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INDEPENDENT AUDITORS® REPORT

To the Owners and Management of JSC MFO LAZIKA CAPITAL

Opinion

We have audited the financial statements of JSC MFO LATIKA CAPITAL, (hereinafter - the Organisation) which
comprise the statement of financial position as at 31 December 2023, and the statements of comprehensive
inceme, changes in equity and cash flows for the year then ended, and notes to the financial statemeants,
including a summary of significant accounting policies.

In owr opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Organisatbon as at 31 December 2023, and its financial performance and its cash flows for the
year then ended in accordance with Intemational Financial Reporting Standards [IFRSS).

Basis for Opinion

We conducted owr awdit in accordance with international Standards on Auditing [I54s). Our responsibilities under
those standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our repart. We are independent of the Organisation in accordance with the International Ethics
Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the
ethical requirements that are relevant to our audit of the financial statements in Georgia, and we have fulfilled
our gthier ethical redponsibilities in accordance with these requirements and the IESBA Code,

We believe that the audit evidence we have obtained is sufficient and approgriate (o provide a basis for our
oplnkan.

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

Managerment |5 responsible for the preparation and fair presentation of the financial statements in accordance
with [FRSs, and far such internal contral as management determines is necessary to enable the preparation of
financial statements that ane free from material misstatement, whether due to fraud or evror,

In preparing the financial statements, management is respomible for assessing the Organisation”s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
cencern basis of accounting unless management elther intends to liguidate the Organisation or 1o cease
aperations, or hig no realistic alternative but to do so.

Those charged with governance are responsible for oversering the Organisation’s financial reporting process.

Aduditer's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to [Ssee an auditor's report that includes our
opinion. Reasonable assurance is a high level of assurance but s not 8 guarantes that an audit conducted in
socordance with RAS will always detect a material misstatement when it exists,

Misstatements can arise from fraud or ermor and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken an the basis of thess financial
statements.
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As part of an audit in accordance with 15As, we exercise professional judgment and maintain professional
scepticism throughout the audit, We also:

¢+ Wdentify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform awdit procedures responsive to those risks, and obtain audit evidence that is
sulficient and appropriate to provide a basis for our opinion, The risk of not detecting a material misstatement
resulting from fraud is higher than for ane resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misreprewsntations, or the override of internal contral,

#  Qbtain an understanding of ernal control relevant to the awdit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an oplnion on the effectiveness of the
Organisation’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 Organisation’s ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in aur auditar’s repart bo the related disclosures
in the financial statements or, if such disclosures are inadeguate, to modify our apinion, Dur canclusions are
based on the audit evidence obtained up Lo the date of our auditor’s report. However, Tuture events ar
conditions may cause the Organisation to cease Lo continue as a going concern.

«  Evaluate the overall presentation, structure and content of the financial statements represent the underlying
transactions and ewents in a manner that achieves fair presentation,

We commamicate 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 respansible for the awdit resulting in this iIndependent adingr’s report 15

H-?}é{g

vane Thurhunashvili (Registration # SARAS-A-T20718)
Far and on behall of BDO Auwdit LLC

Thilisi, Georgia
25 April 2024



..JSC MICROFIHANCE ORGANISATION LAZIKA CAPITAL
STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2023

{In thousands of Geargian Lar)

Interest income
Interest expense

Met interest income before impairment
Loan impairment charge

Het interest income

Fee and commission ineame
Penalties and fines including other incarme
Fair value change of swap contracts
Salaries and other employee benafits
Other operating expenses
Depreciation and amortization
Met gain on foreign exchange operations
Profit before inceme tax
Income tax {expense)/bensfit
Total comprehensive income for the year

15

2023 2022
16,635 16,774
(5,155) (5,220)
11,481 11,554
{£,099) {688]
§,382 10,866

413 432
B4 661
(2,982) (%, 868)
{4,484) (4,563)
{1,596) {1,388)
(933) (919)
526 5,522
990 T43
&7 {320)
1,057 423

The financial statements for the yesr ended 31 December 2021 were approvéd on behalf of the management on 25

Aprik 2024 by

_,.«—#“""'___-___-_
General Director 4:/ "j’j}jk Shengeita
'I F#rr-

Financial Director gl ;

N

The notes on pages -4 form an integral part of these financial statements,

Irakli Kurashwvili
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL t{, -
'.I-l'

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2023
(In thousands of Georgian Lari)

Hote 2023 2022
Interest incame 5 16,636 16,774
Interest expense 5 [%,155) 13, 220)
Het interest income before impairment 11,481 11,554
Loan impairment charge 11 i2.099) (E88]
Het interest income 'JJEEI_ 10,864
Fee and commission income 413 432
Penalties and fines including other income ] Gl 661
Fair value change of SWap contracts 15 (2,982) (9, 868)
Salaries and other employes benefits 7 i4,484) {4,563)
Other operating expensas ] {1,596) {1,388}
Depreciation and amartization {935) (919)
Het gain on foreign exchange operations LF 5,522
Prafit before income tax 990 T43
Income tax [expense)/ benefit 9 &7 (320}
Total comprehensive income for the year 1,057 433

The fimanclal statements Tor the year ended 31 December 2023 were approved on behalf of the management on 25
April 2024 by;

General Director Besik Shengelia

Finamncial Directar Irakli Kurashwili

The notes on pages 9«44 form an integral part of these financial statements,
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J3C MICROFINANCE ORGAMISATION LATIKA CAPITAL
STATEMENT OF FINANCIAL POSITION
As at 31 December 2023

(In thousands of Georgian Lari)
31 December 31 December
Hote 2023 2022
Assets
Cash and cash squivalents 10 & B0 2,071
Loans to customers 11 58,073 67,935
Financial assets at fair value through profit or loss 15 . 159
Other asuets 305 511
Intangible assets 15 a0
Right-of-use xssots 12 952 674
Froperty and coquipmeant 13 1,076 2,1M
Total assets 66,545 73,751
Liabilities
Barrowings 14 30,518 58,376
Financial liabilities at fair value through profit or loss 15 354 21
Lease liabilities 12 1,064 7al
Qther liabilities 5t 1
Deferred income tax liabiity 9 22 20
Total Habilities 52,014 60,277
Equity
Share capital L] 3,730 3,750
Treadury shares 16 (4435) {445}
Share premism 16 1,537 2,937
Retained earmings B, B89 7,632
Total equity 14,5331 13,474
Total Habilities and equity 66 545 73,751

The notes on pages 9-44 form an integral part of these financial statements.
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J5C MICROFINANCE ORGANISATION LATIKA CAPITAL
STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2023

(In thousands of Georglan Lari)

Share Treasury Retained
capital Shares Shares Earnings Total
At 31 December 2021 3,750 {445) 2,537 T.209 13,051
Comprehensive income for the year . . 423 423
At 31 December 2022 1,750 (#45) 1,537 7,632 13,474
Comprehensive income far the year - 1,057 1,057
AL 31 December 2023 3,750 {445) 1,537 B, 689 14,531
e —— T — e

The notes on pages 9-44 form an integral part of these financial statements.

Page 7 of 44



J5C MICROFIMANCE ORGANISATION LATIKA CAPITAL
STATEMENTS OF CASH FLOWS

For the year ended 31 December 2023

{in thousands of Georgian Lari)

ad "

CASH FLOWS FROM OPERATING ACTIVITIES:
Interest recelved
Interest paid
Fees and commissions received
Other operating Income recatved
Met realized gain/ (loss) from fareign currency translations
Salaries and other employvee benefits paid
Administration and other operating expenses paid

Cash flows from operating activities before changes in operating
assets

Changes in operating assats
Principle payments
Loan Disbursement
Het cash flows from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of property, plant and equipment, and intangible assets
Net cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Repayments of borrowings

Proceed from borrowings
Lease liabilities paid

Net cash flows frem financing activities
Effect of exchange rate changes on cash and cash equivalents
Net {decrease) / increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the WEar
Cash and cash equivalents at the end of the yiar

The notes on pages 9-44 form an integral part of these financial statements,

2023 2022
16,719 17,499
{5,060) (4, 994)
323 321
993 916
(2,389 {10,331)
{4,638) 4, 760)
{1, 7&8) 11.666)
4,170 {2,995}
58,860 60,760
{51,166} [67,213)
11,864 (9,448)
{185) {234
{185) (236)
{38,218} [27,932)
29,621 28,042
(465) {456)
{9,072) {348)
216 (947}
2,823 {10,977}
2,071 13,048
4,894 2,0M
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL
ROTES T THE FIMAMCIAL STATEMENTS

For the year ended 31 December 2023

{In thousands of Georgian Lari)

1. GENERAL INFORMATION

ORGAMISATION

Microfinance Organisation Lazika Capital is a Joint Stock Company (the “Organisation™) which was established on 26
December 2007. The Organisation was registered at tax department regional office in Tugdidi, Georgia with the
registration number - 120411112,

The Organisation conducts its business under the Law on Microfinance Activity and Is supervised by the National Bank
of Geargla (“HBG™).

The supreme governing body of the Organisation is the General Meeting of Shareholders, The supervision of the
Organisation's operations is conductod by the Supervisory Beard, members of which are appoinbed by the General
Meeting of Shareholders. Daily management of the Organisation is carried out by the Board of Directors appointed
by the Supervisory Board.

As the Organisation's principal business activity Lazika Capital prevides micro and small loans {fup to GEL 100,000}
to custemers in Georgia,

The Organisation’s head office is located on 59 Gamsakhurdia Street, Zugdidi, Georgia, Also, the Organisation had
1% branches in major cities of western Geargia as at 31 December 2023,

Detailed information about the shareholders is disclosed below in Mate 16, The Organization had noe ultimate
controlling party as at 31 December 2023 and 20232,

2. BASIS OF PREPARATION
STATEMENT OF COMPLIAMCE

These financial statements have been prepared in accordance with International Financial Reporting Standards,
International Accounting Standards as issued by the Intemational Accounting Standards Board (4S8} and
Interpretations {collectively IFRSs),

The Organisation maintains its records and prepares financial statements in Georgian Lar (GEL), which is alsa the
Organisatien's functional currency. Ameounts in the financial statements are rounded in thousands, unless otherwlse
stated. The reporting period for the Organisation is the calendar year from January 1 to December 31,

The preparation of financial statements in compliance with adopted IFRS requires the wse of certain eritical
accounting estimates. It also requires management to exercise Judgment in applying The Organisation’s accounting
policies. The areas where significant judgments and estimates have been made in preparing the financial statements
and their effect are disclosed in Note 3, The principal accounting policies adopted in the preparation of the finamcial
atements are w8t in the Moke 20.

BASIS OF MEASUREMENT

These financial statements have been prepared under the histarical cost basis except for the dertvative financial
instruments at fair value throwgh profit or loss,

GOING COMCERN

These financial statements have been prepared on the assumption that the Organisation is a golng concem and will
continue its operations for the foreseeable future. The management belioves that the going concern assumption ks
appropriate for the Organisation,

Page 9 of 44
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_
JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL o

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2023

(In thousands of Georgian Lari)

2. BASIS OF PREPARATION [CONTINUED)

ADOPTION OF HEW OR REVISED STANDARDS AND INTERPRETATIONS

A) STANDARDS AND AMENDMENTS MANDATORILY EFFECTIVE FROM 1 JAMUARY 2023

IFRS 17 Insurance Contracts. IFRS 17 introduces an Internationally consistent approach to the accounting for
insurance contracts. Prior to IFRS 17, significant diversity has existed worldwide relating to the accounting for and
disclosure of insurance contracts, with IFRS 4 permitting many previaus {man-IFRS) accounting approaches to
cantinue to be followed, IFRS 17 will result in significant changes far many insurers, requiring adjustments to existing
systems and processes,

The new standard takes the view that insurance contracts combine features of a financial instrument and a service
contract, and that many gencrate cash flows that vary substantially aver time, It therefore takes the approach of:

»  Combining current measurement of future cash flows with recognising profit over the period that senvices are
prawided under the contract

+  Presenting insurance service results (including insurance revenue} separately from insurance finance income
Of expenses, and

*  Requiring an entity to make an accounting palicy chaice for each portfolio whether to recognise all insurance
finance income or expenses for the reporting peried in profit or loss, or to recagnise some in other
comprehensive income,

Subsequent to the issue of IFRS 17, amendments 1o the standard and deferral of effective dates have heen rrade,

Disclosure of Accounting Policies {Amendment to IAS 1 and IFRS Practice Statement 2). In February 2021, the
|ASE issued amendments to 1AS 1, which change the disclosure requirements with respect to accounting policies
from “significant accounting policies’ to “material accounting pelicy information’. The amendments pravide
Buidance on when accounting policy infermation s likely te be considered material. The amendments to 1AS 1 are
effective for annual repaorting penads beginning on or after 1 January 2023, with earlier application permitted, As
IFRS Practice Statements are non-mandatory guidance, no mandatory effective date has been specified for the
amendments to IFRS Practice Statement 2,

Definition of Accounting Estimates (Amendment to 145 B). In February 2021, the IASE issued amendments to [AS
8, which added the definition of Accounting Estimates in 145 8. The amendments also clarified that the effects of a
change in an input or measurement technique are changes in accounting estimates, unless resulting from eorrection
of prior period srrors,

Deferred Tax related to Assets and Liabilities arising from a Single Transaction (Amendments to IAS 12), In May
2011, the IASE ksued amendments to 1AS 12, which clarify whether the initial recognition exemption applies to
certain transactions that reswlt in both an asset and a liability being recognised simultaneously ie.g. a lease in the
scope of IFRS 16). The amendments introduce an additienal eriterion for the initial recegnition exemption under 145
12.15, whereby the exemption does not apply to the initial recagnilion of an asget or liability which at the time of
the transaction, gives rise to equal taxable and deductible temparary differencos,

B) HEW STANDARDS, INTERPRETATIONS AND AMENDMENTS HOT YET EFFECTIVE
Standards and Amendments Mandatorily Effective from 1 January 2024

Supplier Finance Arrangements (Amendment to IAS 7 and IFRS 7). On 25 May 2023, the [ASE issued Supplier Finance
Arrangements, which amended IAS 7 Statement of Cash Flows and IFRS 7 Financial Instruments: Disclosures (the
Amendments). These Amendments arose as a rewsdt of a submission received by the IFRS Interpretations Committes
(the Committee)} about the presentation requiremnents for labilities and assoclated cash flows arising out of supply
chain financing arrangements and related disclosures. In December 2020, the Committes published an Agenda
Decision Supply Chain Financing Arrangements—Reverse Factoring that addressed this submission based on the
requirements in IFRS Accounting Standards existing at that time. During this process, the fesdback from stakeholders
indicated limitations of the then existing requirements to address important information needs of uiers to
understand the effects of supplier finance arrangements on an entity’s financial staterments and to CMMpane one
entity with another. In response to this feedback, the IASE undertook 4 narrow-scope standard setting, leading 1o
the Amendments. The Amendments require entities to provide certain specific disclosures (qualitative and
quantitative) related to supplier finance arrangements. The Amendments also provide guidance on characteristics
of supplier finance arrangements.
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL -2
MOTES TO THE FINAMCIAL STATEMENTS

For the year ended 31 December 2023

{IA thousands of Georglan Lard)

Z. BASIS OF PREPARATION (CONTINUED)

seflar-lessee,

entity’s right te defer settlement of a liability for at least twelve manths after the reparting period must have

Amendment - Noncurrent Liabilities with Covenants (Amendment o 145 1h Subsequent to the release of amendiments
to 145 1 Classification of Liabilities as Current ar Non-Current, the 1ASE amended IAS 1 further in October 1022,
an entity"s right to defer is subject to the entity cemplying with specified conditions, such conditions affect whether
that right exists at the end of the reporting period, if the entity is required to comply with the condition on or
before the end of the reporting period and not if the entity Is required to comply with the conditions after the
reparting period. The amendments also provide clarification an the meaning of “setilement’ for the purpose of
classifying a liability as current or RBM=-current

Standards and Amendments Mandatarily Effective from 1 Janwary 2025

Lack of Exchangeability (Amendment to 1AS 21} On 15 August 2023, the IASS issued Lack of Exchangeability which
amended [AS 21 The Effects of Changes in Foretgn Exchange Rates [the Amendments). The Amendments arose as 3
result of a submission received by the IFRS Interpretations Commities (the Committee) abaut the determination of
the exchange rate when there is a lang-term lack of exchangeability. 145 21, prior to the Amendments, did not
include explicit reguirements for the determination af the exchange rate when a currency is not exchangeable into
ancther currency, which led to diversity in practice. The Committee recemmended that the [ASE develop narrow-
scope amendments to 1AS 21 to address this issue. After further deliberations, the 1ASB fssued an exposure draft of
the proposed amendments to 1AS 21 in April 2021 and the final amendments were jssued in August Z023. The
Amendments intraduce requirements to assess when & cwrrency B exchangeable inta ansther cwrrency and when it
is nat. The Amendments require an entity to estimate the spat exchange rate when it concludes that a CUTEncy i3
not exchangeable into another currency,

The Organization does not think these changes will have material effect on the Organization financial statements.
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J5C MICROFINANCE ORGANISATION LATIKA CAPITAL
HOTES TO THE FINARCIAL STATENENTS

For the year ended 31 Decomber 7023

{in thewsands of Georgian Lari)

3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

evaluated based on historical experience and other factors, including expectations of future avents that are believed 1o
be reasonable under the circurmstances, In the future, actual experisnce may deviate frem these estimates and
asumptions, The estimates and assumptians that have a significant risk of causing a material adjustment to the carmying
amounts of assets and liabilitles within the next financial year are discussed below,

MEASUREMENT OF EXPECTED CREDIT LOSSES

The following are key estimations that the management have wed in the process of applying the Organisation’s
accounting policies and that have the most significant effect an Lhe loss allowances for expected credit losses:

* Probability of default: PD constitutes a key input in measuring ECL. PD s an estimate of the likelihood of defauit
@ver a given time horizon, the calculation of which Ineludos historical data, assumpticons and expectations of future
conditions.

* Lo Given Defaudt: LGD is an estimate of the o arising on default. It is based on the difference between the
contractual cash fows due and those that the lender would expect (o receive, taking nto acoount cash Flows from
collateral,

* Establishing forward-locking scenarics: When measuring ECL the Organisation uses reasonable and supposrtable
forward-looking information, which & bated on assumptions for the future movement of different ecenamic drivisrs
and haw these drivers will affect sach ather,

LEASE TERM, INCREMENTAL BORROWING RATE (IBR) AMD LEASE PAYMENTS

The lease term is defined as the non-cancellable term of the lease, together with any periods cavernd by an oplion
to extend the lease (including the renewal option implied through custemary business practices) if it is reasonably
certain to be exwercised, or any periods covered by an aption to terminate the lease if it is reasanably certain nat Lo
be exercised. Management applies Judgement to determine the lease term when lease contracts include renewal
options that are exercisable anly by the Organisation, It considers all relevant factors that create an economic
incentive to exercise the renewal option. After the commencement date, the Organisation reassesses the lease term
if there is a significant event ar a change in circumstances that is within its control and affects its ability 1o exercise
lar not to exercise) the option to renew, or to terminate the lease.

The management applies judgement to estimate the IBR. The management uses an abservable information Lo
determine the base rate and adjustments for the lessee specific factors and the asset factors {the adjustment for
sacurity).

In Georgla it is customary that lease renewal option is implied through customary business practices and not all
renewal options are documented within the lease agreements. In such cases, the initial measurement of the lease
Liability assumes the payments for renewal periods equal to the contractual amount and will remain unchanged
throughout the lease term,

IHCOME TAXES

Curing the ordinary course of business, there are marry transactions and calculations for which the ultimate tax
determination s uncertain, As a result, the Organisation recognizes tax Habilities based on estimates of whether
additional taxes and interest will be due. These tax liabilities are recognized when, despite the Organisation's belief
that its tax return positions are supportable, the Organisation bebieves that certain positions are likely to be challenged
and may not be fully sustained upon review by Lax autherities, As & result, the Organisation minimizes the risks related
to this fact. The Organisation believes that jts accruals for tax labilities are adequate for all open audst yvEars based on
its assessment of many factors including past experience and nterpretations of tax Law. This assessment relies on
estimates and assumptions and may involve & series of eamplex judgments about future events.
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(In thousands of Geargian Lari)

4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT

Az a financial institution, the Organisation is exposed to risks that arise from its use of financial instruments. This
nete describes the Organisation's objectives, policies and processes for managing thase risks and the methads wed
to measure them. Further quantitative infermation in respect of these risks is presented throughout these financial
statements,

Financial astets and financial liabilities that are liquid or have a shart-term maturity it is assumed that the carmying
AMoUNts approximate to their falr valye,

GEMERAL OBJECTIVES, POLICIES AND PROCESSES

The management has overall respansibility for the determination of the Organisation’s risk management objectives
and policies and, whilst retaining ultimate responsibility for them, it has delegated the authority for designing and
operating processes that ensure the offective Implementation of the objectives and picies to the organisations
finance function,

The overall objective of the management is to seq palices that seek to reduce risks as far as possible without Linaualy
affecting the Organisation’s competitiveness and flesdbility, Further details regarding these policles are set out
below. Threwgh its aperations, the Organisation is exposed 1o the following financial risks:

*  Credit risk
Liquidity risk
Market risk:

= Currency risk

= Interest rate risk

CREDIT RISK

Credit risk is the risk of financial loss to the Organisation if a custamer or counterparty to a financial instrument, fails
to meet Its contractual obligations, Exposure to credit risk arises as a result of the lending and other transactions
with counterparties giving rise to financial assets,

As the Organisation b8 providing micro-loans ta customers as the core business activity credit risk i of crucial
impertance similar to any Micro Financing Organisations [MFO) risk management process, To avaid significant
financial damage caused by this risk the Organisatien wses various metheds to identify and manage them effectively.

