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To the Owners and Management of Retail Group LLC

In our opinion, except for the possible effects of the matter described in the Basis for qualified opinion
section of our report, the financial statements (the ‘financial statements’) present fairly, in all material
respects, the financial position of Retail Group LLC (the ‘Company’) as at 31 December 2018, and its
financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standard for Small and Medium-sized Entities and with the requirements of the
Law of Georgia on Accounting, Reporting and Auditing,

What we have audited

The financial statements comprise:

e the statement of financial position as at 31 December 2018;

e the statement of profit or loss and other comprehensive income for the year then ended;
o the statement of changes in equity for the year then ended;

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

¢ the notes to the financial statements, which include summary of significant accounting policies.

We were appointed as auditors of the Company on 3 April 2019 and thus did not observe the counting
of the physical inventories for the year ended 31 December 2018. We were unable to satisfy ourselves
by alternative means concerning inventory quantities held at 31 December 2018 and were not able to
determine whether adjustments might have been necessary in respect of the profit for the year
reported in the statement of profit or loss and other comprehensive income and the net cash flows
from operating activities reported in the statement of cash flows.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report.

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

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for

Accountants’ Code of Ethics for Professional Accountants (IESBA Code). We have fulfilled our other
ethical responsibilities in accordance with the IESBA Code.

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

Our opinion on the financial statements does not cover the Management Report.

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

PricewaterhouseCoopers Georgia LLC; King David Business Center, 7th Jfloor, #12 M. Aleksidze Street, Thilisi 0171,
Georgiq, Tel: +995 (32) 250 80 50, www.pwec.com/ge
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In addition, we are required by the Law of Georgia on Accounting, Reporting and Auditing to express
an opinion whether certain parts of the Management Report comply with respective regulatory
normative acts and to consider whether the Management Report includes the information required by
the Law of Georgia on Accounting, Reporting and Auditing,

If, based on the work we have performed, we conclude that there is a material misstatement in the
Management Report, we are required to report that fact. As described in the Basis for qualified
opinion, section above, we were unable to observe the closing inventory count or perform alternative
procedures, and therefore unable to obtain sufficient appropriate audit evidence about inventory
existence. We are unable to conclude whether or not the other information is materially misstated with
respect to this matter.

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

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

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

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

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

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

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

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

o 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.

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

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

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

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.

Lasha Janelidze (Rgg—.-#S S-A-562091)

{
30 September 2019
Thilisi, Georgia ~___

pd

/
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Retail Group LLC
Statement of Financial Position

31 December

31 December

In thousands of Georgian Lari Note 2018 2017
ASSETS

Non-current assets

Property and equipment 5 14,343 84
Prepayments for property and equipment - 152
Goodwill 6 508 -
Other intangible assets 389 -
Total non-current assets 15,240 236
Current assets

Receivables from shareholders 2 1,559
Inventories 7 12,923 -
Trade and other receivables 8 6,031 1,339
Cash and cash equivalents 9 2,879 768
Total current assets 21,835 3,666
TOTAL ASSETS 37,075 3,902
EQUITY

Charter capital 10 15,543 4,090
Accumulated deficit (3,574) (220)
TOTAL EQUITY 11,969 3,870
LIABILITIES

Current liabilities

Borrowings 11 5,014 -
Trade and other payables 12 20,092 32
Total current liabilities 25,106 32
TOTAL LIABILITIES 25,106 32
TOTAL LIABILITIES AND EQUITY 37,075 3,902

Approved for issue and signed on behalf of Management Board 30 September 2019.

-

\'~ (
-

LashaChocheli -~ —
Director

O\
Giorgi Tabaghmelashvili

Finance Dirgctor

The accompanying notes on pages 5to16are a

n integral part of these financial statements.



Retail Group LLC
Statement of Profit or Loss and Other Comprehensive Income

In thousands of Georgian Lari Note 2018 2017
Revenue 13 69,372 -
Cost of sales (58,665) -
Gross profit 10,707 -
Other income 351 9
Distribution costs 14 (10,948) 21)
General and administrative expenses 15 (3,093) (9)
Operating loss {(2,983) (21)
Finance income 16 32 -
Finance costs 16 (403) (199)
Loss before income tax (3,354) (220)
Income tax expense - -
LOSS FOR THE YEAR (3,354) (220)
Other comprehensive income for the year - -
TOTAL COMPREHENSIVE LOSS FOR THE YEAR (3,354) (220)

The accompanying notes on pages 5 to 16 are an integral part of these financial statements.



Retail Group LLC
Statement of Changes in Equity

Charter Accumulated
In thousands of Georgian Lari capital deficit Total
Balance at 7 November 2017 (inception date) - - -
Loss for the year - (220) (220)
Total comprehensive loss for the year - (220} (220)
Increase in charter capital 4,090 - 4,090
Balance at 31 December 2017 4,090 (220) 3,870
Loss for the year - (3,354) (3,354)
Total comprehensive loss for the year - (3,354) (3,354)
Increase in charter capital 11,453 - 11,453
Balance at 31 December 2018 15,543 (3,574) 11,969

The accompanying notes on pages 5 to 16 are an integral part of these financial statements.



Retail Group LLC
Statement of Cash Flows

In thousands of Georgian Lari Note 2018 2017
Cash flows from operating activities
Loss before income tax (3,354) (220)
Adjustments for:
Depreciation and amortisation of property and equipment and

intangible assets 5 1,282 -
Write-off damaged and expired goods, and stock count differences 487 -
Finance income 16 (32) -
Finance costs 16 30 -
Foreign exchange translation differences 358 199
Operating cash flows before working capital changes (1,229) (21)
Increase in trade and other receivables (4,692) (1,339)
Increase in inventories (13,410) -
Increase in trade and other payables 19,951 32
Cash generated from/(used in) operations 620 (1,328)
Interest income received 32 -
Interest paid (16) -
Net cash from/(used in) operating activities 636 (1,328)
Cash flows from investing activities
Purchases of property and equipment (15,674) (236)
Acquisition of intangible assets (504) -
Net cash used in investing activities (16,178) (236)
Cash flows from financing activities
Proceeds from borrowings 5,000 -
Capital contributions from owners 10 12,637 2,332
Net cash from financing activities 17,637 2,332
Effect of exchange rate changes on cash and cash equivalents 16 -
Cash and cash equivalents at the beginning of the year 768 -
Cash and cash equivalents at the end of the year 9 2,879 768

The accompanying notes on pages 5 to 16 are an integral part of these financial statements.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

1 General Information

These financial statements have been prepared in accordance with International Financial Reporting
Standard for Small and Medium-sized Entities (“IFRS for SMEs") and with the requirements of the Law of
Georgia on Accounting, Reporting and Auditing for the year ended 31 December 2018 for Retail Group
LLC (the “Company”).

On 7 November 2017 the Company was registered as a Limited Liability Company (“LLC") by National
Agency of Public Registry with identification number: 436041659. The Company is incorporated as per
requirements of Georgian legislation and is domiciled in Georgia.

As of 31 December 2018 and 2017, the Company’s ownership structure was following:

31 December 2018 31 December 2017
Retail Investments LLC 60.00% -
Dolnay Consultants Limited 26.67% 42.86%
P/l Zurabi Khizanishvili 13.33% 21.43%
P/l Lasha Chocheli - 35.71%

As at 31 December 2018 and 2017 the Company did not have ultimate controlling party.

Principal activity. The Company's principal business activity is the operation of retail stores under brand-
name Magniti throughout Georgia. As of 31 December 2018, the Company had 117 stores. The major
assortment offered by the Company include but are not limited to food (perishable, non-perishable),
hygienic items and other.

Registered address and place of business. The Company’s registered address is Mtskheta region,
village Tserovani. The principal place of business, head office is located on E. Andronikashvili Street
#143, Thilisi, Georgia.

Presentation currency. These financial statements are presented in thousands of Georgian Lari
("GEL"), unless otherwise stated.

2 Operating Environment of the Company

The Company’s principal business activities are within Georgia. Emerging economies, such as Georgia's,
are subject to rapid change and are vulnerable to global market conditions and economic downturns. As a
consequence, operations in Georgia may be exposed to certain risks that are not typically associated with
those in developed markets. Nevertheless, over the last few years the Georgian government has
embarked in a number of civil, criminal, tax, administrative and commercial reforms that have positively
affected the overall investment climate of the country. Today Georgia has an international reputation as a
country with a favourable investment environment. Georgia continued to progress in the report “Doing
Business 2019” by the World Bank (WB) and International Financing Corporation (IFC), ranking as the
6th easiest country in the world to do business (out of 190), up by 3 steps compared to the previous year
rankings. The country improved its ranking in almost all categories, confirming its position as regional
leader and outperforming most of the EU economies. Georgia also boasts low corruption levels, a low tax

burden, and high transparency of its institutions according to the number of surveys by international
institutions.

GDP growth stood at 4.8% YoY growth in 2018 and 4.7% YoY growth in 2017, per initial estimates of
Geostat. Growth was broad based across different sectors of the economy and was mostly driven by
construction, trade and repairs, real estate, transport and communications sectors.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise stated.

Basis of preparation. The financial statements of the company have been prepared in accordance with
the “International Financial Reporting Standard for Small and Medium-sized Entities” (IFRS for SMEs)
and with the requirements of the Law of Georgia on Accounting, Reporting and Auditing.

The preparation of financial statements in conformity with IFRS for SMEs requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the process of
applying the Company's accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the financial statements are
disclosed in Note 4.

Presentation currency. All amounts in these financial statements are presented in thousands of
Georgian Lari ("GEL"), unless otherwise stated.

Foreign currency translation. The functional currency of the Company is the currency of the primary
economic environment in which the Company operates. The Company’s functional currency is the
national currency of Georgia, Georgian Lari (“GEL").

Non-monetary assets and liabilities denominated in foreign currencies that are stated at historical cost are
translated to GEL at the exchange rate ruling at the date of the transaction. Non-monetary assets and
liabilities denominated in foreign currencies that are stated at fair value are translated to GEL at the
exchange rates ruling at the dates the fair values were determined.

Monetary assets and liabilities denominated in foreign currencies at the end of the reporting period are
translated into Georgian Lari at the exchange rate prevailing at that date. Foreign currency transactions
are accounted for at the exchange rate prevailing at the date of the transaction. Gains and losses
resulting from the settlement of such transactions and from the franslation of monetary assets and
liabilities denominated in foreign currency are presented in the statement of comprehensive income within
‘other operating expense’; foreign currency from borrowings are presented in the statement of
comprehensive income within ‘finance income or costs’.

