources of estimation uncertainty
Taxation

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 financial statements. Tax years remain open to review by the tax
authorities for four years.

Useful lives of property, plant and equipment

The estimation of the useful life of an item of property, plant and equipment is a matter of management
judgment based upon experience with similar assets. In determining the useful life of an asset,
management considers the expected usage, estimated technical obsolescence, physical wear and tear and
the physical environment in which the asset is operated. Changes in any of these conditions or estimates
may result in adjustments for future depreciation rates.

Allowance for doubtful debts

The Company creates allowances for doubtful debts to account for estimated losses resulting from the
inability of customers to make the required payments. When evaluating the adequacy of an allowance for
doubtful debts, management bases its estimate on current overall economic conditions, ageing of the
accounts receivable balances, historical write-off experience, customer creditworthiness and changes in
payment terms. Changes in the economy, industry or specific customer conditions may require adjustments
to the allowance for doubtful debts recorded in the financial statements.

6 Revenue

During the years ended 31 December 2017 and 2016 revenue of the Company consisted of:

Year ended Period from

31 December 8 July to

2017 31 December 2016

Tobacco 375,463 90,580
QOther 2 -
Total 375,465 90,580
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7 Cost of Sales

During the years ended 31 December 2017 and 2016 cost of goods sold of the Company consisted of:

Year ended Period from

31 December 8 July to

2017 31 December 2016

Tobacco 353,352 85,165
Other 1 -
Total 353,353 85,165

2 General and Administrative Expenses

During the years ended 31 December 2017 and 2016 general and administrative expenses of the Company

consisted of:
Year ended Period from
31 December 8 July to
2017 31 December 2016
=ayroll and related charges 3,023 418
Insurance expense 192 29
Rent expense 89 18
Srofessional services 72 13
Security 62 7
Zank charges 45 14
Communication 34 8
Utilities 21 5
Depreciation and amortization 18 4
Stationary 15 4
Zusiness trip expense 8 5
224 debt expense - 2
Other 144 24

Total 3,723 551
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2 Distribution Expenses

During the years ended 31 December 2017 and 2016 distribution expenses of the Company consisted of:

Year ended Period from

31 December 8 July to

2017 31 December 2016

==yroll and related charges 2,479 619

Transportation expense 559 134

Deoreciation and amortization 232 4

Rent expense 230 117

Lgvertising expense 6 4

Total 3,506 878

10 Income Taxes and Tax Assets and Liabilities

Income tax charge for the year ended 31 December 2017 and 2016 was as follows:

Year ended Period from

31 December 8 July to

2017 31 December 2016

Current income tax expense 1,072 576

Total income tax expense 1,772 576

Until the changes in the Tax Cod
recognised for the Company’s ass

e of Georgia, as explained in Note 4, differences between the amounts
ets and liabilities in the statement of financial position and the recognition

~f those assets and liabilities by the tax authorities,
credits gave rise to temporary differences between

and carry forward of currently unused tax losses and tax
the carrying amount of assets and liabilities for financial

r=porting purposes and their tax bases.

Tre reconciliation between profit before tax multiplied by the statutory tax rate
e year ended 31 December 2017 and 2016 was as follows:

and income tax expense for

Period from

8 July to

31 December 2016

Srofit before income tax 3,921
Trearetical income tax benefit at the tax rate of 15% 588
S=manent differences (12)
Total income tax expense 576
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11 Taxes Prepaid other than Income Tax

31 December 31 December

2017 2016
Current tax assets
VAT prepaid 1,622 1,824
Current tax liabilities
Personal Income tax payable (42) (25)
Property tax payable (10) Z
Taxes payable other than income tax 1,570 1,799

On 7 December 2015, the Ministry of Finance of Georgia issued an order #407 according to which
taxpayers’ obligations under all taxes, including the corporate income tax, and all taxpayers’ tax payments
would be accounted for on a consolidated tax account. As a result, all tax liabilities and tax assets, except

for corporate income tax asset, were presented on the net basis.