The Organisation has policies and procedures for the management of credit exposures, including the establishment
of Credit Committees, the analytical bodies responsible for analysing the information in the lean applications,
a35e35ing and reducing the credit risks, The credit policy {in the form of a Credit Manual) fs reviewsd and appraved
by the Board of Directors.

The credit policy establishes:

* Procedures for reviewing and approving loan credit applications;

*  Methodology for the credit assessment of borrowers;

*  Methodology for the evaluation of collateral:

= Credit decumentation requirements;

=  Procedures for the angaing manitaring of loans and othar credit exposunes.
The Credit Committee is autharized to make the final decision about financing or rejecting the loan applications,
The loans presented to the Committee for epproval are based on limits establishod by the credit palicy.

Accuracy and correctness of infarmation presented to the Credit Committee is the responsibility of the credit officer,
wha fills in the initial application after the due scrutiny of the applicant's business and Its credit risks through the
use of scoring models and application data verification pracedures,
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)
Grades for restructured loans:

R1 current restructuring and restructuring for 1-90 day arrears
RI  restructuring for arrears »90 days

Default grades
Default grades are represented by D2, D3, E, R? calegories,

Watch loans;

L1 category is represented by the boans, which have awarded of grades D and D1 due to past arrears byt have fo
delinquency any mare, R1 (see the rule below) and the loans, which have been transferred to grade C2 by the Risk
Department in accordance with the special rules given below (scores do not apply here).,

Grade changes

Any loans from C3 grade, which is no longer in arrears, move to A, B, € and C1 grades_

If loans from D and D1 grades are no longer in arrears, they move to C32 grade, In case of arrears, a loan 203 back
to the relevant grade.

decision and by the will of the client refinancing may be applied though disbursement of a new Loan. Such [oan is
assigned to CZ grade right upon its dishursement,

D, D3, E and R2 loans permanently remain in the given grades, Until the overdue balance Is nat fully ecverad.
In case of parallel lpans, the following ratipnale applies:

#  If a client has at least one delinquent loan, all of the loans of the clisnt will fall into the grade, having
the largest ECL rate out of the existing loans.

= I aclient has at least one restroctured ioan, all the lnans of the client should be included in the
restrucluring grade, Restructuring takes over delinguency. Therefore, if a client has 1 restructured loan
and 1 - delinquent, both of them will be included in the restructuring grade.

= If aclient has paraliel loans with nane of them being delinguent, restruetured or included in €1, c2
categories, all of them should be awarded the grade, which has heen assigned to the loan most recently
disbursed. For instance, if a client had one loan In grade A, disbursed before and he takes anather loan in
anather period under grade B, both lnans will be included in grade B, as this is the grade of the most
recently disbursed lean,

* If aclient has parallel loans with none of them being delinguent or restructured and meantime, with one
of them being in grade €1, C1 loan should also be awarded the grade, which has been assigred to the
laan most recently disbursed (except of this loanj,

= If aclient has paraliel loans with none of them being delinguent or restructured and meantime, with one
of them being in grade €2, all the loans of the client should be swarded €2 category,

In case if increased risks are detected with respect to A, B, C and C1 lpans, they may be transferred to (2 grade
based on the following groups:

*  Loan officer;

«  Branch:

*  Location fcity; region);

*=  Client sub-sector {livestock, greenhowsges, internal tramspartation and etc. );
= Any specific lpan:

*  Amy specific client.
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTIMUED)

Recommendation on transfer of loans to C2 grade by the given groups is made by the Risk Department of the

Organisation based on respective anglysis and approval by the Executive Board. The Tollowing circumstances should
3erve as a basis far the recommendation:

*  Expected low vield or low prices an certain agricultural crops:
= Expected financlal shocks and volatflity is some business sector:
»  Ewpected high risks in a certain branch, where internal fraud has been identified.

Change of grade also occurs for refinancing of a lnan; upon dishursement af a new loan, rating is calculated based
on updated information.,

A, B, C and C1 grade loans, which have besn transferred to C2 grade, go back ta their original grades if the above-
mentioned sk factors no longer exist,

[ and D1 go back to their original grades based an days in arrears,

Incarparation of ferward-looking information

The Organisation incorporates forward-looking information into both: its asiassment of whether the credit risk of
an instrument has increased significantly since its initial recognition and its measurement of ECL {expected crodit
foss).

The Organisation has identified and documented the key drivers of credit risk and credit losses for the partfolio
using an analysis of historical data, has assessed impact of macre-economic variables on probability of default and
recovery rate. The following macra-economic variables were imvalved in the analysis:

* FReal growth rate of GOP of Georgia:
= Inflation rate:
*  Monetary policy interest rate:

Predicted relationships between the key indicatars and default and loss rates on various portfelios of financial assets
have been develeped based on analysing historical data awer the past 3 and 5 years, for PD and LGD purposes,
respectively. Based on this analysis, the Organisation did not identify portfolio default key relatisnship with rmacro-
ecenomic variables mentioned abave,

Probability of default (PD)

PD estimates are estimates at a certain cate, which are calculated based on  statistical rating
models. If a counterparty or exposure migrates between ratings’ classes, then this will lead to a change in the
estimate of the associated PD. PDs are estimated considering the contractual maturities of exposures and estimated
prepayment rates. POs are calculated based on three-year average and then 1-year and lifetime PDs are derived by
extraplating using migration matrices,

As at December 31, 2023, 10% Increase/(decrease) in average PD per each segment results in ECL
inCrease /(decrease) by 6.17% that represents GEL B7/(87) thousand.

As ot December 31, 2022, 10% ncrease/(decrease) in average PD per each segment results in ECL
Increase/ (decrease) by 6.3% that represents GEL 97/(97) thousand.

Loss given default (LGD)

LGD is the magnitude of the likely loss If there is a default. The Organisation estimates LGD parameters based on
the history of recovery rates of ¢laims against defaulted counterparties. The LGD madel conslders cash receveries
only. LGD is calculated on a discownted cash flow basis using the effective interest rate as the discounting factor.

Ai at December 31, 2021 0% increase/ (decrease] in average LGD per each segment results in
ECL increase/ (decrease) by 10% that represents GEL 141/ 141) thousand,

As at December 31, 2022, 10% Increasef{decrease) In average LGD per each segment results in
ECL increase/ (decrease) by 10% that represents GEL 1365{156) thousand.

—
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)
Credit quality of loans te customers
The following tables provide infarmation

2023

Risk
Ranking

Agriculturs
loans

&
B
L
Ct
L
L
o]
D1
FF
03
E
R
R

Stage

I-IJH'.-FL-'HMH—I-M—I—I—I-M

on the credit quality of loans to customers by sectors as at 31 December

Stage 1 Stage 2 Stage 3
11 Lifetime Lifetime ECL
Gross S ECL - nat ECL - Tatal Het allowance
loans ECL credit- credit- ECL lpans Lo grass
impaired impaired Iansh *
15,025 (148 . s (140] 14,885 0.93%
9,209 [91) (91) 8,112 0.59%
4,109 {35} + (39 4,270 0%
19 - 19 0.00%
e i1 i 108 0.92%
197 {38} [38) 159 19.29%
Ef E (1] * {31) 55 36.05%
e [45) - 45) ar 44 12%
50 EE]] (3% 17 . 0%
161 (108} {10&) g5 65,845
33 {d4] {4 i) 45 18%
1,141 (40 i40) 1,104 BB
Al (30 (30) 20 bO.00%
30,505 {30%) (116} (193} (618} 9 887 2.03%
e ] —m
Stage 1 Stage 2 Stage 3
17 Lifetime Lifetime ECL
Gros Rt ECL - net ECL- Total Het allowance
Ians ECL credit- eredit- ECL loans to gross
_impaired imipalred foansk *
11, 64% {120 - - {130) 12,594 0.95%
8,264 {20} {50} B,174 1.09%
4,583 48] {4) 4,037 1.00%
B . 8 .00
108 (1) (1) 107 0.53%
134 [48) {46} 158 19,665
a7 {40 {40 57 41,24%
136 (63 63 13 4. 1%
Be [64) i64) 2 74.47%
1ig {211) (211} 118 64,138
115 * 131] i{31) L 16.96%
1] (3% (3% £ 4,495
41 . 2 an 16 62.79%
7520 303) (142} (333 (778} 26,741 2.83%
—r—— e —— e
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMEHT {CONTINUED)
Stage 1 Stage 2 Stage 3
Risk ranking i1 Lifetime Lifatime ECL
Manufacturi Stage Gross manth ECL - net ECL - Total Het allowance
ng loans ECL credit- cradit- ECL Iwans Lo grass
Loans _impaired impaired o3
Manufacturi
ng:
A i o (1) - i1} 900 0.11%
B 1 148 {1k - {1} 147 4l
C 1 21 - - ] 0.00%
C1 1 . - - . 0.00%
2 1 . . . . 0.00%
€3 1 5 i) * (1) 4 20.00%
1} 2 9 {1h 11 Fl ] 1.45%
1} 2 - . . .00
b2 ] 10 - (% 1% 1 0.00%
03 3 T - - (& 18] | 5. 1%
E 3 - 4 . 0.00%
A1 2 i4 2 - 14 0, 00%
R2 L - - - - 0. 0rE
1,463 13 1) (15} {19} 1,444 1,30%

Credit quality of leans to customers

The following tables provide information on the credit quality of loans to customers by sectors as at 31 December

2023
Stage 1 Stage 2 Stage 3
Risk Ranking Gross ki ot ot e Net b
tﬂi“th" Stage loans MET credit- oredit- ECL koans to gross

impaired _ impaired loans *

A 1 17,420 i 145) . - (145} 17,275 0.83%

B 1 10,522 {58 . {98} 10,724 0.91%

C 1 4,108 (3% {38 4,170 0.85%
C1 1 il . i 0.00%
i 1 73 L L] T2 1.37%
3 1 1 f4h) (48] 184 .00
o ] in - (&) (6] 10 7%
o1 2 10 - {74} (74) % 43.53%
o2 3 B . . (57) 57 24 70,37%
D3 ] m7 - . {157} (197} 100 6. 37%

E 3 7 ‘ . (3 (3 4 41_E5Y
R 2 1,124 - M) i31) 1,093 1.76%
¥ 3 70 - - {40] (] 0 57.14%
14,803 [32E) {169) {297 {Th4) 34,009 1.18%

—
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

Stage 1 Stage 7 Stage 3
Risk ranking 12- Lifetime Lifetime ECL

Trade and Stage Grags ik ECL - nat ECL - Tatal Het allowance

Lervices Ioans ECL credit- credit- ECL loams to gross

loans 2 impaired impaired Ioans¥ *
A 1 15,010 {12%) . . 19) 14,881 0.86%
[ 1 10,178 i103) - (103} 10,075 1%
C 1 5. B58 153 - J 133) 5,605 0.94%
9 | 1 41 . 41 000
Le 1 109 {1 - (1) 108 0.92%
(3 1 163 {47 = {47) Fal 17.67%
] 1 116 143 {43] 73 I7.07%
o1 F] 153 (55 - (55) ) 35.95%
b2 1 62 . {45) [45) 17 71.58%
[} 3 119 = {135) i13&) . ] 630K
E } s . . {100} (100 175 36.36%
R 2 952 1 44] . 43) 909 4.52%
” 3 7 - () (4) 3 sta
33,043 (332) (142} (28T} (F61) 17,282 2.30%

Stage 1 Stage 1 Stage 3
Risk ranking = Lifetime Lifetime ECL

Manufacturi Gross ECL - not ECL - Tatal Hot alkowance

ng Stags [ ETS m;lﬂt credit- credit- ECL Iy Lo gross

loans impaired impaired loans%
A 1 899 i) . : i1 #58 0.11%
B 1 434 (1) . (1) 433 0.23%
c 1 81 . . - 281 0.00%
C1 i - . 0. 00%
£2 1 i : 2 1 0.00%
3 L 3 - B 0.00%
o i 5 . 5 0.00%
M z 8 [} i1} 7 12.50%
[17] 1 3 . . 0.00%
1] 3 & . {5 {5 1 B3.11%
E E] . . . . 0.00E
R1 z 13 i1} . 1) 12 7.69%
n k 2 ; . . ’ 0.00%
1,653 (3] i1} (5} i9) 1,644 0.54%

— —— — —
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL
HOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 Decamber 023

(I thowsands of Georgian Lari)

4. FINANCIAL INSTRUMENTS - RISK MAHAGEMENT (CONTINUED)
MARKET RISK

Market rigk is the risk that the fair value of a financial instrument will decrease because of changes in market factars.
Market risk arises from the Organisation’s use of interest bearing and forefgn currency financial instruments, It (s
the risk that the fair value or future cash flows of a firancial instrument will fluctuate because of changes in foreign
exchange rates (currency risk) and interest rates (interest rate rigk),

CURREMCY RISK

Currency risk 13 defined as the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates, The Organisation is exposed to the effects of fluctuations in the prevailing foreign currency exchangs
raies on its financial position and cash flews,

The Organisation's expasure to foreign currency exchange rate risk as at 31 December 2021 is presented in the tables
bedow:

Financial assets GEL usp EUR
Cash and cash equivalents 1,562 320 93
Loans to customers 58,073 .
Other assotbs 164 -
Total financial assets 50,799 3.239 93
Financial labilities
Borrowings 14,654 35,864 .
Financial liabilities at fair value ) 154
throwugh profit or loss
Lease liabilithes 401 bh3 -
Other liabiities - 56 : :
Total financial Habilities 15,111 16 881 -
Open balance sheet position 44,688 133,642 9

The Organization’s exposure to foreign currency exchange rate risk as at 31 December 2027 is presented in the tables

below;
Financial assets GEL uso EUR
Cash and cash equivalents L] 1,040 BS
Loans to customers 67,935 .
Financial assets at fair value . 759
thraugh profit or loss
Other assets L -
Total financial assets 48,972 1,299 B85
Financial liabilities
Borrowings 14,349 45,027
Financial liabilities at fair value 5 21 )
through profit or loss
Lease liabilities 238 516 -
Other liabilities T t .
Total financial labilities 14,623 45,564 -
Cpen balance sheet position 54,349 (44, 265) 85
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINAMCIAL STATEMENTS

For the year ended 11 December 2073

(In thousands of Geargian Lari)

4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT [CONTINUED)

The fallowing table details the Organisation's sensitivity to a 20% increase and decrease in the foreign curency
exchange rates against GEL and represents management’s assessment of the possible change in foreign currency
exchange rates. The sensitivity analysis includes only outstanding foreign currency denominated msnétary items and
adjusts thefr translation at the end of the year for a 20% change in foreign currency rates, Impact on the statement
of comprehensive income and equity based on financial instrument values as at 311 December 2023 and 2022 can be
presented as fallows:

{GEL # LsD) (GEL / EUR)
sensitivity of the fluctuation of the market
exchange rates 2023 2022 2023 2022
I0% increase (6, 658) {8,845 19 1"
0% décroase &, 658 8840 (1%) (17
Effect of swap contracts:
20% increase &, 670 8,%60 -
10 decrease i, 670 (B, 960} =
Accumulated effect:
0% increase 12 111 19 17
e decroate (121 (111} {19 {17}
——— —

The analysis assumes that all other variables, in particular interest rates, remain constant,

= INTEREST RATE RISK

Interest rate risk arises from potential changes in market interest rates that can sdversely affect the fair values of
the financial assets and liabilities of the Organisation. This risk can arise from maturity mismatches of assets and
labilities, as well as from the re-pricing characteristics of such assets and liabilities,

The table below summarises the Organisation's exposure to interest rate risks. The table presents the aggregated
amounts of the Organisation”s interest-bearing financial assets and interest-bearing financial liabilities at carrying
amewnts as at 31 December 2023 and 2022

31 December 31 Decemnber
023 022
Tetal interest-bearing financial assets 61, E11 69,703
Total interest-bearing financial liabilities (30,518) (59.376)
Het interest sensitivity gap 12,293 10,327

The infarmation about maturities of mterest-bearing financial assets and interest -bearing financial liabilities is given
in liquidity risk quantitative disclosures above,

The Organisation performs analysis of interest rate risk sensitivity,

Organisation’s all interest-bearing assets and labilities are a1 fixed interest rates, therefore market interest rate
fluctuations do not affect the Organisation's Incame OF EXPENSES.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL L3

HOTES TO THE FIMANCLAL STATEMEHTS
For the year ended 31 December 2023
(In thousands of Gegrgian Lari)

4. FINANCIAL INSTRUMEMTS - RISK MAHAGEMENT (CONTINUED)
MANAGEMENT OF CAPITAL
The Organisatien’s abfectives when maintaining capital are:

* To safeguard the Organisations ability to continue as a going concern, so that it can continls 1o operaie
sufficiently; and

*  To comply with the capital requirements set by NBG and borrowers,
* To provide an adequate return to sharehalders,

The Organisation sets the amount of capital it requires in propartion to risk, The Organisation manages its capital
structure and makes adjustments to it in the light of changes in ecanarmic conditions and the risk characteristies of
the underlying assets,

In srder to maintain or adjust the capital structure, the Organisation may adjust the amaunts of dividends paid o
sharehelders, return capital to shareholders, issue new shares, or sell assets to reduce debt. According to the
Organisation's policy dividend declaration occurs when entity's total comprehensive income for Lhe year excoads
GEL1,050. In this case amount exceeding abovementioned threshold can be distributed as dividend based on
shareholders' decision, but distributed dividend should nat exceed J0F of periods total comprehensive income at
the sampe time,

The Organisation is also subject to minimum capital requirements established by covenants stated in loan
agreements which are given below:

2023 2022
Un-hedged Foreign Exchange Exposure Ratie <10% < 10K
Cost to Income Ratio <90 <B60%
Capital adequacy ratio >18% *14.5%
Negative Pledge <15% «25%
PAR (30) + rescheduled b <5,
WD Ratio (Write-off) 3% «I%
Open Credit Exposure Ratio (OCER) <10% < 10%
PAR (30} + rescheduled +WO (Combined ratia) £11% <15%
Operational Self-Sufficiency Ratio =100% = 100%
Liquidity Ratio =18% =19
Rizk Coverage ratio »S50r% 505
R, =% =%
Debt to Equity 7% <%
Maturity Gap Ratia =-5(% == 5{0E
Foreign Currency Ratio =10% «10%
Portfelis at Risk Ratio =5% <5
Maturity matching ratio <1001% <100%
Capital Coeffickent Ratio »18% 17 B1E+0.5%
PAR > 30 Days Ratio+ Write off ratio «11% =%
(PARS] = B + WO LTM-recovery LTM)/ GLP <12% <125

The Organisation was not in a breach of any covenant as at 31 December 2023, Possible coequences of non-
compliance with covenant are disclosed in Hote 17,
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J5C MICROFINANCE ORGAMISATION LAZIKA CAPITAL
HOTES TO THE FIMAMEIAL STATEMENTS

For the year ended 31 December 2023

(I thousands of Georgian Lari)

..-:]1'{ -

5. MET INTEREST INCOME

Interast income is arising from:
Loans to customers
Placements with banks

Total interest income

Interest expense s arising from:
Borrowings from local banks
Borrowings from foreign financial institutions
Lease lisbifties

Total interest expense on financial liabilities recorded at amartized
cots

Met interest income before impairment

6. PENALTIES AND FINES INCLUDING OTHER INCOME

Penaltics and fines
Other

7. SALARIES AND OTHER EMPLOYEE BEMEFITS

Salaries
Other benefits

Information about key management remuneratisn i disclosed in Hote 18.

