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GEORGIAN VINE AND WINE GROUP

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

Management is responsible for the preparation of the consolidated financial statements that present fairly
the consolidated financial position of Georgian Vine and Wine Company LLC (the “Company”) and its
subsidiaries (the “Group”) as at 31 December 2019 and the results of its consolidated operations,
consolidated changes in equity and consolidated cash flows for the year then ended in in compliance with
the International Financial Reporting Standards for Small and Medium Sized Entities (“IFRS for
SME’s”). 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 consolidated financial statements, management is responsible for:

. Properly selecting and applying accounting policies;

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

o Making an assessment of the Group’s ability to continue as a going concern;

Management is also responsible for:

o Designing, implementing and maintaining an effective and sound system of internal controls,
throughout the Group;

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

. 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 Group; and
o Detecting and preventing fraud and other irregularities.

The Consolidated Financial Statements of the Group for the year ended 31 December 2019 were
approved by management on 12 October 2020.

On behalf of the Management:

Mikheil Khundadze Nino Shubitidze
General Director Chief Accountant
Tbilisi, Georgia Tbilisi, Georgia

12 October 2020 12 October 2020
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INDEPENDENT AUDITOR’S REPORT

To the Shareholders and Management of Georgian Vine and Wine Company LLC and its
subsidiaries (the “Group”):

Opinion

We have audited the consolidated financial statements of Georgian Vine and Wine Company LLC
(the "Company”) and its subsidiaries (the “Group”), which comprise the consolidated statements
of financial position as at 31 December 2019 and the related consolidated statement of profit or
loss and other comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year ended 31 December 2019, and notes to the
consolidated financial statements, including a summary of significant accounting policies
(collectively - the “Consolidated financial statements”).

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

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 Consolidated Financial Statements section of our report. We are independent of
the Group 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.

Responsibilities of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation of the consolidated financial statements, in
accordance with the International Financial Reporting Standards for Small and Medium Sized
Entities and for such internal control as management determines is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

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

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

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

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”) does 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.
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Accounting, Reporting and Auditing. Our opinion on the consolidated financial statements does
not cover the Management Report.

In connection with our audit of the consolidated 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.
We have nothing to report in this regard.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated 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 consolidated financial
statements.

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

° Identify and assess the risks of material misstatement of the consolidated 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 Group’s internal control.

o 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 Group’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
consolidated 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 Group to cease to
continue as a going concern.

o Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated 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:

o 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 consolidated financial statements for the
year ended 31 December 2019.

Stuart Leighton
On behalf of Deloitte & Touche LLC

12 October, 2020
Thilisi, Georgia



GEORGIAN VINE AND WINE GROUP

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2019
(in Georgian Lari)

Notes

Revenue 4
Cost of sales 5
Gross profit

Selling and distribution expenses 6
General and administrative expenses 7
Finance income

Finance expense 14
Grant income 14

Other (expense)/income, net
Foreign exchange (loss)/gain, net

Loss before tax
Income tax expense
LOSS FOR THE YEAR
Attributable to:

Owners of the parent
Non-controlling interest

On behalf of the Management:

Mikheil Khundadze
General Director

Tbilisi, Georgia
12 October, 2020

Year Ended Year Ended
31 December 31 December

2019 2018
4,459,225 3,655,413
(4,457,369) (2,929,700)
1,856 725,713
(553,101) (659,386)
(1,801,929) (935,757)
29,880 35,141
(651,160) (462,500)
91,128 116,928
(9,869) 127,454
(281,765) 196,375
(3,174,960) (856,032)
(16,496) (60,128)
(3,191,456) (916,160)
(3,166,290) (944,716)
(25,166) 28,556
(3,191,4566 (916,160)

Nino Shubitidze

Chief Accountant

Tbilisi, Georgia
12 October, 2020

The notes on pages 9-21 form an integral part of these financial statements.



