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Independent Auditors’ Report
To the Owners of Tbilisi Huawei Technologies Co. LTD
Opinion

We have audited the financial statements of Tbilisi Huawei Technologies Co. LTD
(the “Company”), which comprise the statement of financial position as at
31 December 2021, the statements of profit or loss and other comprehensive income,
changes in equity and cash flows for the year then ended, and notes, comprising significant
accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of the Company as at 31 December 2021, and its financial performance
and its cash flows for the year then ended in accordance with International Financial
Reporting Standards (IFRS).

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 Auditors’ Responsibilities
for the Audit of the Financial Statements section of our report. We are independent of the
Company in accordance with the International Ethics Standards Board for Accountants
International Code of Ethics for Professional Accountants (including International
Independence Standards) (IESBA Code) together with the ethical requirements that are
relevant to our audit of the financial statements in Georgia, and we have fulfilled our other
ethical responsibilities in accordance with these requirements and 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
Financial Statements

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with IFRS, 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.

Auditors’ 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 auditors’ 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.

KPMG Georgia LLC, a company incorporated under the Laws of Georgia and a
member firm of the KPMG global organization of independent member firms affiliated
with KPMG International Limited, a private English company limited by guarantee.
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As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

— ldentify 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 auditors’ 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 auditors’
report. However, future events or conditions may cause the Company to cease to continue
as a going concern.

— Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

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

The engagement partner on the audit resulting in this independent auditors’ report is:

Vakhtang Kezheradze

KPMG Georgia LLC
Thilisi, Georgia
14 March 2022






Tbhilisi Huawei Technologies Co. LTD
Statement of Financial Position as at 31 December 2021

’000 GEL Note 31 December 2021 31 December 2020
Assets

Property and equipment 10,15 1,230 1,236
Non-current assets 1,230 1,236
Inventories 476 552
Current tax assets 193 -
Loans receivable from a related party 1,409 -
Contract assets 5(c) 593 2,868
Trade and other receivables 11 4,233 9,589
Cash and cash equivalents 12 7,158 2,106
Current assets 14,062 15,115
Total assets 15,292 16,351
Equity

Charter capital 13 333 333
Retained earnings 13 8,520 8,413
Total equity 8,853 8,746
Lease liabilities 15 447 699
Non-current liabilities 447 699
Trade and other payables 14 5,185 5,854
Contract liabilities 14 432 582
Lease liabilities 15 375 314
Current tax liabilities - 156
Current liabilities 5,992 6,906
Total liabilities 6,439 7,605
Total equity and liabilities 15,292 16,351
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The statement of financial position is to be read in conjunction with the notes to, and forming part of, the
financial statements set out on pages 9 to 34.



Tbhilisi Huawei Technologies Co. LTD
Statement of Profit or Loss and Other Comprehensive Income for 2021

’000 GEL Note 2021 2020
Revenue 5 15,555 13,883
Cost of sales 6 (10,603) (10,779)
Gross profit 4,952 3,104
Selling and administrative expenses 7 (3,680) (2,375)
Impairment loss reversal/(Impairment loss) on trade

receivables and contract assets 16(b)(ii) 283 (303)
Other operating income/(expense) 21 (126)
Results from operating activities 1,576 300
Net finance income/(cost) 8 (780) 756
Profit before income tax 796 1,056
Income tax expense 9 @) (202)

Profit and total comprehensive income
for the year 789 854

These financial statements were approved by management on 14 March 2022 and were signed on
its behalf by:

Tang Fengying Wang Huihui
General Director Finance Director
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The statement of profit or loss and other comprehensive income is to be read in conjunction with the notes to,
and forming part of, the financial statements set out on pages 9 to 34.






’000 GEL

Balance at 1 January 2020

Total comprehensive income

Profit for the year

Total comprehensive profit for the year
Contributions and distributions
Dividends (note 13 (b))

Total contributions and distributions
Balance at 31 December 2020

Balance at 1 January 2021

Total comprehensive income

Profit for the year

Total comprehensive profit for the year

Contributions and distributions
Dividends (note 13 (b))

Total contributions and distributions
Balance at 31 December 2021

Tbhilisi Huawei Technologies Co. LTD
Statement of Changes in Equity for 2021

Charter Retained Total
capital earnings equity
333 7,867 8,200
- 854 854
- 854 854
- (308) (308)
- (308) (308)
333 8,413 8,746
333 8,413 8,746
- 789 789
- 789 789
- (682) (682)
- (682) (682)
333 8,520 8,853
7

The statement of changes in equity is to be read in conjunction with the notes to, and forming part of, the

financial statements set out on pages 9 to 34.



Tbilisi Huawei Technologies Co. LTD
Statement of Cash Flows for 2021

’000 GEL Note 2021 2020

Cash flows from operating activities

Cash receipts from customers 25,809 9,394
Cash paid to suppliers (9,970) (11,526)
Cash paid to employees (4,819) (2,110)
Cash generated from/(used in) operating activities 11,020 (4,242)
Interest paid (66) (63)
Income tax paid (266) (98)
Other taxes paid (2,608) (1,955)
Net cash from/(used in) operating activities 8,080 (6,358)

Cash flows from investing activities

Acquisition of property, plant and equipment (344) (440)
Loans issued (1,463) -
Net cash used in investing activities (1,807) (440)

Cash flows from financing activities

Payment of lease liabilities (402) (362)
Dividends paid to equity holders of the Company 13(b) (599) (293)
Net cash used in financing activities (1,001) (655)

Net increase/(decrease) in cash and cash

equivalents 5,271 (7,453)
Cash and cash equivalents at 1 January 2,106 9,394
Effect of movements in exchange rates on cash

and cash equivalents (219) 165
Cash and cash equivalents at 31 December 12 7,158 2,106

The Company has classified:

— cash payments for the principal portion of lease payments as financing activities;

— cash payments for short-term leases as operating activities (included in cash paid to suppliers);

— cash payments for the interest portion as operating activities consistent with the presentation of
interest payments chosen by the Company.

8

The statement of cash flows is to be read in conjunction with the notes to, and forming part of, the financial
statements set out on pages 9 to 34.
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Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

Reporting entity
Georgian business environment

The Company’s operations are located in Georgia. Consequently, the Company is exposed to the
economic and financial markets of Georgia which display characteristics of an emerging market.
The legal, tax and regulatory frameworks continue development, but are subject to varying
interpretations and frequent changes which together with other legal and fiscal impediments
contribute to the challenges faced by entities operating in Georgia. The COVID-19 coronavirus
pandemic has further increased uncertainty in the business environment.

The financial statements reflect management’s assessment of the impact of the Georgian business
environment on the operations and the financial position of the Company. The future business
environment may differ from management’s assessment.

Organisation and operations

Tbilisi Huawei Technologies Co. LTD (The “Company”) is a limited liability company, as defined
under the Civil Code of Georgia. The Company was established on 20 May 2008 and has a
registered office at 71 Vazha-Pshavela Avenue, Vake-Suburtalo district, 0186, Tbilisi, Georgia.
The Company’s registration number is 204542272.

The Company's principal activities are provision of telecommunication network, equipment
installation, software upgrade and ongoing maintenance services to local mobile operator
companies in Georgia.

The activities of the Company are closely linked with the requirements of the Group headed by
Huawei Investment & Holding Co., LTD, ("Huawei"), the ultimate parent company, based in
Shenzhen, China. Huawei is a private company wholly owned by its employees.