8. OTHER OPERATING EXPENSES

Consulting services
Transportation expenses
Communication expenses
Court Fees

Ltility expenis

Security expenses

Office supplies

Tax expenses other than income tax
Adveritisement expenses
Bank Charges

Other cxpenses

2023 2012
16,571 16,734
&3 40
16,636 16,774
(754) (238)
{4.283) (4,509
(88} {73
{5,155) 15,2200
11,481 11,354
2023 2023
547 552
119 109
Ghb G661
1023 2023
(4,422} (4,498}
{62) (63
{4, 484) (4,563)
2023 202
(234) i255)
{201) [218)
{165) [156)
{164) {B9)
[153) {150
[144) (154)
(28} [ 106)
(4%} {83)
[43) (5%)
{24) (38}
{31} {80)
(1,596) (1,388)

*Comsulting services include audit fees with total amounts of GEL4Z thousand and GEL4T thousand for the YEArs

ended 31 December 2023 and 2022, respectively,
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For the year ended 31 December 2023

iln thousands of Geargian Lari)

9. TAXATION

Incorme tax expenses recorded in profit or less for the year comprise the Tollonwing:

2023 032
Current income tax - (82)
Effect of temporary differences 64 (238}
Income tax expense BE {320
Reconciliation between the expocted and the actual taxation charge is provided bolow:
2023 2022
Profit/{loss) before Income tax 959 743
Applicable tax rate 0% 15%
Thearetical income tax benefit/{expense) (198) (149)
Effect of permanent differences 65 {171)
Income tax expenie &7 (320)
Credited Credited
Temporary At (charged) to AL icharged) ta At
differences at arate 31 December the Incom 31 Decembier the Income 31 December
af 20% due to: 021 Statement 022 Statement 2023
. Loans ta 2
customers 2 99 7 (227)
Property and
sikriéat 95) 322) {332 34 i298)
Intangible aseds i) 1 = .
Right-cl-use
Sacal {136) 1 {135) i61) (196)
Leate Liabflities 167 {17} 150 &2 12
Tax loss carmy - 1 160
farward m_. .
Deferred tax 2
asset/(liabilities) 63 (238) 190) &8 122)

There are no unrecognised deferred tax assets or lkabilitios,

comprehensive income,

or any Laxes recognised directly in equity or other
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10. CASH AND CASH EQUIVALENTS
3 December 31 December
1023 2022
Cash on hand i} b
Cash at bank jn Geargian Lar 1,421 785
Cash at bank in foreign currencies .37 Q3
Cash in transit 136 158
Restricted cash . 124
4,894 2,071

"Restricted cash is comprised by the amounts retated with foreign currency swap contracts disclosed below in Nate
13,

As at 31 December 2023 and 2022 the majority of the Drganisation's cash in banks is with banks rated by Fitch Ratings
as B (short-term rating), BB- {long-term rating), with stahle outlook,

Cash and cash equivalents distribution by currency s disclosed in Mote 4.

11. LOANS TO CUSTOMERS
31 December 31 December

2023 2022

Originated loans to customers 38,688 68,516
Accrued interest 800 6.3
Less: expected credit losses (1,415} [1,564)
58,073 67,935

Analysis by sector: b
Agriculture 30,505 34,803
Trade and services 27,510 13,043
Manufacturing 1,453 1,653
Gross loans to customers 39,488 &9 499
Less: expected credit losses (1,415) (1,564)
Total loans to customers 58,071 47,935

Loans to customers were {ssued to customers located within Georgia who operate in the Tollowing economic sectary:
31 December 2023

Gross Loans ECL __Het Loans
Agriculture 30,505 [618) 19,887
Trade and services 7,530 {778} 26,747
Manufacturing 1,463 (1% 1,444
59,488 (1,415) 58,073

31 December 2022

Gross Loans ECL Het Loans
Agriculture 34,803 (7o) 34,009
Trade and services 33,043 [F61) 31,282
Manufacturing 1,653 (9 1, B
69 499 (1,564) 67,935
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NOTES TO THE FIMARCIAL STATEMENTS 35
For the year ended 31 December 2023

{in thousands of Georgfan Lari)

4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

Eventually the Credit Committee members assess the application against the sstablished criteria fapplicant's credit
history, financial condition, competitive ability, etc.).

Assessment of the applicant’s creditworthiness through monitaring of its business allaws timely avoidance the risk
of financial loss, Monitoring is performed by credit officers who report the results te the management. Regular
manitoring of loans s alsa performed by the Monitoring Department, For Umely response to potential risks,
manitoring results are presented to the top management on monthly basis, The meniboring system helps to manage
credit risks and to minimize them in a timaly manner,

Exposure to credit risk is also managed, in part, by obtaining collateral and personal guarantees,

Apart from individual customer analysis, the credit partfolio is assessed by the Risk Department with regard to credit
concentration and market rigks.

The maximum exposure to credit risk is generally reflected in the carrying amounts of financial assats in the
statement of financial position. The maximum exposure to credit risk at the reparting dates was;

31 December 31 December
_ 2023 023
Cash and cash equivalents (excluding cash on hand) 4,874 2,050
Loans to customers 58,073 67,935
Financial assets at fair value through profit or lads . P
Other assats 16 "
63,111 70,335

The Organisation’s credit exposure related to loans to custamers is disclosed in Mote 11,

Cradit rizk grades

The Organisation allocates each expasure to a credit risk grade based an a variety of dota that is debermined to be
predictive of the risk of default and applying experienced credit judgment. Credit risk grades are defined using
qualitative and quantitative factors that are indicative of risk of default. These factors vary depending on the naturs
of the expasure and the type of borrower,

Each exposure is allocated to the credit risk grade at initial recognition based on available infarmation about the
borrower. Exposures are subject to ongoing manitoring, which may result in an exposure being moved to a different
credit risk grade,

Upan disbursement of a loan, an exposure scors {5 assigned based on the predetermined criteria, which is later
refipcted in grades,

Grades upon disbursement of a loan:
A * 295 scones
B == J60-195 scares
C « 16l) scoreg
1 net applicable (w=asonal loans, ta which rating 1z not applied)

Grades in case of arrears:
C3 * 1-30 day arrears
] » 31-60 day arrears
o * &1-90 day arrears
oz * 91-120 day arrears
DI = 121-180 day arrears
E * 181 day arrears
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL
MOTES TO THE FINAKCIAL STATENENTS

For the year ended 31 December 2023
{ln theusands of Georgian Lari)

. S

11. LOANS TO CUSTOMERS {CONTINUED)

Loams to customers were {sswed to customers under the following collaterals:

Third party personal guarantees
Unzecured

Real estate
Movable property, including vehicles

Third party personal guarantees
Unsecured

Real estate

Mavabie property, including vehicles

The Organisation has established intemal policy for fssuing collateralized loans. L
property, transport facility and personal guarantees, Requirements for collateral
referred to the collate

value ratio. Maximum ratio for LTV i 85%, This ratio is
maxirmum B0% of fair value of pledged collateral,

I December 7023

Gross Loans ECL MHet Leans
38,760 (751) 38,00%
10,940 {56T) 10,373

9,781 (97 9,684

T 7

59,488 {1,415) 58,073
31 December 2022

(Frogs Loans ECL Het Loans
45,594 (791) 44, 803
12,951 [E25) 12,326
10,927 {148} 10,779

7 - 27
69,499 {1,564) 67,935

Movemnents in the loan impairment allowance for the year ended 31 December 2023 are as follows:

oBns are pledged with mortgage
is determined by wsing loan-to-
ral's discounted value, which is

12-menth Lifetime ECL - not Lifetime ECL -
ECL credit-impaired credit-impaired
_(Stage 1) (3tage 3) Total

At the beginning of the year B&T 312 589 1,564
Mew loans originated kKol a1 188 39
Transfer to Stage 1 12 L] (4} [1h
Transfer to Stage 2 (%) b =
Transfer to Stage 3 " i2] n x
Repaid loans (408§ G ) {106} {578}
Write-offs {1.309) (744 {629 2,682)
Recoveries of previgusly written off - - 1% 1%
Mot other measurement of ECL 1,305 676 473 1,454
At the end of the year 615 259 541 1,415
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MOTES TO THE FINARCIAL STATEMENTS
For the year ended 31 December 2023
{in thousands of Georgian Lari}

=3

1. LOANS TO CUSTOMERS [CONTINUED)

Respective movernents in the gross carrying amounts of loans to customers for the year snded 31 December 2023

are as follows:
12-monith Lifetime ECL - not Lifetime ECL -
ECL credit- impaired credit-impaired
{Stage 1) (Stage 2) (Stage 3) Total
At the beginning of the year 65,762 2,713 1,024 69,499
Hew loans originated 49, 065 1,271 a3y 50,977
Transfer to Stage 1 32 {26} i) -
Transfer to Stage 2 [483) 483 . -
Transfer to Stage 3 {332} [35] 67 -
Repaid loans (56,307) 1,047 [632) 157, 986)
Write-offs {1,495) (a9 {742) {3,136
Recoveries of previously written off . - 53 23
Het other changes A5 13 3 &1
At the end of the year 56,091 2,4%3 04 59, 488
Maverments in the loan impairment allowance far the year ended 31 December 2022 are as follows:
12-mionth Lifetime ECL - not Lifetime ECL -
ECL credit-impaired credit-impaired
(Stage 1) [Stage 2) (Stage 3) __ Total
At the beginning of the year 587 225 437 1,249
Hew loans originated 477 168 292 237
Transfer to Stage 1 4 - [4) .
Transfer Lo Stage 2 {5} 5 .
Transfer to Stage 3 4] (4] L -
Repaid loans {385) (78} (&%) {331}
Write-offs 1834) (2592) (4135) (1,543)
Recoveries of previously written off - ki o
Het other measurement of ECL Bi5 188 0 1,423
At the end of the year 663 £ 589 1,564
Respective movements in the gross carrying amounts of loans to customers for the year ended 11 December 2022
are as follows;
12=month Lifetime ECL - nat Lifetime ECL -
ECL credit- impaired credit-impaired
(Stage 1) (Stage 2) (Stage 3) Total
At the beginning of the year 60,503 2,910 830 64,243
New loans originated B4, 746 1,373 685 66,804
Transfer to Stage 1 5 - (%) -
Transfer to Stage 2 {361) 161 -
Transfer to Stage 3 (311) (42§ 353 -
Repaid loans {57,876) 01,501} {420} (59,797)
Write-offs 991} i414) (514) (1,919)
Recoveries of previously written off | 1
Net other changes 47 6 F| 77
At the end of the year 65,762 2,713 1,024 69,499
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iin thowsands of Georgian Larl )

11. LOANS TO CUSTOMERS (CONTINUED)

Analysis by credit quality of the originated loans to customers according to the agreement as at 31 December 2023
i5 as follows:

31 December 2023

Gross Loans ECL Het Loans

Loans withaut individual sign of Impairment 55,650 (528) 55,1212
less than 30 days overdue 436 {85) A5
30 to 60 days overdue 213 {7} 141
&0 to 90 days overdue 144 {110y 114
90 to 180 days overdue B3 {430} 213
Over 180 Days 167 {550 112
Restructured® 2,135 {135) 2,000

59,488 {1,415) 58,073

Analysis by credit quality of the originated leans to customers according to the agreement as at 31 December 2022
is a5 follows:

3 December 2022

Gross Loans ECL Het Loans

Loans without individual sign of impairment 65,254 {571) 64,683
less than 30 days overdue 499 (93} 406
30 bo 60 days overdue 295 (107} 18E
&0 to 30 days overdue 339 (130} 209
W0 to 180 days overdue fabd (42} 212
Owver 180 Days 282 (104) 178
Restrsctiured* 2,166 (117} 2,049

69,499 {1,564) 67,935
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL
HOTES TO THE FINAMCIAL STATEMENTS

For the year ended 31 December 2013

{In theusands of Georglan Lari)

11, RIGHT-OF-USE ASSETS AND LEASE LIABILIMES

The Organisation's lease agreements, for which right of use assets are recognised, include lsases to the head office
and branches. The lease of the head office is abtained fram different third parties, The renewal optian is implied
through customary business practices. Remaining Lease terms are defined as up Lo four years, Lease payments for
these spaces are fixed over the lease term and are denominated in USD and GEL. Incremental borrowing rate used
by Organization in atodunting for leases are &, 90% and 13.84% annually for each lease, according to their currencies.

Right-of-use assets can be presented as follows:

2023 2022
At the beginning of the year 674 07
Additions 479 116
Amortisation {371) [349)
At the end of the year Qa2 674
Lease liabilities can be presented as follows:
2023 2023
At the beginning of the year 752 1,112
Additions &9 116
interest expenss 8B 73
Lease payments {4d4) {455)
Foreign exchange movemsants % (5}
At the end of the year 1,064 752

The Organization has no borrowings received in the current or comparable period with similar currency, maturity
and terms. |BR was determined based on observable market data for a similar sector.
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J5C MICROFINANCE ORGANISATION LAZIKA CAPITAL -3 3
ROTES T THE FINARCIAL STATENENTS
For the year ended 31 December 2023

{In thousands of Georgian Lari)
14. BORROWINGS
31 December 31 Decembor
2023 2022
Driginated borrowings 49 957 38,475
Accrued interest S o1
50,518 59,176

Breakdown of borrowings by current and non-current portisns can be presented as follows:
31 December 3 December

2023 2023
Current borrowings:
Unsecured bormowings from finaneial institutions 13, TE% 19 901
Secured barrowings from financial institutions 1,001 .
Hon-current borrowings:
Unsecured borrowings from financial institutions 15,748 29,475
Tetal borrowings 50,518 59,376

The Organisation has borrowed funds from local and international financial institutions as in Hational CUFTencyY as
well a3 in U5 Dollar. Loans from the international financial institutions are not secured. Loans from the tocal Banks
are secured with Organisation's property and equipment with carrying amount 921,655 GEL, With credit portfolio
11,500,000 GEL

Interest rates for USD borrowings were distributed from 6.5% to 11% during the 2023 year. Interest rates for
baorrowings in GEL were distributed from 13.5% s 15%.

Information about covenants imposed by the lesders and contractual maturity and currency analysis of borrawings
are discloged in Mote 4,

Manetary and non-rmonetary changes in borrowings, which i comprised by financial activities, can be presented as
frallows:

2023 2027
At 1 January 59,376 65,457
Cash flows (13,643) {4,955)
Hon-cazh flows: 4,785 (1,126)
Interest accruing in period 5,067 5.947
Effects of foreign exchange (282} (6,273}
At 31 December 50,518 59,376

15. FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial instruments at fair walue through profit or loss comprise foreign currency wwap contracts, Swaps ane
contractual agreements beétween two parties to exchange streams of payments over time based on specified notional
amounts at a specified date and exchange rate,

The undizcounted contractual amounts outstanding as at 31 December 2023 and 2022 with maximum ane month
remaining maturity, were GEL13, 348 and GEL44, 799 thousand respectively. The resultant unrealised gains and losses
on these unmatured contracts are recoegnized in profit or loss and in financial instruments at fair value throasgh profit
of loss, as appropriate,
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16, SHARE CAPITAL

11 December 2073 31 December 2072
Percentage of *Humber Hominal Percentage of *Humber Hominal
Shareholder total shares of shares value total shares of shares value

Shorgelia Beslk . T% 37,500 1,150 il 37,500 1,150

Delicee Yakhtarg 0% 37,500 3l 20% 37,500 ol

Tskhadaia Elisa B35 17,500 350 0.3% 17,500 350

bameladze Yasil 535 10,000 200 9.3% 10,000 200

Petra Dina Tasms 5.3E 10, 000 00 5.3% 10,000 200

Other® 17.5% 12,750 455 ir.5% 32,750 E55
ﬁr“mﬁ;:“ m‘::f;:?' 11.9% 2,250 445 11.9% 22,250 “s

100, 0% 187,500 31,750 100.0% 187, 500 3,750

* Other sharcholders do not own mare than 5% of shares individualty.

31 December 20323 31 Decermber 20232
Shares in issue with nominal value of *Humber of Yalue of *Humber Value of
GEL 20 each shares shares __of shares shares
Ordinary shares owned by all sharcholders 187,500 3,750 187,500 5750
Less: treasury shares {22,250) ~ [{445) (22,250) [445)
Total number and value of share capital 165,250 3,305 165,250 1,308

*Hurnber of shares is shawn in exact amount inat rounded by 1,000)

17, COMMITMENTS AND CONTINGENCIES

LITIGATION

In the ardinary course of business, organisations are usually subject to legal actions and complaints.
Legal proceedings against Organisation’s customers unable to repay loans

Fallowing the Organisation's customer's failure to meet lean repayment obligations the Organisation is invalved in
legal disputes against such customers, The highest possible sutcome from such legal disputes s the amount of loans
receivable from such customers (Including accrued interest and other charges).

A3 It 1s not certain that all the customers will mest the repayment obligations, the Organisation recognises provision
for impairment far such loans, as disclosed in Hote 11

COMPLIANCE WITH COVEMANTS

The Organisation is subject to certain covenants related primarily to its barrowings. Man-compliance with such

covenants may result in negative consequences for the Organisation including growth in the cost of borrowings and
declaration of default,

The Organisation was not in a breach of any covenant as at 31 December 2023,

MANAGEMENT REPORT

In accordance with the Law on accounting, reporting and auditing (articte 7) the Organisation has an obligation to
prepare and submit Management Repart to the State Reguiatory Authority, together with Independent Auditors®
Repart no later than 1 October of the year following the reporting period. The Organisation has not prepared
Management Report at the date of issue of the financial statements,
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MOTES T THE FIMANCIAL 5TATEMENTS

For the year ended 31 December 20721

iln thousands of Georgian Lari)

18. TRANSACTIONS WITH RELATED PARTIES

Related parties or transactions with related parties, as defined by 1A5 74 "Related party diselasuires™, could be one
or more of the follawing:

a2l Parties that directly, or indirectly through one or more intermediaries: tantral, or are controlled by, or are
under common control with, the Organisation this includes parents, subsidiaries and fellow subsidiaries);
have an interest in the Organisation that gives then significant influence aver the Organisation: and that have
joint control over the Organisation;

Bl Members of key management personnel of the Qrganisation ar its parent:
€} Clese members of the family of any individuals referred ta in (a) or {b);

d) Parties that are entities controlied, Iointly controlled or significantly influenced by, or for which significant
woting power in such entity resides with, directly or indirectly, any individual referred to in {c)or ibi;

In considering each possible refated party relationship, attention is directed to the substance of the relationship,
and nat merely the legal form, Detasls af transactions between the Organisation and other related parties are
disclosed below.

Related party balances and transactions as and far the year ended 31 December 2023;

Key management Other related
Financial statement caption sharstioidery personnel parties
3alaries and other employee benefits {352} {261) (B}

Related party balances and transactions as and for the year ended 31 December 20727

Key managemaent Other related
Financial statement caption _ Shareholders personnel parties
Salaries and other employee benefits {338} (281) (10

19. EVENTS AFTER THE REPORTING PERIOD
There have been no events after the reporting date that needs to be disclosed In the financial statements,

20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
FINAHCIAL INSTRUMENTS
INITIAL RECOGHITION

Financial assets and financial liabilities are recognised in the Organisation's financial position when the Organizatian
becomes a party to the contractual provisions of the instrument.

When financial instruments are recognised initially, they are measured at fair value, adjusted, in the case of
instruments not at fair value through profit or loss, for directly attributable fees and eetts,

If the transaction price differs from fair value at initial recognition, the Organisation accounts for such difference
as follows:

*  if the fair value is evidenced by a quated price in an active market for an identical asset or lability (i.e., a
Level 1 input] or based on a valuation technique that uses only data frem chservable markets, the Organisation
recognises the difference between the fair value at initial recognition and the transaction price as a gain or
loss;

* fin all other cases, the initlal measurement of the financial instrument B adjusted to defer the difference
between the fair value at initial recognition and the transaction price. After initial recognition, the Organisation
recegnises that deferred difference as a gain or loss only when the inputs become observable, or when the
Instrument is derecognised,
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
FINANCIAL ASSETS

Classification and subsequent measurement

On initfal recognition, a financial asset is classified into one of the following measurement categories: amortised
cost; fair value through other comprehensive income (FYOCH): or fair value through profit er loss (FVTRL).

FINAMCIAL ASSETS AT AMORTISED COST

Financial asset at amertised cost is the most relevant measurement category to the Organization. The Organization
measures financial assets at amortised cost if both af the following conditions are met:

+  The asset is held within a business model whose objective is to hold azsets to collect contractual cash Tlevers:
and

*  The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments
of principal and interest (“SPP1™) an the principal amount gutstanding,

Financial assets at armortised cost are subsequently measured using the effective interest (EIR} methad and are
subject to impairment. Gains and losses are recagnised in profit or lass when the azzet is derecognised, modified or
impaired,

FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

A financial asset is measured at fair value through other comprehensive income if it meets both of the following
conditions and is not designated as at fair value through profit or loss:

*  The asset is held within a business madel whose objective & achieved by both collecting contractual cash flows
and selling financial assets: and

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

FINAMCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

All financial assets not classified as measured at amortised cost ar FYOC! as descrited above ane measured at FVTPL.
This includes all derbvative financial assets,

The Organisation’s all financial assets are measured at amortised cost, except Derivative financial assets,

BUSIHESS MODEL ASSESSMENT
There are three business models avaitable under IFRS &

+  Hold to collect: It i intended to hold the asset to maturity to earn interest, collecting repayments of
principal and interest form the counterparty.