GEORGIAN VINE AND WINE GROUP

CONSOLIDATED STATEMENT OF FINANCIAL POSITION AT 31 DECEMBER 2019

(in Georgian Lari)

ASSETS:

NON-CURRENT ASSETS:
Property, plant and equipment
Intangible assets

Issued loans

Total non-current assets

CURRENT ASSETS:

Inventories

Trade and other receivables
Prepayments

Taxes recoverable and prepaid, net
Issued loans

Cash and cash equivalents

Total current assets

TOTAL ASSETS

EQUITY AND LIABILITIES

EQUITY:

Contributed capital
Accumulated losses

Equity attributable to owners of the Company
Non-controlling interest
TOTAL EQUITY

NON-CURRENT LIABILITIES:
Borrowed funds

Total non-current liabilities
CURRENT LIABILITIES

Borrowed funds

Trade and other payables

Taxes payable other than income tax
Income tax payable

Total current liabilities

TOTAL LIABILITIES

TOTAL OWNERS' EQUITY AND LIABILITIES

On behalf of the Management:

Mikheil Khundadze
General Director

Thilisi, Georgia
12 October, 2020

31 December 31 December 1 January
Notes 2019 2018 2018

8 3,036,387 3,244,644 3,886,534
25,473 13,020 8,512

9 975,705 386,996 218,215
4,037,565 3,644,660 4,113,261

10 5,295,358 5,352,744 3,024,569
11 2,147,843 932,677 915,744
126,075 97,608 108,410

N 103,459 43,707

- = 328,374

12 166,033 142,007 66,748
7,735,309 6,628,495 4,487,552
11,772,874 10,273,155 8,600,813

13 11,014,554 10,160,792 66,585
(9,354,327) (6,188,037) (5,243,321)

1,660,227 3,972,755 (5,176,736)

2,240 27,406 (1,150)

1,662,467 4,000,161 (5,177,886)

14 5,728,933 2,390,921 12,163,024
5,728,933 2,390,921 12,163,024

14 3,292,250 3,050,638 787,069
15 842,974 784,646 828,606
195,974 = -

50,276 46,789 -

4,381,474 3,882,073 1,615,675
10,110,407 6,272,994 13,778,699
11,772,874 10,273,155 8,600,813

Nino Shubitidze
Chief Accountant

Tbilisi, Georgia

12 October, 2020

The notes on pages 9-21 form an integral part of these financial statements.



GEORGIAN VINE AND WINE GROUP

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER

2019
(in Georgian Lari)

Equity
Contributed Accumulated attributable to Minority

capital losses owner of parent interest Total equity
Balance ak 1 66,585 (5,243,321) (5,176,736) (1,150) 5,177,886
January 2018 14 L4 14 14 r r ( r 4 )
Tekal I (944,716) (944,716) 28,556 (916,160)
for the year 4 ’ ’ ’
Additional paid
in capital 10,094,207 - 10,094,207 - 10,094,207
Balance at 31
December 10,160,792 (6,188,037) 3,972,755 27,406 4,000,161
2018
Total loss

- (3,166,290) (3,166,290) (25,166) (3,191,456)

for the year
Additional paid 853,762 - 853,762 : 853,762
in capital
Balance at 31
December 11,014,554 (9,354,327) 1,660,227 2,240 1,662,467

2019

On behalf of the Management:

Mikheil Khundadze
General Director

Thilisi, Georgia
12 October, 2020

Nino Shubitidze
Chief Accountant

Tbilisi, Georgia
12 October, 2020

The notes on pages 9-21 form an integral part of these financial statements.



GEORGIAN VINE AND WINE COMPANY GROUP

CONSOLDIATED STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2019

(in Georgian Lari)

Note 2019 2018
Loss before tax (3,174,960) (856,032)
Adjustments for:
Finance income (29,880) (35,141)
Finance expenses 651,160 462,500
Surplus of inventory as a result of count - (7,737)
Impairment losses recognized on prepayments and trade
receivables 124,815 105,139
Depreciation and amortisation 158,377 311,684
Materials write-off 391,077 139,528
Net foreign exchange (gain)/loss 281,765 (196,375)
Cash (outflow)/inflow from operating activities before
changes in operating assets and liabilities (1,597,646) 376,585
Movements in working capital:
Increase in trade receivables (1,370,032) (86,086)
Increase in prepayments (72,704) (64,300)
Decrease /(Increase) in inventories 292,992 (2,006,948)
Decrease/(Increase) in taxes recoverable and prepaid 299,433 (59,752)
Increase in trade and other payables 68,872 41,643
Cash used from operations (2,379,085) (2,251,877)
Interest received - 34,909
Interest paid (617,504) (361,079)
Income taxes paid (13,009) (13,339)
Net cash used from operating activities (3,009,598) (2,591,386)
Cash flows from investing activities
Capital expenditure on property, plant and equipment (576,803) (122,358)
Purchase of intangibles (15,307) (4,961)
Issued loans (595,284) (1,138,106)
Repayment of issued loans 87,879 1,313,260
Net cash used from investing activities (1,099,515) 47,835
Cash flows from financing activities
Proceeds from borrowed funds 9,923,381 3,118,086
Repayment of borrowed funds (6,664,419) (1,042,641)
Contributions to capital 13 853,762 566,959
Net cash received from financing activities 4,112,723 2,642,404
Net increase in cash and cash equivalents 3,610 98,853
Cash and cash equivalents at the beginning of the year 142,007 66,748
Effects of exchange rate changes on the balance of cash held in 20.416 (23,594)
foreign currencies ! !
Cash and cash equivalents at the end of the year 166,033 142,007