Related party transactions are disclosed in note 18.

Basis of accounting
Statement of compliance

These financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRSs”).

Going concern basis of accounting

Management continues to have reasonable expectation that the Company has adequate resources
to continue in operation for at least the next 12 months and that the going concern basis of
accounting remains appropriate. The outbreak of the COVID-19 pandemic and the measures
adopted by the Government of Georgia to mitigate the spread have not had any significant impact
on the Company’s operations. The Company has continued operating in its normal course. The
operations of the Company have not stopped during the lock down periods as the construction
activities were not banned. The Company has service contracts with maturities until 2024 .

For the year ended 31 December 2021, the Company reported profit of GEL 788 thousand (2020:
GEL 854 thousand). The Company’s net assets as at 31 December of 2021 amounted to
GEL 8,852 thousand (2020: GEL 8,746 thousand). The Company has GEL 11,984 thousand
(2020: GEL 14,563 thousand) liquid resources comprising of cash and cash equivalents and other
highly liquid resources. The Company reported positive operating cash flow in 2021 resulting from
improvements in credit cycle management. The Company does not have any outstanding
borrowings as at 31 December 2021 and 2020.

10



Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

Based on these factors, management has a reasonable expectation that the Company has adequate
resources to continue its operations in the foreseeable future. Accordingly, management has
concluded that there is no material uncertainty regarding the Company’s ability to continue as a
going concern.

Functional and presentation currency

The national currency of Georgia is the Georgian Lari (“GEL”), which is the Company’s functional
currency and the currency in which these financial statements are presented. All financial
information presented in GEL has been rounded to the nearest thousands, except when otherwise
indicated.

Use of estimates and judgments

The preparation of financial statements in conformity with IFRSs requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses. Actual results may differ from those
estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimates are revised and in any future periods
affected.

Information about critical judgments in applying accounting policies that have the most significant
effect on the amounts recognized in the financial statements is included in note 20 (a) - Performance
obligations and revenue recognition policies.

Information about assumptions and estimation uncertainties that have a significant risk of resulting
in a material adjustment to the carrying amounts of assets and liabilities within the next financial
year is included in note 16(b)(ii) — Credit risk: expected credit loss assessment.

Measurement of fair values

When measuring the fair value of an asset or a liability, the Company uses market observable data
as far as possible. Fair values are categorized into different levels in a fair value hierarchy based on
the inputs used in the valuation techniques as follows:

— Level I: quoted market price (unadjusted) in an active market for an identical instrument.

— Level 2: inputs other than quoted prices included within Level 1 that are observable either directly
(i.e. as prices) or indirectly (i.e. derived from prices).

— Level 3: inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

If the inputs used to measure the fair value of an asset or a liability might be categorized in different
levels of the fair value hierarchy, then the fair value measurement is categorized in its entirety in
the same level of the fair value hierarchy as the lowest level input that is significant to the entire
measurement.

The Company recognizes transfers between levels of the fair value hierarchy at the end of the
reporting period during which the change has occurred.

11
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Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

Further information about the assumptions made in measuring fair values is included in Note 16(a)
— Accounting classifications and fair values

Revenue

Revenue streams

’000 GEL 2021 2020
Revenue from contracts with customers 15,555 13,883

Disaggregation of revenue from contracts with customers

In the following table, revenue from contracts with customers in Georgia is disaggregated by major
service lines and timing of revenue recognition.

For the year ended 31 December

’000 GEL 2021 2020

Major service lines

Network maintenance service 9,969 7,445

Sales supporting service 2,751 3,414

Hardware installation, commissioning and integration 2,638 2,373

Training service 127 558

Warranty service 70 93
15,555 13,883

Timing of revenue recognition

Products and services transferred over time 15,555 13,883

Revenue from contracts with customers 15,555 13,883

Sales supporting service also includes revenue generated from provision of technical assistance
service.

Contract balances

The following table provides information about receivables, contract assets and contract liabilities
from contracts with customers.

’000 GEL Note 31 December 2021 31 December 2020
Receivables, which are included in ‘trade

and other receivables’ 11 4211 9,519
Contract assets 593 2,868
Contract liabilities 14 (432) (582)

The contract assets primarily relate to the Company’s rights to consideration for work completed
but not billed at the reporting date on software update and maintenance services. The amount of
contract assets as at 31 December 2021 was impacted by an impairment allowance of
GEL 3 thousand (2020: GEL 12 thousand). Contract assets are reclassified to receivables when the
consideration become unconditional. This usually occurs when the Company issues a commercial
invoice to the customer.

The contract liabilities primarily relate to the issued commercial invoices to the customers in
advance of the work completed and for which revenue is recognized over time. The amount of
GEL 507 thousand recognized in contract liabilities at the beginning of the period has been
recognized as revenue for the year ended 31 December 2021 (2020: GEL 102 thousand). Contract
liability of GEL 432 thousand as at 31 December 2021 (31 December 2020: GEL 582 thousand) is
expected to be recognized as revenue over the next year.

12



Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

No information is provided about remaining performance obligations at 31 December 2021 that
have an original expected duration of one year or less, as allowed by IFRS 15.

Cost of sales

’000 GEL 2021 2020
Engineering services 4,519 4,581
Personnel costs 2,700 2,971
Technical assistance service fee 1,771 1,481
Rent expense 499 516
Depreciation expense 313 336
Impairment loss on inventory 113 191
Entertainment expenses 73 122
Items below capitalization rate 69 72
Travelling expenses 56 87
Training expenses 29 122
Office expense 17 13
Telecommunication expense 7 17
Motor vehicle expenses 3 78
Other 434 192
10,603 10,779

Depreciation associated with canteen lease right-of-use (ROU) asset of GEL 22 thousand is
recorded within personnel expenses, as it represents non-monetary benefit provided to employees.

Selling and administrative expenses

’000 GEL 2021 2020
Personnel costs 2,297 1,419
Outsourcing expense 629 400
Depreciation expense 190 111
Professional service fees 167 159
Rent expense 137 118
Travelling expense 26 22
Office expense 10 3
Telecommunication expense 8 5
Motor vehicle expenses 1 10
Freight expense 1 3
Other 214 125
3,680 2,375

Depreciation associated with canteen lease right-of-use (ROU) asset of GEL 22 thousand is
recorded within personnel expenses, as it represents non-monetary benefit provided to employees.

Net finance (cost)/income

’000 GEL 2021 2020
Recognised in profit or loss

Net foreign exchange gain - 776
Interest income 84 69
Finance income 84 845
Interest on lease liabilities (81) (89)
Net foreign exchange loss (783) -
Finance costs (864) (89)
Net finance income recognised in profit or loss

and other comprehensive income (780) 756

13
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Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

Income taxes

On 13 May 2016 the Parliament of Georgia passed a bill on corporate income tax reform (also
known as the Estonian model of corporate taxation), which mainly moves the moment of taxation
from when taxable profits are earned to when they are distributed. The law is effective for tax
periods starting from 1 January 2017.

According to the new Georgian Tax Code, tax reimbursement is available for the current tax paid
on the undistributed earnings in the years 2008-2016, if those earnings are distributed in 2017 or
subsequent years. Total tax reimbursement as at 31 December 2021 and as at 31 December 2020,
available for those earnings that are distributed in 2021 or further years amounts to
GEL 762 thousand (2020: GEL 873 thousand). The tax asset can be used only for dividends
declared for years 2008-2016, if dividends are declared for other periods, tax liability is paid in full.