As at 31 December 2018, the official rate of exchange, as determined by the National Bank of Georgia,
was US Dollar (*USD") 1 = GEL 2.6766 and Euro (“EUR") 1 = GEL 3.0701 (31 December 2017: USD 1 =
GEL 2.5922 and EUR 1 = GEL 3.1044). At present, the Georgian Lari is not a freely convertible currency
outside of Georgia.

Cash and cash equivalents. Cash and cash equivalents include cash on hand, demand deposits and
other short-term highly liquid investments with original maturities of three months or less.

Trade and other receivables. Trade receivables are recognised initially at the transaction price. They
are subsequently measured at amortised cost using the effective interest method, less provision for
impairment. A provision for impairment of trade receivables is established when there is objective
evidence that the Company will not be able to collect all amounts due according to the original terms of
the receivables.

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

Prepayments. Prepayments are carried at cost less provision for impairment. A prepayment is classified
as non-current when the goods or services relating to the prepayment are expected to be obtained after
one year, or when the prepayment relates to an asset which will itself be classified as non-current upon
initial recognition. Prepayments to acquire assets are transferred to the carrying amount of the asset once
the Company has obtained control of the asset and it is probable that future economic benefits associated
with the asset will flow to the Company. Other prepayments are written off to profit or loss when the
goods or services relating to the prepayments are received.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies (Continued)

If there is an indication that the assets, goods or services relating to a prepayment will not be received,
the carrying value of the prepayment is written down accordingly and a corresponding impairment loss is
recognised in profit or loss.

Inventories. Inventories are stated at the lower of cost and estimated selling price less costs to sell. Cost
is determined using the first-in first-out (FIFO) method. At each reporting date, inventories are assessed
for impairment. If inventory is impaired, the carrying amount is reduced to its selling price less costs to
sell. The impairment loss is recognised immediately in profit or loss.

Property and equipment. Property and equipment are stated at historical cost less accumulated
depreciation and any accumulated impairment losses. Historical cost includes expenditure that is directly
attributable to bringing the asset to the location and condition necessary for it to be capable of operating
in the manner intended by management.

The Company adds to the carrying amount of an item of property and equipment the cost of replacing
parts of such an item when that cost is incurred if the replacement part is expected to provide incremental
future benefits to the Company. The carrying amount of the replaced part is derecognised. All other
repairs and maintenance are charged to profit or loss during the period in which they are incurred.

Land is not depreciated. Depreciation on other assets is charged so as to allocate the cost of assets less
their residual value over their estimated useful lives, using the straight-line method. The estimated useful
lives range as follows:

e Buildings 10-25 years
e Office equipment 3-5 years
* Vehicles 5-10 years
» Merchandising equipment 5-10 years
s Leasehold improvements 3-10 years

The assets' residual values, useful lives and depreciation methods are reviewed, and adjusted
prospectively if appropriate, if there is an indication of a significant change since the last reporting date.

An asset's carrying amount is written down immediately to its recoverable amount if the asset's carrying
amount is greater than its estimated recoverable amount,

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and
are recognised within ‘other gains/(losses) — net’ in the statement of comprehensive income.

Goodwill. Goodwill represents the excess of the cost of a business combination over the fair value of the
net identifiable assets acquired at the date of acquisition. Goodwill is carried at cost less accumulated
amortisation and accumulated impairment losses. Goodwill amortisation is calculated by applying the
straight-line method to its estimated useful life. The useful life of goodwill is determined as five years,
which is based on management’s best estimate. At each reporting date, the company assesses whether
there is any indication that goodwill might be impaired. If any such indication exists, the entity estimates
the recoverable amount of the asset. Impairment losses on goodwill are not reversed.

Goodwill is allocated to cash-generating units (CGUs) (or groups of CGUs) for the purpose of impairment
testing. The allocation is made to those CGUs or groups of CGUs that are expected to benefit from the
synergies of the business combination, irrespective of whether other assets or liabilities of the acquiree
are assigned to those units.

Other intangible assets. Separately acquired licences (including software) are shown at historical cost.
Licenses acquired in a business combination are recognised at fair value at the acquisition date, unless
fair value cannot be measured reliably without undue cost or effort. Licenses have a finite useful life and
are carried at cost less accumulated amortisation and any accumulated impairment losses. Amortisation

is calculated using the straight-line method to allocate the cost of licences over their estimated useful
lives.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies (Continued)

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and
bring to use the specific sofiware. These costs are amortised over their estimated useful lives of five to
seven years.

Impairment of non-financial assets other than inventories. Assets that are subject to depreciation or
amortisation are assessed, at each reporting date, to determine whether there is any indication that the
assets are impaired. Where there is any indication that an asset might be impaired, the carrying value of
the asset (or cash-generating unit to which the asset has been allocated) is tested for impairment. An
impairment loss is recognised for the amount by which the asset's carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset's (or CGU's) fair value less costs
to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash flows (CGUs). Non-financial assets other than
goodwill that suffered impairment are reviewed for possible reversal of the impairment at each reporting
date.

Borrowings. Borrowings are recognised initially at the transaction price (that is, the present value of cash
payable to the bank, including transaction costs). Borrowings are subsequently stated at amortised cost.
Interest expense is recognised on the basis of the effective interest method and is included in finance
costs.

Borrowings are classified as current liabilities, unless the company has an unconditional right to defer
settlement of the liability for at least 12 months after the reporting date.

Trade and other payables. Trade payables are recognised initially at the transaction price and
subsequently measured at amortised cost using the effective interest method.

Provisions. Provisions for legal claims are recognised when: the Company has a present legal or
constructive obligation as a result of past events; it is probable that a transfer of economic benefits will be
required to settle the obligation; and the amount can be reliably estimated.

Provisions are measured at the present value of the amount expected to be required fo settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and
the risks specific to the obligation. The increase in the provision due to passage of time is recognised as
interest expense.

Employee benefits. Wages, Salaries, paid annual leave and sick leave, bonuses, and non-monetary
benefits are accrued in the year in which the associated services are rendered by the employees of the
Company. The Company has no legal or constructive obligation to make pension or similar benefit
payments.

Charter capital. The amount of Company's initial charter capital is defined by the Company’s Charter.
The changes in the Company’s charter capital shall be made only based on the decision of the
Company’s owner.

Revenue recognition. Revenue comprises the fair value of the consideration received or receivable for
the sale of goods in the ordinary course of the company’s activities. Revenue is shown net of sales/value
added tax, returns, rebates and discounts.

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

Sales of goods — retail. The Company operates a chain of retail stores throughout Georgia. Sales of
goods are recognised when the Company sells a product to the customer, as control passes to the
customer on the day that the transaction takes place. Retail sales are usually in cash or by credit card.

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



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies (Continued)

Discount received from suppliers. Trade discounts, which include discounts granted by suppliers for
purchase of goods are firstly recognised as reduction to cost of inventory and when sold, reflected in cost
of sale.

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

On 13 May 2016 the Government of Georgia enacted the changes in the Tax Code of Georgia whereby
companies (other than banks, credit unions, insurance companies, microfinance organizations and pawn
shops) do not have to pay income tax on their profit earned since 1 January 2017, until that profit is
distributed or deemed distributed in a form of dividend.

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

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

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

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

Leases. Leases in which substantially all the risks and rewards of ownership are retained by the lessor
are classified as operating leases. Payments made under operating leases (net of any incentives
received from the lessor) are charged to profit or loss on a straight-line basis over the period of the lease.

Dividend distribution. Dividend distribution to the Company's owner is recognised as a liability in the
Company's financial statements in the period in which the dividends are approved by the Company's
owners.

Amendment of the financial statements after issue. Any changes to these financial statements after

issue require approval of the Company's management who authorised these financial statements for
issue.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

4 Information about key sources of estimation uncertainty and judgements

The Company makes estimates and assumptions that affect the amounts recognised in the financial
statements and the carrying amounts of assets and liabilities within the next financial year. Estimates and
judgements are continually evaluated and are based on management's experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
Management also makes certain judgements, apart from those involving estimations, in the process of
applying the accounting policies. Judgements that have the most significant effect on the amounts
recognised in the financial statements and estimates that can cause a significant adjustment to the
carrying amount of assets and liabilities within the next financial year include:

Useful lives of property, equipment and intangible assets. The estimation of the useful life of an item
of property and equipment is a matter of management judgement based upon experience with similar
assets. In determining the useful life of an asset, management considers the expected usage, estimated
technical obsolescence, physical wear and tear and the physical environment in which the asset is
operated. Changes in any of these conditions or estimates may result in adjustments for future
depreciation rates. Were the actual useful lives 10% different of Management's estimates, the impact on

depreciation for the year ended 31 December 2018 would be GEL 114 thousand (31 December 2017:
nill).

5 Property and Equipment

Movements in the carrying amount of property and equipment were as follows

Land and Merchandi Office Vehicles Leasehold Total
Buildings sing Equipment Improveme
In thousands of Georgian Lari Equipment nt
Cost at 7 November 2017 - - - - - -
Accumulated depreciation - - - - - -
Carrying amount at 7 November ) i} ) ) ) i}

2017
Additions - 57 22 - 5 84
Depreciation charge - - - - - -
Carrying amount at )

31 December 2017 57 2 - : &4
Cost at 31 December 2017 - 57 22 - 5 84
Accumulated depreciation - - - - - -
Carrying amount at

31 December 2017 - 57 22 - 5 84
Additions 47 4,719 3,824 653 4,341 13,584
Acquisitions through business

combinations 453 660 697 - - 1,810
Depreciation charge 37) (395) (467) (23) (213) (1,135)
Carrying amount at

31 December 2018 463 5,041 4,076 630 4,133 14,343
Cost at 31 December 2018 500 5,436 4,543 653 4,346 15,478
Accumulated depreciation (37) (395) (467) (23) (213) (1,135)
Carrying amount at

31 December 2018 463 5,041 4,076 630 4,133 14,343

At 31 December 2018 buildings and equipment carried at GEL 13,713 thousand (2017: nill) have been
pledged to third parties as collateral for borrowings. Refer to Note 17.
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6 Goodwill
In thousands of Georgian Lari Goodwill
Cost at 31 December 2017 -
Accumulated amortisation -
Carrying amount at 31 December 2017 -
Acquisitions through business combinations 635
Amortisation charge (127)
Carrying amount at 31 December 2018 508
Cost at 31 December 2018 635
Accumulated amortisation (127)
Carrying amount at 31 December 2018 508
7 Inventories
31 December 31 December
In thousands of Georgian Lari 2018 2017
Goods for resale 12,333 -
Packaging materials 535 -
Other inventory 55 -
Total inventories 12,923 -

Inventories of GEL 12,923 thousand (2017: nill) have been pledged as collateral for borrowings. Refer to
Note 17. The cost of inventories recognised as an expense during the period representing cost of sales

amounted to GEL 58,655 thousand (2017: nill).

