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ndependent AUditors Report

To the Executive Board

Open Society Georgia Foundation

Opinion

We have audited the financial statements of Open Society Georgia Foundation (the “Foundation”), which
comprise the statement of financial position as at 31 December 2019, the statement of comprehensive
income, changes in fund balance and cash flows for the year then ended, and notes, comprising significant
accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Foundation as at 31 December 2019, and its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards (IFRS).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditors’ Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Foundation in accordance with the
International Ethics Standards Board for Accountants International Code of Ethics for Professional
Accountants (including International Independence Standards) (IESBA Code) together with the ethical
requirements that are relevant to our audit of the financial statements in Georgia, and we have fulfilled our
other ethical responsibilities in accordance with these requirements and the IESBA Code. We believe that
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Financial

Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, management is responsible for assessing the Foundation’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 Foundation or to
cease operations, or has no realistic alternative but to do so.

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

Auditors’ Responsibilities for the Audit of the Financial Statements

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

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

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

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

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

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

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

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

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

Vakhtang Kezheradze

KPMG Georgia LLC & _ %/
26 October 2021 : , %



usD

Assets

Non-current assets

Property, equipment and intangible assets
Total non-current assets

Current assets
Inventories

Receivables

Prepayments

Cash and cash equivalents
Total current assets
Total assets

Liabilities and fund balance

Fund balance
Fund balance
Toral fund balance

Non-current liabilities
Accruals
Total non-current liabilities

Current liabilities

Deferred revenue

Payables

Accruals

Total current liabilities

Total liabilities

Total liabilities and fund balance

Note

13

14

15

18

17

18

Open Society Georgia Foundation
Statement of Financial Position as at 31 December 2019

2019 2018
100,469 118,700
100,469 118,700

87 87
560,501 379,513
14,481 13,779
650,320 862,630
1,225,389 1,256,009
1,325,858 1,374,709
68,255 127,563
68,255 127,563
79,966 77,717
79,966 77,717
8,209 104,299
20,221 6,051
1,149,207 1,059,079
1,177,637 1,169,429
1,257,603 1,247,146
1,325,858 1,374,709
5

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

financial statements set out on pages 9 to 25.






Open Society Georgia Foundation
Statement of Changes in Fund Balance for 2019

usD Fund balance
Balance at 1 January 2018 142,844
Deficit and total comprehensive loss for the year (15,281)
Balance at 31 December 2018 127,563
Balance at 1 January 2019 127,563
Deficit and total comprehensive loss for the year (59,308)
Balance at 31 December 2019 68,255
7

The statement of changes in fund balance is to be read in conjunction with the notes to, and forming part of,
the financial statements set out on pages 9 to 25.



Open Society Georgia Foundation
Statement of Cash flows for 2019

usD 2019 2018

Cash flows from operating activities

Deficit before income tax (57,655) (5,677)

Adjustments for:

Depreciation and amortization 23,907 30,925

Net foreign exchange loss 8,804 3,518
(24,944) 28,766

Changes in:

Receivables (180,989) 698,956

Prepayments (701) (310)

Deferred revenue (96,090) 88,223

Payables 6,088 (428,554)

Accruals 92,377 (234,470)

Cash generated (used in)/from operations before income

taxes paid (204,259) 152,611

Income taxes paid (1,653) (9,576)

Net cash flows (used in)/from operating activities (205,912) 143,035

Cash flows from investing activities
Acquisitions of property, equipment and intangible assets (5,676) (6,844)
Net cash flows used in investing activities (5,676) (6,844)

Net (decrease)/increase in cash and cash equivalents for

the year (211,588) 136,191

Cash and cash equivalents as at 1 January 862,630 727,439

Effect of exchange rate fluctuations on cash and cash

equivalents (722) (1,000)

Cash and cash equivalents at 31 December (note 15) 650,319 862,630
8

The statement of cash flows is to be read in conjunction with the notes to, and forming part of, the financial
statements set out on pages 9 to 25.
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(b)

Open Society Georgia Foundation
Notes to the Financial Statements for 2019

Reporting entity
Georgian business environment

The Foundation’s operations are located in Georgia. Consequently, the Foundation is exposed to the
economic and financial markets of Georgia which display characteristics of an emerging market. The
legal, tax and regulatory frameworks continue development, but are subject to varying interpretations
and frequent changes which together with other legal and fiscal impediments contribute to the
challenges faced by entities operating in Georgia. The financial statements reflect management’s
assessment of the impact of the Georgian business environment on the operations and the financial
position of the Foundation. The future business environment may differ from management’s
assessment.