Property and equipment

Machinery Electronic  Right-of-
’000 GEL equipment Vehicles equipment use asset Other Total
Cost
Balance as at
1 January 2020 22 126 1,257 1,272 249 2,926
Additions - - 185 - 6 191
Disposals - - (76) - (67) (143)
Balance at
31 December 2020 22 126 1,366 1,272 188 2,974
Balance at 1 January 2021 22 126 1,366 1,272 188 2,974
Additions - - 38 388 272 698
Disposals - - (120) (290) (14) (424)
Balance at
31 December 2021 22 126 1,284 1,370 446 3,248
Depreciation
Balance at
1 January 2020 @) (56) (1,028) (260) (37 (1,388)
Depreciation charge 2) 19) (151) (260) (15) (447)
Disposals - - 71 - 26 97
Balance at
31 December 2020 (&) (75) (1,108) (520) (26) (1,738)
Balance at
1 January 2021 ) (75) (1,108) (520) (26) (1,738)
Depreciation charge 2) (24) (176) (307) 39) (548)
Disposals - - 114 145 9 268
Balance at
31 December 2021 a1 99) (1,170) (682) (56) (2,018)
Carrying amounts
At 1 January 2020 15 70 229 1,012 212 1,538
At 31 December 2020 13 51 258 752 162 1,236
At 31 December 2021 11 27 114 688 390 1,230

Depreciation expense charged to cost of sales and selling and administrative expenses are disclosed
in notes 6 and 7, respectively.

14
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Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

Trade and other receivables

’000 GEL Note 31 December 2021 31 December 2020
Trade receivables 4,436 10,018
Prepayments - 9
Other receivables 22 61
Total trade and other receivables 4,458 10,088
Less: bad debt allowance 16(b)(ii) (225) (499)
Total trade and other receivables, net 4,233 9,589

The Company’s exposure to credit and currency risks and impairment losses related to trade and
other receivables, are disclosed in note 16.

Cash and cash equivalents

’000 GEL 31 December 2021 31 December 2020
Bank balances 7,158 2,106
Cash and cash equivalents in the statement of financial

position and in the statement of cash flows 7,158 2,106

As at 31 December 2021 2020 cash balances with banks are neither impaired nor past due. The
Company’s exposure to interest risk and a sensitivity analysis for financial assets and liabilities are
disclosed in note 16.

Equity and capital management

Charter capital

Charter capital represents the nominal amount of capital in the founding documentation of the
Company.

‘000 GEL 2021 2020

Issued and paid charter capital as at 1 January 333 333
Balance as at 31 December 333 333
Dividends

In accordance with Georgian legislation, the Company’s distributable reserves are limited to the
balance of retained earnings as recorded in the Company’s statutory financial statements prepared
in accordance with IFRSs.

In 2021, the Company declared and paid dividends of GEL 682 thousand to its owners
(2020: 308 thousand).

Capital management

The Company has no formal policy for capital management, but management seeks to maintain a
sufficient capital base for meeting the Company’s operational and strategic needs, and to maintain
confidence of market participants. This is achieved with efficient cash management, constant
monitoring of Company’s revenues and profit, and long-term investment plans mainly financed by
the Company’s operating cash flows.

15
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Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

The Company’s debt to capital ratio at 31 December was as follows:

’000 GEL 2021 2020

Total liabilities 6,439 7,605
Less: cash and cash equivalents (7,158) (2,106)
Net debt (719) 5,499
Total equity 8,853 8,746
Debt to equity ratio at 31 December (0.08) 0.63

There were no changes in the Company’s approach to capital management during the year. The
Company is not subject to externally imposed capital requirements.

Trade and other payables and contract liabilities

31 December 31 December

’000 GEL 2021 2020
Payable to a related party 2,900 2,293
Accrued expenses 1,401 2,625
Salaries payable 573 500
Contract liabilities 432 582
Trade payables 308 389
Other payables 3 47

5,617 6,436

The Company’s exposure to currency and liquidity risk related to trade and other payables is
disclosed in note 16.

Leases
Leases as lessee

The Company as a lessee has several lease agreements with the local companies. The leases
typically run for a period of one to five years, with an option in certain cases to renew the lease
after that date. As at 31 December 2021 and 2020, the Company mainly leases office space, canteen
space and some apartments.

The Company also leases property for various purposes (apartments for foreign employees, cars,
etc.). These leases mainly are short-term. The Company has elected not to recognize right-of-use
assets and lease liabilities for these leases. Rent expenses are directly recorded in profit or loss and
other comprehensive income statement. However during 2021 Year, Company recognized ROU
asset regards with cafeteria lease, based on new agreement with maturity of 5 years and carried out
significant leasehold improvements within the mentioned property. Company has also recognized
ROU assets related to dormitory leases, with maturity of 2 years.

Information about leases for which the Company is a lessee and records right-of-use asset and lease
liability is presented below:

Right-of-use assets

’000 GEL 2021 2020

Balance at 1 January 752 1,012
Additions 388 -
Derecognition (145) -
Depreciation charge for the year (307) (260)
Balance at 31 December 688 752

16
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Amounts recognised in profit or loss

Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

’000 GEL 2021 2020

Interest on lease liabilities 81 89
Expenses relating to short-term leases 636 634
Amounts recognised in statement of cash flows

’000 GEL 2021 2020

Total cash outflow for leases other than short-term leases 402 362
Total cash outflow for short-term leases 565 669
Lease liabilities

’000 GEL 2021 2020
Balance at 1 January 1,013 1,130
Additions 388 -
Interest expense 81 89
Exchange difference (50) 156
Derecognition (208) -
Lease payments (402) (362)
Balance at 31 December 822 1,013

When measuring lease liabilities, the Company discounted lease payments using borrowing rate
published by the National Bank of Georgia upon the lease commencement date. The interest rate
applied is 6.8% for 2021 (2020: 8.2%).

Lease term and extension options

The Company interprets lease enforceability in lease contracts broadly. A lease term reflects the
Company’s reasonable estimate of the period during which the underlying asset will be used. In
determining the lease term the Company bases its judgement on the broader economics of the
contract and the underlying asset, rather than the contractual terms only and allows factors like
economic penalties, legislative approach to renewal of the lease and forthcoming changes in
regulation to be effectively captured in the estimate of the lease term.

In determination of the enforceable period of the lease, the Company also considers the costs of
abandoning or dismantling non-removable leasehold improvements, cost of relocation, etc.

Company terminate one of its office leases during 2021 year. The remaining office lease contract
related to office space is effective till 2023 with predetermined lease payments, where:

— a period till 2021 — in case the lessee terminates a contract, total contractual lease payments till
2021 is still subject to repayment; a lessor is not allowed to terminate the contract;

—a period from 2021 to 2023 — both a lessee and a lessor are able to terminate the contract based
on 6-months’ notice till termination;

— a period after 2023 — the contract is automatically renewable each year for one more additional
year unless a lessee, a lessor uses 6-months’ notice rule before the maturity date.

Canteen lease is effective till December 2025. Company has carried out significant leasehold
improvements of the leased space. Lessee can terminate contract based on 6-months’ notice. The
Company analyzed all relevant facts and circumstances and concluded that the lease term of the
aforementioned lease contract is until December 2025.