8 Trade and Other Receivables

31 December 31 December
In thousands of Georgian Lari 2018 2017
Trade receivables 49 -
Receivable from suppliers 2,825 -
Total financial assets within trade and other receivables 2,874 -
Taxes prepaid and recoverable, other than income tax 1,860 16
Prepayments 1,170 1,323
Other receivables 127 -
Total trade and other receivables 6,031 1,339

Receivable from suppliers includes pre-defined percentage of discounts granted by suppleirs for

purchase of goods.
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9 Cash and Cash Equivalents

31 December 31 December

In thousands of Georgian Lari 2018 2017
Bank balances payable on demand 2,455 768
Cash on hand 326 -
Cash in transit 98 -
Total cash and cash equivalents 2,879 768

10  Charter Capital

Based on the resolution of the Company's owners and board minute dated 20 November 2017, charter
capital was defined as USD 1,500 thousand out of which cash contribution of GEL 2,332 thousand
(equivalent to USD 899 thousand) had been made during 2017. Based on the owner’s decision dated 18
January 2018, the Company’s charter capital was further increased by USD 4,500 thousand. Total cash
contributions made by the owners during 2018 year amounted GEL 12,637 thousand.

11  Borrowings

31 December 31 December

In thousands of Georgian Lari 2018 2017
Term loans 5,014 -
Total borrowings 5,014 -

The Company's borrowings are denominated in Georgian Lari. Bank borrowings mature until November
2019 and bear average interest rate of 10% annually (2017: nill). Bank borrowings are secured by the
fand and buildings and inventories of the Company (Note 5, 7).

12 Trade and Other Payables

31 December 31 December
In thousands of Georgian Lari 2018 2017
Trade payables 18,623 -
Liabilities for purchased property and equipment 108 -
Accrued liabilities and other creditors 968 29
Total financial payables within trade and other payables 19,699 29
Accrued employee benefit costs 393 3
Trade and other payables 20,092 32

13  Analysis of Revenue by Category

In thousands of Georgian Lari 2018 2017
Non-food 23,597 -
Food: non-perishable 23,269 -
Food: perishable 21,718 -
Other 788 -

Total revenue 69,372 -




Retail Group LLC
Notes to the Financial Statements — 31 December 2018

14 Distribution costs

In thousands of Georgian Lari 2018 2017
Payroll and related taxes 3,810 -
Operating lease expense for property and equipment 2,424 -
Utilities costs 1,491 -
Depreciation and amortisation expenses 1,216 1
Repairs and maintenance services 493 -
Supply expense 391 -
Fuel expenses 311 -
Advertising and promotion expenses 250 14
Bank charges 160 -
Storage and delivery expenses 93 -
Security services 70 -
Other distribution costs 249 6
Total distribution costs 10,948 21
15 General and administrative expenses
In thousands of Georgian Lari 2018 2017
Payroll and related taxes 2,147 5
Professional service fees 185 -
Telecommunications expenses 165 -
Operating lease expense for property and equipment 160 -
Repairs and maintenance services 75 -
Taxes other than on income 74 -
Depreciation and amortisation expenses 66 -
Business trip expenses 46 -
Office supplies expense 37 -
Utilities costs 30 -
Bank charges 27 1
Other general and administrative expenses 81 3
Total general and administrative expenses 3,093 9
16  Finance income and costs
In thousands of Georgian Lari 2018 2017
Interest income on financial assets measured at amortised cost 32 -
Finance income 32 -
Interest expense on financial liabilities measured at amortised cost (30) -
Net foreign exchange gains on financing activities (373) (199)
Finance costs (403) (199)
Net finance costs (371) (199)
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17  Contingencies and Commitments

Legal proceedings. From time to time and in the normal course of business, claims against the
Company may be received. On the basis of its own estimates and both internal and external professional
advice, management is of the opinion that no material losses will be incurred in respect of claims.

Tax legislation. The taxation system in Georgia is relatively new and is characterised by frequent
changes in legislation, official pronouncements and court decisions, which are often unclear, contradictory
and subject to varying interpretation by different tax authorities. Taxes are subject to review and
investigation by a number of government bodies, which have the authority to impose severe fines,
penalties and interest charges.

A tax year remains open for review by the tax authorities during the three subsequent calendar years,
however, under certain circumstances a tax year may remain open longer. These circumstances may
create tax risks in Georgia that are substantially more significant than in many other countries.

Operating lease commitments. The company leases various retail outiets and warehouses under non-
cancellable operating lease agreements. The lease terms are between five and 10 years. The majority of
lease agreements are renewable at the end of the lease period at market rate.

The future minimum lease payments under non-cancellable operating leases are as follows:

In thousands of Georgian Lari 2018 2017
Not later than 1 year 5,043 -
Later than 1 year and not iater than 5 years 19,655 -
Later than 5 years 14,824 -
Total operating lease commitments at 31 December 39,522 -

Assets pledged and restricted. At 31 December the Company has the following assets pledged as
collateral:

In thousands of Georgian Lari _Notes 2018 . 2017
Property and equipment 5 13,713 -
Inventories 7 12,923 -
Total assets pledged and restricted at 31 December 26,636 -

Environmental matters. The enforcement of environmental regulation in Georgia is evolving and the
enforcement posture of government authorities is continually being reconsidered. The Company
periodically evaluates its obligations under environmental regulations. As obligations are determined, they
are recognised immediately. Potential liabilities, which might arise as a result of changes in existing
regulations, civil litigation or legislation, cannot be estimated but could be material. In the current
enforcement climate under existing legislation, management believes that there are no significant
liabilities for environmental damage.

Compliance with covenants. The Company is subject to certain covenants related primarily to its
borrowings. Non-compliance with such covenants may result in negative consequences for the Company
including growth in the cost of borrowings and declaration of default. The Company was not in
compliance with covenants at 31 December 2018. Despite the fact that the Company had no waiver from
the Bank as at 31 December 2018, no negative consequences were noted from the Bank, the borrowing
is of short-term nature by its contractual term (Note 11).
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18 Business combinations

On 8 January 2018 the Company acquired property and equipment, other intangible assets and inventory
of Magniti LLC, other related party. Management accounted for the transaction as business combination
deriving from the fact that the Company purchased all the Magniti LLC’ assets and started operations in
the same locations in which company operated previously. Mostly all the employees have been
transferred to Retail Group LLC. The acquired operations will increase the Company’s penetration of its
chosen retail markets and is expected to improve profitability through the economies of scale.

The cost of the combination is made up as follows:

2018 2017
Purchase consideration:
- Cash paid 3,299 1,094
- Trade payable — settled during 2019 year 228 -
Total purchase consideration 3,527 1,004

The fair value of Magniti LLC's assets as of 8 January 2018 arising from the acquisition are as follows:

Fair value
Inventories 2,104
Property and equipment (Note 5) 1,810
Intangible assets other than goodwill 72
Fair value of assets acquired 3,986
Goodwill 635
Total purchase consideration 4,621

The goodwill is attributable to the workforce and business operations/processes.

19 Related party transactions

Parties are generally considered to be related if the parties are under common control or if one party has
the ability to control the other party or can exercise significant influence or joint control over the other
party in making financial and operational decisions. In considering each possible related party
relationship, attention is directed to the substance of the relationship, not merely the legal form.

The outstanding balances with related parties were as follows:

31 December 31 December
In thousands of Georgian Lari 2018 2017
Receivables from shareholders Other significant shareholders 2 1,559
Trade and other receivables Other significant shareholders 579 -
Trade and other receivables Other related parties 30 1,291
Trade and other receivables Key management personnel 19 -
Trade and other payables Other significant shareholders (1) -
Trade and other payables Other related parties (276) -

“Other significant shareholders” are those with the power to participate in the financial and operating
policy decisions of a group entity with which they transact, through controlling over 20% of the group
entity’s voting power, or otherwise.
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19  Related party transactions (Continued)

The income and expense items with related parties were as follows:

31 December 31 December

In thousands of Georgian Lari 2018 2017
Rebates received from suppliers Gther significant shareholders 846 -
Purchases of raw materials and consumables Other related parties (2,108) -
Purchase of property and equipment Other related parties (2,399) -
Purchase of intangible asset Other related parties (155) -
Storage and delivery expenses Other related parties (60) -

Key management compensation. Compensation paid to key management for the services in full time
executive management positions is made up of a contractual salaries and bonuses of GEL 355 thousand
(2017: nill).

20 Events after the Reporting Period

As of 31 August 2019 the Company had 193 supermarkets under operation, with additional 27 to be
opened by the end of the year.

In March 2019, the Company has obtained additional borrowing from the Bank in the total amount of GEL
10 million. The loan matures in September 2024 year and bear average interest rate of 10% annually.
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Retail Group LLC

Management Report 2018

1. The entity’s business development, performance and position

Retail Group LLC was established on 7th November 2017 and started supermarket chain operations under
brand-name Magniti from January 2018.

The Company’s mission has been developed in the following way: improvement of the quality of life in the
regions and introduction of more activeness.

The moto of the Company - Magniti in all regions of Georgia!
Magniti is multilateral, discount supermarket chain in Thbilisi and with the focus in the regions of Georgia.

Expansion of Magniti chain is planned in all the tightly populated settlements, towns and villages in
Georgia.

The supermarkets offer wide variety of assortment and brands to their customers. The strategy is following
to have necessary and desired goods available to customers on daily basis in all the stores, including

commodity goods, fresh goods, meal and pastry, as well as exclusive brands in non-perishable and non-
food segment.

The supermarkets chain is oriented in sharing simple and pleasant shopping experience with the customers
in regions.

The Company started operations at the beginning of 2018 with 22 supermarkets. As at 31 December 2018,
117 supermarkets have already been functioning under the brand name Magniti. As the result of significant

expansion, by the end of 2018 year, the Company held the leading position in the regional supermarkets
chain.

The Company growth was solely as a result of organic development, no purchase of other chains took place.
In 2018 the Company increased approximately five times, the financial source of which was the equity of
the founders. During 2018, on monthly basis, the company opened on average eight supermarkets.

