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TBILISI TOBACCO JSC

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE FINANCIAL STATEMENTS AND MANAGEMENT REPORT
FOR THE YEAR ENDED 31 DECEMBER 2023

Management is responsible for the preparation of the financial statements that present fairly the financial
position of Thilisi Tobacco JSC (the “Company”) as of 31 December 2023 and the results of its operations,
changes in equity and cash flows for the year then ended, in compliance with International Financial
Reporting Standards (“IFRS”). Management is also responsible for the preparation of management report
in accordance with the Law of Georgia on Accounting, Reporting and Auditing.

In preparing the financial statements, management is responsible for:

. Properly selecting and applying accounting policies;

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

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

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

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

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

Management is also responsible for:

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

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

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

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

. Preventing and detecting fraud and other irregularities.

The financial statements of the Company for the year ended 31 December 2023 were approved by
management on 23 July 2024:

On behalf of the Management:

llia Kantaria Tamaz Shengelaia
General Director Chief Financial Officer
Thilisi, Georgia Thilisi, Georgia

23 July 2024 23 July 2024



TBILISI TOBACCO JSC

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE FINANCIAL STATEMENTS AND MANAGEMENT REPORT
FOR THE YEAR ENDED 31 DECEMBER 2023

Management is responsible for the preparation of the financial statements that present fairly the financial
position of Thilisi Tobacco JSC (the “Company”) as of 31 December 2023 and the results of its operations,
changes in equity and cash flows for the year then ended, in compliance with International Financial
Reporting Standards (“IFRS”). Management is also responsible for the preparation of management report
in accordance with the Law of Georgia on Accounting, Reporting and Auditing.

In preparing the financial statements, management is responsible for:

®  Properly selecting and applying accounting policies;

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

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

U Making an assessment of the Company’s ability to continue as a going concern.

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

. Preparation of the management report in consistent with the financial statements.
Management is also responsible for:

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

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

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

®  Taking such steps as are reasonably available to them to safeguard the assets of the Company; and
° Preventing and detecting fraud and other irregularities.

The financial statements of the Company for the year ended 31 December 2023 were approved by
management on 23 July 2024:

On behalf of the flanagemgnt:
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- Deloitte & Touche LLC
DeIOItte oD 20883940
City Tower Business Center
70 Vazha-Pshavela Ave.
Thilisi, 0186, Georgia

Tel: +995 (32) 224 45 66
Fax: +995 (32) 224 45 69
deloitte.ge

INDEPENDENT AUDITOR’S REPORT
To the shareholders and the Board of Directors of Thilisi Tobacco JSC:
Opinion

We have audited the financial statements of Thilisi Tobacco JSC (the “Company”), which
comprises the statement of financial position as of 31 December 2023, and the related statement
of profit or loss and other comprehensive income, statement of changes in equity and statement
of cash flows for the year ended 31 December 2023, and notes to the financial statements,
including material accounting policy information (collectively — the “financial statements”).

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at 31 December 2023 and its financial performance and its
cash flows for the year ended 31 December 2023 in accordance with International Financial
Reporting Standards (“IFRSs”).

Basis for Opinion

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

Emphasis of Matters

As Described in Note 5 to the financial statements, 94% and 92% of the Company’s sales for the
years ended 31 December 2023 and 2022, respectively, were to related parties. Our opinion is not
modified in respect of this matter.

Other Information

Management is responsible for the other information. The other information comprises the
management report prepared in accordance with the requirements of the Law of Georgia

on Accounting, Reporting and Auditing, but does not include the financial statements and our
auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their related entities (collectively, the “Deloitte
organization”). DTTL (also referred to as “Deloitte Global”) and each of its member firms and related entities are legally separate and independent entities, which
cannot obligate or bind each other in respect of third parties. DTTL and each DTTL member firm and related entity is liable only for its own acts and omissions, and not
those of each other. DTTL does not provide services to clients. Please see www.deloitte.com/about to learn more.

© 2024 Deloitte & Touche LLC. All rights reserved.
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inconsistent with the financial statements or our knowledge obtained in the audit or otherwise
appears to be materially misstated. If, based on the work we have performed, we conclude that
there is a material misstatement of this other information, we are required to report that fact. We
have nothing to report based on these responsibilities.

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 fraud or error.

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

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

Auditor’s Responsibilities for the Audit of the Financial Statements

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

as a whole are free from material misstatement whether due to fraud or error, and to issue

an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not guarantee that an audit conducted in accordance with ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence

the economic decisions of users taken on the basis of these financial statements.

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

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

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

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

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

a going concern.

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

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

Report on Other Legal and Regulatory Requirements

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

We performed procedures with respect to whether the management report is prepared in
accordance with the requirements of the Law of Georgia on Accounting, Reporting and Auditing
and includes the information required by the Law of Georgia on Accounting, Reporting and
Auditing.

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

In our opinion:

o The management report for the year ended 31 December 2023 is prepared in accordance
with the requirements of the Law of Georgia on Accounting, Reporting and Auditing;

o The management report for the year ended 31 December 2023 includes the information
required by the Law of Georgia on Accounting, Reporting and Auditing;

o The information provided in the management report for the year ended 31 December 2023

is consistent, in all material respects, with the financial statements for the year ended 31
December 2023.

Shota Nanitashvili
on behalf of Deloitte and Touche LLC

23 July 2024
Thilisi, Georgia



TBILISI TOBACCO JSC

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2023
(in thousands of Georgian Lari)

Note 2023 2022
Revenue 5 42,666 46,887
Cost of sales 6 (27,241) (25,814)
Gross profit 15,425 21,073
General and administrative expenses 7 (4,567) (4,644)
Sales and distribution expenses (2) (87)
Finance income 8 1,816 1,507
Finance expenses 16 (1,061) (1,163)
Foreign exchange gain, net 19 1,936
Bad debt expense 14 (85) -
Other income 9 169 1,169
Other expenses 9 - (55)
Profit before tax 11,714 19,736
Income tax expense -
Profit for the year 11,714 19,736
Other comprehensive income - -
Total comprehensive income for the year 11,714 19,736
On behalf of the Management:
llia Kantaria Tamaz Shengelaia
General Director Chief Financial Officer
23 July 2024 23 July 2024
Thilisi, Georgia Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.



TBILISI TOBACCO JSC

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2023
(in thousands of Georgian Lari)

Revenue
Cost of sales
Gross profit

General and administrative expenses
Sales and distribution expenses
Finance income

Finance expenses

Foreign exchange gain, net

Bad debt expense

Other income

Other expenses

Profit before tax
Income tax expense
Profit for the year

Other comprehensive income

Total comprehensive income for the year

llia Kantaria
General Diregtor

23 July 2024
Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.

Note

16

14

o

2023 2022
42,666 46,887
(27,241) (25,814)
15,425 21,073
(4,567) (4,644)
(2) (87)
1,816 1,507
(1,061) (1,163)
19 1,936
(85) -
169 1,169
= (55)
11,714 19,736
11,714 19,736
11,714 19,736

23 Jydy 2024
isi, Georgia

1al Officer




TBILISI TOBACCO JSC

STATEMENT OF FINANCIAL POSIITION
FOR THE YEAR ENDED 31 DECEMBER 2023

(in thousands of Georgian Lari)

ASSETS

Non-current assets

Property, plant and equipment
Investment Property

Issued loans — Long-term
Long-term inventory
Intangible assets

Total non-current assets

Current assets

Inventory

Trade and other receivables
Prepaid Taxes

Prepayments

Cash and cash equivalents
Total current assets

TOTAL ASSETS

EQUITY

Share Capital
Retained earnings
Other distribution
TOTAL EQUITY

LIABILITIES

Non-current liabilities
Borrowed funds long-term
Contract liabilities

Financial guarantee obligation
Total non-current liabilities

Current liabilities

Taxes payable other than income tax
Trade and other payables

Borrowed funds short-term

Total current liabilities

TOTAL LIABILITIES

Total liabilities and equity

On behalf of the Management:

llia Kantaria
General Director

23 July 2024
Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.

Note

10
11
12
13

13
14

15
20

16
17
20

18
19
16

31 December 2023

31 December 2022

21,970 22,411
790 822
1,852 1,402
2,602 2,567
21 21
27,235 27,223
13,116 14,106
11,363 11,066
45 -
890 858
141 53
25,555 26,083
52,790 53,306
111 111
39,569 41,903
(11,348) (13,021)
28,332 28,993
- 1,071

953 983
10,627 7,779
11,580 9,833
- 2,544
2,880 2,837
9,998 9,099
12,878 14,480
24,458 24,313
52,790 53,306

Tamaz Shengelaia
Chief Financial Officer

23 July 2024
Thilisi, Georgia



TBILISI TOBACCO JSC

STATEMENT OF FINANCIAL POSIITION
FOR THE YEAR ENDED 31 DECEMBER 2023
(in thousands of Georgian Lari)