*  Hold to codlect and sell: this model is similar to the hold to colleet madel, except that the entity may elect
to sell some or all of the assets before maturity as circumstances change or to hold the assets for liguidity
PUrPOSES,

* Other: all those madels that do not meet the *hold te callect’ or *hald te collect and sall’ qualifying criteria.

The assessment of business model requires judgment based on facts and circumstances at the date of the assessment,
The business model s not assessed on an instrement-by-instrument basis, but at a higher level of ageregated
portfiolios per Instrument type and is based on absarvable factors.

The Organisation has considered quantitative factors and qualitative factors such as how the performance of the
business model and the financial assets held within that Business model are evaluated and reported to the key
management personnel; the risks that affect the performance of the business model and, in particular, the way
those risks are managed; and how managers af the business are compensated,
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20. SUMMARY OF SIGNIFICANT ALCOUNTING POLICIES {CONTINUED)

SOLELY PAYMENTS OF PRINCIPAL AND INTEREST (SPPI)

If a financial asset is hald in efther to a Hold to Collect or a Hald b Collect and Sell business model, then assessment
to determine whether contractual cash flows are solely payments of principal and interest on the princips amount
outstanding at initial recognition i required to determine the classification, The SPR| test 15 performed an an
Individual instrument basks,

Contractual cash flows, Ehat represent solely payments of principal and Interest an the principal amount outstanding,
are conslitent with basic lending arrangement, Interest is consideration for the time value af momey and the credit
risk assoclated with the principal amount outstanding during a particular period of time. It can also include
consideration for ather basic tending risks (e.g. liquidity risk) and costs (#.g. administrative costs) associated with
halding the financial asset for a particular period of time, and a profit margin that is consistent with a basic lending
arrangerment.

In assessing whether the contractual cash flows are SPPI, the Organisation considers whether the contractual terms
of the financisl asset contain a term that could change the timing or amount of contractual cash Tlaws arising aver
the Life of the imstrument which could affect whether the instrument is considered to meet the SPPI test,

If the SPPI test is fabled, such financial a3sets are measured at FYTPL with interest earned recognised in other interest
incame,

DERECOGHITION OF FINAMCIAL ASSETS

A financial asset {or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
primarily derecognised (I.e., removed from the: Urganisation's statement of financial poasition) when:

*  The rights to receive cash flows fram the asset have expired, Or

*=  The Organisation has transferred its rights to receive cash flows from the asset or has assumed an obligation
W pay the received cash flows fn full without material deday to a third party under a ‘pass-through'
arrangement; and either (a) the Organisation has transferred substantially all the risks and rewards of the
asset, or (b) the Drganisation has neither transferred nor retained substantislly all the risks and rewards of
the asset, but has transferred control of the asset,

IMPAIRMENT OF FINANCIAL ASSETS

Changes to the impairment estimation

IFRS @ requires the Organisation to recard ECL an all of It debt financial assets at amortised cost or FYOCI, The
allowance is based an the ECL associated with the probability of default in the next 12 months unless therp has been
a slgnificant increase in credit risk since origination, in which case the allowance i based on the ECL over the life
of the asset. If the financial asset meets the definition of purchased or originated credit impaired, the allewance is
hased on the change in the lifetime ECL,

Under IFRS 9, the Organisation first evaluates individually whether objective evidence of impairment exists for loans
that are individually significant. It then collectively assesies loans that are net individually significant and Leans
which are significant but for which there & no objective evidence of impairment available under the individual
assessment,

Collectively assessed loans are grouped on the basis of shared credit risk characteristics, collateral type and industry.,
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Z0. SUMMARY OF SIGHIFICANT ACCOUNTING POLICIES (CONTINUED)
Three stage approach

IFRS @ introduces a three-stage apgroach to impairment for Financial Instruments that are performing at the date of
origination or purchase. This appreach is summarised as follows:

Stage 1: The Organisation recognizes a credit loss allowance at an amount equal to 12-manth expoeted credit losses.
This represents the portion of lifetime expected credit losses from delault events that are expected within 12 months
of the reporting date, assumeng that credit risk haz not Increased significantly after initial recognition. Far those
financial assets with a remaining maturity of less than 13 manths, a PD s used that corresponds te the remaining
maturity,

are higher in this stage because of an increase in credit risk and the impact of a longer time harizan being considered
compared to 12 months in Stage 1. Financial Instruments in stage 2 are nat yet deemed to be credit-impaired.

Stage 3: If the Financial Instrument is credit-impaired, it is then moved 1o stage 3. The Organisation recognizes a
loss allowance at an amaunt equal to lifetime expected credit losses, reflecting a Probability of Default (PO} of 100
% for those Financial Instruments that are credit-impained,

Definition of default
The Organisation recognizes default in the following cases:
*  Amrears including restructured loans =90 days
= Decease of a client
* Force majeure, when a client becomes insalvent oue to external factors beyond the control

The definition of default Is in line with relevant regulations taking into account the 90 days past due cap presumption
IFRS o,

The loans for which the Organisation recognizes default are credit-impaired loans.

Significant increase in credit risk

When determining whether the risk of default on & financial instrument has increased significantly since initial
recognition, the Organisation considers reasonable and supportable information that is relevant and available
without undue cost or effort. This includes bath quantitative and qualitative information and analysis, based an the
Organisation’s historical experience and expert credit assessment and including forward-loaking infarmation.

The qurantitative information i a primary indicator of significant increase in credit risk and is based on the change
in lifetime PD by comparing:

*  the remaining lifetime PD at the reporting date: with

*  the remaining lifetime PD for this point in time that was estimated based on facts and circumstances at
the time of initial recognition of the ExXpasure,

As a backstop, the Organisation cansiders that a significant increase in credit risk occurs no later than when an asset
is more: than 30 days past due,

The Organisation monitars the effectiveness of the criteria uwsed to ldentify significant increases in credit rgk by
regular reviews ta confirm that:

* The criteria are capable of identifying significant increasss in credit rigk before an exposure is in default:
* The criteria doa not align with the Pant in time when an asset becomes 30 days past due; and

*  There is no uhwarranted volatility in loss allowance from transfors hetwean 12-months PD {probability of
default) and lifetime PO,
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0. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ICONTIMUED)
Forward-looking informatian

Under IFRS 9, the allowance for credit losses Is based on reasonable and supportable farward-looking information
obtainable without whdie cost ar effort, which takes into consideration past events, current canditions and forecasts
of future ecanomic conditions.

The Organisation incarporates forward-locking Information into both its assessment of whether the credit risk of an
Instrument has increased significantly since its inftial recognition and its measwement of ECL.

The Organisation has identified and documented the key drivers of credit risk and credit losses for the portfolio
using an analysfs of historical data, has aswessed impact of macro-economic variables on probiability of default and
recavery rate. The following macro-econamic variables wers analysed:

= Real growth rate of GDP of Geargia;

*  [nflation rate:
*  Monetary palicy interest rate,
Measurement of ECL

The: key inputs into the measurement of ECL are the term structure of the following variabies:
= Probability of default [PD}:
*  Loss given default (LGD):
*  Exposure at default (EAD),
These parameters are generally derived from internally developed statistical models and other historical data. They

are adjusted to refloct forward:looking information as deseribed abierve,
Probability of default (PD)
PD estimates are estimates at a certain date, which are calculated based on statistical rating models.

If a counterparty or exposure migrates between ratings classes, then this will lead to a change in the estimate of
the associated PD. PD% are estimated considering the contractual maturities of exposures and estimated prepayment
rates,

PDs are calculated based on five-year average and then 1-year and lifetime PDs are derived by extrapolating using
migration matrices,
Exposure at default (EAD)

Expasure of default (EAD): The EAD represents an estimate of the exposure to credit risk at the time of a potential
default occurring during the life of a financial asset. it represonis the cash fows outstanding at the time of default,
considering expected repayments, interest payments and accruals discounted at the EIR,

Loss given default (LGD)

LGD s defined as the likely loss in case of 2 counterparty default. The Organization estimates LGD parameters basod
on the history of recovery rates of claims against defaulted counterparties. The LGB model considers cash recoweries
only. LGD is calculated on a discounted eash flow basis using the effective interest rate as the discounting Tactor.
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20, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
FINANCIAL LIABILITIES

The Organisation classifies its financial liabilities inte cne of two categories, depending on the purpose for which
the liability was acquired. On 1 January 2018 {the date of initial application of IFRS 9), the Organisation has classified
all financial as liabélities within “Other financial labilities™ category. Other financial liabilities include the fodbowing
items: barrowings and other short-term manetary labilithes,

Other financial liabilities are initially recognised at fair value not of any transaclion costs directly attributabie to
the szue of the instrument, Such interest-bearing liabilities are subsequently measured at amortised cost using the
effective interest rate method, which ensures that any interest expense aver the periad to repayment is at a constant
rate on the balance of the liability carried in the statement af financial pasition. For the purposes of each financial
liability, interest expense includes initial transaction costs and any premium payable on redemption, as well as any
interest or coupon payable while the liability is outstanding.

DERECOGHITION OF FIMANCIAL LIABILITIES

The Organisation derecognises financial liabilities when, and only when, the Organisation's obligations are
discharged, cancelled or they expire. Where an existing financial liability is replaced by another from the SAFTHE
lender on substantially different terms, or the terms of an existing liability are substantially madified, such an
exchange or modification is treated as a derecognition of the original liability and the recognition of & new Hability,
The difference between the carrying amount of the financial liability derecognised and the consideration paid and
payable is recognised in profit and loss,

OFFSETTING

Financial assets and liabilities are offset and the net amount reported in the statement of financial pesition only
when there is a legally enforcsable right to offset the recognised amounts, and there is an intention to either settle
on a net basis, or ta realise the asset and settle the lability simultaneously.

FAIR VALUE MEASUREMENT

IFRS 13 requires certain disclosures which require the classification of financial assets and financial liabilities
measured at fair value using a fair value hierarchy that reflects the significance of the inputs used in making the fair
value measurement, The falr value hierarchy has the following levels:

*  Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities;

= Level I — Valuation techniques for which the lowest level input that is significant to the fair value
measurement ks directly or indirectly observable; and

* Level 3 — Valuation technigues for which the lowest level input that s significant to the fair valee
measurement is unobservable,

The level in the fair value hierarchy within which the financial asset or financial liability is categorised is dotermined
on the basis of the lowest level input that is significant to the fair value measurement. Financial assets and financial
liabilities are classified in their entirety into only one of the thres levels,

Derivative Financial instruments measured at fair value by the level 2 in the fair value hierarchy are presonted in
Hote 15,

FOREIGN CURRENCY TRANSLATION

Items included in the financial statements are measured using the currency of the primary econamic environment in
which The Organisation operates (“the functional currency’). Financial statements are presented In thousands of
Georgian Lari (GEL), which is The Organisation's functional and presentation CUrrency,

Manetary assets and labilities are translated ints The Organization"s functional currency at the official exchange
rate of the National Bank of Geargia.

Foreign exchange gains and losses resulting from the settlement of transactions and from the translatien of monetary
assels and liabilities ints Organisation’s functional currency at year-end official exchange rates are recognised in
the statement of comprehensive Ineame,
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20. SUMMARY OF SIGHIFICANT ACCOUNTING POLICIES (CONTIHLED)

Translation at year-end rates does nol apply to non-monetary items, including equity investments. Effects of
exchange rate changes on the fair value of equity securities are recorded a3 part of the fair value gain or loss.

Table below presents the closing exchange rates by the Mational Bank of Georgla as at 31 December 2023 and 2022-

UsD / GEL EUR / GEL
Exchange rate as at 31 December 2023 2.6894 1.9753
Exchange rate as at 31 Decarmber 2022 2. 7000 1.8E44

CASH AND CASH EQUIVALENTS

Cash and cash equivalents are items which are readily convertible to known amounts of cash and which are subject
Lo an insignificant risk of changes in value. Cath and eash oquivalents include cash on hand, and all bank placements
or recetvables with original maturities of less than three manths. Funds restricted for a period of more than three
months on origination are excluded from cash and cash equivalents,

LOANS TO CUSTOMERS AND OTHER RECEINABLES

Loans to customers and other receivables included in other assets in the statement of financial position are non-
defivative financial assets measured at amortised cost. Loans to customers and other recelvables are initially
mieasured at fair value and subsequently at their amaortised east using the effective interest method.

Interest Income Recognition

Far Financial Instruments in Stage 1 and Stage 2, the Organisation calculates interest ncome by applying the
Effective Interest Rate (EIR) to the gross carrying amount. Interest income for financial assets in Stage 3 B calculated
by applying the EIR to the amortised cost {i.e. the Bross carrying amount less credit loss allowance). For Financial
Instruments classified as purchased or originated credit-impaired anly, interest income is calculated by applying a
credit adjusted EIR to the amortised cost of these purchased or originated credit-impaired assets.

DERIVATIVE FIMANCIAL INSTRUMENTS

Derivative financial instruments included in financial assets at fair value through profit or loss or loss in the statement
of financial position comprise foreign currency forward contracts and currency swaps.

Dertvatives are initially recognised at fair value en the date on which a derivative contract is entered inta and are
subsequently re-measured at fair value. All derivatives are carried as financial assets when their fair value is positive
and as financial tabilitles when their fair value is negative,

Changes In the fair value of derivatives are recognised immediatedy in profit or loss,

PROPERTY, EQUIPMENT AMD INTANGIBLE ASSETS

Property, equipment and intangible assets are carried at historical cost less accumulated deprectation (amortization)
and recognized impairment loss, if any. Depreciation (amortisation) 5 charged on the carrying value of propery,
equipment and intangible assets and is designed to write off assets over their useful economic lives, Depreciation
(amartisation) is caleulated on a straight-line basis at the following useful lives:

Historical cost Useful life (years)
Buildings 30-50
Leasehold improvements Lease contract term
Wehicles 3
Office equipment 3-5
Furniture and fixtures 3-5
Accounting and other saftware g
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20, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The carrying amounts of property and equipment are reviewed at sach reporting date to assess whether they are
recorded in excess of their recoverable amounts, The recoverable amount is the higher of fair value less costs to sell
and value in use. The intangible assets with definite useful lives are amortised on a straight-line basis over expected
useful lives,

BORROWINGS

Borrowings are initially recognised at fair value, Subsequently they are stated at amortised cost and any difference
between net proceeds and the redemption value is recognised in the statement of comprehensive income over the
period of the borrowings, using the effective interest method,

SHARE CAPITAL

Ordinary shares with discretionary dividends are classified as equity. Incremental costs directly attributable ta the
issue of new shares or options are shawn in equity as a deduction, net of tax, from the proceeds. Any eucess of the
fair value of consideration received ever the par value of shares issued is recorded as share Premium in eguity,

DIVIDENDS

Dividends are recorded in equity in the period in which they are declared. Any dividends declared after the end of
the reporting period and before the financial statements are authorised for issue, are disclosed in the subsequent
events note,

TAXATION

The tax expense for the year comprises current and deferred tax. Tax is recognized in the statement of
comprehensive income, except to the extent that it relates to items recognized in other comprehensive income ar
directly in equity. In this case the tax s also recagnized in other comprehensive income or directly in equity,
respectively.

The current income tax charge 13 calculated on the basis of the tax laws enacted or substantively enacted at the
balance sheet date in Georgla and generates taxable income. Management periodically evaluates positions taken in
Lax returns with respect to situations in which applicable tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amaunts expected to be paid to the tax authorities,

Deferred income tax is recognized, using the liability methad, on terparary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the financial statements, However, the deferred income
Lax is not accounted for if it arises from initial recognition of an asset or liability in a transaction other than a
business combination that at the time of the transaction affects neither accounting nor taxable prafit and loss,
Deferred income tax is determined using tax rate (and laws) that has been enacted or substantially enacted by the
balance sheet date and is expected ta apply when the related deferred income tax asset is realised ar the deferred
income Cax liability 1% settlad.

Deferred income tax assets are recognized only Lo the extent that it is probable that future taxable profit will be
available against which the temparary differences can be utilized. Deferred Income tax asgets and llabilities are
offset when there is a legally enforceable right Lo offset current tax assets against current tax liabilities and when
the deferred income taxes assets and WabHities refate to income taxes levied by the same taxation authority on
either the taxable entity where there is an intention te settle the balances on a net basie,

SALARIES AND OTHER EMPLOYEE BEMEFITS

Wages, salaries, bonuses, and nan-manetary benefits are accrued in the year in which the associated services are
rendered by the employees of The Organisation,
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
LEASES

The Organisation as lessee

fdentifying the loass

s 7 ol

A contract is, or containg, a lease when It comvieys the right to wse an underlying asset for a periad of time, in
exchange fer consideration. At inception of a contract, the Organisation assesses whether it meets the two following
cumulative conditions to be qualified as a lease:

its execution imvalves the use of an identiffed asset, and
it conveys the right to direct the use of that identified asset,

Initial recognition
All leases are accounted far by recognising a right-of-use asset and a lease liakility ewcept for:

- Leases af low value assets; and
Leases with a duration of 12 manths or less.

Leases are recognised on the Organisation's balance sheet as follows:

= An asset representing the right to use the underlying asset over the lease termm;
A liability for the obligation to pay the lease payments,

Lease liabilities are measured at the present value of the contractual payments due to the Ieigar over the lease
term, with the discount rate determined by reference to the rate inherent in the lease unless this is not readily
deferminable, in which case the Organisation's incremental berrewing rate on commencement of the lease & ued,
Variable lease payments are anly included in the measurement of the lease Liability If they depend on an index gr
rate. In such cases, the initisl measurement of the lease lability assumes the variable element will remain
unchanged throughout the leass term, Other variable lease payments are expensed in the period to which they
relate,

On initial recegnition, the carrying value of the lease liability also includes:
©  amounts expected to be payable under any residual value guarantee;
= the exercise price of any purchase option granted in favour of the Organisation if it is reasanably certain
Lo assess that optisn:
any penalties payable for terminating the lease, if the term af the lease has been estimated on the basis
of termination option being exercised.

AL the commencement date, the Organisation measures the right-of-use asset at eost. The cost of the right-of-use
asset is comprised:

The amount of the initial measurement of the leage liability;
lease payments made at or before commencement of the ease;

- initial direct costs incurred: and

= the amount of any provision recognised where the Organisation is contractually required to dismantie,
remove or restore the leased asset itypically leasehold dilapidations).

Subsequent measurement

Subsequent to initial measurement lease Liabilities increase a3 & result of interest charged at a constant rate on the
balance outstanding and are reduced for lease payments made, Right-of-use assets are amortised an a straight-line
basis over the remaining term of the Lease or gver the remaining economic life of the asset if, rarely, this is judged
ta be shorter than the lease term,

When the Organisation revises its estimate of the term of any lease (becawse, for cxample, it re-assegies the
probability of a lessee extension or termination option being exercised), it adjusts the carrying amount of the lease
liability to reflect the payments to make over the revised term, which are discounted at the revised discount rate.
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20, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The carrying value of lease liabilities is similarly revised when the variable element of future lease payments
dependent on a rate o index is revised, except the discount rate remains unchanged. In both cases an equivalent
adjustment is made to the carrying value of the right-of-use asset, with the revised ca rrying amaount being amortised
over the remaining (revised) lease term, If the carrying amount of the right -of-use asset is adjusted to zera, any
further reduction is recognised in profit or loss,

When the Organisation renegotiates the contractual Lerms of a lease with the lessor, the accounting depends on the
nature of the modification:

= if the renegotiation results in ane or more additional assets being leased for an amount commensurate with
the standalone price for the additional rights-of-use obtained, the modification fs accounted for as &
scparate lease in accordance with the abawve palicy;
in all other cases where Lhe renegotiated increases the scope of the lease (whether that is an extension ta
the lease term, or one or mare additional assets being leased), the lease liability is rermeasured uting the
discount rate applicable on the modification date, with the right-of-use asset being adjusted by the same
armaamt;
if the renegotiation results in a decrease in the scope of the lease, both the carrying amount of the lease
liability and right-of-use asset are reduced by the same praportion to reflect the partial of full termination
of the lease with any difference reccgnised in profit or loss. The lease liability is then further adjusted to
ensure its carrying amount reflects the ameunt of the renegotiated payments over the renegotiated term,
with the modified lease payments discounted at the rate applicable on the moedification date. The right=
of-use asset is adjusted by the same amaunt,

The Qrganisation elects, by class of underlying asset, nat te separate non-lease components from lease companents,
and instead accounts for each lease component and any associated non-lease components as a single Lease
campanent,

Determination of lease term

Thet lease term is defined as the non-cancellable term of the tease, together with any perieds covered by an option
to extend the lease (including the renewal option implied through customary business practices) if it is reasonably
certain te be exercised, or any periods covered by an option to terminate the lease if it s reasonably certain not to
be exercised.

Management applies judgement te determine the lease term when contracts include renewal options that are
exercisable only by the Organisation. It considers all retevant factors that create an economic incentive to exercise
the renewal option. After the cornmencement date, the Organisation reassesses the lease term If there is a
significant event or a change in circumstances that s within its control and affects its ability 1o exercise (or not to
exgreise) the option to renew, or to terminate the lease.