The supermarket Magniti proposes the customers wide variety of commodity products. The general promise

of the Company to the customers is “Daily magnetic prices”, which supported Magniti in gaining its position
in the market.

Logistics — in 2018, the Company had two central warehouses throughout Georgia. In Thbilisi, which served
Eastern Georgia, and in Kutaisi - for Western Georgia. Nevertheless, transportation of 95% of the products
to the stores is being carried out by the distributors themselves.

From the very beginning, the Company’s strategy was to develop chain in the regions, and the indicated
strategy continues in 2019 as well. Outside Tbilisi, development of the supermarket chain was generally
caused due to the fact that demand has been identified from the population in the regions to purchase the
products in the organized retail trading chain, preserving hygiene norms and for affordable price.

Magniti is the brand, which delivers the modern living rhythm of the city to the region, creates the crossing
centers of attraction!
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Significant point to notes is that unemployment in the regions is much higher compared to Thilisi, unless
taking into account number of self-employed individuals. By opening supermarkets, Retail Group LLC
offered jobs in these regions and enabled the population to get employed.

The table below shows how the 117 supermarkets operated by the Company is spread over the regions of
Georgia, as well as other statistics:

Region Number of supermarkets | Share | Population | Unemployment

(thousands) | level
Mitskheta-Tianeti 14 12% 78.08 60%
Shida Kartli 20 17% 212.98 62%
Kvemo Kartli 13 11% 328.42 65%
Thilisi 7 6% 930.10 32%
Imereti 28 24% | 455.94 61%
Samtskhe-Javakheti 2 2% 132.40 71%
Samegrelo-Zemo Svaneti 20 17% 274.15 67%
Kakheti 12 10% | 252.54 72%
Guria 1 1% 96.68 70%
In total 117 100%

*Remark — information about the population and the unemployment level as given in the Table is taken

Jrom www.geostat.ge according to the standing as of 2018. The number of the population is given in
thousands, and the unemployment level according to the regions is given with admission that the number
of the self~employed is not considered among the employed.

Magniti, as the strong branch in the region, facilitates better living of the local population through creating
new opportunities from the point of view of employment, professional development and education. The
Company introduced modern living and novelties, such products, which had not been simply available to
them before; creates new infrastructure for experience of interesting shopping.

2. Entity’s future development plans;

In 2019 and afterwards, the Company will remain devoted to its general strategy, which means development
of the regional chain.

According to the standing as of 2019, new region - Adjara has been mastered additionally, and in August
2019, the number of the supermarkets of the Company reached 193.

Besides opening of the new supermarkets, the Company in 2019 and afterwards will be oriented to improve
the quality of the service, proposing more wide range of product assortment to the customers, as well as
standardization of the processes and merchandizing of the supermarkets.

General way of improvement the quality of service is the permanent training of the employees, permanent
care of their qualification and development of professional skills, which the Company will carry out with
the own expenses.

Proposing the optimal assortment to the population is one more important challenge for the Company.
Notwithstanding the fact that Retail Group LLC tries to offer the maximally low price, it is not the part of
its strategy to introduce the brands in limited amounts and to limit the choice of the customers.

Besides, in 2019 and afterwards, the Company intends to offer to the market various novelties and
marketing activities.

Page 3 of 6



3. Review of the research and development performed by the entity;

In 2018, the Company was not engaged in any research and development activities.

4. Information on the branches of an entity

The Company operates its supermarket chain throughout Georgia, in eight regions and in Thilisi.

The Company has similar concept in all the supermarkets through maintaining the same assortment across

all locations, with the common pricing policy and the same simultaneous promotions proposed to the
customers.

The average area of the supermarkets during the accounting year is 200 m2.

5. Key financial and non-financial indicators

General financial indicators (as 2018 was the first year of existence of the Company, there is no comparable
information provided):

1)
2)

3)
4)

5)

6)

7)

8)

The Company generated Gross profit of GEL 10.7 million, accordingly gross profit margin was
15.4%
100% of the Company’s revenue includes sale of the products to the end-customer directly from the
store. The figure amounted to GEL 69.4 million, excl. VAT, during the year.
74% of Other Income is revenue from rent (0.26 million GEL).
Except for the cost of goods sold, the largest expense is Distribution Cost, which makes 15% of the
total expenses and equals GEL 10.9 million in 2018.

a. Out of which the largest portion come on staff costs — GEL 3.8 million, and

b. Operating lease of the supermarkets, amounting to GEL 2.4 million.
As of 31 December 2018, the Company’s non-current assets amounted GEL 15.2 million. The
indicated capital investments, have been completely carried out in 2018 and served to opening of
new supermarkets throughout entire Georgia.
The balance of the inventory of the Company is GEL 12.9 million. These products are located in 117
supermarkets and two warehouses operated by the Company.
The Company also has the receivables, which are the amounts of the retro-bonuses to be received
from suppliers. The amount of the indicated asset as of 31 December 2018 was GEL 2.8 million. To
note, the Company has accounts payable towards the same suppliers as of the period end which
equals GEL 18.6 million.
In 2018 year, the Company used the credit line of JSC TBC Bank in the amount of GEL 5 million.
The indicated credit line has 1-year maturity, though from the point of view of its content, it is the
long-term credit, as upon expiration it shall be replaced with the analogue terms and conditions.

General non-financial indicator

1)

2)
3)

4)

5)

In the end of 2018, the Company had 1,700 employees, and as of August 2019, the number of the
employees equaled to 3,000 people.

The proportion of employees as at 31 December 2018 was 74% - women, and 26% - men.

Number of the employees according to the regions are distributed approximately with the same
proportion, as the number of the supermarkets are dispersed.

The Company had two employees in 2017, in 2018 the Company hired on average 140 people per
month.

The strategy of Retail Group LLC is not to make capital investments (in real estate), rather to focus
on development of the supermarkets chain. Therefore, out of 117 supermarkets, only two are in
ownership of the Company - remaining are rented.
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6. Detailed information on the acquisition of its own shares

This information is irrelevant for the Company.

7. Additional explanations of amounts given in the annual financial statements

The financial standing of the Company is stable, which is expressed as follows:

1)

2)

3)
4)

100% of the liabilities of the Company is denominated in national currency;

The Company was one of the first, who entered in the regions, where there was no organized retail
trading. Therefore, the Company has loyal customers, as much as it is possible in this sector;
Awareness of the brand is rather high in the regions, where the Supermarket Magniti operates;
Retail Group LLC is not depended on debtors and there payments due to the nature of the business.
The company itself has the liabilities towards the absolute majority of its debtors. These liabilities
always exceeds the account receivables.

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

1)

2)

3)

4)

The Company has no credit risk as 99% of its revenue comes for the end-customer with the
condition of immediate payment.

Liquidity risk might incur when there is significant gap in assets and liabilities. This is not observed
in the financial position as at 31 December 2018, as total equity is 79% of the long-term assets of
the Company. The current liabilities of the Company includes GEL 5 million short-term loan from
JSC TBC Bank, which is issued for one year term, though preconditioned with annual renovation.
This liability due to its contents is long-term, though contracted for 1 year and will be
extended/substituted at the end of its maturity.

For the market risk, we can consider fluctuation of the exchange rate and devaluation of GEL
towards the foreign currency. Though due to the fact that 100% of the liabilities of the Company is
denominated in GEL, purchase as well as revenue is carried out in the national currency, there are
no such risks verified for the Company. Of course, in case of devaluation of the national currency
towards the foreign currency, the price of the imported products in GEL will increase and in such
case, Retail Group LLC will have to reflect this increase in the sales prices. Other competitors will
be in the same situation and will not give anyone competitive advantage.

Cash-Flow risk — such risk generally incurs in the events, when the Company directs the short-term
monetary resources untended for the working capital, into purchase of the long-term assets,
therefore there is the risk that the company does not have enough money to pay short-term
liabilities. The management of the Company has ownership over the processes and makes decisions
to prevent cash-flow risks. As we can see from the Balance Sheet, the capital expenditures of 2018
are made with the equity of the founders.

Major risks and uncertainties, enterprise goal and policy with respect to financial risk
management

The sector in which Retail Group is involved, is characterized with several specific risks.

One of the most important among them is the risk of competition. Due to the fact that:

a)

The retail trading sector is not characterized with the high barriers created for entering into the

market for the new players. Factually everyone can enter the sector, who have the relevant financial
resources and will find relevant personnel;
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b) Customers of the retail sector are not characterized with loyalty. They are flexible towards various
factors and compared to the customers of other sectors, they are easily to be won over by the
competitors;

¢) According to the data as of 2018, the competition at the market is extremely high. The competitors
maximally try to obtain the market share and to open as many supermarkets as possible.

One of the most significant risks might be considered active campaigns of the competitors and losing market
share by Retail Group LLC. Though the Company permanently tries to study and to respond immediately
to the new needs of customers, to propose novelties to the latter, to improve and to turn the assortment
optimal, to increase the quality of the service. As the result of the above activities, the Company will manage
to respond timely on active campaigns of the competitors.

One more issue, which should be indicated while talking on this topic, is that as at 31 December 2018 only
30-35% of the retail sector of Georgia is counted for the organized retail trading. The fact outlines to room
for existing supermarket chains to be developed even more and to increase the market share on the expense
of the non-organized retail trading,

For the retail trading as well as all the other sectors, economic and political risks are rather important. In
the instable environment from economic and political points of view, none of the businesses might develop
and could not have any financially sustainable standing, among them, that is so for the companies acting in
the sector of the retail trading. Therefore, this part is very important and attention-worth, while analyzing
these risks. The management of the Company permanently observes economic and political environment
in the country and if necessary, the relevant decisions will be made to prevent subsequent risks.

Besides, it shall be indicated that the Company generally trades with the commodity, on which the unstable
environment, compared with other sectors, will have the latest impact and the least negative.

The risk of damage, loss, stealing and spoiling of the material valuables is one more significant risk for this
sector, as the objects are widespread throughout Georgia, which complicates the process of taking care of
the material valuables and increases the expenses significantly.

In order to ensure this risk, the Company has created strong and mobile monitoring department, which is
maximally involved into periodic counting and control process of the material valuables.

As it is obvious from the outcomes of the accounting year, the Company in 2018 had high increase rate, and
the same rate will be maintained in 2019 as well. It is known that the quick increase is accompanied by
several problems, such as weakening of attention of the management towards the current operational
issues, logistics problems, inefficient allocation of the expenses, etc. The management has to pay proper
attention to the indicated issue.