ASSETS

Non-current assets

Property, plant and equipment
Investment Property

Issued loans — Long-term
Long-term inventory
Intangible assets

Total non-current assets

Current assets

Inventory

Trade and other receivables
Prepaid Taxes

Prepayments

Cash and cash equivalents
Total current assets

TOTAL ASSETS
EQUITY

Share Capital
Retained earnings
Other distribution
TOTAL EQUITY

LIABILITIES

Non-current liabilities
Borrowed funds long-term
Contract liabilities

Financial guarantee obligation
Total non-current liabilities

Current liabilities

Taxes payable other than income tax
Trade and other payables

Borrowed funds short-term

Total current liabilities

TOTAL LIABILITIES

Total liabilities and equity

On behalf of the Managém#nt:
(
AL
Ilia Kantaria
General Dirgctor

23 July 2024
Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.
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Note

10
11
12
13

13
14

15
20

16
17
20

18
19
16

31 December 2023

31 December 2022

21,970 22,411
790 822
1,852 1,402
2,602 2,567
2y 21
27,235 27,223
13,116 14,106
11,363 11,066
45 -

890 858
141 53
25,555 26,083
52,790 53,306
111 111
39,569 41,903
(11,348) (13,021)
28,332 28,903
- 1,071

953 983
10,627 7,779
11,580 9,833
- 2,544
2,880 2,837
9,998 9,099
12,878 14,480
24,458 24,313
52,790 53,306

ThHisi, Georgia




TBILISI TOBACCO JSC

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2023
(in thousands of Georgian Lari)

Share Other Retained Total

Note Capital Distribution Earnings Equity
Balance at 1 January 2022 111 (13,021) 33,437 20,527
Total comprehensive income for the year - - 19,736 19,736
Dividends issued 15 - - (11,270) (11,270)
Balance at 31 December 2022 111 (13,021) 41,903 28,993
Total comprehensive income for the year - - 11,714 11,714
Derecognition of financial guarantee 20 - 13,021 (6,038) 6,983
Recognition of financial guarantee 20 - (11,348) - (11,348)
Dividends issued 15 - - (8,010) (8,010)
Balance at 31 December 2023 111 (11,348) 39,569 28,332
On behalf of the Management:
llia Kantaria Tamaz Shengelaia
General Director Chief Financial Officer
23 July 2024 23 July 2024
Thilisi, Georgia Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.



TBILISI TOBACCO JSC

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2023
(in thousands of Georgian Lari)

Share Other Retained Total
Note Capital Distribution Earnings Equity
Balance at 1 January 2022 111 (13,021) 33,437 20,527
Total comprehensive income for the year - - 19,736 19,736
Dividends issued 15 - - (11,270) (11,270)
Balance at 31 December 2022 111 (13,021) 41,903 28,993
Total comprehensive income for the year - - 11,714 11,714
Derecognition of financial guarantee 20 - 13,021 (6,038) 6,983
Recognition of financial guarantee 20 - (11,348) - (11,348)
Dividends issued 15 - - (8,010) (8,010)
Balance at 31 December 2023 111 (11,348) 39,569 28,332

4
On behalf of the Management:

r
A
Ilia Kantaria L
General Dirgctor

23 July 2024
Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.
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TBILISI TOBACCO JSC

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2023
(In thousands of Georgian Lari)

Cash flow from operating activities

Profit before tax for the year

Adjustments for:
Depreciation and amortization expense
Bad debt expense recognized on receivables, net
Loss from the disposal of PPE
Finance income
Finance expenses
Contract liabilities write-off
Foreign exchange gain, net

Cash inflow from operating activities before changes in
operating assets and liabilities and non-current assets and liabilities

Increase in trade and other receivables
Increase in prepayments
Decrease/(increase) in short-term inventory
(Decrease)/increase in taxes payable other than income tax
Decrease in trade and other payables
Changes in non-current items
Increase in long-term inventory
Increase/(decrease) in contract liabilities
Cash inflow from operating activities

Interest received
Interest paid

Net cash inflow from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment and Intangible assets

Issued loans
Net cash used in investing activities

Cash flows from financing activities
Receipt of borrowed funds

Repayment of borrowings
Dividend Paid

Net cash used in financing activities
INCREASE IN CASH AND CASH EQUIVALENTS
Effect of exchange rate changes on cash and cash equivalents
CASH AND CASH EQUIVALENTS, at beginning of the period

CASH AND CASH EQUIVALENTS, at end of the period

On behalf of the Management:

llia Kantaria
General Director

23 July 2024
Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.

Note 2023 2022
11,714 19,736
6,7 646 661
85 -
43 13
8 (1,816) (1,507)
16 1,061 1,163
9 (31) (1,120)
(19) (1,936)
11,683 17,010
(382) (2,469)
(32) (136)
1,002 (3,092)
(2,589) 1,102
(28) (288)
(35) (324)
1 (1,689)
9,620 10,114
- 6
16 (1,053) (1,163)
8,567 8,957
(228) (54)
(92) (722)
(320) (776)
16 93,699 118,483
16 (93,853) (115,204)
15 (8,010) (11,270)
(8,164) (7,991)
83 190
5 (174)
53 37
141 53

Tamaz Shengelaia
Chief Financial Officer

23 July 2024
Thilisi, Georgia



TBILISI TOBACCO JSC

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2023
(In thousands of Georgian Lari)

Note 2023 2022
Cash flow from operating activities
Profit before tax for the year 11,714 19,736
Adjustments for:
Depreciation and amortization expense 6,7 646 661
Bad debt expense recognized on receivables, net 85 -
Loss from the disposal of PPE 43 13
Finance income 8 (1,816) (1,507)
Finance expenses 16 1,061 1,163
Contract liabilities write-off 9 (31) (1,120)
Foreign exchange gain, net (19) (1,936)
Cash inflow from operating activities before changes in
operating assets and liabilities and non-current assets and liabilities 11,683 17,010
Increase in trade and other receivables (382) (2,469)
Increase in prepayments (32) (136)
Decrease/(increase) in short-term inventory 1,002 (3,092)
(Decrease)/increase in taxes payable other than income tax (2,589) 1,102
Decrease in trade and other payables (28) (288)
Changes in non-current items
Increase in long-term inventory (35) (324)
Increase/(decrease) in contract liabilities 1 (1,689)
Cash inflow from operating activities 9,620 10,114
Interest received 2 6
Interest paid 16 (1,053) (1,163)
Net cash inflow from operating activities 8,567 8,957
Cash flows from investing activities
Purchase of property, plant and equipment and Intangible assets (228) (54)
Issued loans (92) (722)
Net cash used in investing activities (320) (776)
Cash flows from financing activities
Receipt of borrowed funds 16 93,699 118,483
Repayment of borrowings 16 (93,853) (115,204)
Dividend Paid 15 (8,010) (11,270)
Net cash used in financing activities (8,164) (7,991)
INCREASE IN CASH AND CASH EQUIVALENTS 83 190
Effect of exchange rate changes on cash and cash equivalents 5 (174)
CASH AND CASH EQUIVALENTS, at beginning of the period 53 37
CASH AND CASH EQUIVALENTS, at end of the period 141 53

7

On behalf of the/Mapdgemént;

General Difector

23 July 224
Thilisi, Georgia Thilisi, Georgia

The notes on pages 9-38 form an integral part of these financial statements.

Q-Cn 94%”\0/?



TBILISI TOBACCO JSC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023(CONTINUED)
(In thousands of Georgian Lari)

1.

GENERAL INFORMATION

Thilisi Tobacco JSC (the "Company") is a joint stock company, which was established in Georgia on 6
June 1998, in accordance with Georgian regulations and is registered by the Georgian Tax
Authorities with identification number: 206093528. The Company’s registered address is N7 Giorgi
Nadareishvili str, Thilisi, Georgia.

The Company is engaged in purchasing of raw tobacco products from international companies and
selling produced tobacco products to Geodistribution LLC and export clients.

As at 31 December 2023 and 2022, the Company was 100% owned by Smart Capital Production LLC.

As of 31 December 2023 and 2022 the ultimate shareholders of the Company Mikheil Chkhartishvili
—50% and Natia Chkhartishvili — 50%.

The number of employees of the Company as at 31 December 2023 and 2022 was 179 and 182,
respectively.

APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS

In the current year, there are a number of amendments to IFRS Accounting Standards issued by the
International Accounting Standards Board (IASB) that are mandatorily effective for an accounting
period that begins on or after 1 January 2023. Their adoption has not had any material impact on
the disclosures or on the amounts reported in these financial statements.

IFRS 17 Insurance
Contracts (including
the June 2020 and
December 2021
Amendments to
IFRS 17)

IFRS 17 establishes the principles for the recognition, measurement, presentation
and disclosure of insurance contracts and supersedes IFRS 4 Insurance Contracts.
IFRS 17 outlines a general model, which is modified for insurance contracts with
direct participation features, described as the variable fee approach. The general
model is simplified if certain criteria are met by measuring the liability for
remaining coverage using the premium allocation approach. The general model
uses current assumptions to estimate the amount, timing and uncertainty of
future cash flows and it explicitly measures the cost of that uncertainty. It takes
into account market interest rates and the impact of policyholders’ options and
guarantees.