On behalf of the Management:

Mikheil Khundadze
General Director

Tbilisi, Georgia
12 October 2020

The notes on pages 9-21 form an integral part of these financial statements.

Nino Shubitidze
Chief Accountant

Tbilisi, Georgia
12 October 2020



GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

1.

GENERAL INFORMATION

Georgian Vine and Wine Company LLC (the “Company”) is a limited liability company incorporated
on October 1, 2014 under the laws of Georgia. The address of the Company’s registered office is
D. Aghmashenebeli str. #179a, Tbilisi, Georgia.

The principal activity of Company represents production of branded wine and distribution in
Georgia and abroad. In June, 2017, the Company has established 100% owned subsidiary Shilda
Distribution LLC and 51% owned subsidiary Shilda GV LLC. Both subsidiaries are involved in
distribution of goods produced by the Georgian Vine and Wine Company and Telavi Distillery LLC,
which represents entity under common control.

The Company is the parent company of the Group and has consolidated both subsidiaries in its
consolidated financial statements;

On January 30, 2018, 100% share in the Company was acquired by Smart Capital Shilda LLC,
registered in Tbilisi, Georgia.

As of 31 December 2019 and 2018 the Company was owned by the following shareholders:

31 December 31 Decembei‘ 1 January
Name of the shareholder 2019 2018 2018
Smart Capital LLC 100% ' 100% -
Levan Skamkochashvili - - 80%
Ivane Chkhartishvili -7 - 20%

As at 31 December 2019, 31 December 2018 and 1 January 2018 the ultimate controlling owner
of the Group was Mikheil Chkhartishvili.

BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

Statement of compliance. These financial statements have been prepared in accordance with
accordance with Module 35 “Transition to the IFRS for SMEs”, International Financial Reporting
Standard for Small and Medium-Sized Entities ("IFRS for SME") issued by the International
Financial Reporting Standards for Medium and Small sized entities (“"IFRS for SME’s”) issued by
the International Accounting Standards Board (*IASB”) and Interpretations issued by the
International Financial Reporting Interpretations Committee (“IFRIC").

These financial statements are the Company’s first annual financial information that fully comply
with IFRS for SME’s. The Company’s IFRS for SME’s transition date is 1 January 2018.

Basis of Consolidation. Subsidiaries are companies controlled by the parent. These consolidated
financial statéments incorporate the financial statements of the Company and its subsidiaries. All
intragroup transactions, balances, income and expenses are eliminated on consolidation. Non-
controlling interests in the profit and loss and net asset of subsidiaries are presented separately
and consist of the amount of the non-controlling interest at the date of original combination
together with the non-controlling interest’s share of changes in equity since the date of
combination.

Going Concern. These consolidated financial statements have been prepared on a going concern
basis and the accounting policies have been applied consistently throughout the period. In making
this judgement, Management considered the Group’s financial position, current intentions,
profitability of operations and access to financial resources and analysed the impact of the
situation in the markets on the operations of the Group.

As at 31 December 2019, 31 December 2018 and 1 January 2018 the Company shows
accumulated deficit amounting of GEL 9,216,768, GEL 6,188,037 and GEL 5,243,321 respectively.
In addition, during the year ended 31 December 2019 and 2018 company had loss of GEL
3,053,897 and loss of GEL 916,160 and negative cash flows from operations in amount of GEL
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

2,955,815 and 2,591,386 respectively. Management of the Company believes that preparation of
the accompanying financial statements on the going concern basis is appropriate because the
following:

- The Group is in investment stage and the recurring losses are mainly caused by the financing
and depreciation expenses.