SN \\1\3«
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Director Finance Director
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Independent Auditor’s Report

To the Owners and Management of Retail Group LLC

Our qualified opinion

In our opinion, except for the possible effects of the matter described in the Basis for qualified opinion
section of our report, the financial statements (the ‘financial statements’) present fairly, in all material
respects, the financial position of Retail Group LLC (the ‘Company’) as at 31 December 2018, and its
financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standard for Small and Medium-sized Entities and with the requirements of the
Law of Georgia on Accounting, Reporting and Auditing.

What we have audited

The financial statements comprise:

e the statement of financial position as at 31 December 2018;

e the statement of profit or loss and other comprehensive income for the year then ended;
o the statement of changes in equity for the year then ended;

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

o the notes to the financial statements, which include summary of significant accounting policies.

Basis for qualified opinion

We were appointed as auditors of the Company on 3 April 2019 and thus did not observe the counting
of the physical inventories for the year ended 31 December 2018. We were unable to satisfy ourselves
by alternative means concerning inventory quantities held at 31 December 2018 and were not able to
determine whether adjustments might have been necessary in respect of the profit for the year
reported in the statement of profit or loss and other comprehensive income and the net cash flows
from operating activities reported in the statement of cash flows.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report.

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

Independence

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

Other information

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

Our opinion on the financial statements does not cover the Management Report.

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

E PricewaterhouseCoopers Georgia LLC; King David Business Center, 7th floor, #12 M. Aleksidze Street, Tbilisi 0171,
Georgia, Tel: +995 (32) 250 80 50, www.pwec.com/ge



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

If, based on the work we have performed, we conclude that there is a material misstatement in the
Management Report, we are required to report that fact. As described in the Basis for qualified
opinion, section above, we were unable to observe the closing inventory count or perform alternative
procedures, and therefore unable to obtain sufficient appropriate audit evidence about inventory
existence. We are unable to conclude whether or not the other information is materially misstated with
respect to this matter.

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

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

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

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

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

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

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

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

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

o 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.

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

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

e 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.

For and on behalf of PricewaterhouseCoopers Georgia LLC (Reg.# SARAS-F-775813)

Lasha Janelidze (Reg.#SARAS-A-562091)

30 September 2019
Thilisi, Georgia
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Retail Group LLC
Statement of Financial Position

31 December

31 December

In thousands of Georgian Lari Note 2018 2017
ASSETS

Non-current assets

Property and equipment 5 14,343 84
Prepayments for property and equipment - 152
Goodwill 6 508 -
Other intangible assets 389 -
Total non-current assets 15,240 236
Current assets

Receivables from shareholders 2 1,559
Inventories 7 12,923 -
Trade and other receivables 8 6,031 1,339
Cash and cash equivalents 9 2,879 768
Total current assets 21,835 3,666
TOTAL ASSETS 37,075 3,902
EQUITY

Charter capital 10 15,543 4,090
Accumulated deficit (3,574) (220)
TOTAL EQUITY 11,969 3,870
LIABILITIES

Current liabilities

Borrowings 11 5,014 -
Trade and other payables 12 20,092 32
Total current liabilities 25,106 32
TOTAL LIABILITIES 25,106 32
TOTAL LIABILITIES AND EQUITY 37,075 3,902

Approved for issue and signed on behalf of Management Board 30 September 2019.

Lasha Chocheli
Director

Giorgi Tabakhmelashvili
Finance Director

The accompanying notes on pages 5 to 16 are an integral part of these financial statements.



Retail Group LLC
Statement of Profit or Loss and Other Comprehensive Income

In thousands of Georgian Lari Note 2018 2017
Revenue 13 69,372 -
Cost of sales (58,665) -
Gross profit 10,707 -
Other income 351 9
Distribution costs 14 (10,948) (21)
General and administrative expenses 15 (3,093) (9)
Operating loss (2,983) (21)
Finance income 16 32 -
Finance costs 16 (403) (199)
Loss before income tax (3,354) (220)
Income tax expense - -
LOSS FOR THE YEAR (3,354) (220)
Other comprehensive income for the year - -
TOTAL COMPREHENSIVE LOSS FOR THE YEAR (3,354) (220)

The accompanying notes on pages 5 to 16 are an integral part of these financial statements.



Retail Group LLC
Statement of Changes in Equity

Charter Accumulated
In thousands of Georgian Lari capital deficit Total
Balance at 7 November 2017 (inception date) - - -
Loss for the year - (220) (220)
Total comprehensive loss for the year - (220) (220)
Increase in charter capital 4,090 - 4,090
Balance at 31 December 2017 4,090 (220) 3,870
Loss for the year - (3,354) (3,354)
Total comprehensive loss for the year - (3,354) (3,354)
Increase in charter capital 11,453 - 11,453
Balance at 31 December 2018 15,543 (3,574) 11,969

The accompanying notes on pages 5 to 16 are an integral part of these financial statements.



Retail Group LLC
Statement of Cash Flows

In thousands of Georgian Lari Note 2018 2017
Cash flows from operating activities
Loss before income tax (3,354) (220)
Adjustments for:
Depreciation and amortisation of property and equipment and

intangible assets 5 1,282 -
Write-off damaged and expired goods, and stock count differences 487 -
Finance income 16 (32) -
Finance costs 16 30 -
Foreign exchange translation differences 358 199
Operating cash flows before working capital changes (1,229) (21)
Increase in trade and other receivables (4,692) (1,339)
Increase in inventories (13,410) -
Increase in trade and other payables 19,951 32
Cash generated from/(used in) operations 620 (1,328)
Interest income received 32 -
Interest paid (16) -
Net cash from/(used in) operating activities 636 (1,328)
Cash flows from investing activities
Purchases of property and equipment (15,674) (236)
Acquisition of intangible assets (504) -
Net cash used in investing activities (16,178) (236)
Cash flows from financing activities
Proceeds from borrowings 5,000 -
Capital contributions from owners 10 12,637 2,332
Net cash from financing activities 17,637 2,332
Effect of exchange rate changes on cash and cash equivalents 16 -
Cash and cash equivalents at the beginning of the year 768 -
Cash and cash equivalents at the end of the year 9 2,879 768

The accompanying notes on pages 5 to 16 are an integral part of these financial statements.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

1 General Information

These financial statements have been prepared in accordance with International Financial Reporting
Standard for Small and Medium-sized Entities (“IFRS for SMEs”) and with the requirements of the Law of
Georgia on Accounting, Reporting and Auditing for the year ended 31 December 2018 for Retail Group
LLC (the “Company”).

On 7 November 2017 the Company was registered as a Limited Liability Company (“LLC”) by National
Agency of Public Registry with identification number: 436041659. The Company is incorporated as per
requirements of Georgian legislation and is domiciled in Georgia.

As of 31 December 2018 and 2017, the Company’s ownership structure was following:

31 December 2018 31 December 2017
Retail Investments LLC 60.00% -
Dolnay Consultants Limited 26.67% 42.86%
P/l Zurabi Khizanishvili 13.33% 21.43%
P/l Lasha Chocheli - 35.71%

As at 31 December 2018 and 2017 the Company did not have ultimate controlling party.

Principal activity. The Company’s principal business activity is the operation of retail stores under brand-
name Magniti throughout Georgia. As of 31 December 2018, the Company had 117 stores. The major
assortment offered by the Company include but are not limited to food (perishable, non-perishable),
hygienic items and other.

Registered address and place of business. The Company’s registered address is Mtskheta region,
village Tserovani. The principal place of business, head office is located on E. Andronikashvili Street
#143, Thilisi, Georgia.

Presentation currency. These financial statements are presented in thousands of Georgian Lari
("GEL"), unless otherwise stated.

2 Operating Environment of the Company

The Company’s principal business activities are within Georgia. Emerging economies, such as Georgia’s,
are subject to rapid change and are vulnerable to global market conditions and economic downturns. As a
consequence, operations in Georgia may be exposed to certain risks that are not typically associated with
those in developed markets. Nevertheless, over the last few years the Georgian government has
embarked in a number of civil, criminal, tax, administrative and commercial reforms that have positively
affected the overall investment climate of the country. Today Georgia has an international reputation as a
country with a favourable investment environment. Georgia continued to progress in the report “Doing
Business 2019” by the World Bank (WB) and International Financing Corporation (IFC), ranking as the
6th easiest country in the world to do business (out of 190), up by 3 steps compared to the previous year
rankings. The country improved its ranking in almost all categories, confirming its position as regional
leader and outperforming most of the EU economies. Georgia also boasts low corruption levels, a low tax
burden, and high transparency of its institutions according to the number of surveys by international
institutions.

GDP growth stood at 4.8% YoY growth in 2018 and 4.7% YoY growth in 2017, per initial estimates of
Geostat. Growth was broad based across different sectors of the economy and was mostly driven by
construction, trade and repairs, real estate, transport and communications sectors.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise stated.

Basis of preparation. The financial statements of the company have been prepared in accordance with
the “International Financial Reporting Standard for Small and Medium-sized Entities” (IFRS for SMEs)
and with the requirements of the Law of Georgia on Accounting, Reporting and Auditing.

The preparation of financial statements in conformity with IFRS for SMEs requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the process of
applying the Company’s accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the financial statements are
disclosed in Note 4.

Presentation currency. All amounts in these financial statements are presented in thousands of
Georgian Lari ("GEL"), unless otherwise stated.

Foreign currency translation. The functional currency of the Company is the currency of the primary
economic environment in which the Company operates. The Company’s functional currency is the
national currency of Georgia, Georgian Lari (“GEL”").

Non-monetary assets and liabilities denominated in foreign currencies that are stated at historical cost are
translated to GEL at the exchange rate ruling at the date of the transaction. Non-monetary assets and
liabilities denominated in foreign currencies that are stated at fair value are translated to GEL at the
exchange rates ruling at the dates the fair values were determined.

Monetary assets and liabilities denominated in foreign currencies at the end of the reporting period are
translated into Georgian Lari at the exchange rate prevailing at that date. Foreign currency transactions
are accounted for at the exchange rate prevailing at the date of the transaction. Gains and losses
resulting from the settlement of such transactions and from the translation of monetary assets and
liabilities denominated in foreign currency are presented in the statement of comprehensive income within
‘other operating expense’; foreign currency from borrowings are presented in the statement of
comprehensive income within ‘finance income or costs’.

As at 31 December 2018, the official rate of exchange, as determined by the National Bank of Georgia,
was US Dollar (‘USD”) 1 = GEL 2.6766 and Euro (“EUR”) 1 = GEL 3.0701 (31 December 2017: USD 1 =
GEL 2.5922 and EUR 1 = GEL 3.1044). At present, the Georgian Lari is not a freely convertible currency
outside of Georgia.