The Company does not have any contracts that meet the definition of an insurance
contract under IFRS 17.

Amendments to IAS
1 Presentation of
Financial Statements
and IFRS Practice
Statement 2

Making Materiality
Judgements—
Disclosure of
Accounting Policies

The Company has adopted the amendments to IAS 1 for the first time in the
current year. The amendments change the requirements in IAS 1 with regard to
disclosure of accounting policies. The amendments replace all instances of the
term ‘significant accounting policies’ with ‘material accounting policy information’.
Accounting policy information is material if, when considered together with other
information included in an entity’s financial statements, it

can reasonably be expected to influence decisions that the primary users of
general purpose financial statements make on the basis of those financial
statements.

The supporting paragraphs in IAS 1 are also amended to clarify that accounting
policy information that relates to immaterial transactions, other events or
conditions is immaterial and need not be disclosed. Accounting policy information
may be material because of the nature of the related transactions, other events or
conditions, even if the amounts are immaterial. However, not all accounting policy

9




TBILISI TOBACCO JSC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023(CONTINUED)
(In thousands of Georgian Lari)

information relating to material transactions, other events or conditions is itself
material.

The IASB has also developed guidance and examples to explain and demonstrate
the application of the ‘four-step materiality process’ described in IFRS Practice
Statement 2.

Amendments to IAS
12 Income Taxes—
Deferred Tax related
to Assets and
Liabilities arising
from a Single
Transaction

The amendments to IAS 12 introduce a further exception from the initial
recognition exemption. Under the amendments, an entity does not apply the
initial recognition exemption for transactions that give rise to equal taxable and
deductible temporary differences. Depending on the applicable tax law, equal
taxable and deductible temporary differences may arise on initial recognition
of an asset and liability in a transaction that is not a business combination and
affects neither accounting profit nor taxable profit.

Following the amendments to IAS 12, an entity is required to recognise the related
deferred tax asset and liability, with the recognition of any deferred tax asset
being subject to the recoverability criteria in 1AS 12.

The Company does not apply deferred tax method.

Amendments to IAS
12 Income Taxes—
International Tax
Reform—Pillar Two
Model Rules

The IASB amends the scope of IAS 12 to clarify that the Standard applies to income
taxes arising from tax law enacted or substantively enacted to implement the Pillar
Two model rules published by the OECD, including tax law that implements
qualified domestic minimum top-up taxes described in those rules.

The amendments introduce a temporary exception to the accounting
requirements for deferred taxes in 1AS 12, so that an entity would neither
recognise nor disclose information about deferred tax assets and liabilities related
to Pillar Two income taxes.

Following the amendments, the Company is required to disclose that it has applied
the exception and to disclose separately its current tax expense (income) related
to Pillar Two income taxes.

The Company does not apply deferred tax method.

Amendments to IAS
8 Accounting
Policies, Changes in
Accounting
Estimates and
Errors—Definition of
Accounting
Estimates

The Company has adopted the amendments to IAS 8 for the first time in the
current year. The amendments replace the definition of a change in accounting
estimates with a definition of accounting estimates. Under the new definition,
accounting estimates are “monetary amounts in financial statements that are
subject to measurement uncertainty”. The definition of a change in accounting
estimates was deleted.

At the date of authorisation of these financial statements, the Company has not applied the
following new and revised IFRS Accounting Standards that have been issued but are not yet
effective and in some cases, had not yet been adopted by the relevant body:

Amendments to IFRS 10 and IAS 28

Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture

Amendments to IAS 1 Classification of Liabilities as Current or Non-current

Amendments to IAS 1 Non-current Liabilities with Covenants

Amendments to IAS 7 and IFRS 7 Supplier Finance Arrangements

Amendments to IFRS 16

Lease Liability in a Sale and Leaseback

The directors do not expect that the adoption of the Standards listed above will have a material
impact on the financial statements of the Company in future periods, except if indicated below.
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Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 Investments in Associates
and Joint Ventures—Sale or Contribution of Assets between an Investor and its Associate or Joint
Venture

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

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

The directors of the Company anticipate that the application of these amendments may have an
impact on the financial statements in future periods should such transactions arise.

Amendments to IAS 1 Presentation of Financial Statements—Classification of Liabilities as Current
or Non-current

The amendments to IAS 1 published in January 2020 affect only the presentation of liabilities as
current or non-current in the statement of financial position and not the amount or timing of
recognition of any asset, liability, income or expenses, or the information disclosed about those
items.

The amendments clarify that the classification of liabilities as current or non-current is based on
rights that are in existence at the end of the reporting period, specify that classification is
unaffected by expectations about whether an entity will exercise its right to defer settlement of a
liability, explain that rights are in existence if covenants are complied with at the end of the
reporting period, and introduce a definition of ‘settlement’ to make clear that settlement refers to
the transfer to the counterparty of cash, equity instruments, other assets or services.

The amendments are applied retrospectively for annual periods beginning on or after 1 January
2024, with early application permitted. The IASB has aligned the effective date with the 2022
amendments to IAS 1. If an entity applies the 2020 amendments for an earlier period, it is also
required to apply the 2022 amendments early.

The directors of the Company anticipate that the application of these amendments may have an
impact on the financial statements in future periods.

Amendments to IAS 1 Presentation of Financial Statements—Non-current Liabilities with
Covenants

The amendments specify that only covenants that an entity is required to comply with on or before
the end of the reporting period affect the entity’s right to defer settlement of a liability for at least
twelve months after the reporting date (and therefore must be considered in assessing the
classification of the liability as current or noncurrent). Such covenants affect whether the right
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exists at the end of the reporting period, even if compliance with the covenant is assessed only
after the reporting date (e.g. a covenant based on the entity’s financial position at the reporting
date that is assessed for compliance only after the reporting date).

The IASB also specifies that the right to defer settlement of a liability for at least twelve months
after the reporting date is not affected if an entity only has to comply with a covenant after the
reporting period. However, if the entity’s right to defer settlement of a liability is subject to the
entity complying with covenants within twelve months after the reporting period, an entity
discloses information that enables users of financial statements to understand the risk of the
liabilities becoming repayable within twelve months after the reporting period. This would include
information about the covenants (including the nature of the covenants and when the entity is
required to comply with them), the carrying amount of related liabilities and facts and
circumstances, if any, that indicate that the entity may have difficulties complying with the
covenants.

The amendments are applied retrospectively for annual reporting periods beginning on or after 1
January 2024. Earlier application of the amendments is permitted. If an entity applies the
amendments for an earlier period, it is also required to apply the 2020 amendments early.

The directors of the Company anticipate that the application of these amendments may have an
impact on the Company’s financial statements in future periods.

Amendments to IAS 7 Statement of Cash Flows and IFRS 7 Financial Instruments: Disclosures—
Supplier Finance Arrangements

The amendments add a disclosure objective to IAS 7 stating that an entity is required to disclose
information about its supplier finance arrangements that enables users of financial statements to
assess the effects of those arrangements on the entity’s liabilities and cash flows. In addition, IFRS 7
was amended to add supplier finance arrangements as an example within the requirements to
disclose information about an entity’s exposure to concentration of liquidity risk.

The term ‘supplier finance arrangements’ is not defined. Instead, the amendments describe the
characteristics of an arrangement for which an entity would be required to provide the information.

To meet the disclosure objective, an entity will be required to disclose in aggregate for its supplier
finance arrangements:

e The terms and conditions of the arrangements

e The carrying amount, and associated line items presented in the entity’s statement of
financial position, of the liabilities that are part of the arrangements

e The carrying amount, and associated line items for which the suppliers have already
received payment from the finance providers

e Ranges of payment due dates for both those financial liabilities that are part of a supplier
finance arrangement and comparable trade payables that are not part of a supplier finance
arrangement

e Liquidity risk information

The amendments, which contain specific transition reliefs for the first annual reporting period in

which an entity applies the amendments, are applicable for annual reporting periods beginning on
or after 1 January 2024. Earlier application is permitted
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Amendments to IFRS 16 Leases - Lease Liability in a Sale and Leaseback

The amendments to IFRS 16 add subsequent measurement requirements for sale and leaseback
transactions that satisfy the requirements in IFRS 15 to be accounted for as a sale. The
amendments require the seller-lessee to determine ‘lease payments’ or ‘revised lease payments’
such that the seller-lessee does not recognise a gain or loss that relates to the right of use retained
by the seller-lessee, after the commencement date.

The amendments do not affect the gain or loss recognised by the seller-lessee relating to the partial
or full termination of a lease. Without these new requirements, a seller-lessee may have recognised
a gain on the right of use it retains solely because of a remeasurement of the lease liability (for
example, following a lease modification or change in the lease term) applying the general
requirements in IFRS 16. This could have been particularly the case in a leaseback that includes
variable lease payments that do not depend on an index or rate.

As part of the amendments, the IASB amended an Illustrative Example in IFRS 16 and added a new
example to illustrate the subsequent measurement of a right-of-use asset and lease liability in a
sale and leaseback transaction with variable lease payments that do not depend on an index or
rate. The illustrative examples also clarify that the liability, that arises from a sale and leaseback
transaction that qualifies as a sale applying IFRS 15, is a lease liability.