- As at 31 December 2019, 31 December 2018 and 1 January 2018 total current assets exceed
total current liability by GEL 3,430,411, GEL 2,746,422 and GEL 2, 871,877, respectively. The
Group shows strong liquidity position.

- In 2019, the Group has purchased two land plots to develop vineyards, which will significantly
decrease cost of inventory and increase gross margin. Ddevelopment of vineyards has
already been started.

- The Company has developed plan on development of sales channels and attracting new
customers by increasing the marketing activities. The development plan resulted in increase
of revenue by GEL 642,047 in subsequent period. In addition, in 2019 the Group has signed
two contracts with foreign customers in amount of USD 1,000,000 and USD 3,500,000. The
contracts shall be settled before 2024.

- As at 31 December 2019, 31 December 2018 and 1 January borrowings in the amount of GEL
2,221,839, GEL 5,441,559 and GEL 12,590,093 are from related parties ' which can be
restructured in case of financial difficulties of the Company.

- The Parent Company - Smart Capital Group LLC demonstrates It's commitment to continue
financing the Group’s operations. The commitment is evidenced in contributions made to the
capital by the Ultimate Shareholder during the year (GEL 853,762) and receiving comfort
letter from Smart Capital Group LLC on 34 September, 2020, that express the readiness to
support the operations of the Company. '

Foreign currencies - The functional currency of each of the Group’s entities is the currency of
the primary economic environment in which the Group operates. The functional currency of the
Group is the Georgian Lari ("*GEL"). 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 income statement for the year. These
consolidated financial statements are presented in GEL.

Rates of exchange

The exchange rates at the yeai:—end used by the Group in the preparation of the consolidated
financial statements are as follows:

31 December, 31 December, 1 January,
2019 2018 2018
GEL/USD 2.8677 2.6766 2.5922
GEL/EUR 3.2095 3.0701 3.1044

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 consolidated 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 Group.

The principal accounting policies are set out below.
Revenue recognition — Revenue comprises the fair value of the consideration received or
receivable for the sale of goods in the ordinary course of the Group’s activities. Revenue is shown

net of sales/value-added-tax, returns, rebates and discounts and after eliminating sales within
the Group.

10



GEORGIAN VINE AND WINE COMPANY GROUP

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

(in Georgian Lari)

The Group recognises revenue, when: the amount of revenue can be reliably measured, it is
probable that future economic benefits will flow to the entity and specific criteria have been met
for each of the Group’s activities, as described below.

(a) Revenue from wholesale

The Group manufactures and sells a range of wine products in the wholesale market. The
Revenue is recognised when the goods are delivered and titles have passed, at which time all the
following conditions are satisfied:

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

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

o The amount of revenue can be measured reliably;

o It is probable that the economic benefits associated with the transaction will flow to the
Group; and

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

(b) Revenue from retail

The Group operates retail outlets for selling wine. Sales of goods are recognised when a Group
entity sells a product to the customer, because the control passes to the customer on the day
that the transaction takes place. Retail sales are usually in ca;,h or by credit card.

Taxation - 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 Group 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 exﬁenses 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 consolidated 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 and equipment - Items of property, plant and equipment are measured at cost less
accumulated depreciation and any accumulated impairment losses.

Depreciation is charged so as to allocate the cost of assets less their residual values over their

estimated useful lives, using the straight-line method. The following annual rates are used for the
depreciation of property, plant and equipment:
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

Buildings and structures 5%
Furniture and fixtures 20%
Office equipment 20%
Vehicles 20%
Leasehold improvements 20%
Machinery and equipment 5-20%

If there is an indication that there has been a significant change in depreciation rate, useful life or
residual value of an asset, the depreciation of that asset is revised prospectively to reflect the
new expectations.

Intangible assets — Intangible assets represent software. Amortization is recognized on a
straight-line basis over their estimated useful lives. Useful life for the intangible assets held by
the Group is 5 years.

Impairment of assets - At each reporting date, property, plant and equipment, intangible
assets, and investments in associates are reviewed to determine whether there is any indication
that those assets have suffered an impairment loss. If there is an indication of possible
impairment, the recoverable amount of any affected asset (or group of related assets) is
estimated and compared with its carrying amount. If estimated recoverable amount is lower, the
carrying amount is reduced to its estimated recoverable amount, and an impairment loss is
recognised immediately in profit or loss.