Cash and cash equivalents. Cash and cash equivalents include cash on hand, demand deposits and
other short-term highly liquid investments with original maturities of three months or less.

Trade and other receivables. Trade receivables are recognised initially at the transaction price. They
are subsequently measured at amortised cost using the effective interest method, less provision for
impairment. A provision for impairment of trade receivables is established when there is objective
evidence that the Company will not be able to collect all amounts due according to the original terms of
the receivables.

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

Prepayments. Prepayments are carried at cost less provision for impairment. A prepayment is classified
as non-current when the goods or services relating to the prepayment are expected to be obtained after
one year, or when the prepayment relates to an asset which will itself be classified as non-current upon
initial recognition. Prepayments to acquire assets are transferred to the carrying amount of the asset once
the Company has obtained control of the asset and it is probable that future economic benefits associated
with the asset will flow to the Company. Other prepayments are written off to profit or loss when the
goods or services relating to the prepayments are received.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies (Continued)

If there is an indication that the assets, goods or services relating to a prepayment will not be received,
the carrying value of the prepayment is written down accordingly and a corresponding impairment loss is
recognised in profit or loss.

Inventories. Inventories are stated at the lower of cost and estimated selling price less costs to sell. Cost
is determined using the first-in first-out (FIFO) method. At each reporting date, inventories are assessed
for impairment. If inventory is impaired, the carrying amount is reduced to its selling price less costs to
sell. The impairment loss is recognised immediately in profit or loss.

Property and equipment. Property and equipment are stated at historical cost less accumulated
depreciation and any accumulated impairment losses. Historical cost includes expenditure that is directly
attributable to bringing the asset to the location and condition necessary for it to be capable of operating
in the manner intended by management.

The Company adds to the carrying amount of an item of property and equipment the cost of replacing
parts of such an item when that cost is incurred if the replacement part is expected to provide incremental
future benefits to the Company. The carrying amount of the replaced part is derecognised. All other
repairs and maintenance are charged to profit or loss during the period in which they are incurred.

Land is not depreciated. Depreciation on other assets is charged so as to allocate the cost of assets less
their residual value over their estimated useful lives, using the straight-line method. The estimated useful
lives range as follows:

e  Buildings 10-25 years
e  Office equipment 3-5 years
e Vehicles 5-10 years
¢ Merchandising equipment 5-10 years
e Leasehold improvements 3-10 years

The assets' residual values, useful lives and depreciation methods are reviewed, and adjusted
prospectively if appropriate, if there is an indication of a significant change since the last reporting date.

An asset's carrying amount is written down immediately to its recoverable amount if the asset's carrying
amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and
are recognised within ‘other gains/(losses) — net’ in the statement of comprehensive income.

Goodwill. Goodwill represents the excess of the cost of a business combination over the fair value of the
net identifiable assets acquired at the date of acquisition. Goodwill is carried at cost less accumulated
amortisation and accumulated impairment losses. Goodwill amortisation is calculated by applying the
straight-line method to its estimated useful life. The useful life of goodwill is determined as five years,
which is based on management’s best estimate. At each reporting date, the company assesses whether
there is any indication that goodwill might be impaired. If any such indication exists, the entity estimates
the recoverable amount of the asset. Impairment losses on goodwill are not reversed.

Goodwill is allocated to cash-generating units (CGUs) (or groups of CGUs) for the purpose of impairment
testing. The allocation is made to those CGUs or groups of CGUs that are expected to benefit from the
synergies of the business combination, irrespective of whether other assets or liabilities of the acquiree
are assigned to those units.

Other intangible assets. Separately acquired licences (including software) are shown at historical cost.
Licenses acquired in a business combination are recognised at fair value at the acquisition date, unless
fair value cannot be measured reliably without undue cost or effort. Licenses have a finite useful life and
are carried at cost less accumulated amortisation and any accumulated impairment losses. Amortisation
is calculated using the straight-line method to allocate the cost of licences over their estimated useful
lives.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies (Continued)

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and
bring to use the specific software. These costs are amortised over their estimated useful lives of five to
seven years.

Impairment of non-financial assets other than inventories. Assets that are subject to depreciation or
amortisation are assessed, at each reporting date, to determine whether there is any indication that the
assets are impaired. Where there is any indication that an asset might be impaired, the carrying value of
the asset (or cash-generating unit to which the asset has been allocated) is tested for impairment. An
impairment loss is recognised for the amount by which the asset's carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset's (or CGU's) fair value less costs
to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash flows (CGUs). Non-financial assets other than
goodwill that suffered impairment are reviewed for possible reversal of the impairment at each reporting
date.

Borrowings. Borrowings are recognised initially at the transaction price (that is, the present value of cash
payable to the bank, including transaction costs). Borrowings are subsequently stated at amortised cost.
Interest expense is recognised on the basis of the effective interest method and is included in finance
costs.

Borrowings are classified as current liabilities, unless the company has an unconditional right to defer
settlement of the liability for at least 12 months after the reporting date.

Trade and other payables. Trade payables are recognised initially at the transaction price and
subsequently measured at amortised cost using the effective interest method.

Provisions. Provisions for legal claims are recognised when: the Company has a present legal or
constructive obligation as a result of past events; it is probable that a transfer of economic benefits will be
required to settle the obligation; and the amount can be reliably estimated.

Provisions are measured at the present value of the amount expected to be required to settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and
the risks specific to the obligation. The increase in the provision due to passage of time is recognised as
interest expense.

Employee benefits. Wages, Salaries, paid annual leave and sick leave, bonuses, and non-monetary
benefits are accrued in the year in which the associated services are rendered by the employees of the
Company. The Company has no legal or constructive obligation to make pension or similar benefit
payments.

Charter capital. The amount of Company’s initial charter capital is defined by the Company’s Charter.
The changes in the Company’s charter capital shall be made only based on the decision of the
Company’s owner.

Revenue recognition. Revenue comprises the fair value of the consideration received or receivable for
the sale of goods in the ordinary course of the company’s activities. Revenue is shown net of sales/value
added tax, returns, rebates and discounts.

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

Sales of goods — retail. The Company operates a chain of retail stores throughout Georgia. Sales of
goods are recognised when the Company sells a product to the customer, as control passes to the
customer on the day that the transaction takes place. Retail sales are usually in cash or by credit card.

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



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

3 Significant Accounting Policies (Continued)

Discount received from suppliers. Trade discounts, which include discounts granted by suppliers for
purchase of goods are firstly recognised as reduction to cost of inventory and when sold, reflected in cost
of sale.

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

On 13 May 2016 the Government of Georgia enacted the changes in the Tax Code of Georgia whereby
companies (other than banks, credit unions, insurance companies, microfinance organizations and pawn
shops) do not have to pay income tax on their profit earned since 1 January 2017, until that profit is
distributed or deemed distributed in a form of dividend.

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

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

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

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

Leases. Leases in which substantially all the risks and rewards of ownership are retained by the lessor
are classified as operating leases. Payments made under operating leases (net of any incentives
received from the lessor) are charged to profit or loss on a straight-line basis over the period of the lease.

Dividend distribution. Dividend distribution to the Company's owner is recognised as a liability in the
Company's financial statements in the period in which the dividends are approved by the Company's
owners.

Amendment of the financial statements after issue. Any changes to these financial statements after
issue require approval of the Company’s management who authorised these financial statements for
issue.



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

4 Information about key sources of estimation uncertainty and judgements

The Company makes estimates and assumptions that affect the amounts recognised in the financial
statements and the carrying amounts of assets and liabilities within the next financial year. Estimates and
judgements are continually evaluated and are based on management’s experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
Management also makes certain judgements, apart from those involving estimations, in the process of
applying the accounting policies. Judgements that have the most significant effect on the amounts
recognised in the financial statements and estimates that can cause a significant adjustment to the
carrying amount of assets and liabilities within the next financial year include:

Useful lives of property, equipment and intangible assets. The estimation of the useful life of an item
of property and equipment is a matter of management judgement based upon experience with similar
assets. In determining the useful life of an asset, management considers the expected usage, estimated
technical obsolescence, physical wear and tear and the physical environment in which the asset is
operated. Changes in any of these conditions or estimates may result in adjustments for future
depreciation rates. Were the actual useful lives 10% different of Management’s estimates, the impact on
depreciation for the year ended 31 December 2018 would be GEL 114 thousand (31 December 2017:
nill).

5 Property and Equipment

Movements in the carrying amount of property and equipment were as follows:

Land and Merchandi Office Vehicles Leasehold Total
Buildings sing Equipment Improveme

In thousands of Georgian Lari Equipment nt
Cost at 7 November 2017 - - - - - -
Accumulated depreciation - - - - - -
Carrying amount at 7 November i} } ) i} } )

2017
Additions - 57 22 - 5 84
Depreciation charge - - - - - -
Carrying amount at

31 December 2017 - 57 2 - 5 84
Cost at 31 December 2017 - 57 22 - 5 84
Accumulated depreciation - - - - - -
Carrying amount at

31 December 2017 - S7 2 - 5 84
Additions 47 4,719 3,824 653 4,341 13,584
Acquisitions through business

combinations 453 660 697 - - 1,810
Depreciation charge (37) (395) (467) (23) (213) (1,135)
Carrying amount at

31 December 2018 463 5,041 4,076 630 4,133 14,343
Cost at 31 December 2018 500 5,436 4,543 653 4,346 15,478
Accumulated depreciation (37) (395) (467) (23) (213) (1,135)
Carrying amount at 463 5,041 4,076 630 4,133 14,343

31 December 2018

At 31 December 2018 buildings and equipment carried at GEL 13,713 thousand (2017: nill) have been
pledged to third parties as collateral for borrowings. Refer to Note 17.

10



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

6 Goodwill
In thousands of Georgian Lari Goodwill
Cost at 31 December 2017 -
Accumulated amortisation -
Carrying amount at 31 December 2017 -
Acquisitions through business combinations 635
Amortisation charge (127)
Carrying amount at 31 December 2018 508
Cost at 31 December 2018 635
Accumulated amortisation (127)
Carrying amount at 31 December 2018 508
7 Inventories
31 December 31 December
In thousands of Georgian Lari 2018 2017
Goods for resale 12,333 -
Packaging materials 535 -
Other inventory 55 -
Total inventories 12,923 -

Inventories of GEL 12,923 thousand (2017: nill) have been pledged as collateral for borrowings. Refer to
Note 17. The cost of inventories recognised as an expense during the period representing cost of sales

amounted to GEL 58,655 thousand (2017: nill).