Organisation and operations

The Open Society Georgia Foundation (the Foundation) was established as a not for profit
organization under the Civil Code of Georgia on 31 December 1998. The Foundation’s founder is
the Open Society Institute, a private operating foundation organized as a charitable trust under the
laws of the State of New York, USA.

The main objectives of the Foundation are to support programs in the fields of civil education and
culture, health, integration, law and public administration, civil society and media, human rights,
legal and economic development and reform. Furthermore, the Foundation administers and
coordinates regional programs, facilitating regional contacts and facilitating exchange of experience
among the people of the world.

The Foundation’s activities are funded by the Foundation Open Society Institute (FOSI), the
Foundation to Promote Open Society (FPOS) and various third parties.

The Foundation’s registered office is 10 Chovelidze Street, Tbilisi 0108, Georgia and the
Foundation’s registration humber is 291.

Basis of accounting
Statement of compliance

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

This is the first set of the Foundation’s financial statements in which IFRS 16 Leases have been
applied. Changes to significant accounting policies are described in note 5.

Functional and presentation currency

The national currency of Georgia is the Georgian Lari (GEL). The Foundation’s functional currency
and the currency in which these financial statements are presented is the United States Dollar (USD).
Management has determined the USD to be the Foundation’s functional currency as it considers that
the USD reflects the economic substance of the underlying events and circumstances of the
Foundation. In making this assessment, management has considered the following matters:

o a significant proportion of contribution income is represented by contributions from FOSI and
FPOS which are received in USD; and
o asignificant proportion of expenses are denominated in USD.

10



4.

Open Society Georgia Foundation
Notes to the Financial Statements for 2019

Use of estimates and judgments

The preparation of financial statements in conformity with IFRSs requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses. Actual results may differ from those
estimates. Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimates are revised and in any future
periods affected.

In the opinion of management, there are no critical judgments in applying accounting policies that
have the most significant effect on the amounts recognised in the financial statements and there are
no assumptions and estimation uncertainties that have a significant risk of resulting in a material
adjustment within the next financial year.

Measurement of fair values

A number of the Foundation’s accounting policies and disclosures require the determination of fair
values for financial assets and liabilities. The estimates of fair value are intended to approximate the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. However given the uncertainties and the use
of subjective judgment, the fair value should not be interpreted as being realizable in an immediate
sale of the assets or transfer of liabilities. Fair values have been determined for measurement and for
disclosure purposes.

Fair values are categorised into different levels in a fair value hierarchy based on the inputs used in
the valuation techniques as follows:

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.
Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

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

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

Changes in significant accounting policies

Except for the changes below, the Foundation has consistently applied the accounting policies to all
periods presented in these financial statements.

IFRS 16

The Foundation has adopted IFRS 16 Leases from 1 January 2019. IFRS 16 has introduced a single,
on-balance sheet lease accounting model for lessees, which means that a lessee recognises a right-
of-use asset representing its right to use the underlying asset and a lease liability representing its
obligation to make lease payments. There was no change to the lessor accounting as a result of
adoption of IFRS 16. IFRS 16 has replaced existing leases guidance, including I1AS 17 Leases, IFRIC
4 Determining whether an Arrangement contains a Lease, SIC-15 Operating Leases — Incentives and
SIC-27 Evaluating the Substance of Transactions Involving the Legal Form of a Lease.

Previously, the Foundation determined at contract inception whether an arrangement was or
contained a lease under IAS 17 Leases and IFRIC 4 Determining Whether an Arrangement contains
a Lease.The Foundation now assesses whether a contract is or contains a lease based on the new
definition of a lease. Under IFRS 16, a contract is, or contains, a lease if the contract conveys a right
to control the use of an identified asset for a period of time in exchange for a consideration.