The amendments are effective for annual reporting periods beginning on or after 1 January 2024.
Earlier application is permitted. If a seller-lessee applies the amendments for an earlier period, it is
required to disclose that fact.

A seller-lessee applies the amendments retrospectively in accordance with IAS 8 to sale and
leaseback transactions entered into after the date of initial application, which is defined as the
beginning of the annual reporting period in which the entity first applied IFRS 16.

3. MATERIAL ACCOUNTING POLICY INFORMATION

Basis of preparation. These financial statements have been prepared in accordance with
International Financial Reporting Standards (“IFRS”) issued by the International Accounting
Standards Board (“IASB”) and Interpretations issued by the International Financial Reporting
Interpretations Committee (“IFRIC").

The financial statements have been prepared on the historical cost basis. Historical cost is generally
based on the fair value of the consideration given in exchange for assets.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date, regardless of whether
that price is directly observable or estimated using another valuation technique. In estimating the
fair value of an asset or a liability, the Company takes into account the characteristics of the asset
or liability if market participants would take those characteristics into account when pricing the
asset or liability at the measurement date. Fair value for measurement and/or disclosure purposes
in these financial statements is determined on such a basis, except for share-based payment
transactions that are within the scope of IFRS 2, leasing transactions that are within the scope of
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IFRS 16, and measurements that have some similarities to fair value but are not fair value, such as
net realisable value in IAS 2 or value in use in IAS 36.

In addition, for financial reporting purposes, fair value measurements are categorised into level 1,

2 or 3 based on the degree to which the inputs to the fair value measurements are observable and
the significance of the inputs to the fair value measurement in its entirety, which are described as

follows:

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

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

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

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

Functional currency. Items included in the financial statements are measured using the currency of
the primary of the economic environment in which the entity operates (“the functional currency”).
All values are rounded to the nearest thousand Lari, except when otherwise indicated.

Offsetting. Financial assets and financial liabilities are offset and the net amount reported in the
statement of financial position only when there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or to realise the assets and
settle the liability simultaneously. Income and expense is not offset in the statement of profit or
loss unless required or permitted by any accounting standard or interpretation, and as specifically
disclosed in the accounting policies of the Company.

The principal accounting policies are set out below.

Revenue. Revenue is recognized to the extent that it is probable that the economic benefits will
flow to the Company and the revenue can be reliably measured, regardless of when the payment is
received. Revenue is measured based on the consideration to which the Company expects to be
entitled in a contract with a customer and excludes amounts collected on behalf of third parties.
The Company recognises revenue when it transfers control of a product or service to a customer.
The Company assesses its revenue arrangements against specific criteria in order to determine if it
is acting as principal or agent.

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

Contract liabilities. Contract liabilities represent the advances received from the customers, for
which the goods are not delivered in the period less than 1 year.
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In determining the transaction price, a promised amount of consideration is adjusted for the effects
of the time value of money if the timing of payments agreed to by the parties to the contract
provides the customer or the entity with a significant benefit of financing the transfer of goods to
the customer. In such circumstances, the contract contains a significant financing component which
may exist irrespective of whether the promise of financing is stated explicitly in the contract or
implied by the payment terms agreed to by the parties to the contract.

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

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

31/12/2023 31/12/2022
GEL/USD 2.6894 2.7020
GEL/EUR 2.9753 2.8844

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

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

Distributed profits;

Expenses incurred or other payments not related to economic activities;

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

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

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

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

Due to the changed concept of taxation the term taxable base of assets and liabilities loses its

economic meaning and deferred tax liabilities and assets as defined in IAS 12-Income Taxes, are not
applicable under new corporate taxation model.
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Property, plant and equipment (“PPE”). Property, plant and equipment are stated at deemed cost,
less accumulated depreciation and allowance for impairment, where required.

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

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

Depreciation. Depreciation on property, plant and equipment is calculated using the diminishing
balance method to allocate their cost to their residual values over their estimated useful lives.

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

Depreciation rates

Buildings and structures 2-5%
Machinery and equipment 6-10%
Other PPE 15-20%

The residual value of an asset is the estimated amount that the Company would currently obtain
from disposal of the asset less the estimated costs of disposal, if the asset were already of the age
and in the condition expected at the end of its useful life.

An item of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset.

Investment property - Investment properties are properties held to earn rentals and/or for capital
appreciation (including property under construction for such purposes). Investment properties are
measured initially at cost, including transaction costs. Subsequent to initial recognition, investment
properties are carried at its historical cost less any accumulated depreciation and accumulated
impairment losses.

Depreciation of investment property is charged so as to write off the depreciable amount over the
useful life of an asset and is calculated using a straight line method. Depreciation rate
of the building and structures of the Company’s investment property is 2%-5%.

An investment property is derecognised upon disposal or when the investment property is
permanently withdrawn from use and no future economic benefits are expected from the disposal.
Any gain or loss arising on derecognition of the property (calculated as the difference between the
net disposal proceeds and the carrying amount of the asset) is included in profit or loss in the
period in which the property is derecognised.

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

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

Inventories. Inventories are stated at the lower of cost and net realizable value. Cost is calculated
using weighted average method. Net realizable value is determined as the estimated selling price
less all estimated costs of completion and costs necessary to make the sale.

Long-term inventory consists of spare parts and maintenance consumables, which are separate
items and are used in manufacturing process when needed.

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

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

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

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

Financial instruments. Financial assets and financial liabilities are recognised in the Company’s
statement of financial position when the Company becomes a party to the contractual provisions of
the instrument. Financial assets and financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition or issue of financial assets and
financial liabilities (other than financial assets and financial liabilities at fair value through profit or
loss) are added to or deducted from the fair value of the financial assets or financial liabilities, as
appropriate, on initial recognition. Transaction costs directly attributable to the acquisition of
financial assets or financial liabilities at fair value through profit or loss are recognised immediately
in profit or loss.

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

Classification of financial assets — All Financial assets of the company are classified, at initial
recognition, as subsequently measured at amortised cost. The classification of financial assets at
initial recognition depends on the financial asset’s contractual cash flow characteristics and the
Company’s business model for managing them. The Company measures financial assets at
amortised cost if both of the following conditions are met:
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° The financial asset is held within a business model with the objective to hold financial assets in
order to collect contractual cash flows, and

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

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

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

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

By default, all other financial assets are measured subsequently at fair value through profit or loss
(FVTPL).

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

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

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

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

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

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

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

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

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

Cash and cash equivalents. Cash and cash equivalents include cash in hand, deposits held at call
with banks due on demand or with original maturities of less than three months. Cash and cash
equivalents are carried at amortised cost using the effective interest method. Restricted balances
are excluded from cash and cash equivalents for the purposes of the cash flow

statement. Balances restricted from being exchanged or used to settle a liability for at least twelve
months after the reporting period are included in restricted cash.

Impairment of financial assets. The Company recognises an allowance for expected credit losses
(ECLs) for all of its financial assets at amortised cost. The Company applies a simplified approach in
calculating ECLs. Therefore, the Company does not track changes in credit risk, but instead
recognises a loss allowance based on lifetime ECLs at each reporting date. The Company has
individual approach towards significant customers and has established a provision matrix for
others. Both approaches are based on its historical credit loss experience, adjusted for forward-
looking factors specific to the debtors and the economic environment.

The Company considers a financial asset in default when contractual payments are past due.
However, in certain cases, the Company may also consider a financial asset to be in default when
internal or external information indicates that the Company is unlikely to receive the outstanding
contractual amounts in full before taking into account any credit enhancements held by the
Company. A financial asset is written off when there is no reasonable expectation of recovering the
contractual cash flows.

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

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

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

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

Financial liabilities and equity instruments

Classification as debt or equity

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

Equity instruments

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

Repurchase of the Company’s own equity instruments is recognized and deducted directly in
equity. No gain or loss is recognized in profit or loss on the purchase, sale, issue or cancellation of

the Company’s own equity instruments.

Financial liabilities

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

Derecognition of financial liabilities

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

A financial guarantee contract is a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payments when
due in accordance with the terms of a debt instrument.

Financial guarantee contract liabilities are measured initially at their fair values and, if not
designated as at FVTPL and do not arise from a transfer of an asset, are measured subsequently at
the higher of:

e The amount of the loss allowance determined in accordance with IFRS 9 (see financial assets
above);

e The amount recognised initially less, where appropriate, cumulative amortisation recognised in
accordance with the revenue recognition policies set out above.

When a liability is extinguished for no consideration in the transactions with the parties under

common control, the fair value of the liability extinguished should be recognised as capital

contribution in the statement of changes in equity.

For financial guarantee contracts, the date that the Company becomes a party to the irrevocable
commitment is considered to be the date of initial recognition for the purposes of assessing the
financial instrument for impairment. In assessing whether there has been a significant increase in
the credit risk since initial recognition of a financial guarantee contract, the Company considers the
changes in the risk that the specified debtor will default on the contract.