17
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Tbilisi Huawei Technologies Co. LTD
Notes to the Financial Statements for 2021

Fair values and risk management
Accounting classifications and fair values

The estimates of fair value are intended to approximate the price that would be received to sell an
asset or pay to transfer a liability in an orderly transaction between market participants at the
measurement date. However given the uncertainties and the use of subjective judgment, the fair
value should not be interpreted as being realizable in an immediate sale of the assets or transfer of
liabilities.

The Company has determined the fair values of financial assets and liabilities using valuation
techniques. The objective of the valuation techniques is to arrive at a fair value determination. The
valuation technique used is the discounted cash flow model. Fair value of all financial assets and
liabilities is calculated based on the present value of future principal and interest cash flows,
discounted at the market rate of interest at the reporting date.

Management believes that the fair values of the Company’s financial assets and liabilities
approximate their carrying amounts.

Financial risk management
The Company has exposure to the following risks from its use of financial instruments:

a) credit risk (see 16(b)(ii));
b) liquidity risk (see 16(b)(iii));
¢) market risk (see 16(b)(iv)).

Risk management framework

Management has overall responsibility for the establishment and oversight of the Company’s risk
management framework and is responsible for developing and monitoring the Company’s risk
management policies and reporting regularly to the shareholders on its activities.

The Company’s risk management policies are established to identify and analyze the risks faced by
the Company, to set appropriate risk limits and controls, and to monitor risks and adherence to
limits. Risk management policies and systems are reviewed regularly to reflect changes in market
conditions and the Company’s activities. The Company, through its training and management
standards and procedures, aims to develop a disciplined and constructive control environment in
which all employees understand their roles and obligations.

The shareholders oversee how the management monitors compliance with the Company’s risk
management policies and procedures and review the adequacy of the risk management framework
in relation to the risks faced by the Company.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations and arises principally from trade receivables and
contract assets.

The maximum exposure to credit risk is represented by the carrying amount of each financial asset
in the statement of financial position.

Impairment loss reversal on trade receivables and contract assets arising from the contracts with
customers recognized in profit or loss in 2021 is GEL 282 thousand (2020: impairment loss of
GEL 303 thousand).
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Trade receivables and contract assets

The Company’s exposure to credit risk is influenced by the individual characteristics of each
customer as well as factors that may influence the credit risk of the Company’s customer base,
including the default risk of the industry and country, in which customers operate. Approximately
59% of the Company’s revenue in 2021 (2020: 55%) is attributable to sales transactions with a
single customer.

The management has established a credit policy under which each customer is analyzed
individually for creditworthiness before the Company’s standard payment and delivery terms and
conditions are offered. The Company’s review includes external ratings, if they are available,
financial statements, credit agency information, industry information and in some cases bank
references. Sale limits are established for each customer and reviewed regularly. Any sales
exceeding those limits require approval.

The majority of the Company’s customers have been transacting with the Company for over three
years. In monitoring customer credit risk, customers are grouped according to their credit
characteristics, including their geographic location, aging profile, maturity and existence of
previous financial difficulties. Trade receivable and contract assets relate to the Company’s
customers.

The Company does not require collateral in respect of trade receivables and contract assets.

The Company establishes an allowance for impairment that represents its estimate of expected
losses in respect of trade receivables and contract assets.

The Company’s three largest customers’ balance amounts to GEL 4,629 thousand included in the
trade receivables and contract assets as at 31 December 2021 (31 December 2020:
GEL 11,852 thousand), amounting to 96% (31 December 2020: 93%) of the total trade receivables
and contract assets.

The maximum exposure to credit risk for trade receivables and contract assets at the reporting date
by geographic region was:

Carrying amount

’000 GEL 31 December 2021 31 December 2020

Domestic 4,064 9,238

Other 714 3,149
4,778 12,387

Expected credit loss assessment

The Company allocates each exposure to a credit risk grade based on data that is determined to be
predictive of the risk of loss (including but not limited to external ratings, audited financial
statements, management accounts and cash flow projections and available press information about
customers) and applying experienced credit judgement. Credit risk grades are defined using
qualitative and quantitative factors that are indicative of the risk of default and are aligned to
external credit rating definitions from agencies such as Fitch Ratings, when relevant.

The following table provides information about the exposure to credit risk and expected credit
losses (ECLs) for trade receivables and contract assets as at 31 December 2021 and 2020:

Gross Allowance Gross Allowance
31 December 31 December 31 December 31 December
’000 GEL 2021 2021 2020 2020
Neither past due nor impaired 1,626 (6) 7,039 (20)
Past due 0-90 days 1,070 (13) 2,328 (13)
More than 90 days 2,310 (209) 3,531 (478)
5,006 (228) 12,898 (511)
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The loss allowance for financial assets is based on ECL. The ECL represents the present value of
the difference between the expected recoverable amount and the amount due in the contract. The
ECL evaluation includes the expected collection amount and timing of the collection. Even if the
contract cash flow is expected to be recovered in full but late, this will also lead to credit losses.

In the calculation of ECL the Company used its own rating system, which is derived from internal
policies. Each client is evaluated by internal credit ratings which is based on overdue payments.
Receivable balance is uncollateralized and therefore LGD is derived from potential recovery
scenarios. Assumptions of the model (likelihood of the possible scenarios, timing of realization of
each scenario, potential amount of recovery etc.) are based on expert judgment and business
understanding of the client. The financial information of main customers is publicly available, and
when preparing scenarios above the Company ensured that all major debtors have good cash
position. The Company has had a long history of working with its major customers and it is usual
practice to defer payments. The Company incorporated all these data into the measurement of ECL
allowance presented in the table above.

Movements in the allowance for impairment in respect of trade receivables and contract
assets

The movement in the allowance for impairment in respect of trade receivables and contract asset
during the year was as follows:

2000 GEL .Indi\-'idual .Indi\-'idual
impairment impairment
2021 2020
Balance at beginning of the year 511 208
Net (reversal)/charge for the year (283) 303
Balance at the end of the year 228 511

Bank balances

The cash and cash equivalents are held with Georgian banks with short-term issuer default rating
of B, based on Fitch Rating. The Company does not expect any counterparty to fail to meet its
obligations.

Impairment on cash and cash equivalents has been measured on a 12-month expected loss basis
and reflects the short maturities of the exposures. The Company considers that its cash and cash
equivalents have low credit risk based on the external credit ratings of the counterparties.

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
fall due. The Company’s approach to managing liquidity is to ensure, as far as possible, that it will
always have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Company’s reputation.

Exposure to liquidity risk

The following are the remaining contractual maturities of financial liabilities at the reporting dates.
The amounts are gross and undiscounted, and include estimated interest payments:

31 December 2021 Contractual cash flows
Carrying Less than 1-5
’000 GEL amount Total 1 year years
Trade and other payables 4,609 4,609 4,609 -
Lease liabilities 822 897 421 476
5,431 5,506 5,030 476
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31 December 2020 Contractual cash flows
Carrying Less than 1-5
’000 GEL amount Total 1 year years
Trade and other payables 5,307 5,307 5,307 -
Lease liabilities 1,013 1,135 383 752
6,320 6,442 5,690 752

It is not expected that the cash flows included in the maturity analysis could occur significantly
earlier, or at significantly different amounts.

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates
and equity prices will affect the Company’s income or the value of its holdings of financial
instruments. The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimizing the return.

The Company does not apply hedge accounting in order to manage volatility in profit or loss.
Currency risk

The Company is exposed to currency risk to the extent that there is a mismatch between currencies
in which sales, purchases and borrowings are denominated and the functional currency of the

Company.