12 Property, Plant and Equipment

Movement of property, plant and equipment for the year ended 31 December 2017 and the pericd from 8

July to 31 December 2016 was as follows:

Machinery and . Office

equipment Transportation equipment Total
Cost at 8 July 2016 - - - -
Additions 94 542 8 644
Depreciation charge (4) (2) (8)
Cost at 31 December 2016 94 542 8 644
Accumulated depreciation (4) (2) (8)
Carrying amount at 31 December 2016 90 540 8 638
Additions 8 919 1 928
Disposals (1) (3) - (4)
Transfers - = ® 3
Depreciation charge (24) (224) (2) (250)
Accumulated depreciation of disposals - - - -
Cost at 31 December 2017 101 1,458 g 1,568
Accumulated depreciation (24) (224) (2) (250)
Carrying amount at 31 December 2017 77 1,234 7 1,318

As at 31 December 2017 and 2016, property plant and equipment with net book value of GEL 1,318 and
GEL 638 thousand, respectively were pledged by the Company as collateral against the borrowings

(Note 18).
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13 Inventory

At 31 December 2017 and 2016 inventories were as follows:

31 December 31 December

2017 2016
Finished goods 20,182 15,291
Other 23 18
Total 20,205 15,309

As at 31 December 2017 and 2016, inventory with carrying amount of GEL 20,205 and GEL 15,309
thousand was pledged by the Company as collateral against the borrowings (Note 18).
14 Trade and other Accounts Receivable

At 31 December 2017 and 2016 accounts receivable, net of allowance for irrecoverable amounts, were as
follows:

31 December 31 December

2017 2016
Trade accounts receivable 609 311
Other accounts receivable 716 606
Total 1,325 917
Less: Allowance for irrecoverable amounts (2) (2)
Total 1,323 915

The average credit period for the Company's customers as at 31 December 2017 and 2016 was less than
1 day, because almost total of sales was made on cash. As at 31 December 2017 and 2016 receivables
with carrying amount of GEL 1,323 thousand and GEL 915 thousand, respectively were pledged by the
Company as collateral against the borrowings. (Note 18). In determining the recoverability of a trade
receivable, the Company considers any change in the credit quality of the trade receivable from the date
credit was initially granted up to the reporting date. The concentration of credit risk is limited due to the
customer base being large and unrelated. Accordingly, management believes that there is no further credit
provision required in excess of the allowance for doubtful debts.

Movement in the allowance for irrecoverable amounts:

31 December 31 December

2017 2016
Balance at the beginning of the year 2 -
Impairment losses recognized on receivables - 2
Balance at the end of the year 2 2

As at 31 December 2017 and 2016 there were not past due and not impaired trade and other accounts
receivable balances.
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15 Prepayments to Suppliers

At 31 December 2017 and 2016 prepayments to suppliers were as follows:

31 December 31 December

2017 2016
Prepayments for service 118 77
Prepayments for fixed assets - 46
Other prepayments - 6
Total prepayments 118 129
Less: Allowance for irrecoverable amounts ' - -
Total 118 129

16 Cash and Cash Equivalents

At 31 December 2017 and 2016 cash and cash equivalents were as follows:

31 December 31 December

2017 2016
Cash on hand 225 97
Cash with banks 8,196 13,529
Total 8,421 13,626

17 Charter Capital

At 31 December 2017 and 2016 authorized and paid capital was GEL 207 thousand and GEL 3,699
thousand respectively.

During the year 2017 Company paid dividend with amount of GEL 13,521 thousand.
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18 Borrowings

At 31 December 2017 and 2016 borrowings were as follows:

CcCY Interest Maturity 31 December 31 December
rate 2017 2016

Secured loans and borrowings:
Bank Republic JSC GEL 8% 30-11-17 - 7,002
TBC Bank JSC GEL 8% 30-11-18 5,457 -
Non-Secured loans and borrowings:
Georgian Distribution-
Marketing Company LLC GEL Market rate  01-06-18 2,473 -
Total 7,930 7,002

Short-term portion of loans and borrowing 7,930 7,002
Long-term portion of loans and borrowing -

Borrowings from Bank Republic JSC and 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

2017 2016
Due within one month 15 2
Due within one to three months - -
Due from three to twelve months 7,915 7,000
Total current portion of repayable in one year 7,930 7,002
Due from one to five years - -
Due thereafter E -
Total loans and borrowings 7,930 7,002

Movement of borrowings for the year ended 31 December 2017 and 2016 was as follows:

31 December 31 December

2017 2016
Balance at the beginning of the year / period 7,002 -
Principal addition 309,395 38,952
Interest accrued 1,269 22
Principal paid (308,482) (31,950)
Interest paid (1,254) (22)
Balance at the end of the year / period 7,930 7,002

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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19 Lease Liability

The Company leased certain of its transportation vehicles under finance leases. The lease term is 3 years.
Interest rates underlying all obligations under finance leases are fixed at respective contract dates ranging

from 17% to 27% per annum.