Dividends. Dividends are recognized in the equity as a reduction in the period in which they are
declared. Dividends that are declared after the reporting date are treated as a subsequent event
and disclosed accordingly. Transactions with shareholders in their capacity as shareholders are
recorded within equity.

Other Distribution. Distributions are recognised in equity when the Entity has irrevocably
committed to transfer cash or non-monetary assets to its Shareholder/Ultimate Shareholder free of
charge and the amount of the commitment can be reliably measured.

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

nominal value.

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

Prepayments to suppliers. Prepayments to suppliers are stated at their cost less an allowance for
irrecoverable amounts.
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4.

CRITICAL ACCOUNTING ESTIMATES, AND JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

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

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

Critical judgements in applying the Company’s accounting policies

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

Valuation of financial guarantee obligation - According to the IFRS 9, financial guarantee contract
is initially recognized at fair value and subsequently measured at higher of: a) the amount of loss
allowance for expected credit loss b) the amount initially recognized less cumulative amount of
income. The initial fair value of the guarantee was assessed in reference to the annual guarantee
fee estimate which would be paid by a third party in an arms-length transaction. Expected credit
loss is calculated at the end of each reporting period using 12-month probability of default (PD) of
the underlying debt instruments. Fair value less cumulated amount of recognized income exceeded
the expected credit loss as at 31 December 2023 and 31 December 2022 (Note 20).

Loss Given Default — Under guarantee agreement if borrower fails to cover loan, guarantors are
obliged to repay 100% of remaining loan balance, interest accruals, fines, commissions and all the
financial liabilities arised. Therefore company estimated LGD and EAD as 100%.

Probability Default — As guarantee (other related party) is not assessed by Moody’s or Fitch,
company decided to apply highest PD rate 25.03% and 8.37% (PD rates of corporate issuers rated
lowest — “Ca-C” by Moody’s Investors Service) in 2023 and 2022, respectively.

REVENUE

During the year ended 31 December 2023 and 2022 total revenue of the Company consisted of
sales of:

2023 2022
Sales of cigarettes 42,569 46,796
Rental income 97 91
TOTAL 42,666 46,887
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During the years ended 31 December 2023 and 2022, 94% and 92% of the Company’s sales,
respectively, were to related parties.

6. COST OF SALES

During the year ended 31 December 2023 and 2022, cost of goods sold of the Company consisted

of:

2023 2022
Direct Materials 24,131 22,968
Direct Labor 2,282 1,943
Depreciation 315 341
Other operating expenses 513 562
TOTAL 27,241 25,814

7. GENERAL AND ADMINISTRATIVE EXPENSES

During the years ended 31 December 2023 and 2022, general and administrative expenses of the
Company consisted of:

2023 2022
Payroll and related charges 3,572 3,506
Depreciation and amortization 331 320
Repair and maintenance 204 353
Tax expenses 204 200
Legal and consulting fees 91 76
Insurance expenses 34 44
Bank fee 20 34
Other expenses, net 111 111
TOTAL 4,567 4,644

8. FINANCE INCOME

During the year ended 31 December 2023 and 2022, finance income of the Company consisted of:

2023 2022
Interest income on financial guarantee 1,458 1,387
Interest income on issued loans 349 114
Interest income on cash 9 6
TOTAL 1,816 1,507
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9. OTHER INCOME AND OTHER EXPENSES

Other income

Contract liabilities write-off
Other non-operating income

TOTAL OTHER INCOME
Other expense
Inventories write-off, net

TOTAL OTHER EXPENSE

2023 2022
31 1,120

138 49

169 1,169

- 55

- 55

For the years ended 31 December 2023 and 2022 The management of the Company has decided to

write off the contract liabilities in amount of GEL 31 and GEL 1,120, which were outstanding and for

which no claims have been made for three years.
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10. PROPERTY, PLANT AND EQUIPMENT

Cost
As at 1 January 2022

Addition

Disposals

Transfers

As at 31 December 2022

Addition

Disposals

Transfers

As at 31 December 2023

Accumulated depreciation
As at 1 January 2022

Depreciation for the year
Eliminated on disposals
As at 31 December 2022

Depreciation for the year
Eliminated on disposals
As at 31 December 2023

Carrying value
As at 31 December 2023

As at 31 December 2022

The Company’s property, plant and equipment are pledged under the borrowed funds (Note 16) and issued guarantees agreement (Note 20).
PPE not yet in use consists of machinery and equipment, which needs additional installment in order to be ready for use.

Buildings and Machinery and
Land structures equipment PPE not yet in use Other PPE Total
3,209 12,250 6,310 3,503 470 25,742
- - - 51 3 54
- - - (13) - (13)
- - - (59) 59 -
3,209 12,250 6,310 3,482 532 25,783
- - - 146 82 228
- - - (43) - (43)
- - - (135) 135 -
3,209 12,250 6,310 3,450 749 25,968
- (950) (1,637) - (142) (2,729)
- (219) (341) - (83) (643)
- (1,169) (1,978) - (225) (3,372)
- (214) (315) - (97) (626)
- (1,383) (2,293) - (322) (3,998)
3,209 10,867 4,017 3,450 427 21,970
3,209 11,081 4,332 3,482 307 22,411
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11.

12,

INVESTMENT PROPERTY

Cost
As at 1 January 2022
As at 31 December 2022

As at 31 December 2023

Accumulated depreciation
As at 1 January 2022

Depreciation for the year
As at 31 December 2022

Depreciation for the year
As at 31 December 2023

Carrying value
As at 31 December 2023

As at 31 December 2022

Investment
Property

953
953

953

(99)

(32)
(131)

(32)
(163)

790
822

Investment property represents warehouse space which is rented to related party companies.

As of 31 December 2023 and 2022 the fair value of investment property approximates its cost.

The Company’s investment property is pledged under the borrowed funds (Note 16) and issued

guarantees agreement (Note 20).

ISSUED LOANS

As at 31 December 2023 and 2022 terms and conditions of outstanding issued loans were as

follows:

Issued loans to related
parties

Total borrowed funds:

Current
Non-current

31 December

Maturity 31 December 2023 2022
2026 1,852 1,402
1,852 1,402
1,852 1,402
1,852 1,402
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13. INVENTORY

At 31 December 2023 and 2022 inventory were as follows:

Raw materials
Work-in-process
Finished goods

Total Short-term inventory
Long-term inventory

TOTAL INVENTORY

31 December 2023

31 December 2022

10,704 12,173
158 128
2,254 1,805
13,116 14,106
2,602 2,567
15,718 16,673

Long-term inventory consists of spare parts and maintenance consumables, which are separate

items and are used in manufacturing process when needed.

Depreciation expense of GEL 12 and 14 are capitalized on short-term inventory as at 31 December

2023 and 2022, respectively.

The cost of inventories recognised as an expense during the years ended 31 December 2023 and
2022 in respect of continuing operations was GEL 24,152 and GEL 23,297, respectively.

14. TRADE AND OTHER RECEIVABLES

At 31 December 2023 and 2022 accounts receivable, net of allowance for irrecoverable amounts,

were as follows:

Trade receivables
Less: expected credit loss

TOTAL

31 December 2023

31 December 2022

11,584 11,202
(221) (136)
11,363 11,066

99% of trade receivables are related to Geodistribution LLC which represents entity under common

control as at 31 December 2023 and 2022.

Trade receivables include the amounts recognized as revenue, excise tax and value-added-tax

related to these sales.

The impairment recognised represents the difference between the carrying amount of these trade
receivables and the present value of the expected proceeds. The Company does not hold any

collateral over these balances.
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Analysis by aging of trade and other receivables is as follows:

- over 90
31 December 2023 -lessthan30 - 31to 90 days days
(GEL’'000) Not past due days overdue overdue overdue Total
Estimated total gross carrying
amount at default 11,192 83 36 273 11,584
Lifetime ECL (1) - (1) (219) (221)
ECL rate - - 3% 80% 2%
- over 90
31 December 2022 -lessthan30 - 31to 90 days days
(GEL’000) Not past due days overdue overdue overdue Total
Estimated total gross carrying
amount at default 10,997 70 - 135 11,202
Lifetime ECL (1) (7) - (128) (136)
ECL rate - 10% - 95% 1%

The Company always measures the loss allowance for trade and other receivables at an amount
equal to lifetime ECL. The expected credit losses on trade receivables are estimated using a past

default experience of the debtor and an analysis of the debtor’s current financial position, adjusted
for factors that are specific to the debtors, general economic conditions of the industry in which the

debtors operate and an assessment of both the current as well as the forecast direction of
conditions at the reporting date. The Company has recognised a loss allowance of 100 per cent

against all collectively assessed receivables over 90 days past due because historical experience has

indicated that these receivables are generally not recoverable. For some counterparties, which

were assessed individually, the Company has considered the projected cash flows and determined

the expected credit loss based on it.

The Company writes off a trade receivable when there is information indicating that the debtor is in

severe financial difficulty and there is no realistic prospect of recovery.