The functional currency of the Company is the Georgian Lari (GEL). The currency in which these
transactions are primarily denominated is USD.

Exposure to currency risk

The Company’s exposure to foreign currency risk was as follows:

USD- EUR- USD- EUR-
’000 GEL denominated denominated denominated denominated
31 December 31 December 31 December 31 December
2021 2021 2020 2020
Cash and cash equivalents 117 1,388 615 1,011
Trade and other receivables 3,095 1,361 8,067 2,232
Loan receivable - 1,409
Trade and other payables (95) (4,083) (4,274) (171)
Lease liability (817) - (1,013) -
Net exposure 2,300 75 3,395 3,072

The following exchange rates have been applied during the year:

In GEL Average rate Reporting date spot rate

2021 2020 31 December 2021 31 December 2020
USD 3.2209 3.1097 3.0976 3.2766
EUR 3.8140 3.5519 3.5040 4.0233

The change of GEL exchange rate against all other currencies at 31 December 2021 and
2020 would have affected the measurement of financial instruments denominated in a foreign
currency and affected profit/(loss) by the amounts shown below. The analysis assumes that all other
variables, in particular interest rates, remain constant and ignores any impact of forecast sales and
purchases.
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Sensitivity analysis

A reasonably possible strengthening/(weakening) of GEL, as indicated below, against the USD and
the EUR as at 31 December 2021 and 31 December 2020 would have affected the measurement of
financial instruments denominated in USD and in EUR and affected profit or loss before taxes by
the amounts shown below. The currency movements would have no direct impact on other
comprehensive income or equity. The analysis assumes that all other variables, in particular interest
rates, remain constant and ignores any impact of forecast sales and purchases.

Profit or loss

’000 GEL Strengthening of GEL Weakening of GEL
31 December 2021

USD (10% movement) (230) 230
EUR (10% movement) (8) 8
31 December 2020

USD (10% movement) (340) 340
EUR (10% movement) (307) 307

Interest rate risk

The Company does not account for any fixed-rate financial instruments as fair value through profit
or loss or as available-for-sale. Therefore, a change in interest rates at the reporting date would not
have an effect in profit or loss or in equity.

Contingencies and commitments
Insurance

The insurance industry in Georgia is in a developing state and many forms of insurance protection
common in other parts of the world are not yet generally available. The Company does not have
full coverage for its business interruption, or third-party liability in respect of property or
environmental damage arising from accidents on Company property or relating to Company
operations. Until the Company obtains adequate insurance coverage, there is a risk that the loss or
destruction of certain assets could have a adverse effect on the Company’s operations and financial
position.

Taxation contingencies

The taxation system in Georgia is relatively new and is characterised by frequent changes in
legislation, official pronouncements and court decisions, which is sometimes subject to varying
interpretation. In the event of a breach of tax legislation, no liabilities for additional taxes, fines or
penalties may be imposed by the tax authorities after three years have passed since the end of the
year in which the breach occurred.

These circumstances may create tax risks in Georgia that are more significant than in other
countries. Management believes that it has provided adequately for tax liabilities based on its
interpretations of applicable Georgian tax legislation, official pronouncements and court decisions.
However, the interpretations of the relevant authorities could differ, if the authorities were
successful in enforcing their interpretations, it may create impact on the financial statements..
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Related party transactions

Parent and ultimate controlling party

The Company’s immediate parent company is Huawei Technologies Cooperatief U.A. The
Company’s ultimate controlling party is Union of Huawei Investment & Holding Co., LTD., a legal
entity incorporated under the law of People's Republic of China.

No publicly available financial statements are produced by the Company’s immediate parent
company. The next highest parent company that does so is Huawei Investment & Holding Co.,
LTD.

Key management remuneration

Key management received the following remuneration during the year:

’000 GEL 2021 2020
Salaries and bonuses 304 251

Other related party transactions

Transaction value for the year Balances
’000 GEL ended 31 December as at
31 December 31 December
2021 2020 2021 2020

Loan receivable:

Entity under common control 1,409 - 1,409 -
Purchases of goods

and services:

Entities under common control 2,249 2,488 4,104 4,280
Sale of goods and services:
Entities under common control 2,751 3,418 714 3,149

Loans receivable consists from loan issued in September 2021 to related party of EUR 400 thousand
with maturity of one year and interest rate of 2.74% per annum.

Before 2020, the Company made payments of royalty fees. The fee was payable in accordance with
intellectual property license agreement entered with Huawei Technologies Co., LTD. According to
the license agreement, the Company pays a royalty fee equal to 7.5% of revenue from software
updates and maintenance services and software installation services for each accounting period.
However, the Company did not to accrue the royalty fee for the years ended 31 December 2021
and 31 December 2020, as according to the aforementioned agreement terms, no accrual is required
if the royalty fee would result in negative operating margin for the year. The royalty fee for future
reporting periods may become payable for future periods if all conditions are met.

All outstanding balances with related parties are to be settled in cash within six months of the
reporting date.

Basis of measurement

The financial statements have been prepared on the historical cost basis.
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The accounting policies set out below have been applied consistently to all periods presented in
these financial statements and have been applied consistently by the Company.

Revenue

Revenue is measured based on the consideration specified in a contract with a customer. The
Company recognizes revenue when it transfers control over a good or service to a customer.

The following table provides information about the nature and timing of the satisfaction of
performance obligations in contracts with customers, including significant payment terms, and the
related revenue recognition policies:

Nature and timing of satisfaction of

Type of performance obligations, including Revenue
service significant payment terms recognition policies
Network Maintenance services represent the Revenue is recognised over time
maintenance Company’s stand-ready obligation to provide as the services are provided with
service remote technical support, network and reference to time elapsed.

equipment health checks and network audit

services to its customers.

Customers usually pay monthly/quarterly in

equal instalments over the period of contract.

Contracts are usually concluded for 1-2 years

term.

Invoices are usually payable within 30 days.
Hardware Under this type of contract, the Company Revenue and associated costs are
installation, installs customer-owned hardware equipment  recognised over time. Revenue is
commissioning on the Customer’s premise, tests it to verify recognised progressively based on

and integration

that it functions according to its design
objectives or specifications and integrates the
new equipment into the existing network.

Under such contracts, the Company issues to
customers warranties for works done. See
also accounting policy for warranties in the
section “Revenue from warranty services”
below.

Under such contracts, the customer controls
all of the work in progress as hardware is
being installed, commissioned and
integrated. Such services are performed on
the equipment already located on the
customer's site or premise and the
Company’s performance enhances the
functionality of the equipment that the
customer controls.

Invoices are issued according to contractual

terms and are usually payable within 30 days.

Amounts not yet invoiced amounts are
presented as contract assets.

cost-to-cost method. The related
costs are recognised in profit or
loss when they are incurred.

If the services under a single
arrangement are rendered in
different reporting periods, then
the consideration is allocated
based on their relative stand-alone
selling prices. The stand-alone
selling price is determined based
on expected expenses plus profit
margin approach.

If the Company has recognised
revenue, but is not yet entitled to
issue an invoice, then its right to
consideration is recognised as a
contract asset. The contract asset
is reclassified to receivables when
the entitlement to payment
becomes unconditional.

Advances received are included in
contract liabilities.
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Revenue
recognition policies

Sales supporting
service

The sales supporting service includes
marketing and promotional activities with a
view to assisting the Trading Hub (Inter-
company entity) in maximising sales of
products in the territory of Georgia, and/or
another such related service as the parties
may agree from time to time. The service fee
per contract is the sum of the service costs
plus a mark-up element.