11



Open Society Georgia Foundation
Notes to the Financial Statements for 2019

On transition to IFRS 16, the Foundation elected to apply the practical expedient to grandfather the
assessment of which transactions are leases. The Foundation applied IFRS 16 only to contracts that
were previously identified as leases. Contracts that were not identified as leases under 1AS 17 and
IFRIC 4 were not reassessed for whether there is a lease under IFRS 16. Therefore, the definition of
a lease under IFRS 16 was applied only to contracts entered into or changed on or after

1 January 2019.

As at 31 December 2019 and 1 January 2019 the Foundation is not a party to any long-term lease
agreements, hence there was no material effect on the Foundation’s financial statements as a result

of adoption of IFRS 16.

A number of other new standards are effective from 1 January 2019, but they do not have a material

effect on the Foundation’s financial statements.

Contribution income

usD
FOSI income
FPOS income

Third party income

usD

Embassy of Netherlands
ITPC

REC Moldova
European Commission
TIDES

ITPC/TIDES

Non-contribution income

usD
Rent income

Program expenses

FPOS program expenses

uUsD

Media and communication
Public administration

Ethnic minorities

Public health

Total FPOS program expenses

FOSI program expenses

usD

Public health

Criminal justice

European integration

Public administration

Media and communication
Ethnic Minorities

Total FOSI program expenses
Total program expenses

2019 2018
3,945,944 4,004,891
617,550 809,788
4,563,494 4,814,679

2019 2018
87,567 3,370
65,534 -
240 -
- 16,725
- 8,238
- 2,012
153,341 30,345

2019 2018
69,065 51,865
69,065 51,865

2019 2018
349,434 436,022
82,059 103,420
19,050 18,591
7,675 40,761
458,218 598,794

2019 2018
934,529 1,327,075
551,224 513,556
543,353 515,674
516,236 384,745
436,112 307,566
337,902 332,350
3,319,355 3,380,966
3,777,573 3,979,760

12



10.

11.

12,

Administrative expenses

FPOS administrative expenses
usD

Salaries and benefits
Professional and consulting fees
Security

Travel, conference, meetings
Non resident VAT

Utilities

Bank charges

Office supplies
Telecommunication

Auto expenses

Depreciation

Maintenance of equipment

Aiir courier and postage

Other

Total FPOS administrative expenses

FOSI administrative expenses
uUsD

Salaries and benefits
Professional and consulting fees
Security

Travel, conference, meetings
Non resident VAT

Depreciation and amortization
Rent and utilities

Financial support

Bank charges

Office supplies
Telecommunication

Auto expenses

Maintenance of equipment
Other

Total FOSI administrative expenses
Total administrative expenses

Third party expenses

usD

European integration
Public health
Administrative
Receivables write off

Income taxes

usb
Current year tax expense

Open Society Georgia Foundation
Notes to the Financial Statements for 2019

2019 2018
96,918 119,247
13,468 27,633
12,067 12,849
9,356 12,096
8,133 7,914
5,938 6,177
4,138 8,570
3,079 3,084
2,760 2,871
1,151 1,426
306 529
249 208
92 56
1,121 587
158,776 203,247
2019 2018
312,867 299,146
110,729 97,973
42,654 45,555
33,073 58,505
28,749 28,057
23,601 30,396
20,988 21,900
20,555 -
14,625 30,384
10,885 10,933
9,756 10,178
4,069 5,544
882 738
9,742 12,317
643,175 651,626
801,951 854,873
2019 2018
87,567 3,368
64,842 8,103
52,519 52,944
50,299 -
255,227 64,415
2019 2018
1,653 9,604

The Foundation’s applicable tax rate is the income tax rate of 15%. The core activities of the

Foundation are exempt from income tax.