Determination of incremental borrowing rate (IBR)

IBR is the rate of interest that a lessee would have to pay to bormow over a similar term, and with a similar security,
the funds necessary to obtain an asset of a similar value to the right of use asset in a similar economic ervironment.

The management applies judgement to estimate the IBR. The management uses an observable information to
determine the base rate and adjustments for the lessee specific factors and the asset factors (the adjustment for
seCurity),

Determination of lease payments

In Georgia it is customary that lease renewal option is implied through customary business practices and not all
renewal options are documented within the lease agrecments. In such cases, the initial measuroment of the lease
liability assumes the payment far renowal period will remakn unchanged throughout the lease term.

Short-term leases and leases of low-value assets

The Organisation applies the recognition exemption for short-term leases {i.e. lease with a lease term of 12 manths
or less fram the commencement date) and leasss of low-value assets. Associated lease payments are recognised as
an expense in the income statement on & straight-line basis over the lease term,
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20, SUMMARY OF SIGHIFICANT ACCOUNTING POLICIES CONTINUED)

PROVISIONS

Provisions are recognized when the Organisation has a present obligation (legal ar constructive) as a result of & past
event, it is probable that the Organisation will be required 1o settle the obligation, and a reliable estimate can be
made of the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the present
obligation at the end of the reporting period, taking into account the risks apd uncertainties surraunding the
obligation. When a provision is measured using the cash flows estimated to settle the present abligation, its carrying
amount is the present value of those cash flows (where the effect of the time value of money is materialj,

EVENTS AFTER THE REPORTING PERIOD

Events after the reparting period and events before the date of financial statements autharisation for issue that
provide additional information about the Organisation's financial statements are reporied in the financial
staternents. Post-balance sheet events that do not affect the financial position of the Organisation at the balance
sheet date are disclosed in the nates to the financial statements when material,
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INDEPEMDEMT AUDITORS" REPORT

To the Owners and Management of JS5C MFO LAZIKA CAPITAL

Opinien

We have sudited the financial statements of JSC MFO LAZIKA CAPITAL, (hereinafter - the Organisation) which
comprise the statement of financial position as at 31 December 2023, and the statements of comprehensive
income, changes in equity and cash flows for the year then ended, and notes to the financial statements,
including a summary of significant accounting policies.

in our opinon, the accompanying financial statements present fairly, in all material respects, the financial
pasition of the Organisation as at 31 December 2023, and its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards (IFR5s).

Basis for Opinion

We conducted our awdit in accordance with International Standards on Auditing (1545). Qur responsibilities under
those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements
section of our report, We are independent of the Organisation in accordance with the International Ethics
Standards Board for Accountants' Code of Ethics for Professional Accountants (IESBA Code) tegether with the
ethical requirements that are relevant to our audit of the financial statements in Georgia, and we have fulfilied
our other ethical responsibilities in accordance with these requirements and the IES8A Code.

We believe that the audit evidence we have obtained ts sufficient and appropriate Lo provide a basis for ouwr
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 IFRSs, 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 frawd or error.

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

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

Auditor’s Responsibilities for the Audit of the Financial Staternents

Our ghjectives are to obtain reasonable assurance about whether the financial statements s a whole are free
from material misstatement, whether due to fraud or ermor, and to kssue an auditor’s report that Includes our
opinion. Reasonable assurance s a high level of assurance but is not a guarantee that an audit conducted in
accordance with 5As will always detect a material misstatement when it exists.

Misstatemnents 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.
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As part of an audit in accordance with [SAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also;

« Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive 1o 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 misstaternent
resulting from fraud fs 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 opinkon on the effectiveness of the
Organisation’s intermal control.

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

« Conclude on the appropriateness of management's use of the going concem 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 Organisation’s ability to continue as 2 golng concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor's report to the related disclosures
in the financial statements or, If such disclosures are inadequate, to modify cur opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor's report. Howewver, fulure events or
conditions may cause the Organtsation to cease to continue as a going concermn.

« Evaluate the overall presentation, structure and content of 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 awdit findings, including any significant deficiencies in internal control that we
identify during our audit.

The engagement partner responsible for the audit resulting in this independent auditor’s report is:

Ivane Zhuzhanashvili (Registration & SARAS-A-TI0T18)
For and on behalf of BDO Audit LLC

Thilish, Gegrgia

2% April 2024



J5C MICROFIRAMCE ORGANISATION LATIKA CAPITAL
STATEMENWT OF COMPREHEMAIVE INCOME

For the year ended 31 December 2023

{In thousands of Geongian Lari)

Hote 2023 2022
Interest income 5 16,636 16,774
Interest expense 5 {5,155} (5,220)
Het interest income before impairment 11,481 11,554
Loan impairment charge 1 {2,099} [(6BE)
Het interest income 9,383 10,866
Fer and commission income 413 432
Penalties and fines incleding other income & B5G B4 1
Fair value change of swap contracts 15 (2,952) i9,858)
Salaries and other employee benefits ) {4,484) (4,.563)
{Other operating expenses g [1,396) {1.388)
Depreciation and amortization {935) (919)
Het gain on foreign exchange operations 526 5,511
Prafit befere income tax 550 T43
Income tax (expense] benefit 9 &7 (32
Total comprehensive income for the year 1,087 413

The financial statements for the year ended 31 December 2023 were approved on behalf of the management on 23

April 2024 by:

—

-
General Director ] "?’—7 Shengelia

: Irakli Kurashwill
.I'Ir h’i

=4

Financial Ddrector {

o,

The notes an pages 9-44 form an integral part of thete financial statements,
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2023

(In thousands of Georgian Lari)

Note 2023 2022
Interest income 5 16,636 16,774
Interest expense 5 (5,155) (5,220)
Net interest income before impairment 11,481 11,554
Loan impairment charge 11 (2,099) (688)
Net interest income 9,382 10,866
Fee and commission income 413 432
Penalties and fines including other income 6 666 661
Fair value change of swap contracts 15 (2,982) (9,868)
Salaries and other employee benefits 7 (4,484) (4,563)
Other operating expenses 8 (1,596) (1,388)
Depreciation and amortization (935) (919)
Net gain on foreign exchange operations 526 5,522
Profit before income tax 990 743
Income tax (expense)/benefit 9 67 (320)
Total comprehensive income for the year 1,057 423

The financial statements for the year ended 31 December 2023 were approved on behalf of the management on 25
April 2024 by:

General Director Besik Shengelia

Financial Director Irakli Kurashvili

The notes on pages 9-44 form an integral part of these financial statements.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
STATEMENT OF FINANCIAL POSITION
As at 31 December 2023

(In thousands of Georgian Lari)

Assets
Cash and cash equivalents
Loans to customers
Financial assets at fair value through profit or loss
Other assets
Intangible assets
Right-of-use assets
Property and equipment
Total assets

Liabilities
Borrowings
Financial liabilities at fair value through profit or loss
Lease liabilities
Other liabilities
Deferred income tax liability
Total liabilities

Equity
Share capital
Treasury shares
Share premium
Retained earnings
Total equity

Total liabilities and equity

The notes on pages 9-44 form an integral part of these financial statements.

Note

10
11
15

12
13

14
15
12

16
16
16

31 December

31 December

2023 2022
4,894 2,071
58,073 67,935
259

505 511

15 30

982 674
2,076 2,271
66,545 73,751
50,518 59,376
354 21
1,064 752
56 38

22 90
52,014 60,277
3,750 3,750
(445) (445)
2,537 2,537
8,689 7,632
14,531 13,474
66,545 73,751
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2023

(In thousands of Georgian Lari)

Share Treasury Retained
capital Shares Shares Earnings Total
At 31 December 2021 3,750 (445) 2,537 7,209 13,051
Comprehensive income for the year - - - 423 423
At 31 December 2022 3,750 (445) 2,537 7,632 13,474
Comprehensive income for the year - - - 1,057 1,057
At 31 December 2023 3,750 (445) 2,537 8,689 14,531

The notes on pages 9-44 form an integral part of these financial statements.

Page 7 of 44



JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
STATEMENTS OF CASH FLOWS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

CASH FLOWS FROM OPERATING ACTIVITIES:
Interest received
Interest paid
Fees and commissions received
Other operating Income received
Net realized gain/(loss) from foreign currency translations
Salaries and other employee benefits paid
Administration and other operating expenses paid

Cash flows from operating activities before changes in operating
assets

Changes in operating assets
Principle payments
Loan Disbursement

Net cash flows from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of property, plant and equipment, and intangible assets

Net cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Repayments of borrowings
Proceed from borrowings
Lease liabilities paid

Net cash flows from financing activities

Effect of exchange rate changes on cash and cash equivalents

Net (decrease) / increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

2023 2022
16,719 17,499
(5,050) (4,994)

323 321

993 936
(2,389) (10,331)
(4,638) (4,760)
(1,788) (1,666)
4,170 (2,995)
58,860 60,760
(51,166) (67,213)
11,864 (9,448)
(185) (236)
(185) (236)
(38,228) (27,932)
29,621 28,042
(465) (456)
(9,072) (346)
216 (947)
2,823 (10,977)
2,071 13,048
4,894 2,071

The notes on pages 9-44 form an integral part of these financial statements.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

1. GENERAL INFORMATION
ORGANISATION

Microfinance Organisation Lazika Capital is a Joint Stock Company (the “Organisation”) which was established on 26
December 2007. The Organisation was registered at tax department regional office in Zugdidi, Georgia with the
registration number - 220411132.

The Organisation conducts its business under the Law on Microfinance Activity and is supervised by the National Bank
of Georgia (“NBG”).

The supreme governing body of the Organisation is the General Meeting of Shareholders. The supervision of the
Organisation’s operations is conducted by the Supervisory Board, members of which are appointed by the General
Meeting of Shareholders. Daily management of the Organisation is carried out by the Board of Directors appointed
by the Supervisory Board.

As the Organisation’s principal business activity Lazika Capital provides micro and small loans (up to GEL 100,000)
to customers in Georgia.

The Organisation’s head office is located on 59 Gamsakhurdia Street, Zugdidi, Georgia. Also, the Organisation had
19 branches in major cities of western Georgia as at 31 December 2023.

Detailed information about the shareholders is disclosed below in Note 16. The Organisation had no ultimate
controlling party as at 31 December 2023 and 2022.

2. BASIS OF PREPARATION
STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with International Financial Reporting Standards,
International Accounting Standards as issued by the International Accounting Standards Board (IASB) and
Interpretations (collectively IFRSs).

The Organisation maintains its records and prepares financial statements in Georgian Lari (GEL), which is also the
Organisation’s functional currency. Amounts in the financial statements are rounded in thousands, unless otherwise
stated. The reporting period for the Organisation is the calendar year from January 1 to December 31.

The preparation of financial statements in compliance with adopted IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise judgment in applying The Organisation's accounting
policies. The areas where significant judgments and estimates have been made in preparing the financial statements
and their effect are disclosed in Note 3. The principal accounting policies adopted in the preparation of the financial
statements are set in the Note 20.

BASIS OF MEASUREMENT

These financial statements have been prepared under the historical cost basis except for the derivative financial
instruments at fair value through profit or loss.

GOING CONCERN

These financial statements have been prepared on the assumption that the Organisation is a going concern and will
continue its operations for the foreseeable future. The management believes that the going concern assumption is
appropriate for the Organisation.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

2. BASIS OF PREPARATION (CONTINUED)
ADOPTION OF NEW OR REVISED STANDARDS AND INTERPRETATIONS
A) STANDARDS AND AMENDMENTS MANDATORILY EFFECTIVE FROM 1 JANUARY 2023

IFRS 17 Insurance Contracts. IFRS 17 introduces an internationally consistent approach to the accounting for
insurance contracts. Prior to IFRS 17, significant diversity has existed worldwide relating to the accounting for and
disclosure of insurance contracts, with IFRS 4 permitting many previous (non-IFRS) accounting approaches to
continue to be followed. IFRS 17 will result in significant changes for many insurers, requiring adjustments to existing
systems and processes.

The new standard takes the view that insurance contracts combine features of a financial instrument and a service
contract, and that many generate cash flows that vary substantially over time. It therefore takes the approach of:

« Combining current measurement of future cash flows with recognising profit over the period that services are
provided under the contract

«  Presenting insurance service results (including insurance revenue) separately from insurance finance income
or expenses, and

« Requiring an entity to make an accounting policy choice for each portfolio whether to recognise all insurance
finance income or expenses for the reporting period in profit or loss, or to recognise some in other
comprehensive income.

Subsequent to the issue of IFRS 17, amendments to the standard and deferral of effective dates have been made.

Disclosure of Accounting Policies (Amendment to IAS 1 and IFRS Practice Statement 2). In February 2021, the
IASB issued amendments to IAS 1, which change the disclosure requirements with respect to accounting policies
from ‘significant accounting policies’ to ‘material accounting policy information’. The amendments provide
guidance on when accounting policy information is likely to be considered material. The amendments to IAS 1 are
effective for annual reporting periods beginning on or after 1 January 2023, with earlier application permitted. As
IFRS Practice Statements are non-mandatory guidance, no mandatory effective date has been specified for the
amendments to IFRS Practice Statement 2.

Definition of Accounting Estimates (Amendment to IAS 8). In February 2021, the IASB issued amendments to IAS
8, which added the definition of Accounting Estimates in IAS 8. The amendments also clarified that the effects of a
change in an input or measurement technique are changes in accounting estimates, unless resulting from correction
of prior period errors.

Deferred Tax related to Assets and Liabilities arising from a Single Transaction (Amendments to IAS 12). In May
2021, the IASB issued amendments to IAS 12, which clarify whether the initial recognition exemption applies to
certain transactions that result in both an asset and a liability being recognised simultaneously (e.g. a lease in the
scope of IFRS 16). The amendments introduce an additional criterion for the initial recognition exemption under IAS
12.15, whereby the exemption does not apply to the initial recognition of an asset or liability which at the time of
the transaction, gives rise to equal taxable and deductible temporary differences.

B) NEW STANDARDS, INTERPRETATIONS AND AMENDMENTS NOT YET EFFECTIVE
Standards and Amendments Mandatorily Effective from 1 January 2024

Supplier Finance Arrangements (Amendment to IAS 7 and IFRS 7). On 25 May 2023, the IASB issued Supplier Finance
Arrangements, which amended IAS 7 Statement of Cash Flows and IFRS 7 Financial Instruments: Disclosures (the
Amendments). These Amendments arose as a result of a submission received by the IFRS Interpretations Committee
(the Committee) about the presentation requirements for liabilities and associated cash flows arising out of supply
chain financing arrangements and related disclosures. In December 2020, the Committee published an Agenda
Decision Supply Chain Financing Arrangements—Reverse Factoring that addressed this submission based on the
requirements in IFRS Accounting Standards existing at that time. During this process, the feedback from stakeholders
indicated limitations of the then existing requirements to address important information needs of users to
understand the effects of supplier finance arrangements on an entity’s financial statements and to compare one
entity with another. In response to this feedback, the IASB undertook a narrow-scope standard setting, leading to
the Amendments. The Amendments require entities to provide certain specific disclosures (qualitative and
quantitative) related to supplier finance arrangements. The Amendments also provide guidance on characteristics
of supplier finance arrangements.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

2. BASIS OF PREPARATION (CONTINUED)

Lease Liability in a Sale and Leaseback (Amendment to IFRS 16) . The IFRS Interpretations Committee issued an
agenda decision in June 2020 - Sale and leaseback with Variable Payments. This matter was referred to the IASB for
standard setting for some aspects. The IASB issued the final amendments in September 2022. The Amendments
provide a requirement for the seller-lessee to determine ‘lease payments’ or ‘revised lease payments’ in a way that
the sellerlessee would not recognise any amount of the gain or loss that relates to the right of use retained by the
seller-lessee.

Classification of Liabilities as Current or Non-Current (Amendment to IAS 1). The IASB issued amendments to IAS 1
- Classification of Liabilities as Current or Non-current in January 2020, which have been further amended partially
by amendments Non-current Liabilities with Covenants issued in October 2022. The amendments require that an
entity’s right to defer settlement of a liability for at least twelve months after the reporting period must have
substance and must exist at the end of the reporting period. Classification of a liability is unaffected by the likelihood
that the entity will exercise its right to defer settlement for at least twelve months after the reporting period. As a
result of the COVID-19 pandemic, the Board deferred the effective date of the amendments by one year to annual
reporting periods beginning on or after 1 January 2024.

Amendment - Noncurrent Liabilities with Covenants (Amendment to IAS 1). Subsequent to the release of amendments
to IAS 1 Classification of Liabilities as Current or Non-Current, the IASB amended IAS 1 further in October 2022. If
an entity’s right to defer is subject to the entity complying with specified conditions, such conditions affect whether
that right exists at the end of the reporting period, if the entity is required to comply with the condition on or
before the end of the reporting period and not if the entity is required to comply with the conditions after the
reporting period. The amendments also provide clarification on the meaning of ‘settlement’ for the purpose of
classifying a liability as current or non-current

Standards and Amendments Mandatorily Effective from 1 January 2025

Lack of Exchangeability (Amendment to IAS 21) On 15 August 2023, the IASB issued Lack of Exchangeability which
amended IAS 21 The Effects of Changes in Foreign Exchange Rates (the Amendments). The Amendments arose as a
result of a submission received by the IFRS Interpretations Committee (the Committee) about the determination of
the exchange rate when there is a long-term lack of exchangeability. IAS 21, prior to the Amendments, did not
include explicit requirements for the determination of the exchange rate when a currency is not exchangeable into
another currency, which led to diversity in practice. The Committee recommended that the IASB develop narrow-
scope amendments to IAS 21 to address this issue. After further deliberations, the IASB issued an exposure draft of
the proposed amendments to IAS 21 in April 2021 and the final amendments were issued in August 2023. The
Amendments introduce requirements to assess when a currency is exchangeable into another currency and when it
is not. The Amendments require an entity to estimate the spot exchange rate when it concludes that a currency is
not exchangeable into another currency.

The Organization does not think these changes will have material effect on the Organization financial statements.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The Organisation makes certain estimates and assumptions regarding the future. Estimates and judgments are continually
evaluated based on historical experience and other factors, including expectations of future events that are believed to
be reasonable under the circumstances. In the future, actual experience may deviate from these estimates and
assumptions. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year are discussed below.

MEASUREMENT OF EXPECTED CREDIT LOSSES

The following are key estimations that the management have used in the process of applying the Organisation’s
accounting policies and that have the most significant effect on the loss allowances for expected credit losses:

¢ Probability of default: PD constitutes a key input in measuring ECL. PD is an estimate of the likelihood of default
over a given time horizon, the calculation of which includes historical data, assumptions and expectations of future
conditions.

e Loss Given Default: LGD is an estimate of the loss arising on default. It is based on the difference between the
contractual cash flows due and those that the lender would expect to receive, taking into account cash flows from
collateral.

e Establishing forward-looking scenarios: When measuring ECL the Organisation uses reasonable and supportable
forward-looking information, which is based on assumptions for the future movement of different economic drivers
and how these drivers will affect each other.

LEASE TERM, INCREMENTAL BORROWING RATE (IBR) AND LEASE PAYMENTS

The lease term is defined as the non-cancellable term of the lease, together with any periods covered by an option
to extend the lease (including the renewal option implied through customary business practices) if it is reasonably
certain to be exercised, or any periods covered by an option to terminate the lease if it is reasonably certain not to
be exercised. Management applies judgement to determine the lease term when lease contracts include renewal
options that are exercisable only by the Organisation. It considers all relevant factors that create an economic
incentive to exercise the renewal option. After the commencement date, the Organisation reassesses the lease term
if there is a significant event or a change in circumstances that is within its control and affects its ability to exercise
(or not to exercise) the option to renew, or to terminate the lease.

The management applies judgement to estimate the IBR. The management uses an observable information to
determine the base rate and adjustments for the lessee specific factors and the asset factors (the adjustment for
security).

In Georgia it is customary that lease renewal option is implied through customary business practices and not all
renewal options are documented within the lease agreements. In such cases, the initial measurement of the lease
liability assumes the payments for renewal periods equal to the contractual amount and will remain unchanged
throughout the lease term.

INCOME TAXES

During the ordinary course of business, there are many transactions and calculations for which the ultimate tax
determination is uncertain. As a result, the Organisation recognizes tax liabilities based on estimates of whether
additional taxes and interest will be due. These tax liabilities are recognized when, despite the Organisation’s belief
that its tax return positions are supportable, the Organisation believes that certain positions are likely to be challenged
and may not be fully sustained upon review by tax authorities. As a result, the Organisation minimizes the risks related
to this fact. The Organisation believes that its accruals for tax liabilities are adequate for all open audit years based on
its assessment of many factors including past experience and interpretations of tax law. This assessment relies on
estimates and assumptions and may involve a series of complex judgments about future events.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT

As a financial institution, the Organisation is exposed to risks that arise from its use of financial instruments. This
note describes the Organisation's objectives, policies and processes for managing those risks and the methods used
to measure them. Further quantitative information in respect of these risks is presented throughout these financial
statements.