8 Trade and Other Receivables

31 December 31 December
In thousands of Georgian Lari 2018 2017
Trade receivables 49 -
Receivable from suppliers 2,825 -
Total financial assets within trade and other receivables 2,874 -
Taxes prepaid and recoverable, other than income tax 1,860 16
Prepayments 1,170 1,323
Other receivables 127 -
Total trade and other receivables 6,031 1,339

Receivable from suppliers includes pre-defined percentage of discounts granted by suppleirs for

purchase of goods.

11



Retail Group LLC
Notes to the Financial Statements — 31 December 2018

9 Cash and Cash Equivalents

31 December

31 December

In thousands of Georgian Lari 2018 2017
Bank balances payable on demand 2,455 768
Cash on hand 326 -
Cash in transit 98 -
Total cash and cash equivalents 2,879 768

10  Charter Capital

Based on the resolution of the Company’s owners and board minute dated 20 November 2017, charter
capital was defined as USD 1,500 thousand out of which cash contribution of GEL 2,332 thousand
(equivalent to USD 899 thousand) had been made during 2017. Based on the owner’s decision dated 18
January 2018, the Company’s charter capital was further increased by USD 4,500 thousand. Total cash
contributions made by the owners during 2018 year amounted GEL 12,637 thousand.

1 Borrowings

31 December

31 December

In thousands of Georgian Lari 2018 2017
Term loans 5,014 -
5,014 -

Total borrowings

The Company’s borrowings are denominated in Georgian Lari. Bank borrowings mature until November
2019 and bear average interest rate of 10% annually (2017: nill). Bank borrowings are secured by the

land and buildings and inventories of the Company (Note 5, 7).

12  Trade and Other Payables

31 December

31 December

In thousands of Georgian Lari 2018 2017
Trade payables 18,623 -
Liabilities for purchased property and equipment 108 -
Accrued liabilities and other creditors 968 29
Total financial payables within trade and other payables 19,699 29
Accrued employee benefit costs 393 3
Trade and other payables 20,092 32
13  Analysis of Revenue by Category
In thousands of Georgian Lari 2018 2017
Non-food 23,597 -
Food: non-perishable 23,269 -
Food: perishable 21,718 -
Other 788 -
Total revenue 69,372 -
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Retail Group LLC
Notes to the Financial Statements — 31 December 2018

14 Distribution costs

In thousands of Georgian Lari 2018 2017
Payroll and related taxes 3,810 -
Operating lease expense for property and equipment 2,424 -
Utilities costs 1,491 -
Depreciation and amortisation expenses 1,216 1
Repairs and maintenance services 493 -
Supply expense 391 -
Fuel expenses 311 -
Advertising and promotion expenses 250 14
Bank charges 150 -
Storage and delivery expenses 93 -
Security services 70 -
Other distribution costs 249 6
Total distribution costs 10,948 21
15 General and administrative expenses
In thousands of Georgian Lari 2018 2017
Payroll and related taxes 2,147 5
Professional service fees 185 -
Telecommunications expenses 165 -
Operating lease expense for property and equipment 160 -
Repairs and maintenance services 75 -
Taxes other than on income 74 -
Depreciation and amortisation expenses 66 -
Business trip expenses 46 -
Office supplies expense 37 -
Utilities costs 30 -
Bank charges 27 1
Other general and administrative expenses 81 3
Total general and administrative expenses 3,093 9
16 Finance income and costs
In thousands of Georgian Lari 2018 2017
Interest income on financial assets measured at amortised cost 32 -
Finance income 32 -
Interest expense on financial liabilities measured at amortised cost (30) -
Net foreign exchange gains on financing activities (373) (199)
Finance costs (403) (199)
Net finance costs (371) (199)
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Retail Group LLC
Notes to the Financial Statements — 31 December 2018

17  Contingencies and Commitments

Legal proceedings. From time to time and in the normal course of business, claims against the
Company may be received. On the basis of its own estimates and both internal and external professional
advice, management is of the opinion that no material losses will be incurred in respect of claims.

Tax legislation. The taxation system in Georgia is relatively new and is characterised by frequent
changes in legislation, official pronouncements and court decisions, which are often unclear, contradictory
and subject to varying interpretation by different tax authorities. Taxes are subject to review and
investigation by a number of government bodies, which have the authority to impose severe fines,
penalties and interest charges.

A tax year remains open for review by the tax authorities during the three subsequent calendar years,
however, under certain circumstances a tax year may remain open longer. These circumstances may
create tax risks in Georgia that are substantially more significant than in many other countries.

Operating lease commitments. The company leases various retail outlets and warehouses under non-
cancellable operating lease agreements. The lease terms are between five and 10 years. The majority of
lease agreements are renewable at the end of the lease period at market rate.

The future minimum lease payments under non-cancellable operating leases are as follows:

In thousands of Georgian Lari 2018 2017
Not later than 1 year 5,043 -
Later than 1 year and not later than 5 years 19,655 -
Later than 5 years 14,824 -
Total operating lease commitments at 31 December 39,522 -

Assets pledged and restricted. At 31 December the Company has the following assets pledged as
collateral:

In thousands of Georgian Lari Notes 2018 2017
Property and equipment 5 13,713 -
Inventories 7 12,923 -
Total assets pledged and restricted at 31 December 26,636 -

Environmental matters. The enforcement of environmental regulation in Georgia is evolving and the
enforcement posture of government authorities is continually being reconsidered. The Company
periodically evaluates its obligations under environmental regulations. As obligations are determined, they
are recognised immediately. Potential liabilities, which might arise as a result of changes in existing
regulations, civil litigation or legislation, cannot be estimated but could be material. In the current
enforcement climate under existing legislation, management believes that there are no significant
liabilities for environmental damage.

Compliance with covenants. The Company is subject to certain covenants related primarily to its
borrowings. Non-compliance with such covenants may result in negative consequences for the Company
including growth in the cost of borrowings and declaration of default. The Company was not in
compliance with covenants at 31 December 2018. Despite the fact that the Company had no waiver from
the Bank as at 31 December 2018, no negative consequences were noted from the Bank, the borrowing
is of short-term nature by its contractual term (Note 11).
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Retail Group LLC
Notes to the Financial Statements — 31 December 2018

18 Business combinations

On 8 January 2018 the Company acquired property and equipment, other intangible assets and inventory
of Magniti LLC, other related party. Management accounted for the transaction as business combination
deriving from the fact that the Company purchased all the Magniti LLC’ assets and started operations in
the same locations in which company operated previously. Mostly all the employees have been
transferred to Retail Group LLC. The acquired operations will increase the Company’s penetration of its
chosen retail markets and is expected to improve profitability through the economies of scale.

The cost of the combination is made up as follows:

2018 2017
Purchase consideration:
- Cash paid 3,299 1,094
- Trade payable — settled during 2019 year 228 -
Total purchase consideration 3,527 1,094

The fair value of Magniti LLC’s assets as of 8 January 2018 arising from the acquisition are as follows:

Fair value
Inventories 2,104
Property and equipment (Note 5) 1,810
Intangible assets other than goodwiill 72
Fair value of assets acquired 3,986
Goodwill 635
Total purchase consideration 4,621

The goodwill is attributable to the workforce and business operations/processes.

19 Related party transactions

Parties are generally considered to be related if the parties are under common control or if one party has
the ability to control the other party or can exercise significant influence or joint control over the other
party in making financial and operational decisions. In considering each possible related party
relationship, attention is directed to the substance of the relationship, not merely the legal form.

The outstanding balances with related parties were as follows:

31 December 31 December
In thousands of Georgian Lari 2018 2017
Receivables from shareholders Other significant shareholders 2 1,559
Trade and other receivables Other significant shareholders 579 -
Trade and other receivables Other related parties 30 1,291
Trade and other receivables Key management personnel 19 -
Trade and other payables Other significant shareholders 1) -
Trade and other payables Other related parties (276) -

“Other significant shareholders” are those with the power to participate in the financial and operating
policy decisions of a group entity with which they transact, through controlling over 20% of the group
entity’s voting power, or otherwise.
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Notes to the Financial Statements — 31 December 2018

19 Related party transactions (Continued)

The income and expense items with related parties were as follows:

31 December 31 December
In thousands of Georgian Lari 2018 2017
Rebates received from suppliers Other significant shareholders 846 -
Purchases of raw materials and consumables Other related parties (2,108) -
Purchase of property and equipment Other related parties (2,399) -
Purchase of intangible asset Other related parties (155) -
Storage and delivery expenses Other related parties (60) -

Key management compensation. Compensation paid to key management for the services in full time
executive management positions is made up of a contractual salaries and bonuses of GEL 355 thousand
(2017: nill).

20 Events after the Reporting Period

As of 31 August 2019 the Company had 193 supermarkets under operation, with additional 27 to be
opened by the end of the year.

In March 2019, the Company has obtained additional borrowing from the Bank in the total amount of GEL
10 million. The loan matures in September 2024 year and bear average interest rate of 10% annually.
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Retail Group LLC

Management Report 2018

1. The entity’s business development, performance and position

Retail Group LLC was established on 7th November 2017 and started supermarket chain operations under
brand-name Magniti from January 2018.

The Company’s mission has been developed in the following way: improvement of the quality of life in the
regions and introduction of more activeness.

The moto of the Company - Magniti in all regions of Georgia!
Magniti is multilateral, discount supermarket chain in Thilisi and with the focus in the regions of Georgia.

Expansion of Magniti chain is planned in all the tightly populated settlements, towns and villages in
Georgia.

The supermarkets offer wide variety of assortment and brands to their customers. The strategy is following
to have necessary and desired goods available to customers on daily basis in all the stores, including
commodity goods, fresh goods, meal and pastry, as well as exclusive brands in non-perishable and non-
food segment.

The supermarkets chain is oriented in sharing simple and pleasant shopping experience with the customers
in regions.

The Company started operations at the beginning of 2018 with 22 supermarkets. As at 31 December 2018,
117 supermarkets have already been functioning under the brand name Magniti. As the result of significant
expansion, by the end of 2018 year, the Company held the leading position in the regional supermarkets
chain.

The Company growth was solely as a result of organic development, no purchase of other chains took place.
In 2018 the Company increased approximately five times, the financial source of which was the equity of
the founders. During 2018, on monthly basis, the company opened on average eight supermarkets.

The supermarket Magniti proposes the customers wide variety of commodity products. The general promise
of the Company to the customers is “Daily magnetic prices”, which supported Magniti in gaining its position
in the market.