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

Expected credit loss

Balance as at 1 January 2022 3,327
Recovery of impairment losses, net (204)
Write off of previously provisioned balances (2,987)
Balance as at 31 December 2022 136
Impairment losses, net 85
Balance as at 31 December 2023 221

15. RETAINED EARNINGS

During the year 2023 and 2022, declared and paid dividends were GEL 8,010 and GEL 11,270,
respectively.

As of 31 December 2023 and 2022, retained earnings equal to GEL 39,569 and GEL 41,903,
respectively.
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16.

17.

BORROWED FUNDS
As at 31 December 2023 and 2022 terms and conditions of outstanding borrowed funds were as
follows:
31 December 31 December

Borrowed funds: ccYy Interest rate Maturity 2023 2022
Borrowings from local GEL
financial institutions 15%-15.75% 2022-2024 6,071 6,225
Borrowings from local USD
financial institutions 7.25%-8.50% 2024 3,927 3,945
Total borrowed funds: 9,998 10,170
Current 9,998 9,099
Non-current - 1,071

9,998 10,170
Movement of borrowings for the year ended 31 December 2023 and 2022 was as follows:

Movement

Borrowings as at 1 January 2022 7,049
Principal addition 118,483
Interest accrued 1,163
Principal paid (115,204)
Interest paid (1,163)
Foreign exchange gain, net (158)
Borrowings as at 31 December 2022 10,170
Principal addition 93,699
Interest accrued 1,061
Principal paid (93,853)
Interest paid (1,053)
Foreign exchange gain, net (26)
Borrowings as at 31 December 2023 9,998
CONTRACT LIABILITIES

Contract liabilities include advances received as at 31 December 2023 and 2022 all related to
product sales. The Company recognizes them as contract liability until the goods have been
delivered to the customer. According to the Georgian Civil Law, if the liabilities are outstanding for
three years and there have not been made any claims throughout the period, the liabilities can be
extinguished. The management has exercised the abovementioned right and decided to write off
the contract liabilities in amount of GEL 31 and GEL 1,120 (Note 9) for the year ended 31 December
2023 and 2022, respectively.

As at 31 December 2023 and 2022 advances received were GEL 953 and GEL 983, respectively.
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18.

19.

20.

TAXES PAYABLE OTHER THAN INCOME TAX
As at 31 December 2023 and 2022 prepaid taxes/ taxes payable other than income tax comprises of

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

TRADE AND OTHER PAYABLES

Trade and other payables as at 31 December 2023 and 2022 were as follows:

31 December 2023 31 December 2022

Payable to suppliers 2,867 2,826
Other Payables 13 11
TOTAL 2,880 2,837

FINANCIAL GUARANTEE OBLIGATION

On 9 June 2020, the Company along with Tobacco Holding LLC and Thilisi Tobacco JSC (entities
under common control of Smart Capital Production LLC) signed a guarantee agreement with
Commercial Bank. The subject of the agreement was to act as a guarantor for Other related party’s
two loans from Commercial Bank received on 27 July 2016 and 27 July 2016, respectively. Both
loans bear interest rate of 6% and maturity till 26 December 2026. Limit of guarantee for
Geodistribution LLC, Thilisi Tobacco JSC and Tobacco Holding LLC equals to GEL 91,440 (USD 34,000)
in total, although, as of 31 December 2023 and as of sign-off date, the amount, for which the
companies are acting as guarantors amounts GEL 31,552 (USD 11,732) and GEL 28,335 (USD
10,504), respectively.

The Company has not received any premium for the issued contracts, respectively, the fair value
was determined using a method that quantifies the economic benefit of the guarantee to the
holder. As of the inception of the guarantee contract the rate equaled to 2.5%, which resulted in
recognition of GEL 13,021 financial guarantee obligation in the statement of the financial position
of the Company.

In March, 2023 abovementioned loans and guarantee maturity were extended by two years. New
agreement met financial liability derecognition criteria according to IFRS 9. Respectively, previously
recognised financial guarantee obligation was derecognised and new balance was recognised in the
financial statements of the Company. The fair value at inception was determined using the same
method that quantifies the economic benefit of the guarantee to the holder and the rate equaled
to 3%.

The Company calculated amortized cost of new instrument as 31 December 2023 using discount
rate 9% which is market interest rate on loans issued in March 2023.
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21.

At the end of the reporting period, the management of the Company have assessed the past due
status of the debts under guarantee, the financial position of the debtors as well as the economic
outlook of the industries in which the debtors operate, and concluded that there has not been

a significant increase in the credit risk since initial recognition of the financial guarantee contract.
Accordingly, the loss allowance for financial guarantee contract issued by the Company is measured
at an amount equal to 12-month ECL rate for unrated companies published Moody’s credit agency.

There has been no change in the estimation techniques or significant assumptions made during
the current reporting period in assessing the loss allowance for these financial instruments.

In both years the amount of loss allowance is lower than the premium less cumulative amortisation,
therefore no loss allowance was recognised in profit or loss for the financial guarantee contract

The movement in the financial guarantee obligation during the year 2023 and 2022 was the
following:

GEL
As at 1 January 2022 10,805
Finance income (1,387)
Foreign exchange gain, net (1,639)
As at 31 December 2022 7,779
Derecognition (6,983)
Recognition 11,348
Finance income (1,458)
Foreign exchange gain, net (59)
As at 31 December 2023 10,627

FINANCIAL INSTRUMENTS

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

Financial assets carried at amortised cost. The estimated fair value of fixed interest rate
instruments is based on estimated future cash flows expected to be received discounted at current
interest rates for new instruments with similar credit risk and remaining maturity. Discount rates
used depend on credit risk of the counterparty. Carrying amounts of trade receivables and other
financial assets approximate fair values due to their short term maturities.

Liabilities carried at amortised cost. The estimated fair value of fixed interest rate instruments with
stated maturity was estimated based on expected cash flows discounted at current interest rates
for new instruments with similar credit risk and remaining maturity. Management of the Company
considers that the carrying amounts of financial liabilities recorded in the financial statements
approximate their fair values.
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The fair value of cash and cash equivalents was determined using level 1 measurement and the fair
value of other financial assets and liabilities were determined using level 3 measurement.

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

the optimization of the debt and equity balance.

Management of the Company reviews the capital structure on a regular basis. Based on the results
of this review, the Company takes steps to balance its overall capital structure through the payment
of dividends, new share issues as well as taking of new borrowed funds or redemption of existing

borrowed funds.

Major categories of financial instruments — The Company’s principal financial liabilities comprise
borrowed funds, trade and other payables and financial guarantee obligation. The main purpose of
these financial instruments is to raise finance for the Company’s operations. The Company has
various financial assets such as trade and other receivables, issued loans and cash and cash

equivalents.

Financial assets
Cash and cash equivalents
Trade and other receivables

Issued loans

Total financial assets

Financial liabilities
Borrowed Funds
Trade and other payables

Financial guarantee obligation

Total financial liabilities

31 December 2023

31 December 2022

141 53
11,363 11,066
1,852 1,402
13,356 12,521

31 December 2023

31 December 2022

9,998 10,170
2,880 2,837
10,627 7,779
23,505 20,786

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

risk, interest rate, credit and liquidity risks.

Geographical risk. The Company’s assets are mainly located in Georgia and its business plans are
critically dependent on the stability and rule of law in the country. Georgia continues to display
certain characteristics of an emerging market. As such, the Company is exposed to any
deterioration of the business or legal environment within the country.
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The geographical concentration of assets and liabilities is set out below:

Other 31 December
non-OECD OECD 2023
Georgia countries countries Total
FINANCIAL ASSETS
Cash and cash equivalents 141 ) ) 141
Trade and other receivables 10,900 463 - 11,363
Issued loans 1,852 - - 1,852
TOTAL FINANCIAL ASSETS 12,893 463 - 13,356
FINANCIAL LIABILITIES
. 9,998 - - 9,998
Borrowings
Trade and other payables 244 2,418 218 2,880
Financial guarantee obligation 10,627 - - 10,627
TOTAL FINANCIAL LIABILITIES 20,869 2,418 218 23,505
NET POSITION (7,976) (1,955) (218) (10,149)
Other 31 December
non-OECD OECD 2022
Georgia countries countries Total
FINANCIAL ASSETS
Cash and cash equivalents 53 - - 53
Trade and other receivables 11,066 - - 11,066
Issued loans 1,402 - - 1,402
TOTAL FINANCIAL ASSETS 12,521 - - 12,521
FINANCIAL LIABILITIES
Borrowings 10,170 - - 10,170
Trade and other payables 470 1,712 655 2,837
Financial guarantee obligation 7,779 - - 7,779
TOTAL FINANCIAL LIABILITIES 18,419 1,712 655 20,786
NET POSITION (5,898) (1,712) (655) (8,265)

Foreign currency risk — Currency risk is the risk that the financial results of the Company will be
adversely impacted by changes in exchange rates to which the Company is exposed. The Company
undertakes certain transactions denominated in foreign currencies. The Company does not use any

derivatives to manage foreign currency risk exposure.