Financial assets and financial liabilities that are liquid or have a short-term maturity it is assumed that the carrying
amounts approximate to their fair value.

GENERAL OBJECTIVES, POLICIES AND PROCESSES

The management has overall responsibility for the determination of the Organisation’s risk management objectives
and policies and, whilst retaining ultimate responsibility for them, it has delegated the authority for designing and
operating processes that ensure the effective implementation of the objectives and policies to the organisations
finance function.

The overall objective of the management is to set polices that seek to reduce risks as far as possible without unduly
affecting the Organisation's competitiveness and flexibility. Further details regarding these policies are set out
below. Through its operations, the Organisation is exposed to the following financial risks:

«  Credit risk
«  Liquidity risk
*  Market risk:
- Currency risk

- Interest rate risk

CREDIT RISK

Credit risk is the risk of financial loss to the Organisation if a customer or counterparty to a financial instrument fails
to meet its contractual obligations. Exposure to credit risk arises as a result of the lending and other transactions
with counterparties giving rise to financial assets.

As the Organisation is providing micro-loans to customers as the core business activity credit risk is of crucial
importance similar to any Micro Financing Organisations (MFO) risk management process. To avoid significant
financial damage caused by this risk the Organisation uses various methods to identify and manage them effectively.

The Organisation has policies and procedures for the management of credit exposures, including the establishment
of Credit Committees, the analytical bodies responsible for analysing the information in the loan applications,
assessing and reducing the credit risks. The credit policy (in the form of a Credit Manual) is reviewed and approved
by the Board of Directors.

The credit policy establishes:

e Procedures for reviewing and approving loan credit applications;

e Methodology for the credit assessment of borrowers;

e Methodology for the evaluation of collateral;

e Credit documentation requirements;

e  Procedures for the ongoing monitoring of loans and other credit exposures.
The Credit Committee is authorized to make the final decision about financing or rejecting the loan applications.
The loans presented to the Committee for approval are based on limits established by the credit policy.

Accuracy and correctness of information presented to the Credit Committee is the responsibility of the credit officer,
who fills in the initial application after the due scrutiny of the applicant’s business and its credit risks through the
use of scoring models and application data verification procedures.
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

Eventually the Credit Committee members assess the application against the established criteria (applicant’s credit
history, financial condition, competitive ability, etc.).

Assessment of the applicant’s creditworthiness through monitoring of its business allows timely avoidance the risk
of financial loss. Monitoring is performed by credit officers who report the results to the management. Regular
monitoring of loans is also performed by the Monitoring Department. For timely response to potential risks,
monitoring results are presented to the top management on monthly basis. The monitoring system helps to manage
credit risks and to minimize them in a timely manner.

Exposure to credit risk is also managed, in part, by obtaining collateral and personal guarantees.

Apart from individual customer analysis, the credit portfolio is assessed by the Risk Department with regard to credit
concentration and market risks.

The maximum exposure to credit risk is generally reflected in the carrying amounts of financial assets in the
statement of financial position. The maximum exposure to credit risk at the reporting dates was:

31 December 31 December
2023 2022
Cash and cash equivalents (excluding cash on hand) 4,874 2,050
Loans to customers 58,073 67,935
Financial assets at fair value through profit or loss - 259
Other assets 164 91
63,111 70,335

The Organisation’s credit exposure related to loans to customers is disclosed in Note 11.

Credit risk grades

The Organisation allocates each exposure to a credit risk grade based on a variety of data that is determined to be
predictive of the risk of default and applying experienced credit judgment. Credit risk grades are defined using
qualitative and quantitative factors that are indicative of risk of default. These factors vary depending on the nature
of the exposure and the type of borrower.

Each exposure is allocated to the credit risk grade at initial recognition based on available information about the
borrower. Exposures are subject to ongoing monitoring, which may result in an exposure being moved to a different
credit risk grade.

Upon disbursement of a loan, an exposure score is assigned based on the predetermined criteria, which is later
reflected in grades.

Grades upon disbursement of a loan:
A > 295 scores
B >=260-295 scores
C < 260 scores

Cc1 not applicable (seasonal loans, to which rating is not applied)

Grades in case of arrears:
c3 > 1-30 day arrears
D > 31-60 day arrears
D1 > 61-90 day arrears
D2 > 91-120 day arrears
D3 > 121-180 day arrears

E > 181 day arrears
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JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)
Grades for restructured loans:
R1 current restructuring and restructuring for 1-90 day arrears

R2 restructuring for arrears >90 days

Default grades
Default grades are represented by D2, D3, E, R2 categories.

Watch loans:

C2 category is represented by the loans, which have awarded of grades D and D1 due to past arrears but have no
delinquency any more, R1 (see the rule below) and the loans, which have been transferred to grade C2 by the Risk
Department in accordance with the special rules given below (scores do not apply here).

Grade changes
Any loans from C3 grade, which is no longer in arrears, move to A, B, C and C1 grades.

If loans from D and D1 grades are no longer in arrears, they move to C2 grade. In case of arrears, a loan goes back
to the relevant grade.

decision and by the will of the client refinancing may be applied though disbursement of a new loan. Such loan is
assigned to C2 grade right upon its disbursement.

D2, D3, E and R2 loans permanently remain in the given grades, Until the overdue balance is not fully covered.
In case of parallel loans, the following rationale applies:

e If aclient has at least one delinquent loan, all of the loans of the client will fall into the grade, having
the largest ECL rate out of the existing loans.

e If a client has at least one restructured loan, all the loans of the client should be included in the
restructuring grade. Restructuring takes over delinquency. Therefore, if a client has 1 restructured loan
and 1 - delinquent, both of them will be included in the restructuring grade.

e If a client has parallel loans with none of them being delinquent, restructured or included in C1, C2
categories, all of them should be awarded the grade, which has been assigned to the loan most recently
disbursed. For instance, if a client had one loan in grade A, disbursed before and he takes another loan in
another period under grade B, both loans will be included in grade B, as this is the grade of the most
recently disbursed loan.

e If a client has parallel loans with none of them being delinquent or restructured and meantime, with one
of them being in grade C1, C1 loan should also be awarded the grade, which has been assigned to the
loan most recently disbursed (except of this loan).

e If a client has parallel loans with none of them being delinquent or restructured and meantime, with one
of them being in grade C2, all the loans of the client should be awarded C2 category.

In case if increased risks are detected with respect to A, B, C and C1 loans, they may be transferred to C2 grade
based on the following groups:

e Loan officer;

Branch;

e Location (city; region);

e Client sub-sector (livestock, greenhouses, internal transportation and etc.);
e  Any specific loan;

e Any specific client.
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

Recommendation on transfer of loans to C2 grade by the given groups is made by the Risk Department of the
Organisation based on respective analysis and approval by the Executive Board. The following circumstances should
serve as a basis for the recommendation:

e Expected low yield or low prices on certain agricultural crops;
e Expected financial shocks and volatility is some business sector;

e Expected high risks in a certain branch, where internal fraud has been identified.

Change of grade also occurs for refinancing of a loan; upon disbursement of a new loan, rating is calculated based
on updated information.

A, B, C and C1 grade loans, which have been transferred to C2 grade, go back to their original grades if the above-
mentioned risk factors no longer exist.

D and D1 go back to their original grades based on days in arrears.

Incorporation of forward-looking information

The Organisation incorporates forward-looking information into both: its assessment of whether the credit risk of
an instrument has increased significantly since its initial recognition and its measurement of ECL (expected credit
loss).

The Organisation has identified and documented the key drivers of credit risk and credit losses for the portfolio
using an analysis of historical data, has assessed impact of macro-economic variables on probability of default and
recovery rate. The following macro-economic variables were involved in the analysis:

e Real growth rate of GDP of Georgia;
e Inflation rate;
e  Monetary policy interest rate;

Predicted relationships between the key indicators and default and loss rates on various portfolios of financial assets
have been developed based on analysing historical data over the past 3 and 5 years, for PD and LGD purposes,
respectively. Based on this analysis, the Organisation did not identify portfolio default key relationship with macro-
economic variables mentioned above.

Probability of default (PD)

PD estimates are estimates at a certain date, which are calculated based on statistical rating
models. If a counterparty or exposure migrates between ratings’ classes, then this will lead to a change in the
estimate of the associated PD. PDs are estimated considering the contractual maturities of exposures and estimated
prepayment rates. PDs are calculated based on three-year average and then 1-year and lifetime PDs are derived by
extrapolating using migration matrices.

As at December 31, 2023, 10% increase/(decrease) in average PD per each segment results in ECL
increase/(decrease) by 6.17% that represents GEL 87/(87) thousand.

As at December 31, 2022, 10% increase/(decrease) in average PD per each segment results in ECL
increase/(decrease) by 6.3% that represents GEL 97/(97) thousand.

Loss given default (LGD)

LGD is the magnitude of the likely loss if there is a default. The Organisation estimates LGD parameters based on
the history of recovery rates of claims against defaulted counterparties. The LGD model considers cash recoveries
only. LGD is calculated on a discounted cash flow basis using the effective interest rate as the discounting factor.

As at December 31, 2023, 10% increase/(decrease) in average LGD per each segment results in
ECL increase/(decrease) by 10% that represents GEL 141/(141) thousand.

As at December 31, 2022, 10% increase/(decrease) in average LGD per each segment results in
ECL increase/(decrease) by 10% that represents GEL 156/(156) thousand.
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

Credit quality of loans to customers

The following tables provide information on the credit quality of loans to customers by sectors as at 31 December

2023:

Risk
Ranking
Agriculture
loans

A
B
C
c1
c2
C3
D
D1
D2
D3
E
R1
R2

Risk ranking
Trade and
services
loans

A
B
C
C1
c2
C3
D
D1
D2
D3
E
R1
R2

Stage

w N W W W NN /A2 a A A A -

Stage

w N W W W NN A2 a A A A -

Stage 1 Stage 2 Stage 3
12 Lifetime Lifetime ECL
Gross h ECL - not ECL - Total Net allowance
loans mont credit- credit- ECL loans to gross
ECL
impaired impaired loans% *
15,025 (140) (140) 14,885 0.93%
9,203 (91) 91) 9,112 0.99%
4,309 (39) (39) 4,270 0.91%
19 - 19 0.00%
109 (1 (1) 108 0.92%
197 (38) (38) 159 19.29%
86 (31) (31) 55 36.05%
102 (45) (45) 57 44.12%
50 (33) (33) 17 66.00%
161 (106) (106) 55 65.84%
53 (24) (24) 29 45.28%
1,141 (40) (40) 1,101 3.51%
50 (30) (30) 20 60.00%
30,505 (309) (116) (193) (618) 29,887 2.03%
Stage 1 Stage 2 Stage 3
12 Lifetime Lifetime ECL
Gross month ECL - not ECL - Total Net allowance
loans ECL credit- credit- ECL loans to gross
impaired impaired loans% *
12,649 (120) (120) 12,529 0.95%
8,264 (90) (90) 8,174 1.09%
4,583 (46) (46) 4,537 1.00%
8 - 8 0.00%
108 (1 (1) 107 0.93%
234 (46) (46) 188 19.66%
97 (40) (40) 57 41.24%
136 (63) (63) 73 46.32%
86 (64) (64) 22 74.42%
329 (211) (211) 118 64.13%
115 (31) (31) 84 26.96%
868 (39) (39) 829 4.49%
43 (27) (27) 16 62.79%
27,520 (303) (142) (333) (778) 26,742 2.83%
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

Risk ranking
Manufacturi

ng
Loans
Manufacturi

ng:

c1
c2
c3

D1
D2
D3

R1
R2

Credit quality of loans to customers

Stage

W N W W W NN A A A a a -

Stage 1 Stage 2 Stage 3
12 Lifetime Lifetime ECL

Gross month ECL - pot ECL.- Total Net allowance

loans ECL . crec!lt- 'creqlt- ECL loans to grooss

impaired impaired loans%
901 (1 (1) 900 0.11%
248 (1 (1) 247 0.40%
229 - 229 0.00%
0.00%
0.00%
5 (1 (1) 4 20.00%
29 (1 (1) 28 3.45%
0.00%
10 9) 9) 1 90.00%
7 (6) (6) 1 85.71%
0.00%
34 34 0.00%
0.00%
1,463 (3) (1) (15) (19) 1,444 1.30%

The following tables provide information on the credit quality of loans to customers by sectors as at 31 December

2022:

Risk Ranking
Agriculture
loans

A

B

C

C1

C2

C3

D

D1

D2

D3

E

R1

R2

Stage

W N W W W NN A A A a a -

Stage 1 Stage 2 Stage 3
12 Lifetime Lifetime ECL

Gross month ECL - pot ECL.- Total Net allowance

loans ECL _ creqlt- 'crec!lt- ECL loans to gross

impaired impaired loans% *
17,420 (145) (145) 17,275 0.83%
10,822 (98) (98) 10,724 0.91%
4,308 (38) (38) 4,270 0.88%
29 29 0.00%
73 (1) (1 72 1.37%
230 (46) (46) 184 20.00%
172 (64) (64) 108 37.21%
170 (74) (74) 96 43.53%
81 (57) (57) 24 70.37%
297 (197) (197) 100 66.33%
7 (3) (3) 4 42.86%
1,124 (31) (31) 1,093 2.76%
70 (40) (40) 30 57.14%
34,803 (328) (169) (297) (794) 34,009 2.28%
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

Risk ranking
Trade and
services
loans

A
B
C
c1
c2
c3
D
D1
D2
D3
E
R1
R2

Risk ranking
Manufacturi

ng
loans
A

B
C
C1
Cc2
C3
D
D1
D2
D3
E
R1
R2

Stage 1 Stage 2 Stage 3
12- Lifetime Lifetime ECL

Stage Gross month ECL - _not ECL.- Total Net allowance

loans ECL _crec!It- 'creqlt- ECL loans to gross

impaired impaired loans% *
1 15,010 (129) (129) 14,881 0.86%
1 10,178 (103) (103) 10,075 1.01%
1 5,658 (53) (53) 5,605 0.94%
1 41 4 0.00%
1 109 1) (1) 108 0.92%
1 263 (47) (47) 216 17.87%
2 116 (43) (43) 73 37.07%
2 153 (55) (55) 98 35.95%
3 62 (45) (45) 17 72.58%
3 219 (138) (138) 81 63.01%
3 275 (100) (100) 175 36.36%
2 952 1 (44) (43) 909 4.52%
3 7 4 4) 3 57.14%
33,043 (332) (142) (287) (761) 32,282 2.30%

Stage 1 Stage 2 Stage 3
12- Lifetime Lifetime ECL

Stage Gross month ECL - pot ECL'- Total Net allowance

loans ECL _crec_ht- .crec!lt- ECL loans to gross

impaired impaired loans%
1 899 1) (1) 898 0.11%
1 434 1) 1) 433 0.23%
1 281 281 0.00%
1 0.00%
1 1 1 0.00%
1 6 6 0.00%
2 5 5 0.00%
2 8 1) 1) 7 12.50%
3 0.00%
3 6 (5) (5) 1 83.33%
3 0.00%
2 13 1) 1) 12 7.69%
3 0.00%
1,653 (3) (1) (5) 9) 1,644 0.54%

Page 19 of 44
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)
LIQUIDITY RISK

Liquidity risk refers to the availability of sufficient funds to meet loan repayments and other financial commitments associated with financial instruments as they actually fall due.

In order to manage liquidity risk, the Organisation performs regular monitoring of future expected cash flows, which is a part of assets/liabilities management process. An analysis of
the liquidity and interest rate risks is presented in the following tables. The presentation below is based upon the information provided by key management personnel of the
Organisation.

Liquidity of financial liabilities as at 31 December 2023 can be presented as follows:

3 months to 1 1 year to 3 3yearto5
Financial liabilities Up to 3 month year years years Over 5 years Total
Borrowings 3,589 24,773 25,589 778 3,119 57,848
Lease liabilities 129 353 514 257 27 1,280
Total interest bearing financial liabilities 3,718 25,126 26,103 1,035 3,146 59,128
Financial liabilities at fair value through profit or loss 354 354
Other liabilities 56 56
Total financial liabilities 4,128 25,126 26,103 1,035 3,146 59,538
Liquidity of financial liabilities as at 31 December 2022 can be presented as follows:
3 months to 1 1 year to 3 3yearto5
Financial liabilities Up to 3 month year years years Over 5 years Total
Borrowings 5,510 28,059 31,886 65,455
Lease liabilities 110 248 375 1 734
Total interest bearing financial liabilities 5,620 28,307 32,261 1 - 66,189
Financial liabilities at fair value through profit or loss 21 21
Other liabilities 38 38
Total financial liabilities 5,679 28,307 32,261 1 - 66,248
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)
MARKET RISK

Market risk is the risk that the fair value of a financial instrument will decrease because of changes in market factors.
Market risk arises from the Organisation’s use of interest bearing and foreign currency financial instruments. It is
the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in foreign
exchange rates (currency risk) and interest rates (interest rate risk).

- CURRENCY RISK

Currency risk is defined as the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates. The Organisation is exposed to the effects of fluctuations in the prevailing foreign currency exchange
rates on its financial position and cash flows.

The Organisation’s exposure to foreign currency exchange rate risk as at 31 December 2023 is presented in the tables
below:

Financial assets GEL usbD EUR
Cash and cash equivalents 1,562 3,239 93
Loans to customers 58,073
Other assets 164

Total financial assets 59,799 3,239 93

Financial liabilities

Borrowings 14,654 35,864
Financial liabilities at fair value

through profit or loss 354

Lease liabilities 401 663

Other liabilities 56
Total financial liabilities 15,111 36,881 -
Open balance sheet position 44,688 (33,642) 93

The Organisation’s exposure to foreign currency exchange rate risk as at 31 December 2022 is presented in the tables
below:

Financial assets GEL usD EUR
Cash and cash equivalents 946 1,040 85
Loans to customers 67,935
Financial assgts at fair value 259
through profit or loss
Other assets 91
Total financial assets 68,972 1,299 85

Financial liabilities

Borrowings 14,349 45,027
Financial liabilities at fair value

through profit or loss 21

Lease liabilities 236 516

Other liabilities 38
Total financial liabilities 14,623 45,564 -
Open balance sheet position 54,349 (44,265) 85
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4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)

The following table details the Organisation’s sensitivity to a 20% increase and decrease in the foreign currency
exchange rates against GEL and represents management’s assessment of the possible change in foreign currency
exchange rates. The sensitivity analysis includes only outstanding foreign currency denominated monetary items and
adjusts their translation at the end of the year for a 20% change in foreign currency rates. Impact on the statement
of comprehensive income and equity based on financial instrument values as at 31 December 2023 and 2022 can be
presented as follows:

(GEL / USD) (GEL / EUR)
Sensitivity of the fluctuation of the market
exchange rates 2023 2022 2023 2022
20% increase (6,658) (8,849) 19 17
20% decrease 6,658 8,849 (19) (17)
Effect of swap contracts:
20% increase 6,670 8,960
20% decrease (6,670) (8,960)
Accumulated effect:
20% increase 12 111 19 17
20% decrease (12) (111) (19) (17)

The analysis assumes that all other variables, in particular interest rates, remain constant.

- INTEREST RATE RISK

Interest rate risk arises from potential changes in market interest rates that can adversely affect the fair values of
the financial assets and liabilities of the Organisation. This risk can arise from maturity mismatches of assets and
liabilities, as well as from the re-pricing characteristics of such assets and liabilities.

The table below summarises the Organisation’s exposure to interest rate risks. The table presents the aggregated
amounts of the Organisation’s interest-bearing financial assets and interest-bearing financial liabilities at carrying
amounts as at 31 December 2023 and 2022:

31 December 31 December
2023 2022
Total interest-bearing financial assets 62,811 69,703
Total interest-bearing financial liabilities (50,518) (59,376)
Net interest sensitivity gap 12,293 10,327

The information about maturities of interest-bearing financial assets and interest-bearing financial liabilities is given
in liquidity risk quantitative disclosures above.

The Organisation performs analysis of interest rate risk sensitivity.

Organisation’s all interest-bearing assets and liabilities are at fixed interest rates, therefore market interest rate
fluctuations do not affect the Organisation’'s income or expenses.

Page 22 of 44



JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

4. FINANCIAL INSTRUMENTS - RISK MANAGEMENT (CONTINUED)
MANAGEMENT OF CAPITAL

The Organisation’s objectives when maintaining capital are:

« To safeguard the Organisation's ability to continue as a going concern, so that it can continue to operate
sufficiently; and

« To comply with the capital requirements set by NBG and borrowers.
» To provide an adequate return to shareholders.

The Organisation sets the amount of capital it requires in proportion to risk. The Organisation manages its capital
structure and makes adjustments to it in the light of changes in economic conditions and the risk characteristics of
the underlying assets.