Logistics — in 2018, the Company had two central warehouses throughout Georgia. In Thilisi, which served
Eastern Georgia, and in Kutaisi - for Western Georgia. Nevertheless, transportation of 95% of the products
to the stores is being carried out by the distributors themselves.

From the very beginning, the Company’s strategy was to develop chain in the regions, and the indicated
strategy continues in 2019 as well. Outside Thilisi, development of the supermarket chain was generally
caused due to the fact that demand has been identified from the population in the regions to purchase the
products in the organized retail trading chain, preserving hygiene norms and for affordable price.

Magniti is the brand, which delivers the modern living rhythm of the city to the region, creates the crossing
centers of attraction!
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Significant point to notes is that unemployment in the regions is much higher compared to Thilisi, unless
taking into account number of self-employed individuals. By opening supermarkets, Retail Group LLC
offered jobs in these regions and enabled the population to get employed.

The table below shows how the 117 supermarkets operated by the Company is spread over the regions of
Georgia, as well as other statistics:

Region Number of supermarkets | Share | Population | Unemployment

(thousands) | level
Mtskheta-Tianeti 14 12% 78.08 60%
Shida Kartli 20 17% 212.98 62%
Kvemo Kartli 13 11% 328.42 65%
Thilisi 7 6% 930.10 32%
Imereti 28 24% 455.94 61%
Samtskhe-Javakheti 2 2% 132.40 71%
Samegrelo-Zemo Svaneti 20 17% 274.15 67%
Kakheti 12 10% 252.54 72%
Guria 1 1% 96.68 70%
In total 117 100%

*Remark — information about the population and the unemployment level as given in the Table is taken
Jfrom wwuw.geostat.ge according to the standing as of 2018. The number of the population is given in
thousands, and the unemployment level according to the regions is given with admission that the number
of the self-employed is not considered among the employed.

Magniti, as the strong branch in the region, facilitates better living of the local population through creating
new opportunities from the point of view of employment, professional development and education. The
Company introduced modern living and novelties, such products, which had not been simply available to
them before; creates new infrastructure for experience of interesting shopping.

2. Entity’s future development plans;

In 2019 and afterwards, the Company will remain devoted to its general strategy, which means development
of the regional chain.

According to the standing as of 2019, new region - Adjara has been mastered additionally, and in August
2019, the number of the supermarkets of the Company reached 193.

Besides opening of the new supermarkets, the Company in 2019 and afterwards will be oriented to improve
the quality of the service, proposing more wide range of product assortment to the customers, as well as
standardization of the processes and merchandizing of the supermarkets.

General way of improvement the quality of service is the permanent training of the employees, permanent
care of their qualification and development of professional skills, which the Company will carry out with
the own expenses.

Proposing the optimal assortment to the population is one more important challenge for the Company.
Notwithstanding the fact that Retail Group LLC tries to offer the maximally low price, it is not the part of
its strategy to introduce the brands in limited amounts and to limit the choice of the customers.

Besides, in 2019 and afterwards, the Company intends to offer to the market various novelties and
marketing activities.
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3. Review of the research and development performed by the entity;

In 2018, the Company was not engaged in any research and development activities.

4. Information on the branches of an entity

The Company operates its supermarket chain throughout Georgia, in eight regions and in Tbilisi.

The Company has similar concept in all the supermarkets through maintaining the same assortment across
all locations, with the common pricing policy and the same simultaneous promotions proposed to the
customers.

The average area of the supermarkets during the accounting year is 200 m2.

5. Key financial and non-financial indicators

General financial indicators (as 2018 was the first year of existence of the Company, there is no comparable
information provided):

1)
2)

3)
4)

5)

6)

7)

8)

The Company generated Gross profit of GEL 10.7 million, accordingly gross profit margin was
15.4%
100% of the Company’s revenue includes sale of the products to the end-customer directly from the
store. The figure amounted to GEL 69.4 million, excl. VAT, during the year.
74% of Other Income is revenue from rent (0.26 million GEL).
Except for the cost of goods sold, the largest expense is Distribution Cost, which makes 15% of the
total expenses and equals GEL 10.9 million in 2018.

a. Out of which the largest portion come on staff costs — GEL 3.8 million, and

b. Operating lease of the supermarkets, amounting to GEL 2.4 million.
As of 31 December 2018, the Company’s non-current assets amounted GEL 15.2 million. The
indicated capital investments, have been completely carried out in 2018 and served to opening of
new supermarkets throughout entire Georgia.
The balance of the inventory of the Company is GEL 12.9 million. These products are located in 117
supermarkets and two warehouses operated by the Company.
The Company also has the receivables, which are the amounts of the retro-bonuses to be received
from suppliers. The amount of the indicated asset as of 31 December 2018 was GEL 2.8 million. To
note, the Company has accounts payable towards the same suppliers as of the period end which
equals GEL 18.6 million.
In 2018 year, the Company used the credit line of JSC TBC Bank in the amount of GEL 5 million.
The indicated credit line has 1-year maturity, though from the point of view of its content, it is the
long-term credit, as upon expiration it shall be replaced with the analogue terms and conditions.

General non-financial indicator

1)

2)
3)

4)

5)

In the end of 2018, the Company had 1,700 employees, and as of August 2019, the number of the
employees equaled to 3,000 people.

The proportion of employees as at 31 December 2018 was 74% - women, and 26% - men.

Number of the employees according to the regions are distributed approximately with the same
proportion, as the number of the supermarkets are dispersed.

The Company had two employees in 2017, in 2018 the Company hired on average 140 people per
month.

The strategy of Retail Group LLC is not to make capital investments (in real estate), rather to focus
on development of the supermarkets chain. Therefore, out of 117 supermarkets, only two are in
ownership of the Company - remaining are rented.
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6. Detailed information on the acquisition of its own shares

This information is irrelevant for the Company.

7. Additional explanations of amounts given in the annual financial statements

The financial standing of the Company is stable, which is expressed as follows:

1)
2)

3)
4)

100% of the liabilities of the Company is denominated in national currency;

The Company was one of the first, who entered in the regions, where there was no organized retail
trading. Therefore, the Company has loyal customers, as much as it is possible in this sector;
Awareness of the brand is rather high in the regions, where the Supermarket Magniti operates;
Retail Group LLC is not depended on debtors and there payments due to the nature of the business.
The company itself has the liabilities towards the absolute majority of its debtors. These liabilities
always exceeds the account receivables.

8. Review of the entity’s credit, market, liquidity and cash flow risks and mechanisms for
their management

1)

2)

3)

4)

The Company has no credit risk as 99% of its revenue comes for the end-customer with the
condition of immediate payment.

Liquidity risk might incur when there is significant gap in assets and liabilities. This is not observed
in the financial position as at 31 December 2018, as total equity is 79% of the long-term assets of
the Company. The current liabilities of the Company includes GEL 5 million short-term loan from
JSC TBC Bank, which is issued for one year term, though preconditioned with annual renovation.
This liability due to its contents is long-term, though contracted for 1 year and will be
extended/substituted at the end of its maturity.

For the market risk, we can consider fluctuation of the exchange rate and devaluation of GEL
towards the foreign currency. Though due to the fact that 100% of the liabilities of the Company is
denominated in GEL, purchase as well as revenue is carried out in the national currency, there are
no such risks verified for the Company. Of course, in case of devaluation of the national currency
towards the foreign currency, the price of the imported products in GEL will increase and in such
case, Retail Group LLC will have to reflect this increase in the sales prices. Other competitors will
be in the same situation and will not give anyone competitive advantage.

Cash-Flow risk — such risk generally incurs in the events, when the Company directs the short-term
monetary resources untended for the working capital, into purchase of the long-term assets,
therefore there is the risk that the company does not have enough money to pay short-term
liabilities. The management of the Company has ownership over the processes and makes decisions
to prevent cash-flow risks. As we can see from the Balance Sheet, the capital expenditures of 2018
are made with the equity of the founders.

9. Major risks and uncertainties, enterprise goal and policy with respect to financial risk
management

The sector in which Retail Group is involved, is characterized with several specific risks.

One of the most important among them is the risk of competition. Due to the fact that:

a)

The retail trading sector is not characterized with the high barriers created for entering into the
market for the new players. Factually everyone can enter the sector, who have the relevant financial
resources and will find relevant personnel;
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b) Customers of the retail sector are not characterized with loyalty. They are flexible towards various
factors and compared to the customers of other sectors, they are easily to be won over by the
competitors;

¢) According to the data as of 2018, the competition at the market is extremely high. The competitors
maximally try to obtain the market share and to open as many supermarkets as possible.

One of the most significant risks might be considered active campaigns of the competitors and losing market
share by Retail Group LLC. Though the Company permanently tries to study and to respond immediately
to the new needs of customers, to propose novelties to the latter, to improve and to turn the assortment
optimal, to increase the quality of the service. As the result of the above activities, the Company will manage
to respond timely on active campaigns of the competitors.

One more issue, which should be indicated while talking on this topic, is that as at 31 December 2018 only
30-35% of the retail sector of Georgia is counted for the organized retail trading. The fact outlines to room
for existing supermarket chains to be developed even more and to increase the market share on the expense
of the non-organized retail trading.

For the retail trading as well as all the other sectors, economic and political risks are rather important. In
the instable environment from economic and political points of view, none of the businesses might develop
and could not have any financially sustainable standing, among them, that is so for the companies acting in
the sector of the retail trading. Therefore, this part is very important and attention-worth, while analyzing
these risks. The management of the Company permanently observes economic and political environment
in the country and if necessary, the relevant decisions will be made to prevent subsequent risks.

Besides, it shall be indicated that the Company generally trades with the commodity, on which the unstable
environment, compared with other sectors, will have the latest impact and the least negative.

The risk of damage, loss, stealing and spoiling of the material valuables is one more significant risk for this
sector, as the objects are widespread throughout Georgia, which complicates the process of taking care of
the material valuables and increases the expenses significantly.

In order to ensure this risk, the Company has created strong and mobile monitoring department, which is
maximally involved into periodic counting and control process of the material valuables.

As it is obvious from the outcomes of the accounting year, the Company in 2018 had high increase rate, and
the same rate will be maintained in 2019 as well. It is known that the quick increase is accompanied by
several problems, such as weakening of attention of the management towards the current operational
issues, logistics problems, inefficient allocation of the expenses, etc. The management has to pay proper
attention to the indicated issue.

Date
Lasha Chocheli Giorgi Tabakhmelashvili
Director Finance Director
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