Revenue for such services is
recognised over time. If the
services are completed within a
very short period of time, revenue
for these services is recognised at
the time when the services are
completed.

Trainings

Under such contracts the customers
simultaneously receive and consume the
benefits provided by the entity’s performance
as the entity performs.

Under this type of contract, the Company
provides services over a relatively short
period of time.

Invoices are issued according to contractual
terms and are usually payable within 30 days.

Revenue for such services is
recognised over time. If the
services are completed within a
very short period of time, revenue
for these services is recognised at
the time when the services are
completed.

Revenue from
warranty
services

The Company provides extended warranties,
with a duration of 1-3 years to its customers
on top of standard warranty provided by
manufacturers of equipment.

As the extended warranty is provided on top
of the standard warranty issued by other
parties, such warranty is regarded as a
separate performance obligation.

The Company does not provide standard
warranties to its customers.

Revenue for such services is
recognised evenly over the
warranty period.

Finance income and costs

The Company’s finance income and finance costs include:

— interest expense;
— interest income on loans receivable;
— the foreign currency gain or loss on financial assets and financial liabilities;

Interest income or expense is recognised using the effective interest method.

The ‘effective interest rate’ is the rate that exactly discounts estimated future cash payments or
receipts through the expected life of the financial instrument to:

— The gross carrying amount of the financial asset; or
— The amortised cost of the financial liability.

In calculating interest income and expense, the effective interest rate is applied to the gross carrying
amount of the asset (when the asset is not credit-impaired) or to the amortised cost of the liability.
However, for financial assets that have become credit-impaired subsequent to initial recognition,
interest income is calculated by applying the effective interest rate to the amortised cost of the
financial asset. If the asset is no longer credit-impaired, then the calculation of interest income
reverts to the gross basis.
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Foreign currency gains and losses are reported on a net basis as either finance income or finance
cost depending on whether foreign currency movements are in a net gain or net loss position.

Foreign currency transactions

Transactions in foreign currencies are translated to the functional currency of the Company at
exchange rates at the dates of the transactions.

Monetary assets and liabilities denominated in foreign currencies at the reporting date are translated
to the functional currency at the exchange rate at that date. The foreign currency gain or loss on
monetary items is the difference between amortized cost in the functional currency at the beginning
of the period, adjusted for effective interest and payments during the period, and the amortized cost
in foreign currency translated at the exchange rate at the end of the reporting period.

Foreign currency differences arising in translation are recognized in profit or loss.
Short-term employee benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed
as the related service is provided. A liability is recognised for the amount expected to be paid under
short-term cash bonus or profit-sharing plans if the Company has a present legal or constructive
obligation to pay this amount as a result of past service provided by the employee, and the
obligation can be estimated reliably.

Charter capital
Charter capital is classified as equity.
Income tax

Income tax expense comprises current and deferred tax. It is recognised in profit or loss except to
the extent that it relates to a business combination, or items recognised directly in equity or in other
comprehensive income.

Current tax

Current tax comprises the expected tax payable or receivable on the taxable income or loss for the
year, using tax rates enacted or substantively enacted at the reporting date, and any adjustment to
tax payable in respect of previous years. Current tax payable also includes any tax liability arising
from dividends.

On 13 May 2016 the Parliament of Georgia passed the bill on corporate income tax reform (also
known as the Estonian model of corporate taxation), which mainly moves the moment of taxation
from when taxable profits are earned to when they are distributed. The law has entered into force
in 2016 and is effective for tax periods starting after 1 January 2017 for all entities except for
financial institutions (such as banks, insurance companies, microfinance organizations,
pawnshops), for which the law will become effective from 1 January 2023.

The new system of corporate income taxation does not imply exemption from Corporate Income
Tax (CIT), rather CIT taxation is shifted from the moment of earning the profits to the moment of
their distribution; i.e. the main tax object is distributed earnings. The Tax Code of Georgia defines
Distributed Earnings (DE) to mean profit distributed to shareholders as a dividend. However some
other transactions are also considered as DE, for example non-arm’s length cross-border
transactions with related parties and/or with persons exempted from tax are also considered as DE
for CIT purposes. In addition, the tax object includes expenses or other payments not related to the
entity’s economic activities, free of charge supply and over-limit representative expenses.
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Tax reimbursement is available for the current tax paid on the undistributed earnings in the years
2008-2016, if those earnings are distributed in 2017 or further years.

The corporate income tax arising from the payment of dividends is accounted for as an expense in
the period when dividends are declared, regardless of the actual payment date or the period for
which the dividends are paid.

Deferred tax

Due to the nature of the new taxation system described above, the entities registered in Georgia do
not have any differences between the tax bases of assets and their carrying amounts and hence, no
deferred income tax assets and liabilities arise.

Tax losses accrued in the prior periods cannot be utilized against the future taxable profits.
Property and equipment
Recognition and measurement

Items of property, plant and equipment are measured at cost less accumulated depreciation and any
accumulated impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of
self-constructed assets includes the cost of materials and direct labour, any other costs directly
attributable to bringing the asset to a working condition for their intended use, the costs of
dismantling and removing the items and restoring the site on which they are located, and capitalised
borrowing costs. Purchased software that is integral to the functionality of the related equipment is
capitalised as part of that equipment.

When parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment.

Any gain or loss on disposal of an item of property, plant and equipment is determined by
comparing the proceeds from disposal with the carrying amount of property, plant and equipment,
and is recognised net within other income/other expenses in profit or loss.

Subsequent expenditure

The cost of replacing a component of an item of property, plant and equipment is recognised in the
carrying amount of the item if it is probable that the future economic benefits embodied within the
component will flow to the Company, and its cost can be measured reliably. The carrying amount
of the replaced component is derecognised. The costs of the day-to-day servicing of property, plant
and equipment are recognised in profit or loss as incurred.

Depreciation

Items of property, plant and equipment are depreciated from the date that they are installed and are
ready for use, or in respect of internally constructed assets, from the date that the asset is completed
and ready for use. Depreciation is based on the cost of an asset less its residual value. The Company
has set 5% residual value for all property, plant and equipment items from 1 January 2020.
Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives
of each part of an item of property, plant and equipment, since this most closely reflects the
expected pattern of consumption of the future economic benefits embodied in the asset. Leased
assets are depreciated over the shorter of the lease term and their useful lives unless it is reasonably
certain that the Company will obtain ownership by the end of the lease term.

Depreciation expense associated with canteen lease right-of use asset is recorded within personnel
expenses, as it represents non-currency benefit provided to employees.
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The estimated useful lives of significant items of property, plant and equipment for the current and
comparative periods are as follows:

— Machinery % equipment 10 years;
— Vehicles 5 years;
— Electronic equipment 3 years;
— Right of use assets 5 years;
— Other 5 years.

Depreciation methods, useful lives and residual values are reviewed at each financial year end and
adjusted, if appropriate.

Financial instruments

The Company applies IFRS 9 Financial Instruments for recognising and measuring financial assets,
financial liabilities and some contracts to buy or sell non-financial items.

Recognition and initial measurement
Trade receivables are initially recognized when they are originated.