Similarly, at each reporting date, inventories are assessed for impairment by comparing the
carrying amount of each item of inventory (or group of similar items) with its selling price less
costs to complete and sell. If an item of inventory (or group of similar items) is impaired, its
carrying amount is reduced to selling price less costs to complete and sell, and an impairment
loss is recognised immediately in profit or loss.

If an impairment loss subsequently reverses, the carrying amount of the asset (or group of
related assets) is increased to the revised estimate of its recoverable amount (selling price less
costs to complete and sell, in the case of inventories), but not in excess of the amount that would
have been determined had no impairment loss been recognised for the asset (group of related
assets) in prior years. A reversal of an impairment loss is recognised immediately in profit or loss.

Inventory - Inventories are stated at the lower of cost and net realisable value. Costs of
inventories are determined on a weighted average cost basis. Net realisable value represents
the estimated selling price for inventories less all estimated costs of completion and costs
necessary to make the sale.

Contingent assets and liabilities - Contingent liabilities are not recognized in the financial
statements. They are disclosed in the notes to the consolidated financial statements unless the
possibility of an outflow of resources embodying economic benefits is remote. Contingent assets
are recognized only when the contingency is resolved.

Financial instruments - Financial assets and financial liabilities are recognised when a Group
becomes a party to the contractual provisions of the instrument.

Financial asset or financial liability is recognised initially, it at the transaction price (including
transaction costs) unless the arrangement constitutes, in effect, a financing transaction for either
the entity (for a financial liability) or the counterparty (for a financial asset) to the arrangement.
An arrangement constitutes a financing transaction if payment is deferred beyond normal
business terms, for example, providing interest-free credit to a buyer for the sale of goods, or is
financed at a rate of interest that is not a market rate, If the arrangement constitutes a financing
transaction, the entity measures the financial asset or financial liability at the present value of the
future payments discounted at a market rate of interest for a similar debt instrument as
determined at initial recognition.

At the end of each reporting period, an entity measures financial long term debt instruments at
amortised cost using the effective interest method. Debt instruments that are classified as current
assets or current liabilities are be measured at the undiscounted amount of the cash or other
consideration expected to be paid or received.
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

Financial assets - The principal financial assets of the Group are cash, trade and other
receivables and issued loans

The effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument
and of allocating 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 life of the debt instrument, or, where appropriate, a shorter period,
to the net carrying amount on initial recognition.

Cash and cash equivalents

Cash include cash on hand and cash with banks.

Loans issued

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. Loans and receivables are measured at amortised cost

using the effective interest method, less any impairment.

Trade and other receivables

Trade and other receivables 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.

The carrying amount of the financial asset is reduced by the impairment loss through the use of
an allowance account. When a trade accounts receivable is considered uncollectible, it is written
off against the allowance account. Subsequent recoveries of amounts previously written off are
credited against the allowance account. Changes in the carrying amount of the allowance account
are recognised in income statement.

Derecognition of financial assets

The Group derecognises 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. The difference between the carrying amount
of the financial asset derecognised and the consideration received and receivable is recognised in
income statement. ’

Financial liabilities - The Group’s financial liabilities include trade and other payables and
borrowed funds.

The effective interest method is a method of calculating the amortized cost of a financial liability
and of allocating interest expense over the relevant period. The effective interest rate is the rate
that exactly discounts estimated future cash payments through the expected life of the financial
liability, or, where appropriate, a shorter period.

Derecognition of financial liabilities

The Group derecognises financial liabilities when, and only when, the Group’s obligations are
discharged, cancelled or they expire. The difference between the carrying amount of the financial
liability derecognised and the consideration paid and payable is recognised in income statement.

Contributed capital — Contributed capital is recognized at the fair value of the contributions
received by the Group.
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

3.

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies, which are described in note 2, the
management of the Group 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.

Impairment of trade receivables - The Company performs the individual assessment for the
customer accounts receivable with overdue more than 90 days. Significant financial difficulties of
the customer, probability that the customer will suffer bankruptcy or financial reorganisation, and
default or delinquency in payments are considered indicators that the receivable is potentially
impaired.

The Company has recognised an allowance for doubtful debts of 100% against all receivables
over 1 year because historical experience has been that receivables that are past due beyond 1
year are not recoverable. Allowances for doubtful debts of 50% are recognised against trade
receivables between 181 days and 1 year and allowances for doubtful debts of 20% are
recognised against trade receivables between 91 days and 180 days. Actual results could differ
from these estimates if there is deterioration in a major customer’s creditworthiness or actual
defaults are higher than the estimates.