Reconciliation of effective tax rate:

2019 2018
usD % usD %
Deficit before income tax (57,655) 100 (5,677) 100
Income tax on non-tax exempt income - 0 7,780 (137)
Other tax income 1,653 3) 1,824 (32)
1,653 3 9,604 (169)

13



usD

Cost

Balance at 1 January 2018
Additions

Disposals

At 31 December 2018

Balance at 1 January 2019
Additions

At 31 December 2019
Depreciation and amortization
Balance at 1 January 2018
Charge for the year

Disposals

Balance at 31 December 2018

Balance at 1 January 2019
Charge for the year

Balance at 31 December 2019
Net book value

At 1 January 2018

At 31 December 2018

At 31 December 2019

13. Property, equipment and intangible assets

Open Society Georgia Foundation

Notes to the Financial Statements for 2019

Leasehold Computers and
Land Buildings improvement Furniture Vehicles equipment Software Total
76,720 10,200 31,481 11,368 43,648 62,949 4,102 240,468
- - 1,020 393 98 5,908 - 7,419
- - - - - (680) - (680)
76,720 10,200 32,501 11,761 43,746 68,177 4,102 247,207
76,720 10,200 32,501 11,761 43,746 68,177 4,102 247,207
- - - - - 5,676 - 5,676
76,720 10,200 32,501 11,761 43,746 73,853 4,102 252,883
- (6,766) (15,018) (2,489) (41,355) (28,873) (3,186) (97,687)
- (406) (6,738) (3,308) (11) (19,760) (702) (30,925)
- - - - - 105 - 105
- (7,172) (21,756) (5,797) (41,366) (48,528) (3,888) (128,507)
- (7,172) (21,756) (5,797) (41,366) (48,528) (3,888) (128,507)
- (406) (5,540) (2,662) (20) (15,122) (157) (23,907)
- (7,578) (27,296) (8,459) (41,386) (63,650) (4,045) (152,414)
76,720 3,434 16,463 8,879 2,293 34,076 916 142,781
76,720 3,028 10,745 5,964 2,380 19,649 214 118,700
76,720 2,622 5,205 3,302 2,360 10,203 57 100,469

14
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15.

16.

17.

18.

Open Society Georgia Foundation
Notes to the Financial Statements for 2019

Receivables

uUsD 31 December 2019 31 December 2018

Receivables from FOSI 317,057 287,107

Receivables from FPOS 167,550 29,361

VAT receivables 59,265 21,891

Other receivables 16,629 41,154
560,501 379,513

The Foundation’s exposure to credit risk related to receivables is disclosed in note 19(ii).

Cash and cash equivalents

uUsD
Bank balances
Petty cash

31 December 2019

31 December 2018

649,717 862,015
603 615
650,320 862,630

The Foundation’s exposure to credit risk related to bank balances is disclosed in note 19(ii).

Capital management

Given the nature of the Foundation’s operations, the Foundation does not have a formal capital

management policy.

The Foundation is not subject to externally imposed capital requirements.

Deferred revenue

usD

International Treatment Preparedness Coalition
State/Embassy of Netherlands

REC Moldova

Accruals

usD
Non-current
FOSI related grant accruals

Current

FOSI related grant accruals
FPOS related grant accruals
Third party related accruals
Other accruals

31 December 2019

31 December 2018

8,209 20,789
- 76,003
- 7,507
8,209 104,299

31 December 2019

31 December 2018

79,966 77,717
79,966 77,7117
1,116,973 1,017,434
27,341 38,500
1,257 994
3,636 2,151
1,149,207 1,059,079

15



Open Society Georgia Foundation
Notes to the Financial Statements for 2019

19. Fair values and risk management

(@)

(i)

(i)

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

Financial risk management

The Foundation is mainly exposed to credit risk from its use of financial instruments. The nature of
the Foundation’s operation and the basis of determining income from FPOS and FOSI mean that the
Foundation is not significantly exposed to liquidity and market risks.

Risk management framework

Management has overall responsibility for the establishment and oversight of the Foundation’s risk
management framework.

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

Credit risk

Credit risk is the risk of financial loss to the Foundation if a counterparty to a financial instrument
fails to meet its contractual obligations, and arises principally from the receivables and bank balances.
Although collection of receivables and bank balances could be influenced by economic factors,
management believes that no counterparty will fail to meet its obligations and that the Foundation is,
accordingly, not significantly exposed to credit risk.