Minimum lease payments

31 December

31 December

2017 2016
Not later than one year 172 159
Later than one year and not later than five years 95 266
Later than five years - -
Less: future finance charges - -
Present value of minimum lease payments 267 425

Included in the financial statements as:

31 December

31 December

2017 2016

Short-term portion of finance lease liability 172 169
Long-term portion of finance lease liability 95 266
267 425

20 Trade and Other Accounts Payable

Trade and other accounts payable as at 31 December 2017 and 2016 were as follows:

31 December 31 December

2017 2016
Trade payables for inventory 21,052 17,196
Trade payables for services 110 81
Other payables 118 120
Total 21,280 17,397

21 Financial Instruments

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The estimated fair values of financial
instruments have been determined by the Company using available market information, where it exists, and
appropriate valuation methodologies. However, judgement is necessarily required to interpret market data
to determine the estimated fair value. Georgia continues to display some characteristics of an emerging
market and economic conditions continue to limit the volume of activity in the financial markets. Market
guotations may be outdated or reflect distress sale transactions and therefore not represent fair values of
financial instruments. Management has used all available market information in estimating the fair value of
financial instruments.

Financial assets carried at amortized 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.
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21  Financial Instruments (Continued)

Liabilities carried at amortized 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
nstruments 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.

Capital risk management. The Company manages its capital to ensure that entity 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 borrowings or redemption of existing ones.

31 December 31 December

2017 2016
Borrowings 7,930 7,002
Cash and cash equivalents (8,421) (13,626)
Net borrowings (491) (6,624)
Equity 1,825 7,044
Net debt to equity ratio -27% -94%

Major categories of financial instruments. The Company's principal financial liabilities comprise
borrowings, trade and other accounts payable and dividends payable. The main purpose of these financial
instruments is to raise finance for the Company's operations. The Company has following financial assets:
trade and other receivables and cash and cash equivalents.

31 December 31 December

2017 2016
Financial assets
Cash and cash equivalents 8,421 13,626
Trade and other accounts receivable 1,323 915
Total financial assets 9,744 14,541
Financial liabilities
Borrowings 7,930 7,002
Trade and other accounts payable 21,280 17,397
Lease liability 267 425
Dividends payable 280 -
Total financial liabilities 29,757 24,824

The main risks arising from the Company's financial instruments are foreign currency, interest rate, credit
and liquidity risks.
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Notes to the Financial Statements for the Year Ended 31 December 2017
(Figures in tables are given in thousands of Georgian Lari)

21 Financial Instruments (Continued)

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 2017 and 2016 were as follows:

31 December2017 31 December 2016
uUsb 1= EUR1= usb1= EUR 1=
2.56922 GEL 3.1044 GEL 2.6468 GEL 2.7940 GEL

Financial assets

Cash and cash equivalents 5,573 - “ -
Loans Issued - - - N
Trade and other accounts receivable - - - -

Total financial assets 5,573 - = -

Financial liabilities

Borrowings - - = -
Lease liability = " - w
Trade and other payables 74 - 39 -
Total financial liabilities 37 - 39 -
Total net position 5,536 - (39) -

The table below details the Company's sensitivity to strengthening/weakening of functional currency
against foreign currencies by 20% as at 31 December 2017 and 2016. The analysis was applied to
monetary items at the reporting date denominated in respective currencies.

USD impact EUR impact
GEL/USD GEL/USD GEL/EUR GEL/EUR
+20% -20% + 20% - 20%

As at 31 December 2017:

Profit/(loss) before tax 1,107 (1,107) - -
Impact on equity 941 (941) - -
As at 31 December 2016:

Profit/(loss) before tax (8) 8 - s
Impact on equity (7) 7 " 5

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 it borrows
funds only at 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.
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21 Financial Instruments (Continued)

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 sharehalder equity.

Other limitations in the above sensitivity analysis 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. Credit risk is the risk that a customer may default or not meet its obligations to the Company on
a timely basis, leading to financial losses to the Company.

The carrying amount of financial assets recorded in the financial statements, which is net of impairment
losses, represents the Company's maximum exposure to credit risk. All clients go through client acceptance
procedures before forming an agreement with the Company and, as a result, only creditworthy clients are
selected. The Company also establishes credit limits to its customers.

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 2017 and 2016. 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. The tables include both interest and principal cash flows.