In order to maintain or adjust the capital structure, the Organisation may adjust the amounts of dividends paid to
shareholders, return capital to shareholders, issue new shares, or sell assets to reduce debt. According to the
Organisation’s policy dividend declaration occurs when entity’s total comprehensive income for the year exceeds
GEL1,050. In this case amount exceeding abovementioned threshold can be distributed as dividend based on
shareholders’ decision, but distributed dividend should not exceed 30% of periods total comprehensive income at
the same time.

The Organisation is also subject to minimum capital requirements established by covenants stated in loan
agreements which are given below:

2023 2022
Un-hedged Foreign Exchange Exposure Ratio <10% <10%
Cost to Income Ratio <90% <60%
Capital adequacy ratio >18% >14.5%
Negative Pledge <25% <25%
PAR (30) + rescheduled <6% <5%
WO Ratio (Write-off) <3% <3%
Open Credit Exposure Ratio (OCER) <10% <10%
PAR (30) + rescheduled +WO (Combined ratio) <11% <15%
Operational Self-Sufficiency Ratio >100% >100%
Liquidity Ratio >18% >19%
Risk Coverage ratio >50% >50%
ROA >0% >0%
Debt to Equity <7% <7%
Maturity Gap Ratio >-50% >-50%
Foreign Currency Ratio <10% <10%
Portfolio at Risk Ratio <5% <5%
Maturity matching ratio <100% <100%
Capital Coefficient Ratio >18% >17.81%+0.5%
PAR > 30 Days Ratio+ Write off ratio <11% <8%
(PAR90 + R + WO LTM-recovery LTM)/GLP <12% <12%

The Organisation was not in a breach of any covenant as at 31 December 2023. Possible consequences of non-
compliance with covenant are disclosed in Note 17.
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5. NET INTEREST INCOME

Interest income is arising from: 2023 2022
Loans to customers 16,571 16,734
Placements with banks 65 40

Total interest income 16,636 16,774

Interest expense is arising from:

Borrowings from local banks (784) (238)
Borrowings from foreign financial institutions (4,283) (4,909)
Lease liabilities (88) (73)
'(I:'c()):ta'l interest expense on financial liabilities recorded at amortized (5,155) (5,220)
Net interest income before impairment 11,481 11,554

6. PENALTIES AND FINES INCLUDING OTHER INCOME

2023 2022
Penalties and fines 547 552
Other 119 109
666 661
7. SALARIES AND OTHER EMPLOYEE BENEFITS
2023 2022
Salaries (4,422) (4,498)
Other benefits (62) (65)
(4,484) (4,563)
Information about key management remuneration is disclosed in Note 18.
8. OTHER OPERATING EXPENSES
2023 2022
Consulting services (234) (255)
Transportation expenses (201) (218)
Communication expenses (165) (156)
Court Fees (164) (89)
Utility expense (153) (150)
Security expenses (144) (154)
Office supplies (98) (106)
Tax expenses other than income tax (49) (83)
Adveritisement expenses (43) (59)
Bank Charges (24) (38)
Other expenses (321) (80)
(1,596) (1,388)

*Consulting services include audit fees with total amounts of GEL42 thousand and GEL47 thousand for the years
ended 31 December 2023 and 2022, respectively.
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9. TAXATION

Income tax expenses recorded in profit or loss for the year comprise the following:

2023 2022
Current income tax (82)
Effect of temporary differences 68 (238)
Income tax expense 68 (320)
Reconciliation between the expected and the actual taxation charge is provided below:
2023 2022
Profit/(loss) before income tax 989 743
Applicable tax rate 20% 15%
Theoretical income tax benefit/(expense) (198) (149)
Effect of permanent differences 265 (171)
Income tax expense 67 (320)
Credited Credited
Temporary At (charged) to At (charged) to At
differences at arate 31 December the Income 31 December the Income 31 December
of 20% due to: 2021 Statement 2022 Statement 2023
Loans to 128 99 227 (227)
customers
Property and
equipment (95) (322) (332) 34 (298)
Intangible assets (1) 1
Right-of-use (136) 1 (135) 61) (196)
assets
Lease Liabilities 167 (17) 150 62 212
Tax loss carry i i 260 260
forward
Deferred tax 63 (238) (90) 68 (22)

asset/(liabilities)

There are no unrecognised deferred tax assets or liabilities, or any taxes recognised directly in equity or other

comprehensive income.
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10. CASH AND CASH EQUIVALENTS

31 December 31 December
2023 2022

Cash on hand 20 21
Cash at bank in Georgian Lari 1,421 785
Cash at bank in foreign currencies 3,317 983
Cash in transit 136 158
Restricted cash - 124
4,894 2,071

*Restricted cash is comprised by the amounts related with foreign currency swap contracts disclosed below in Note
15.

As at 31 December 2023 and 2022 the majority of the Organisation’s cash in banks is with banks rated by Fitch Ratings
as B (short-term rating), BB- (long-term rating), with stable outlook.

Cash and cash equivalents distribution by currency is disclosed in Note 4.

11. LOANS TO CUSTOMERS

31 December 31 December
2023 2022

Originated loans to customers 58,688 68,536
Accrued interest 800 963
Less: expected credit losses (1,415) (1,564)
58,073 67,935

Analysis by sector:
Agriculture 30,505 34,803
Trade and services 27,520 33,043
Manufacturing 1,463 1,653
Gross loans to customers 59,488 69,499
Less: expected credit losses (1,415) (1,564)
Total loans to customers 58,073 67,935

Loans to customers were issued to customers located within Georgia who operate in the following economic sectors:

31 December 2023

Gross Loans ECL Net Loans
Agriculture 30,505 (618) 29,887
Trade and services 27,520 (778) 26,742
Manufacturing 1,463 (19) 1,444
59,488 (1,415) 58,073

31 December 2022

Gross Loans ECL Net Loans
Agriculture 34,803 (794) 34,009
Trade and services 33,043 (761) 32,282
Manufacturing 1,653 9) 1,644
69,499 (1,564) 67,935
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11. LOANS TO CUSTOMERS (CONTINUED)

Loans to customers were issued to customers under the following collaterals:

31 December 2023

Gross Loans ECL Net Loans
Third party personal guarantees 38,760 (751) 38,009
Unsecured 10,940 (567) 10,373
Real estate 9,781 (97) 9,684
Movable property, including vehicles 7 - 7
59,488 (1,415) 58,073

31 December 2022

Gross Loans ECL Net Loans
Third party personal guarantees 45,594 (791) 44,803
Unsecured 12,951 (625) 12,326
Real estate 10,927 (148) 10,779
Movable property, including vehicles 27 - 27
69,499 (1,564) 67,935

The Organisation has established internal policy for issuing collateralized loans. Loans are pledged with mortgage
property, transport facility and personal guarantees. Requirements for collateral is determined by using loan-to-
value ratio. Maximum ratio for LTV is 85%. This ratio is referred to the collateral’s discounted value, which is
maximum 80% of fair value of pledged collateral.

Movements in the loan impairment allowance for the year ended 31 December 2023 are as follows:

12-month Lifetime ECL - not Lifetime ECL -
ECL credit-impaired credit-impaired
(Stage 1) (Stage 2) (Stage 3) Total
At the beginning of the year 663 312 589 1,564
New loans originated 370 81 188 639
Transfer to Stage 1 12 9) (4) (1)
Transfer to Stage 2 9) 9
Transfer to Stage 3 9) (2) 11 -
Repaid loans (408) (64) (106) (578)
Write-offs (1,309) (744) (629) (2,682)
Recoveries of previously written off - - 19 19
Net other measurement of ECL 1,305 676 473 2,454
At the end of the year 615 259 541 1,415
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11. LOANS TO CUSTOMERS (CONTINUED)

Respective movements in the gross carrying amounts of loans to customers for the year ended 31 December 2023

are as follows:

12-month Lifetime ECL - not Lifetime ECL -
ECL credit- impaired credit-impaired
(Stage 1) (Stage 2) (Stage 3) Total
At the beginning of the year 65,762 2,713 1,024 69,499
New loans originated 49,069 1,271 637 50,977
Transfer to Stage 1 32 (26) (6)
Transfer to Stage 2 (483) 483
Transfer to Stage 3 (532) (35) 567
Repaid loans (56,307) (1,047) (632) (57,986)
Write-offs (1,495) (899) (742) (3,136)
Recoveries of previously written off - 53 53
Net other changes 45 33 3 81
At the end of the year 56,091 2,493 904 59,488
Movements in the loan impairment allowance for the year ended 31 December 2022 are as follows:
12-month Lifetime ECL - not Lifetime ECL -
ECL credit-impaired credit-impaired
(Stage 1) (Stage 2) (Stage 3) Total
At the beginning of the year 587 225 437 1,249
New loans originated 477 168 292 937
Transfer to Stage 1 4 (4) -
Transfer to Stage 2 (5) 5 -
Transfer to Stage 3 (4) (4) 8 -
Repaid loans (385) (78) (69) (532)
Write-offs (836) (292) (415) (1,543)
Recoveries of previously written off 30 30
Net other measurement of ECL 825 288 310 1,423
At the end of the year 663 312 589 1,564

Respective movements in the gross carrying amounts of loans to customers for the year ended 31 December 2022

are as follows:

12-month Lifetime ECL - not Lifetime ECL -
ECL credit- impaired credit-impaired
(Stage 1) (Stage 2) (Stage 3) Total

At the beginning of the year 60,503 2,910 830 64,243
New loans originated 64,746 1,373 685 66,804
Transfer to Stage 1 5 (5) -
Transfer to Stage 2 (361) 361 -
Transfer to Stage 3 (311) (42) 353 -
Repaid loans (57,876) (1,501) (420) (59,797)
Write-offs (991) (414) (514) (1,919)
Recoveries of previously written off 91 91
Net other changes 47 26 4 77
At the end of the year 65,762 2,713 1,024 69,499
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11. LOANS TO CUSTOMERS (CONTINUED)

Analysis by credit quality of the originated loans to customers according to the agreement as at 31 December 2023
is as follows:
31 December 2023

Gross Loans ECL Net Loans

Loans without individual sign of impairment 55,650 (528) 55,122
less than 30 days overdue 436 (85) 351
30 to 60 days overdue 213 (72) 141
60 to 90 days overdue 244 (110) 134
90 to 180 days overdue 643 (430) 213
Over 180 Days 167 (55) 112
Restructured* 2,135 (135) 2,000

59,488 (1,415) 58,073

Analysis by credit quality of the originated loans to customers according to the agreement as at 31 December 2022
is as follows:
31 December 2022

Gross Loans ECL Net Loans

Loans without individual sign of impairment 65,254 (571) 64,683
less than 30 days overdue 499 (93) 406
30 to 60 days overdue 295 (107) 188
60 to 90 days overdue 339 (130) 209
90 to 180 days overdue 664 (442) 222
Over 180 Days 282 (104) 178
Restructured* 2,166 (117) 2,049

69,499 (1,564) 67,935
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12. RIGHT-OF-USE ASSETS AND LEASE LIABILITIES

The Organisation’s lease agreements, for which right of use assets are recognised, include leases to the head office
and branches. The lease of the head office is obtained from different third parties. The renewal option is implied
through customary business practices. Remaining lease terms are defined as up to four years. Lease payments for
these spaces are fixed over the lease term and are denominated in USD and GEL. Incremental borrowing rate used
by Organisation in accounting for leases are 6.90% and 13.84% annually for each lease, according to their currencies.

Right-of-use assets can be presented as follows:

2023 2022
At the beginning of the year 674 907
Additions 679 116
Amortisation (371) (349)
At the end of the year 982 674
Lease liabilities can be presented as follows:
2023 2022
At the beginning of the year 752 1,112
Additions 679 116
Interest expense 88 73
Lease payments (446) (455)
Foreign exchange movements 9) (94)
At the end of the year 1,064 752

The Organisation has no borrowings received in the current or comparable period with similar currency, maturity
and terms. IBR was determined based on observable market data for a similar sector.
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13. PROPERTY AND EQUIPMENT

Leasehold Office Furniture Total property
Historical cost Land Buildings improvements Vehicles equipment and fixtures and equipment
Balance at 31 December 2021 118 1,972 1,246 204 1,646 848 6,034
Additions 95 56 65 216
Disposals - - (8) - 1 (7)
Balance at 31 December 2022 118 2,067 1,246 196 1,702 914 6,243
Additions 53 12 77 27 169
Balance at 31 December 2023 118 2,067 1,299 208 1,779 941 6,412
Accumulated depreciation
Balance at 31 December 2021 - (750) (564) (194) (1,291) (788) (3,587)
Depreciation (154) - 4) (187) (40) (385)
Accumulated depreciation of disposals - - - - - -
Balance at 31 December 2022 - (904) (564) (198) (1,478) (828) (3,972)
Depreciation (46) (105) - (182) (31) (364)
Balance at 31 December 2023 - (950) (669) (198) (1,660) (859) (4,336)
Net book value
Balance at 31 December 2022 118 1,163 682 (2) 224 86 2,271
Balance at 31 December 2023 118 1,117 630 10 119 82 2,076

Borrowings from local banks are secured with the Organisation’s land and buildings with carrying amount of GEL 922 thousand.

The Organisation uses fully depreciated assets, with gross carrying amount of GEL 3,187 thousand.
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14. BORROWINGS

31 December 31 December

2023 2022
Originated borrowings 49,957 58,675
Accrued interest 561 701
50,518 59,376

Breakdown of borrowings by current and non-current portions can be presented as follows:

31 December 31 December
2023 2022

Current borrowings:

Unsecured borrowings from financial institutions 23,769 29,901

Secured borrowings from financial institutions 1,001
Non-current borrowings:

Unsecured borrowings from financial institutions 25,748 29,475
Total borrowings 50,518 59,376

The Organisation has borrowed funds from local and international financial institutions as in National currency as
well as in US Dollar. Loans from the international financial institutions are not secured. Loans from the local banks
are secured with Organisation's property and equipment with carrying amount 921,655 GEL, With credit portfolio
11,500,000 GEL

Interest rates for USD borrowings were distributed from 6.5% to 11% during the 2023 year. Interest rates for
borrowings in GEL were distributed from 13.5% to 15%.

Information about covenants imposed by the lenders and contractual maturity and currency analysis of borrowings
are disclosed in Note 4.

Monetary and non-monetary changes in borrowings, which is comprised by financial activities, can be presented as
follows:

2023 2022
At 1 January 59,376 65,457
Cash flows (13,643) (4,955)
Non-cash flows: 4,785 (1,126)
Interest accruing in period 5,067 5,147
Effects of foreign exchange (282) (6,273)
At 31 December 50,518 59,376

15. FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial instruments at fair value through profit or loss comprise foreign currency swap contracts. Swaps are
contractual agreements between two parties to exchange streams of payments over time based on specified notional
amounts at a specified date and exchange rate.

The undiscounted contractual amounts outstanding as at 31 December 2023 and 2022 with maximum one month
remaining maturity, were GEL33,348 and GEL44,799 thousand respectively. The resultant unrealised gains and losses
on these unmatured contracts are recognized in profit or loss and in financial instruments at fair value through profit
or loss, as appropriate.
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16. SHARE CAPITAL

31 December 2023 31 December 2022
Percentage of *Number Nominal Percentage of *Number Nominal
Shareholder total shares of shares value total shares of shares value

Shengelia Besik 30.7% 57,500 1,150 30.7% 57,500 1,150
Dolidze Vakhtang 20% 37,500 750 20% 37,500 750
Tskhadaia Eliso 9.3% 17,500 350 9.3% 17,500 350
Dzneladze Vasil 5.3% 10,000 200 5.3% 10,000 200
Petra Dina Taams 5.3% 10,000 200 5.3% 10,000 200
Other* 17.5% 32,750 655 17.5% 32,750 655
ﬁfetiﬁ‘r';asﬁzfég‘?l 11.9% 22,250 445 11.9% 22,250 445
100.0% 187,500 3,750 100.0% 187,500 3,750

* Other shareholders do not own more than 5% of shares individually.

31 December 2023 31 December 2022
Shares in issue with nominal value of *Number of Value of *Number Value of
GEL 20 each shares shares of shares shares
Ordinary shares owned by all shareholders 187,500 3,750 187,500 3,750
Less: treasury shares (22,250) (445) (22,250) (445)
Total number and value of share capital 165,250 3,305 165,250 3,305

*Number of shares is shown in exact amount (not rounded by 1,000)

17. COMMITMENTS AND CONTINGENCIES

LITIGATION

In the ordinary course of business, organisations are usually subject to legal actions and complaints.
Legal proceedings against Organisation’s customers unable to repay loans

Following the Organisation’s customer’s failure to meet loan repayment obligations the Organisation is involved in
legal disputes against such customers. The highest possible outcome from such legal disputes is the amount of loans
receivable from such customers (including accrued interest and other charges).

As it is not certain that all the customers will meet the repayment obligations, the Organisation recognises provision
for impairment for such loans, as disclosed in Note 11.

COMPLIANCE WITH COVENANTS

The Organisation is subject to certain covenants related primarily to its borrowings. Non-compliance with such
covenants may result in negative consequences for the Organisation including growth in the cost of borrowings and
declaration of default.

The Organisation was not in a breach of any covenant as at 31 December 2023.

MANAGEMENT REPORT

In accordance with the Law on accounting, reporting and auditing (article 7) the Organisation has an obligation to
prepare and submit Management Report to the State Regulatory Authority, together with Independent Auditors’
Report no later than 1 October of the year following the reporting period. The Organisation has not prepared
Management Report at the date of issue of the financial statements.
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18. TRANSACTIONS WITH RELATED PARTIES

Related parties or transactions with related parties, as defined by IAS 24 “Related party disclosures”, could be one
or more of the following:

a) Parties that directly, or indirectly through one or more intermediaries: control, or are controlled by, or are
under common control with, the Organisation (this includes parents, subsidiaries and fellow subsidiaries);
have an interest in the Organisation that gives then significant influence over the Organisation; and that have
joint control over the Organisation;

b) Members of key management personnel of the Organisation or its parent;
c) Close members of the family of any individuals referred to in (a) or (b);

d) Parties that are entities controlled, jointly controlled or significantly influenced by, or for which significant
voting power in such entity resides with, directly or indirectly, any individual referred to in (c) or (b);

In considering each possible related party relationship, attention is directed to the substance of the relationship,
and not merely the legal form. Details of transactions between the Organisation and other related parties are
disclosed below.

Related party balances and transactions as and for the year ended 31 December 2023:

. . . Key management Other related
Financial statement caption :
Shareholders personnel parties
Salaries and other employee benefits (352) (261) (8)

Related party balances and transactions as and for the year ended 31 December 2022:

- . . Key management Other related
Financial statement caption :
Shareholders personnel parties
Salaries and other employee benefits (358) (282) (10)

19. EVENTS AFTER THE REPORTING PERIOD

There have been no events after the reporting date that needs to be disclosed in the financial statements.

20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
FINANCIAL INSTRUMENTS
INITIAL RECOGNITION

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

When financial instruments are recognised initially, they are measured at fair value, adjusted, in the case of
instruments not at fair value through profit or loss, for directly attributable fees and costs.

If the transaction price differs from fair value at initial recognition, the Organisation accounts for such difference
as follows:

e if the fair value is evidenced by a quoted price in an active market for an identical asset or liability (i.e., a
Level 1 input) or based on a valuation technique that uses only data from observable markets, the Organisation
recognises the difference between the fair value at initial recognition and the transaction price as a gain or
loss;

e in all other cases, the initial measurement of the financial instrument is adjusted to defer the difference
between the fair value at initial recognition and the transaction price. After initial recognition, the Organisation
recognises that deferred difference as a gain or loss only when the inputs become observable, or when the
instrument is derecognised.
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
FINANCIAL ASSETS
Classification and subsequent measurement

On initial recognition, a financial asset is classified into one of the following measurement categories: amortised
cost; fair value through other comprehensive income (FVOCI); or fair value through profit or loss (FVTPL).

FINANCIAL ASSETS AT AMORTISED COST

Financial asset at amortised cost is the most relevant measurement category to the Organization. The Organization
measures financial assets at amortised cost if both of the following conditions are met:

e The asset is held within a business model whose objective is to hold assets to collect contractual cash flows;
and

e The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments
of principal and interest (“SPPI”) on the principal amount outstanding.

Financial assets at amortised cost are subsequently measured using the effective interest (EIR) method and are
subject to impairment. Gains and losses are recognised in profit or loss when the asset is derecognised, modified or
impaired.

FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

A financial asset is measured at fair value through other comprehensive income if it meets both of the following
conditions and is not designated as at fair value through profit or loss:

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

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

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

All financial assets not classified as measured at amortised cost or FVOCI as described above are measured at FVTPL.
This includes all derivative financial assets.

The Organisation’s all financial assets are measured at amortised cost, except Derivative financial assets.

BUSINESS MODEL ASSESSMENT
There are three business models available under IFRS 9:

e Hold to collect: It is intended to hold the asset to maturity to earn interest, collecting repayments of
principal and interest form the counterparty.

e Hold to collect and sell: this model is similar to the hold to collect model, except that the entity may elect
to sell some or all of the assets before maturity as circumstances change or to hold the assets for liquidity
purposes.

e Other: all those models that do not meet the ‘hold to collect’ or ‘hold to collect and sell’ qualifying criteria.