All other financial assets and financial liabilities are initially recognized when the Company
becomes a party to the contractual provisions of the instrument. A financial asset (unless it is a
trade receivable without a significant financing component) or financial liability is initially
measured at fair value plus, for an item not at FVTPL, transaction costs that are directly attributable
to its acquisition or issue. A trade receivable without a significant financing component is initially
measured at the transaction price.

Classification and subsequent measurement of financial assets

On initial recognition, a financial asset is classified as measured at: amortized cost; fair value
through other comprehensive income (FVOCI) — debt investment; FVOCI — equity investment; or
FVTPL.

Financial assets are not reclassified subsequent to their initial recognition unless the Company
changes its business model for managing financial assets in which case all affected financial assets
are reclassified on the first day of the first reporting period following the change in the business
model.

A financial asset is measured at amortized cost if it meets both of the following conditions and is
not designated as at FVTPL:

o It is held within a business model whose objective is to hold assets to collect contractual cash
flows; and

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

A debt investment is measured at FVOCI if it meets both of the following conditions and is not
designated as at FVTPL:

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

e Its contractual terms give rise on specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding.
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On initial recognition of an equity investment that is not held for trading, the Company may
irrevocably elect to present subsequent changes in the investment’s fair value in OCI. This election
is made on an investment-by-investment basis.

All financial assets not classified as measured at amortized cost or FVOCI as described above are
measured at FVTPL. On initial recognition, the Company may irrevocably designate a financial
asset that otherwise meets the requirements to be measured at amortized cost or at FVOCI as at
FVTPL if doing so eliminates or significantly reduces an accounting mismatch that would
otherwise arise.

The Company’s financial assets comprise loans receivable, trade and other receivables and cash
and cash equivalents and are classified into the financial assets at amortized cost category. These
assets are subsequently measured at amortized cost using the effective interest method. The
amortized cost is reduced by impairment losses. Interest income, foreign exchange gains and losses
and impairment are recognized in profit or loss. Any gain or loss on derecognition is recognized in
profit or loss.

Cash and cash equivalents comprised bank balances with maturities of three months or less from
the acquisition date that were subject to insignificant risk of changes in their fair value.

Classification and subsequent measurement of financial liabilities

Financial liabilities are classified as measured at amortized cost or FVTPL. A financial liability is
classified as at FVTPL if it meets the definition of held-for-trading or it is designated as such on
initial recognition. Financial liabilities at FVTPL are measured at fair value and net gains and
losses, including any interest expense, are recognized in profit or loss (except for the part of the
fair value change that is due to changes in the Company’s own credit risk, that is recognized in
other comprehensive income) Other financial liabilities are subsequently measured at amortized
cost using the effective interest method. Interest expense and foreign exchange gains and losses are
recognized in profit or loss. Any gain or loss on derecognition is also recognized in profit or loss.

The Company measures all of its financial liabilities at amortized cost.
Modification of financial assets and financial liabilities
Financial assets

If the terms of a financial asset are modified, the Company evaluates whether the cash flows of the
modified asset are substantially different. If the cash flows are substantially different (referred to
as ‘substantial modification’), then the contractual rights to cash flows from the original financial
asset are deemed to have expired. In this case, the original financial asset is derecognised, and a
new financial asset is recognised at fair value.

The Company performs a quantitative and qualitative evaluation of whether the modification is
substantial, i.e. whether the cash flows of the original financial asset and the modified or replaced
financial asset are substantially different. The Company assesses whether the modification is
substantial based on quantitative and qualitative factors in the following order: qualitative factors,
quantitative factors, combined effect of qualitative and quantitative factors. If the cash flows are
substantially different, then the contractual rights to cash flows from the original financial asset
deemed to have expired. In making this evaluation the Company analogizes to the guidance on the
derecognition of financial liabilities.

The Company concludes that the modification is substantial as a result of the following qualitative
factors:

e change the currency of the financial asset;

e change in collateral or other credit enhancement;

e change of terms of financial asset that lead to non-compliance with SPPI criterion
(e.g. inclusion of conversion feature).
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If the cash flows of the modified asset carried at amortised cost are not substantially different, then
the modification does not result in derecognition of the financial asset. In this case, the Company
recalculates the gross carrying amount of the financial asset and recognises the amount arising from
adjusting the gross carrying amount as a modification gain or loss in profit or loss. The gross
carrying amount of the financial asset is recalculated as the present value of the renegotiated or
modified contractual cash flows that are discounted at the financial asset's original effective interest
rate. Any costs or fees incurred adjust the carrying amount of the modified financial asset and are
amortised over the remaining term of the modified financial asset.

Financial liabilities

The Company derecognises a financial liability when its terms are modified, and the cash flows of
the modified liability are substantially different. In this case, a new financial liability based on the
modified terms is recognised at fair value. The difference between the carrying amount of the
financial liability extinguished and the new financial liability with modified terms is recognised in
profit or loss.

If a modification (or exchange) does not result in the derecognition of the financial liability the
Company applies accounting policy consistent with the requirements for adjusting the gross
carrying amount of a financial asset when a modification does not result in the derecognition of the
financial asset, i.e. the Company recognises any adjustment to the amortised cost of the financial
liability arising from such a modification (or exchange) in profit or loss at the date of the
modification (or exchange).

Changes in cash flows on existing financial liabilities are not considered as modification, if they
result from existing contractual terms, e.g. changes in fixed interest rates initiated by banks due to
changes in the key rate of National Bank of Georgia, if the loan contract entitles banks to do so and
the Company have an option to either accept the revised rate or redeem the loan at par without
penalty. The Company treats the modification of an interest rate to a current market rate using the
guidance on floating-rate financial instruments. This means that the effective interest rate is
adjusted prospectively.

The Company performs a quantitative and qualitative evaluation of whether the modification is
substantial considering qualitative factors, quantitative factors and combined effect of qualitative
and quantitative factors. The Company concludes that the modification is substantial as a result of
the following qualitative factors:

Change the currency of the financial liability;
Change in collateral or other credit enhancement;
Inclusion of conversion option;

Change in the subordination of the financial liability.

For the quantitative assessment the terms are substantially different if the discounted present value
of the cash flows under the new terms, including any fees paid net of any fees received and
discounted using the original effective interest rate, is at least 10 per cent different from the
discounted present value of the remaining cash flows of the original financial liability. If an
exchange of debt instruments or modification of terms is accounted for as an extinguishment, any
costs or fees incurred are recognised as part of the gain or loss on the extinguishment. If the
exchange or modification is not accounted for as an extinguishment, any costs or fees incurred
adjust the carrying amount of the liability and are amortised over the remaining term of the modified
liability.
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Derecognition
Financial assets

The Company derecognises a financial asset when the contractual rights to the cash flows from the
financial asset expire, or it transfers the rights to receive the contractual cash flows in a transaction
in which substantially all of the risks and rewards of ownership of the financial asset are transferred
or in which the Company neither transfers nor retains substantially all of the risks and rewards of
ownership and it does not retain control of the financial asset.

The Company enters into transactions whereby it transfers assets recognised in its statement of
financial position but retains either all or substantially all of the risks and rewards of the transferred
assets. In these cases, the transferred assets are not derecognised.

Financial liabilities

The Company derecognises a financial liability when its contractual obligations are discharged or
cancelled or expire. The Company also derecognises a financial liability when its terms are
modified and the cash flows of the modified liability are substantially different, in which case a
new financial liability based on the modified terms is recognised at fair value.

On derecognition of a financial liability, the difference between the carrying amount extinguished
and the consideration paid (including any non-cash assets transferred or liabilities assumed) is
recognised in profit or loss.