As of 31 December 2023 and 2022 the Company had assets of GEL 463 and GEL 27 denominated in

foreign currency.
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As of 31 December 2023 and 2022 financial liabilities denominated in USD comprised of Trade and
other payables in amount of GEL 2,766 and GEL 2,143, respectively, financial guarantee obligation
in amount of GEL 10,627 and GEL 7,779, respectively, and borrowings in amount of GEL 3,928 and
GEL 3,945, respectively.

The table below details the Company’s sensitivity to strengthening/weakening of functional
currency against foreign currencies by 20% as at 31 December 2023 and 2022. The analysis was
applied to monetary items at the reporting date denominated in respective currencies.

As at 31 December 2023 USD impact
GEL/USD + 20% GEL/USD - 20%
(3,372) 3,372

Profit/(loss) before tax

As at 31 December 2022 USD impact
GEL/USD + 20% GEL/USD - 20%
Profit/(loss) before tax (2,768) 2,768

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

Limitations of sensitivity analysis

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

The sensitivity analysis do not take into consideration that the Company’s assets and liabilities are
actively managed. Additionally, the financial position of the Company may vary at the time that any
actual market movement occurs. For example, the Company’s financial risk management strategy
aims to manage the exposure to market fluctuations. As investment markets move past various
trigger levels, management actions could include selling investments, changing investment portfolio
allocation and taking other protective action. Consequently, the actual impact of a change in

the assumptions may not have any impact on the liabilities, whereas assets are held at market
value on the balance sheet. In these circumstances, the different measurement bases for liabilities
and assets may lead to volatility in equity.

Other limitations in the above sensitivity analyses include the use of hypothetical market
movements to demonstrate potential risk that only represent the Company’s view of possible near-
term market changes that cannot be predicted with any certainty; and the assumption that all
interest rates move in an identical fashion.

Credit risk. The Company is exposed to credit risk, which is the risk that a counterparty will not be
able to pay in full when due.
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The carrying amount of accounts receivable and the total of cash and cash equivalents represent
the maximum amount exposed to credit risk. Although collection of receivables could be influenced
by economic factors, management believes that there is no significant risk of loss to the Company
beyond the allowance already recorded.

The concentration of credit risk is high due to the fact, that the customer base is small and related.
As at 31 December 2023 and 2022, 99% of trade and other receivables are from related parties.
During 2023 and 2022 revenue generated from related parties represents 94% and 92% of total
sales.

In addition, the Company is exposed to credit risk in relation to financial guarantees given to the
other related party as described in Note 22. The Company’s maximum exposure in this respect is
the maximum amount the Company could have to pay if the guarantee is called on. As at 31
December 2023 and 2022, an amount of GEL 3,086 and GEL 4,309 has been estimated as a loss
allowance in accordance with IFRS 9, however, no loss allowance was recognised in profit or loss
because the fair value less cumulative amount recognised in profit or loss was higher than

the expected amount of loss allowance.

Liquidity risk. Liquidity risk is the risk that the Company will not be able to settle all liabilities as
they are due. The following tables detail the Company's remaining contractual maturity for its non-
derivative financial liabilities with agreed repayment periods as at 31 December 2023 and 2022.

The tables have been drawn up based on the undiscounted cash flows of financial liabilities based
on the earliest date on which the Company can be required to pay.

The amounts included in the following table for financial guarantee contracts are the maximum
amount the Company could be forced to settle under the arrangement for the full guaranteed
amount if that amount is claimed by the counterparty to the guarantee. Based on expectations

at the end of the reporting period, the Company considers that it is more likely than not that no
amount will be payable under the arrangement. However, this estimate is subject to change
depending on the probability of the counterparty claiming under the guarantee which is a function
of the likelihood that the financial receivables held by the counterparty which are guaranteed suffer
credit losses.

Less than 1 1-3 3 monthsto 1 Carrying
month months year 1+ years Total amount
31 December 2023
Trade and other payables 2,880 - - - 2,880 2,880
Borrowed funds 342 632 9,668 - 10,642 9,998
Financial guarantee obligation 621 1,243 5,591 29,980 37,435 10,627
3,843 1,875 15,259 29,980 50,957 23,505
Less than 1 1-3 3 monthsto 1 Carrying
month months year 1+ years Total amount
31 December 2022
Trade and other payables 2,837 - - - 2,837 2,837
Borrowed funds 261 1,757 7,993 1,290 11,301 10,170
Financial guarantee obligation 676 1,351 7,025 32,815 41,867 7,779
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3,774 3,108 15,018 34,105 56,005 19,715
22. RELATED PARTY TRANSACTIONS

Related parties include owners, affiliates and entities under common ownership and control with
the Company and members of key management personnel. Related parties may enter into
transactions which unrelated parties might not, and transactions between related parties may not
be effected on the same terms and conditions as transactions between unrelated parties.

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

As of 31 December 2023 and for the year ended 31 December 2023
Entities under common

Parent control Other Total

10,690 - 10,690
Trade and other receivables
Expected credit loss - (1) - (1)
Issued loans 962 - 890 1,852
Financial guarantee obligation - - 10,627 10,627
Revenue - 35,267 - 35,267
Finance Income 249 109 1,458 1,816
Foreign exchange gain - - 59 59

As of 31 December 2022 and for the year ended 31 December 2022
Entities under common

Parent

control Other Total
Trade and other receivables - 10,953 - 10,953
Expected credit loss - - - -
Issued loans 760 - 642 1,402
Financial guarantee obligation - - 7,779 7,779
Revenue - 42,509 - 42,509
Finance Income - 38 1,463 1,501
Foreign exchange gain - - 1,639 1,639

Compensation of key management personnel

The remuneration of key management personnel during the year 2023 and 2022 were short-term
benefits equal to GEL 1,566 and GEL 1,393, respectively.

23. CONTINGENCIES AND COMITMENTS

Financial Guarantees — On 9 June 2020, the Company along with Tobacco Holding LLC and Thilisi
Tobacco JSC (entities under common control of Smart Capital Production LLC) signed a guarantee
agreement with Commercial Bank. The subject of the agreement was to act as a guarantor for
Other related party’s two loans from Commercial Bank received on 27 July 2016 and 27 July 2016,
respectively. Both loans bear interest rate of 6% and maturity till 26 December 2026.

In March, 2023 abovementioned loans and guarantee maturity were extended by two years. New
agreement met financial liability derecognition criteria according to IFRS 9. Respectively, previously

36



TBILISI TOBACCO JSC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2023(CONTINUED)
(In thousands of Georgian Lari)

24,

recognised financial guarantee obligation was derecognised and new balance was recognised in the
financial statements of the Company.

Limit of guarantee for Geodistribution LLC, Thilisi Tobacco JSC and Tobacco Holding LLC equals to
GEL 91,440 (USD 34,000) in total, although, as of 31 December 2023 and as of sign-off date, the
amount, for which the companies are acting as guarantors amounts GEL 31,552 (USD 11,732) and
GEL 28,335 (USD 10,504), respectively.

Legal proceedings - In September 2020 a lawsuit has been commenced against the Company
regarding the violating the patent rights related to unfiltered tobacco and compensation of GEL
50,000 was requested. The litigation is active as of 31 December 2023 and 2022 and in subsequent
period. The management of the Company has performed the legal case analysis and concluded that
the outflow from abovementioned lawsuit is not probable.

Taxes — Georgian tax legislation in particular may give rise to varying interpretations and
amendments. In addition, as management’s interpretation of tax legislation may differ from that of
the tax authorities, transactions may be challenged by the tax authorities, and as a result the
Company may be assessed additional taxes, penalties and interest. The years 2021-2023 remains
open to review by the tax authorities.

Operating environment — Emerging markets such as Georgia are subject to different risks than more
developed markets; these include economic, political and social, and legal and legislative risks. Laws
and regulations affecting businesses in Georgia continue to evolve rapidly with tax and regulatory

frameworks subject to varying interpretations. The future direction of Georgia’s economy is heavily
influenced by the fiscal and monetary policies adopted by the government, together with
developments in the legal, regulatory, and political environment.

For the last few years Georgia has experienced a number of legislative changes, which have been
largely related to Georgia’s accession plan to the European Union. Whilst the legislative changes
implemented during 2016-2021 paved the way, more can be expected as Georgia’s action plan for
achieving accession to the European Union continues to develop.

On 21 February 2022, the President of Russia signed the executive orders on the recognition of the
Donetsk People’s Republic and the Lugansk People’s Republic. On 24 February 2022 Russia started
invasion of Ukraine, which escalated to full-scale war between the countries.

Subsequent to these events, the US, UK, EU and other countries announced an extension of sanctions
on certain Russian officials, businessmen and companies. These developments may result in reduced
access of the Russian businesses to international capital and export markets, weakening of the
Russian Ruble, decline in capitals markets and other negative economic consequences.

Management of the Company is monitoring developments in the economic and political situation
and taking measures it considers necessary in order to support the sustainability and development

of the Company’s business for the foreseeable future. However, the consequences of these events
and related future changes may have a significant impact on the Company’s operations.