Less than 1-3 3 months 1-5 year 5+ years Total
1 month months to 1 year

31 December 2017
Borrowings 15 - 7,915 - 5 7,930
Dividends payable 280 - - - - 280
Lease liability 14 28 132 95 - 267
payable 21,218 50 12 - - 21,280
Total 21,527 78 8,059 95 5 29,757
31 December 2016
Borrowings 2 " 7,000 5 s 7,002
Lease liability 12 29 117 266 - 425
payable 17,364 20 13 - - 17,397
Total 17,378 49 7,130 266 - 24,824
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22 Belated Parties Transactions and Outstanding Balances

Related parties include owners, 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 and transactions with
related parties:

Owners Entities under common Other Total
control with the Company

31 December 2017

Borrowings - 2,473 - 2,473
Trade and other account receivables B 2 E 3
Trade and other accounts payable - - 98 98
Revenue - 270 - 270
Distribution expenses - 2 - 2
General and administrative expenses - 6 - 6
Finance cost - 1 - 10
Other expense - - - -

31 December 2016

Borrowings - - - -
Trade and other account receivables - 3 1 4
Trade and other accounts payable - 5 98 103
Revenue - 30 - 30
Distribution expenses - 33 - 33

General and administrative expenses - - - -
Finance cost - - - -
Other expense - 1 - 1

The compensation of the key management personnel represented with short-term employee benefits, for
the year ended 31 December 2017 and 2016 was GEL 2,434 thousand and GEL 238 thousand,
respectively.

23 Commitments and Contingencies

Commitments - The Company had no material commitments outstanding as at 31 December 2017.

Legal proceedings - As at 31 December 2017 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 financial statements. Tax years remain open to review by
the tax authorities for three years.

Operating environment - Emerging markets such as Georgia are subject to different risks than more
developed markets, including economic, political and social, and legal and legislative risks. Laws and
regulations affecting businesses in Georgia continue to change rapidly, tax and regulatory frameworks are
subject to varying interpretations. The future economic direction of Georgia is heavily influenced by the
fiscal and monetary policies adopted by the government, together with developments in the legal,
regulatory, and political environment.
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23 Commitments and Contingencies (Continued)

Throughout 2016 and 2017 Georgia's neighboring countries, which are large trading partners of Georgia,
have experienced significant political and economic turmoil which has had a knock-on effect on the
Georgian economy. This has resulted in a significant devaluation of the Georgian Lari against the US dollar
and other major currencies.

Guarantees
The Company had guarantees outstanding as at 31 December 2017 and 2016, with amounts of GEL

22,000 thousands and GEL 18,000 thousands respectively. The guarantees were taken for the purchase of
inventories on consignment.

24 Events after the Reporting Period

Dividends with the amount of GEL 8,860 thousands were declared and paid in 2018.

25 Approval of Financial Statements

The financial statements were approved by the Board of Directors and authorized for issue on 10
December 2018.
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Management report

Review of the entity’s business

. The entity’s business development, performance and position

201 Ltd (the “Company”) is a limited liability company, which was established in Georgia on 8 July 2016,
with an objective to perform logistics, distribution, service & brand building in Georgia. It is one of the largest

#<tributor companies of tobacco products on Georgian market.

The Company is engaged in distribution of tobaceo products of Philip Morris. The Company rents fifteen
arehouses in different regions to supply supermarkets, grocery stores as well as large hypermarkets and

holesale outlets throughout all territory of Georgia.

%= 2017 the Company recorded revenue of GEL 375,465 thousands. The gross profit margin comprised 5.9%

= 2017. The number of employees is 219.

The Company’s strategy is:
« Continuous benchmarking and improving the efficiency in each of its business units;
« Use business intelligence data to control and improve operations;

« Maintain High level of product penetration and market share.

2. Entity’s future development plans

1n 2018 the Company plans to implement Retail Supervising Automated System, which will help the Company

in better analyses of the customer base and revenue generation per customer.

3. The analyses of key non-financial indicator are the following:

2017 2016
"1 | Number of product types 39 37
o | Number of staffs 219 (Including 40 females) | 230 (Including 38 females)
3 | Number of active customers 6.7 thousands 5.4 thousands
4 | Market share (%) 31.8% 35%




& Information on the acquisition of its own shares

%= 2017 no acquisition of own shares were made by the Company.

= Review of the entity’s credit, market, liquidity and cash flow risks and mechanisms for

their management

Wost of the Company’s sales are made on cash, prepaid by the customers. Accordingly, there are no
setstanding and allowance receivables.

e credit terms with supplier is 14 days. Average inventory period is 18 and 8 days in 2017 and 2016
s=spectively. The current ratio was 1.02 and 1.26 in 2017 and 2016 respectively.

& 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

1 Political risks — Unstable political environment | The management closely ~monitors the
l could negatively impact the demand for products, | development of political environment, to
revenues and profitability. predict the potential development and make the

necessary and adequate changes.
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