Offsetting

Financial assets and liabilities are offset, and the net amount presented in the statements of financial
position when, and only when, the Company currently has a legally enforceable right to set off and
intends either to settle on a net basis or to realize the asset and settle the liability simultaneously.
The Company currently has a legally enforceable right to set off if that right is not contingent on a
future event and enforceable both in the normal course of business and in the event of default,
insolvency or bankruptcy of the Company and all counterparties.

Impairment

Non-derivative financial assets

Financial instruments and contract assets

The Company recognises loss allowances for ECLs on:
— Financial assets measured at amortised cost;

— Debt investments measured at FVOCI; and

— Contract assets.

The Company measures loss allowances at an amount equal to lifetime ECLs, except for the
following, which are measured at 12-month ECLs:

— Debt securities that are determined to have low credit risk at the reporting date; and

— Other debt securities and bank balances for which credit risk (i.e. the risk of default occurring
over the expected life of the financial instrument) has not increased significantly since initial
recognition.

Loss allowances for trade receivables and contract assets are always measured at an amount equal
to lifetime ECLs.
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When determining whether the credit risk of a financial asset has increased significantly since
initial recognition and when estimating ECLs, the Company considers reasonable and supportable
information that is relevant and available without undue cost or effort. This includes both
quantitative and qualitative information and analysis, based on the Company’s historical experience
and informed credit assessment and including forward-looking information.

The Company assumes that the credit risk on a financial asset has increased significantly if it is
more than 30 days past due.

The Company considers a financial asset to be in default when:

— The borrower is unlikely to pay its credit obligations to the Company in full, without recourse
by the Company to actions such as realising security (if any is held); or
— The financial asset is more than 90 days past due.

Lifetime ECLs are the ECLs that result from all possible default events over the expected life of a
financial instrument.

12-month ECLs are the portion of ECLs that result from default events that are possible within the
12 months after the reporting date (or a shorter period if the expected life of the instrument is less
than 12 months).

The maximum period considered when estimating ECLs is the maximum contractual period over
which the Company is exposed to credit risk.

Measurement of ECLs

ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the present
value of all cash shortfalls (i.e. the difference between the cash flows due to the entity in accordance
with the contract and the cash flows that the Company expects to receive).

ECLs are discounted at the effective interest rate of the financial asset.
Credit-impaired financial assets

At each reporting date, the Company assesses whether financial assets carried at amortised cost and
debt securities at FVOCI are credit impaired. A financial asset is ‘credit-impaired’ when one or
more events that have a detrimental impact on the estimated future cash flows of the financial asset
have occurred.

Evidence that a financial asset is credit-impaired includes the following observable data:

— Significant financial difficulty of the borrower or issuer;

— A breach of contract such as a default or being more than 90 days past due;

— The restructuring of a loan or advance by the Company on terms that the Company would not
consider otherwise;

— It is probable that the borrower will enter bankruptcy or other financial reorganisation; or

— The disappearance of an active market for a security because of financial difficulties.

Presentation of allowance for ECL in the statement of financial position

Loss allowances for financial assets measured at amortised cost are deducted from the gross
carrying amount of the assets.

For debt securities at FVOCI, the loss allowance is charged to profit or loss and is recognised
in OCI.
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Write-off

The gross carrying amount of a financial asset is written off when the Company has no reasonable
expectations of recovering a financial asset in its entirety or a portion thereof. For individual
customers, the Company has a policy of writing off the gross carrying amount when the financial
asset is 180 days past due based on historical experience of recoveries of similar assets. For
corporate customers, the Company individually makes an assessment with respect to the timing
and amount of write-off based on whether there is a reasonable expectation of recovery. The
Company expects no significant recovery from the amount written off. However, financial assets
that are written off could still be subject to enforcement activities in order to comply with the
Company’s procedures for recovery of amounts due.

Provisions

A provision is recognised if, as a result of a past event, the Company has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of economic
benefits will be required to settle the obligation. Provisions are determined by discounting the
expected future cash flows at a pre-tax rate that reflects current market assessments of the time
value of money and the risks specific to the liability. The unwinding of the discount is recognised
as finance cost.

Leases

At inception of a contract, the Company assesses whether a contract is, or contains, a lease. A
contract is, or contains, a lease if the contract conveys the right to control the use of an identified
asset for a period of time in exchange for consideration. To assess whether a contract conveys the
right to control the use of an identified asset, the Company uses the definition of a lease in IFRS
16.

This policy is applied to contracts entered into, on or after 1 January 2019.
As a lessee

The Company recognises a right-of-use asset and a lease liability at the lease commencement date.
The right-of-use asset is initially measured at cost, which comprises the initial amount of the lease
liability adjusted for any lease payments made at or before the commencement date, plus any initial
direct costs incurred and an estimate of costs to dismantle and remove the underlying asset or to
restore the underlying asset or the site on which it is located, less any lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from the
commencement date to the end of the lease term, unless the lease transfers ownership of the
underlying asset to the Company by the end of the lease term or the cost of the right-of-use asset
reflects that the Company will exercise a purchase option. In that case the right-of-use asset will be
depreciated over the useful life of the underlying asset, which is determined on the same basis as
those of property and equipment. In addition, the right-of-use asset is periodically reduced by
impairment losses, if any, and adjusted for certain remeasurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid
at the commencement date, discounted using the interest rate implicit in the lease or, if that rate
cannot be readily determined, the Company’s incremental borrowing rate. Generally, the Company
uses its incremental borrowing rate as the discount rate.

Lease payments included in the measurement of the lease liability comprise fixed payments,
including in-substance fixed payments.
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The lease liability is measured at amortised cost using the effective interest method. It is
remeasured, if the Company changes its assessment of whether it will exercise a purchase,
extension or termination option or if there is a revised in-substance fixed lease payment.

When the lease liability is remeasured in this way, a corresponding adjustment is made to the
carrying amount of the right-of-use asset or is recorded in profit or loss if the carrying amount of
the right-of-use asset has been reduced to zero.

The Company has elected not to recognise right-of-use assets and lease liabilities for leases of low-
value assets and short-term leases. The Company recognises the lease payments associated with
these leases as an expense on a straight-line basis over the lease term.

A lease term reflects the Company’s reasonable estimate of the period during which the underlying
asset will be used. In determining the lease term the Company bases its judgement on the broader
economics of the contract and the underlying asset, rather than the contractual terms only and
allows factors like economic penalties, legislative approach to renewal of the lease, forthcoming
changes in regulation and the future business plans of the Company to be effectively captured in
the estimate of the lease term.

New standards and interpretations

A number of new standards were effective for annual periods beginning on 1 January 2021, but
they did not have a material effect on the Company’s financial statements, including:

— Covid-19-Related Rent Concessions beyond 30 June 2021 (Amendment to IFRS 16).

— Onerous contracts — Cost of Fulfilling a Contract (Amendments to IAS 37)

— Annual Improvements to IFRS Standards 2018-2020

— Property, Plant and Equipment: Proceeds before Intended Use (Amendments to IAS 16)
— Classification of Liabilities as Current or Non-current (Amendments to IAS 1)

— IFRS 17 Insurance Contracts and amendments to IFRS 17 Insurance Contracts.

— Disclosure of Accounting Policies (Amendments to IAS 1 and IFRS Practice Statement 2)
— Definition of Accounting Estimates (Amendments to IAS 8).
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