As at 31 December 2019, 31 December 2018 and 1 January 2018, allowance for trade receivables
equals to GEL 110,617, 30,038 and GEL nil, respectively.

Initial recognition of related party financing transactions. The Group enters-into financing
transactions with its related parties. Judgement is applied in determining if transactions are
priced at lower market or non-market interest rates, where there is no active market for such
transactions. The basis for judgement is pricing for similar types of transactions with unrelated
parties and effective interest rate analysis.

Impairment assessment of Property, plant and equipment. The management performs
impairment test for Property, plant and equipment to assess the ability of the Group’s assets to
generate future cash flows; Determining Future cash flows requires significant judgment;

A
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

4. REVENUE

During the year ended 31 December 2019 and 2018 revenue of the Group consisted of:

2019 2018
Revenue from wholesale 4,131,375 3,404,395
Revenue from retail 327,850 251,018
Total 4,459,225 3,655,413

5. COST OF SALES

During the year ended 31 December 2019 and 2018 cost of sales of the Group consisted of:

2019 2018
Revenue from wholesale 4,100,744 2,715,357
Revenue from retail 356,625 214,343
Total 4,457,369 2,929,700

6. SELLING AND DISTRIBUTION EXPENSES

During the year ended 31 December 2019 and 2018 selling and distribution expenses of the
Group consisted of:

2019 2018
Sales and marketing expenses 309,625 357,472
Transportation and maintenance costs 218,035 242,553
Payroll and related charges 25,441 59,361
Total 553,101 659,386

7. GENERAL AND ADMINISTRATIVE EXPENSES
S

During the year ended .31 December 2019 and 2018 general and administrative expenses of the
Group consisted of:

2019 2018
Payroll and related charges 489,368 356,774
Materials write-off 391,077 139,528
Business Trip expenses - 154,483 67,531
Rent expenses 137,338 98,202
Taxes on inventory write-off 129,055 -
Impairment expenses 124,815 105,139
Consultation expenses 77,063 51,010
Depreciation and amortization expenses 57,280 40,971
Other operating expenses 164,871 76,602
Total 1,725,350 95,757
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

8. PROPERTY AND EQUIPMENT

The following table represents movements of property and equipment:

Land Buildings and Machinery and Furniture Office Leasehold
Structures Equipment and Fixtures Equipment Vehicles Improvements Total

Cost
As at 1 January 2018 26,310 2,149,075 2,956,430 211,549 44,325 24,239 3,559 5,415,487
Additions = 14,952 37122 57,026 11635 - 1,623 122,358
As at 31 December 2018 26,310 2,164,027 2,993,552 268,575 55,960 24,239 5,182 5,537,845
Additions 285,420 33,095 140,789 13,396 41,320 62,783 - 576,803
As at 31 December 2019 311,730 2,197,122 3,130,951 281,336 97,280 87,022 5,182 6,110,622
Accumulated depreciation
As at 1 January 2018 - 189,246 1,269,136 59,029 9,051 2,231 260 1,528,953
Charge for the year - 106,006 593,597 49,156 9,929 4,848 712 764,248
As at 31 December 2018 - 295,252 1,862,733 108,185 18,980 7,079 972 2,293,201
Charge for the year - 106,982 605,045 48,606 10,015 10,393 228 781,269
As at 31 December 2019 - 402,235 2,467,778 156,790 28,995 17,472 1,201 3,074,235
Net carrying amount
As at 1 January 2018 26,310 1,959,829 1,687,294 152,520 35,274 22,008 3,299 3,886,534
As at 31 December 2018 26,310 1,868,775 1,130,819 160,390 36,980 17,160 4,210 3,244,644
As at 31 December 2019 311,730 1,794,887 663,173 124,545 68,284 69,550 3,982 3,036,387

As at 31 December 2019, 31 December-2018 and 1 January 2018 the Group has no fully depreciated items.

As at 31 December 2019, 31 December 2018 and 1 January 2018 the Group has pledged its total property, plant and equipment to secure bank
borrowings (see Note 14).
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31

DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

9.

10.

1.