Receivables

The Foundation’s exposure to credit risk is influenced mainly by the individual characteristics of
each counterparty. Geographically, the credit risk is concentrated mainly in foreign counterparties.

The Foundation establishes an allowance for impairment that represents its estimate of expected
losses in respect of receivables. The main component of this allowance is a specific loss component
that relates to individually significant exposures.

The Foundation believes that expected credit loss is immaterial in respect of receivables as at
31 December 2019 and 2018.

Cash and cash equivalents

The cash and cash equivalents are held with one Georgian bank with short term issuer default rating
of B, rated by Fitch Ratings, and management does not believe that these counterparty will fail to
meet its obligations.

Impairment on cash and cash equivalents has been measured on a 12-month expected loss basis and

reflects the short maturities of the exposures. The Foundation considers that its cash and cash
equivalents have low credit risk based on the external credit ratings of the counterparties.

16



20.

21,

22,

(@)

(b)

Open Society Georgia Foundation
Notes to the Financial Statements for 2019

Commitments
At any time the management of the Foundation can commit funds to grantees.

Management commitments are commitments of the Foundation to fund grants or programs in the
following year, which have not become liabilities, but meet certain criteria established by the
Foundation. As at 31 December 2019, the Foundation has management commitments of
USD 300,861 related to the core budget (2018: USD 333,523).

Management commitments related to the budgets allocated by the Open Society Foundations
Programs as at 31 December 2019 is nil (2018: nil).

Management commitments must meet all of the following criteria:

a) the activity relates to Foundation management’s decisions and strategy; and is not included
in the 2020 budget;

b) the commitment has been:
- documented in the national board of directors’ minutes, or
- approved by the Network, International or US Program senior Management, or
- approved according to the requirements specified in the External Match Policy for

commitments out of External Match Funds;

c) there was substantive activity reinforcing representations by management that the activity
related to the financial reporting period (2019 budget year);

d) there was a public announcement or an official communication issued committing the
foundation/program to the activity;

e) the amount of the commitment can be reliably estimated.

Contingencies
Taxation contingencies

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

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

Related parties

Parent and ultimate controlling party

The Foundation’s founder is the Open Society Institute (“OST”).
Transactions with key management personnel

Key management remuneration

Key management received the following remuneration during the year, which is included in program
and administrative expenses.

usD 2019 2018
Salaries and bonuses 199,885 206,120

17
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(i)

(i)

23.

24,

(@)

(b)

Open Society Georgia Foundation
Notes to the Financial Statements for 2019

Other related party transactions
The Foundation’s other related party transactions are disclosed below.

Contribution income

usD Transaction value Outstanding balance
2019 2018 31 December 2019 31 December 2018
FOSI 3,945,944 4,004,891 317,057 287,107

In 2019, the Foundation received cash funding from FOSI in the amount of USD 3,915,944 (2018:
USD 4,700,000).

Other transactions

In 2019 and 2018 the Foundation leased a building located at 10 Chovelidze Street, Thilisi, Georgia
from a related party free of charge.

Basis of measurement

The financial statements have been prepared on the historical cost basis.

Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these
financial statements.

Foreign currency transactions

Transactions in foreign currencies are translated to USD at exchange rates at the dates of the
transactions. Monetary assets and liabilities denominated in foreign currencies at the reporting date
are translated to USD at the exchange rate at that date. Non-monetary items in a foreign currency
that are measured based on historical cost are translated using the exchange rate at the date of the
transaction.

Foreign currency differences arising in translation are recognised in statement of comprehensive
income.

Contribution income
FPOS/FOSI income

The FPOS/FOSI grant (core budget) is provided as a conditional support where the condition is that
the Foundation is required to incur expenditures or legally binding commitments to grantees
chargeable under the grant. The same funding and income recognition policy applies for the budgets
allocated by the Open Society Foundations Programs to the Foundation.

The recognition of contribution income under programs requiring matching contributions from
external sources (External Match Funds) is conditional upon the Foundation incurring legally binding
commitments to grantees.