EVENTS AFTER THE REPORTING PERIOD
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In 2024 the Company declared and paid dividends which amounted GEL 3,425.
In March 2024 maturity of borrowed funds in amount of GEL 8,927 was extended till May 2028.
25. APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the Management and authorized for issue on 23 July
2023.
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THE ENTITY’S BUSINESS DEVELOPMENT, PERFORMANCE AND POSITION

Thilisi Tobacco JSC is a leading manufacturer of tobacco products in Georgian market. The Company’s
most powerful brand Pirveli is one of the top three selling brands in Georgia.

The company is operating since 1998 and serves as one of the biggest domestic manufacturers of
tobacco products in Georgian market. Manufacturing facility of the Company is located in capital, Thilisi.
During the years of steady operations company gained the reputation of stable and reliable partner by
any means. Company contributes to the development of the national economy by employing local
professionals. The year 2011 saw the substitution in the executive management board after which
company business structure was converted from LTD to the Joint Stock Company.

The Company sells two types of products: Tobacco and Cigarettes.
Tobacco products

In the second half of 2019 excise tax increased significantly, which reduced the availability of cigarettes
and its overall market. This challenge was successfully responded by the Company, by producing packed
tobacco, which was first on the market. The Company offers tobacco of different quality and price. The
main tobacco products are described below:

Tobacco Pirveli — This product was launched in November 2019. It is represented in two labels, red and
blue and in two sizes of 50gr and 100gr. These tobaccos are distinguished for its unique taste and
available price. It serves as an example of the correlation between high quality and reasonable price.

Tobacco Rio - This product was launched in November 2019 and is represented in two sizes: 50gr and
100gr. Unique blend of Rio ensured its quick penetration into the Georgian market.

Tobacco American Gold - This product was launched in December 2019 and is represented in two sizes:
50gr and 100gr. American Gold with its competitive price and high quality tobacco gained significant
number of smokers from the very start of launching.

Tobacco British Royal - This product was launched in July 2020 and is represented in two sizes of50gr
and 100gr. British Royal is the highest quality tobacco, which gained popularity from the very start of
launching.

Cigarettes

Pirveli is the first Georgian cigarette brand. Owing to the high quality of the product and availability all
over the country it firmly established itself on the market and has large number of loyal smokers.

Cigarettes Pirveli Inter Red - Pirveli Inter represents one of the top selling brands on Georgian market.
Pirveli Inter is the first brand which was introduced to the customers by our company. Pirveli Inter is
represented by Pirveli Inter Red and Cigarettes Pirveli Inter Blue. These two labels differ according to
their consistence.

Cigarettes Pirveli Premium Blue - The Pirveli brand family was enlarged by introducing Pirveli Premium.
Basing on high quality tobacco and already established belief to the Pirveli brand, Pirveli Premium quickly
gained loyalty of the consumers and became one of the most successful brands in Georgian market.
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Cigarettes American Gold - In 2023 the company introduced American Gold, a high quality cigarettes
distinguished by such famous blends as Virginia, Oriental, Burley and others.

Electronic cigarettes - In 2022 due to the rapid rise in e-cigarette popularity, the company decided to
introduce a new product. For the users are who are generally trying to quit smoking.

With the distribution net spread all over the country, products of the Company are available in all regions
of Georgia. Distribution services are exclusively provided by Geodistribution LLC. Constant improvements
of the existing products and implementation of new brands corresponding to the demands of the
consumers are the integral parts of corporate management strategy.

The Company competes primarily on the basis of product quality, brand recognition, brand loyalty, taste
and retail price.

The Company’s strategy is to produce and sell high quality tobacco products to its customers. In order to
achieve its main goal, the Company imports top quality tobacco leaves from the leading suppliers
worldwide.

Key Financial and Non-Financial Indicators of the Company

(Amounts expressed in thousands of GEL)

In 2023 the Company recorded revenue of GEL 42,666 (2022: GEL 46,887). The gross profit margin
comprised 36% in 2023 (2022: 45%).

2023 2022
Revenue 42,666 46,887
Gross profit 15,425 21,073
Net profit 11,714 19,736
Gross profit (%) 36% 45%
Net profit (%) 27% 42%
Return on Assets 22% 37%
Current ratio 2.0 1.8

Information on the Company's acquisition of its own shares during the reporting period

The Company acquired no shares in 2023 or 2022.
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Overview of financial and non-financial risks of the company and appropriate mechanisms for risk
management

Risk management within the Company is carried out in relation to financial, operational and legal risks.
One of the components of financial risk is credit risk, which is the risk that a counterparty will not be able
to pay in full when due. Financial assets, which potentially subject the Company to credit risk, consist
principally of loans issued, trade receivables and cash and cash equivalents. The Company has
procedures in place to ensure that goods are supplied to customers with an appropriate credit history, or
alternative payment procedures are put in place otherwise (for example, advance payments). The
carrying amount of accounts receivable and the total of cash and cash equivalents represent the
maximum amount exposed to credit risk. Although collection of receivables could be influenced by
economic factors. The Management believes that there is no significant risk of loss to the Company other
than as a provision for impairment of financial assets.

Market risk. The Company takes on exposure to market risks. Market risks predominantly relate to the
prices of goods determined by the market forces and thus setting limits on the price that can be charged
to the customer. Despite the Company having certain influence over the setting of prices for the
Georgian Market, its power is limited by actions of competitors such as main importers of the tobacco
products and Georgian Tax Authorities imposing/increasing taxes on the tobacco products.

Management sets limits on the value of risk that may be accepted, which are monitored on a regular
basis. However, the use of this approach may not prevent losses beyond these limits in the event of
more significantly unfavorable market movements.

Price dumping risk. The Company is exposed to the price dumping risk from the competitor’s side, which
has negative impact on the sale of cigarettes. During 2023 there were suspicions about alleged dumping
of filter cigarettes imported from Azerbaijan and Armenia. Based on the statement of the Company, the
National Competition Agency started an investigation, however, due to changes in the cigarette market —
increased prices on the competitor’s products, both the proceedings were requested to be terminated
by the Company. Respectively, the management believes that the sales volume of cigarettes will return
to the previous mark.

Geographic risk. The Company's assets are located in Georgia. The country continues to display some
features of the emerging market. As such, the Company is exposed to risks of deteriorating business
environment in Georgia.

Currency risk. In relation to currency risk, the Management sets limits on the level of risk in the currency
and on the whole. Positions are monitored on a monthly basis.

Liquidity risk. Prudent liquidity risk management implies maintaining sufficient cash and the availability
of funding with an adequate amount of committed credit facilities.

The Company manages liquidity risk by maintaining access to the debt capital and by continuously
monitoring forecasted and actual cash flows. Cash flow forecasting is performed in the operating entities
of the Company and aggregated by Company finance. Company’s finance department monitors the
Company's liquidity requirements to ensure it has sufficient cash to meet operational needs while
maintaining sufficient headroom on its undrawn committed borrowing facilities at all times so that the
Company does not breach borrowing limits.
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Political risks. Unstable political environment could negatively impact the demand for products,
revenues and profitability. The management closely monitors the development of political environment,
to predict the potential development and make the necessary and adequate changes.

Consumption of tax-paid cigarettes continues to decline. This decline is due to multiple factors,
including increased taxes and pricing, governmental actions, the diminishing social acceptance of
smoking, continuing economic and geopolitical uncertainty. Cigarettes are subject to substantial taxes.
Significant increases in cigarette-related taxes have been proposed or enacted and are likely to continue
to be proposed or enacted in numerous jurisdictions. These tax increases may affect our profitability and
profitabilty of industry as well.

In May 2024, the tax regulations related to the tobacco was relieved and the excise was halved from GEL
60 to GEL 30. Respectively, the new tax implications are believed to have positive impact on the sales of
tobacco products and the management expects the significant increase in further sales.

FUTURE OUTLOOK

The Company plans to expand its portfolio by developing products customized for international markets.
These products are believed to increase market share and increase revenue.

On behalf of the Management:

llia Kantaria Tamaz Shengelaia
General Director Chief Financial Officer
23 July 2024 23 July 2024

Thilisi, Georgia Thilisi, Georgia
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Political risks. Unstable political environment could negatively impact the demand for products,
revenues and profitability. The management closely monitors the development of political environment,
to predict the potential development and make the necessary and adequate changes.

Consumption of tax-paid cigarettes continues to decline. This decline is due to multiple factors,
including increased taxes and pricing, governmental actions, the diminishing social acceptance of
smoking, continuing economic and geopolitical uncertainty. Cigarettes are subject to substantial taxes.
Significant increases in cigarette-related taxes have been proposed or enacted and are likely to continue
to be proposed or enacted in numerous jurisdictions. These tax increases may affect our profitability and
profitabilty of industry as well.

In May 2024, the tax regulations related to the tobacco was relieved and the excise was halved from GEL
60 to GEL 30. Respectively, the new tax implications are believed to have positive impact on the sales of
tobacco products and the management expects the significant increase in further sales.

FUTURE OUTLOOK

The Company plans to expand its portfolio by developing products customized for international markets.
These products are believed to increase market share and increase revenue.
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