ISSUED LOANS

As at 31 December 2019, 31 December 2018 and 1 January 2018, terms and conditions of issued

loans to related parties were as follows:

Borrowers
Telavi Distillery
Kakheti 3000
Telavi Distillery

Total issued loans

Short-term portion of loans issued

Long-term portion of loans issued

INVENTORY

Interest 31 December 31 December 1 January

CCY rate Maturity 2019 2018 2018
usbD 9% 2027 975,705 386,996 218,215
uUsD 16% 2018 - 324,314
GEL 9% 2018 s 4,060
975,705 386,996 546,589
- 328,374
975,705 386,996 218,215

Fa

As at 31 December 2019, 31 December 2018 and 1 January 2018 inventories were as follows:

Work in progress
Packaging materials

Finished Goods
Raw materials
Other

Total

TRADE AND OTHER RECEIVABLES

31 December 31 December 1 January
2019 2018 2018
3,852,505 2,816,163 120,573

711,467 564,688 291,844
433,624 1,702,012 2,612,152
282,243 269,881 -
15,519 ~
5,295,358 5,352,744 3,024,569

As at 31 December 2019, 31 December 2018 and 1 January 2018 trade and other receivables

consisted of:

Trade receivables

Less: allowance for doubtful receivables

Trade receivables, net

Movement in the allowance for doubtful debts:

Balance at beginning of the year

Impairment losses recognized on trade receivables

Balance at end of the year
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31 December 31 December 1 January
2019 2018 2018
2,258,460 962,715 915,744
(110,617) (30,038) i

2,147,843 915,744 915,744
2019 2018
(30,038) =
(80,579) (30,038)
(110,617) (30,038)




GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31

DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

12. CASH AND CASH EQUIVALENTS

At 31 December 2019, 31 December 2018 and 1 January 2018 cash and cash equivalents were as

follows:

31 December 31 December 1 January
2018 2018 2018
Cash on hand 3,834 23,022 54,228
Cash in bank 162,199 118,985 12,520
Total 166,033 142,007 66,748

13. CONTRIBUTED CAPITAL

On 30 January 2018, Ultimate Shareholder of the Company - Mikheil Chkhartishvili contributed to
the Georgian Vine and Wine Group’s capital his loans issued to the Company. The converted

amount of the loans amounted GEL 9,527,248 including accrued interest.

During 2018, the Ultimate Shareholder has made additional contributions in amount of GEL

566,959.

During 2019, the Ultimate Shareholder has made additional contributions in amount of GEL

853,762. e

As at 31 December 2019, 31 December 2018 and 1 January 2018, contributed capital totalled

GEL 11,014,554, GEL 10,160,792 and GEL 66,585 respectively.

14. BORROWED FUNDS

As at 31 December 2019, 31 December 2018 and 1 January 2018, terms and conditions of

outstanding borrowed funds were as follows:

Borrovad furds: Interest ) 31 December 31 December 1 January
CCY .~ rate Maturity 2019 2018 2018

Halyk Bank Georgia UsD 8% 16/03/2020 2,872,759 2,684,798 &
Tobacco Holding LLC ~ USD 7.4% 02/10/2021 2,027,068 - -
Kakheti 3000 usbD 8% 01/10/2023 1,825,682 487,805 -
Halyk Bank Georgia uUsb 13% 16/09/2026 1,207,362 1,229,132 1,277,707
Halyk Bank Georgia GEL 14% 07/02/2022 692,154 950,483 1,175,267
Smart Capital Giﬂoup GEL 11.2% 13/11/2024 293,699 - -
Telavi Distillery usD 9% 25/07/2022 102,459 89,341 80,326
Mikheil Chkhartishvili uUsbD 9% 02/04/2021 - = 5,747,104
Mikheil Chkhartishvili usD 9% 05/01/2022 - - 2,749,588
Mikheil Chkhartishvili uUsb 10% 01/09/2022 = - 1,013,398
Mikheil Chkhartishvili uUsbD 9% 15/02/2021 = - 906,703
Total borrowed funds 9,021,183 5,441,559 12,950,093
Short-term portion of loans and borrowing 3,292,250 3,050,638 787,069
Long-term portion of loans and borrowing 5,728,933 2,390,921 12,163,024

Borrowed funds from Halyk Bank Georgia have been secured by a pledge over the Group’s,

property, plant and equipment (see Note 8).
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

The Group has signed agreement with Agricultural Projects” Management Agency ("APMA”), under
which APMA finances 11% out of 14% annual lcan interests from Halyk Bank Georgia. The length
of the co-funding is 66 months and APMA represents guarantor of 50% of the principal if the
realization of collaterals will not cover the liability towards the financial institution.