The amount of FPOS/FOSI income is calculated as follows:

Total FPOS/FOSI related expenses incurred by the Foundation
Plus: Property and equipment purchased during the year related to FPOS/FOSI activities
Plus: FPOS/FOSI related foreign exchange difference, if it is a loss

18



(i)

(©)

(d)

(€)

Open Society Georgia Foundation
Notes to the Financial Statements for 2019

Less: Net book value of assets related to FPOS/FOSI activities disposed of
Less: FPOS/FOSI related foreign exchange difference, if it is a gain
Less: Depreciation expense on property and equipment related to FPOS/FOSI activities

The FPOS/FOSI income is restricted and is required to be spent for the purposes underlying the
calculation of such income. Where applicable, the surplus of cash received over FPOS/FOSI income
is recognized as deferred revenue. The balance of funds committed to grantees not disbursed as of
the reporting date is recognized in accruals.

The FPOS/FOSI income is denominated in the currency in which FPOS/FOSI denominated its
budget to the Foundation.

Third party funding

Income from third party funding is recognized in the period in which expenses that it is intended to
compensate are incurred and when there is reasonable assurance that the Foundation will comply
with the relevant conditions and the funding will be received.

Expenses

Expenses are recorded on an accrual basis, when goods are consumed or when services are
performed.

Program expenses related to the grants provided by the Foundation are recognized when the grant
agreement is signed by the Foundation and counter-signed by the grant recipient. If grants are
provided with conditions, the grant expense is recorded when the grantee meets the conditions or
when the likelihood the recipient will not meet the conditions becomes remote.

Short term employee benefits

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

Taxation

Income tax expense comprises current income tax. Current tax is recognized in statement of
comprehensive income.

The Foundation is exempt from taxes specified by Georgian legislation with respect to its core
activity. The Foundation is also exempted from customs duties on imports. The Foundation pays the
following taxes: payroll-related taxes, property tax and income taxes on certain types of activities in
accordance with Georgian Tax Code requirements. Income tax is calculated only on non-contribution
income.

According to the Tax code of Georgia, the Foundation has the right to reclaim value added tax

(“VAT”) on purchase from the state budget within the grant projects. VAT on purchases may be
offset against other tax liabilities.
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Property, plant and equipment
Recognition and measurement

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

Cost includes expenditure that is directly attributable to the acquisition of the asset.

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

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

Subsequent expenditure

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

Depreciation

Items of property and equipment are depreciated from the date that they are installed and are ready
for use. Depreciation is based on the cost of an asset less its estimated residual value.

Depreciation is recognised in statement of comprehensive income on a straight-line basis over the
estimated useful lives of each part of an item of property and equipment, since this most closely
reflects the expected pattern of consumption of the future economic benefits embodied in the asset.
Land is not depreciated.

The estimated useful lives of significant items of property and equipment for the current and
comparative periods are as follows:

o buildings 25 years;
e |easehold improvements 5 years;
o furniture 5 years;
o vehicles 5 years;
e computer and equipment  3-5 years.

Depreciation methods, useful lives and residual values are reviewed at each reporting date and
adjusted if appropriate.

Financial instruments
Recognition and initial measurement

Receivables are initially recognised when they are originated. All other financial assets and financial
liabilities are initially recognised when the Foundation becomes a party to the contractual provisions
of the instrument.

A financial asset or financial liability is initially measured at fair value plus, for an item not at
FVTPL, transaction costs that are directly attributable to its acquisition or issue.
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Classification and subsequent measurement of financial assets
Financial assets
On initial recognition, a financial asset is classified as measured at: amortised cost; or FVTPL.

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

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

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

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

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

The Foundation’s financial assets comprise the following classes of financial assets: Receivables
(note 14) and cash and cash equivalents (note 15), which are measured at amortised cost using the
effective interest method.

Financial assets at amortised cost are subsequently measured at amortised cost using the effective
interest method. The amortised cost is reduced by impairment losses. Interest income, foreign
exchange gains and losses and impairment are recognized in profit or loss. Any gain or loss on
derecognition is recognized in profit or loss.