The assessment of business model requires judgment based on facts and circumstances at the date of the assessment.
The business model is not assessed on an instrument-by-instrument basis, but at a higher level of aggregated
portfolios per instrument type and is based on observable factors.

The Organisation has considered quantitative factors and qualitative factors such as how the performance of the
business model and the financial assets held within that business model are evaluated and reported to the key
management personnel; the risks that affect the performance of the business model and, in particular, the way
those risks are managed; and how managers of the business are compensated.
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Financial assets that are held for trading or are managed and whose performance is evaluated on a fair value basis
are measured at FVTPL, because they are neither held to collect contractual cash flows nor held both to collect
contractual cash flows and to sell financial assets.

SOLELY PAYMENTS OF PRINCIPAL AND INTEREST (SPPI)

If a financial asset is held in either to a Hold to Collect or a Hold to Collect and Sell business model, then assessment
to determine whether contractual cash flows are solely payments of principal and interest on the principal amount
outstanding at initial recognition is required to determine the classification. The SPPI test is performed on an
individual instrument basis.

Contractual cash flows, that represent solely payments of principal and Interest on the principal amount outstanding,
are consistent with basic lending arrangement. Interest is consideration for the time value of money and the credit
risk associated with the principal amount outstanding during a particular period of time. It can also include
consideration for other basic lending risks (e.g. liquidity risk) and costs (e.g. administrative costs) associated with
holding the financial asset for a particular period of time, and a profit margin that is consistent with a basic lending
arrangement.

In assessing whether the contractual cash flows are SPPI, the Organisation considers whether the contractual terms
of the financial asset contain a term that could change the timing or amount of contractual cash flows arising over
the life of the instrument which could affect whether the instrument is considered to meet the SPPI test.

If the SPPI test is failed, such financial assets are measured at FVTPL with interest earned recognised in other interest
income.

DERECOGNITION OF FINANCIAL ASSETS

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
primarily derecognised (i.e., removed from the Organisation’s statement of financial position) when:

e The rights to receive cash flows from the asset have expired, Or

e The Organisation has transferred its rights to receive cash flows from the asset or has assumed an obligation
to pay the received cash flows in full without material delay to a third party under a ‘pass-through’
arrangement; and either (a) the Organisation has transferred substantially all the risks and rewards of the
asset, or (b) the Organisation has neither transferred nor retained substantially all the risks and rewards of
the asset, but has transferred control of the asset.

IMPAIRMENT OF FINANCIAL ASSETS
Changes to the impairment estimation

IFRS 9 requires the Organisation to record ECL on all of its debt financial assets at amortised cost or FVOCI. The
allowance is based on the ECL associated with the probability of default in the next 12 months unless there has been
a significant increase in credit risk since origination, in which case the allowance is based on the ECL over the life
of the asset. If the financial asset meets the definition of purchased or originated credit impaired, the allowance is
based on the change in the lifetime ECL.

Under IFRS 9, the Organisation first evaluates individually whether objective evidence of impairment exists for loans
that are individually significant. It then collectively assesses loans that are not individually significant and loans
which are significant but for which there is no objective evidence of impairment available under the individual
assessment.

Collectively assessed loans are grouped on the basis of shared credit risk characteristics, collateral type and industry.
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Three stage approach

IFRS 9 introduces a three-stage approach to impairment for Financial Instruments that are performing at the date of
origination or purchase. This approach is summarised as follows:

Stage 1: The Organisation recognizes a credit loss allowance at an amount equal to 12-month expected credit losses.
This represents the portion of lifetime expected credit losses from default events that are expected within 12 months
of the reporting date, assuming that credit risk has not increased significantly after initial recognition. For those
financial assets with a remaining maturity of less than 12 months, a PD is used that corresponds to the remaining
maturity.

Stage 2: The Organisation recognizes a credit loss allowance at an amount equal to lifetime expected credit losses
for those Financial Instruments which are considered to have experienced a significant increase in credit risk since
initial recognition. This requires the computation of ECL based on lifetime probability of default that represents the
probability of default occurring over the remaining lifetime of the Financial Instrument. Allowance for credit losses
are higher in this stage because of an increase in credit risk and the impact of a longer time horizon being considered
compared to 12 months in Stage 1. Financial Instruments in stage 2 are not yet deemed to be credit-impaired.

Stage 3: If the Financial Instrument is credit-impaired, it is then moved to stage 3. The Organisation recognizes a
loss allowance at an amount equal to lifetime expected credit losses, reflecting a Probability of Default (PD) of 100
% for those Financial Instruments that are credit-impaired.

Definition of default
The Organisation recognizes default in the following cases:
e Arrears including restructured loans >90 days
e Decease of a client
e Force majeure, when a client becomes insolvent due to external factors beyond the control

The definition of default is in line with relevant regulations taking into account the 90 days past due cap presumption
IFRS 9.

The loans for which the Organisation recognizes default are credit-impaired loans.

Significant increase in credit risk

When determining whether the risk of default on a financial instrument has increased significantly since initial
recognition, the Organisation 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
Organisation’s historical experience and expert credit assessment and including forward-looking information.

The quantitative information is a primary indicator of significant increase in credit risk and is based on the change
in lifetime PD by comparing:

e the remaining lifetime PD at the reporting date; with

e the remaining lifetime PD for this point in time that was estimated based on facts and circumstances at
the time of initial recognition of the exposure.

As a backstop, the Organisation considers that a significant increase in credit risk occurs no later than when an asset
is more than 30 days past due.

The Organisation monitors the effectiveness of the criteria used to identify significant increases in credit risk by
regular reviews to confirm that:

e The criteria are capable of identifying significant increases in credit risk before an exposure is in default;
e The criteria do not align with the point in time when an asset becomes 30 days past due; and

e There is no unwarranted volatility in loss allowance from transfers between 12-months PD (probability of
default) and lifetime PD.
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Forward-looking information

Under IFRS 9, the allowance for credit losses is based on reasonable and supportable forward-looking information
obtainable without undue cost or effort, which takes into consideration past events, current conditions and forecasts
of future economic conditions.

The Organisation incorporates forward-looking information into both its assessment of whether the credit risk of an
instrument has increased significantly since its initial recognition and its measurement of ECL.

The Organisation has identified and documented the key drivers of credit risk and credit losses for the portfolio
using an analysis of historical data, has assessed impact of macro-economic variables on probability of default and
recovery rate. The following macro-economic variables were analysed:

e Real growth rate of GDP of Georgia;
e Inflation rate;
e  Monetary policy interest rate.
Measurement of ECL
The key inputs into the measurement of ECL are the term structure of the following variables:

e  Probability of default (PD);
e Loss given default (LGD);
e  Exposure at default (EAD).
These parameters are generally derived from internally developed statistical models and other historical data. They

are adjusted to reflect forward-looking information as described above.
Probability of default (PD)
PD estimates are estimates at a certain date, which are calculated based on statistical rating models.

If a counterparty or exposure migrates between ratings classes, then this will lead to a change in the estimate of
the associated PD. PDs are estimated considering the contractual maturities of exposures and estimated prepayment
rates.

PDs are calculated based on five-year average and then 1-year and lifetime PDs are derived by extrapolating using
migration matrices.
Exposure at default (EAD)

Exposure of default (EAD): The EAD represents an estimate of the exposure to credit risk at the time of a potential
default occurring during the life of a financial asset. It represents the cash flows outstanding at the time of default,
considering expected repayments, interest payments and accruals discounted at the EIR.

Loss given default (LGD)

LGD is defined as the likely loss in case of a counterparty default. The Organisation estimates LGD parameters based
on the history of recovery rates of claims against defaulted counterparties. The LGD model considers cash recoveries
only. LGD is calculated on a discounted cash flow basis using the effective interest rate as the discounting factor.
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
FINANCIAL LIABILITIES

The Organisation classifies its financial liabilities into one of two categories, depending on the purpose for which
the liability was acquired. On 1 January 2018 (the date of initial application of IFRS 9), the Organisation has classified
all financial as liabilities within “Other financial liabilities” category. Other financial liabilities include the following
items: borrowings and other short-term monetary liabilities.

Other financial liabilities are initially recognised at fair value net of any transaction costs directly attributable to
the issue of the instrument. Such interest-bearing liabilities are subsequently measured at amortised cost using the
effective interest rate method, which ensures that any interest expense over the period to repayment is at a constant
rate on the balance of the liability carried in the statement of financial position. For the purposes of each financial
liability, interest expense includes initial transaction costs and any premium payable on redemption, as well as any
interest or coupon payable while the liability is outstanding.

DERECOGNITION OF FINANCIAL LIABILITIES

The Organisation derecognises financial liabilities when, and only when, the Organisation’s obligations are
discharged, cancelled or they expire. Where an existing financial liability is replaced by another from the same
lender on substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as a derecognition of the original liability and the recognition of a new liability.
The difference between the carrying amount of the financial liability derecognised and the consideration paid and
payable is recognised in profit and loss.

OFFSETTING

Financial assets and 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 either settle
on a net basis, or to realise the asset and settle the liability simultaneously.

FAIR VALUE MEASUREMENT

IFRS 13 requires certain disclosures which require the classification of financial assets and financial liabilities
measured at fair value using a fair value hierarchy that reflects the significance of the inputs used in making the fair
value measurement. The fair value hierarchy has the following levels:

e Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities;

e Level 2 — Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable; and

e Level 3 — Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.

The level in the fair value hierarchy within which the financial asset or financial liability is categorised is determined
on the basis of the lowest level input that is significant to the fair value measurement. Financial assets and financial
liabilities are classified in their entirety into only one of the three levels.

Derivative Financial instruments measured at fair value by the level 2 in the fair value hierarchy are presented in
Note 15.

FOREIGN CURRENCY TRANSLATION

Items included in the financial statements are measured using the currency of the primary economic environment in
which The Organisation operates (‘the functional currency’). Financial statements are presented in thousands of
Georgian Lari (GEL), which is The Organisation’s functional and presentation currency.

Monetary assets and liabilities are translated into The Organisation’s functional currency at the official exchange
rate of the National Bank of Georgia.

Foreign exchange gains and losses resulting from the settlement of transactions and from the translation of monetary
assets and liabilities into Organisation’s functional currency at year-end official exchange rates are recognised in
the statement of comprehensive income.
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20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Translation at year-end rates does not apply to non-monetary items, including equity investments. Effects of
exchange rate changes on the fair value of equity securities are recorded as part of the fair value gain or loss.

Table below presents the closing exchange rates by the National Bank of Georgia as at 31 December 2023 and 2022:

USD / GEL EUR / GEL
Exchange rate as at 31 December 2023 2.6894 2.9753
Exchange rate as at 31 December 2022 2.7020 2.8844

CASH AND CASH EQUIVALENTS

Cash and cash equivalents are items which are readily convertible to known amounts of cash and which are subject
to an insignificant risk of changes in value. Cash and cash equivalents include cash on hand, and all bank placements
or receivables with original maturities of less than three months. Funds restricted for a period of more than three
months on origination are excluded from cash and cash equivalents.

LOANS TO CUSTOMERS AND OTHER RECEIVABLES

Loans to customers and other receivables included in other assets in the statement of financial position are non-
derivative financial assets measured at amortised cost. Loans to customers and other receivables are initially
measured at fair value and subsequently at their amortised cost using the effective interest method.

Interest Income Recognition

For Financial Instruments in Stage 1 and Stage 2, the Organisation calculates interest income by applying the
Effective Interest Rate (EIR) to the gross carrying amount. Interest income for financial assets in Stage 3 is calculated
by applying the EIR to the amortised cost (i.e. the gross carrying amount less credit loss allowance). For Financial
Instruments classified as purchased or originated credit-impaired only, interest income is calculated by applying a
credit adjusted EIR to the amortised cost of these purchased or originated credit-impaired assets.

DERIVATIVE FINANCIAL INSTRUMENTS

Derivative financial instruments included in financial assets at fair value through profit or loss or loss in the statement
of financial position comprise foreign currency forward contracts and currency swaps.

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into and are
subsequently re-measured at fair value. All derivatives are carried as financial assets when their fair value is positive
and as financial liabilities when their fair value is negative.

Changes in the fair value of derivatives are recognised immediately in profit or loss.

PROPERTY, EQUIPMENT AND INTANGIBLE ASSETS

Property, equipment and intangible assets are carried at historical cost less accumulated depreciation (amortisation)
and recognized impairment loss, if any. Depreciation (amortisation) is charged on the carrying value of property,
equipment and intangible assets and is designed to write off assets over their useful economic lives. Depreciation
(amortisation) is calculated on a straight-line basis at the following useful lives:

Historical cost Useful life (years)
Buildings 30-50
Leasehold improvements Lease contract term
Vehicles 5
Office equipment 3-5
Furniture and fixtures 3-5
Accounting and other software 5

Page 40 of 44



JSC MICROFINANCE ORGANISATION LAZIKA CAPITAL
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2023

(In thousands of Georgian Lari)

20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The carrying amounts of property and equipment are reviewed at each reporting date to assess whether they are
recorded in excess of their recoverable amounts. The recoverable amount is the higher of fair value less costs to sell
and value in use. The intangible assets with definite useful lives are amortised on a straight-line basis over expected
useful lives.

BORROWINGS

Borrowings are initially recognised at fair value. Subsequently they are stated at amortised cost and any difference
between net proceeds and the redemption value is recognised in the statement of comprehensive income over the
period of the borrowings, using the effective interest method.

SHARE CAPITAL

Ordinary shares with discretionary dividends are classified as equity. Incremental costs directly attributable to the
issue of new shares or options are shown in equity as a deduction, net of tax, from the proceeds. Any excess of the
fair value of consideration received over the par value of shares issued is recorded as share premium in equity.

DIVIDENDS

Dividends are recorded in equity in the period in which they are declared. Any dividends declared after the end of
the reporting period and before the financial statements are authorised for issue, are disclosed in the subsequent
events note.

TAXATION

The tax expense for the year comprises current and deferred tax. Tax is recognized in the statement of
comprehensive income, except to the extent that it relates to items recognized in other comprehensive income or
directly in equity. In this case the tax is also recognized in other comprehensive income or directly in equity,
respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the
balance sheet date in Georgia and generates taxable income. Management periodically evaluates positions taken in
tax returns with respect to situations in which applicable tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts expected to be paid to the tax authorities.

Deferred income tax is recognized, using the liability method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the financial statements. However, the deferred income
tax is not accounted for if it arises from initial recognition of an asset or liability in a transaction other than a
business combination that at the time of the transaction affects neither accounting nor taxable profit and loss.
Deferred income tax is determined using tax rate (and laws) that has been enacted or substantially enacted by the
balance sheet date and is expected to apply when the related deferred income tax asset is realised or the deferred
income tax liability is settled.

Deferred income tax assets are recognized only to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilized. Deferred income tax assets and liabilities are
offset when there is a legally enforceable right to offset current tax assets against current tax liabilities and when
the deferred income taxes assets and liabilities relate to income taxes levied by the same taxation authority on
either the taxable entity where there is an intention to settle the balances on a net basis.

SALARIES AND OTHER EMPLOYEE BENEFITS

Wages, salaries, bonuses, and non-monetary benefits are accrued in the year in which the associated services are
rendered by the employees of The Organisation.
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LEASES

The Organisation as lessee

Identifying the lease

A contract is, or contains, a lease when it conveys the right to use an underlying asset for a period of time, in
exchange for consideration. At inception of a contract, the Organisation assesses whether it meets the two following
cumulative conditions to be qualified as a lease:

- its execution involves the use of an identified asset, and
- it conveys the right to direct the use of that identified asset.

Initial recognition
All leases are accounted for by recognising a right-of-use asset and a lease liability except for:

- Leases of low value assets; and
- Leases with a duration of 12 months or less.

Leases are recognised on the Organisation’s balance sheet as follows:

- An asset representing the right to use the underlying asset over the lease term;
- A liability for the obligation to pay the lease payments.

Lease liabilities are measured at the present value of the contractual payments due to the lessor over the lease
term, with the discount rate determined by reference to the rate inherent in the lease unless this is not readily
determinable, in which case the Organisation’s incremental borrowing rate on commencement of the lease is used.
Variable lease payments are only included in the measurement of the lease liability if they depend on an index or
rate. In such cases, the initial measurement of the lease liability assumes the variable element will remain
unchanged throughout the lease term. Other variable lease payments are expensed in the period to which they
relate.

On initial recognition, the carrying value of the lease liability also includes:
- amounts expected to be payable under any residual value guarantee;
- the exercise price of any purchase option granted in favour of the Organisation if it is reasonably certain
to assess that option;
- any penalties payable for terminating the lease, if the term of the lease has been estimated on the basis
of termination option being exercised.

At the commencement date, the Organisation measures the right-of-use asset at cost. The cost of the right-of-use
asset is comprised:

- The amount of the initial measurement of the lease liability;

- lease payments made at or before commencement of the lease;

- initial direct costs incurred; and

- the amount of any provision recognised where the Organisation is contractually required to dismantle,
remove or restore the leased asset (typically leasehold dilapidations).

Subsequent measurement

Subsequent to initial measurement lease liabilities increase as a result of interest charged at a constant rate on the
balance outstanding and are reduced for lease payments made. Right-of-use assets are amortised on a straight-line
basis over the remaining term of the lease or over the remaining economic life of the asset if, rarely, this is judged
to be shorter than the lease term.

When the Organisation revises its estimate of the term of any lease (because, for example, it re-assesses the
probability of a lessee extension or termination option being exercised), it adjusts the carrying amount of the lease
liability to reflect the payments to make over the revised term, which are discounted at the revised discount rate.
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The carrying value of lease liabilities is similarly revised when the variable element of future lease payments
dependent on a rate or index is revised, except the discount rate remains unchanged. In both cases an equivalent
adjustment is made to the carrying value of the right-of-use asset, with the revised carrying amount being amortised
over the remaining (revised) lease term. If the carrying amount of the right-of-use asset is adjusted to zero, any
further reduction is recognised in profit or loss.

When the Organisation renegotiates the contractual terms of a lease with the lessor, the accounting depends on the
nature of the modification:

- if the renegotiation results in one or more additional assets being leased for an amount commensurate with
the standalone price for the additional rights-of-use obtained, the modification is accounted for as a
separate lease in accordance with the above policy;

- in all other cases where the renegotiated increases the scope of the lease (whether that is an extension to
the lease term, or one or more additional assets being leased), the lease liability is remeasured using the
discount rate applicable on the modification date, with the right-of-use asset being adjusted by the same
amount;

- if the renegotiation results in a decrease in the scope of the lease, both the carrying amount of the lease
liability and right-of-use asset are reduced by the same proportion to reflect the partial of full termination
of the lease with any difference recognised in profit or loss. The lease liability is then further adjusted to
ensure its carrying amount reflects the amount of the renegotiated payments over the renegotiated term,
with the modified lease payments discounted at the rate applicable on the modification date. The right-
of-use asset is adjusted by the same amount.

The Organisation elects, by class of underlying asset, not to separate non-lease components from lease components,
and instead accounts for each lease component and any associated non-lease components as a single lease
component.

Determination of lease term

The lease term is defined as the non-cancellable term of the lease, together with any periods covered by an option
to extend the lease (including the renewal option implied through customary business practices) if it is reasonably
certain to be exercised, or any periods covered by an option to terminate the lease if it is reasonably certain not to
be exercised.

Management applies judgement to determine the lease term when contracts include renewal options that are
exercisable only by the Organisation. It considers all relevant factors that create an economic incentive to exercise
the renewal option. After the commencement date, the Organisation reassesses the lease term if there is a
significant event or a change in circumstances that is within its control and affects its ability to exercise (or not to
exercise) the option to renew, or to terminate the lease.

Determination of incremental borrowing rate (IBR)

IBR is the rate of interest that a lessee would have to pay to borrow over a similar term, and with a similar security,
the funds necessary to obtain an asset of a similar value to the right of use asset in a similar economic environment.

The management applies judgement to estimate the IBR. The management uses an observable information to
determine the base rate and adjustments for the lessee specific factors and the asset factors (the adjustment for
security).

Determination of lease payments

In Georgia it is customary that lease renewal option is implied through customary business practices and not all
renewal options are documented within the lease agreements. In such cases, the initial measurement of the lease
liability assumes the payment for renewal period will remain unchanged throughout the lease term.

Short-term leases and leases of low-value assets

The Organisation applies the recognition exemption for short-term leases (i.e. lease with a lease term of 12 months
or less from the commencement date) and leases of low-value assets. Associated lease payments are recognised as
an expense in the income statement on a straight-line basis over the lease term.
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PROVISIONS

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

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

EVENTS AFTER THE REPORTING PERIOD

Events after the reporting period and events before the date of financial statements authorisation for issue that
provide additional information about the Organisation’s financial statements are reported in the financial
statements. Post-balance sheet events that do not affect the financial position of the Organisation at the balance
sheet date are disclosed in the notes to the financial statements when material.
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