Income from APMA for the year ended 31 December 2019 and 2018 represents GEL 91,128 and
GEL 116,927 respectively and is classified as Grant Income.

The following tables detail the Groups's remaining contractual maturity for its borrowed funds
with agreed repayment periods as at 31 December 2019,31 December 2018 and 1 January 2018.

31 December 31 December 1 January
2019 2018 2018
<3 months 2,972,717 85,712 118,097
3-12 months 442,238 2,964,926 668,972
>12 months 5,606,228 2,390,921 12,163,024
9,021,183 5,441,559 12,950,093

15. TRADE AND OTHER PAYABLES

At 31 December 2019, 31 December 2018 and 1 January 2018 trade and other payables were as

follows:
31 Decembé)r 31 December 1 January,
2019 2018 2018

Trade payables 811,029 558,353 541,624
Advances received 11,451 42,928 198,238
Salaries payable 19,343 27,953 16,593
Other payables 1,151 155,412 72,151
Total 842,974 784,646 828,606

16. RELATED PARTIES TRANSACTIONS AND OUTSTANDING BALANCES
In considering each possible related party relationship, attention is directed to the substance of

the relationship, and not‘merely the legal form. The Group had the following balances and
transactions with related parties:

31 December 2019

Total category as

. Entities under Other related 2 N
Ultimate . er the financial

shareholder cammon contral parsies P statements

caption

Issued loans - 975,705 - 975,705
Trade and other receivables # 22,915 1,145,757 1,168,672
Borrowings = 2,129,526 2,119,381 9,021,183
Trade and other payables = 4,931 183,345 842,974
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

2019
Total category as
. Entities under Other related per the financial
URimats comm trol ti tat
sharefoldor on contro parties sta en?ents
caption

Revenue - 69,716 2,215,082 2,284,798
Finance income - 29,880 - 29,880
Finance expense - 86,817 90,987 177,804

31 December 2018

Total category as

. Entities under Other related : N
Ultimate P er the financial
shareholder €0Mmon contral parties P statements
caption
Issued loans - 386,996 - 386,996
Trade and other receivables = 24,017 14,710 932,677
Borrowings - 89,341 487,805 y 5,441,559
Trade and other payables - 214,799 72,429 7 784,646
2018
p Total category as
Ultimate Entities under Other re_lated per the financial
shareholder common control parties staten‘_lents
caption
Revenue - 21,966 676,975 3,655,413
Finance income - 17,768 15,274 35,141

Finance expense (47,201) (6,081) (3,856) (462,500)

1 January 2018

Total category as

Ultiméte Entities under Other re-_lated per the financial
shareholder COMmon control parties staten?ents
3 caption
Issued loans - 222,275 324,314 546,589
Trade and other receivables- = 236,345 345,655 915,744
Borrowings / 10,416,793 80,326 - 12,950,093
Trade and other payables - 125,484 - 828,606

Compensation of key management personnel

The remuneration of key management personnel during the year 2019 and 2018 was short-term
benefits equal to GEL 122,000 and GEL 122,624 respectively.

17. COMMITMENTS AND CONTINGENCIES

Commitments — The Group had no material commitments outstanding as at 31 December 2019,
31 December 2018 and 1 January 2018.

Legal proceedings - As at 31 December 2019, 31 December 2018 and 1 January 2018 the
Group was not engaged in any litigation proceedings. Management is of the opinion that no
material unaccrued losses will be incurred and accordingly no provision has been made in these
consolidated financial statements.
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GEORGIAN VINE AND WINE COMPANY GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 2019 (CONTINUED)
(in Georgian Lari)

18.

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. Tax years remain open to
review by the tax authorities for six years.

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 YEAR

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, which has been reflected in significantly
weakened Georgian Lari compared to USD.

The Management of the Company believes that the forecasted developments in existing situation
will not have significant impact on the sustainability of the Company’s business.

In 2020, Group has paid USD 1,000,000 loan to Halyk Bank and obtained new loan USD
1,120,000 with maturity till 11 March 2022 and 8% annual interest rate.

On 25 Februa'r/y 2020 the Group has signed credit line agreement of USD 500,000 with Smart

Trading LLC (Entity under common control). As at date of issuance, USD 448,068 was utilized.
The loan has maturity till 2021 6.5% annual interest rate.
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