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

Financial liabilities — Classification, subsequent measurement and gains and losses

Financial liabilities are classified as measured at amortised cost or FVTPL. A financial liability is
classified as at FVTPL if it is classified as held-for-trading, it is a derivative or it is designated as
such on initial recognition. Financial liabilities at FVTPL are measured at fair value and net gains
and losses, including any interest expense, are recognised in profit or loss. Other financial liabilities
are subsequently measured at amortised cost using the effective interest method. Interest expense and
foreign exchange gains and losses are recognised in profit or loss. Any gain or loss on derecognition
is also recognised in profit or loss.

Modification of financial assets and financial liabilities
Financial assets

If the terms of a financial asset are modified, the Foundation evaluates whether the cash flows of the
modified asset are substantially different. If the cash flows are substantially different (referred to as
‘substantial modification’), then the contractual rights to cash flows from the original financial asset
are deemed to have expired. In this case, the original financial asset is derecognised and a new
financial asset is recognised at fair value.
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The Foundation performs a quantitative and qualitative evaluation of whether the modification is
substantial, i.e. whether the cash flows of the original financial asset and the modified or replaced
financial asset are substantially different. The Foundation assesses whether the modification is
substantial based on quantitative and qualitative factors in the following order: qualitative factors,
quantitative factors, combined effect of qualitative and quantitative factors. If the cash flows are
substantially different, then the contractual rights to cash flows from the original financial asset
deemed to have expired. In making this evaluation the Foundation analogizes to the guidance on the
derecognition of financial liabilities.

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

o change the currency of the financial asset;

e change in collateral or other credit enhancement;

e change of terms of financial asset that lead to non-compliance with SPPI criterion
(e.g. inclusion of conversion feature)

If the cash flows of the modified asset carried at amortised cost are not substantially different, then
the modification does not result in derecognition of the financial asset. In this case, the Foundation
recalculates the gross carrying amount of the financial asset and recognises the amount arising from
adjusting the gross carrying amount as a modification gain or loss in profit or loss. The gross carrying
amount of the financial asset is recalculated as the present value of the renegotiated or modified
contractual cash flows that are discounted at the financial asset's original effective interest rate. Any
costs or fees incurred adjust the carrying amount of the modified financial asset and are amortised
over the remaining term of the modified financial asset.

Financial liabilities

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

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

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

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

e change the currency of the financial liability;
e change in collateral or other credit enhancement;
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¢ inclusion of conversion option;
e change in the subordination of the financial liability.

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

Derecognition
Financial assets

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

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

Financial liabilities

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

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

Offsetting

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

Impairment

Non-derivative financial assets

Financial instruments

The Foundation recognises loss allowances for ECLs on financial assets measured at amortised cost:
The Foundation measures loss allowances at an amount equal to lifetime ECLs, except for the
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following, which are measured at 12-month ECLSs:

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

Loss allowances for receivables are always measured at an amount equal to lifetime ECLSs.

When determining whether the credit risk of a financial asset has increased significantly since initial
recognition and when estimating ECLs, the Foundation considers reasonable and supportable
information that is relevant and available without undue cost or effort. This includes both quantitative
and qualitative information and analysis, based on the Foundation’s historical experience and
informed credit assessment and including forward-looking information.

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

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

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

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

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

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

Measurement of ECLs

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

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

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

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

— significant financial difficulty of the borrower or issuer;

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

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

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

— the disappearance of an active market for a security because of financial difficulties.
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Presentation of allowance for ECL in the statement of financial position

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

Write-off

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

New standards and interpretations not yet adopted

A number of new standards are effective for annual periods beginning after 1 January 2019 and
earlier application is permitted; however, the Foundation has not early adopted the new or amended
standards in preparing these financial statements.

The following amended standards and interpretations are not expected to have a significant impact
on the Foundation’s financial statements.

— Amendments to References to Conceptual Framework in IFRS Standards;

— Definition of a Business (Amendments to IFRS 3);

— Definition of Material (Amendments to IAS 1 and IAS 8);

— Interest Rate Benchmark Reform (Amendments to IFRS 9, IAS 39 and IFRS 7);
— IFRS 17 Insurance Contracts;

— Classification of liabilities as current or non-current (Amendments to IAS 1).
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